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USAID Banking Supervision Project in Macedonia

MACEDONIAN BANKING PROJECT

INTRODUCTION

Under the provisions of the Task Order, Booz Allen Hamilton was engaged by the United States
Agency for International Development to render technical assistance to the National Bank of the
Republic of Macedonia and other Macedonian institutionsin the financial sector. This assistance
included mainly working with the Supervisory Department of the NBRM, commercial banks, the
Deposit Insurance Fund and the professional training of people in those institutions.

The Chief of Party (CoP), H. Peers Brewer, arrived in Skopje in January 2000. The project was
scheduled to last through the end of October 2001. Carolyn Brearley of USAID/Skopje, the
Project’s Technical Officer, however, arranged for the Project to receive additional funding and
to extend the tenure through the end of April, 2002. The Task Orders (TOs) remained essentially
the same as in the original Orders, with some refinements to assist with the changing needs of the
local Macedonian situation. In June 2001, the US Ambassador in Skopje ordered the mandatory
evacuation of USAID and USAID project personnel out of Macedoniafor security reasons. The
CoP of the Macedonia Banking Project (MBP) relocated to a Booz Allen Hamilton office in
Zagreb, managing the Project’ s affairs from that location. The Project Deputy, Mr. Kiril
Minoski, continued to maintain contacts with the Project’s customer base in Skopje and to
advance the tasks they were working on. In this regard, Mr. Minoski did an excellent job as a
representative of Booz Allen Hamilton and the Project. The mandatory exile lasted until the end
of October 2001. At the end of April 2002, the life of the MBP was extended through July 15,
2002 on an unfunded basis.

EXECUTIVE SUMMARY

The CoP of the Macedonian Banking Project had the personal goal of achieving significant and
lasting success in the major TOs governing the project. This was done with respect to: (a) the
strengthening and training of bank examiners; (b) strengthening the legislative foundation and
the capacities of the Deposit Insurance Fund; (c) converting banks to the use of 1AS; and, (d)
strengthening the credit risk management and MIS framework of the commercial banks. This
success was largely the direct result of the close cooperation between the Project and the staff at
the USAID Mission in Skopje.

OPERATING ENVIRONMENT

The Macedonian Economy

The general weaknesses of the Macedonian economy have been frequently recorded. These
include: high unemployment, widening income inequality, weak social safety nets,
uncompetitive export products and a persistent corruption problem. On the more positive side,
there is an active underground economy, inflation remains modest, the educational level (at least
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in urban areas) is reasonably high and private sector debt is modest compared with many
developing countries.

From the perspective of the MBP, the war in Kosovo in 1999 and the ensuing war with the
Albanian militants in 2001, compounded economic problems and further retarded economic
growth by placing undue pressure on the credit quality of existing loans, which aggravated the
already severe problem of non-performing loansin the system’s total portfolio.

The Macedonian Financial Structure

The nation’ s financial structure is divided into three parts: the National Bank (NBRM), the
commercia banks (numbering 22, with 95% of the financial sector assets), and “other” which
includes asmall and weak insurance industry, pension funds and savings banks. The “savings
banks,” in Macedonia often are more closely in line with American commercial finance
companies than retail savings & mortgage operations. Most customers were in the first two
categories.

The Supervisory Department of the NBRM (SD/NBRM) proved to be staffed with exceptionally
talented and well-trained people. It isworth noting in this regard that the SD/NBRM benefited
from the help of aprior USAID project. It was definitely constructive that the MBP could build
on the foundation laid by that project. The “foundation” was not just the technical advice, but
also the SD’ s perception of the quality of the consultants that USAID/Skopje put into the field.
The weakness of the SD/NBRM was that the department was young and therefore, consequently
short on field experience. This was complicated by the fact that the IMF continually (and often
without much thought) pushed the SD to expand their capabilities as a condition for additional
funding to Macedonia. Be that as it may, these conditions provided a receptive and capable field
for the services of the MBP.

The situation with the commercial banks was less satisfactory. These banks also had the benefit
of aprior USAID project. While the project had some fine people and a worthwhile program,
the project contractor went bankrupt mid stream, leaving the project without the means to
continue in business and to make alasting impact.

Parenthetically, USAID projects, of course, arein direct competition with projects sponsored by
the EU, by European central banks and by Non Government Organizations (NGOs). Foreign aid
from the West has been available to the Macedonians for about a decade. The Macedonians,
consequently, are fully aware of who isaqualified consultant and what types of projects are
important to them. Moreover, they quickly develop a sense of which project can deliver and
which cannot. Macedonians seem to prefer to work with USAID because: (a) the Americans are
more flexible and more willing to customize the aid to the Macedonian need; (b) the American
bureaucracy is much lessrigid than the European bureaucracy; (¢) Americans are much more
inclined to get down to the nitty-gritty of “how to” do atask and then stay the course until it is
done; and, (d) the Europeans seem to prefer to give technical advice (e.g. what type of computer
meets the specifications for a certain operation) and leave it at that. The bottom line and the
pragmatic fact is that the American consulting style works best in the emerging countries.
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Therefore, USAID must have the patience and persistency to stay the course if it isimportant to
our national interests.

The commercial banking industry in Macedonia, asin many former socialist countries, continued
to carry forward operating legacies of that past regime.

These legacies foremost, had: alack of credit culture, inadequate accounting, no customer
orientation and a poverty of managerial talent. Under the old system, the banks were the medium
through which the government distributed funds to the state owned companies. It has been a
tremendously difficult road for the banks to culturally move to a Western style of banking. Asa
consequence, there isa curiously inverted situation where the central bankers are more advanced
in their devel opment than most commercial bankers.

Some banks do indeed have good quality management, but even in these cases, the talent is
limited in number. These banks are the most promising to work with, but they tend to have an
organizational structure that resembles an acute isosceles triangle. Thus, the banks' decision
makers are far removed from the market place, decision-making is concentrated at the top and
(asacomplication) the MISis usualy not adequate. Thisin turn, meansthat it is difficult for
these managements to maintain sustained contact with a problem until it is solved.

The Institutional Framework

While the CoP is unguestionably responsible for the outcome of the project, in truth the project
operates within an institutional framework that conditions the probability of that outcome. The
MBP was extremely fortunate that it came to Skopje at atime when four of the potentially most
important allies were strongly supportive of the project’s goals. In particular, the Minister of
Finance, Nicola Gruevsti, arguably one of the most important cabinet ministers and unarguably
the most capable, was strongly oriented toward improving the operating structure and legal
foundation of the MBRM and the commercial banking system in Macedonia. In addition,
USAID/Skopje had aresults oriented view towards getting constructive and sustainable changes
made in the financial sector. In particular Steve Gonyea, (Senior Private Sector Officer)
Caroline Brearley and Sharon Hester (both Private Sector Officers and Technical Officers) took
the time to understand the issues and their complexitiesin the banking area. They facilitated TO
amendments where necessary and were awilling and important part of the calling effort with the
customers. In addition, they supported the budget adjustments, which made it possible for the
Booz Allen team to address the continually changing needs of the banks, the Supervisory
Department and other financial groups. A close working relationship was developed with Mr.
Walter Zunic, the World Bank advisor responsible for coverage of the Macedonian SD. Through
this relationship Booz Allen Hamilton was able to have a closer understanding of where the SD
should be headed and how we could jointly focus our resources to that end. And (d) Booz Allen
Hamilton was able to identify and provide three top level STAs (Robert Hefner, Thomas
Fitzgerald and Gheorge Campeanu) that were able to make definitive and enduring contributions
in their areasin Macedonia.

In conclusion, thisinstitutional support made it inexcusable to fail and improbable to do so.
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THE PROJECT'SMISSION AND STRATEGY

The Project Mission

While the Macedonian political, economic and financial situation constantly evolved during the
life of the MBP, Booz Allen Hamilton used the black and white of the contract Task Orders (TO)
as the primary guide to the Project’ s activity.

The contract states. “ The overriding objective of this task order isto develop a strong
supervisory capacity at the National Bank of Macedoniain order to promote a strong, risk-based,
market oriented banking system.” The TO then enumerated eight tasks. While some of the tasks
overlapped and some were outmoded by time and circumstance, Booz Allen Hamilton assessed
each task and each opportunity for service, which surfaced during the life of the Project by the
“overriding objective[s]” of developing a“strong” SD/NBRM and a * sound,

risk based market oriented banking system.”

The Project Strateqy

When the MBP arrived in Skopje, one of its first undertakings was a survey of the needs and
attitudes of the customer base. The CoP interviewed the SD, the Deposit Insurance Fund, eight
banks (representing 85% of Macedonian deposits), the IMF/Skopje, the World Bank/Skopje, the
Ministry of Finance, other financial sector projects in Skopje and several USAID projectsin
other Eastern European and FSU jurisdictions.

What Booz Allen Hamilton saw and heard about was alot of activity but very few sustainable
improvements from this activity. Thiswas due to several reasons.

First, the customers were polite but clearly skeptical about the commitment of the consultant.
They felt that consultants tended to be driven by their own agenda and not by the needs of the
Macedonian agenda. Second, the customers did not like the patronizing approach of the “three
day pundits’ that came in and out of Petrovic. Skopjeisnot agrammar school. Third, people
who attended the seminars were often too junior in their organization to understand how this
information could be effectively used in the corporation. Moreover, these same people lacked the
standing or ability to package and present the ideas to those in the organization who could make
adifference. Finaly, the consultant is by definition an outsider. It is hard for the outsider to
know what is going on within the Macedonian institutions because there is very little financial or
strategic transparency. The consultant, consequently, is challenged to focus the programin a
way that istruly responsive. Y et, many Macedonians evidently do understand what is going on.
They understand because they have access to “ozborouvanie,” avast under ground current of
chatter that surfaces primarily in close social settings. If the consultant wants to know what is
going on, he must drink of the waters “ozborouvanie” .

To by-pass these negative factors and create a more participative relationship, the MBP strategy
was to: first, initially concentrate on one important customer. That is, the Project would build its
credibility with service to that customer. By “ozborouvanie,” word would quickly get around.
Booz Allen Hamilton selected the SD because of its sophistication and understanding of where it
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needed to go. This decision was in part facilitated by: a) the fact that the number one and three
banks (representing 445% of assets) were in the process of being taken over by foreign banks; b)
the number four bank was in a problem band classification; and, c) the number two bank
specifically declined an offer for help. The commercial banks were preoccupied with other
problems. Second, use only STAswith years of direct line experience in that business and with
very relaxed people skills. No academics need apply. Third, the Project would suggest but not
push issues on the Macedonians, since Booz Allen Hamilton was confident that over the life of
the Project, these issues would arise among their customers. By letting the customers know early
on of Booz Allen Hamilton’s willingness to help, when the issues did arise it created a demand-
pull for their services, which isa much more favorable condition for the success of a consulting
initiative. And fourth, hire alocal staff that traveled in the same social circles as the customers
Booz Allen Hamilton was trying to serve. Also the CoP would make a direct effort to participate
as much as possible in the cultural and social life of the country. By and large, these strategies
paid handsome dividends for the MBP.

TASK ONE: IT/MIS

Task One deals with accounting and Information Technology/Management Information Systems
(IT/MIS) issues. Thiswas avery complicated TO. The MBP had hoped to have this TO
completely resolved by July, 2001, but the mandatory exile postponed the completion date until
February, 2002. This TO actually had three component parts: first, streamlining the regulatory
reporting process, second, getting banksto use IAS, and third, helping them with IT/MIS issues.
Each of these partsinvolved different analytical and consultative skills.

First, the request of the TO that the Project help streamline the regulatory reporting process
actually derived from a mis-assessment of the situation by the people who did the feasibility
study for the project. Reportedly, the bankers were upset with the burden of financial reporting
which the NB required, thus diverting time from more constructive applications. Two things
suggested, however, that thiswas not areal issue. One, during the CoP’ sinitial surveys of the
banks, not one bank raised this as a serious issue unless prompted by the CoP. Two, the CoP got
ahold of thelist of reports the banks had to supply the NB. Upon reviewing the ligt, it was
evident that all of the reports generated information that the regulators had aright to know —
particularly mindful that these reports were used for both supervisory and monetary policy
purposes. Ultimately, Booz Allen Hamilton came to the opinion that during the time the people
doing the feasibility study for this Project were in the field, the NB had just begun to insist that
the banks report balance sheets on an IAS basis in addition to the normal Macedonian accounting
basis. Thiswas a cosmetic response of the NB to requests from the WB and the IMF that banks
report on an IAS basis. Most banks did not have the remotest idea of what IAS entailed and it is
doubtful if at that time the NB itself knew any better. Since the Projects main objective under
Task One was getting the banks to use IAS, it was not constructive to ask the NB to drop this
reporting requirement. Rather Booz Allen Hamilton asked them to maintain the requirement,
while the MBP would then help the banks learn the proper way of setting up, reporting and
utilizing IAS accounting.

Second, as mentioned above, this was a perplexing TO in some respects, none more so thanin
getting the banksto use IAS. During the tenure of the MBP there was also a USAID project, two
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actually, devoted to accounting issues and with a primary assignment to advance the use of IAS
among all Macedonian corporate entities. The Accounting Project had avery difficult time of it
because the topic was highly politicized. The control of accounting in Macedonia, its teaching
and enabling legidlation was tightly controlled by the university academics. Thiswas alucrative
slice of business that they were not about to relinquish. Booz Allen Hamilton struggled for away
to address this TO. Opportunity, however, did strike. In April 2001 the World Bank mandated
the use of |AS accounting for the banks. In March 2001 the NB came to Booz Allen Hamilton,
asking to do a study that compared 1A S accounting with Macedonian accounting, preparatory to
recommending to the Ministry of Finance new legislation regarding the use of IAS. The question
was who would do the study, which involved extensive knowledge of IAS and Macedonian
accounting and the analytical ability to understand the subtleties of comparing the two systems
on theoretical and “applied” levels.

After consulting with the NB and with the Accounting Project, Booz Allen Hamilton identified
and hired alocal individual who did an outstanding job for Booz Allen Hamilton and the NB.
Using this same individual, who had considerable teaching and seminar experience, Booz Allen
Hamilton designed an entirely unique course which taught the internal accountants the theory
behind IAS, how to set-up the accounts and how to maintain controls through the presentation of
the balance sheet, profit and loss statement and cash flow. This course involved about 24 day
sessions, some outside of Skopje to spread the travel burden of the bank accountants living
outside of Skopje. About 60 different individuals attended, some for special subjects, with about
40 actually receiving graduation certificates.

Also, Robert Reed, CoP of the Accounting Project and Peers Brewer, CoP of the MBP, jointly
presented a seminar for bank credit departments showing them what new accounting ook they
would be getting when their customers shifted to IAS and how this would impact the credit
analytical process. About 65 people attended this seminar.

Finally, prior to conversion of the banksto IAS, and while discussions about that were in
progress with the WB, IMF, MOF, USAID and NB, the MBP became aware that the
Macedonian bank chart of accounts had never been translated into English and none of the
Western parties to this discussion knew what the accounts looked like. The MBP, accordingly,
with the help of the Accounting Project, hired a translator who specialized in accounting and
business issues to do the translation. The translation was made available to al interested parties
and Projects. (See Attachment Number 1).

Third, the use of IT/MISin the banks was also difficult to get going because: (1) the two banks
that were bought by foreigners (combined with over 45% of Macedonia s deposits) were
implementing the systems of their new parent bank; (2) several other large banks seemed
reluctant, again, to have outsiders get too familiar with the internal conditions of the bank; and,
(3) atotal change was underway in the payments system, with the banks knowing very little
about what stress this change was going to mean to the structure of their own system
requirements.

Discussions with banks in another jurisdiction that had I T projects (software), felt that the project
did not meet their needs because the banks did not know in the first place what was needed in
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terms of MIS to manage their institutions. Normally IT systems are designed based on MIS
requirements. Booz Allen Hamilton felt that it was most urgent in the Macedonian bank setting
to get versed in MIS. That is, what information did each bank need at each level of seniority to
effectively manage the risks inherent in the business? They needed to be shown what happensin
the governance process as controls come down by directives from the Board of Directorsto
senior management to the line officers, and what is the timely return flow of information based
on results. In response to this need, the MBP held two mgjor seminarsin February and March
2002. One was entitled “Management Information Systems and Credit Risk Management” (see
Attachment Number 2) and the other “Treasury Department Risk Management | ssues and
Solutionsin Macedonia” (See Attachment Number 3). The first was given by Peers Brewer and
the second, by Gheorghe Campeanu. Both of these seminars were developed specifically with
the Macedonian situation in mind. Both dealt with the underlying business practices and included
numerous examples of actual MIS reports used in Western banks to show what information was
needed in form and substance. Approximately 65 individuals attended each of these seminars.
Both seminarsled to considerable direct follow-up activity with the banks, including on the
Treasury side, a concentrated consulting assignment with the Treasury Department of the
Macedonian Devel opment Bank.

TASK TWO: BANK REHABILITATION AGENCY AND DEPOSIT INSURANCE FUND

At the time the MBP arrived in Skopje, the BRA had been legislated to go out of existence. The
Bank Rehabilitation Agency (BRA) was founded as a special situation agency. The special
situation was that Macedonia s largest bank, Stopanska Bank was in deep trouble due to poor
loan quality. The government owned the bank. Thiswas not an institution that the government
wanted to see fail, but no one would buy the bank given its bad credit characteristics. Therefore,
aspecial entity, the BRA, was created to take the bad |oans out of the bank to “clean it up” for
sale. The BRA, it was hoped, would then sell off the bad |oans and recoup part of the funds that
the government had to inject into the bank when it withdrew the bad |oans.

The CoP visited with Besnik Fetai, the General Manager of the BRA. The portfolio was
disappointing. Stopanska Bank had very little credit culture, therefore the loans it generated had
little residual values when they went bad, except by chance. The loans that did have a hidden
value had been already picked over. The use of a special facility like the BRA has been in use by
American banks on arare basis since the Great Depression. Since the 1990s, this approach has
been used in emerging Asian countries with a degree of success. In Macedonia' s case however,
the gross amount of these loans was too small to attract the attention of cross border investment
bankers (who handled the Asian debts) and Macedonia did not have a country grade and no
internal means of buying the bad debts. Therefore, there was little that could be done with the
BRA that Mr. Fetai had not done.

In the second area, service to the Deposit Insurance Fund, the timing of Booz Allen Hamilton's
arrival turned out to be particularly favorable. In May 2001, the MOF undertook the task of
rewriting the legislation governing the operations of the DIF. The MOF asked the MBP to
review the possible modification as contained in Articles 93-107 of the revised Banking Law. In
reviewing these sections, Booz Allen Hamilton found several major problems, including alarge
uncovered FX exposure. The Project made two major and two minor recommendations of which
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one of the major and both of the minor recommendations were incorporated into the new
legidlation.

One of the unique problems of the DIF at this time was that while it was becoming a solid
company, few depositors even knew they were covered or to what extent. This was a particularly
vexing problem since one of the reasons for having a DIF was to restore confidence of depositors
in the banking system. The MBP, consequently funded a web site for the DIF that depositors
could access and financed the design and printing of brochures which the banks could place on
the counters where the depositors came to transact business.

Lastly, the DIF asked Booz Allen Hamilton in January 2002 to finance a new computer system
to replace its antiquated system, which became impossible to do. However, when the MBP came
to the end of its contract in July 2002 Booz Allen Hamilton donated to the DIF, with USAID’s
approval, their office PC and other office equipment. The Macedonian DIF, under the
administration of Ms. Lilianja Bozenovskais probably the best such insurance operation in the
former socialist countries. The DIF was very receptive to USAID’s help. As aconsequence, the
Fund was significantly strengthened.

TASK THREE: THE NATIONAL PAYMENTS SYSTEM

Task Three involved support for the change of the old payments system (ZPP) to a new, more
market oriented system. While the TO envisioned the MBP playing arole in the system design,
responsibility for that task was given over by the EU before the MBP was put up for bids. By
the time Booz Allen Hamilton arrived in Macedonia, the system design and selection of
hardware and software was al completed. The Europeans brought in a payments design expert
from the UK, named Robin Reed, who did an excellent job.

At the end of the design phase, however, the European involvement cameto an end. The
Macedonians put one of their top young men, Dane Krstevski, in charge of the payments
conversion. About six months earlier the Booz Allen Hamilton Project tried to hire Krstevski to
head their participation in the ZPP conversion. At that point the Governor of the NB matched
Booz Allen Hamilton’s offer and put Krstevski in chare of the project for the NB. In that regard
Booz Allen Hamilton had a decisive influence (although unintended) on the success of the
conversion, since Krstevski turned out to be an excellent man for the job.

The conversion saw the old ZPP divided into two parts: the Real Time Gross Settlements
(RTGS) part (owned and managed by the NB with Krstevski at the head) and the Clearing House
Association (smaller clearings, owned by the commercial banks). Booz Allen Hamilton
developed close relationships with both groups. In particular Booz Allen Hamilton counsel ed
Krstevski on the content, pacing and direction of his conversion effort. Kiril Minoski, Deputy
Head of the MPB attended all the monthly weekend meetings between the Real Time Gross
Settlements and the bankers in the Winter and Spring of 2002. Booz Allen Hamilton’s efforts to
get more closely involved, however, were not picked up by the RTGS. It should be said,
however, that the Macedonians largely did the job by themselves and did it with very few
hitches, which is quite remarkabl e given the size and the timetabl e of the conversion process. In
the Summer and Fall of 2001, however, Mr.Minoski was a member of the Marketing
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Subcommittee of the Payments Conversion Task Force. In that position he helped design the
conceptual framework for the public educationa phase, which the MBP sponsored financially.

With regard to the Clearing House Association, Booz Allen Hamilton met with Goran
Anastasovski, the first GM, and Stefece Stefanoski, second GM, on several occasions with
proposals to assist their development. In this context Booz Allen Hamilton provided a detailed
presentation about the New Y ork Clearing House, how they operated and what services they
made available to their member banks.

In April, 2002, Booz Allen Hamilton sponsored and sent two Macedonian Clearing House
officersto aregional conference in Minsk of all the clearing housesin Central and Eastern
Europe. It was recognized that closer cooperation between these clearing houses is imminent,
which Booz Allen Hamilton agreed with.

In adevelopment closely related to the reform of the payments system, in October 2001, Viadmir
Milukov, Manager of the newly formed National Payment Card, came to us for consulting help.
Through this card (essentially a debit card) the MOF hopes to improve tax collection, reduce
corruption and reduce what is arelatively large amount of cash circulating in the system. The
MBP rapidly developed a close relationship with the NPC. They werein particular need of
advice covering their start-up phase, including: legal relationships with vendors, customer
service, software, forms-and-documents, ATM management and similar topics. Since Croatia
had itself just gone through such a start-up experience, Booz Allen Hamilton met with the
Croatian NPC officials and hired them to come to Skopje to consult directly with the
Macedonian NPC. The effort went very well from all perspectives. Subsequently Mr. Minoski
helped design the NPC'’ s public relations launch effort, which the Project funded. The NPCis
now open and doing business. While one may tend to despair about the rate of change in the
Balkans, in point of fact, in Macedonia, alarge number of developments have happened in the
financial sector, much of it, like the NPC, supported by USAID. Again, thisis agood example of
the constructive results that can happen when the local USAID unit and the project are alert to
emerging trends in the market and join forces to respond.

TASK FOUR: SUPERVISORY DEPARTMENT/NBRM

Task Four deals with assistance to the Supervisory Department of the NBRM. As noted above,
the TO said “the overriding objective of thistask order isto develop a strong supervisory
capacity at the NB...” Aswith the DIF, the timing of the Project’s arrival in Skopje coincided
most fortuitously with the consulting needs of the SD.

In October, 1999, the Macedonian government had entered into an Action Plan with the IMF and
the WB regarding alist of activities or goals that they wanted the SD to fulfill during 2000 and
2001. In general, these goals concerned the technical supervisory skills of the SD. The
fulfillment of these goals was a conditionality to further funding by the IMF/WB. Each of these
goals, accordingly, had a specific time frame. In effect, this time frame put the NB under
pressure and gave the MBP the leverage to become a significant factor in the SD’s plans.
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In January, 2000, shortly after the Booz Allen Hamilton team arrived in Skopje, the CoP met
with Dr. Gilgor Bishev, the Deputy Governor of the NB with direct responsibility for the SD. By
education and temperament, Bishev was an outstanding man for this position. The purpose of
this meeting was to explore the ways that Booz Allen Hamilton could be of assistance to the SD.
The outcome of the visit was aletter of January 31, 2000 from Bishev to Mr. Stephen Haynes,
Mission Director of USAID/Skopje, which specifically requested help and gave the list of the
areas where they needed help. In brief, while they needed help in many areas, the most urgent
was for advisors to help with off-site supervision, methodology of supervision and the treatment
of problem banks with the on-site training of the examinersin the US with the FDIC, OCC or
FRB.

This letter gave the MBP the “franchise” to work directly with the SD and to work with them on
issues that were crucial to them. It was also important for the success of the Project that they
meet the expectations held by the SD at point. This“expectation” was an important factor in
Booz Allen Hamilton’ s strategic determination to make the SD the first of their priority
customers and to build their own reputation in serving this customer.

Booz Allen Hamilton’s strategy was to find two top, recently retired senior level US bank
examiners to come to Skopje on a prolonged assignment. The reason that Booz Allen Hamilton
wanted two for a prolonged period was to give the STAs adequate time to know the peoplein the
SD, to come to an understanding of the nuances of the issues that were pressing upon the SD and
to have enough time to carefully work with the people on these issues. Booz Allen Hamilton was
fairly confident at this point that the SD staff would not have much cognitive trouble with the
technical side of these issues, but they really needed the perspective and counsel of seasoned,
experienced supervisors for alonger time. Moreover, the SD was at a point where they were
beginning to sense that supervision was a profession and that the objectivity and dedication of
the SD was important to the integrity of the financial system. In other words, they were coming
to see themselves as “ special” people, important to the development of Macedonia. Booz Allen
Hamilton felt that the reinforcement of this sense of purpose among the SD staff was equally, if
not more, as important as their devel opment than the technical assistance Bishev had requested.

To thisend, Booz Allen Hamilton identified and secured for us the services of two exceptionally
gualified men — Robert Hefner and Thomas Fitzgerald. The chemistry was excellent between
these two and the staff at the SD. Things went so well in the Spring of 2000, that Booz Allen
Hamilton brought them back for six weeks each in the Fall of 2000. Fitzgerald and Hefner
covered awide range of topics for the SD, including: (1) the use of CAMEL S rating; (2) loan
and credit concentrations; (3) an off-site supervision manual; (4) credit policies; (5) problem
bank diagnosis and management; (6) on-site examination issues, (7) the SD’ s organizational
structure; (8) abank governance manual; (9) areview of the examiners powers in the new bank
legislation; (10) duties of bank audit committees; (11) dealing with bank management on
enforcement issues; (12) stepsto comply with BIS Core Principals of Supervision; and, (13)
examiner file structures. The scope of the work done by Hefner and Fitzgerald, the quality of the
work and the manner in which they shared these skills were the primary determinants of their
success. Mr. Vincent Polizatto, a WB advisor, noted in particular the importance of the
contribution of these STAsto the development of the SD at thistime.
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Subsequent to the consulting help from Hefner and Fitzgerald, Booz Allen Hamilton continued
to work closely with the SD and other parts of the NBRM, culminating in June 2002 by bringing
in the services of a specialist (aformer OCC examiner) to bring the SD/NBRM in compliance
with the Market Risk provision of the Core Supervisory Principals.

During the two and a half yearsin Skopje, Booz Allen Hamilton worked very closely with the
SD staff. At the end, Booz Allen Hamilton admired their skills and their personal qualities. These
people, and they are not alone, are indicative of the best hope of Macedonia. It isimportant that
USAID continues to help and reinforce them whenever needed.

TASK FIVE: TRAINING OF MACEDONIANS

Task Five deals with the continuing education of the examiners and isindivisible from TASK
FOUR. It isaso acomponent part of Dr. Bishev’srequest for help from USAID. The technical
details and the funding for the overseas training under this TO was provided by World Learning
(WL). WL did an outstanding job in arranging the training and in getting just the right training
for the people that Booz Allen Hamilton was sponsoring. Again, success was based on
specializing the delivery of the services to the Macedonian unique needs.

Over the two and a half years, Booz Allen sent three groups to the US for three weeks training
with the FDIC, OCC, FRB and various State examiners. Each group had five participants and
each group had its own special objectives. These were very successful trips for several reasons:
one of which was the willingness of the US examiners to include the Macedonian examinersin
actual on-side examinations of banks. Once again, Booz Allen Hamilton felt that their technical
understanding was very good, but what they needed was the direct experience of working with
seasoned professionalsin the field. The learning curve was straight up for the Macedoniansin all
respects.

In June, 2002, as the MBP’ s mission drew to a close, Ilija Graorkovski, Manager of the SD, told
the Booz Allen Hamilton team that the Macedonian Bank had determined the course and
character of the SD for many yearsto come. It was ajoy to see the SD develop in the manner
that it did.

TASK SIX: EXPANSION OF THE SUPERVISORY PROGRAM

Task Six encourages the MBP to promote the integration of the SD program with other USAID
economic reform programs. This was somewhat difficult to achieve because the Macedonian
culture is not to stray far from the legislated or designated base. It is a defensive mentality,
especially compared to the American corporate mentality, which is to acquire as much turf as
possible. The issue was complicated by the fact that the MOF controls al legislation relative to
the financial sector and keeps most of the areas like capital markets, insurance and commercial
fiancé under their direct control. It is possible that the main reason for thisis that the Governor
of the NBRM has (asin America) along tenure. As a consequence the Governor was appointed
by a different political party than is now in power. This seems to have been the source of some
friction between the MOF and the NB. Notwithstanding this very Macedonian situation, there
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were four areas in which Booz Allen Hamilton worked with other USAID projects on themes
that involved the SD. These were: money laundering (FSVC), leasing legidlation (FSVC), bank
internal auditors (KPMG/Accounting) and National Payment Reform [ZPP] (US Treasury
Department).

TASK SEVEN. REGIONAL LINKAGES OF NBRM

Task Seven involved developing inter regional linkages between the NB and their counterpartsin
other countries. In point of fact, personnel from almost all levels of the NB have been going for
years to conferences at the Bank for International Settlements, IMF, USAID, EU and al manner
of regional conferences. Through these conferences, the Macedonian NB developed close
working relationships with other NBsin the region. At one point Booz Allen Hamilton suggested
to the NB that they would help them set up a quarterly journal, or even aweb-site, for regional
bank supervisory or other NB issues, but they felt that the timing was not right for them;
meaning that they did not have the staff to take on the long term management of such atask. In
February 2002, an opportunity did arise to send SD staff to a USAID sponsored conferencein
Warsaw on the subject of the resolution of bad debt issued in banks. Given the Macedonian
bank experiences, Booz Allen Hamilton thought this was a good opportunity for the Macedonian
SD to look at the international playersin the field, the types of resolutions and the experiences of
other regulatory bodies. Accordingly Booz Allen Hamilton sent two SD staff membersto this
conference.

TASK EIGHT: FAIRACCESSTO CREDIT AND BARRIERSTO CORRUPTION

Task Eight deals with promoting broad and fair accessto credit, and building barriers to
corruption and money laundering. These are immensely important issues and each, in al candor,
should be the TO of separate projects. Nevertheless, in 2001 the Financial Service Volunteer
Corps (FSVC) and the MBP joined forces to help the MOF draft legislation regarding money
laundering. Thislegidation took some time to finish, but the law did become effective in March
2002. Booz Allen Hamilton’s main interest in this legislation was to be sure that the banks
responsibilities with regard to record retention and regulatory notification were clearly indicated.

With regard to broad access to credit, the concept does not exist in the Macedonian bank
mentality. The banks are just beginning to develop strategies for expanding credit to the retail
sector. Also, although there are more banks than the country needs, there are comparatively few
branches, so credit tends to be restricted to corporate and urban centers.

The use of PCs, however, is growing rapidly in Macedonia. The MBP, as a consequence held a
seminar on electronic banking, designed to show the Macedonian bankers how to set-up web-
sitesfor their products, how to market credit by electronic banking, how to manage the risks and
other steps which would broaden their customer base and make bank services more available on
a competitive basis through out the country. Subsequent to the seminar, several banks either
revised or set-up new web sites with product descriptions and current pricing of the products (see
Attachment Number 5).
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UNWRITTEN OBLIGATIONS AND OPPORTUNITIES

In addition to the Task Orders (TO), as the CoP gained contacts and insightsin to the
Macedonian business system, he was increasingly called upon to share this information and to
assist others. Thisisan essential part of the work even though it is not covered by aTO.
Examples of thistype of work are: (a) periodic briefings of the Ambassador or other embassy
personnel regarding the status of the banking system; (b) briefing meeting for potential investors
in Macedonia; (c) briefings with external agencies potentially rating Macedonian debt; (d)
monthly briefings with the Minister of Finance; (e) meetings with USAID assessment teams
from Washington; (f) consultations with the Macedonian university faculty regarding revisions
in their curriculum; (g) review of assessment reports or potential projects for USAID; (h)
background meeting with contractors bidding on projects in Macedonia; and, (i) frequent project
up-dates with MBP USAID bosses in Skopje.

WHERE DOESUSAID GO FROM HERE?

While the MBP has come to an end, Macedonia s need for USAID assistance in the financial
sector will continue for many years. Specific areas where help is needed include: (@) the
insurance and non-bank financial sector (commercial finance, leasing) is under developed and
needs very basic help, (b) the SD/NBRM will need additional help to complete compliance with
the Core Principals, such as Market Risk. In other regards, the banking industry itself is entering
aperiod where interest rates and other money market risks will become a more serious factor,
which raises the need for additional training of the bank examiners. The same applies to issues
regarding the emergence of bank holding companies; and, (c) the commercia banking sector is
still not providing the country with the financial leadership or serving as an engine to drive
economic growth. Thisissue needsto be revisited, especialy regarding how to solve the existing
corpus of bad loans, which seems to be a serious drag on the industry’ s development (e.g. does
Macedonia need a new bank bad debt agency?). The banking industry also needs an independent
trade association to carry forward the training of people and represent the industry with
authoritative and independent voice before the public and the legislature.
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SCHEDULE OF

'SUBLEDGER ACCOUNTS IN THE CHART OF ACCOUNTS OF BANKS

AND SAVINGS HOUSES

. Explanation of abbrewanons

NB........ .......National Bank of the Repubhc of Macedoma

| ST debit
Zreerrrenanpans credit B
K TR debit/credlt

CLASS 0: FIXED ASSETS AND LOSS
00-INTANGIBLE INVESTMENTS ‘ NB B
000- Expenses for research and development NB
0000- Research expenses

0001- Development expenses—. —. . ' e e e

001~ Founding investments
0010~ Investments in studies-and research
0011- Investments in feasibility studies
- 0012 - Investments in technical training and
- specialization of employees
0013 — Interest costs (related to the founding)
0014 - Insurance premium costs (related to the
founding)
0019 - Other costs related to the founding of banks
and other financial institutions, or other
‘organizational departments
002 - Goodwill o ..
0020 - Goodwill value
003 - Patents, licenses and concessions
0030 - Investments in acquisitions of patent rights
0031 - Investments in acquisitions of license rights -
0032 - Investments in acqmsmoas of concessions
004 - Other nghts
0040 - Software
0041 - - Design, model and protection marks -
0042 - Lease based rights
0042 - Long-term leasing rights
0044 - Rights to operate non-owned assets
0049 - Other intangible nghts '
006 - Advance payments on intangible mvestments -
007 - Other intangible investrnents
008 - Revaluation of intangible investments dunng
the accounting period
0080 - Revaluation of research and deveIOpment
“expenses

SH



0081 - Re\raluation of founding investments o

0082 - Goodwill revaluation :_
0083 - Revaluation of patents hcenses and .
concessions . : ‘ B
' 0084 - Revaluation of other raohts '
1009 — Allowance for intangible investments

0090 — Allowance 10 for expenses for research a.nd

development :
0091 - Allowance for foundmo investments
© 0092 — Allowance for goodwill _

0093 —~ Allowance for patents hcenses and
concessions .

0094 - AI!owa.nce for other tights

10099 — Computed amortization during the year -
~NATURAL RESOURCES ' :
010 ~Land

018 — Revaluation of natural resources dunnc the S

& accountmg period
02— ‘TANGIBLE ASSETS
020 - Buildings

0200 —~ Concrete, remforced concrete stone or

- bri¢k buildings -
0201 — Metal buﬂdmcrs

0202 ~ Buildings rnade of wood and other o

materials -
021 - Equipment.

0210 — Machines -

0211 — Means of transponanon

0212 - Telecommunication equ1pment
“men=on == ====(213 ~ Special and general tools ..

0214~ Heatmg, ventilation and rnarntenance' o

equipment -

0215 - Office, plant and other furn:ture and '

office equipment
0216 - Fire equlpment and other safety
equipment. .

0217 - Measurement and control equlpment '_ o

instruments, tools and appliances = .-
. 024 — Other tangible assets
0240 - Library books
0241 = Artitems - -
0249 — Other tangible assets . .
025 — Tangible assets in preparation
0250 — Investment material inventory

0251 - Investments in process construcnonf '

© equipment
0252 ~ Investments in process -equrpment

026 — Advance payments on tangible assets . .

0260 — Cash held for inves_trnents )

SH 1

CSH 1 )
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0261 — Claims based on advance payments for
mvestments
0262 —.Claims based on joint construction of
tangible assets. _ .
028 — Revaluation of tangible assets dunno the
accounting period :
0280 — Revaluation of tarmble assets in function
0281 — Revaluation of tanaxbie assets in
preparation :
029 - Allowance for tang:ble assets
0290 — Allowance for buildings
0290 - Allowance for equipment
.0294 — Allowance for other tangible assets
- 0299 — Computed depreciation of tangible assets
during the year _ _ :
03 ~INVENTORY : NB
030 — Materials ‘ —
0300 ~ Office materials

e o _0301.-Internal forms . ... . _. . .

0302 — Sales forms
0303 - Other materials
0308 — Cafeteria materials
0309 — Price deviations
031 - Small tools on hand -
0310 — Small tools on hand
0311 - Tires on hand
0312 — Package on hand _
0313 —~ Protection and office uniforms and
footwear on hand
032 - Small teols in use -
0320 - Small tools in use ' e
0321 -~ Tires in use
0322 - Package in use
0323 — Protection and ofﬁce umforms and
footwear in use
033 — Allowance for small tools 1n use
0331 — Allowance for small tools on hand
0332 — Allowance for small tools in use
034 — Tax and administrative value papers w1th NB

.the National Bank
- 035 - Tax and administrative value papers with
the Payment Operations Office (ZPP) NB

036 — Tangible assets and other values confiscated
“on the basis of uncollected receivables
0361 - Buildings
0362 — Equipment -
0363 - Furniture, means of transportation etc.
0364 — Residential buildings and apartments
0365 — Other tangible items

SH
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0366 — Collateral | ,
038 — Numlsmatlc collectlons and i 1nventor\ of

coins for sale _ g
- 04 - PLACEMENTS AND ASSETS HELD BASED

ON SPECIAL REGULATIONS ~  ~ = "___"NBVI_‘

040 — Assets held for mvestments ‘ _
041 - Compu}sory placemems for mvestments

042 - Loans accordmc o State TCGUIatlons SR
048 — Other placements - .

- 05-RESERVES .. .~ 'NB.

© 030 — Special reserves

10500 - Special reserves .-

.. 0509 - Other special reserves -
- 06 -~ LONG-TERM DENAR FINANCIAL
INVESTMENTS =
060 - Investments in non-nnanmal- legal entities -
- 0600 — Investments in non-financial legal '
entities in securities, with management nohts
0601 —~ Investments in non-financial leoal
entities in securities, with managemerit rights, =
according to the Law for restructunnc of =
companies at a loss
0602 — [nvestments in non-financial legal
~ entities in securities — preference shares
0603 — Investments in non-ﬁnanc_ial legal
entities, in securities — preference shares, in -
accordance with the Law for restructurmz of
companies at a loss

~ entities
065 — Investments in banl\s and other ﬁnanc1a1
institutions :
0650 — Investments in banks and other ﬁnanmal :
institutions in securmes with manacement '
rights : L
0651 — Investments i in banks and other ﬁnancxal o
institutions, in secunnes - preference shares =
0659 — Other investments in baan and other
- financial institutions .
068 — Investments in banls.s ﬁnanmal 1nst1tut10ns
and other entities abroad, in denars.. '
0680 ~ Investments in baan, financial
1nst1tut10ns and other entities abroad, in . ’
securities with management rights, in denars
0681 — Investments in banks, financial '
institutions and other entities abroad, in
- securities — preference shares -
- 0689 ~ Other investments in banks ﬁnanc1a1

'PSH

B

B
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institutions and other entities abroad, in denars
. 069 — Treasury stock
07 — ASSETS FOR OTHER PURPOSES AND
OTHER ASSETS
070 - Cash for other purposes :
071 — Placements of assets for other purposes
072 - Assets for joint consumption on housing
073 — Assets for Jomt consumption on other
needs .
074 - Other assets
08 DOUBTFUL AND CONTESTED CLAI\AS
FROM BUSINESS OPERATIONS
080 — Doubtful and contested clauns based on
* interest and fees
0800 - Doubtful and contested claims based
on interest from non-financial leoal entities
0801 - Doubtful and contested claims based
on interest from the public sector
(803 - Doubtful and contested claims based
. on interest on investment operations and
exports.to [raq and Kuwait. :
0805 - Doubtful and contested claims based
on interest from banks and other financial
_ institutions
(806 - Doubtful and contested ciauns based
on interest from other clients
0807 - Doubtful and contested claims based
on interest from households '
0808 - Doubtful and contested claims based -
on interest from foreign entities '

0809 - Doubtful and contested claims based _

on fees’
081 - Allowance for doubtful and contested

claims based on interest and fees
0810 - Allowance for doubtful and contested
claims based on interest from non-ﬁnanmal
legal entities
0811 - Allowance for doubtful and contested
claims based on interest from the public
sector -

0813 - Allowance for doubtful and contested -

claims based on interest on investments and
exports to [raq and Kuwait.

0815 - Allowance for doubrful and contested
claims based on interest from banks and other
financial institutions

0816 - Allowance for doubtful and contested
claims based on interest from other clients
0817 - Allowance for doubtful and contested

NB
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© “¢laims based on interest from households
0818 - Allowance for doubtful and contested -
claims based on interest from foreign entities

0819 - Allowance for.doubtful and contested L
' - NB'
087 - Foreign exchange doubtful and contested_ o

~ claims based on fees

-..clatms based on interest and fees

0820 - Foreign exchange doubtful and o
NB:

contested claims based on interest from short-

term operations :
0824 - Foreign exchange doubtful and

term operations -
(0828 - Foreign exchanoe doubtful and
contested claims based on fees

‘and contested claims based on interest and fees
0830.- Allowance for foreign exchange
- doubtful and contested claims based on
" interest from short-term operations
0834 - Allowance for foreign exchange
‘doubtful and contested claims based on .. -
interest from long-term operations . .
0838 - Allowance for foreign exchanae
‘doubtful and contested claims based on fees -
084 - Doubtful and contested clanns from -
" ‘placements and other claims :
0840 - Doubtful and contested clalms from
- placements and other claims on non- -financial
legal entities

- 0841 - Doubtful and. contested clalms from

- placements and other claims on the pu'ohc
sector - - :
0843 - Doubtful and contested cla1ms from :
placements and other claims on investment -
operations and exports to Iraq and Kuwait

0844 - Doubtful and contested claims from .

- placements anid other claims on former _

* Yugoslavia '
0845 - Doubtful and contested c]atms from
placements-and other claims on banks and

~ other financial institutions -

0846 - Doubtful and contested claims from _

" placements and other ciatms on other clients
0847 - Doubtful and contested claims from
placements and other claims on households
0848 - Doubtful and contested claims from -
placements and other claims on foreign

entities :

L

* Contested claims based on interest from loncr- " NB -

083 - Allowance for foreign exchange doubtful LT

NB

NB

NB

- NB

NB
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085 - Allowance for doubtful and contested
claims from placements and other claims

0850 - Allowance for doubtful and contested
claims from placements and other claims on
non-financial legal entities

0851 - Allowance for doubtful and contested
claims from placements and other claims on -
the public sector -

0853 - Allowance for doubtful and contested
claims from placements and other claims on
investment operatlons and exports to Iraq and

Kuwait

0854 - Allowance for doubtﬁll and contested
claims from placements and other c[a:ms on
former Yugoslavia

0855 - Allowance for doubtful and contested
claims from placements and other claims on
banks and other financial institutions

08356 - Allowance for.doubtful and contested

claims from placements and other claims on

other clients.
0857 - Allowance for doubtfui and contested
claims from placements and other claims on

“households

0858 - Allowance for doubtful and contested

claims from placements and other claims from

foreign entities

086 - Foreign exchange doubtful and contested
) claims from placements and other claims’

0860 - Foreign exchange doubtfui and

‘contested claims fror placements and other .

claims on non-financial legal entities

0861 - Foreign exchange doubtful and
contested claims from placements and other
claims on the public sector

0863 - Foreign exchange doubtful and
contested claims from placements and other
claims on banks and other financial '

- institutions

0866 - Foreign e'cchanoe doubtful and
contested claims from placements and other
claims on other clients

0867 - Foreign exchange doubtful and
contested claims from placements and other
claims on households

0868 - Foreign exchange doubtful and

~ contested claims from placements and other

claims on foreign entities

087 - Allowance for foreign exchange doubtful
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and contested claims from placements and other '

claims : L
0870 - Allowance for forelon exchance E - '_

* doubtful and contested claims from -

. placements and other claims on non-fmancml_
- legal entities

0871 - Allowance for forelqn exchance
" doubtful and contested claims from

placements and other claims on the pubhc i
.osector T :

0875 - Allowance: for foreton emchanoe
‘doubtful and contested claims from -
_placements and other claims on banks and B

other financial institutions. - .

- 0876 - Atlowance for forewn exchanoe

" doubtful and contested claims from -

* placements and other claims on other. chents '
0877 - Allowance for foreign exchange =
doubtful and contested claims from R
placements and other claims on households '

0878 - Allowance for foreign exchange -
doubtful and contested claims from.
placements and other claims on forewn ‘
_ entlttes
09 - LOSS ,
091 — Loss from previous years .
092 - Current year loss ‘

10 - CASH'AND CASH BQUIVALENTS
100 Giro accounts -
1000 - Giro accounts

1001 - Temporary account on a cr1ro , o

“account :
- 1002 - Bank-account for operattons via .
business units

" 1003 - Bank temporary account for o

operations v1a business units -~ . -
101 — Treasury = . o

1010 — Treasury

1011 — Cash in transit

NB

NB
~NB

_NB

1013 — Cash-on-hand for petrol vouchers o

1016 — Porto treasury
102 - National Bank cash :
1020 - Cash in the NBRM vault -
1022 - Replaced damaged bank notes and
coins
103 - National Bank cash at the Payrnent -
Operations Office (ZPP)

. NB.
NB

NB

CLASS 1: SHORT-TERM CLAIMS, CASH AND DEBIT ACCOUNTS :
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104 - National Bank dep051ts W1th the Payment _

Operations Office

105 Gold
1050 - Monetary gold in the NBRM vault
1051 - Gold in vault ‘
1052 - Monetary gold deposited abroad -
1053 - Monetary gold of undetermined
value . _
1054 - Gold in bank vault

. 1055 - Bank monetary gold dep051ted

abroad

106 - Other precious metals
1060 - Other prectous.metals in vault
1061 - Other precious metals abroad
1062 - Other precious metals of
undetermined value

107 - Other metals
1070 - Other metals in vault

- 107L-Other metals abroad . __ ...

1072 - Other metals of undetermined value
108-- Other Cash equivalents

- 1080 - Other cash equivalents of banksand NB B

other financial institutions
1081 - Cash for operations on behalf of
and on account of others
1082 — Cash for operations on behalf of
" and oa account of households
11 - COMPUTED AND UNCOLLECTED
CASH AND CASH EQUIVALENTS
110 - Current account of ZPP with the National
Bank forcash - . -
1100 — Claims on ZPP for cash issued
1101 - Cash payable to ZPP
111 - Cutrent account of the National Bank-
Payment Operations Department with the ZPP
1110 - Current account of the Payment
Operations Department
1111 - Non-computed cumulative advise
" notes for credits
1112 - Non-computed cumulative advice
notes for debits
1113 - Non-computed cumulative advice
notes for credits
1114 — Non-computed cumulattve advice
notes for debits
1115 - Completed telephone and telegraph
orders )
1116 - Current temporary account of the
Payment Operations Department

NB B

NB

NB
NB
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12 - ACCOUNTS RECEIVABLE
120 - Domiestic customers =~ . '
121 - Foreign customers
13 - SECURITIES
1:0 Checks - D
- 1300 - Checks recewed upon forelgn
e exchanoe operations - :
© 1301 - Checks received upon short-‘tcnn
operations S
. 1302 - Checks rccelved upon lonO-tenn
©operations - ¢ oAl

1309 - Checks sent for collecnon payment :

. 131 Bills of exchange

NB

NB

- 1310-Bills of exchange frorn forewn- -7

exchange operations

1311 - Endorsed short—term b1lls of o

exchange
1312 - Short-term bills of exchanue
1313 - Other short-term bills of exchange
132 - Bills of exchange. for re—disc'ount L
133 - Discounted bills of exchanoe _
134 - Treasury bills - . ]
1340 - NBRM treasury b1lls
-1341 - Bank treasury bills
1342 - Savings Houses treasury bills -
- 1349 - Treasury b1lls of other i issuers .
135 - Bonds -
1350 - Government bonds payment '
instrumients due for collection in one year
" 1351 - Government bonds=payment-—-

instruments due for collection in over one -

year
© 1352-Bonds 1ssued by the Acrency for
" Financial Recovery ofBanks e
138 - Other securities o
1380 - Commercial bills + ~ "
. 1389 - Other securities =~
14 - COMPULSORY DEPOSITS OF
OPERATING ASSETS. - e
' 141 - Compulsory reserves with the NB
. 1410 - Compulsory bank reserves held at
the NBRM

1412 ~ Compulsery savmcs house reserves

held at the NBRM

1413 - Temporary use of savings house
compulsory reserves for mamtammc daily
liquidity :

1414 - Compulsory reserves of post-ofﬁce
savmcrs house held at the NBRM

NB
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1415 - Temporary use of post-office PSH 1
savings house compulsory reserves for
maintaining daily liquidity

_ 1416 - Compulsory reserves of banks held B 1
at the NBRM at marginal rates. ‘ '
1417 - Compulsory reserves of savings SH 1
houses held at the NBRM at marginal rates
1418 - Compulsory reserves of post-office PSH 1

savings house held at the NBRM at
marginal rates
142 - Deposits with the NB based on special

regulations .
1421 - Daily deposit with the NBRM ' B PSH -1
1422 - Deposits with the NBRM based on B PSH 1
" deposits sold by auction '
1429 - Deposits wuh the NBRM on other B PSH 1
bases '
15 —~ CLAIMS FROM BUSNESS RELATIO\TS AND COMPUTED
_AND UNCOLLECTED ASSETS _

150 - Interest receivable’ - T T
1500 - Interest receivable from non- NB B SH 1
financial legal entities
1501 - [nterest receivables from the public NB B 1
sector ) _ 3 I

1505 - Interest receivable from banksand. NB B SH 1
other flnancial institutions

1506 - Interest receivable from other B 1
chents

1507 - Interest receivable from households B SH 1
1508 - Interest receivable from foreign B 1
entities :

1509 - Interest recewable on loans ) B 1

approved to non-financial legal entities for
‘investment operations and exports to Iraq
and Kuwait . _
151 - Fees receivable in denars - NB B SH 1
1310 - Fees receivable from non-financial
legal entities
1511 - Fees receivable from the public
sector
1515 - Fees receivable from banks and
other financial institutions _
1516 - Fees receivable from other clients
1317 - Fees receivable from households
1518 - Fees receivable from foreign
entities 4
152 - Tax and contribution advance payments NB B SH 1
1520 - Service tax advance payments
1521 - Advance payments on income tax 2L



‘and contnbutlons from income
‘1529 - Advance pavments on other
liabilities : E s -
153 — Claims based on over—pzud tax and NB B -SH .
. contributions ~ TR . :
. 1330 Cialms based on over—pald income
1531 = Clalms based on over-pazd
. ¢ontributions from income L
1332 ~ Claims based on over—pam servlce
- 1533 ~ Claims based on over—pa;d other
- taxes and confributions R R R
154 - Other claims *¢ . .c# i .- PSH../SH
1540 — Purchased denar checks R NB B. -
1541 - Claims on clients for under-paid- NB B~
. amount of denars' in exchange for foreigh™

_currency : _ L
-1542 - Treasury deﬁcxts pife . L "NB B
B

1543 — Claims based on interest and fees = - NB.
paid on account of othiers - e
1544 — Claims based on pald coupons of NB B
bonds issued by third parties '

1545 — Claims based on salaries ~ NB B 3
1546 ~ Claims based on issued seeunty ~ NB B
‘and deposits S
1547 — Claims on banks and post—ofﬁces NB B
- upon operations with households R
1548 — Claims on bank personnel '~ " NB 'B
'1549 - Other claims 7 - me-'= -—-NB - B
155 Denar advance paymienits - - -~ . _ o
1550 - Advance payrnents to supphers - .NB B SH
1551 - Advance payments to authorized - NB C
banks for puirchasing foreign exchange
cash 0 oot S
1552 - Advance payments to authorized - NB B SH
exchange offices for purchasmg forelgn -
exchange cash 7 - : - , :
1559 - Advance payments for other e NB- B SH
purposes - : ‘ ' :
156 - Foreign exchanoe clalms based on i
interest and fees : - ,
- 1560 - Foreign interest recelvable wpon - NB. B
short-term operations - '
1561 - Foreign interest recewable upon - NB B

long-term operations - _
1562 - Foreign receivables based on fees NB B
'1569- Other foreign mterest receivable ~ NB B
157- Other fore1gn clalms P e

¥ K K& _F _§ __T_

ET
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1570 — Foreign claims of the bank for
operations abroad
11572 - Foreign claims based on paid
" interest, commissions and other expenses
on account of the Government
1573 - Foreign claims based on paid
interest, commissions and other expenses
- on account of other parties
1574 - Foreign claims based on various
relations with foreign clients
1577 - Claims based on foreign reserves
1578 — Claims on the Government based
on the regulation of financial relations
abroad

1579 - Other foreign claims on other bases
: 138 Foreign advance payments

16 — CLAIMS BASED ON PAYMENTS UPON
THE ISSUANCE OF BACKING
GUARANTEES FOR SECURITIES AND
GUARANTEES
160 - Denar claims for payments made upon
issuance of backing guarantees for securities
and guarantees
1600 - Denar claims on non-financial legal
entities for payments made upon issuance
of backing guarantees for securities and
guarantees
1601 - Denar claims on public sector for
payments made upon issuance of backing
guarantees for securities and. guarantees
1605 - Denar-claims on banks.and other
financial institutions for payments made
upon issuance of backing guarantees for-
securities and guarantees
1606 - Denar claims on other clients for
payments made upon issuance of backing -
guarantees for securities and guarantees
161 - Foreign claims for payments made upon
issuance of backing guarantees for securities
and guarantees
1610 - Foreign claims on non-financial
legal entities for payments made upon
issuance of backing guarantees for
securities and guarantees
1611 - Foreign claims on the public sector
for payments made upon issuance of
backing guarantess for securities and

guarantees
161 3 — Foreign claims on banks and other

&

5

NB
NB

NB
NB

NB

SH

SH

SH

SH
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financial institutions for payments made

upon tssuance of backing sr.uarantees' for )

- securities and guarantees: -
17 - INTERNAL ACCOUNTING R.ELATIONS
. 170 = Claims on oroamzanonal departments of NB

domesncbanks e

171

— Claits on oroamzanonal departments of

forewn‘oanks

1710 = Claims on 0rca.mzauona1 P
depariments of foreign.banks.

1711 - Claims on orcramzauonal
departments of former’ Yuoosia\rta banks

19 . DEFFERED EXPENSES

190

Interest

* non-financial legal entities .
1901 - Computed mterest outstandmc frorn ’

~ the public sector” -

1905 - Computed 1nterest outstandmcr from
banks and other financial institutions

11906 - Computed interest outstandmo from

* other clients - : _
- 1907~ Computed mterest outstandmcr from

households

+ 1908 - Computed interest outstandmo from

T 191

foreign entities -« S
- Foreign exchange: dtfferences R

1910 - Computed foreign exchange- Joss

192 — Computed and uncollected receivables
f;orn business-operations.:’ :

1920 - Computed and uncollected clatms

based on business operations: -

193 - Computed and uncollected clalms based :

1921 ~ Computed and uncollected clatms
based on business operations .- '

B on operatlons with households. -

1930 = Computed and uncollected cldlms

- based on sight deposits

“1931"— Computed and uncollected c1a1ms

 'based on‘short-term deposits -

1932 — Computed and uncollected claims _

" based on long-term deposits -

1933 — Comiputed and uncollected claims
based on short-term loans .
1934 — Computed and uncollected claims

" 'based on long-term loans

1939 - Other computed and: unoollected

*claims B
194 Unpald prewous year exPenses

NB

1900 - Computed interest outstandmo from

NB

NB

* NB

NB -

. SH -

pSH
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SH
SH

.SH .
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198 - Other deferred expenses

20 - LIABILITIES FOR TAX,
CONTRIBUTIONS AND SALLARIES
201 — Liabilities for tax, contributions and
other levies
2010 - Tax payable
2011 - Contribution payable
2012 - Payables for other levies
202 - Payables for salaries and salary
compensations
-2020 - Payables for gross saIanes and
salary compensations
2021 - Payables for gross salary
_ compensations
© 203 - Net salanies
204 - Net salary compensations
206 - Contributions from salaries

CLASS 2: SHORT-TERM LIABILITIES AND DEBIT ACCOUNTS
) PSH,

NB B

.. . 207 -Payrolltax . . N o

. 208 - Other payables
-21 - LIABILITIES BASED ON ALLOCATION

OF INCOME

www o

B

SH

NN RN R

I

210 - Liabilities based on allocation of income NB B SH
219 — Nop-allocated current yearincome = NB B* SH

22 - ACCOUNTS PAYABLE 7 NB  PSH,SH

220 - Domestic suppliers
221 - Foreign suppliers
224 - Suppliers of non-invoiced goods and
services
23 - LIABILITIES BASED ON PAYM'.E\IT
INSTRUMENTS RENDERED ..
230 - Checks rendered
231 - Bills of exchange rendered
2310 - Bills rendered upon foreign operations
2311 - Bills rendered upon short-term
operations : :
2312 - Bills rendered upon long-term
operations :
2319 - Bills rendered on other bases
238 - Other payment instruments rendered
24 - LIABILITIES BASED ON COMPULSORY
DEPOSITS
240- Bank giro-accounts with the NB
2400 - Bank giro-accounts with the NBRM
2401 - Giro-accounts of savings houses
2402 - Giro-accounts of post-office savings
houses
241 - Compulsory reserves with NB
2410 - Bank compulsory reserves with NBRM

NB

CEE:
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SH
SH

SH
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741'7 Savings house compulsory reserves
- with NBRM L : .
2413 - Using the savings house compulsory

reserves with NBRM = -
. 2414 - Post-office savings house oompulsory
“reserves with NBRM - S :

2415 - Using the post- ofﬁce savmos house

compulsory reserves with NBRM .

2416 - Bank oompulsorv reserves. w1th NBRM

at marginal rates:’ '

2417 - Savings house compulsory reserves .
~ with NBRM at marginal rates ST
2418 - Post- office savings house compulsory
| Teserves with NBRM at marcmal rates -

to specml reculatlons .
- 2420 - Reserve fond assets .
2421 - Bank daily deposits with NBRM

banks by auction - -
25 - LIABILITIES BASED ON BUSINESS
OPERATIONS
' 250 — Interest payable :
2500 - Interest payable to non—ﬁnanc1al legal
entities '
12501 - Interest payable 1o the public sector
2505 - Interest payable to banks and other . .

* financial institutions
2506 - Interest payable to other chents
2507 - Intérest payable to houséholds

. 2508 - Interest payable to- fOI‘ClOD entities .

~ 251 - Denar fees payable - .

2515 —Fees payable t0 banks and other
ﬁnanmai institutions -© ¢ :
2516 — Fees payable t6-other chents
2518 - Fees payable to foreign entities

253- Liabilities for under-paid tax and - -
contributions w

_ 2530 - Liabilities for under-pald income tax
2531 - Liabilities for under-pa1d contnbutlons
_from income
12532 - Liabilities for under- paxd service tax -
+ 2533 - Liabilities for other under-paad taxes. -
and contributions - :

254 - Other liabilities

2540 - Liabilities for tempora.ry use of reserve -

assets for maintaining daily hqu1d1ty and
“discounted bills -

2544 L1ab1ht1es upon unsettled payment T

“NB

NB

NB
... NB -~
2422 - Deposits wnh NBRM boucht from the '

NB -

"‘NB

NB

. NB

NB

NB

NB

: B R

NB
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operations with the ZPP
2547 - Liabilities based on foreign reserves
2549 - Other liabilities on other bases
- 255 - Denar advances received

2551 - Advances received for the purchase of
foreign exchange cash 7
2559 - Advances received for other purposes

256 - Foreign interest and fees payable
2560 - Foreign interest payabie upon short-
~ term operations :
2561 - Foreign mterest pay abte upon long-
term operations
2562 - Foreign fees payable

© 2569 - Other forefgn interest payable

257 - Other foreign liabilities
2571 - Liabilities for issued checks and letters
of credit in foreign currency
2572 - Liabilities for issued checks and letters

—---0f creditdn hard currency . .

2573 - Liabilities for outstanding payments
upon collections abroad
. 2574 - Liabilities for non-allocated inflows in
hard currency
2576 - Foreign liabilities for temporary
payments of foreign and domestic entities on
. account of investments for founding mixed
legal entities
2577 - Other foreign liabilities to the
Govemnment budget
2578 - Foreign liabilities to formgn banks on
other bases e
2579 - Other foreign liabilities on other bases
258 — Foreign advance payments
26 - LIABILITIES FOR PAYMENTS MADE
ON THE BASIS OF BACKING '
GUARANTEES FOR SECURITIES AND
GUARANTEES
260 - Denar liabilities to other banks for :
paymets based on backing guarantees for
secutities and guarantees
2600 - Denar liabilities to other banks for
payments based on backing guarantees for
securities
2601 - Denar liabilities to other banks for
payments based on guarantees
261 - Foreing liabilities to other banks for
payments based on backing guarantees for
securities and guarantees
2610 - Foreign liabilities to other banks for

5 3 3 % 5 33
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_ payments based on bac}ono guarantees for .
securities
2611 - Foreign habﬂmes 0 other banks for

payments based on guarantees _
77 INTERNAL ACCOUNTING RELATIONS

270 - Liabilities to organizational departments NB

of domestic banks .
-+ +271 - Liabilities to oroamzanonal departments
of the bank abroad .. PRI :

2710 - Liabilitiesto orcamzatxonal
departments of the bank abroad .
9711 - Liabilities to organizational - -
departments of banks in former Yuooslavxa

- 29- DBFPERED CREDITS

290 - Interest .. ... ... . NB

2900 - Computed mterest Irom non- ﬁnancxal

- .legal entities . R
- 2901 - Computed mterest from the pubhe o
sector .. '
2902 - Computed mterest upon d1scounted

~ bills of exchange .- ,
2905 - Cornputed mterest from banks and
other financial institutions - -
2906 - Computed interest from other chents
2907 - Computed interest from households
2908 - Cornputed interest from foreton o

© entities

- 291 -Exchaoae rate dlfferences : NB -

2910 - Computed foreign e‘tchanoe gains

from business operations

2920 - Computed and uncollected habllmes NB °

from denar business operations -
© 2921 - Computed and uncollected habthtles
from foreign exchance ‘business opérations

2922 - Computed and uncollected Jiabilities : NB '

from interest paid based on short—term fore:gn

- deposits abroad - o

. 293 - Computed and uncollected ltabtht}es o
from household operations. . : .
2930 - Computed and. uncollected habthtles‘ f

. from sight deposits. .. . - L
.2931 - Computed and uncoliected 11a'o111t1es '

 from short-term deposits
2932 - Computed and uncollected hab1ht1es '
from long-term deposits ., . ,
2933 - Computed and uncollected 11ab1ht1es
from short-term loans _ _
2934 Computed and uneollected habthtles

- SH .

SH

SH
SH,
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SH
292 — Computed and-uncollected liabilities .- .- = —on .
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from long-term loans
2939 - Other computed and uncollected
liabilities
294 - Surplus of income to be transferred to the
- following year
298 - Other deferred credits -
- CLASS 3: FOREIGN ASSETS AND
' PLACEMENTS
30 - FOREIGN ASSETS AND SECUR.ETIES
- 300- Foreign exchange - foreign exchange cash
.3000 - Foreign exchange
3001 - Foreign exchange sent abmad
~ 3002 - Foreign exchange in transit
3003 - Foreign exchange abroad
-3009 - Temporary account in foreign treasury
301 - Checks
3010 - Foreign exchange checks received in -
treasury

..3011 - Foreign exchange checks sent for

collection abroad

3012 - Foreign exchange checks sent to
domestic banks for cashing

3013 - Foreign checks received from other
banks '

3017 - Checks in hard foreign currency

3018 - Checks in hard foreign currency sent to

NBRM for cashing

3019 - Temporary account for foreign checks
307 - Foreign exchange securities
308 - Other foreign exchange assets

31 - FOREING EXCHANGE CURRENT AND SPECIAL ACCOUNTS

310 - Foreign exchange current accounts
abroad
3100 - Reoular foreign exchange accounts
abroad :
3101 - Special foreu_r.n exchange accounts
abroad -
3102 - Special foreign exchange accounts
with international financial institutions
3108 - Other foreign exchange accounts
abroad
3109 - Other forelgn exchange accounts from
former Yugoslavia
311 - Foreign exchange domestic current
accounts
5110 - Foreign exchanae current accounts
with authorized domestic banks
3111 - Foreign exchange temporary account
with authorized banks

NB

NB B
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. 31351 - Foreign exchange nostro 1etters of

' '31 18- Spectal dep051ts with NBRM -
3119 - Special deposits with authonzed banks
312 - Clearing curmrent accounts. .

3120 - Regular clearing accounts .
'3121 - Special clearing accounts
3129 - Other clearing accounts .
315 - Foreign exchange niostro covered letters
~of credit and guarantees. T
3130 - Foreign exchanoe nostro covered
“letters of credit @7 . : :

- credit with syec;al authonzatlon for
- reimbursement:. - Lo :
3154 - Foreign. exchance nostro covered
- guarantees CmAT ' -
316 --Clearing nostro covered ]etters of credn

. and ouarantees
318 - Foreign assets for operatlops on behaif of -

and on account of others

319 - Forefgn exchange temporary- account
3190 — Foreign exchange temporary account
of the bank - ;! : : .
3191 - Forewn exchange Iemporary aceount
for collections on operations

NB
NB
O NB
NB
CNB
S UNB

NB

3195 — Foreign exchange temporary account

for trade balances between imports and
exports and payment of import with exported
commodities and services -

- 32 — SHORT-TERM FOREIGN EXCHANGE

LOANS Ve 2 e

320 — Claims based on short-tenn forelcn

- exchange loans to. rion-financial legal entities .

3200 - Claims based-on short-term foreign .
exchange loans 1o non—ﬁnancxal legal entmes

" based on foreign credits .
3201 - Claims based on short-ten'n forelcfn

exchange loans to: non—ﬁnanmal 1eoa1 entities.

based on credit lines :
13202 = Claims based on short-term foreign

exchange loans-to. non—ﬁnanc1al leoal entities

s ‘_based on deposits .. . ;
3208 — Other claims based on shorc-term o
" foreign exchancre loans 10 non—ﬁnanc1al legal

entities

3209 — Past due and outstandmcr c1a1ms based

on short-term foreign exchange loans to non-
financial legal entities O
.:21 Claims based on short-term foreign- -
" exchange loans to the public sector -

SH.
SH .
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3210 — Claims on short-term foreign-
exchange loans to the public sector based on
foreign credits

- 3211 - Claims based on short-term forelgn-
exchange loans to the public sector based on
credit lines _

- 3212 — Claims based on short-term foreign-
exchange loans to the public sector based on
deposits
3218 — Other claims based on short-term,
foreign-exchange loans to the public sector
3219 ~ Past due and outstanding claims based
on short-term foreign-exchange loans to the
public sector

- 325 - Claims based on short-term foreign-

exchange loans to banks and other financial
institutions :
3251 —~ Claims based on short term forelon-
exchange loans to banks :
3254 — Claims based on short-term forelcm-
exchange loans to other financial institutions
3259 — Past due and outstanding claims based
~ on short-term foreign-exchange ioans to banks
and other financial institutions '
326 - Claims based on short-term foreign
exchange loans to other clients .
3260 — Claims based on short-term foreign .
exchange loans to other clients based on using
foreign credits ,
3261 — Claims based on short-term foreign
exchange loans to other clients based on credit
lines
3262 - Claims based on short-term forelgn
exchange loans to other clients based on
deposits
3268 — Other claims based on short-term
foreign exchange loans to other clients
3269 — Past due and outstanding claims based
on short-term foreign exchange loans to other
clients
328 — Claims based on short-term foreign
exchange loans to foreign entities
3280 — Claims based on short-term foreign
exchange loans to foreign entities based on
deposits from residents and non-residents
3281 — Claims based on short-term foreign
exchange loans to other foreign entities based
on foreign credits. By nature, this is a debit
account and only banks have the right to make



. entrles on lt
3289 — Past due and outstandmo claims based

on short-term foreign exchange loans to -
foreign entities

FOREIGN EXCHANGE PLACEMENTS 3

- 330 Foreign exchange placements in-.

secunt:es to domestic Jegal entities -, ,
3300 - Foreign exchange placements mn -
securmes to domestic legal entities

3309 - Past due and outstanding claims on -

shqmtenn foréign exchange placements in .
© seécurities to-domestic legal entities .
331 - Foreign exchange placements-in -
secunues to foreign entities
3310 — Foreign exchange placements 1n :
securmes to foreign entities . -
3319 — Past due and outstanding clalms on -

short—term foreign exchange placements i L

Securmes to foreign entities
332 - Forelcn exchange term deposits abroad
3320 = Short-term foreign exchange term
dep031ts abroad - :
3321 — Short-term foreign exchange dep031ts
accordmg to special regulations - :
334 — Foreign exchange placements in
international financial instiations
3340 - Foreign exchange placements:in
international financial institutions
- 3349 - Past due and outstanding claims on
foreign exchange placements n mtemat)onal
- financial institutions : S :
335 — Other short-term foreign exchange cla1ms
on foreign banks and other financial institutions
3350 - Other short-term foreign exchange -
clalrns on foreign banks and other ﬁnancxal
nstltunons ' ' SR
3359 — Past due and outstandmo claims on-
short—tezm foreign-exchange deposits in-
foreign banks and other financial institutions
336 ~ Other foreign exchange placernents in the

) eountry e
3360 — Other forelgn exchanoe placements in

the country :

3369 — Past due and outstanding claims on
other foreign exchange placements in the
country’ -

337~ Other forei gn exchanoe placements

- abroad

- 33 SHORT-TERM PLACEMENTS lN SECURITIES AND OTHER .
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3370 ~ Other foreign exchange placements
abroad
3379 — Past due and outstanding claims on
other short-term foreign exchange placements
abroad
338 — Foreign exchange placements in mixed
enterprises abroad
3380 — Foreign exchange placernents I -
: mlted enterprises abroad -
3389 — Past due and outstanding claims on
short-term foreign exchange placements in
mxxed enterprises abroad

340 - Claims based on long-term foreign
exchange loans to non-financial legal entities
3400 — Claims based on long-term foreign
exchange loans to non-financial legal entities
3409 - Past due and outstanding claims based
on long-term foreign exchange loans to non-
financial legal entities
341 — Claims based on long-term foreign
exchange loans to the public sector
5410 — Claims based on long-term foreign
- exchange’loans to the public sector
3419 — Past due and outstanding claims based
on fong-term foreign exchange loans to the
public sector
345 — Claims based on loncr—term foreign -
exchange loans to banks and other financial
institutions -
3451 = Claims based on IonO-tenn foreign
exchange loans to banks and other findncial
institutions
3454 - Claims based on loug-term foreign
exchange loans to banks and other financial
institutions for refinancing
3459 — Past due and outstanding claims based
on long-term foreign exchange loans to banks
and other financial institutions
346~ Claims based on long-term foreign

- exchange loans to other clients

3450 - Claims based on long-term foreign
exchange loans to other clients
3469 — Past due and outstanding claims based
on long-term foreign exchange loans to other
clients
348 — Claims based on long-term foreign
exchange loans to foreign entities
3480 - Claims based on long-term foreign

. 34 2 LONG-TERM FOREIGN EXCHANGE LOANS

NB

NB
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~ exchange loans to foreign entmes o
3489 — Past due and outstanding claims based NB B -1
on long-term forelcn exchanoe loans 10

'fOl’BlC’Tl entities =
- LONG- TERM PLACEMENTS IN SECURITIES AND OTHER

POREIGN EXCHANGE PLACEMENTS
350 — Long-term foreign exchange placements
in securities in domestic legal.entities:.

3500 — Long-termn foreign exchange. -« - B 1
placerents in securitjes in domesuc legal . ‘ ' T
_ entities. - S :
- 3509 - Pastdue and outstzmdmcr clauns based B 1

~ on long-term foreign exchange placements in. .

" secirities in domestic legal entities *
351 — Long-term foreign exchange placemcnts NB _
in securities in foreign entities S

3511 - Long-term foreign exchange ~~~ -~ B 1

placements in securities in foreign entities

" 3519~ Past due and outstanding claimson-- = ._ B o1

long-term foreign exchange placements n
securities in foreign entities :

337 Foreign exchange term deposits abroad - NB B 1

3520 — Long-term foreign exchange term _
dep051ts abroad " . - Y [
3521 - Long-term foreign exchange term : :

depos:ts abroad based on special regulations - -

354 — Foreign exchange placementsin = . - NB- B 1

international financial institutions
3540 - Foreign exchange placementsin .
international financial institutions =~ -~ - ..
3549 — Past due and outstanding claimson. - -
long-term foreign exchange placementsin
international financial instimations -~ .-~ . on o .
~-355- Other foreign exchanoe placementsin- . NB B 1
- foreign banks and other financial institutions -
3550 - Other foreign exchange placements in -
foreign banks and othér financial institutions: =
' 3559 - Past due and outstanding claims on- -
other long-term foreign exchange placements
“1n foreign banks and other ﬁnanclal :
institutions : :
356 — Other forexon exchanoe placements in the NB B 1
country : : - ' ' ‘
3560 — Other forelon exchanoe placements in
- the country- - '
3569 — Past due and outstanding clauns on
other long-term foreign. e}.chanoe placements
"in the country SR

- 357~ Other forclgn exchange placements : NB B 1

L ET,

N 5

E

i



J
abroad ' T o LT e
3570 — Other foreign exchange placements
abroad
3579 — Past due and outstanding clauns on
other foreign exchange placements abroad
- 358 — Foreign exchange placements in mixed NB B i
enterprises abroad
3580 - Foreign exchange placements in mixed
enterprises abroad
3589 — Past due and outstanding claims on
- foretgn exchange placements in nu‘(ed
enterprises abroad :
36 - CLAIMS BASED ON lNTER-BANK FOREIGN EXCHANGE
OPERATIONS
360 — Short-term foreign etchanoe claims on

the National Bank
3600 — Short-term foreign exchange claims on B 1
NBRM
3609 — Past due and outstanding short-term ____ _B_ I 3

foreign exchange claims on NBRM
361 — Short-term foreign exchange c¢laims on
departments within the bank

3610 - Short-term foreign exchange claims on B - 1
departments within the bank » X
3619 — Past due and outstanding short-term B i
foreign exchange claims on depanments

within the bank

363 ~ Short-term foreign exchange claims on
banks and bank departments abroad, founded

o by the bank

3630 - Short-term foreign claims on banks

and bank departments abroad, founded by the

bank .

3639 — Past due and outstanding short-term

foreign exchange claims on banks and bank

departments abroad, founded by the bank
365 — Long-term foreign exchange claims on

the National Bank
3630 — Long-term foreign exchange claims on B 1
NBRM
3651 - Long-term foreign exchange claims B 1
on former Yugoslavia
3659 — Past due and outstanding long-term B 1

foreign exchange claims on NBRM
366 — Long-term foreign exchange claims on

departments within the bank
3660 — Long-term foreign exchange claims on B 1
departments within the bank
3669 — Past due and outstanding long-term B 1

¥yo



foreign exchanoe clauns on departrnents IR o | o
within the bank = - Tl R
368 — Long-term foreign exchange claimson - ' B B
barks and ba.nk departments abroad founded . s
~ by the bank - SRR Y |
3680 - Long-term’ fore:onexchance cla1mson‘- B b R
banks and bank depattments abroad founded S S e
by the bank s T
© 3689 Past due and outstandmc lonc-term .. B 1
foreign exchange claims on banks and- bank R
‘departments abroad, founded by the bank :
38 — CLAIMS FROM FOREIGN EXCHANGE OPERATIONS ON
. BEHALF OF AND ON ACCOUNT OTHERS « o
380 = Claims from foreign exchange 0peranons
on behalf of and on account of non-fmanmal R
legal entities - : ' K =
3800 ~ Short-term forezon exchanoe loans on - 1
behalf 6f anid on account.of non-ﬁnanczal L o
legal entities s S [
"

3801 Short-term placeéments in secuntxes
and other foreign exchange placements on ~ -
behalf of and on account of non- ﬁnanc:1a1
legal entities S : =
3803 — Other short-term forewn exchange [ 4 -2
claims on behalf of and on account of non- - ' ' i
financial legal entities co - |
3804 — Long-term foreign excharige loans on’ S h{
behalf of and on account of non—fmanmal R : .
legal entities - Y B ' S
3805 — Long-term p!acements in securities - " - '
and other foreign exchange placementson ' ‘
behalf of and on account of non-ﬁnancna}
legal entities- -+ - ce - S o
3807 — Other long-term foreign exchanoe o ' : ‘
claims on behalf of and on account of non- o
financial legal entities ST
3808 — Foreign exchange operating costs from -
operations on behalf of and on account of R . L
non-financial legal entities AR - i
381 - Claims from foreign exchange operatlons
on behalf of and on account of the public sector
3810 — Short-term foreign exchange loans on
behalf of and on account of the public sector . .
3811 - Short-term placements in securities . L
and other foreign exchange placementson - ' '
behalf of and on account of the public sector _ ) o
3813 - Other short-term foreign éxchange - =~ ' _—
claims on behalf of and on account of the ‘ '
public sector



g

3814 — Long-term foreign exchange loans on
behalf of and on account of the public sector
3815 — Long-term placements in securities
and other foreign exchange placements on
behalf of and on account of the public sector
3817 ~ Other long term foreiga exchange
claims on behalf of and on account of the
public sector
3818 — Foreign exchange operating costs from
operations on behalf of and on account of the .
public sector
385 — Claims from foreign exchange operations
on behalf of and on account of banks and other
financial institutions
3850 — Short-term foreign exchange loans on
behalf of and on account of banks and other
financial institutions _
3851 — Short-term placements in securities
and other foreign exchange placements on
behalf of and on account of banks and other
financial institutions |
3853 — Other short-term foreign exchange
claims on behalf of and on account of banks
and other financial institutions
3834 — Long-term foreign exchange loans on
behalf of and on account of banks and other
financial institutions
3855 — Long-term placements in securities
and other foreign exchange placements on
behalf of and on account of banks and other
financial institutions
3857 - Other long-term foreign exchance
clairs on behalf of and on account of banks
and other financial institutions
3858 — Operating costs from operations on
behalf of and on account of banks and other
financial institutions
386 - Claims from foreign exchange operations
on behalf of and on account of other clients
3860 — Short-term foreign-exchange loans on
behalf of and on account of other clients
3861 - Short-term placements in securities
and other foreign exchange placements on
behalf of and on account of other clients
3863 - Other short-term foreign exchange
claims on behalf of and on account of other
clients
3864 — Long-term foreign exchange loans on
behalf of and on account of other clients
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3863 — Long-term placements in securities

~ and other foreign exchange placements on

~behalf of and on account of other clients . -
3867 — Other long-term foreign. exchance .
claims on behalf- of and on account of other
clients = : S

- 3868 - Forelon e).chanae operaunc costs from

operations on behalf of and on account of
- other clients e

387 Claims from forewn exchance operatlons ‘

on behalf of and on account of households -

- 3873 — Short-term foreign exchange claims on' - .

behalf of and on account of households
- 3877.=Other long-term foreign excha'noe’
.+ claims on behalf of and on account of
.- households - g

.. 3878~ Forewn exchance Operannc costs from '

operations on behalf of and on account of
households - T
388 —Claims from forelcn exchanoe Operanons
on behalf of and on account-of foreign entities.

3880 — Short-term foreign-exchange loanson -

* behalf of and on account of foreign entities
3881 ~ Short-term placements in secunnes
and other foreign exchange placements on -

behalf of and on account of formgn.entmes_ o

3883 — Other short term foreign exchange -

claims on behalf of and on account of foreign -

entities -

3884~ Loncr-term forewn exchanoe loans on.

behalf of and on account of foreign entities:
.3885 - Long-term placements in securities-
- and other foreign exchange placements on -

- behalf of and on account of foreign entities :
3887 - Other long-term foreign exchange -
claiins on bcha}f of and on account of forelcn
entities ‘ S e
3888 - Foreign exchanoe operanna costs on’

- behalf of and-on.account of foreign entities

" CLASS 4: SHORT-TERM PLACEMENTS

41 - SHORT-TERM LOANS - .
. 410 - Loans to non-financial leoal entities. -

4100 - Short-term'loans 10 non-ﬁnanmal leoal ,

entities - pubhc enterprises
4101 Short-term loans to non—ﬁnanual lecal
entities - social-ownership enterprises

4102 - Short-term loans fo non-financ1al leoal‘

entities - private enterprises
4108 Past due and outstandmg short term |
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loans to non-financial legal entities for
investment operations and exports to Iraq and
Kuwait
4109 - Past due and outstanding claims on
short-term loans to non-financial legal entities

411 - Loans to the public sector
4110 - Short-term loans to the Government NB
4111 - Short-term loans to local self-
regulatory units
4112 - Short-term loans to the Pension and

~ Invalid Insurance Fund

4113 - Short-terra loans to the Health
Insurance Fund
4114 - Short-term loans to the Employment

Fund

41135 - Short-term loans to other State funds,
agencies and directories

4116 - Short-term leans to central government
institutes . __.

4117 - Short-term ioans to pubhc sector

departments

4118 - Short-term loans to the State NB

commodity reserves directory

4119 - Past due and outstanding claims on

short-term loans to the public sector
415 - Loans to banks and other financial
institutions

4151 - Short-term loans to banks - NB

4152 - Short-term loans to savings houses
4153 - Short-term loans to insurance
companies
4154 - Short-term loans to other ﬁnanc1al
institutions
4159 - Past due and outstanding claims on
short-term loans to banks and other financial
institutions

416 - Loans to other clients
4160 - Short-term loans to other clients —
not-for-profit non-financial institutions
4169 - Past due and outstanding claims on
short-term loans to other clients

417 - Loans to households
4170 - Short-term consumer loans to
households
4171 - Short-term loans to households for
other purposes

" 4172 - Short-term loans to individuals running
a registered business
4179 - Past due and outstanding claims on
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. short-term loans to households - -~ S e : {
- 418 - Loans o foreign enuties - . S
" 4180 - Short-term loans to. foreign entities B 1
4189 - Past due and outstanding claimson B
 short-term Joans fo foreign entities - . SO ]
42.- OTHER SHORT-TERM LOANS . S :
425 - Other loans to baan and other fmancxal R EE
- 1nsutut10ns e o L I B
4251 - Other short-tenn 1oans to banks
- 4252 - Other short—termloans to savings houses '
4253 - Other ,short-term loans to msurance
companies ‘ _ o
4235 - Deposits. W1th other busmess banks s B 1
" based on auction sales o S
4259 - Past due and outstanding claxms on - B SH 1
" other short-term loans to banks and other . =
" financial institutions . o .
43 - SHORT-TERM PLACEMENTS ™ SECURITIBS :
430 - Placements in secunnes to non ﬁnanf:lal -

legal entities _ . _
4300, - Short-term placements in securities B SH 1

issued to non-financial legal entities - pubhc

enterprises '

4301 - Short-term placernents in securities - ‘B-3SH 1 -

issued to non-financial legal entities - socml— : )
. ownership enterprises _ : _

4302 - Short-term p}acements in secur1t1es B SH 1

issued to non-financial legal entities - ' “E

private enterprises - o o
=== 4309 - Past due and outstandmo clalms on B SH .1 o

other short-term placements in secunties o - : l‘i
issued to non-financial legal entities .~ - ' o SR
431 - Placements in securities to the public SO : H

Sector . : _ _
4310 - Short-term placements m securmes : B I
 issued by the Government..-. - o B W
4319 -'Past due and cnﬁtstanchnor clalrns on B 1 N
short-term placements in securities o the B ,
~ public seetor - _ "
435 - Placements in secunues to baan and : ‘
other financial institutions .- _
4351 - Short-term placements in securities to B 1 O
banks : - : - ' ,
4352 - Short-term placements in securities to B SH 1 o
savings houses - _
4353 - Short-term placements in secuntles 10 B : 1

insurance companies ‘
4354 - Short-term placements in secunnes t0 B 1 e

. other ﬁnanmal msutunons e
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4359 - Past due and outstanding short-term -B . SH
claims on placements in securities to banks
and other financial institutions

436 - Placements in securities to other clients"

4360 - Short-term placements in secuntles to B 1

other clients

4369 - Past due and outstanding claimson B 1

short-term placements in securities to other
‘clients
44 - SHORT-TERM INVESTMEN’I‘S _
445 - Investments in banks and other financial
institutions

4451 - Short-term investments in banks | B I
44335 - Short-term mvesmentsmmsurance , B 1

companies

4454 - Short-term investments in other _ B 1

financial institutions
4459 - Past due and outstanding short-term B 1
investments in banks and other fmanmal :
- institutions - e I e
443 - Investments in foreign entities B 1
4480 - Short-term invéstments in foreign ’
entities
4489 - Past due and outstandmg short-term 2
foreign investments in foreign entities
46 - SHORT-TERM CLAIMS FROM INTER-BANK OPERATIONS
460 - Claims based on asséts given to bank B SH 1
departments within the bank
462 - Loans to banks from the primary 1ssue
(National Bank} '
4620 - Short-term loans to banks from the NB | 1
primary issue (National Bank) - :
4629 - Past due and outstanding claims based NB I
on short-term loans to banks from the primary
issue (National Bank)
463 - Loans to banks from the primary issue
{National Bank) based on securities collaterat
4630 - Short-term loans to banks from the NB 1
primary issue (National Bank) based on '
securities collateral
4639 - Past due and outstanding claims based NB 1
on short term loans to banks from the pnmary
issue (National Bank), based on securities
collateral 7
464 - Deposits given to banks from the primary
issue (National Bank) based on auctions
4640 - Deposits given to banks from the - NB 1
primary issue (National Bank) based on
auctions

e



4649 - Past due and outstandmo clalms on. ..

deposits given to. banks from the primary

issue (Nanonal Ba.nL) based on auctions
465 - Short-term loans to banks from the

pnmary issue (Natlona.l Bank) for dlsbursement o

of savings deposits -
4650 - Short-term loans to banks from the y
-primary issue (Nauo_nel Bank) for o '
disbursement of savings deposits™

4659 - Past due and outstanding claims on o

. short-term loans to banks from the primary

. issue (National Bank) for dxsbursement of -

savings deposits -

-468 - Short-term clalms based on assets leen

to banks and bank departrnents abroad, founded
by thebank :
~. 4680 - Short-term claims based on assets’
given to banks and bank departments abroad
founded by the bank -
4689 - Past due and outstzx\ndmcy short-term
claims based on assets given to banks and
* bank departmenis abroad, founded by the
bank
48 - SHORT-TERM CLAIMS BASED ON
OPERATIONS ON BEHALF OF AND ON
ACCOUNT OF OTHERS | :

480 - Claims based on operations on behalf of
and on account of non-financial legal entities
4800 - Short-term loans for operations on-

.. behalf of and on account of non- ﬁnanc1a1
legal entities

"'4801 - Other short-term loans for Operatlons o

~on behalf of and on account of non- ﬁnancxal
legal entities - SR
4802 - Short-term placements in securities on
behalf of and on account of non- ﬁnanc:al o

. legal entities. ~ S

- 4803 - Short-term i mvestments deposns and
other short-term placernents on behalf of and .

" on account of non- ﬁnanual legal entities

© 4808 - Operating costs on short-term clalmé -

based on operations on behalf of and on
- account of non-financial lecal entities.
481 - Claims based on operations on behalf of .
and on account of the public sector :
4810 - Short-term loans for operations on
-behalf of and on account of the public- sector
4811 - Other short-term loans for operations
on behalf of and on account of the public
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sector
4812 - Short-term placements in securities on
behalf of and on account of the public sector
4313 - Short-term investments, deposits and
other short-term placements on behaif of and
on account of the public sector
4818 - Operating costs on short-term claims
based on operations on behalf of and on .
account of the public sector
485 - Claims based on operations on behalf of
and on account of banks and other financial
institutions _
4850 - Short-term loans for operations on.
behalf of and on account of banks and other
financial institutions
4851 - Other short-term loans for operat:ons
on behalf of and on account of banks and
other financial institutions
_ 4852 - Short-term placements in securities on

" behalf of and on account of banks and other -

financial institutions
4853 - Short-term investments, deposits and
other short-term placements on operations on
behalf of and on account of banks and other
financial institutions
4858 - Operating costs on short- term claims
on behalf of and on account of banks and
other financial institutions
486 - Claims based on operations on behalf of
and on account of other clients
4860 — Short-term loans for operations on
behalf of and on account of other clients
4861 — Other short-term loans for operations
on behaif of and on account of other chients
4362 — Short-term placements in securities on
behalf of and on account of other clients
4363 — Short term investments, deposits and

" other short-term placements on behalf of and

on account of other clients

4868 — Operating cOSts on shori-term claims

on behalf of and on account of other clients
487 — Claims based on operations on behalf of
and on account of households

4870 — Short-termn loans for operations on
‘behalf of and on account of households

4371 — Other short-term loans for operations

on behalf of and on account of households

4872 — Short-term placements in securities on

behalf of and on account of households

e



4873 — Short-term investments, deposits and

~ other short-term placements on behalf of and
on account of households -
4878 — Operating costs on short- term claJms '
- on behalf of 2nd on account of households -

488 — Claims based on-operations on behalf of . l_

" and on account of foreign entities

4880 — Short-term loans for_operatlons on
behalf of and on account of foreign entities -
4881 — Other short-tenm loarns for operations
on behalf of and oni ‘accourit of foreign entities

- 4882 — Short-term placements in securities on
. -behalf of and on account of foreign entities
. 4883 — Short term investments, deposits and

other short-term placements on behalf of and R

on account of foreign entities -~
4888 — Operating costs on shorttermy’ claims

-on behalf of and on account of forelon entities -

CLASS 5: LONG-TERM PLACEMENTS
51 —~ LONG-TERM LOANS

510 — Loans to non-financial ]eoal entities

5100 — Long-term loans to non-financial Iegal .

entities — public enterprises

5101 - Long-term loans to non-financial legal
© entities — social-ownership enterprises

5102 - Long-term loans to non—ﬁnancml legal
_ entities - private enterprises - .

5103 - Long-term loans to n011-ﬁnan01al legal

entities = private enterprises, from Spemal— :
- purpose government funds '

5104 - Long-term loans to non- ﬁnanc1a1 legal

~ entities from the NEPA program .
5108 = Past due and dutstanding lonc -term
loans to non—ﬁnanmal legal entities for *

investment operatlons and exports to Iraq and .

- Kuwait

5109 ~ Past due and outstandmo ¢laims on

long-term Joans to non- ﬁnanc1al Ieaal entlties '

511- Loans to the public sector °
- 3110~ Long-term loans to the Government
5111 - Long-term loans 10 local self—
regulatory units '
5112 - Long-term loans to the Pensmn and
Invalid Insurance Fund - '

5113 - Long-term loans to the. Health

Insurance Fund _
5114 - Long term Ioans to thc Employment

Fund
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5115 - Long-term loans to other State funds,
agencies and directories

- 5116 - Long-term loans to central government
lnStltUtIOI'.LS

" 5117 - Long-term loans to pubhc sector

departments -
5118 - Long-term loans to the State
rCommodity Reserves Directory
5119 — Past due and outstanding claims based
on long-term loans to the public sector
515-Loansto banks and other financial
institutions
5151 - Long-term loans to banks
5152 — Long-term loans to savings houses
5153 — Long-term loans to insurance
companies -
5154 — Long-term loans to other financial
institutions '
5159 —Past due and outstandmc claims based
on lofig-term loans to banks and other
financial institutions

516 — Loans to other clients
5160 — Long-term loans to other clients -
not-for-profit non-financial organizations
5169 — Past due and outstanding clatms based
on long-term loans to other clients

517 — Loans to households
5170 — Long-term loans to households for
construction of apartments
5171 —~ Long-term loans to households for

- business facilities
5172 — Long-term loans to individuals -
running a registered business
5173 — Long-term loans to households for
other purposes
5179 — Past due and outstanding claims based
on long-term loans to households

518 — Loans to foreign entities
5180 — Long-term loans to foreign entities
5189 — Past due and outstanding claims based

_ on long-term loans to foreign entities

52 — OTHER LONG-TERM LOANS

520 — Other long-term loans
5200 — Other long-term loans
5209 — Past due and outstanding claims basad

on other long-term loans

NB

NB

53— LONG-TERM PLACEMENTS IN SECURITIES

530 — Placements m secunues to non-financial
legal entities
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5300 - Lono term placements in securities o . B SH 1
non-financial legal entmes - pubhc EETHEEER A

- enterprises e N _
5301 - Long-term placements in securities to S B- SH 1
non~ﬁnancaa1 legal entmes - soc1a1 ownershlp. I . S
enterprises ~ ‘ e e e e : ' - {
5302 - Long-term placements in securiti€s to . B SH- 1. : et

" non-financial legal entmes pnvate T DR S i

~ enterprises R Lol o o R
5309, Past due and outstanding clalms based - .. B "SH 1 ' "
“on long-term’ placements in secutities tonon- ~ -~ o - ' f

- financial legal entities - , Lo : . _ o B

531 - P]acemenf.s in secunues to the pubhc Lol . R,

“sector : e " B ' [

5310- Lonc-term placernents 1n securmes stor B 1

' the Government” ST

' 5311- Long-term placements in securmes to B o1 ht

. local self-regulatory units : - . : : o

- 5312 - Long-term placements in secuntles o - B I -
-the Pension and Invalid Insurance Fund o " L : 7
5313 - Long-term placements in securities o ‘B |
the Health Insurance Fund ‘ : _ , ) L

- 5313 - Long-term placements in securitiesto B 1 _ N !

- the Employment Fund : ' : [ 4 o :
3315 - Long-term placements in securitiesto B 1 ' ﬁ
other State funds, agencies and directories o '
5316 - Long-term placements in securities to B I o _
the central government institutes. ' ' h1
5317 - Long-term placements n secuntles to B 1 ' -
the public sector departments - = L o Ly
- 5318 - Long-term placements i in securities to - B ' 1 o il
the State Commodities Reserves Directory -

- 5319 - Past due and.outstanding claims based = B S i
on long-term p]acements in securmes to the R ¢
public sector’ ' a - _ ;)

535 - Placements in securities to banks and SRR ' o o -~

other financial 1nst1tut10ns SR -

5350 - Long-term placements in securmes to NB 1 o

5351 - Lonc term placements in secunt:es to . - B 1 =
5352 - Lonﬂ term placements in secuntles to - B . SH 1 e
savings houses - ‘ ' : :

5353 - Long-term placements in securltles to B 1

insurance companies . : S

5354 - Long-term placements in | seclriies to B -1 ~ B

. other ﬁnanmal institutions ~ o S o o
5359 - Past due and outstanding claimsbased NB B SH 1 = el

on long-term placements in securities to banks . ' | o



and other financial institutions .
336 - Placements in securities to other clients

5360 - Long-term placements in securities to _

~ other clients _
5369 - Past due and outstanding claims based
on long-term placements in securities to other
clients

54 - LONG-TERM INV ESTMENTS

545 - Investments with banks and other

financial institutions
5451- Long-term investments with banks

5453 - Long-term investments with insurance

companies
5454 - Long-term investments with other
financial institutions
5459 - Past due and outstanding claims based
- on long-term investments with banks and
other financial institutions .
548 - Investments with foreign entmes

5480 - Loncr~term investments with forewn e

entities
5489 - Past due and outstand'mg claims based
- on long-term investments with foreign entities

56 - LONG-TERM CLAIMS BASED ON INTER-BANK OPERATIONS

560 - Claims based on loans to bank
departments within the bank :
562 - Loans to banks from the primary issue .
(National Bank) _
5620 - Long-term loans to banks from the
primary issue (National Bank)
5629 - Past due and outstanding claims based
o long-term loans to banks from the ; pnmary
issue (National Bank)
565 - Other loans to banks from the primary
issue (National Bank)
3650 - Other long-term loans to banks from
the primary issue (National Bank)
5659 - Past due and outstanding claims based
on long-term loans to banks from the primary
issue (National Bank)

568 - Clamls based on loans to banks and bank

departments abroad, founded by the bank

5680 - Long-term claims based on loans to
banks and bank departments abroad, founded
by the bank
5689 - Past due and outstanding claims based
on long-term loans to banks and bank
departments abroad, founded by the bank

58 - LONG-TERM CLAIMS BASED ON
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" OPERATIONS ON BEHALF OF ANDON =

- ACCOUNT OF OTHERS "~~~ .
580 - Claims based on operations on behalf of
and on account of non-financial legal entities

5800.- Long-term loans for operations On -
behalf of and on account of non-financial
legal entities EORREE AR

3801 - Long-term pléceme_nts in securites on.

behalf of and on account of non-finanicial
legal entities "~ e S
5802 - Long-term investments, deposits-and

other long-term piadéments‘on-‘behalf of and -

on account of non-financial- legal entities
5808 - Operating cOSts based on long-term
claims on operations on behalf of and on -
account of non-financial legal entities -

58] — Claims based on operations on behalfof

“and on account of the public sector
- 5810 - Long-term loans for operations on
behalf of and on account of the public sector

5811 - Long-term placements in securities on

behalf of and on account of the public sector
o : 5812 - Long-term investments, deposits and
other long-term placements on behalf of and
on account of the public sector” '
5818 - Operating costs on long-term claims -
pased on operations on behalf of and on
account of the public sector

585 — Claims based on operations on behalf of -

Caeimm e - —-gnd ON aCCOUNT of banks and other financial
institutions LT
5850 - Long-term loans for-operations on -

behalf of and on account of banks and other -

financial institutions

5851 - Long-term placements in securities on

behalf of and on account of banks and other

financial institutions "~

5852 - Long-term investments, depositsand - -

other long-term placements on behalf of and
on account of banks and other financial
institutions o :

.

. 5858 - Operating cOSts onlong-term claims - .

based on operations on behalf of and on’
account of banks and other financial
{nstitutions ' :

586 - Claims based on operations on behalfof -

and on account of other clients

5860 - Long-term loans for operations on "

behalf of and on account of other clients
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" account of other clients

5861 - Long-term placements in secunties on
behalf of and on account of other clients

~ 5862 - Long-term investments, deposits and

other long-term placements on behalf of and
on account of other clients :
5868 - Operating costs.on long-term claims
based on operations on behalf of and on
587 - Claims based on operations on behalf of
and on account of households
5870 - Long-term loans for operations on
behalf of and on account of households -
5872 - Long-term investments, deposits and
other long-term placements on behalf of and
-on account of households :
5878 - Operating costs on long-term claims
based on operations on behalf of and on
account of households
538 - Claims based on operations on behalf of
and on account of foreign entities
5880 - Long-term loans for operations on
behalf of and on account of foreign entities
5881 - Long-term placements in securities on
behalf of and on account of foreign entities L
5882 - Long-term investments, deposits and
other long-term placements on behalf of and
on account of foreign entities
5888 - Operating costs on long-term claims
based on operations on behalf of and on
account of foreign entities

CLASS 6: REVENUES AND EXPENSES - NB SH
'60 - INTEREST ON BORROWINGS AND :
OTHER ASSETS '

600 - Interest expense paid to non-financial B
legal entities -

6000 — Interest on denar operations

6001 — Interest on foreign exchange

operations

601 - Interest expense paid to the public sector B

6010 — Interest on denar operations
6011 - Interest on foreign exchange

operations
605 - Interest expense paid to banks and other B

_ financial institutions

6050 ~ Interest on denar operations
6051 — Interest on foreign exchange
operations
606 - Interest expense paid to other clients ) B
6060 — Interest on denar operations
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6061 - Interest on forelon exchancre
operations ‘ -

- 607 - Interest expense pald 10 households o
6070 — Interest on denar operations .
6071 — Interest on fore1cn exchanae R '
operations : fif

608 - Interest expense paid to forelcn entities
6080 — Interest on denar operations -

6081 — Interest on forelvn exchance o
operations ) . ,

-609 - Deposit insurance prem1ums :

61 - SERVICE COMMISSION COSTS AND
SIMILAR COSTS ’

611 - Service comrmssmn of ’oanks and other :

financial institutions an
6110 - For NBRM services
6111 - For bank services
6112 - For savings houses services
6113 - For services of other financial
institutions .
615 - ZPP service commission
617 - Service commission of hcensed e:».chanae
offices - : - -
618 - Other commissions and other snmlar .
service costs of domestic entities . _
619 - Service commissions of foreign entities
6190 - For services of foreign banks
6191 - For services of forezon development
banks ' :

6192 - For services of other forewn entmes A_,_....-_A,..',A

62 —~ GENERAL ADMINISTRATION COSTS
AND DEPRECIATION i :

620 - Salary-costs -

621 - Salary compensation costs -

622 - Costs based on collective contracts

623 - Material and similar costs

624 - Service costs

625 - Business travel costs .

627 - Representanon marketmc and promotlon

costs -
628 - Other admimstratwe costs

629 - Depreciation and depreciation revaluation - ,
63 - OTHER COSTS AND EXTRAORDINARY

EXPENCES
630 - Costs based on forelon excha.noe
differences S X
631 - Costs based on operatlons Wlth securmes
- 632 - Costs from past years _
633 - Taxes and revenue contributions © '+
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634 - Costs for cash fines, taxes and court
decisions
635 - Costs for producing tax and
administrative value papers -
636 - Costs for printing bank-notes and coins
637 - Costs for foreign exchange operatlons
638 - Other costs
639 - Extraordinary expenses
64 - ALLOWANCE, RISK RESERVES AND
CAPITAL LOSS
640 - Allowance for accounts teceivable

641 - Reserves for risks from placements and

potential liabilities
649 - Capital loss
65 - REVENUES BASED ON CAPITAL

INVESTMENTS - REALIZED DIVIDENDS

AND CAPITAL GAINS
650 - Dividend realized from non-financial
legal entities

" 655 - Dividend realized from banks and other B

.financial institutions )
658 - Dividend realized from banks, financial
institutions and other entities abroad
659 - Capital gain
66 - INTEREST FROM LOANS AND OTHER
PLACEMENTS
660 - Interest on loans and other placements to
non-financial legal entities
6600 - Interest from denar operations
6601 - Interest from foreign exchange
operations : -
6606 - Default interest
661 - Interest on loans and other placements to
the public sector
6610 - Interest from denar operations
6611 - Interest from forelgn exchange
operations
6616 - Default interest
665- Interest on loans to banks and other
 financial institutions
6630 - Interest from denar operations-
6651 - Interest from foreign exchange
operations
6656 - Default interest
666 - Interest on loans and other placements to
other clients
6660 - Interest from denar operations-
6661 - Interest from foreign operations
6666 - Default interest
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667 Interest on loans and other placements to .
. households R S ;
6670 - Interest from denar operauons
667} - Interest from fore:cn exchange
operations Sion
6676 - Default interest -

" 668 - Interest on loans and other‘ placements 10 i

foreign entities :
" 6680 - Interest from denar operanons
6681 - Interest on foreign exchange operataons
. 6686 - Default interest . :
- 67 -REVENUES BASED ON BANI\.ING
"SERVICES .
670 - Revenues from non-ﬁnanc1al leoal
entities, based on banking services
6700 - Revenues-from non-financial leoal
entities, based on banking services * -
6701 - Revenues from non-financial 1e0al
entities, based on banking services, upon
foreign exchange operations '
6706 - Default interest on uncollected .
revenues R
671 - Revenues from the pubhc sector, based
on banking services :

6710 - Revenues from the pubhc sector based o

on banking services -
6711 — Revenues from the pubhc sector,
based on banking services, upon foreign -
exchange operations
6716 - Default interest based on uncollected
revenues =
675 — Revenues from banks and other ﬁnanc1al
institutions, based on banking services
6750 - Revenues based on banking services,;
from banks and other financial institutions
6751 - Revenues, from banks and other -
financial institutions, based on banking
services, upon foreign exchange operations

6756 - Default 1nterest based on uncollected L

revenues -
676 - Revenues from other clients, based on
banking services '

6760 - Revenues from denar 0perat1ons based

on banking services S

6761 - Revenues from foreign exchange .

‘operations, based on banking serviées

6766 - Default mterest based on uncollected

 revenues o

677 - Revenues from households based on '
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banking services
6770 - Revenues from denar operations, based
on banking services
6771 - Revenues from foreign exchange
operations, based on banking services
6776 - Default interest based on uncollected
revenues
678 - Revenues from foreign entities, based on
banking services
6780 — Revenues from denar operatzons
based on banking services :
6781 - Revenues from foreign exchange
operations, based on banking services
6786 - Default interest based on uncollected
revenues
68 - OTHER REVENUES
-680 - Revenues based on foreign exchange
“differences
681 - Revenues based on default interest
682 - Revenues from previous years o
683 - Revenues based on doubtful and
contested claims
685 - Revenues based on operations with
securities
687 - Revenues based on foreign exchange
operations
688 - Other revenues
689 - Extraordinary revenues
69 - OPERATION RESULTS
690 - Revenues and expenses difference -
pre-tax income
691 - Taxes, contributions and other i income
taxes
692 - Net income - taxed income
693 - Settling losses from previous vears
694 - Accrual of the foundma capital
695 - Dividends
696 - Reserves
697 - Salaries from gains and other purposes
6970 - Salaries from income
6971 - For other purposes
698 - Non-allocated income
699 - Loss
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CLASS 7: SOURCES OF FOREIGN EXCHANGE OPERATING

ASSETS
70 - FOREIGN EXCHANGE SIGHT DEPOSITS OF DOMESTIC

BANKS AND FOREIGN ENTITIES
700 - Foreign exchange giro-accounts of
domestic banks and other financial institutions



7000 - Foreign exchange-giro-accounts of
domestic banks o
7001 - Foreign exchange ouro -accounts: of . -
- other financial institutions L
7009 - Other deposns of banks and other po
~ financial institutions . " 5
701 - Foreign’ exchanoe girg-accounts of
foreign banks and other ﬁnanc1a1 mstltutlons
7010 - Foreign exchancre giro-accounts of
foreign banks _ SR
7011 - Foreign exchange giro- accounts of
former Yugoslav banks e
7012 - Foreign exchange. giro- accounts of
foreign financial institutions: - e
702 - Foreign exchange aCCOUNTS of mmed
enterprises abroad

NB

-NB -
o

NB

NB-

703 - Foreign exchange accounts of banks and o

bank departments abroad, founded by the bank
-NB

704 - Foreign exchange loro conﬁrmed letters '

" of credit and guarantees : -
7040 - Foreign exchange loro conﬁrmed
letters of credit ‘ :
7041 - Foreign ehcl1anoe loro conﬁrmed

. guarantees ’

and guarantees -

705 - Clearing loro conﬁrmed letters of crecht _ NB '

7050 - Cleaning loro conﬁrmed 1etters of . '

. credit . :
7051 - Clearing loro confirmed Uuarantees g

706 - Covers I‘CCEI\’Ed for checks and letters of.u._;_,

credit

7060 - Coversrecelv ed for checks and letters -

- of credit in convertible foreign currency -
7061 - Covers received for checks and 1etters )
of credit in hard currencies - :
708 - Other forelon exchance szoht dep031ts of ,
foreign entities
7080 - Other foreign exchanoe swht dep051ts
of foreign entmes in convemble forewn
" currency - _
7089 - Other swht deposﬂzs of forewn entltles
in hard currencies :
71 - FOREIGN EXCHANGE SIGHT
DEPOSITS OF LEGAL ENTITIES
"710 - Regular foreign exchange accounts of
legal entities
711 - Foreign exchance accounts of 1e°al
entities abroad L
71 10 - I-‘orewn exchance accounts of legal -
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entities abroad, in convertible foreign
currency
7111 - Foreign exchange accounts of legal
entities abroad, in hard currencies
712 - Special foreign exchange accounts of
legal entities
713 - Foreign exchange accounts upon
exporting operations of legal entities
714 - Regular foreign exchange accounts of
legal entities - foreign exchange reallzed on
other bases '
715 - Foreign exchange assets of Iegal entities
from gains realized abroad _
716 - Foreign deposits of legal entities

7160 - Foreign deposits of legal entities with a

90 day limit
717 - Foreign exchange assets of legal entities
from loans abroad

____718 - Foreign exchange assets received from '

foreign entities on behalf of an investment in -
joint operations of legal entities
719 - Other foreign exchange assets of legal
entities
7191 - Other foreign exchange assets of legal
entities for transfer abroad
7192 - Other foreign exchange assets of legal
entities for transfers abroad, on behalf of
coverage of letters-of credit and guarantees
7199 - Other foreign exchange assets of legal
entities

72 - FOREIGN EXCHANGE SIGHT
DEPOSITS OF OTHER CLIENTS

721 - Foreign exchange accounts of the public
sector -
7210 - Foreign exchange accounts of the
Government
7211 - Foreign exchange accounts of local
self-regulatory units
7212 - Foreign exchange accounts of the
Pension and [avalid Insurance Fund ,
7213 - Foreign exchange accounts of the
Health Insurance Fund
7214 - Foreign exchange accounts of the
Employment Fund

77215 - Foreign exchange accounts of other

State funds, agencies and directories

7216 - Foreign exchange accounts of the
central government mstitues

7217 - Foreign exchange accounts of pubhc

NB
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scctor dcparrmems L ' _
7218 - Foreign exchange accounts of thc State o B
- Commodity Reserves directory S
726 - Foreign exchanoc accounts of othcr
clients S

. 7260 - Foreien exchanoe accounts of other B

clients ,
727 - Foreign exchance accounts and other

sight deposits of households -

7270 - Foreign exchange zccounts of '. P B o

households in convertible foreign currency-

_ 7271 - Foreign exchange savings accountsof = - - B '

households in convertible foreign cwrreney” . .- ‘
7278 - Other sight deposits of households in ... B
~ convertible foreign currency ‘ SR
73 - OTHER SIGHT DEPOSITS AND OTHER P
FOREIGN EXCHANGE LIABILITIES - e
731 - Foreign exchange accounts of forelcn
consignment warehouses o
7310 - Foreign exchange accounts of forc1gn . B
consignment warehouses in convcmble s Co
foreign currency '

" 7311 - Foreign exchange accounts of forc1crn - ' B
- consignment warehouses in hard currency o
732 — Foreign exchange assets from 1oans B

issued by legal entities

738 - Other sight deposits and other forewn : B

exchange liabilities: -
74 - SHORT-TERM FOREIGN EXCHANGE

- -~TERM-DEPOSITS : L

740 - Foreign chchancrc term depos1ts of non- o B
financial legal entities. = - - '
7400 - Short-term forewn exchange term -
deposits of non-financial legal entities up to
. one month : .
" 7401 - Short-iétm foreign exchange term
deposits of non-financial lecal cntmes up to
three months - . :
" 7402 - Short-term foreign exchance term
- deposits of non—ﬁnanc1a1 lccal enutlcs up to
six months R
7403 - Short-term foreign exchange term
deposits of non-fmancxal lcoal enutles pver -
six months ' -
741 - Foreign exchange term dep051ts of thc - B
public sector .
7410 - Short-term foreign exchange dcpos1ts
_ of the public sector up to one month
7411 - Short—tcrm forczgn exchangc dep051ts '
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of the public sector up to three months
7412 Shott-term foreign exchange deposits of
the public sector up to six months.
7413 - Short-term foreign exchange deposits
of the public sector over six months
745 - Foreign exchange term deposits of banks
and other financial institutions -
7450 - Short-term foreign exchange term
" deposits of banks and other financial

- institutions up to one month

7451 - Short-term foreign exchange term
deposits of banks and other financial
institutions up to three months
7452 - Short-term foreign exchange term
deposits of banks and other financial
institutions up to six months
7453 - Short-term foreign exchange term
deposits of banks and other financial
institutions over stx months
746 - Foreign exchange term deposits of other
clients .
7460 - Short-term foreign exchange term
deposits of other clients up to one month
7461 - Short-term foreign exchange term
" deposits of other clients up to three months
7462 - Short-term foreign exchange term
deposits of other clients up to six months
7463 - Short-term foreign exchange term
deposits of other clients over six months
747 - Foreign exchange term deposits of
households :
7470 - Short-term foreign exchanae tert
deposits of households up to one month .
7471 - Short-term foreign exchange term
deposits of households up to three months
7472 - Short-term foreign exchange term
deposits of households up to six months
7473 - Short-term foreign exchange term
deposits of households over six months
748 - Foreign exchange term deposits of
foreign entities
7480 - Short-term term dep051ts of foreign
entities in convertible currencies
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75 - LIABILITIES BASED ON SHORT-TERM
o LOANS AND OTHER FOREIGN EXCHANGE
i LIABILITIES

750 - Foreign exchange loans from the National

_: Bank
- 7500 - Short-term foreign exchange loans ‘
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from NBRM

7509 - Past due and outstanding habﬂmes

based on short-term foreign exchance loans '
" from NBRM ' o
751 - Foreign exchange loans from domesnc
banks and other financial institutions -

7511 - Short-terni-foreign e\cha.nce loans-
. from domestic banks

7514 - Short-term foreign exchanoe loans |

from other financial institutions -

7519 - Past due and outstanding hablhtles
based on short-term foreign exchange loans
from domestic baan and other ﬁnanmal

- institutions

73'7 Foreign exchange loans from forewn
‘banks and other financial institutions . -
7520 - Short-term foreign exchange loans .
from foreign banks and other financial
institutions on‘account of others
7521 - Short-term foreign exchange loans
from foreign banks and other financial
_ institutions on account of the bank
7529 - Past due and outstanding liabilities-
based on short-term foreign exchange loans -
from forelon banks and other financial
institutions

753 - Foreign exchange loans from.other chents -

7530 - Short-term foreign exchange loans
from other clierits - -

- 7539 - Past due and outstanding 11ab11mes

based on short-ferm foreign exchange loans

- from other clients-

754 - Forelcn emchanoe loans from forelon
entities -
7540 - Short-term forelon exchance loans
from foreign entities -
7549 - Past due and outstanding hablhtles
based on short-term forelon exchance loans
from foreign entities” : : :
755.- Foreign exchange hab1ht1es to bank
departments within the bank '

7550 - Short-term foreign exchange 11ab1htles ‘

to bank departments within the bank

7551 - Short-term foreign exchange hablhtles '

1o banks departments of former Yugoslavia

7559 - Past due and ‘outstanding liabilities to
bank departments within the bank, based on

short-term foreign exchange loans

756 - Foreign exchange liabilities to foreign
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investors '
7560 - Short-term foreign exchange hablhues
to foreign investors
7569 - Past due and outstanding liabilities to
foreign investors, based on sho:t-texm foreign
exchange loans
757 - Foreign exchange liabilities to banks and
bank departments abroad, founded by the bank
7570 - Short-term foreign exchange liabilities
“to banks and bank departments abroad
founded by the bank .
7579 - Past due and outstanding hab:lmes to
banks and bank departments abroad, founded
by the bank, based on short-term fOl‘ClO‘n
exchange loans
758 - Liabilities to foreign entities, based on
foreign exchange loans of the National Bank
7580 - Short-term liabilities to foreign
entities, based on NBRM foreign exchange
loans o
7589 - Past due and outstanding liabilities to
foreign entities, based on NBRM foreign
exchange loans
76 - LONG-TERM FOREIGN EXCHANGE
DEPOSITS
760 - Foreign exchange deposits of non-
financial legal entities
761 - Foreign exchange deposits of the public
sector |
763 - Foreign exchange deposits of banks and
other financial institutions
7651 - Long-term foreign etchance deposxts
of domestic banks
7654 - Long-term foreign exchange deposits
of other financial institutions
766 - Foreign exchange deposits of other
clients.
767 - Foreign exchange deposits of households
768 - Foreign exchange deposits of foreign
entities
7680 - Long-term foreign exchange deposits
of foreign entities in convertible currericies
7681 - Long-term foreign exchange deposits
of foreign entities in hard currencies .
77 - LIABILITIES BASED ON LONG-TERM
LOANS AND OTHER FOREIGN EXCHANGE
LIABILITIES
770 - Foreign exchange loans from the Nauonal
Bank
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7700 - Long-term foreign exchange loans-". B2 . h...[
from NBRM SR o -
7709 - Past due and outstandmo liabilies .~ B - 2 I
‘based on long-term foreign exchange loans . : o
from NBRM.. - c e . -
771 - Foreign exchange !oans frorn domest1c e ' - o o f
‘banks and other financial instimations .- -~ .. . . _ ' ' u
7711 - Long-term foreign exchange Ioans ...NB B - 2 ~
from domestic banks . - T L ' ' o [
- 7714 - Long-term foreign exchanoe loans NI B - 2 - i
from other financial institutions - - ' ' {
7719 - Past due and outstanding habllmes .
~ based on long-term foreign exchange loans - _ , _ o
from domestic banks and other financial - - . . - . ]
institutions o Coe R ‘ | o :
772 - Foreign exchancre loans irom forewn L . o o
banks and other financial institutions - L A . ' l
7720 - Long-term foreign exchange loans . NB B 2
from foreign banks in convertible currencies ‘ ,
7721 - Long-term loans in convertible - - B 2
currency from former Yugosiav banks o . L
.7722 - Long-term foreign exchange loans ‘NB B 2 -
from other financial institutions, in _ . ‘ .
convertible currencies : ‘ C ¥ _ o !hd
7723 - Long-term foreign exchange loans . B 2 [
from other financial institutions,im =~~~ .~ - . R
convertible currency from former Yquslavia ' Li
7724 - Long-term foreign exchange loans NB B. 2 {
from foreign banks in hard currencies . .- : o g
- == 7725~ Long-term foreign exchange loans _. _.NB. -B . - . 2 . H[
from financial institutions in hard currencies B
7726 - Long-term foreign exchange loans NB B 2 |
from foreign banks and other financial . = = - . H!
institutions on account of the Government in ' {
hard currencies @ - R :
7729 - Past due and outstandmo 11ab1htles - NB B
based on long-term foreign exchange loans =~ '
from foreign ban.ks and other ﬁnanc1a1 R - L
institutions .~ Lo S | : ' H{
773 — Foreign exchange loans from other B 2 7 o
- clients I ' BN
7730 - Long-term foreign exchance loans - ' : -
from other clients - "
7739 — Past due and outstandmo liabilities
based on long-term foreign exchance loans
from other clients R ~
774 — Foreign exchange- loans from other
foreign entities ' . _
- 7740 - Lono term forelon exchangc loans’ B 2

)
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from other foreign entities
7749 — Past due and outstanding liabilities B 2
based on long-term foreign exchange loans
from other foreign entities
775 — Foreign exchange liabilities to

departments of the bank
7730 — Long-term foreign exchange liabilities B 2
to departments of the bank
7751 - Long-term foreign exchange liabilities - B 2

to departments of banks from former
Yugoslavia C
7759 — Past due and outstanding liabilities B
based on long-term foreign exchange loans to
departrnents of the bank
" 776 — Foreign exchange liabilities to foreign B
investors -
777 - Foreign exchange liabilities to banks and
departments of banks abroad founded by the
banks & . _ _ .
7770 — Long-term foreign exchange liabilities B
to banks and departments of banks abroad
founded by the banks
7779 — Past due and outstanding foreign B
exchange liabilities to banks and departments x
of banks abroad founded by the banks
778 — Foreign exchange liabilities to foreign
_ entities based on borrowings of the National
Bank
7780 — Long-term foreign exchange liabilities B 2
to foreign entities based on borrowings of the
7789 — Past due and outstanding foreign B
exchange liabilities of the NBRM to foreign
entities ' : .
78 - LIABILITIES BASED ON FOREIGN B SH
EXCHANGE OPERATIONS ON BEHALF OF '
AND ON ACCOUNT OF OTHERS
780 — Liabilities based on foreign exchange
-operations on behalf of and on account of non-
financial legal entities .
7800 — Liabilities based on deposits and other
foreign exchange sight deposits on behalf of
and on account of non-financial legal entities
7801 — Liabilities based on short-term loans
and other foreign exchange liabilities on
behalf of and on account of non-financial
legal entities
7802 — Liabilities based on long-term foreign
exchange term deposits on behalf of and on
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account of non-financial legal entities

7803 — Liabilities based on long-term loans .
and other foreign exchange liabilities on- '
behalf of and on account of non- fmanc1a1
legal entities '

7808 — Revenues based on forelon exchancre '

- operations on behalf of and on account of

non-financial legal entities ' .
781 — Liabilities based on forewn exchanoe

- Operations on behalf of and.on account of the

public sector : S
7810 — Liabilities based on forewn exchance L
deposits on behalf of and on account of the

~ public sector '

7811 — Liabilities based on shon-term loa.ns
and other foreign exchange liabilitieson . - _
behalf of and on account of the public sector -

~ 7812 — Liabilities based.on long-term forewn o
exchange term deposits on behalf of and on
account of the public sector .
7813 — Liabilities based on long-term loans
and other foreign exchange liabiliteson
behalf of and on account of the pubhc sector .
7818 — Revenues based on foreign exchange o ‘ 3

- operations on behalf of and on account of the

public sector .
785 — Liabilities based on fore;cn exchance
operations on behalf of and on account of banks
and other financial institutions '
7850 — Liabilities based on deposits and other
foreign exchange sight deposits on behalf of '
and on account of banks and other financial
institutions . - = s
7851 — Liabilities based 0n short erm loans :
and other foreign exchange liabilities on
behalf of and on account of banks and other -
financial institutions . Co
7852 — Liabilities based on 1oncr-term forewn
exchange term deposits on behalf of and on
account of banks and other financial
© institutions
7853 — Liabilities based on loncr-term loans
* and other foreign exchange liabilities on -
behalf of and on account of banks and other
ﬁnanmak institutions : -
"7858 - Revenues based on forelon exchance
" operations on behalf of and on account of
banks and other financial institutions ,
786 — Liabilities based on foreign exchange -

]




operations on behalf of and on account of other
clients
7860 — Liabilities based on deposits and other
foreign exchange sight deposits on behalf of
and on account of other clients
7861 — Liabilities based on short-term loans
* and other foreign exchange liabilities on
behalf of and on account of other clients
7862 — Liabilities based on long-term foreign
exchange term deposits on behalf of and on
‘account of other clients
7863 — Liabilities based on long'—term loans
and other foreign exchange liabilities on
* behalf of and on account of other clients
7868 ~ Revenues based on foreign exchange
operations on behalf of and on account of
_other clients
787 - anbllmes based on forelon exchange

-~ households-

7870 — Liabilities based on deposus and other
foreign exchange sight deposits on behalf of
and on account of households
7871 = Liabilities based on short-term loans
and other foreign exchange liabilities on
behalf of and on account of households
7872 — Liabilities based on long-term foreign
exchange term deposits on behalf of and on
account of households
7873 — Liabilities based on long-term loans
and other foreign exchange liabilities on
behalf of and on account of households
7878 — Revenues based on foreign-exchange
operations on behalf of and on account of
households
788 Liabilities based on foreign exchanoe
operations on behalf of and on account of
foreign entities
7880 — Liabilities based on deposits and other
foreign exchange sight deposits on behalf of
and on account of foreign entities
7881 — Liabilities based on short-term loans
and other foreign exchange liabilities on
behalf of and on account of foreign entities
7882 — Liabilities based cn long-term foreign
exchange term deposits on behalf of and on
account of foreign entities
7883 — Liabilities based on long-term loans
and other liabilities on behalf of and on




‘ account of forewn entmes - ‘
7888 ~ Revenues based on foreign exchancre o
operations on behalf of and on account of
forewn enntxes

CLASS 8: SHORT—TERM SOURCES o;«* e

"OPERATING ASSETS '
80 — DEPOSITS ON GIRO—ACCOU?\TS AND SR
CURRENT ACCOUNTS -

800 — Garo~accounts of non—ﬁnanmal 1eoa1
entities

L.

© 8053 - Giro-accounts of insurance companies

~ NB

8000 - Giro-accounts of non-ﬂnancxal Iegal
entities — pubhc enterprises’ - SR
© 8001 - Giro-accounts of non-ﬁnanc:al leqal NB
entities — soc1a1 ownership enterprises - " ERR
8002 - Giro- accounts of non»ﬁnancml leoal - NB
entities — private enterprises -
8009 — Temporary aceount on giro- aocounts - NB
of non-financial lega! entities '

801 — Giro-accounts of the public sector o
8010 — Giro-accounts of the Government * NB
8011 - Giro- accounts of local self—recrulatory NB
units o
8012 — Giro-accounts of the Pension and - NB
Invalid Insurance Fund '
8013 - Giro-accounts of the Health Insurance NB
Fund -

8014 - GII‘O accounts of the Employrnent ‘ NB
Fund

8015 - Giro- accounts of other State Iunds NB
agencies. and directories ' o
8016 - Giro-accounts of the ceniral NB
government institutions B
8017 - Giro-accounts of public sector ' NB
departments : '
8018 - Giro-accounts of the State NB
Commodities Reserves Directory -

804 Giro-accounts of the State Budget
8040 - Giro-accounts of the Government NB

- Budget '

. 8041 - Government Stab1hty Fund . NB
8042 — Government assets from privatization” NB
2044 - Giro-accounts of the State Budget for NB
regulation-of international relations ' R

205 - Giro-accounts of baan and other

financial institutions o _

" §051 - Giro-accounts of banks o NB
© 8052 - Giro-accounts of savings houses NB

NB-
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8054 - Giro-accounts of other financial
institutions '

806 - Giro-accounts of other clients
8060 - Giro-accounts of other clients

- 807 - Giro-accounts and curent accounts of

households -

8070 - Giro-accounts of households

8071 — Current accounts of households
8072 - Giro-accounts of citizen associations
308 - Giro-accounts and current accounts of
foreign entities

8080 - Giro-accounts of foreign entities

3081 — Current accounts of foreign entities

8082 — Special accounts of foreign entities
809 — Debit balances on current accounts
8090 — Debit balances on current accounts

based on contract

8091 — Debit balances on current accounts

without contract

""81 - DEPOSITS ON JOINT CONSUMPTION -
ACCOUNTS AND OTHER LIMITED
DEPOSITS

810 - Joint consumption accounts of non-
financial legal entities .
8100 — Joint consumption assets of non-
financial legal entities
8101 - Joint consumption assets for
apartment construction of non-financial legal
entities

811 — Joint consumptlon accounts of the public
sector

8110 - Joint consumption assets of the public
sector

8111 - Joint consumption assets for apartment

construction of the public sector
814 —~ Limited deposits .

8140 — Limited deposits of non-financial legal
entities for settling open letters of credit in the

domestic Payment Operations Department
8141 — Limited deposits of the public sector
for settling open letters of credit in the
domestic Payment Operations Department
8145 — Limited deposits of banks and other
financial institutions for settling open letters
of credit in the domestic Payment Operations
Department

8146 — Limited deposits of other clients for
settling open letters of credit in the domestic
Pavment Operations Department

NB
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8147 - Limited deposits of households for .~~~ B
" settling open lettérs of credit in the domestic =~~~
Payment Operations Department R _
8148 — Limited deposits of foreign entities for -~ B 2
settling open letters of credit in-the domcst1c . R
_ Payment Operations Department s T
8149 ~ Limited dep051ts of the pubhc sector “NB B 2
- -for special purposes B .
~ 815~ Joint consumption accounts of banks and’ ' _ _ _
other financial institutions - : e e T -l
8150 — Joint consumption assets of banks and NB B L
. other financial institutions o ,
8151 — Joint consumption assets for - =~ NB . B 2
apartment construction of baan a.nd other . :
" financial institotions
816 — Joint consumpnon accounts of other
clients PR : ,
8160 — Joint consumpnon assets of other : NB B 2
clients - o -
8161 — Joint consumption assets for v NB B 2
apartment construction of other chients ' '
82 — OTHER SIGHT DEPOSITS
820 — Other sight deposits of non-financial

_E

N

o

legal entities - 3 5
8204 - Sight deposits of non- fmanmal legal- NB B 2
" entities for transfers abroad -~ ‘ _ . _
‘8205 - Sight deposits of non-financial leoal "NB B 2.

entities for coverage of letters of credit,.
guarantees and loans abroad - o _
/8206 - Sight deposits of non-financial.legal .. NB B . N
entities for issuing checks and letters of credlt - :
on foreign assets for payments o o :
8207 - Sight deposits of non-financial legal ‘NB B _ 2
entities for purchasing foreign currencies  * - - '
8208 - Sight deposits of non-financial legal  NB B
entities with NBRM on the value of imports ;
~of certain goods and serv1ces and forelcn :
loans - K o : s
8209 — Other sight dep051ts of non-ﬁnanmal NB B 2 W
legal entities . . ' |
- 821 - Other swht deposxts of the pubhc sector NB B _ 20 _
8214 - Sight deposits of the pubhc sector for 7 ' ™
transfers abroad CE
8215 - Sight dep031ts of the pubhc sector for

3]

I S B S S S

covers of letters of credit, cruarantees and
" loans abroad : _
8216 - Sight deposits of the pubhc sector for :

" issuing checks and letters of credit on foreign
assets for payments :

-
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8217 - Sight deposits of the public sector for
purchasing of foreign currencies
8219 — Other sight deposits of the pubhc
sector .

824 — Deposits of the State Budget

8246 — Budget assets for the dlsbursement of

foreign savings depos:ts guaranteed by the
Government
8235 — Other sight deposus of banks and other
financtal institutions
8254 - Sight deposits of banks and other
financial institutions for transfers abroad
"8255 - Sight deposits of banks and other
financial institutions for covers of letters of
credit, guarantees and loans abroad
8256 - Sight deposits of banks and other
financial institutions for issuing checks and

letters of credit on foreign assets for payments

8258 — Other sight deposits of banks and
" other financial institutions~
826 — Other sight deposits of other chents
8264 — Sight deposits of other clients for
transfers abroad _
8265 - Sight deposits of other clients for
covers of letters of credit
8266 - Sight deposits of other clients for

issuing checks and letters of credit on foreign

assets for payment

8267 - Sight deposits of other clients for

purchasing foreign currencies }

8269 — Other sight deposits of other chents
827 - Other sight deposits of households”

8271 - Sight savings deposits of households

8279 — Other sight deposits of households
828 — Other sight deposits of forzign entities

83 — SHORT-TERM LIABILITIES ON THE
BASIS OF SECURITIES .

830 — Short-term accounts payable to non-
financial legal entities on the basis of issued
securities '
8300 — Short-term accounts payable to non-.
financial legal entities on the basis of issued
securities, for up to one month
8301 ~ Short-term accounts payable to non-
financial legal entities on the basis of issued
securities, for up to three months
8302 — Short-term accounts pavable to noan-
financial legal entities on the basis of issued
* securities, for up to six months
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8303 — Short-term accounts payable to non-
financial legal entities, for over six months”

8309 — Past due and outstanding short-term -+ -

accounts payable to non-financial legal
‘entities on the basis of issued securities

831~ Accounts payable to the pubhc sector on - .

the basis of issued securities - -
8310 ~ Short-term: accounts: pavable to the

public sector on the basis of issued. securltles i

for up to one month- :
8311 — Short-term accounts pavab]e to the :
public sector on the basis of 1ssued securmes
for up to three months™ , SR
8312 — Short-term accounts pavable to the

public sector on the basts of 1ssued securltxes, -

up to six months :
8313 — Short-term accounts pay able 10 the
public sector on the basis of issued secunnes,-
for over six months : :
'8319 — Past due and outstanding short—term
accounts payable to the public sector based
-on issued securities :
835 ~ Accounts payable to banks and other
~ financial institutions on the basis of 1ssued
~ securities
83350 — Short-term accounts pavab]e to banks
and other financial institutions on the ba513 of .
issued treasury bills -
8351 - Short-term accounts payable to banks
- and other financial institutions on the bas;s of
other issued securities - _
8359 — Past due'and outstanding short-term
accounts payable to banks and other financial
institutions on the basis of issued securities
836 — Accounts payable to other chents on the
basis of issued securities ‘

8360°— Short-term accounts pavable to other ‘

clients on the basis of 1ssued secunt}es for up
to one month S

8361 - Short-term accounts pavable to.other
clients on the basis of 1ssued securmes for up
to three moths - :

8362 - Short-term accounts pavable 1o other

clients on the basis of 1ssucd secuntles, for up
10 six months ‘ '

8363 - Short-term accounts payable to other
clients on the basis of 1ssucd securmes, for
over six months -

8369 — Past due and outstanding short-term -
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accounts payable to other clients on the ba513

of issued securities
837 — Accounts payable to househo{ds on the .
basis of issued securities .

8370 — Short-term accounts payable to

households on the basis of issued securities, .

for up to one month

8371 - Short-term accounts payable to '
households on the basis of issued securities,
for up to three months

8372 - Short-term accounts payable to

households on the basis of issued securities,

for up to six months
8373 - Short-term accounts payable to
nouseholds on the basis of issued securities,
for over six months )
8379 — Past due and outstanding short-term
accounts payable to households on the basis
of issued securities :
838 — Accounts payable to foreign entities on
the basis of issued securities
84 — LIABILITIES ON THE BASIS OF
SHORT-TERM LOANS

840 — Accounts payable to non-financial legal

entities based on short-term loaans
8400 — Accounts payable to non-financial

legal entities based on short-term loans, for up

to one month
8401 ~ Accounts payable to non-financial

legal entities based on short-term loans, for up

to three months -
8402 - Accounts payable to non-finanicial

'~ legal entities based on short-term loans, for up

to six months

8403 - Accounts payable to non-financial
legal entities based on short-term loans, for
‘over six months '

8409 — Past due and outstanding accounts

payable to non-financial legal entities, based

on short-term loans
841 — Accounts payable to the public sector
based on short-term loans

8410 - Accounts payable to the public sector

based on short-term loans, for up to one
month

8411 - Accounts payable to the public sector

based on short-term loans, for up to three
months

8412 - Accounts payable to the public sector
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based on short-term loans for up to six
months : : I

8413 - Accounts pavable to the pubhc sector :
based on short-term loans, for ovér six months

- 8419 — Past dueand outstanding accounts e
payable to the public sector. based on short— R

term loans

" 845 — Accounts pa}able to banks and other A
financial institutions based on short-teim loans . -

8450.- Accounts pay abie to NBRM based on'
- short-term loans

8451 ~ Accounts payable to banks based on

short-term loans

8452 ~ Accounts payable to savings houses i

- - based on short-term Joans - :
8453 ~ Accounts payable 1o insurance’
companies, based on short-term loans

8454 — Accounts payable fo other financial o

institutions based on short-term loans .
8455 — Accounts payable based on short-term

deposits from other banks based onauction = -

purchases S
8459 — Past due and outstandma accounts
payable to banks and other financial .
institutions based on short-term loans

846 — Accounts payable to other cllents based IR

on short-term loans
8460 — Accounts payable to other chents
based on short term loans, for up to one

month. N : PN

8461 - Accounts payable to other chents
based on short—term loans, for up to three
“months- ' -
8462 - Accounts pay. able to other chents
based on short- term loans for up to Sl)x
months ’

- 8463 - Accounts payable to othet chents
based on short-term loans, for over six’ months
8469 — Past due and outstanding accounts

payable to other clients based on short- tcrrn .

loans :
848 — Accounts payable 10 forelcn entmes -
~ based on short-term loans -+ - o
85— LIABILITIES ON THE BASIS OF OTHER
SHORT-TERM FUNDS .- :
850 - Liabilities of non-financial lecral entmes
. based on other short-term funds -
8500 — Liabilities of non-financial legal -~
entities based on other short-term funds
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term funds

8509 — Past due and outstanding liabilities of
non-financial legal entities based on other
short-term funds

851 — Liabilities of the public sector based on

other short-term funds -
8510 - Liabilities of the public sector based on
other short-term funds

- 8519 — Past due and outstanding liabilities of

the public sector based on other short-term
funds

355 — Liabilities of banks and other financial

institutions based on other short-term funds

8330 - Liabilities of banks and other financial -

institutions based on other short-term funds
8559 — Past due and outstanding liabilities of
banks and other financial institutions based on
other short-term funds

836 — Liabilities of other clients for other short-

- short-term funds )
8569 — Past due and oditstanding liabilities of
other clients for other short-term funds
858 — Liabilities of foreign entities for other
short-term funds
8580 - Liabilities of foreign entities for other
- short-term funds .
3389 -~ Past due and outstanding liabilities of
foreign entities for other short-term funds
86 —~ SHORT-TERM LIABILITIES FROM
INTER-BANK OPERATIONS
‘860 — Short-term liabilities based on received
assets from departments of the bank
3600 — Short-term liabilities based on
received assets from departments of the bank
8609 — Past due and outstanding short-term
liabilities based on received assets from
departments of the bank
862 - Liabilities based on short-term loans
from the primary issue (National Bank)
8620 - Liablities based oa short-term loans
from the primary issue (National Bank)
8629 — Past due and outstanding liabilities
based on short-term loans from the primary
issue (National Bank) )
863 — Liabilities based on short-term loans
from the primary issue (National Bank), based
on a securities collateral
8630 - Liabilities based on short-term loans
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‘ -from the pnmarv issue (’\auonal BanL) based
on a securities collateral . ”
8639 — Past due‘and outstanding habﬂmes

" based on short-term loans from the primary . -

issue (National Banl-c) based ona securmes S

‘collateral

. 864 — Liabilities based on depoents from the L

. primary i issue (Nanonal Bank) bouo’ht by
auction -

8640 - L1ab1lmes based/on deposns frorn the |

- primary issue (1\at1ona1 Bank) boucht by
©auction " K
- 8649 — Past due and outsta.ndma 11ab1ht1es ‘
. based on deposits from ‘the primary issue
- (National Bank) bought by auction
‘865 — Liabilities based on short-term loans
from the primary issue (National Bank) for
: dlsburs\,ment of savings deposits. -

- 8650 - Liabilities based on short-term loans Ny '7 .
from the primary issue (Nationa] Bank) for- ..

disbursement of savings depesits. -

2639 — Past due and outstanding hébxht:es

based on short-term loans from the primary -
issue (National Bank) for dlsbursement of '
- savings deposits
868 Short-term liabilities based on credits
from banks and bank departments abroad
founded by the bank S
87 — TERM DEPOSITS - _ :
870 — Term deposits of non-ﬁnanmal 1e<ra1
entities, for up to one year

8700 - Term deposits of non-ﬁna.nc1al lccal'- ; -

entities, for up to one month

8702 - Term deposits of non-ﬁnan01a1 leﬂal- S

entities, for up to-three months -

8703 - Term deposits of non-ﬁnanc:lél lecal- B

~ entities, for up 1o six months :
8704 - Term deposits of non- ﬁnanc1al lecal
entities, for over six months

871 ~ Term deposns of the pubhc sector for up :

to one vear ’

8710 - Term dep051ts of the pubhc sector for. o

up to one month
8712 - Term deposits of the pubhc sector for

up to three months

8713 - Terin deposits of the pubhc sector for

-up to six months-

8714 - Term deposits of the pubhc sector for -

over 31x months
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875 — Term deposits of banks and other
financial institutions for up to one year
8750 - Term deposits of the pubhc sector, for
up to one month -

8752 - Term deposits of the public sector, for

up to three months
8753 - Term dep031ts of the publ:c sector, for
up to six months
8754 - Term deposits of the pubhc sector, for
over six months
876 — Term depostts of other clients for up to
one year
8760 - Term deposits of other clients, for up
to one month
8762 - Term deposits of other clients, for up
to three months
8763 - Term deposits of other clients, for up
to six months :
8764 - Term deposits of other clients, for over

" 8ix moths —————

877 — Term deposits of households for up to
one year o
8770 - Term deposits of households, for up to
one month
8772 - Term deposits of households, for up to
three months
8773 - Term deposits of households, for up to
six months
8774 - Term deposits of households for over

six months
878 — Term dep051ts of foreign entmes for up
to one year .
8780 - Term deposits of forelon entities, for
up to one month :
8782 - Term deposits of foreign entmes for
up to three months
8783 - Term deposits of forexcrn entities, for
up to six months
8784 - Term deposits of fore:qn entities, for
over six months

88 — SHORT-TERM LIABILITIES BASED ON |
OPERATIONS ON BEHALF OF AND ON
ACCOUNT OF OTHERS -

880 — Liabilities based on operations on behalf
of and on account of non-financial legal entities
8300 — Liabilities based on deposited assets
and other sight deposits on behalf of and on
account of non-financial legal entities
8801 — Liabilities based on secunties issued
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~ public sector

on behalf of and on account of non- ﬁnanc1a1
“legal entities - ;

8802 — Loans on behalf of and on account of

non-financial lecal entities ¢

8803 — Liabilities based on other- short term

~ funds on behalf of and on account of non-

financial legal entities -

- 8804 — Liabilities based on short-term term

- deposits on behalf of and on account of non- .
financial legal éntities " - uo y
8808 — Revenues based on short-term
‘operations on behalf of and on account of
non-financial legal entities

. 881 — Liabilities based on opera\tlons on behalf

of and on account of the public sector =~
8810 — Short-term liabilities based on
deposited assets and other sight deposits on

" behalf of and on account of the public sector

8811 — Short-term liabilities based on

securities issued on behalf of and on account

of the public sector -

8812 — Liabilities based on short-term loans

on behalf of and on account of the public _
sector: _ - '}_

8813 — Liabilities based on other short- term

funds on behalf of and 6n account of the -

public sector
8814 — Liabilities based on short-term term”
deposits on behalf of and on account of the

8818 — Revenues based on short-term

. operations on behalf of and on account of the -

public sector :
885 —Liabilities based on operations on behalf
of and on account of banks and other ﬁnanc:ai

. institutions -

8850 - Short-term hablhues based on R
deposited assets and other sight deposits on
behalf of and on account of banks and other: -
financial institutions :

- 8851 — Short-term liabilities pased on .
securities issued on behalf of and on account
of banks 2nd other financial institutions _
8852 — Liabilities based on short-term loans -

_ on behalf of and on account of banks and
other financial institutions B
8853 — Liabilities based on other short-term
funds on behalf of and on account of banks

" and other fmancml’ mstltunons '
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8854 — Liabilities based on short-term term
deposits on behalf of and on account of banks
and other financial institutions
8858 — Revenues based on short-term
- operations on behalf of and on account of
banks and other financial institutions
886 — Liabilities based on operations on behalf
of and on account of other clients
8860 — Liabilities based on operations on

. deposited assets and other sight deposits on

behalf of and on account of other clients

- 8861 — Short-term liabilities based on

securities issued on behalf of and on account

of other clients ‘ .
8862 — Liabilities based on short-term loans on
behalf of and on account of other clients

8863 — Liabilities based on other short-term funds -

on behalf of and on account of other clients
8364 — Liabilities based on short-term term
deposits on behalf of and on account of other
clients

8868 — Revenues based on short-term operations on

- behalf of and on account of other clients
887 — Liabilities based on operations on behalf of
and on accouat of households
8870 ~ Short-term liabilities based on deposited
assets and other sight deposits on behalf of and on
account of households
8871 — Short-term liabilities based on securities
issued on behalf of and on account of households
. 8872 —~ Liabilities based on short-term loans on
behalf of and on account of households
8873 - Liabilities based on other short-term funds
on behalf of and on account of households
8874 ~ Liabilities based on short-term term
deposits on behalf of and on account of
bouseholds
8878 — Liabilities based on short-term operations
~ on behalf of and on account of households
388 — Liabilities based on operations on behalf of
and on account of foreign entities
8880 - Short-term liabilities based on deposited
assets and other sight deposits on behalf of and on
account of foreign entities
- 8881 — Short-term liabilities based on securities
issued on behalf of and on account of foreign
entities :
8882 — Liabilities based on short-term loans on
behalf of and on account of foreign entities

go



'8883 - Llabrhtles based oh other short term funds
on behalf of and on account of foreign entltres
2884 — Liabilities based on short term term
deposits on behalf of and onaccount of foreign- - '

- entitiess - UL
8888 — Revenues based on shon-term operanons on
" behalf of and on account of foreign entities

' CLASS 9: CAPITAL, LONG-TERM -
 LIABILITIES, PAYABLES TO ASSET

SOQURCES AND OFF-BALANCB ACCOUI\TS
90 - CAPITAL: _ SRS R
900 - Fixed capital =~ = - - NB 2
9000 - Fixed assets capital (bu.smess fund) . :
- 9001 - Capital from alocation of results -
~ 903 — Founding capital S S :
9030 - Monetary pard up capnal wuh rnanaoement : B SH 2
. rights : L
" 9031 — Monetary pald-up caprtal preferred shares B SH 2
9032 — Non-monetary paid-up cap1ta1 with B ‘SH 2
management rights ; -
9033 — Non-monetary pald-up capnal prefcrred ] B SH 2
shares : : R S
- 9034 — Treasury stock . ' .. B SH 2
9039 — Annual report increase or decrease of paxd- ‘ B% SH
-up capital '
904 — Reserve fund ‘ - |
9040 — Reserve fund of NBRM. NB
Q04T - Bank reserve fund - B SH
9049 — Annual report increase ot decrease of the NB B SH
reserve funds TR 4 ' _
‘905 — Revaluation reserve .~ T 'NB"B SH 2
© 9050 - Revaluation-of miancrble and tangible . '
investments I : :
- 0051 — Depreciation revaluanon o . |
906 — Unallocated income from past years B SH 2
9060 — Unallocated income of the banks from past '
years -
9061 — Unallocated mcome of savmcs houses from.
pastyears . :
907 - Special reserve fund

(WS
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- 9070 — Special reserve for off- balance items B SH .1
9071 — Special reserve for recewables based on B SH 1
- loans . ,

9072 - Spec1a1 resewc for interest rccelvables B SH 1
9073 — Special reserve for other receivables’ _
9078 — Special reserve exceeding the amount of B- SH 1

- established potential losses o
9079 — Special reserve temporary account : B SH 3

. 909 — Other funds - B SH 2
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9090 — Other bank and savings house funds
92 — LONG-TERM DEPOSITS
920 — Deposits of non-financial legal entities
9200 — Long-term deposits of non-financial legal
entities with a special purpose .
- 9201 - Long-term deposits of non-financial legal
entities with no special purpose '
-~ 921 — Deposits of the public sector
9210 — Long-term deposits of the public sector with
a special purpose
9211 - Long-term deposils of the public sector with
no special purpose S
9213 - Long-term deposits of the public sector for
" approval of investment loans to private enterprises
925 — Deposits of banks and other financial
‘institutions
9251 — Long term deposits of banks
9254- Long-term deposits of other financial
institutions

e T . 926- Deposits of other clients

9260 — Long-term deposits of other clients with a
special purpose )
9261 — Long-term deposits of other clients with no
special purpose
927 — Deposits of households
9270 — Long-term savings deposits of households
9279 — Other long-term deposits of households
928 — Deposits of foreign entities
9280 — Long-term deposits of foreign entities with
“a special purpose
9781 — Long-term deposits of foreign entities with
* no special purpose T '
93 — LONG-TERM LIABILITIES BASED ON
ISSUED SECURITIES 7 '
930 - Liabilities to non-financial legal entities
based on issued securities
9300 — Long-term pavables 0 non-financial legal
entities based on issued securities
9309 — Past due and outstanding long-term
payables to non-financial legal entities based on
issued securities
931 — Liabilities to the public sector based on
issued securiues
9310 — Long-term pavables to the public sector
based on issued securities
9319 — Past due and outstanding long-term
payables to the public sector based on issued

securities
935 — Liabilities to banks and other financial
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institutions based on issued sectirities :
9351 - Long-term pa\ ables to banks based on
issued securities’ e :
9354 ~ Lono—term pavables 1o other fmanc:al
" institutions based on issued securities
9359 -~ Past due and outstandmcr long-term -

' payables to banks and other ﬁnanc1al 1nst1tut1c>ns

based on issued securities -
936 — Liabilities 10 other chents based on zssued

. securities

9360 - Long-term pavables to other chents based
“on issued securities L :
9369 — Past due and outstandmo Ionc-tenn '

- payables to other.clients based on issued. seeunties '
- 937 - Liabilities to households based on 1ssued

“securities .
9370 - Long-term pavables © households based
on issued securities .,
9379 - Past due and outstandmo lonO-term :
- payables 1o households based on issued securities
9.)8 Liabilities to forezcrn entmes based on issued

securities

94 - LIABILITIES BASED ON LONG TERM
- LOANS

940 ~ Liabilities to non- finanmal lecal entities
based on long-term loans _
- 9400 - Liabilities to non-financial legal entities
~ based on long-term loans with a fixed interest rate
9401 - L1ab1ht1es 0 non- ﬁnancxal lecal entities -
__.based on long-ter: m loans with a variable i interest
rate L : ‘
9409 - Past due and ougsta11dihg liabilities to non-
financial legal entities based on long-term loans

941 - Llabllltzes to the. pubhc sector based on long-

term loans
9410 - Liabiliies to the pubhc sector based on
long-term loans with a fixed.i interest rate
9411 - Liabilities to the pubhc sector based on
long-term Ioans wnh a vanabie interest rate
9419 — Past due and outstandmg liabilities to the
public sector based on long-term loans '
945 — Liabilities to banks and other ﬁnanelal
institutions based on loncr-term loans
9450 ~ Liabilities to NBRM based on lonO-term
loans.
9451 - L1ab1hnes to banks based on lonO-tenn
loans
.9454 L1ab1htles 10 other ﬁnanc1al mstrtutlons
based on long-term loans

B 2
B 2
B 2
B 2
B 2
B 2
:B“ 2
B
B 2
B 2
B 2
B- SH 2
B SH 2
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9459 — Past due and outstanding liabilities to
i ‘ banks and other financial institutions based on
' o long-term loans
- o 946 ~ Liabilities to other clients based on long termn
: [ loans
' ' 9460 — Llabxhtles to other clients based on lona-
, term loans with a fixed interest rate -
. ;9461 - Liabilities to other clients based on long-
term loans with a variable interest rate -
9469 — Past due and outstanding liabilities to
other clients based on long-term loans
948 — Liabilities to foreign emntities based on long-
term loans -
9480 — Liabilities to foreign entities based on
long-term loans with a fixed interest rate
9431 - Liabilities to foreign entities based on
long-term loans with a variable interest rate
9439 ~ Past due and outstanding liabilities to
foreign entities based on long-term loans
' 95 — LIABILITIES BASED ON OTHER LONG-
TERM FUNDS .
950 ~ Liabilities to non-financial legal entities
based on other long-term funds
9500 - Liabilities to non-financial legal entities
based on other long-term funds
9509 — Past due and ourtstanding liabilities to non-
{ SR financial legal entities based on other long-term
. - funds

951 - Liabilities to the public sector based on other

long-term funds
9510 - Liabilities to the public sector based on
~other long-term funds
9519 — Past due and outstanding liabilities to the
public sector based on other long-term funds
955 - Liabilities to banks and other financial
institutions based on other long-term funds
9550 - Liabilities to banks and other financial
. institutions based on other long-term funds
9559 — Past due and outstanding liabilities to
banks and other financial institutions based on
other long-term funds
956 - Liabilities to other clients based on other
long-term funds
9560 - Liabilities to other clients based on other
long-term funds
9569 — Past due and outstanding liabilities to
other clients based on other long-term funds
958 - Liabilities to foreign entities bas\.d on other

long-term ﬁ.mds
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9380 Laablhtles 10 foremn entmes based on
other-Jong-term funds’ B
0589 — Past.due and outstanding habllmes to
foreign entities based on other long-term funds
96 LONG-TERM LIABILITIES BASED ON
. INTER-BANK OPERATIONS
960 - Long-term liabilities based on credits from
depanments of the bank within the bank . :
- 9600 - Long-term liabilities: ‘based on eredits from
departments of the bank within the bank
. 9609 — Past due and outstanding long-term
liabilities based on credlts from departments of
the bank within the bank-

962 — Liabilites based on lonv-term loans from the

primary issue-(National Banl\) for credits for
special purposes -
9620 - Liabilities based on IOnc-term loans from
the primary issue (Nauonal Bank) for credits for
special purposes - :
9629 — Past due and outstandmg liabilities based
on long-term loans from the primary issue
{(National Bank) for credits for special purposes

963 — Liabilities based on long-tenm loans in denar -

counter-value of forelcn loans received from the
National bank :
9630 - Liabilities based on long- “term loans in -
denar counter-value of foreign ioans rece:ved
from NBRM ' ‘
9639 — Past due and omstandmo liabilities based

- on long-term loans in denar counter- value of

“foreign loans received from the National bank
965 - Liabilities based on other lonc-term loans
from the primary issue O\‘atlonal Bank) -
9650 - Liabilities based on other long-term loans

from the primary issue (National Bank)

9659 — Past due and outstanding liabilities based
on other long-term loans from the pnmary 1ssue
(National Bank)

| 968 — Long-term habﬂmes based on credits from -

banks and departments of the bank abroad, founded

by thebank =
9680 - Lonc-tenn 11ab1ht1es based on credits from
banks and departments of the bank abroad,
founded by the bank :

. 9689 — Past due and outstanding liabilities based

~ on long-term credits from banks and departments

of the bank abroad, founded by the bank -
97 — OTHER LONG- TERM LIABILITIES AND
SOURCES OF OFF-BALANCE ASSETS
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970 - Liabilities for produced bank notes and

_coins

971 - Liabilities based on current accounts of the
Payment Operations Dept. of the National Bank
with the Payment Operations Office (ZPP)

972 — Sources of assets for joint consumption for

_ housing needs

973 — Sources of assets for joint consumption for
other needs

974 — Sources of other assets

975 — Liabilities based on vielded assets

978 — Other long-term liabilities

9784 — Long-term liabilities for produced tax and

administrative value papers

98 — LONG-TERM LIABILITIES BASED ON

OPERATIONS ON BEHALF OF AND ON
ACCOUNT OF OTHERS

980 — Liabilities based on operations on behalf of
and on account of non-financial legal entities

""9800 - Liabilities based on long-term deposits on

behalf of and on account of non-financial legal
entities B -
9801 — Long-term liabilities based on securities
issued on behalf of and on account of non-
financial legal entities
9802 — Liabilities based on long-term loans on
behaif of and on account of non-financial legal
entities
9803 - Other long-term liabilities on behalf of
and on account of non-financial legal entities
9808 — Revenues based on long-term operations
on behalf of and on account of non-financial
legal entities '
981 — Liabilities based on operations on behalf of
and on account of the public sector
9810 - Liabilities based on long-term deposits on
behalf of and on account of the public sector
9811 — Long-term liabilities based on securities
issued on behalf of and on account of the public
sector
9812 - Liabilities based on long-term loans on
behalf of and on account of the public sector
9813 — Other long-term liabilities on behalf of
and on account of the public sector
9818 — Revenues based on long-term operations
on behalf of and on account of the public sector
985 - Liabilities based on operations on behalf of
and on account of banks and other financial
institutions
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“Management Information
System and Credit Risk
Management”
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INT INFORMATION SYSTEM |

MANAGEM

AND

" CREDIT RISK MANAGEMENT

APRIL 16 & 17,2002
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FUNCTIONS OF CREDIT RISK MANAGEMENT

Menaging Bocrd

@w of Credit Pd@
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Management Infarmation Systemn
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LOKALNA BANKA ORGANIZATIONAL CHART

CORPORATE

MANAGING
BOARD AUDIT
— I
GENERAL
MANAGERS
CHIEF CREDIT
OFFICER LEGAL
PUBLIC RELATIONS
BANKING TREASURY OPERATIONS
DIVISION DIVISION DIVISION
[
]
FUNDING/
RETAIL LIQUIDITY ACCOUNTING
Uit Branch | INVESTMENTS | ——{__PERSONNEL |
#A #1
——1_TRADING/FX_] ———___EDPMIS |
Unit Branch ——— _BUILDINGS |
4B #2
——r PAYMENTS |
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LOKALNA BANKA CREDIT ORGANIZATION CHART

GENERAL
MANAGERS
RISI MAMAGENMENT
CHIEF CREDIT COMMITIEE
OFFICER
CREDN WORIGOUT
ACHMNSTRATION UNIT
CREDIT
ALIDIT
_____________ [CR‘E)I‘I’ T TR S (CREW ] e e e
SCREEN
Dl'-'hloll Lﬂvﬂl:
- Cvocht
= Credit Analysis
- Authoitty
RETAL DMSION
DIVISION HEAD HEAD
CORPORAIE
oy | ey DN RETAIL DIMSHION
LOAN COMMITIEE RETAL LOWN . |CREDI OFFICER
SORPORATE COMMITTEE
- CREDIT RETAR. CREDIT
DEPARTMENT DEPARTMENT
| 1 ! i
LiNey BRANCH BRANCH
U’:l’ ] 1 =

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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MANAGEMENT INFORMATION SYSTEM

FLOW OF INFORMATION

Credit Policy

Statement

Procedures &
Directives

\

Credit Review

Portfolio
Management

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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'CREDIT RISK

POOR CREDIT QUALITY IS THE MOST

COMMON CAUSE OF BANK FAILURE OR
WEAKNESS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
)%
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EFFECT OF CREDIT LOSSES ON PRIMERTA BANK
o 10
£ o
o
Ll 8 -
'S
2 7 -
©
= 6 -
s s5-
(&)
= 4 3.73%
g 3-
= o .
1 -
O ’ I i | [
1 1.5 2.5 3.5 4.5 % Allowance Loan Loss/

Average Loans
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- CREDIT RISK MANAGEMENT

BANK EXAMINERS PERSPECTIVE

® OO @O

OBJECTIVE (MEANING “NOT SUBJECTIVE")
CONSISTENTLY APPLIED
CROSS FUNCTIONAL INTEGRITY

REPORTING CHAIN: (1) CLARITY, (2) TIMELY,
(3)APPROPRIATE RECIPIENT

CONSISTENCY WITH STRATEGIC PLAN & BUDGET
QUANTIFICATION OF CREDIT POLICY GOALS

CAN MANAGEMENT IDENTIFY & CORRECT EMERGING
PROBLEMS IN THE LOAN PORTFOLIO?

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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BANK EXAMINERS PLAN

THEIR PERCEPTION OF CRM OFTEN SETS THE TONE &
INTENSITY OF EXAMINATION

Expense

to Bank of $
Exams

%

¢ Loan
Losses |

—  Loan Losses

Expense to Bank
------ of Exams

- - + ++ CRM

Macedonian Banking Project / Booz | Alien | Hamilton / USAID




RISK MANAGEMENT COMMITTEE
'CREDIT TASKS

& IMPLEMENT STRATEGIC POLICY
& PORTFOLIO MANAGEMENT
4 MONTHLY REVIEW OF:
= NEW LOANS
PROBLEM LOANS
EXCEPTIONS REPORT
ALLOWANCE FOR LOAN LOSS REPORT
WORKOUT UNIT REPORT
CREDIT PORTFOLIO PROFILE
» LOAN APPROVAL AUTHORITY
& MONTHLY STATUS & TRENDS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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DUTIES OF CHIEF CREDIT OFFICER

@ THE CCO IS THE MAIN CONDUIT OF IMPLEMENTATION OF MANAGING

BOARD STATEMENT OF CREDIT POLICY.

AND PROCEDURES.

THE CREDIT ADMINISTRATION DEPARTMENT, WORKOUT UNIT AND
CREDIT AUDIT REPORT DIRECTLY TO THE CCoO.

THE CCO IS RESPONSIBLE FOR DETERMINING THE CREDIT APPROVAL
PATHS AND APPROVING LENDING AUTHORITIES FOR DIVISION HEADS
AND DIVISIONAL CREDIT OFFICERS.

THE CCO IS RESPONSIBLE FOR MAINTIANING SUFFICIENT RESOURCE
ALLOCATION IN THE BANK TO SUPPORT A STRONG CREDIT CULTURE

THE CCO DEFINES PARAMETERS OF EXCEPTIONS MANAGEMENT,
REPORTING STRUCTURE AND REMEDIAL ACTION

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




COST OF MANAGING CREDIT QUALITY

- Weighted

" Averige

-~ Credit

- Grade (%)

A Present Level of Losses

Management Risk Target

Structural Losses

A B C Cost of Managing Credit Quality (Denari)

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




CREDIT ADMINISTRATION

CA OFFICER REPORTS TO CCO
DUTIES:

PREPARES AND DISTRIBUTES CREDIT MANUAL
MANAGES CREDIT MANAGEMENT INFORMATION SYSTEM
MANAGES CREDIT EDUCATION PROGRAM

MANAGES LOAN REVIEW SCHEDULE AND GRADE
MIGRATION REPORT

HANDLES CREDIT METHODOLOGY ISSUES

PREPARES EXCEPTION SITUATIONS FOR CCO & GM
ACTION

DIRECTS POST MORTEM ANALYSIS
@ LIAISON WITH EXAMINERS AND DIVISIONS

& ©& 6@

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




CREDIT MANUAL WHAT DOES IT
INCLUDE’?

~ #POLICY & PROCEDURES
@CRED RISK ORIGINATION
. @CREDIT RISK MANAGEMENT
#CREDIT PRODUCTS
#SPECIAL CREDITS
&LEGAL & REGULATORY ISSUES
&MASTER INDEX

207 Macedonian Banking Project / Booz | Allen | Hamilton / USAID




ADD TO CREDIT MANUAL

®CREDIT ANALYSIS AND TERMS
CURRENT TOPICS

= PORTFOLIO MANAGEMENT
= INDUSTRY LEVEL ANALYSIS
= ECONOMIC OUTLOOK

= WORKOUT UNIT RECOMMENDATIONS FOR
LOAN STRUCTURING & TERMS(FEEDBACK
FROM CURRENT WORKOUT PROBLEMS)

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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' CREDIT MANUAL

- ®KEY FOR AUTHORATATIVE DISTRIBUTION

OF POLICY, DIRECTIVES, PROCEDURES &
DESCRIPTIONS

- ®MUST BE UP-DATED

® CREDIT ADMINISTRATION MUST KEEP
RECORDS OF:
* AUTHORIZATION OF CHANGE

» ALL MANUAL CHANGES FROM BEGINNING
» DATES OF DISTRIBUTIONS & RECEPIENTS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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CREDIT MANAGEMENT INFORMATION

SYSTEM

COORDINA

ES REPORT DESIGN &

DISTRIBUTION WITH OPERATIONS

DIVISION

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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'CREDIT EDUCATION

® PREPARES SCHEDULE OF CREDIT ORIENTED TRAINING
COURSES | |

¢ EXAMPLES:
= BASIC CREDIT ANALYSIS
= ADVANCED CREDIT ANALYSIS
= IMPROVEMENTS IN MIS
» IMPACT OF IAS CHANGES ON CREDIT QUALITY

» OUTLOOK FOR ECONOMY FOR BALANCE OF THIS YEAR AND
NEXT

¢ THE CREDIT ADMINISTRATOR KEEPS RECORDS OF ALL
COURSES AND NAMES OF THOSE WHO ATTEND.

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
e




'CREDIT AUDIT

- @THE CREDIT ADMINISTRATOR MANAGES

THE CREDIT AUDIT ON BEHALF OF THE CCO
& THE RMC

- @ THE PURPOSE OF THE AUDIT IS TO TEST

THE QUAL

[ TY & COMPLIANCE OF THE

CREDIT WORK AT THE DIVISIONAL AND
LINE LEVELS

@ THE AUDIT IS INDEPENDENT OF AND IN

ADDITION

TO ANY INTERNAL OR EXTERNAL

BANK AUDITS OR ANY EXAMINATIONS BY
THE SUPERVISORY AUTHORITIES

og Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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CREDIT METHODOLOGY

@ THE METHODOLOGY OF CRM CHANGES

CONTINUALLY

~ @ THIS CHANGE IS OFTEN DRIVEN BY

ACADEMIC, REGULATORY OR COMMERCIAL
INTERESTS

@ THE CREDIT ADMINISTRATOR MONITORS
THESE DEVELOPMENTS & MAKE
RECOMMENDATIONS TO THE CCO
REGARDING CHANGES

Macedonian Banking Project / Booz { Allen | Hamilton / USAID




' APPROVAL SHEET

@ THE APPROVAL SHEET IS A SUMMARY OF THE
| LOAN DEAL

@ THE APPROVAL SHEET CONTAINS A BRIEF
DESCRIPTION OF THE CUSTOMER, OF THE
PURPOSE AND AMOUNT OF THE CREDIT AND
THE NECESSARY AUTHORIZED SIGNATURERS

& PRIOR TO THE RELEASE OF FUNDS TO THE
CUSTOMER, THE CREDIT ADMINISTRATOR OR
THE ADMINISTRATOR AT THE DIVISIONAL
LOAN COMMITTEE CHECKS THE APPROVAL
SHEET FOR COMPLETENESS AND
AUTHORIZATION

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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POST MORTEM ANALYSIS

@& THE CA MANAGES A POST MORTEM ANALYSIS |
~ OF CREDITS THAT WENT BAD OR WHOSE

GRADE SIGNIFICANTLY MIGRATED TO A
LOWER LEVEL

@ THE PURPOSE IS TO DETECT AND CORRECT
| WEAKNESS IN THE BANKS CRM — NOT TO

MAKE SCAPE GOAT OUT OF THE LOAN
OFFICER

¢ THE STEPS ARE:

1. CIRCULATE A QUESTIONAIRE TO A WIDE RANGE OF
PEOPLE INVOLVED IN MAKING EACH LOAN

2. GATHER AND ANALYZE QUESTIONAIRES
3. DEVISE AND IMPLEMENT CORRECTIVE ACTION

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
Jog
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LIAISON WITH EXAMINERS AND

'DIVISIONS

4 UNDER THE DIRECTION OF THE CCO, THE

CREDIT ADMINISTRATOR LIAISONS WITH
THE EXAMINERS AND DIVISIONS
CONCERNING CREDIT MATTERS

@ THE ADMINISTRATOR SHOULD KEEP

DETAILED RECORDS OF DIVISIONAL STEPS

TO CORRECT DEFICIENCIES CITED BY THE
EXAMINERS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




|
NEW PRODUCT APPROVAL PATH |

| BT e = e = R
DENENENENED )
ENENE

12 Months
i l Reiow

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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NEW PRODUCT APPROVAL

'GUIDELINE

4 PROMOTES TIMELY ASSESSMENT
- ©ENSURES CONSISTENT APPROACH TO

REVIEW

~ @ OPPORTUNITY TO UNDERSTAND AND

ASSESS RISK PRIOR TO INTRODUCTION

4 ESTABLISHES ACCOUNTABILITY AND
RESPONSIBILITY

@ OFFERS EXIT STRATEGY

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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'NEW PRODUCT RESPONSIBILITY
. @PHASE I SPONSOR-LINE UNIT

RESPONSIBLE FOR PRODUCT

- @ PHASE II ASSESSMENT COMMITTEE

LEGAL

ACCOUNTING
TREASURY
OPERATIONS
MARKETING

BANK DIVISION HEADS
INTERNAL AUDIT
RMC

@ PHASE 111 CONTINUE OR EXIT

= SPONSOR
= RMC

Macedonian Banking Project / Booz | Allen 1 Hamilton / USAID




NEW PRODUCT APPROVAL

' FINANCIAL ANALYSIS

1. FINANCIAL PROJECTIONS

A START-UP PHASE

B. ON GOING -5 YEAR

c. STRESS TESTING

. COST ANALYSIS BY DEPARTMENT

2. PRODUCT INVESTMENT RETURNS
» RO, ROE, ROA '
s. BREAKEVEN ANALYSIS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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NEW PRODUCT APPROVAL BREAKEVEN
ANALYSIS

'$

/ Time

/ Breakeven Points:
A Per Unit

.~ e B Total Face Value Cost
~ - C Time Value of Funding Costs

~ - -
= -
- -
B v m - — -

Macedonian Banking Project / Booz | Allen | Hamilton / USAID



NEW PRODUCT APPROVAL CREDIT
RISK

& TEST NEW PRODUCT AGAINST EACH OF
 THE OTHER CREDIT FUNCTIONS, E.G:
WORKOUT, CREDIT ANALYSIS.

- @ DETERMINE WHAT EFFECT PRODUCT
HAS ON STEP 6 (PURPOSE AND TERMS)
N GRADING PROCESS

4 INCLUDE WRITE UP IN THE PRODUCT
SECTION OF CREDIT MANUAL

Macedonian Banking Project / Booz 1 Allen | Hamilton / USAID
s



7

NEW PRODUCT APPROVAL
'MANAGEMENT INFORMATION

A NEW PRODUCT IS ASSIGNED A CHART-
OF-ACCOUNT CODE.THIS ENABLES THE
PRODUCT MANAGER AND THE CREDIT
ADMINISTRATOR TO EXTRACT VOLUME
ACTIVITY AND TRENDS ALONG WITH
UNITS ORIGINATING BUSINESS, PRICING

AND COMPARISONS WITH PRIOR
PERIODS.

Macedonian Banking Project / Booz | Allen | Hamilton / USAID



CREDIT APPROVAL PATH

#THE CAP IS THE ROUTE TAKEN
- BETWEEN THE POINT A CUSTOMER
REQUESTS A LOAN AND THE POINT

WHEN THE REQUEST IS APPROVED OR
DENIED

@ THE CRP IS THE PRINCIPAL STEP TO

SECURE A SOUND CREDIT PORTFOLIO
AND CULTURE

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




CREDIT APPROVAL PATH

27
i ./,

CONSIDERATIONS

& THE CREDIT ADMINISTRATION OFFICER, SETS THE

2

&

G

APPROVAL PATH, BUT COMPLICATIONS ARE OFTEN
PRESENT.THESE REPRESENT VARIATIONS ON THE
“SAMPLE”, THESE MUST ALSO BE COVERED IN THE
CREDIT MANUAL OR BE TREATED AS “EXCEPTION" ITEMS.

EXAMPLES: WHAT IF THE AMOUNT OF CREDIT

REQUESTED EXCEEDS THE AUTHORITY OF THE TOP
DIVISIONAL OFFICERS?

WHAT IF THE CUSTOMER WITH HDQs IN SKOPJE, HAS A
SUBSIDIARY IN BITOLA.THE SUBSIDIARY BANKS AT THE
BANK’S BRANCH IN BITOLA. THE SUBSIDIARY WANTS A
LOAN. HOW DOES THE BANK COORDINATE THE GRADING
OF THE CREDITS IN SKOPJE AND BITOLA? HOW DOES IT
CONTROL THE FAMILY LEVEL CREDIT LIMITS?

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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CREDIT APPROVAL PATH SAMPLE APPROVAL !

Corporate Corporate Corporate
Account Credit Corporate Division Loan Credit

Description Customer Officer Unit B Head Department _ Division Head Credit Officer Committee  Administrator
1.Customer asks-AQ fora-two——— | — : i

year loan 6f 500,000 AO has VP ——pr o
rank ’

2. AOQ informs UH. They together
determine If customer fits in Bank ®----- » - *
Credit guidelines

3. if yes AO ask customer for
financial & other documentation o < ®

|
|
|

4, Upon receipt of data, AO does
credit analysis and gives grade of L4 > ®

4
5. AO sends credit analysis to

CCD for review, CCD lowers ® » L J
igrade to 5

6. AD consults credit approval
grid.Takes proposal to CDO for ® » ®
dual signature

7. The CDO agrees.They agree on
terms, take loan to CMC *r——>r—e

8. GLC reviews for compliance
with divisional credit

procedures.If CLC agrees AO L 2 *— ¢
officlally notifles customer of

tarms
9. When customer signs

agreement and operations
notifies AO that collateral Is ¢ : >
sacure, AQ sends New Loan
Report to CA.

Macedonian Banking Project / Booz 1 Allen | Hamilton / USAID
AR




CORPORATE DIVISION CREDIT
'SIGNING RANGES

Maximum
Assistant Secretary (AS) $ 25,000
Assistance Vice President (AVP) $ 200,000
Vice President/Unit Head (VP) $ 500,000
Corporate Division Credit Officer (CDO) $ 1,000,000
Senior Vice President/Division Head (SVP) $ 1,000,000
Chief Credit Officer (CCO) $ 2,000,000
General Manager (GM) $ 2,000,000
Risk Management Committee (RMC) Exceptions

Note: Maximum refers to total amount of credit outstanding(the sum of

committed but unused lines, outstanding and off balance sheet
exposure, not the amount of credit request under review.)

Approved RMC Oct, 10, 2001

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
/27



K

/22

0 -1 25000 75000 200000 (500000  {1000000
~| Grade 25000 75000 -200000 -500000 1000000 | 2000000
1 AS/VP AVP/VP AVP/VP VP/CDO | SVP/CDO | CCO/GM
2 AS/NVP AVP/VP AVP/VP .| VP/CDO | SVP/CDO | CCO/GM
3 AS/VP AVP/NP AVP/VP VP/CDO | SVP/CDO | CCO/GM
4 AVP/NP AVP/NP VP/SVP VP/CDO | SVP/CDO | ccorem
5 AVP/VP VP/SVP VP/SVP VP/CDO | SVP/CCO | CCOIGM
6 VP/SVP VP/SVP VP/SVP | SVP/CCO | CCO/GM | ccoigMm
7 VP/SVP VP/SVP | SVP/CCO | CCO/GM | CCO/GM CCO/GM
WOC/CCO/{woc/CCo/|woc/cco/
8 WOC/SVP | WOC/SVP | WOC/CCO GM GM GM
WOC/CCO/|wocC/CCo/|wociccor
9 WOC/SVP | WOC/SVP | woc/cco GM GM GM
WOC/CCO/|WOC/CCO/{WOC/CCO/
10 WOC/SVP | WOC/SVP | WOC/CCO GM GM GM

CORPORATE DIVISION CREDIT APPROVAL
GRID

K.

E £E

K E

uthorization

Note: Credit responsibility remains with originating officer and unit

Approved: RMC Oct. 10, 2001

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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CORPORATE DIVISION FACTORS IN GRID
ARCHITECTURE DISTRIBUTION OF CREDIT
PROPOSALS BY SIZE

30

20

Percent Credit Proposals of Total
%

0-25 25-75 75200  200-500  500-1000  1000-2000
Credit Amount Per Proposal (000 s)

Macedonian Banking Project / Booz | Allen | Hamilton / USAID




THE AGREEMENT TERMS ARE REVIEWED
® THESE REVIEWS ENABLE MANAGEMENT TO

PORTFOLIO, PARTICULARY THE ADVERSE
MIGRATION OF GRADES.THE PURPOSE IS TO
ENABLE THE BANK TO ADJUST THE

ALLOWANCE FOR LOAN LOSSES AND TAKE
CORRECTIVE ACTIONS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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HE LOAN REVIW SCHEDULE DEPENDS ON THE CREDIT GRADE.

| OAN REVIEW SCHEDULE

GRADE FREQUENCY OF REVIEW
- 1-4 12 MONTHS
56 6 MONTHS
7 3 MONTHS
- 8-10 MONTHLY*

*REPORT FROM WORKOUT GROUP

THE REVIEWS ARE PREPARED BY ACCOUNT OFFICER AND PRESENTED TO

THE LOAN COMMITTEE OF RECORD AND ACTED UPON.

THE AO NOTIFIES THE CREDIT ADMINISTRATOR THAT REVIEW TOOK PLACE AS
SCHEDULED AND OF ANY CHANGE IN THE GRADE. AO ALSO NOTIFIES IF

REVIEW IS DELAYED AND WHY

Macedonian Banking Project / Booz | Allen 1 Hamilton / USAID




'LOAN REVIEW CONTENT

THE CONTENT AND METHODOLOGY OF
THE CREDIT ANALYSIS ARE THE SAME
AS THE INITIAL REVIEW. DATA, TRENDS
AND PROJECTIONS ARE UPDATED
BASED ON RECENT FINANCIAL

STATEMENTS AND DISCUSSIONS WITH
MANAGEMENT

Macedonian Banking Project / Booz | Alien | Hamilton / USAID
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LOAN REVIEW: ADVERSE MIGRATION
October 1,2002
‘. - |-NEW.CREDITS APRIL 1991 -~ MARCH 2002 ADVERSE MIGRATION OF
CREDIT GRADES
Original Grade
# of Credits |
Migration to: 2
3
4
5
6
7
8 2l 6 5 13
9 2l 1 3
10 11 1 1 3
Migration/ # Credits 0/3 | 1/5 | 2128 7/40| 14/59 19/55 7/10| 50/197
Double Migration/ # Credits| o/3 | o/5 | 0/25]| 2/40 6/59] 9/55) 2 /10| 19/197

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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OPERATIONS

 OPERATIONS COVERS THREE MAIN AREAS
- WITH REGARD TO CRM

1. Support for CRM Management Information
| System

2. Collateral Management
3. Document Protection

IN LARGE BANKS, OPERATIONS MAY BE A
SEPARATE UNIT UNDER THE DIRECT
MANAGEMENT OF A LINE DIVISION. IN SMALLER
BANKS OPERATIONS IS A STAND ALONE UNIT

SERVING SEVERAL DIVISIONS

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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OPERATIONS

- MANAGEMENT INFORMATION SYSTEM

OPERATIONS INTERACTS WITH THE
CREDIT ADMINISTRATOR TO PROVIDE
INFORMATION TECHNOLOGY TO
SUPPORT CRM MIS PROGRAMS.

= DATA CAPTURE

= SYSTEM INTEGRITY (ACCURACY & CONFIDENTIALITY)
» REPORT PRODUCTION AND DISTRIBUTION

Macedonian Banking Project / Booz ! Allen | Hamilton / USAID
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OPERATIONS

COLLATERAL MANAGEMENT

@ OPERATIONS IS REPONSIBLE FOR SECURELY MAINTAINING
CONTROL OF CERTAIN LOAN COLLATERAL ENTRUSTED TO ITS

CARE:

L J

DOCUMENTATION THAT THE BORROWER IS LEGALY ENTITLED TO
OFFER THE COLLATERAL

DOCUMENTATION WHICH GIVES THE BANK THE RIGHT TO SELL THE
COLLATERAL IN THE EVENT OF A DEFAULT

APPRAISAL OF THE COLLATERAL ON A REGULAR BASIS BY QUALIFIED
PEOPLE

INSURANCE ON THE COLLATERAL
REGULAR INSPECTION OF THE COLLATERAL
VAULT RETENTION OF CERTAIN ITEMS OF COLLATERAL, E.G. JEWELRY

AGREEMENTS WITH TREASURY DEPARTMENT TO MANAGE
NEGOTIABLE COLLATERAL

MONTHLY ACTIVITY REPORTS TO THE LENDING OFFICER

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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OPERATIONS

- DOCUMENT PROTECTION

OPERATIONS MUST PROVIDE SECURE
AREAS AT DIVISIONAL AND BRANCH

LOCATIONS FOR CONFIDENTAL CREDIT
FILES
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WORKOUT PROCESS

¢ THE “WORKOUT PROCESS” IS WAY A BANK

MANAGES PROBLEM LOANS AND LOANS TO
COMPANIES IN RECEIVERSHIP.

@ THE BANK'S INTERESTS ARE BEST SERVED IF THE
MANAGERIAL RESPONSIBILITY FOR PROBLEM

LOANS IS TRANSFERRED FROM THE ACCOUNT
OFFICER TO A WORKOUT UNIT.

¢ THE WORKOUT UNIT REPORTS TO THE CCO.

¢ THE WORKOUT UNIT IS STAFFED WITH SPECIALIST
IN DEALING WITH DISTRESSED COMPANIES.
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WORKOUT PROCESS

4 BENEFITS OF WORKOUT UNIT

WU IS MORE OBJECTIVE IN VIEWING ALTERNATIVES

EXPERIENCE IN DEVELOPING STRATEGIES TO
RETURN CUSTOMER TO OPERATING HEALTH

FREES OFFICER'S TIME FOR WORKING ON GOOD
ACCOUNTS AND DEVELOPING NEW BUSINESS

REDUCES CHARGE OFFS AND INCREASES
RECOVERIES

DEALINGS WITH WORKOUT ISSUE ARE UNIFORM AND
CENTRALLY LOCATED TO FACILIATE RMC OVERSIGHT
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WORKOUT PROCESS

WHEN IS TRANSFER MADE?

NEED DEFINITE OBJECTIVE STANDARD, E.G: WHEN LOAN
REGRADED TO A 9 (SUBSTANDARD) OR 10 (DOUBTFUL) OR
LOSS ASSETS

BUT WORKOUT UNIT SHOULD BE CONSULTED FOR
SUGGESTIONS TO STRENGTHEN BANK POSITION WHEN
CREDIT GRADE MIGRATES TO A 7 OR 8 OR APPEARS
HEADED IN THAT DIRECTION.

THE LOAN OFFICER IS OFTEN RELUCTANT TO TRANSFER

THE LOAN, THEREFORE DEFINITE STANDARDS SHOULD BE
SET.

LOAN OFFICER OFTEN REMAINS IN CONSULTATION WITH
WU AFTER TRANSFER
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'WORKOUT PROCESS

#® WORKOUT UNIT STAFFING IS HIGHTLY
SENSITIVE TO THE ECONOMIC CYCLE AND
WILL FLUCTUATE ACCORDINGLY.

@ THE PERMANENT STAFF, HOWEVER, HAS
SPECIAL CHARACT ERISTICS

EXTENSIVE LINE EXPERIENCE AND KNOWLEDGE OF BANK'S
PERSONALITIES, BUSINESS AND CULTURE

+ EXPERIENCE IN SELLING SUB PAR DEBT INTO THE CAPITAL
MARKETS

« SPECIAL EXPERTISE IN VULNERABLE INDUSTRIES
+ LEGAL TALENT SPECIALIZING IN RECEIVERSHIP
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EXCEPTIONS MANAGEMENT

@ IT IS IMPOSSIBLE FOR MANAGEMENT TO ANTICIPATE ALL
EVENTUALITIES IN A POLICY STATEMENT. IF THEY TRIED THE
STATEMENT WOULD BE TOO AWKWARD TO BE USEFUL

¢ IN THE NORMAL COURSE OF BUSINESS, EXCEPTIONS TO
POLICY DO OCCUR.SOME OF THESE EXCEPTIONS ARE
ACCIDENTAL AND SOME INTENTIONAL. THE INTENTIONAL
EXCEPTIONS MAY REFLECT:

» FRAUD, E.G.: CREDIT IS GRANTED TO A FICTIONAL COMPANY

= UNDERWRITING, E.G.: A LOAN IS MADE TO FACILIATE THE
CONSTRUCTION OF A PARKING GARAGE AT PETROVEC AIRPORT.
THE POLICY STATE NO LOANS FOR CONSTRUCTION PURPOSES

» BUSINESS CIRCUMSTANCES, E.G.: TWO BORROWING CUSTOMERS
OF BANK MERGE, COMBINE EXPOSURE EXCEEDS 10% LIMIT
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EXCEPTIONS MANAGEMENT

® THE CCO IS RESPONSIBLE FOR MANAGING THE
EXCEPTION PROBLEM INCLUDING:

DEFINITION

REPORT CONTENT & DISTRIBUTION
REMEDIAL ACTION

TRACKING SYSTEM FOR FOLLOW THROUGH
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EXCEPTION MANAGEMENT REPORT
'CONTENT

¢ WHILE MANY EXCEPTIONS CAN BE MANAGED AT
DIVISIONAL LEVEL, ALL OCCURRENCES MUST BE
'REPORTED TO THE RMC.THIS BECAUSE THE |
AGGREGATION OF EXCEPTATIONS MAY INDICATE
SHIFTS IN THE BANK'S CREDIT CULTURE OR
PORTFOLIO RISKS.THUS, THE RMC IS IN BETTER
POSITION TO INITIATE CORRECTIVE ACTION, E.G.:
BETTER TRAINING OF EMPLOYEES, CLEARER
DIRECTIVES, IMPROVED MIS, LARGER INTERNAL AUDIT
STAFF, ETC.
& AT THE BOARD LEVEL, THE REPORT SHOULD INDICATE:
WHY THE POLICY WAS NOT FOLLOWED
THE TIMELESS OF THE DETECTION
EXPOSURE OF THE BANK AND
THE REMEDIAL ACTION

A O b =

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
/2f




/g

CREDIT AUDIT

@ THE CREDIT AUDIT IS THE RMC OWN AUDIT

TEAM, INDEPENDENT OF THE DIRECTOR’'S
AUDIT COMMITTEE, INTERNAL AUDITORS
EXTERNAL AUDITORS AND BANK
EXAMINERS

4 THE CA IS DESIGNED TO INSURE
COMPLIANCE WITH THE BANK'S CREDIT
POLICY AND PROCEDURES AND TO
CORRECT ANY DEFICIENCIES

4 THE CA APPROACH TO CONTROL IS
PARTICULARLY USEFUL IN BANKS WITH
MULTIPLE LENDING UNITS
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PORTFOLIO MANAGEMENT

- @ PORTFOLIO MANAGEMENT IS MANAGEMENT

- OF THE BANK’S TOTAL CREDIT EXOSURE:
COMMITTED BUT UNUSED, OUTSTANDING
AND OFF-BALANCE SHEET

4 CAN APPROACH PM TWO WAYS:BOTTOM UP
AND TOP DOWN.MOST OF OUR DISCUSSION
REFERS TO A BOTTOM UP APPROACH. AT
THIS POINT, HOWEVER WE ARE TAKING A
TOP DOWN APPROACH
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/50




PORTFOLIO MANAGEMENT

 @PMMANAGES CONCENTRATIONS OF RISK |

IN THE TOTAL PORTFOLIO, BY:

» LOAN TYPES, E.G: RE, COMMERCIAL

= INDUSTRY, E.G.: COMPUTERS; COAL

= GEOGRAPHICAL AREA, E.G.: BROOKLYN, IRAN

» POSITIVE CO-VARIANCES, E.G.: INFLATION, UNEMPOYMENT
= CREDIT GRADE

& THE MANAGEMENT TOOLS:

m INTERNAL REALLOCATION
+ REDUCE EXPOSURE

+ INCREASE BORROWING BASE
x SALE OF ASSETS
» CREDIT DERIVATIVES

4@ NEED SOPHISTICATED MIS - “SLICE &
DICE” ABILITY
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PORTFOLIO MANAGEMENT
POSITIVE COVARIANCE

Functlion

Industry
Participants

/2
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DISAGGREGATION OF THE OIL INDUSTRY

e

Selsmographlc  Plpelines Envionmental  Barges  #2 Oil Dealers

Consultants
Software Rall Cars , Trucks Gas Stations
Drill Tankers Plant Equipment Plpelines  Jot Fusl Daalers
Manufacturers Residual

Disposers Chemlqal
Drllers Refinars Wholesalers
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“ PORTFOLIO MANAGEMENT
POSITIVE COVARIANCE INSTRUCTIONS TO LOAN OFFICERS*

CODE INDUSTRY (CODE) % PORTFOLIO INSTRUCTION TO LOAN OFFICERS

I Seismographic(484) 0.1 % 1. Increase Marketing Efforts in this Area

Qui Field Software (206) 0.0 % 2. Attend Bank Seminar on Oil Production Marketing and Credit
Drill Manufacturers (462) 0.2% Analysis

k Drillers (463) 0.8 % 3. Targets: Improve Tier Relationships in Existing Drillers

Environmental Consultants {802) 0.0 % Drill Manafacturers and Refinery Plant Equipment
Plant Equipment (455) 1.0 %

Total 21 %
YELLOW Pipelines (763) 1.2 % 1. Continue most relationships with existing customers.Add only
Railcars (750) 0.1% customers with grade of 5 or better.Reduce tier 3 and 4
Tankers (711) 14 %  customer's
Barges (715) 0.1 %
Trucks (782) 0.4 %
Residual Disposers (804) 0.0 %
Refiners (4086) 4.3 %
Chemical Wholesalers (399) 1.2 %
Total 8.7 %
# 2 Ol Dealers (401) 1.1 % 1. Reduce exposure to this area for all companies with lower
Gas Stations (430} 20 % grade than 5 andfor with tier 3 and 4 standing.
Jet Fuel Dealers (490) 1.3 %
Total 44 % 2, Consider M&A financing for Dealers that will have tier
1 and 2 standing and where bank will have lead relationship
GRAND TOTAL 15.2 %
* Analysis based on opinion that that situation in Middle East Distributed:
will remain volatile and price of oil will rise to $ 36/barrel 2-Apr-02
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. %OFTOTAL
. BANKING EXPOSURES

CREDIT PORTFOLIO
CONCENTRATION BY INDUSTRY GRADES

015

15-20

2025

INDUSTRY GRADE

1-2
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ALLOWANCE FOR LOAN LOSSES
' TECHNIQUE

- @ THE BASIC TECHNIQUES FOR ESTIMATING ALL
IS TO DEVISE “POOLS” WITHIN THE CREDIT
PORTFOLIO, DETERMINE THE HISTORICAL LOSS
RATIOS FOR EACH POOL AND APPLY THAT
RATIO TO CURRENT EXPOSURE. VERY POOR
CREDITS, SUCH AS 9 AND 10 ARE ESTIMATED
ON A CASE-BY-CASE BASIS

¢ THE POOL MIGHT BE DETERMINED BY GRADE,
TYPE OF LOAN, INDUSTRY, GEOGRAPHY, ETC.
THE INGENUITY IN DETERMINING POOL IS
LIMITED BY MIS CAPACITY
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'ALLOWANCE FOR LOAN LOSSES

'~ & EVERY BANK MUST HAVE A SYSTEM FOR
REGULARLY REVIEWING THE ADEQUACY OF
THE ALL.

¢ THROUGH THE ALL PROCESS MANAGEMENT
ANTICIPATES AND ESTIMATES CREDIT
LOSSES INHERENT IN THE CREDIT PORTFOLIO
AND PROVIDES FOR THESE LOSSES BY A
CHARGE AGAINST CURRENT EARNINGS

¢ THE CHALLENGE TO MANAGEMENT IS:

1. TO DEVELOP A SOUND TECHNIQUE FOR ESTIMATING ALL

2. TO HAVE A MIS THAT GENERATES THE APPROPRIATE DATA
AND

3. TO PROPERLY DOCUMENT THE PROCESS
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ALLOWANCE FOR LOAN LOSSES
EXAI\/IINERS

@ EXAMINERS USUALLY WANT TO KNOW

1)  ARE AMOUNTS REASONABLE
2y IS MIS ADEQUATE TO DETECT TRENDS , AND
3 ARE CASE-BY-CASE ESTIMATES ARE DOCUMENTED

4 IF SIGNIFICANT CHANGES OCCUR IN ALL
FROM ONE YEAR TO THE NEXT, THE
EXAMINERS ARE CURIOUS WHY THE
CHANGE WAS NOT DETECTED EARLIER
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ALLOWANCE FOR LOAN LOSSES
~ POOL METHOD BASED ON CREDIT GRADE

~ (MKD 000s)

Credit % Allowance Loan Losses |

Grade Volume Distribution % (1) MKD

1 0 0.00 % 0.10 % 0

2 .0 0.00 % 0.13 % 0

3 208,760 15.65 % 0.18 % 372

4 281,800 21.33 % 0.29 % 817

5 258,710 19.58 % 04 % 1035

6 262,220 19.85 % 0.65 % 1704

7 188,680 14.28 % 1.05% 1980

8 114,555 8.67 % 221 % 2532

9 5,000 0.38 % - 4010 (2)

10 3,250 0.25 % - 2905 (2
Total 1,320,975 100.00 % 15355

Average Credit Grade =5.25

(1) Historic ALL % by credit grade
(2) From Workout Unit on per loan basis
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ALLOWANCE FOR LOAN LOSSES
INCORPORATING INDUSTRY VARIANCE ON

HISTORIC POOL METHOD
' GRADE 6 USED AS AN EXAMPLE

IN THIS EXAMPLE, THERE ARE FOUR INDUSTRIES REPRESENTED AMONG ALL
ALL THE COMPANIES.EACH INDIVIDUAL CREDIT IS GRADED A "6" HOWEVER
THE BANK'S MIS REVEALS THAT EACH INDUSTRY NORMALLY HAS A LOSS
EXPERIENCE HIGHER OR LOWER THAN THE HISTORIC 0.65 % FOR GRADE 6. |
MANAGEMENT WANT TO ADJUST THE HISTORIC CALCULATION OF 1,704 TO
RECOGNIZE AND CHANGING INDUSTRY DISTRIBUTION IN THE GRADE 6 CLASS.

CONSTRUCTION 35 91,777 140 0.91 835
CHEMICALS 10 26,222 o7 0.63 165
MANUFACTURING 22 57,688 90 0.59 340
RETAIL 33 86,533 106 0.68 588

TOTAL 100 262,220 0.73 1928
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ALLOWANCE FOR LOAN LOSSES
FORMULA APPROACH

.ALL= PROBABILITY A LOAN DEFAULTS
X LOSS RATIO WHEN DEFAULT OCCURS

X AMOUNT OF LOAN OUTSTANDING
- AT TIME OF DEFAULT

THE SECOND TERM (LOSS RATIO) OF THE
EQUATION IS VERY DIFFICULT TO PREDICT.
CONSEQUENTLY BANKS PREFER TO USE THE
HISTORIC LOSS RATIO
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MANAGEMENT INFORMATION SYSTEM

FINANCIAL REPORTING SYSTEM ARE DESIGNED PRIMARLY FOR EXTERNAL

- CONSUMPTION WHILE THE MIS IS MORE INTERNALLY ORIENTED, DESIGNED

"“TO HELP COMPANIES BETTER MANAGE THEIR BUSINESS
HISTORICLY BANK MIS WHERE NEVER AS GOOD AS THOSE IN THE

MANUFACTURING SECTOR. IN THE LAST DECADE BANKS HAVE IMPROVED
THEIR MIS DUE TO:

-GLOBALIZATION OF CUSTOM BASE

INCREASE IN NUMBER OF PRODUCTS

‘PRESSURE FOR IMPROVED PROFITABILITY
INCREASED VOLATILITY OF INTEREST RATES
"RECURRENT MAJOR BAD LOAN PROBLEMS

*THE SPEED, MEMORY AND LOW COST OF COMPUTERS
‘REGULATORY PRESSURES

CONSEQUENTLY MACEDONIAN BANKS ARE COMING INTO THE CURRENT
BANKING WORLD WHERE THEY NOT ONLY HAVE TO ACQUIRE THE

'"TRADITIONAL WESTERN BANK SKILLS, BUT MUST MATCH THE MIS SKILLS

ALSO
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MANAGEMENT INFORMATION
'SYSTEM CHARACTERISTIC

& MIS IS MORE INCLUSIVE OF INFORMATION THAN FINANCIAL
INFORMATION SYSTEMS, E.G.: GAAP, IAS, MIS IS DESIGNED
TO HELP BANK MANAGEMENT BETTER:

s IDENTIFY RISK
» MANAGE RISK

= DISTRIBUT INFORMATION IN THE ORGANIZATION

& MIS GIVES MANAGEMENT ADDITIONAL TOOLS TO ARTCULATE,
MEASURE AND ACHIVE STRATEGIC GOALS. A BANK WITHOUT
A STRONG MIS IS CONSENQUENTLY AT A SERIOUS
DISADVANTAGE TO A BANK THAT DOES

& SINCE EACH BANK DEVELOPS ITS OWN MIS, THERE TENDS TO
BE A VARIETY OF SYSTEMS. BUT WHATEVER THE VARIETY,
EACH MIS MUST HAVE A PATH OF RECONCILIATION TO THE
GENERAL LEDGER ARCHITECTURE OF THE BANK,

PARTICULARY AT THE TRANSACTION FILE OR REFFERENCE
FILE LEVELS.
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MANAGEMENT INFORMATION SYSTEMS
MORE CHARACTERISTICS

& MIS NEEDS SOME DEGREE OF IT INFRASTECTURE, BUT

THIS IS NOT THE MAIN ASPECT THE MAIN ASPECT IS
DESIGN OF THE SYSTEM.WHAT DOES MANAGEMENT

WANT TO CONTROL AND WHAT INFORMATION IS NEEDED
TO DO THAT?

& THE DESIGN AND DEVELOPMENT OF A MIS SHOULD
BULID ON THE BANK'S ESTABLISHED EDP (ELECTRONIC
DATA PROCESSING) INFRASTRUCTURE. SEVERAL
USEFUL, INEXPENSIVE SOFTWARE PROGRAMS ARE
AVAILABLE, ESPECIALLY IN SUCH MODULAR AREAS AS
INTEREST RATE GAP ANALYSIS AND CREDIT ANALYSIS

& MIS NEEDS AN EXPLICIT STATEMENT OF POLICY, A
DEDICATED STAFF AND A REALISTIC BUDGET. THE CCO
IS RESPONSIBLE FOR GETTING FUNDS IN THE BUDGET.
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MANAGEMENT INFORMATION SYSTEM
EVEN MORE CHARACTERISTICS

" & A SOUND MIS HAS THE FOLLOWING

m ACCURACY

« CONSISTENCY

= CURRENT INFORMATION

» ENOUGH INFORMATION TO MAKE DECISION
CONFIDENTALITY

@ EMPLOYEE MUST BE TRAINED IN THE USE OF THE MIS.
WORKING MANUALS MUST BE PREPARED, INCLUDING A
REPORT INVENTORY

& THE CREDIT AUDIT TEAM SHOULD TEST THE FLOW-
THROUGH OF DATA FROM ENTRY TO REPORT

4 WHEN WE BULID A MIS WHAT WE ESSENTIALLY DO ISTO
MAKE A MODEL OF THE MAJOR PARTS OF THE BANK,
FRAGMENT THOSE PARTS INTO FUNCTIONAL UNITS AND
DECIDE WHAT INFORMATION WE HAVE TO COLLECT
FROM EACH UNIT TO UNDERSTAND WHAT GOING ON AND
WHO SHOULD RECEIVE THE REPORTS
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'CREDIT ANALYSIS BACKGROUND

- @ CREDIT ANALYSIS IS THE HEART OF
- CREDIT RISK MANAGEMENT

- @ THE GRADING OF A CREDIT RISK IS THE
HEART OF CREDIT ANALYSIS
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CREDIT ANALYSIS BACKGROUND
@ CREDIT ANALYSIS BEGAN AS A SEPARATE

PROCEDURE OR DEPARTMENT IN BANKS AROUND
1910, AS BANKS STARTED TO DEVELOPING
BUSINESS FROM BEYOND THEIR IMMEDIATE
NEIHBORHOODS

@ IN THE 1950s & 1960s WITH THE HUGE GROWTH IN
CORPORATE PENSION BUSINESS THERE WAS
INCREASED DEMAND FOR MORE GRADINGS OF
CORPORATE BONDS & COMMERCIAL PAPER BY
EXTERNAL RATING AGENCIES (MOODY, S&P), AT
THE SAME TIME CORPORATE TREASURERS
BECAME MUCH MORE SOPHISTICATED, DEMANDING
EXTERNAL RATING OF THEIR BANK'S DEPOSITS,
BONDS & OTHER LIABILITIES
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CREDIT ANALYSIS
MORE BECKGROUND

4 BY THE MID 1960s BANKS REALIZED THAT IN
ORDER TO STRENGTHEN THEIR OWN
PROFITABILITY AND RATINGS THEY HAD TO
MANAGE THEIR OWN INTERNAL RISK BETTER.
THE GRADING TECHNIQUES OF THE

EXTERNAL RATING AGENCIES PROVIDED THEl
MODEL

& THE SIFT IN SUPERVISORY ORIENTATION IN
THE EARLY 1990s FROM RISK DETECTION TO
RISK MANAGEMENT ALSO FOCUSED THEIR

ATTENTION ON THE BANK’S CREDIT GRADING
PROCESS.

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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'CREDIT ANALYSIS

™ ... the OCC considers accurate
classification of credit among its top
supervisory priorities”

Comptroller’s Handbook page 1
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THE PROCESS OF MAKING A LOAN THE RISK
FACTOR

FUNCTION

Loan inttial Credht Approv Fundi Docume \, Monitor \ Repayment
Application creenir> Anaiysls>process Picing unding p Collateral -ntation / Loan to Bank

RISK TYPE :*
CREDIT
Loss of pAnclpal and Does not mafch P iy Croat
oor qual
accrued Interest tisk of loan a deteriorates
MARKET
Value declines
LIQUIDITY Vtuity mismatch
aturity mismiate
ond/ or funding premium Late payments
mismatch
OPERATIONAL
No clearfite  Fallure to Fallure to get curent
collect relevant tinancials or 1o enforce
documents covenants
* Setected risks
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CREDIT ANALYSIS
HOW BANKS USE CREDIT GRADES

4 MEASURING CONDITION OF BANK

@ PRICING OF LOANS

@ ALLOWANCE FOR LOAN LOSSES

& DETERMINING CAPITAL ADEQUACY

& MEASURING CUSTOMER PROFITABILITY
& EFFICIENT USE OF EQUITY

& SETTING FREQUENCY OF LOAN REVIEW
& TOP DOWN PORTFOLIO MANAGEMENT
4 OFFICER COMPENSATION

& MEETING SUPERVISORY STANDARDS
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CREDIT ANALYSIS |
GRADING ISSUES |

4 IN THE BANK THE GRADING PROCESS MUST
BE FULLY UNDERSTOOD, CONSTENTLY
APPLIED AND RELEVANT TO THE RISKS
INHERENT IN THE BUSINESS

# THIS MEANS THERE MUST BE ON-GOING
EDUCATION OF THE STAFF AND REVIEW OF
THE METHOLOGY OF CRM
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Grade

—

2
3
4
5
6
7
*1

Loan Interest Rate %

CREDIT ANALYSIS
CREDIT GRADE AND THE YELD CURVE

Loan with 2 year maturity:

l.oan
lnterest
Rate

8.00 %
8.15 %
8.35 %
8.65 %
9.05 %
9.65 %
10.65 %

.00 % = 100 basis points )
YIELD CURVE GRADES 18&7

10.65
} 265 basis points

Grade
Basis Point

Spread *

A5 %
.20 %
30 %
40 %
.60 %
1.00 %

Years
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CREDIT ANALYSIS
'THE CREDIT MODEL

4 EACH BANK HAS ITS OWN MODEL FOR
MANAGING CREDIT RISK. AMONG THESE
MODELS THERE IS GREAT DIVESITY OF
APPROACH. THERE IS NO SINGLE MODEL
THAT IS APPROPRIATE FOR ALL BANKS

4® MODEL ARCHITECTURE IS CONTINUALLY
UNDERGOING CHANGE

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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CREDIT ANALYSIS

MAIN TYPES OF CREDIT MODELS
- [MODEL TYPE CHARACTERISTICS
| - SU BJ ECTIVE $BASED ON REVIEWERS PERSONAL

JUDGEMENT

(EXPERT OPINION) | #LOW LEVEL OF QUANTIFICATION

@®VERY INCONSISTENT
®POOR TRANSFER OF SKILL

. STRUCTURED ®STEPS-BY-STEPS PROCESS

@®DEFINED CALIBRATION OF RISK

®MIXTURE OF STATISTICAL & QUALITY
FACTORS

&COVERS BROAD RANGE OF RISKS
$BOTTOM UP ORIENTATION

I1l. MATHEMATICAL VERY HEAVLY DEPENDENT ON MODEL

BULIDING SKILLS
@DECISION BASE ON STATISTICAL ZONES

@LIMITED INTERVENTION TO
RECONGNIZE SPECIAL SITUATIONS

®BEST FOR HIGH VOLUME, LOW VALUE
CREDITS

@BOTTOM UP ORIENTATION

Macedonian Banking Projeci )-Booz | Allen | Hamilton / USAID
i



s

CREDIT ANALYSIS
COMPONENTS OF A MODEL

“GRADE LADDER

#What are the -characteristics of
each grade?

&How many grades are needed?

#SELECTING A GRADE

®Who selects the grade?
#What is the process?
#What data is heeded?
&LEGITIMACY OF #Is the model accurate enough
MODEL to identify real world conditions?

&Who and what determines the
legitimacy?

#What is the model stability?
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CREDIT ANLYSIS
'BUTTOM UP MODEL

- ®SHOULD HAVE VERY STRONG MIS

- @®SHOULD HAVE ENOUGH GRADES TO GIVE A

CLEAR PICTURE OF DIFFERENT LEVELS OF
RISK
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CREDIT ANALYSIS

'TIME HORIZON

" & HOW LONG DO BANKS EXPECT THEIR

CREDIT GRADES TO BE VALID?

= MOST BANKS SAY THEY WORK ON ONE YEAR
HORIZONS

« SOME SAY FOR THE LIFE OF THE LOAN, E.G.: 2 OR 4
OR 7 YEARS
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CREDIT ANLYSIS
'MORE ON TIME HORIZON

ANOTHER WAY OF LOOKING AT IT:

@ DURING THE GRADING PROCESS SOME BANKS ARE
ORIENTED TO A “POINT-IN-TIME” (IN WHICH CASE
GRADE CHANGES WOULD BE EXPECTED OVER THE
LIFE ON THE LOAN), WHILE OTHER BANKS RATE
“THROUGH THE BUSINESS CYCLE" (WITH THE
EXPECTATION OF FEW GRADE CHANGES)

4 BUT THIS DISTINCTION IS MORE ARTFICAL THAN
REAL, SINCE “POINT-IN-TIME" BANKS
INCORPORATE LONG TERM FINANCIAL
PROJECTIONS AND TRENDS AND “TROUGH THE
BUSINESS CYCLE” BANKS REDO THEIR GRADES AS
CIRUMSTANCES DICTATE.
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Step 1

Flndnclol
Analysls

Grade
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I
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Step 6

Loan
Purpose &
Terms

E K E K E K E K
Company Grade Loan Grade
Step 2 Step 3 Step 4 Step &
Quality of Comfort
Financial Qualitative Industry Letters/
Reporting lssues Issues Guarantees
Grade Grade Grade Grade
4
[ Company |
Loan Grade Giade .
Step 7 Step 8 Step @
Country
Risk Marturity Collateral
Grade Grade Grade
A
[ Loan
Grade

7

>

Macedonian Banking Project / Booz | Allen | Hamilton / USAID

Grade




CREDIT ANALYSIS
GRADING CREDITS

& NOTE DISTINCTION BETWEEN COMPANY GRADE
AND LOAN GRADE (SOMETIMES CALLED THE
FACILITY GRADE)

4 THE LOAN GRADE IS THE COMPANY GRADE

ADJUSTED FOR SPECIAL CHARACTERISTICS OF THE
LOAN

& EACH CUSTOMER HAS ONE COMPANY GRADE BUT
AS MANY DIFFERENT LOAN GRADES AS IT HAS
LOANS WITH THE BANK

& THE LOAN GRADE IS THE OPERATIVE GRADE USED
BY THE BANK TO MEASURE RISK
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COMPANY GRADE RANGE

CREDIT COMPARATIVE
GRADE AGENCY RATING
1 AAA-AA-

2 AA-A-

3 A+-BBB+

4 BBB+-BBB

5 BBB-BBB-

6 BBB—BB-

7 B

8 C

9 D

10 D
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XYZ BANK g |
CREDIT CONTROL SHEET

The Credit Control Sheet is a basic part of each borrower’s credit file.
It Is designed to give the loan officer, auditor, risk manager, examiner
or any authorized person a quick and accurate view of the bank’s
entire credit position with the borrower.

Among the information included on the Credit Control Sheet is:
The borrower’s name

The industry code

The current and former company credit grades

The parent/owner’s hame

For each loan the amount at risk and the loan grade

For each financial statement, the name of the accountant and the
qualifications mentioned in his opinions

Based on this information, XYZ Bank’s information technology
system can provide a history of the accountant’s work which will help

the credit officer determine the effect of the accounting quality on the
company credit grade
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THE ACCOUNTANT’S RECEORD WITH XYZ BANK

- *Names of the bank customers using this accountant’s
‘services | |

«The volume of the credit outstanding represented by
‘that accountant and the percent of the Bank’s total

outstanding
xThe accountant’s industry concentration
«The accountant’s relationship with credits that default

*The weighted average company grades represented
by that accountant

xHistory of credit grade migration
rHistory of financial qualifications

Macedonian Banking Project / Booz | Allen | Hamilton / USAID
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Currency Title
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Period

Net Long

Net Short

Rate

1 Month

2 Months

3 Months

4 Months
_5 Months
6 Months
7 Months
8 Moaths
9 Months
10 Months
11 Months

" 12 Months
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Appendix B

..a—- 9/3./
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Branch Name
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Total Total
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Daily Telex Format

I indigenous

i
i

Currency Title

Currency
Amount 000's
Overbought

Indigenous
Currency 000's.
Equivalent

Currency
Amount €00’s
Oversold

] ' '
f‘/_’ { 7( Open Position Report from e as -1 C— - :5: ;\

Currency 000°s
Equivalent

Total.

Net :

Yotat

Net:




aopendioes FREE o
Ap'pehdix. of .Eiewerss Required 7720h //254-@/17 @ N

Return

. From Déaling Rooms: , _ "~
. ‘ Frequency 2‘2}
e

A Open. Position — Telex Format Daily

B Fomérd Forv_vard Reiﬁm ,‘: ) ' _Lé;l Bbsingss Day wWeekly

C Fdrward_ Exchange Exposure Anal}sis - Week.l.y

D Unmarried Return -—.Telex Format' .Daiiy'
E Unrnarrie& Return — Méturity Ar;aiys§s ' _Monthly‘

F indigenous -Monéy Book—-—Mathity Analysis Monthly
G Placing Limits Utilisations — Summary MO“ile
H Outstandiné Forwérd Exéhange Cc-)mmitrhenls Monthly’
Ir.Brokerage Paid | | Monthly
Monthly

- J tncome from Foreign Exchange and Money Market Operations

w
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MONITORING AND CONTROL I _ o ()2?3 '

The TP willrbe'marked-tc-market daily with P/L reflected in income.

Treasury Support will monitor and controt all activity relating to proprietary position taking. Treasury
- Support maintains procedures defining their monitoring and reporting responsibilities and will
i _ immediately report any deviation from established Trading Limits to the Treasurer, the Controller, the
' Chief Internal Auditor, the Deputy CEQ, and the CEO.

= The CEO, or his deputy, may épprove the conﬁnuation of the déviatioﬁ from limits.

The nisk point position limit schedule will be periodically reviewed and updated as wamranted by
- Treasury Support which also has the responsibility of monitoring adherence to limits.

Daily and periodic reports showing positions and P&L will be provided to the Treasurer, Controller,

Deputy CEO and, CEO. Auditing will receive copies of these reports at its request.
& The Investment Committee of the Board will be reguiarly informed on this abﬁvity.
& AUDIT : 2

Auditing will review and sign;qff on all TP procedures. Periodic audits will be performed to evaluate
. ~ the adequacy of the system of management controls, financial and accounting controls and reports,
operating systems, and procedures.

(FO
[ -
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NETTING OF POSITIONS

- ALLOWABLE TRADING INSTRUMENTS i

>. Any marketable secunty approved for purchase by the securities investment portfoiio
>. Procedures goveming the purchase of “BBB” rated securities for trading purposes will follow procedures

- goveming the purchase of “8BB” rated short term Ioan partxc&patlonleP vis a vis the approval pmcess and

allowable credlts except that,

. _BBB rated paper must be rated at least BaaZIBBB and have no negative out!ook frorn a !eadmg ratmg

agency (all others require Credit Committee approval).

» Limitis $10MM in total per issuer
o Limitis $10MM for issues up to 5 years

» Limitis $ 5MM for issues from 5.1 year fo 10 years
o Limitis $ ‘3MM for issues Eonger than 10 years

¢ Maximum holding period for such BBR trading securities is 2 weeks. "Approval must be obtamed frpm at
least two members of the Cradit Committee to hold for a longer period.

_.» In addition, up to $5 miliion maximum of “BB" rated corporate bonds of up to 10 years may be held. Priorto

purchase such names must be approved by a member of the Credit Commlttee Holding penod guudellnes

are the same as those covering ‘BBB” names.

T-Bond Futures and T-Bond Options on Futures

VYVYVYYY

OTC options on the above lnstruments

/.

10 Year T-Note Futures and 10 Year T-Note Options on Futures

5 Year T-Note Futures and 5 Year T-Note Options on Futtres

2 Year T-Noie Futures and 2 Year T-Note Options on Futures

80 Day Eurodollar Futures and 90 Day Eurodottar Options on Futures
Foreign Currency Futures and Forelgn Currency Options on Futures

" A position in an instrument représenting one maturity sector of the vield curve cannot be netted-aut -
against an opposing paosition in an instrument representing another maturity sector of the vield curve. '
Instead, individual positions from different maturity sectors of the yield curve segments must be

- aggregated without regard to sign (long vs short) and the resulting exposures must- be mainiained

wnthln the tctal risk-point posmon hmxt system.

Opposmg positions in two or more mstruments representing the same maturity sector of the yield

curve can be netted. This nefting of related instruments wili be accomplished through the delta of the

appropriate financial contract.

ig-14
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E

Should !osses in any given month reach the reievant monthly toss limit, no additions to existing positions can be
made nor any net new positions taken without recelvmg the approval of the CEO or, in his absence, his deputy.

_ Should cumulative calendar year proprietary trading losses reach SSOD,OOO, increases in exposure are not

permitted until the activity has been reviewed with Senior Management and the Invesiment Committee of the
Board. : )

" ALLOWABLE TRADING STRATEGIES

> Outri_ght long or short in cash instruments, futuresfoptions/CAPS/FLOORS/SWAPS .

> Trades which attempt to beneiit from perceived market mis-pricing opportumtes (Ie temporarily
- selling an-on-the-run i issue and buying a nearby off-the-run issue).

> Yield curve, barbell, and butterfly trades.

» LONG (buy) IMPLIED VOLATILITY. This strategy carries limited risk since the méximum loss is defined by
the premium paid away to purchase the option.

> SHORT (sell} IMPLIED VOLATILITY. This sirategy carries a higher level of risk but is siill less risky than
naked directional position taking. This strategy is the most non-directicnal. Its’ primary objective is to
maintain a delta neutral position while keeping a poriion {or aif) of the premium received as lime (theta)
_passes (the option premium suffers time decay). -

» Combination of the above. In a combination of the long and short implied volatility trades, the strategy is to
sell some options in order to receive some premium. This premium is ufilized to finance the premium paid
away on the options puréhased. This strategy represents a relatively low risk opportunity to participate in
overbought/oversold markets.

The TP may hold interest rate CAPS/FLOORS, interest rate SWAPS, repurchase agreements and reverse
repurchase agresments up to amounts specified in the minutes of either the Bank Investment Committee or
Asset/Lisbility Committee meeiings.

TRADING RESTRICTIONS L

> Initiation of futures positions is limited to futures contract delivery months of not more than 18 months

forward (exciuding the current month}).
> Exchange traded option positions are limited to the nearest six option contract delivery mortihs.
> Maximum expiration for trading position OTC options is 1 year.

> No new positions can be established after New York trading hours.

» Existing positions may be reduced or closed at any time.

.goc-
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Gui'nilluis-anu PROCEDURES

mmcromon . &

A Trading Portfolio (TP) will be malntained to 1) accommodate purchasesfsales of secunties by '

e
. customers and 2) generate tradmg prof‘ its for the Bank. All activities. m this regard will be

conducted by the Treasury Department as appraved by the Bank investment Committee, Senior

Management and the Board of Directors.

AGENCY TRANSACTIONS

.

- For agency transactions, the pdrchase of both U.S.-dollar and foreign denominated
~ securities 6n behalf and by order of customers is permitted. To facilitate this activity the

trading account may purchase and hold non-U.S. debt instruments prowded the followmg '

-guidelines are sahsf ed;

- The couniry in which the debt 'secu,r'ity is issued has received Board approval fdr‘tfade_ﬁnance

- or other retated exposure, and; - . 3 }
- The credit risk df the debt security is tn_at of a Board'approved_ bank, and;

- Tne're'is un-utill‘ized rnom remaining under both the relevant bank and country limit, with-
exceptions facilitated as per Board approved procedures, and; ‘

_For, hotding individual banks prior to receiving Board ap_provai. in addiﬁon fo thé aane; r

- The Credit Committee is to be adwsed of, and approve the transaction prior to |ts :
executton and; ‘ :

- A memorandum from the Credit Committee, acknowiedgmg the transaction, is to be
forwarded to Treasury Support as soon as is practical.

A llst of dealers utilized for this actw:ty will be subrrutted to the Bank nvestment Committee for :

review on a semi-annual basis.
PROPRIETARY TRADING

ig - 11
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| FFIEC SUITABILITY TEST FOR CMO's 2& r
Prior to the purchase of any CMO, Treasury Management must confirm that the issue does not qualify
ﬁ as a “high risk security”. Treasury Support, no less frequently than annually must ce-confirm that the
_ issue does not qualify as a "high risk security”. To determine this, each CMO must be subjected to,
and pass, the FFIEC “High Risk Security Test* (HRST). in order to qualify as a non-high risk security, r

the CMO must simultaneously pass three individual tests as described below;

o 1) The average fife must not exceed 10 years.
" 2) The average life:
L , a} cannot extend by more than four years when subjected {o an immediate and
sustained parallel shift in the yield curve of plus 300 BP, or
i , . -
b) cannot shorten by more than six years when subjected to an immediate and A
sustained parallel shift in the yield curve of minus 300 BP.
™
: - 3) The estimated price cannot change by more than 17% as a result of an immediate and

B sustained parallei shift in the yield curve of +/- 300 BP. :
i _

In general, Floating Rate CMO's are not subject to the average life and average life sensitivity tests
{but are subject to the price sensitivily test) described above if they bear a rate of interest thal, at time
L of purchase or at a subsequent tesfing date, is below the contractual cap on the instrument.
i Only those CMOs designated as non-high risk at time of purchase may be placed in the HTM portfolio.

Documentation supporting the fact that a CMO is not a hlgh risk security is to be made a part of the , l
- securily file.

When applying the above tests, all of the underlying assumptions (including prepayment assumptions) E
i for the underlying collateral must be documented as reasonable. As such, whenever possible, the

=] median prepayment assumptions of several major dealers will be utilized. If a different prepayment
assumption is used, the reasons must also be documented. {
For all purchases of CMOs, a prospeclus supplement will be obtained as soon as possible and r

i . retained in the file. _ :

M-02.doc




VIELDS ON FLOATING RATE INSTRUMENTS™

Will be commensurate with existing market conditions at time of purchase.

QUALITY OF INVESTMENTS

© . To minimize credit and liquidity risk, investments for the HTM and AFS portfolios should be restricted to high
~quality instruments with exceptions as delineated below. . To ensure this, the following guidelines are
17 established: ' ' - ' ’ .

Investments in alt approvéd types of securities must carry a minimum "A" kating from at least one major"‘ratirig
agency, with the following exceptions: .- ' - s

e

>

us. Treasury and Federal Agency obligations, which are not réted.

With approval of the CEO, up to $120 million may be invested in "BBB" rated Senior Bank Holding
Company andfor "A" rated Subordinated BHC Instruments as specifically approved by the Board of
Directors, or a committee thereof, andfor “A” rated Subordinated ABS.

« Investments in subordinated debt of bank holding companies is permittediprovided:-
1) there is un-utilized approved credit exposure remaining under the respective bank credit fimit,
2} thatthe yield is a minimum of 10 BPs above that which can be obtained at the senior level,
73) the subordinated debt carries a minimum rating of "A” frorm one of the major rating
E'exgencies at lime of purchase and,’ ‘
4) the final maturity of the debt is less than seven (7) years.

» Investments in Subordinated ABS is permitted provided: _ _
1) the issue is rated at least "A” by one of the four major rating agencies and, - E
2) has a maximum maturity/average life of five yéars. ' : o

The purchase of “BEB” rated corporate obligations (includes BHC} is authorized.' “BBB" rated credits
must first receive the approval of the Credit Committee. Unutilized lines must be reaffirmed every 90 days.

«  Amoitnt/Maturity Limit = $70 milfion for up to 60 months;
' %15 million sub-limit for up fo 72 months.
"+ Maximu Exposure Limit = $5 million per issuer. R N

Investments can be made only in securities traded by at least two primary dealers with the .exception of
144A/Private Placements which in any event cannot exceed 15% of total portfolio holdings and must be
rated "A” or better by at least one of the four major rafing dgencies.

- Investments in éecur_ities issued by Banks are allowed onty if the name has been approved by the Board of

Directors, or committee thereof. In addition, a separate ap’_pfoval list is required for Bank investments with
remaining lives "over-one-year". ' ‘

Investments in obligations issued by foreign govarnments or foreign entities must be within and

" consistent with, the approved Country Risk Guidelines.

w0
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- 3. Up to 350 million notional may be .nvested in Convertible Asset Swaps inveolving U.S. cofporate names ‘nat

meet ail other investment guidelines. This limit is separate from exposure to Israeli refated convertible asset
swap packages on the books of Intemational Lendmg since those are approved via the Credit Committee.

OTHER TRANSACTIONS

" ALCO has authorized Treasury Management to utilize the following financial instruments to: enhance Bank .

income, hedge the Bank's investment Portfolio, hedge the Bank's position, hedge the cost of

deposit produets, hedge other spemﬁc transactions (see Appendix ig-B, Derivative Product Counter-party
Gmdeimes)

Repurt:hase and Reverse Repurchase Agreements (350 million limit per transaclion).
FHLB Advances (350 million limit per transaction})

Interest Rate Swaps ($35 million limit per transaction)

Interest Rate & Foreign Exchange Fuiures and Options ($35 million per ransaction).
Other index related opiions as necessary, i.e. CAPS/FLOORS/PUTSICALLS (335 million

per transaction).

vvv_vv

Transact:ons larger than listed above require approvai of the CEQ or the Chief Risk Ma.nager or the Head of
Private Banking. in actdrtmn strategic hedging strategies, program size and cost hmrts will be established and

contained in eting minutes. / / /

PROHIBITED INVESTMENTS

1/0s;
P/Os;
Residuals;
inverse I/Os;
Inverse P/Os;
Inverse Fioating Rate CMOs;
--any CMO tranche failing the FFIEC suitability test at time of purchase

VYVVYVY

If approv‘ed' such instruments cannot be carried in the HTM portfolio.

In addition, the purchase of any security or security type which deviates substanta]ly in it's investment
characteristics from those currently held in the portfolio must be specifically approved by the CEO and ...

Investment Committee of the Board.

 MATURITIES /.

The Curfent Maximum Aliowable Average Life for the Entire Fixed Rate Porifolio

Is Not To Exceed 3.5 Years.
F:

origage denvatwe products is not permitted wlthou&the prior appraval ‘
R Management and the Investment Committee of the Board of Directors:




s :
2 -
The fcliowmg set of overall investment gu1de11nes are established (EXCLUDE CP HOLD[NGS}: . ‘_.{-'- /-
. Portfolio Distribution by Risk Weight \—0/ :
0% - 20% risk weight = minimum 40% of total porrfollo hoidmgs i-i

7 100% risk weight = maximum 60% of tetal partfolio holdings.
Il Portfolio Distribution by Maturity/Repricing Timeframe - ' s
under 1 year = minimum 25% of total portfolio holdings. i

over § year = maximum 25% of total portfolio holdings. .
Ill. Portfolio Distribution by Key Asset Categaries (- o
Treasury and AgencyDebentures = minimum1-0% ‘of total portfoﬁo hoidihgs R ‘ié
Mortgage related = maximum 60% of totai portfolio holdings mciuding specn"'tc EImitS ot f' ;
> Agency MBS = 60% of total portfoiio hoidings. H
> Agency CMOs = 60% of total portfolio-holdings. .
T » "AAA" rated Senior Whole Loan CMOs (WLCMO) = $75 miltion: s
. > "AAA" rated Home Equity Loan ABS (HEL) = $120 million. - : H

"‘if > “A”rated subordinated WLCMOQ and/or HEL = $35 mifiion sub-hm:t within the above
S P UAAT rated CMBS = $3O mli!:on : : - i
Corporate Debt maximum 33% of tﬁtal ho{d:ngs ™
Asset Backed Securities = "AAA" rated; max 33% of totat portfolio holdings with a 15% of total portfolio C
holdings sub-limit for any one category (i.e. Credit Card, Auto, HEL, etc.), a $50 million SUb—IIITIlt for “AA _ H
rated CLO/CBO and a $120 million “A” rated sub4imit for subordinated pieces =Y )

OTHER !NVE—STMENT AUTHORIZATIONS w
1. Awell diversiﬁéd $50 miition investment pregram was approved in October 1999 which includes: S
- * “BBB"rated ABS; * “A"rated CLO; * upto 10 year “BBB" rated Corporate * Bank Trust Preferred. H

2. Awell diversified $100 million Un-funded Portfolio of Credit Derivatives is authorized to generate fee .

income. Under this program we sell default protection on investment grade U.S. bank and corporate credits |~ - H

to a(_icéptable counterparties, in exchange for a fee. In the évent of a credit default we wire national value to

the counterpaty and receive a senior, unsecured bond or loan in exchange. M_aximum tenor is 3 years per L

credit. All other exposure guidelines apply. Standard ISDA documentation will govern these transactions. ﬁ

Management realizes that, concerning an issuer on which we have sold protection to a counterparty, ifthe -
 issuer defaults the counterparty will deliver and BLUSA will be obligated to receive a below investment grade H

instrument. Management believes the risks of such an occurrence is mitigated by the design of the program -

as it places limits on the term of the protéct_i_on sold, the ratings to investment grade issuers and single issuer

exposures. in addition, as of July 24, 2001, agreements relating to seiling of defauit protection must -

have eitherno mention of restructuring or may cite Modified Restructuring per the May 11, 2001

Restructuring Supplement to the 1999 ISDA Credit Derivative Defi mtlons The receipt of any. referenced

obligation will be booked into the AFS porifoiio. - -

SHNVGO1-02.doc
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o ' INVESTMENT POLICY AUTHORITY @

g o The policies of the investment function are approved and supervised by the Board of Directors through its

investment Committee in accordance with law, and are carried out by the Asset/Liability Committee (ALCO),

i through its Investment Committee. The ALCO Investment Committee includes the Treasurer, Deputy CEQ,

= - Chief Lending Officer, International Division Executive and his Deputy, Domestic Division Head and Manager of
the BSUS. The ALCO Investment Committee meets monthly to review portfalio activity and compliance with

policies. Maturity limits and asset concentrations are set by this committee in coordination with ALCOandin

- ; accordance with approved guidelines. Internal control and supervisory review is provided by Treasury Suppert
and the Accounting Bepartment.

. - INVESTMENT AUTHORITY

; Ali investing should be done in a manner consistent with these guidelines anc the decisions of the ALCO and
- : Invesiment Committee. Authonty to commlt the Bank to individual purchase or sale transactions is s follows:

L © 1) U.S. Gov't Securities (ihéludes Federal Agency, Agency MBS and Agency Backed CMO's)
o - Treasurer - up to $35 Million President - up ta 550 Million

r———ree, —

2) All Othen: Approved Secuﬁties
Treasurer - up to the limits specified on Page ig-8 of these guidelines,

President-  up to $15 Million

i All purchases and sales are inciuded in a report submitted monthly to the Investrment Co?nrnittee members And
the investment Committee of the Board of Directors when it meets. ‘

L ’ (/ COMPOSITION OF THE INVESTMENT PORTFOLIO

P Investments may only be made in the following debt instruments:
E _ > U.S. Treasury and Federal Agency debt,

’ > Securities backed by obligations of the U.S. Govemment or its agencies,
- > Morgage Securities (including U.S. Agency MBS, U.S. Agency backed CMO's,
L . ' Whole Loan CMO's, Home Equity Loan ABS and CMBS),

. > Municipal bonds,
. » Obligations of utfiities and corporations, - -
- > Structured Notes (see Appendix ig-A)
_ > Asset Backed Securities,
et ™ » Bank C/Ds, acceptances, and notes within approved bank and country limits,
- ) > Obligations of selected Foreign Governments, within approved country limits.
> Subordinated Investment Grade Securities within approved limits. i
L - As a general rule, we will not purchase non-U.S. dolfar investments. If made. the foreign exchange exposure will
be fully hedged.
ig-3
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(2357 i
Only those securltles Which management has a posstwe intent and abslsty to hold to maturlty may be placed i :n

the HTM por’cfoilo Sales or transfers out of the HTM portfolio must be rare and are a]lowed only in resgonse to 5{
‘the fo!lowmg mrcumstances 7 ‘ _ . . _"“‘ :

parifolio is carried on the financial statements at amortized cost.

'>_ 'arfnaj'or a'cquisitiqn/divestiture; - R ' S -

> achangein 'the tax status of a security;

> asignificant deterioration of credit quality;

> . achangein regulatory reqmrements which signifi cantly modlf es wnat constltutes a permlssrb{e o @

~ investment or maximum level of investment, or that stgn:ﬁcantiy increases elther regulatory capitai -
requxrements or nsk—based capital wetghts o ' _ N _ P

» certain other circumsteinces that are isolated, nonrecurring and unusual.

> HTM securities may be sold priar to matunty when they are close fo matunty (about 3 months) or H

when at least 85% of the ong:na! investment principai has been retumed.

 HTM securitiee cannot be transferred or sold sofely in_r’esponse to changes in market interest rates, prepayment H
rates, economic conditions, business strategy, asset/liability management goals, or fiquidity needs. +
The purpoee of the AFS portfolio is to provide the Bank with a secondary s.o_urce of liquidity and to provide a .. H
stable source of eamings. AFS securities may be sold prior to maturity. The AFS porifolio is carried at turrent

market value on an aggregate portfolio basis with adjustments debited or credited directly to equity. 1

The Trading portfolio consists of those securities end financial instruments held for resale to custorﬁers orto’
accommodate the Bank's propristary trading activities. The Tradmg portfatio is ca urned at market value with .t
changes deblted or credited to proﬁt and foss. S o : S ~
Palicies covering securities Avaiiable For Sale and He}d To Maturity and are set forth in the paragraphs P
immediately following and are referred to as "lnvestment Palicies". ' _ _ N ™

Separate policies and guidelines goveming proprietary trading activities are included ina . .
subsequent section entitled "TRADING PORTFOLIO GUIDELINES AND PROCEDURES™. . .l .




| INVESTMENT PORTFOLIQ GUIDELINES |
- ~ - 29)

- OBJECTIVES OF THE INVESTMENT PORTFOLIO

The purpose of the Securities investment Portfolio ig first; lo provide a secondary source of liquidity and second; {

to earn an adequate return.
i INVESTMENT PORTFOLIO PHILOSOPHY GONCERNiNG SECURITIES AVAILABLE FOR SALE, "HELD TO
MATURITY", and “TRADING" ) .
ﬁ it has been the Bank's stralegy to maintain a significant portion of total assels in investment gradefecurities.
This enhances liquidity. :
o ; r
ﬁ High ievels of liquidity are maintained by investing in direct U.S. Government and Agency obligations and
mortgage securities backed by U.S. Agency collateral. These securities are of the highest credit quality and ,
represent an important source of liquidity, which can be realized either by sale or lhrough the use of repurchase
ﬁ agreements. '
. . I
" In compliance with Statement 115 of the Financial Accountling Standard Board, the Bank's portfclio of securities
:ﬁ is designated into three separate components: “Available For Sale” (AFS); "Held To _{\!aturity" {HTM); and
: — _—

_ "Trading™.

™ Currently, management has decided to desigpate 100% of investment securities as AFS {management
" may change this strategy). Management believes this is a prudent strategy to meet liquidily needs and allow for
the effective management of our interest rate risk profile. The percentage allocated to each porllolic is reviewed
_on an ongoing basis by management and the Investment Committee of the Board on behalf of the full Board of

Directors. Changes are made as circumstances warrant.

ﬁ Other than Collateralized Mortgage Obligations (CMOs) which fait the FFIEC "High Risk Security Test” at time of
purchase (and other types of securities specifically mentioned on page ig-5 under "Prohibited Investments®}, .

management has not designated into which portfolio specific sechrily types must be placed. As such, the

designation of a new investment securily to either the AFS, HTM or Trading portfolio is made at the time of

purchase. | ‘ t

ﬁ When desirable, management believes that placing morigage related securities in the HTM portfoliois a prudent
‘ . strategy. We purchase mortgage securities primarily for their liquidity, high credit quality, and repo eligibility. [
The need to liquidate them at a future date as a result of credit quality delerioration is deemed remote. In
ﬁ addilion, because the bid/offer §pread on CMO's is wider than for comparable quality assets, we are usually
' ‘ reluctant to offer them for sale. Since mortgage securities produce a monthly slream of cash flows, reinvestment

opportunities are available without the need to liquidate.

!
i
|
r
it

-
When securities are maintained in the HTM portfolio they are available for pledging purposes as required by law L
or regulation, or as collateral for short-term borrowing for liquidity purposes (repurchase agreements). The HTM

=] ) FAUSERS' WORD\POLICIESUNVGO1-02.doc
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PROCEDURES FOR CUSTOMER FOREIGN EXCHANGE ORDERS @

BLUSA accepts foreign exchange orders from customers of and All rsuch ,
customers of BLUSA or BLITA are pre-approved to deal directly with the Dealing Room. Below are
the procedures to be followed by Treasury Management when handling open (not executed)

orders.

The “FX OPEN ORDER’S” FORM

Open orders are entered by the trader on the “FX OPEN ORDER’S” form (attachment A) Whén_the
order is received indicating the customer giving the order, the institution with which the orderis
~ given, trader, and time the order was left and how lbng it is good for. - L

If an order is not executed durih‘g New York trading hours it will be placed in the market in our
name for - customers and nostro trades, or ift - name for customer orders.

If the order is placed for BLITA customers:

> 1t must be placed with Bank (or ahy bther agreed upon financial institution) in ‘t.he
name of . o I .

» A BLOOMBERG miessage must also be seht to the designated area within
(attachment B) detailing the particulars of tHe orders placed in their name.

» Trader must advise .  of the corresponding forward date in which spot deals will be
~ “pushed” upon execution. _ s o - :

" At the end of each day, one FX trader will sign off on the “FX OPEN ORDER’S” form after insurirg
that all orders have been placed into the market and the appropriate messages sent. - '

The "FX OPEN ORDER’S” form will be maintained for 1 month.

fx -7
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TRADING PRACTICES 2

OFF PREMISES/OFF HOURS TRADING — Any change in a stop-loss or take-profit order from ﬂ}
off-premises locations or during non-regular New York banking hours must be left with one 2,3 ]
predetermined bank. The following moming the transactions must be entered into Opics with -
note to indicate that the deal was done outside of normal trading environment.

The establishment of new FX positions during off-hours can only be made if, during regular
trading hours, a limit order to establish a position and a corresponding stop-loss order, is placed
at the same time. The position is subject to the ovemight/ weekend position limits.

Positions may be closed from off premises/off hours.

OFF-MARKET RATES/HISTORICAL RATE ROLLOVERS - As a matter of policy the use of

* off-market exchange rates is prohibited. The CEC must approve any exception to this palicy.

ERRORS - When an error is discovered it must be reported immediately to the Treasurer/Chief
" Dealer. If the loss is determined to be less than $25,000 and the position is within limits, the
Treasurer/Chief Dealer has discretion whether to close the position or not. If it is determined

that the error will result in a loss greater than $25,000 or that the position is above the limit, the

_ error must also be reporied to the Controller and the CEO so that an exit strategy can be

agreed upon.

BROKERED FOREIGN EXCHANGE TRANSACTIONS

* The trading room does not currently engage in foreign exchange transactions through brokers.

However, if a trade through the broker market is executed the following guidelines would apply.
; : *

¥

NAME:SUBSTITUTIONS - In the traditional broker foreign exchange market, the names of the
institutions placing bids or offers are not revealed until a transaction’s size and exchange rate

“are agreed upon, and then only fo the counterparties. Should one of the counterparties tum out

to be unacceptable to the other, they might agree to the substifution of a new counierparty
between them.

Name substitution in spot transactions is an acceptable practice provided:

> both counterparties receive the name of an acceptable counterpariy within a reasonable
. amount of time and, . :

» the clearing bank is in full knowledge of the trade.

BROKER POINTS - Broker "points” are sometimes used as a mechanism to permit a disputed
broker transaction to be completed while deferring settlement of the difference (measured in
points) until those points were settled in ancther trade. In other instances this practice came to
involve the arranging of proportionately advantages or disadvantages future trades, the
unrecorded extension of credit between counterparties, and all of the problems associated with

. unrecorded transactions. It.is the banks’ policy to prohibit the use of broker points.

RESOLUTION OF DISPUTES - When disputes arise or differences occur, there are acceptable ..
procedures for compensation:

> Differences should be referred to the Controller for resolution.

> All compensation shouid take the form either of pavment in casn or adijustment to brokerage
bills. The settlement of differences should be even-handed. allowing for compensation to go
soth ways.

All such transactions shauld be fully documented.

AY4
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> FX Derivatives (NDF’s, Futures, Options): T B :. : ' 2?%

a) NDF's {non deliverable forwards) — The use of NDF‘s is only authorized to _accommodahé'// k_ :
customer needs. Due to the nature of the NDF market, Nostro trading in NDF'sis =~ :

prohibited._ : s
b) FX Futures ~ Exchange traded FX futures contracts are authorized and subjebt tothe - E
. Same position and loss limits as cash market FX transactions. -

¢) Fx Options - Trading in OTC and exchange tradéd FX aptians is authorized and subject
to the same position and loss fimits as cash FX transactions on a delta weighted basis:. FX i
options may be used as a hedge against an already existing position. The hedge versus

the position must be mark tc market daily.

Customers rading in FX options, using BLUSA as the counterparty, may only deal in oTC
options. ’ : S A S _

' SUPPORTING DOCUMENTS,_ REPORTING.AND GONTROLS

>

A%

Foreign exchange trading activity can only be conducted with approved banks and financial
. institutions and within approved credit limits. : ' Sy
' Foreign exchange transactions must be entered into Opics immediately upog execution. . ‘ H
In addition to ongoing intraday updates on trading positions.and P/L from the fraders, the - -
Treasurer, Treasury Support and the trader can view online through Opics, the foilowing - N
information: . : . o ' ‘
- Outstanding positions : -
- P &L for the day, prior day, month to date, and year to date. il
- Maturity gap report I : -
~Treasury Support will immediately check the accuracy of the ,.inifofmation on Cpics based on its : H
own accounting records and from independent sources and wil ensure that FX Nostro Trading
Posi_tions are within these approved guidelines.
/Tre'asury Support will confirm details of -’the"FX deal with the éouﬁtér}éarf[y. | T -
Treasury Support will monitor the expastre versus fimits for customers authorized to deal
~ directly with the Money Desk. ' -
Shouid Tfeasury Support discover any discrepancies in any position or report, théy will _ o
immediately inform the Treasurer/Chief Dealer, and the Cantroller. i - L e g
Shouid Treasury Support discaver any irregulérities in any position or report, they will
immediately inform Audit. Treasurer/Chief Dealer, and the Controifer. -
Position and profit/loss reports will be forwarded to the CEQ.
: i
fx - 5 _
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FX position limits include FX banknoté, spot, forward, futures and options (delta weighted) .
positions up to 1 year: ' B

- Maximum Intraday Position* i U.S. $7,500,000
- Maximum Overnight or Weekend Position U.S. $4,000,000

- Maximum Loss Per Day*” 8. % 30000
- Maximum Loss Per Month T US.§ 50000
- Maximum Loss ?er calendar year U.8.§ 200,000

* US$ equivalent, as calculated by Opics, when two non-$ currencies are utilized.
** Using stop-loss orders ’

> Net Position by Currency: This is the djfference between all long and ail short positions in
each foreign currency. Included in the long positions are assets (e.g. currency on hand and in :
banks, foreign currency loans, etc.) as well as spot and forward contracts to buy dollars versus
exchange. Short positions consist of liabilities (e.g. foreign currency time deposits} and spot
and forward contracts to sell dolars versus exchange. . :

'A) INTRADAY NET POSITION®":

In the aggregate, the net'intraday tong or short position limit in all foreign currency is
7,500,000 USD equivalent. :

B) INTERDAY NET POSITION* [

in the aggregate, the net overnight or weekend position limit in all foréign currency is ,
4,000,000 USD equivalent.

* When requested by the Treasurer, exceptions to these Foreign Currency Position Limits
may be approved as follows:

International Division Executive

Infraday $7.,500,000 to 10,000,000

Overnight/Weekend $4,000.000 to 7,500,000 5
Chief Executive Officer . R [

Intraday over $10,000,000

Overnight/Weekend over $ 7,500,000

> Position Maturities by Currency: Although the net position for any one currency may be nil,
unmatched maturities of assets and liabilities creates exposure to interest rate fluctuations. This
“maturity gap" exposure is negligible when compared to outright currency exposure.
Accordingly, it is our poficy to utilize maturity gap exposurées {o enhance returns within ]
“manageable risk. The following limits apply to “maturity gaps” between buy and sell positions

by currency: :

a) Maturity Gap Over $10,000,000: shall not exceed one month.

b) Maturity Gap Over $5,000,000 to $10.000,000: shall not exceed three months. E

' c) Maturity Gap Over $1,000,000 to $5,000.000: shall not exceed six monihs.

d) Maturily Gap up lo $1,000,000: shall not exceed 1 year.

fx - 4 ﬁw



transactions are specn" ed in the C.A. M (05 03 01-02) and the Foresgn Currency 2?
Transactrons Agreement. _ '

1. SPOT TRANSACTIONS can be concluded only agamst good
available funds on trade date.

2. FORWARD TRANSACTIONS - can be concluded either against the required cash
collateral per C.A.M. (05.03.01-02), or by allocating a portion of the unused
approved line of credit in lieu of the collateral. This aliocation has to be confi rmed in
a document signed by two account officers, to Treasury Support for each
transaction.

Treasury Support will monitor the positions and mark them to market daily. Should
the collateral requirement fall by 20%, then Treasury Support will notify the account,
officer, and/or supervisor who will be responsible for making a cash margin call, or
allocate, in lieu of the same, an additional portion of the unused line of credit. If
replenishment is not made, and the margin declmes an additional 30%, then the
contract will be closed

On maturity of forward contracts, the custémers must meet the same requirement as
in the case of spot contracts, i.e. good funds on seftlement date. Alternatively,
customers must liquidate the contracts, and settle the difference with the Bank.

i

> Confirmations .

All Foreign Exchange transact:ons will be conﬁrmed by Treasury Support in wrﬁmg directly
to the customers.

. i stop ioss/proﬁt taking orders are given on behalf of . . customers, written
confirmation from the account officer must be maintained in the appropriate file.

DEFINITION OF RESPONSIBILITIES

CFX tradlng act;vrty is carned out under the dlrect authonty of the Treasurer and superwsed by

_ him/her and any other Treasury Management Department FX manager designated by the _
Treasurer. These managers must be kept informed of trading positions, market movements. and
P/L on an ongoing basis. In ag_!_cjﬁ:on as defailed below, tertain positions may be taken only with
“the direct approvaf of the International Division Executive or the C.E.O,

> Tradmg Authorriies ,)

‘The Treasurer shali have the authority to approve and execute forelgn exchange banknote
spot, forward, futures and option transactions W|th|n these guidelines and to delegate such

authorities.
» Foreign Currency Position leits J
S

Positions in all major foretgn currencies are permitted

l’:\USERS\RGIO‘!M“\WORD\POMC!BS\?XFM0 -00.doc
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2  Treasury Managers and Dealers are expressly forbidde

Chapter 2 |
Dealers Practice

1" No Dealer {or persons involved in dealing operations} shall enter into any foreign exchange.
~ foreign currency option, financial futures, or foreign Curency. deposit transaction in hig/her
. own name unless the specific deal has the prior approval of the Umit Manager of, in the event

of his absence, his Deputy.

n to have the M
Signatories on the Bank’s behalf ortobe granted either 2 jointor several Power of Attomey o
act for the Bank in an ‘overseas’ centre.

3 tUnder no circumstances should Treasury Managers of Dealers have custody of or access to
a Unit's test keys/cypher codes.
-

4 At -all times a stict division is to be cbserved berween dealing and the related

settlement/accountancy procedures. Whilst Dealers should give guidance and assisiance,
where gecessary_'to their operational collegues in the area of transmitting, verifying and
implementing._[eiat_ed settlement instructions, and provide close co-operation 0 enzble the
requirements of both this Manual and local regulatory authorities to be met. they will not pass
any entries or enter into any format correspondence reiating to such deals by teiex or letier.

S Dealers uyiil not decide unon, Or in any way exercise conro! over, accounting procedures in
their Units with the exception of where local regulations impose a personal responsioility
upon a Dealer, for instance in the shape of a formal retum 1o 2 Central Bank or tocal Monetary

Authority.

6 ANl money market and foreign exchange deal entered info by Dealers are to be uansacted at
current market mates including the extension of forward contracts. Approathes made by
Corparates to extend at historical rates should be reffered to GM-TD. Any firm approaches 1o
Dealing Units to trade at “artificial rates’ received from other banks should be tumed aswde
and the salient dztails reported immediately to GM-TD so that action may be tzken as

réquired- Besides the ethical considerations invoived. such transactions would, undoubtediy,
result in adverse comment or action from the relevant regulatory body and/or taxaton

authonty.

7 itis not Bank policy to act as an intermediary betwesn a buyer or seller or depositor of tendes
where one of the parties names proves ‘unacceptable’ to the other. Therefore, shouid any
such proposition be received by Dealers, for instance from Brokers, 3 deal must not be
entered into and GM-TD should be informed immediately. 1t may be that special
circumstances pestain and in such instances approval must first be obtained from GM-TD
befare any deal is entered into. However, if the name offered for washing 15 of the NBAD

Group. then this can be accepted in case of need.

8 Al approaches!proposilions upon which a Dealer is requested 10 act/comment and which
includes the use of financial instruments that are unfamimaror new lo the local market should
pe reported to either the GM-TD or his authorised deputy.

g The London Coag of Conduct (applicable 1o 1 ondon (City) Office, butto be read by all Units.)

Alt dealing siaft are required 1o read and abide oy the “_ondon Code of Conduct” 25 issuec
by the Bank of Sngland on 7th July 1987, Aay breach of this Code by a membper of staff wiil

be regaraeq &s & mater of sinost gravity. (S22 z—=zchment 1o “side fetter’}
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STIORT TERM AIVANCT CUSFOMERS AS OF Al WGHISY 1, 10006
. ) MAX
 BORROWER LINE © | MATURITY | STREAD | RLVIEW TENOR

Aitrtonch Communications, Ine, 10000 | O1-Jul-97 | 0.125] OI-Jun-97 |3 MONTiiS
Amcrada iless Cotporalion 5000 | 24-Jun-u7 0.15 | 24-May-97.13 MONTIIS
Amtcrican Slores 10000 | 03-jun-97 0.15 § 03-May-97 |3 MONTHS
Apache Corporalion G000 | 24-Jun-87 [ 01875 | 24-May-97 {3 MONTIIS
Ashland Inc, 10000 | 12-Feb-97 0.15 ﬁ-_]an-97' G MONTIIS
Baker Hughes, Iuc, or Subs. 10000 | Of-Apr-07 | 0.125 | 01-Mar-97 {6 MONTLIS
Cabal Corporalion - 10000 | 06-May-07 015 06-Apr-07 3 MONTIHS
Chcszl;}cz:kc Corporalion 5000-| 03-Juu-g7 0.15 [-03-May-27 |3 MONTIIS
Dacwoo Int't {(America corp) 10000 09-0cl-9G |- 04375 09-8cp-96 | 180 DAYS
Disnond Shamrock 10000 | 18- Sep-96 [ 0.1258 18-Aug-9G 12 MONTIIS
Illhleorpdrmion RO l(}--O(:I—{)G Q.15 lﬁ*S(.“]‘)—”G 3 MONTIS
IMC Corporation 10000. ¢ 04-Mar-07 0.15 | 04-1ch-97 14 MONTIIS
Geougis Tower Conppry 20000 | O -Apr-97 0.125 { O1-Mar-97. |6 MONTIIS
Goulds I'umps B00Q | 17-Jun-97 | 0.15 | 17-May-97 |3 MONTIIS
Harris Corporalion - 10000 | 23-Ocl-8G | 0.125 | 23-5ep-96 |3 MONTIIS

JHyundai Group 5000 | 22-Jul-97 | 0.375 ] 22-jun-97 i MONTIIS
Infernalional Paper 0000 | 26-Sep-96 | 0.15 | 26-Aug-96 |3 MONTIIS
Kansas City Southern Industries, Inc. - 10000 | 23-Apr-97 1" 0.15 | 23-Mar-97 |3 MONT!IS
McDernolt Incorporated 10000 08-Jan-n7 0.3756 ] 31-May-96 |3 MONTILIS
Norlhern Indiana - 10000 | 16-Ocl-0G° 0.125. IG-Sép-96 3 MONTLIS
"acific Telecom - . BoQo 15-Jul-97 |- 0151 15-Jun-97 [3 MONT!S
I'ep Doys - Mannic, Moc & Jack 3000 7 18-Mar-17 0.15 | 18-tch-97 {13 MONTIIS
PSI tnergy e 10000 | 13-May-97 | 0125 ] 13-Apr-97 |3 MONTIHS
Pugel Sound Mower & Light 10000 | 06 May-97 |7 0125 OG-_Aplufw 3 MONTIS
Rayonier hie. 10000 | 13-May-07 | 0.125 | 13:Apr-97 [3 MONTIIS
Samsing Amctica Inc, 10000 [ 13-May-97 1 0.375 | 13-Apr-97 {6 MONIT1IS
Sonai Inc, T 10000 | ZG-Scp-96 0.125} 26-Aug-36 |3 MONTIIS
Sunkyong America Inc, 7000 | 31-Aug-96 [ 0425 | 31-jul-96 16 MONTIIS
Tandy Corporalion” _ 10000 | 05-Ieb-97 | 0.125 | 05-Jan-97 |3 MONTTIS
Fexlron,Inc &/or Subsidiaries 15000 | 19-Feb-97 0.15 ] 19-Jan-97 |6 MONTIiS
Universal 2 10000 06-Muy-97 1 0.125 | 06-Apr-97 30 DAYS
Utilicorp Untiled Ine. 10000 20~Au3-96 018 | 20-Jul-96 {3 MONTIIS
York Inlernationzal Corp. - 10000 | 11-§ep-96 [ o158 11 -Aug-96 |3 MONTIIS

402000 |
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Compelitive bid options only
ADIB nrust monilor performance and markel repirtation

ADIB must monilor performance and markel repuitation
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The line can be a sub-limit of a facility. It is the responsibility of the account officer

In such instances, proper written authorizaﬁbn is to be obtained by the zccount
officer from the customer indicating personnel authorized to act on behalf of the
account. : ‘

Treasury Management is authorized to conduct transactions directly with the
custarner upon notification that a Foreign Exchange line has been approved.

Appiicable limits are entered into OPICS by Treasury Support and checked by the *
trader prior to executing a transaction with the client. After a deal is concluded the
appropriate account officer will be notified, by phone, by Treasury Supoort, followed
by a copy of the original written confirmation of each transaction.

The aggregate amount of total foreign exchange exposure outstanding with a
cusiomer can not exceed the size of the customers approved Foreign Currency line.
Exceptions must receive appropriaie account officer or committes abprovals.

Foreign Currency lines will be approved for a period of cne year, i be reafiirmed
- sami-annually.

It is the responsibility of the originating officer, and/or department head to noiify'me
Treasury Management Department of any interim termination or amendments to the

- original agrsements.

Treasury Support will compile, every six months, a master list of customers with
active foreign exchange lines, and will submit the same to the pective -
departments for review. On a monthly basis, Treasury Support will submit a list of
open contracts to the respective lending areas. -

2. CASES WHERE SPECIAL EXPERTISE IS REQUIRED, MAKING DIRECT

CUSTOMER CONTACT WITH THE FOREIGN EXCHANGE UNIT NECESSARY.

Contracts may be concluded directly with a customer based on the prior approval of
the account officer and his/her supervisar for each transaction.

In such cases, proper lending authority must be obtained. Verbal authorization must
be coniirmed in writing the same day, indicating the proper credit approvail, whether
against collateral, or under a line of credit.

> Collateralization of Foreign Exchange Transactions

Foreign exchange transactions involve the inherent risk that a given customer will not be
able to perform in accordance with contractual arangements, In the case of spot
transactions, the customer may fail to deliver one side of the contract thus exposing the
bank to the full amount of the transaction. In the case of forward contracts, a customers
failure prior to setdement exposes the bank to the market fluctuations that occur between

transaction date =nd forced liquidation date. Of course. maturing forward conzacts that are

settled through aciual delivery, have the same risx characterisiics as the spot conwacts.

To protect the pank against these nsKs, ne coverage requirements jor foreign exchange
fx - 2
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: OVERALL POLICY STATEMENT

- Bank PR engages in-foreign exchange (FX) transactrons to generate profits by serwc:ng
customers and correspondents as well as from mdgp_egd_ewg_g Qur policy authorizes
ﬁ'ﬁ'ﬁﬁb of foreign currency nostro positions to enhance income from changes in their value. ltis -
our policy fo manage non-US dallar currency spot and forward gaps, both in amount and matunty
perlod thhm defined limits. . : :

. TRADING GUIDELiNES

The purpose of these guidelines is {6 ensure that FX tradmg actmty is done prudently wnhout
expos:ng the Bank to undefined nsK

| TRANSACTIONS WITH BANKS AND FINANGIAL INSTITUTIONS

(@

Forelgn exchange deahng will only be made with banks that have an approved credit fimit. Trading -

limits for these banks are established in cooperation between the Correspondent Banking Unit and
- Treasury Management, and coordinated ‘with the Head Office and approved annually by the Board
of Directors of :

Exposure versus iimit reports are updated automatically in the Opics FX system upon deal entry.

Transactions wrth banks not mcluded on the above credit fimit report requrre pre-approval of the
credit committes, sucn approval to inciude an exposure ifmit. :

TRANSACTIONS. WITH CUSTOMERS

> Authorization for Foreign Exchange'Transacﬁons‘

Customer transactions snouid be based on estabilsned re[atlonshlps and should generatly be -
conducted through the department responsible for the relationship.

Within approved lending authontles, a memorandum outllnlng the foreign currency facility
available to' a custamer must be made part of the credit file with a copy to Treasury.
Management and Treasury Support. Customers should not deal directly with the Foreign
‘Exchange Unit of‘Treaéury Management With'the‘exception of ihe following:

1, : -.DEALINGS OF WELL ESTABL!SHED AND CREDITWORTHY CUSTOMERS -
: ~INVOLVED IN LARGE AND FREQUENT TRANSACTIONS.

ACCOUI’IIS wiil have Foreign Currency lines. aoproved by two lending officers, one of
- -whom must have authority for such approval. or appropriate committes aoproval

\§9



Chapter 2
Dealers Practice

5 involved in dealing operations) shall enter into any foreign exchange.
| futures, of foreign currency. deposil transaction in his/her
| has-the prior approval of the Unit Manager of, in the event

1 No Dealer {or person
foreign currency option, financia
own name unless the specific dea

of his absence. his Deputy.
wer to be Authorised

2 Treasury Managers and Dealers are expressly forbidden to have the pa)
Power of Attorney 10

Signatories on the Bank’s behalf or ta be granted either a joint Of several
act for the Bank in an overseas’ cenfe.

3 Under no circumstances should Treasury Managers or Dealers have gusiody of or access o

a Unit's test keys/cypher codes.

4 At all times a stict division is lo be observed between dealing and the related
selilement/accountancy procedures. Whilst Dealers should give guidance and assistance,
where necessary, lo their operational colleques in the area of wansmitting, verilying and

implerenting celated settlement instructions, and provide close co-operation to enable ihe
requirements-of both (his Manual and tocal regulatory authorities lo be met, they will not pass
any eniries or enter into any jormal correspondence relating 10 such deals by letex or lelter.

5 Dealers will not decide upon. or in any way exercise control Over, accounling procedures in
" their Units with the exception of where jocal regulations impose 2 personal responsibility
upon a Dealer, forinstance in the shape of a formal return to a Central Bank of 1ocal Monetary

Authority. :
2

6 Al money markel and foreign exchange deal entered into by Dealers are 10 pe yansacted at
the extension of forward contracts. Approaches made by

current market gates including
i rates should be reffered 10 GM-TD. Any firm approaches 10

Corporates 1o extend at historica!
Dealing Units to rade at *artificial rates’ received from other banks should be tumed aside

and the safient details reported hmediately to GM-TD 50 thal aclion may be taken as
required. Besides the ethical considerations involved. such ransactions would, undoubtediy,
result in adverse comment Of action from the celevant regulatory body and/or taxation

authority.

mediary between a buyer of seller or depositos of lender

7 1tis not Bank policy lo act as an intes
where one of the parlies names proves ‘unacceplabte’ to the other. Therefore, should any

such proposition be received by Dealers, for instance from Brokers, 3 deal must not be

entered into and GM-TD should be informed immediately. it may be that special_
nd in such instances approval must first be obtained from GM-TD

_circumstances penain a
e name offered for washing is of the NBAD

pefore any deal is entered into. However, it th
Group. then this can be accepted in case of need.

o acU/comment and which

8 Al approacheslproposilions upon which a Dealer is requested t
to the local market should

includes the use of financial instruments that are unfamiliar or new
be reporied to either the GM-TD or his authorised deputy.
g The London Code of Conduct {applicable o London (City) Olfice, but 10 be read by all Unils.)
Al deating staff are required 10 (ead and abide by the -London Code of Conduct™ as issued
by the Bank of England on 71 July 1987, Any breach of this Code by a member of statf will
be regarded as a malter of utmost aravily. (Sce attachment lo “side letter™)
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SHORT TERM ADVANCE CUSTOMERS AS OF AUGUST 1, 1996

. MaAX
BORROWER LINE MATURITY | SPREAD | REVIEW .| TENOR
Airtouch Communications, Inc, 10000 { 01-Jul-97.1" 0.125 { 01-Jun-97 |3 MONTHS
Amerada Hess Corporation 5000 | 24-Jun-97 0.15 | 24-May-97 {3 MONTHS
. |American Stores 10000 | 03-Jun-97 0.15 | 03-May-97 |3 MONTHS |
Apache Corporation 5000 | 24-Jun-97 | 0.1875 | 24-May-97 {3 MONTHS
Ashland Inc. _ 10000 { 12-Feb-97 Q.15 § 12-]an-97 |6 MONTHS
Baker Hughes, Inc. or Subs. 10000 | 01-Apr-97 | 0.125 | Ot-Mar-97 {6 MONTHS
Cabot Corporation 10000 | 06-May-97 0.15 | 06-Apr-97 |3 MONTHS
Chesapeake Corporation 5000'| 03-jun-97 0.15 | 03-May-97 {3 MONTHS
Daewoo Int't (America corp) 10000 | 09-Oct-96 | 0.4375 09-Sep-96 |180 DAYS |
Diamond Shamrock 10000 | 18-Sep-96 | 0.125 | 18-Aug-96 |2 MONTHS
Ethy! Corporation 5000 | 16-Oct-96 | - 0.15 | 16-Sep-96 {3 MONTHS
FMC Corporation “10000 | 04-Mar-87 |  0.15 | 04-Feb-97 |3 MONTHS
Georgia Power Company _ 20000 | 01-Apr-97 | 0.125 | OT-Mar-97 l6 MONTHS
Goulds Pumps ' 50001 174jun-97 {  0.15 | 17-May-97 {3 MONTHS
Harris Corporation 10000 | 23-Oct-96 | 0.125 | 23-Sep-96 3 MONTHS | _
Hyundai Group 5000 | 22-ful-97 | 0.375 | 22-jun-97 |6 MONTHS ‘
International Paper 10000 | 26-Sep-96 0.15 | 26-Aug-96 |3 MONTHS
Kansas City Southcmdhdustricé, Inc.: 10000 | 23-Apr-97 0.15 | 23-Mar-97 |3 MONTHS
MeDermott Incorporated 10000 | 08-fan-97 | ~ 0.375 31-May-96 |3 MONTHS
Northern [ndiana 10000 | 16-Oct-96 | 0.125 | 16-Sep-96 |3 MONTHS
FPacific Telecom - 5000 15-Jul-97 0.15 | 15-Jun~97 [3 MONTHS
Pep Boys - Mannie, Moe & Jack 500¢ | 18-Mar-97 0.15 | 18-Feb-97 |3 MONTHS.
PSI Energy ‘ - 10000 | 13-May-97 0.125| 13-Apr-97 |3 MONTHS
Puget Sound Power & Light 10000 | 08-May-97 | 0.125 06-Apr-97 {3 MONTHS
Rayonier Inc. 10000 | 13-May-97 { 0.125 | 13-Apr-97 |3 MONTHS
Samsung America Ine. 10000 | 13-May-97 | 0.375 | 13-Apr-97 [6 MONTHS
Sonat Inc. ' 10000 | 26-Sep-96 | 0.125 | 26-Aug-96 |3 MONTHS
Sunkyong America Ine, 7000 | 31-Aug-96 | 0425 31-Jul-96 |6 MONTHS
Tandy Corporation 10000 | 05-Feb-97 | 0.125 | Q5-Jan-97 {3 MONTHS
Textron,inc &/or Subsidiaries 15000 { 19-Feb-97 0.15 ] 19-Jan-97 [6 MONTHS
Universal 10000 | 06-May-97 0.125 | 06-Apr-97 |30 DAYS
Utilicorp United Inc. 10000 20-Aug-96 0.15 | 20-jui-96 |3 MONTHS
York [nternational Corp, 10000 | 11-8ep-96 0.15 | 11-Aug-96 |3 MONTHS
’ 302000 :
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Competitive bid options only

- ADIB must monitor performance and market reputation

~ADIB fpust monitor performance and mérket reputation




LOAN DRAWDOWN/REPAYMENT TNFG SHEET

TYPE TRANS :
- CODE:+

e ——

®

DATE: |

5
B

CUSTOMER NUMBER:
CUSTOMER NAME:

' ADDRESSy
FACILITY:

DRAWN CURRENCY: |U.S. DOLIAR - | FUNDING AMT:
. ———— _ | BOOKING UNIT:

VALUE DATE:

ROLLOVER DATE:

CF DAYS:
- TINAL MATURITY:

OF DAYS:

Hb i

NOTE RATE:
SPREAD:
BASE -RATE:

- INTEREST BASIS: |- 360
INTEREST PERIOD: |OTHER

RATE SET BY:.

RATE BASED ON:

= 3

ORTGINAL . COMMITMENT: INT. DUE

LESS: QUTSTANDING BAL. (-)
LZSS: THIS DRAWDOWN (-}

SLUS: THIS REPAYMENT (-) © |PRIN DUE (+)

FEZS (+)

UNDRAWN COMMITMENT TOTAL DUE

INSTRUCTIONS:

PAY #: | - i

Ik

i
:
:

PRINCIZAL REPAYMENT SCHEDULE

IN FULL AT MATURITY(Y/N): ]
“EQUAL INSTALL OF: : : BSGINNING:

FREQUENCY:
OTHER REPAYMENT : o
QTEZR: INTEREST DUE:
i APTROVAL: !

.

o ———r i



Guidelines for Short Term Loan and Commercial Paper Program
S | Vs . | |
A Master Participation Agreement must be in place between -and the seller of ioans. The Bank's Investment

'Committee must first approve a seller of loans. A seller of Commercial Paper (CP) must be a bank with an intemaily annrovedu _

credlt fine or g primary security deater,

-

Aggregate program size Iimit is §750 million of which the entire amount may be In either CP ar loané. Y i

The rating used to document the file for the purchase of a loan participation will be the loan raiing. If there is no loan r‘ﬁng,

- the Bank may use either a senior unsecured band rating or the ebligor rating provided that the loan purchased is on the same !

10.
11.

12,

12

13.

terms as the bond The ratmg used o document the purchase of CP w:ll bethe CPrating. ~ | o - il

.

Companies rated by rore than one of the four major rating agencies or who nave hoth shor’t and Iong term ratmgs all ratmgs
e AL IL o b A
must be in the permitted category. _ - . o . ™

The minimum rating for short-term loan borrowers or CP | Issuers (hencerorth rererred to'as “bo:rowers ) must be Bzad forthe

e rating
_fong term and/or A3 or its equivalent for the shert term. . . o ) H

A short term Ioan borrower or CF-' issuer whase rating is on . negative watch or negative cuticok is protiibited if either the - o
short or fong term rating by either Moady’s or S_&P is in the lowest permitted category as detailed‘ above. : H

Maximum exposure to a smg!e pormower rated a minimum of BBB+/Baa1 and/or A2/P2 is $15 m:l!ton. if any of the ratings is. -
Iower the maximum exposure is $10 mllhon ‘ _ P

us‘ b

_ If buying for the . group, the maximum exposure to the group is $25 miflion. The net expodure t& can not exceed
 $15 miltion. : : ) ; ) o

. -
exposure limit to REIT's is $50 million.

if an Altman Health score is available on Bloomberg, anci the issuers Altman Heatlth score is a “C", then the short ierm rating’ H

must be at least A2/P2 and the maturity must not exceed 1 moni’:h.

Treasury Management is authorized to purchase loans.and CP with matunty net in excess of M months. With the appmv.—.
of one member of the Bank's Credit Committee, the maximum maturity may be extended to * _2. months.

. 2
With approval of individual cradits by two members of the Bank's Credit Commmee up to $50 mlillon in loans and CP i
may have a maturity between three and six months provided each borrower has a minimum senior unsecurad o H
rating of Baa2 or its equivalent and/or A2 orits equwaient and a stanic—} or better outiaok, '

Ne mora than 50% of the outsmndlng aggregate dollar vaiue of loans and C? will have a remau'ung term to -

o
maturity greater than one month.
Loan Offeting tickets or'CP purcnase orders will have two signatures, one being that of the trader initiating the :
_ transaction and the other being that of an authorized Treasury Manzgement Unit Officer at least atthe level of First -l
Vice President or member of the Bank’s Credit Committee. ’
! (W)
ig - 10 -' ' i



Source of Funds

Abu Dh_abi Investment Aumority-Abu Dk
Arab Bank PLC

Bank of New York-NY

Banque Brussel Lambert-NY

- Bayerische Landesbank-NY

Bayerische Vereinsbank-NY-

CHASE - NY.

CITTBANK-NY

Commerzbank-NY, GCI

Corestate Bank Intl-NY

Credito Itaiiano-NY

Finans Bank-Istanbul

First Nationai Bank of Boston-Boston
Instituto Bancario San Paolo di Torino-N"
Midland Bank-NY

. MITSUBISHI BANK LTD.-NY
© MORGAN-NY

Narional Bank of Abu Dhabi-Giza
Nasional Bank of Abu Dhabi-Head Office
Nadonal Bank of Abu Dﬁabi—Lpndon
National Bank of Abu Dhabi-Port Said
Republic - NY B '
Roval Bank of Canada-London

Standard Chartered-NY

UBS-NY

open
open
open
open
25
10
10
15

5728/98 308 FPM

20




. AIB Interbank Relationship Update R
- 25 February, 2000 o ‘ . ﬁ
Page 2 : ' C i
S . .vf Y
- 2)‘9 P
5) Deutsche Bank. We have been borrowmo from them reo'ularh and the oﬁ"ers are J ;
competitive and always available. =,
6) Commer'zbank. AIB has not seen an offer in a few months. -
7) Bavensche Vereinsbank. Used to make a good amount available to AIB but Ime was
' cancelled after their merger a couple of years back. - :
' : al
8) UBS UBS AG. Has declmed to0 show u$ offers in almost 2 years. This is probably a situation that
© can be easily corrected with a little hefp from NBAD- HO. P
' -l
9) Midland B-mk The line was cancelled a&er the H.S.B.C. takeov er.

A10) ~ BBL. Line cancﬂlled aﬁer IN.G. takeover. i_
11)° Mitsubishi Lid, Line cancelled after merged with B.O.T..
-12)  Standard Chartered Bank. Has not showed us an offerin a couple of yea.rs.' -
13) Repubhc National Bank. Was never open to showing us offers. and now has been ta.ken W

over by HSB.C. _ E o
14) Arab Bank PLC. Is friendly towards us and lent us money over year—énd., : = ) H
15) Gener'lleBank. Was a steady source of funds for ATB, bur i 15 no ionger a bank in the U S, (-
since the Fortis takeover. : - _ . . H

Qamber, I hope this brief description of the current funding pictﬁre for AIB is useful to'jfou Please r
do not hesitate to let me know if you need anything else, or how we should coordinate with H. 0. _ H
‘ corresponcient banking area to rectify some of these adverse changes. . :

Best recrards

cc HOTIB - o
sl
. CONFIDENTIALITY CLAUSE: This facsimtie 15 ntended onjy tor the person or entity 1o which it 1s addressed and roav in intt ion that is prvileged 3d i or
" otherwrise p d from disclosure, D dmbuuumorcuuvuuzoﬂh:slacsxrruic.or-!heunmnauonnﬂcmwmomulhmdwmmdadmxmemlspwmbﬂm

If you have received this facsimiie in errer, picase pousy us immediately iy lc:cpnonc and renurn the facsurude by mait.”

- | 2@5““‘



-To:

Date: 25 February, 2000

Head of International Banking
Fax: 011 9712 668726

From:
' Senior Vice President & Treasurer
Subject:
If you did not receive all pages indicaled, please call Goina Mokamumed at (202) 8427931 3 K
Return Fax#: (202) 842-7953 - Total Pages: 2

Following up on our recent telephone conversation on this topic, I am listing below a few comments
on some of AIB’s interbank funding sources:

1) JP Morgan, We have had no relationship at any level with them, since they sold their
clearing to H.S.B.C. as they had taken 2 much dimmer view of the need/desire to have

bilateral funding contact with us.

2) Chase Manhattan. They are in the process of reinstating the interbank lines for us, but the
pricing of their offers could still be a problem. We do, however, have a very profitable
relationship with Chase Securities Inc., and their US$ and Securities clearing operations ofter
competent and fiiendly service.

'3) Citibauk. Their offers arg still expensive, and we use them only as last resort. But their

funding desk will always have offers, which gives us extra liquidity when needed.

4) Bank of New York. Used to be one of our most reliable local short-daies funding sources.
Lately, things have changed a bit, as offers are not always available or too expensive. This
could be a reflection of their current gap position, or maybe it indicates a change of heant
towards the relationship, which is strictly a funds borrowing one for AIB at this point.

CONFIDENTIALITY CEAUSE: This facsimile is intended valy tor the person oF eetity 13 wiich it is addressad and pisy contain informssion that s privikgod, cxdidaal, oc
otherwise profected from disclisure, Dissernination, distribuiio, of copying of this $3csimile or the informatiae herein by anyone stber than the mwedal rocipiont 1 poohidbead
1 you have reccived this facsinule in eovor, please notily us unidiately by tefephons: and retam i facsimile by mail *

T et pesmmernn i

- ————
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Hesd of Treasury &
. Investmivit Banking

. 2_4"‘ QOctober, 2000

counnls’ -

0"

[cotnTRY LIMIT 7| GLOBAT, [ ICEAD " T TONDON | Woi™
',Qmar ., 30, - ) 23 - 57 0
I TR ' ] T R ]
éingaporg‘ — _20'0'9" ' 7 1505 r-: 100 o
'simt,h‘ Aftica _ i3 0 5 7 o D
{Spain 700 0 80 30 U
Sweden 1w LR 73 33 5
_ s__wi:ze{:az_:d — 500 ) doo 55 0
'T{E‘ﬁé}i . o 0 0 u o
; ) |
Vag UNLIMITED
Uk 3000 0 T500 700 160
USA TS50 ) 1000 300 060
.'ﬁ

ol



3--i

=(n)iﬁ§iut?

| GLDBAL

FWSH

Australia

20

;-‘1-?..‘-;' " . —

T

Barhrain

3000 0

3a0 -

3000
30 |

160

| Belgium

250 0

150

100 0

25

C 150 ) 0

100 0

100

135

. 15

ﬁirllx.nd )

a0 - Q

3a

‘Frmice

1p00 a

500 |

Germany

300 o

500

Ircland

.b;.

taly:

300 G}

Japan

750 0

"

Kuwait

45 G

Luxx;:mbourg

50 )

Malayxiz

Nethorlands |,

%0 |- 0-

- Newr Zealand

.10 =

Norway .

10 0

10

1 Oman

45 1 o

ey

r
j

optremy A —— iatetarrr o




FTL2-aSdATEs

TREASLRY [V

f‘-“" 9‘33 #ad QCT {5 =1 ,9’3 14:81
¥ .
A9

GAP LIMIT )
— {2

 GURRENCY: USD.

b
- o ‘ | I _
2170 1 180 1 140 \ 10

g176° | 130 | 140 10

1 :
|UPTO 1 MONTH; . 246G

2450 -

! pemioD”  lGLOBAL LlMlT\. HO  ° LONDON (WASHINGTOM:
| [1 MONTH - !

130

Vi
\
i
!
i
i
i

"L\
jo ]
———

Tk ‘ R A '
© j2 MONTH - 2030 1776 | 120

@MONTH [ ~. 1700 1470 100 120"
1270

14 MONTH 1480

ls MONTH - 1400 840 75

J
ie MONTH °

5

e ——— e ST PR -y

880° 70

!
20 | -85 .
. .
{
. |
1000 i

5" 8

7 MONTH. 900 780 | €0
s MONTH
ls MoNTH
-POMONTH

114 MONTH

e ———— e

800 7¢0 50

g

680 600 44 32

RO T S - B R L

" 540 30

- 600 28 |

500 . 450 -1 28 23

e e e = e

l2MONTH 1 = 390 20 o 18

l.;ovsa"f'vam' L 100
| | ._

e i 12

100 o

. | et o
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- 7th May 1991.

1

Deutschemark Futures Contracts | | i;ﬁ#:’

200 open (+ or -)
200 spread basis

- Bunderépuhlik Futures Contracts

100 open {+ or-) : - '[

- . ) I

-ofo=- r

\

L]




i

~ Short Sterling Futures Contracts

Monev Market Limits ~ O
Gap Limits . | - . ’ _

5% gapplng in twelve month terns apblled to each senarate in-
digencus and Eurocurrency books - as per Treasury Manual calcula—

‘tions - no changs

" Bank Placement Limits

Not te exceed US dollars one billion over customer denosrts (all
UAE/Bah) at any time - no change.

FRA's

‘Deal w1thln money. market gap llmlts on a 5% rlsk-welghtlng. Max-

imum ne; 15% of 1nalv1dual ccunternartg limit.

Dlacements limitsed to branches and ADLB (S mllllons)

ADIB | $400 - Khartoum N
Egypt .8 20 Muscat - 15

Futures Trading

Interest Rate Futures Contracts o 2 "

500 open {+ or -). reverSLOn to previous limits -
500 spread basis = | : ! "

- Treasury B3ill Futures'Contracts

100 open (+ or -)
100 spread basis

- Treasury Bond Options Contracks

50 open call / put
50 spread basis

- Treasury Bond Futures Contracts

50 open ‘
: Unlimited hedging

40 open (+ or ;)

210

e

E

K

E



Foreign Exchange

UAE Dirham $ 1,250,000,000 Open No change
il saudi Riyal $ 250,000,000 Open Mo change
i Individual Currencies (in $ millions except where stated)
Overnight . Daylight
0B os . oB os
, 25 25 © DMK ' 50 " 50
o : 10 stg o 10 Stg sTG - 50 Stg - 50 Stg
il o 25 -~ 25 YEN 50 50
: : 15 _ w15 SFR 25 25
10 10 - Other 0 - 10
= . | ,
Total daylight position net of all currencies US $50 million
3 Net overnight position US $25 million
i _

. Gold

+ 200 ozs for branch covering

+ 200 ozs for trading purposes

Forward Foreign Exchange

$25 million in any one currency in twelve month terms subject to
maximum aggregate $100 million.

, Currency Options (% hillions}'

i call Put
Net open position 15 15

i . Agg. spread all currencies - 30 30

- Foreign Exchange Futures
Currently $5 mio taken from net open position. Increase to $15
mio sought separately to previous sub-allocation.

i

pr———y reE— ey pu
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CHELP>. for explanation, <HENU> for similar functions.. . DG48 Condty EDS
'ENTER ALL VALUES AND HIT <GO>. |
MM EURODOGLLAR FUTURES ANALYSIS
Valuation 7-day 1-mth 2-mth 3-mth 4-mth G-mth 6-mth 9-mth luear .
" "LIBOR RATES BNEE (WK [SCE vkl [ KTE OUEN ONCH OFTE
- SUWAP RATES 2y (T 3y [AF 4Y fREEM SV [N 7Y %7 . 343 |
FUTURES 1 <G> for convexity bias analysis - 1
Contract: Jun00 Sep00 Dec00 Har0l. Jun0l SepOl DecO1 . Mar02.Jun02 Sepl2 -

Price @E@ 52 775492, 695492, 675452, 635092, 70092. 72092, 740
650 §,935'(7.15
6721 9720 1

Rate. * - 7.225  7.305 7.325 ?.365 7.300 7.280 7.260

Fut Valuatn 3/21  6/20 9/19 12713 3/20 6/13 5/18
" Days 83 174 265 356 447 538 629 7200 811 902 =
WIELD CURVES 1.0YR 1.5YR Z2.0YR 2.5YR{

. . . ' .. . B . .
L T e A D g R I
. . . . . g .

LIBOR Fud 6.64 7.01 7.17

Futures 6.66 6.93 7.15 17,00
Spread - ~,01 +.08 +.02 { e .
Futures dautupe: actual/B@y |/ |——SSmBRE | ibdldeso

— — . Futures String
Cash String

Strip uyield: < 1 yri actual/EH{ o .
Strip/Cotipn:. > 1 yrt bond equiv = H P R i—Jds00-
Freq Dagtgpe g3 . 447  BI1 1175 1539 1503 2274 2638 3002 © 3366 363%

opgr!?ht 1999 BLOOMBERS L.P, Fronk furt 69-920410  Hong KDng!Z—S??—SDUO London: 171~-330-7500 HNew York:212-318-2000
Prince ton:603-279-3000 Singoupore +226-3000 Sydney:2-9777-8686 Tokyo:3-3201-8900 Sap Poaulo:11-3048-4500

N 1646-66—0 30-HMa—~00 16:20:53
JBlaombarg




D 6/21/00 91 EDMO  EENEISHs ,
2 9720700 91 EDUC  EENIENS (2.105)7.350 7.409 7.330 7.509

—————

2

O

Delayed wonitoring enabled DG48 Comdty EDSEF

n <Page> to scroll contracts, n <Gp> for history, 58 <Go> tp save defaults

TMM EURODOLLAR SYNTHETIC FORUWARD RATES
16:20 Date Days [fff [Rast fRetes+ B EHE B EAR K@
Spot strip 79 Front b ) 63 6,957 7.211 7.108 7.434 7.58(
?.177 ?.32? ?.267 7.475 7.6

2 12/20/00 91 EDZ0 [FENs 71500 - 7.253 ?7.453 7.451 7.453 7.534
® "3/21/01 91 EDH1 CPAEEls ?7.2P50  ?7.332° ?2.510 7.463 ?.475 7.5 [

8§ 6/20/01 S1 EDMI 7.3050  7.383 7.530 ?.470 ?7.481- 7.570

5 9s19/01 91 EDU1 EPMXEls ?.3250 ?.413 7.523 7.466 ?7.480 7.584

D 12/19/01 91 EDZ1 EPAEHYs 7.3p50 7.400 7.506 7.443 7.463 7.599 [
§ 3720702 91 EDH2 [FRQIMs 7?.3000 7.357 7.487 7.440 ?7.440 7.615

9 6/19/02 91 EDM2 7.2800 7.337 7.469 7.433 7.428 Exchanges:
i -9/18/02 S1 EDU2 7.2600 7.344 7.456 7.433 . Iri, StiX
1) 12718702 91 EDZ2 (FA(Els 7.2950 7.329 ?7.443 7.433 FRA and Bond yl
@ 3/19/03 91 EDH3 [FAEMs 7.2300 7.2%6 7.443 7.449 Daytype ﬁ?fﬁﬁ
1D -6/18/03 91 €0M3 [EPARINs 7.23000 ?2.293 7.454 7.464 Frequency § [
49 9/17/03 91 EDU3 [EPA{Els 7.2350 7.332 7.468 7.482 m-mkt yiel

Start End  daus uvears Front! stub Back =~ stub Bond yield ACT
] 7 0 daws - 7.019  7.032.

/ -0 days 7.236 7.586
Wy, 10 daus 6.442 6.297
WY, 41 daus 6.535 £.406
._%5 79 days MR 72 days 6.530 6.477

O 9/ 1/00§ 1518 0
3 999 BLOOTBERG N ( SO0 London:171-330-7500 Hew York:212-318-2000

s oporr 226 gqaheggzxg?%z Tokgyo! 3-3201 -8500 Sas Pautar 1f-3048-4500
et -, 12— -, 12 - aulor - -
s ¥ 1646-66~0 30-tar-00 16:19138

§Blaomberg
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| - . '
CHELP> for explanation, <MENU>- for similar functlons. DG48 Corp HS
USE (HDF) TO MODIFY YOUR HISTORICAL DEFAULTS . - ;
HISTORICAL YIELD SPREAD PRGE 1 OF 7 - =
. SELL LIBOR-USD FIX 12 MONTH ~ psk - (6.960 ) -
RUY PRIME. USA . . | S Mid (9.000 ) »
- [RANGE EEZRIEE] T0 Beli2] o SHElLBUY o L A -
| PERIOD | TIME FRANE ©(N=NY, F=NY 93, L=LONDON, T=TOKYO) |
- | SPREAD Y P=PRICE OR E=P/E |VALUE ~  C - C (O=OPEN,H=HIGH,L=LOU,C=CLOSE) ¥
A YIELD -C CONV/SEMI-ANN/ANN | MARKET A M (B=RID,A=ASK,M=MID) (™
- Enter KCO)" for ‘ogpmded view, — . _ 1250 Enter 2¢C0> for éxpanded vie.
DT | ; ~STATISTICS .
{zs MEAN (AVE)  202.63 i
M, [EDIAN . 199.63 |
: 1% kpev - 13.5834
| | - _ 1,5 DFF AVE BPS 1.3661
| [PACE FOR GRAPH/TASLE - J a1 DFF AVE SDev  .1008 e
| e & 0 L b el B dyso PERCENTILE  ° 62.4
: 1S 29 12N @26 100EC 24 7Jeos 21 4FEs 18 o 3MaR 17 L
S SUMRRY . . " TICCURRENCES -
"+ | CURRENT ~ 204 171.00 TO - 183.60 3= 2.4/ § N
| avERRGE 202.63 | 183.60 T0 196,20 43=34.1% N
loFFave 1.3661 | 1965.20 10+ 208.80 42=33.3% L
HIGHEST 234 ON 11717799 208.80 10 . 221,40 27=21.4% [= N
LOWEST 171-ON . 2/ 2/00] 221,40 T0 - 234,00 11=8,72E2 . L
ORM ] U-CAL:VALUATION. - (BUY § o = o s to] W
P e fon1509-275-3000 " Singopore:226-3000 g@;a;%%ﬁg&sn ) Tok33=3-52(_31_:_§;oc;:s“-6_&23%2;@53':__156503?}2??3,

. R——

Ceemess
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GHELP> for explanation, <HMENU> for: similar functions.

]
-1
i
i
i

/410/2’49@: x 3

|
LiBef

i

USE {HDF} TO MODIFY YOUR HISTORICAL' DEFAULTS

.

,

23)
SPREM

D648 Corp HS

Py, me— pe—

HISTORICAL YIELD SPREAD pacE 1 OF 7
SELL LIBOR-USD FIX 6 MONTH. | Ask (6.520
BUY PRIME USA Hid (9.000 )
TRANGE NIFETEE 3/00 SELL BUY
PERTOD [ (D-U-M-Q-Y) | TIME FRAME (N=NY,F=NY 9-3,L=LONDON, T=TOKYO) {
SPREAD Y P=PRICE OR E-P/E |VALUE ! C C (D=DPEN,H=HIGH,L=LOU, C=CLOSE) |
JIELD C CONV/SEHI-ANN/ANN | MARKET ~ A M (B=BID, A=ASK,T=HID)

260 Enter 2(G0) for exponded view.

Enter 1<C0> for exponded vieu.

...........................

...................

SIATISTICS !

-1 a4 PHERN (AVE) . 232.89
] MEDIAN 235
Shev - 11.36%

-

{= DFF ave BPS 15.1503

liBleornbare

gggg%g I=CACTVALUATION _ (BUY| 3 U (SCLLY TR o = iz
ot ace ton: 609~279-3000 ..Singcpgrtlzgg-éﬁm v 2—97 7-8686 Tokuo-é?ﬂl—s‘;‘{xgs-is-“ Plo:il—‘Sﬁ;s—a

ll preyp— ; ; OFF AVE SDev  1.3326
P e - i 1.0 PERCENTILE  95.24
s 20 12M0U° 26 100EC 24 7JANOO 31 4FEB 18 3R 17

SUTFARY , : OCCURRENCES
CURRENT 248 . 211,00 1O 220.10 24=19.0% = -
AVERRGE 232.85 570,10 T0- 228.20 27=21.4% l
OF AV 15.1503 | 229.20 10 238.30 20=15.9% I
WIGHEST  256.5 ON 3/23/00 238.30 TO  247.40 49=38.97
LOUEST 211 ON 10/22/99 247.40 T 256.50 6= 4.8/ , ]

o

AL
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<HELP> for explanation, <MENU> for similar functions. DG48 Corp HS

"' USE -(HDF) TO MODIFY YOUR HISTORICAL DEFAULTS
HISTORICAL YIELD SPREAD PRGE 1 OF 7

SELL LIBOR-USD FIX 3 MONTH . psk . (6.280 )
BUY PRIME USA . o o Mid- . (3.000)
29799 T SELL BUY
'PERIOD [ (D- I L TIHE FRAME . (NNYLFNY O- 3, L=LONDON, T=TOKYD)

SPREAD Y P=PRICE OR E=P/E {VALUE .. C- C (O=0PEN, H= HIGH, L= LOW,C= CLUSE}
YIELD C CONY/SEMI- HNN/HNN MARKET i} Ao (B= BID A=ASK; 1= HID)

c0
Enter 1460 for #xpanded view. y 300 Enter 2(€0> for expanded view.

STATISTICS

[FRGE FOR GRAPH/TABLE

................................

Do b b T ] ] JEDIAN 2404

B e SR P U ARAREY Ahn s o ¥ LA AR SDev 21.2589
na DFF AVE BPS 31.864]

T DFF AVE SDev  1.4989
i . i . da00 PERCENTILE 95724

13 29 12HOU 26 10DEC 24 7JANOC 21 4FER 18 3MAR 17

I Y A R I R R R St B S

SUFARY " BCCURRENCES
CURRENT 272 1 202.75 10 . 217.28 27=21.4%
AVERAGE - 240. 14 517.28 T0 1 231.80 9= 6.31

OFF AVE 31.8641 | 231.80 T0 ;246,33 42=33.3
HIGHEST ~275.38 ON 3/22/00 246.33 T0 © 260.85 17=13.5% [ ,
LOWEST 202,75 ON 10721799 ,260.85 10 | 275,38 32=25. 4z == .

®

EERE TR }z-'¢~r;§->~}--4f- 4275 MEAN (AVE)  240.14

E

NORH T U-CAL: VALUATION — (BUY] ' YRUSELL J o & s s 1w

Frifcelon 609-279-3000 Si s 226~3000
rince lon' =, ~, : o
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CHELP> for explanatlion, <MENU> fcf similar functions.
USE (HDF} TO MODIFY YOUR HISTORICAL DEFAULTS

HISTORICAL YIELD SPREAD PAGE 1 OF 7
SELL LIBOR-USD FIX 1 MONTH : : _ fAsk

(®) |
(23

SPpRe#d

DG48 Corp HS

(6.133 )

DA

T SELC BUY
. TIME FRAME ~ °
SPREAD Y P=PRICE OR E=P/E | VALUE:

BUY PRIME USA i Mid (9.000 )

(N=NY, F=NY 9—3,L=LUNBUN,T=IUKYBJ[
C C (0=0PEN H=HIGH,L=LOW,C=CLOSE) |

YIELD C CONV/SEMI-ANN/ANN | HARKET A M (B=RID,A=ASK,=HID) l

Enter 1¢B0> for exponded wieu.

-y

................................................................

rmce FOR CRAPH/TABLE J .

300 Enter 2¢E0> for ¢ ed vieu]
sl STATISTICS

- 250
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MEDIAN 282.5
SDev - 29. 166
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15 25 12w0U 26 100EC 24 700 P1  4FEB 18 3R 17

SUHMARY
CURRENT 286.75
219.03 10 237.05 =
OFF .AYE- - 18.9828 237.05 70 255.08 =
HIGHEST  291.13 ON 11/22/59
LOWEST 201 ON 12/24/53

NORH [J U-CAL:VALUATION _(BUY|
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201,00 TO 219.03 20-=15.3% =3
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Hid ‘[9 000 )
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LAST 298 261.00 TO i299.00 71=55.0%
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HISTORICAL YIELD SPREAD PAGE 1 OF 7

SELL FED EFFECTIVE ' | Mid {6.070 )

BUY | TBOR-USD FIX 12 MONTH ﬂSk (8 960 )
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Enter 1¢60> for exponded visy. - : - 1200 Enter 260> for expanded viey.
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<HELP> for explanation, <HENU> for similar functibns.'.
USE (HDF} TO MODIFY YOUR HISTORICAL DEFRULTS
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CHELP> fnr-explanation, GENU> for éimilar functions.

USE (HDF) TO MODIFY YOUR HISTORICAL DEFAULTS

"HISTORICAL YIELD SPREAD PAGE 1 OF
SELL FED EFFECTIVE Hid (6.070 )
BUY LIBOR-USD FIX 3 MONTH Ask (6.280 )

SeLl BUY
TIME FRAME
VALUE

RANGE EEIFEIEE 10 -3/72¢/00
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FOMC IR S  DG48n M-kt FOMC

- FOMC ANNOUNCEMENT DATES

Historical Change In Nunetarg Pulicg and Vleid Curve Reactlun . f

2000 FOMC Schedule of Meetings 1999 FOMC Schedule of Neetlngs
Fed Fund Fed - ~ Fed Fund Fed
Announcement Rate Bias Tine Announcement  Rate .. Bias Time

| Start of 2000 5.50% Neutral kkkk Start of 1999 4,757 FHRRRRRRK KKK
Feb 02 2000 G5.75% Inflation. 2:15 Feb 03 1999 4.75% Neutral 2:15 1
Mar 21 2000 6.00% Inflation 2:15 Mar 30 1999 4.75Z Neutral 24115
May 16 2000 -—- - - —t—~  Mau 18 1999 4.75%7 Tightening 2:15

June 28 2000 ----- - -—- i-- Jun 30 1999 G5.00% Neutral. — 2:15:
Aug 22. 2000 —-==~ -- —- ~i1--  fAug 24 1999 G5.257 Neutral 2:15
. Oct 03 2000 --——- iy ~:=~  QOct 05 1999 G5.257% Tightening 2:15
- {Nov 15 2000 --—-- ——_——_' ~3=-  Nov_ 16 1999 5.50% Neutral. 2:15
[Dec 19 2000 -—--=- — -t—— Dec 21 1999 5.50% Neutral 2:15

' 20) US Treastries Dallg Yield Curve Changes '

FOMC Schedule and Full Text Release
21) 1996-2000 RELEASES - 26) FEDERAL RESERVE <GD>

22} CHANGE IN MONETARY POLICY 1994-1998 27) FED BIAS CHART L/ DISCOUNT RATE

23) FED FUNDS RATE CHANGES -1985-1993 28) FEDU - TOP FED NEWS
'24) FEDEEAL RESERVE <FOMC> WEB SITE - - .
25) NI FED - RLL FEB NELIS

m P,  Froankiurii6-920410 Hong Kon 2—977 B0 Londont [71-3490-/500 Hew York: 212=J18~2000
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AlB’s Current Funding Analysis :
28 March, 2000 5

Page Two
| 2%

A brief examination of funding spreads (appendixes 2-4) underlines the trend of compressing
spreads, which becomes even more ominous, considering the likely aggressive shift in the Fed
policy making method in a very short time span. The logical inference is that AIB should either
substantially increase consumer loans spreads over ! Libor, or refrain from offering 6 months and 1
yé&’?@?@j@éf@ﬁﬁi@, resorting to 3 months Libor resets (which would be 2 more managing

risk, albeit not highly attractive). If this Comnpromise would not be appealing to our clients, we
believe that a better alternative is actually available, namely, by changing the index from Libor to

gnmc.

A good look at the obvious implications suggested by interbank-prime spreads (appendix 5-9)
leads us to believe that prime appears the most desirable index to adopt. This choice can stabilize
funding cost pressures, and risk management, and, at the same time offer our preferred customers

‘fiiote palatable rates. The following practical application supports this approach. A Libor

indexed consumer loan at, let’s say, 150 b.p: spread would yield 8.02 pct. (6 months Libor) and
8.48 pet. (1 year Libor). The obvious risk is that by June 28, the 6 months Libor loan base rate
could easily be bellow funding cost, and by August 22, same could happen with the 1 year Libor
loan. By offering prime-100/125 b.p. loans, the rates will be more attractive for the Bank’s
clients, and AIB Treasury would be in a position to secure 150 b.p. spread over the funding cost, )
éven under rapidly altering monetary policy constraints, Or when/if the short-term yield curve will
drastically invert towards the,end of the cyble.

Please be so kind to afford us of your thoughts on the matter. Your feedbadk will be greatly »
appreciated.

Attachments
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,._‘-_f_ . To

_ INTEROF F_IC'E I\’IEMORANDUM k
Date : 29 March, 2000
Ex’é‘cu-tuive Vice President

Vice Pfesident,;Mafketing Officer

-~

| F:;om : . Gheorghe Campeanu - @_/v/_

Treasurer & SVFP

Subject : o Curréent Funding Analysis |

AIB Treasury’s funding function is based on solid and expert analyses and forecasting of the

interest rates environment germane to the Bank’s business universe! It is imperative that Treasug
offers alternative solutions when major changes in the interest rates environment requ:re a more
1nterest rates

flexible assets/liabilities strategy. _ :

" During the Jast few months, macroeconomic realities, U.S. credit market developments and

mmonetary policy implications have seriously altered tl'ie interest rates outlook. We have cautioned
that under the circumstances, the F.O.M.C. members waI probably be Torced to abandon their

gradualist monetary policy stance, and adopt a more aggressive posture and resort to 30 b.p. rates

hike increments. At this juncture, chances for such a $hift in method appear better than even, and

(see appendix I) the possibility of an aggregate 75- 10031) rates inicrease through late summer is
looming large. Fed funds futures and the Euro fhtureé strip suggest 1mp11ed forward rates not far
bellow those levels. ; ) nz

ATB should continue to execute its ambitious business plan and to offer high quality service to the
Bank’s customers, while at the same time msunng that its profit margins are insulated from the

' adverse funding effects inflicted by a very rapid rise in rates.

We would like to suggest that, while the funding activity is basically limited to the fed funds -3
months Libor sector (heavily tilted to 7-30 days maturities), AIB has definitely more flexibility 1l
choosing the pricing indexes on the assets side (individual consumer loans, in pamcular)

¥
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TO:

FROM:

SUBJECT:

U

L7

PPl

INC. ¢

-~

2

\

. : . . : ] DEPT: .

James P. Steele M.D. & President
_Gheorghe Campeanu DEPT: Treasurer

.. Funding Needs  DATE: 27 July 1992

Based on the ADIB Balance Sheet of July 24, 199Z. funded

assets toisiled USS 379 million. iexcluding securities on
rep o7V, out of uhlch loans represenza22 USs 311 million.

We have currently outstanding borrowings from NBAD, H.O. =
total of USs 233 million.

As ADIB is at present running substantially under budget in
outstanding loans, if the bank %wer= <T6 Teach 1LS Dudget
-targets of 500 million deollars in loans within this year. a
simple computation indicates that our funding needs from Head
Office would rise to around USS 300 million {we discounted
current outstanding borrowings from ADIA, Intelsat, etc.
which are not available most of the. times).

*
Yours,

et G




- INC.

Always the more conservative. I believe the above forecast =

‘may be erring a2 bit on the high side. .

TO: :. DEPT:  4.D. & President. "
FROM: Gheorghe Campeanu DEPT: Treasurer . -

“ SUBJECT: Interest Rates Forecast DATE: 21 July 1992 .
In response to 'HIB’s. memo dated July 13, regarding CCC i
‘guarantees, I would like to‘_of_fe'i' mv view on future interest .

‘rates (specificallyr the 3 and 6 months LIBOR universel. . b

.~ Second half of 1892 "3 1/4 -3 1/2 pet hai

= ~ First half of 1883 3 1/2 - 4.0 pct , ..

¥ - Mid 1993 - Mid 1994 1.0 - 4 1/2 pct ¢ - P

- Mid 1994 - Mid 1996 ‘2 1/2 - 3 1/2 peu hl

E-OE ET
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DAILY STATUS REPORT
ACCOUNTING DIVISION

CLOSE OF BUSINESS: 7131/00 -

L. INCOME STATEMENT FOR THE CURRENT MONTH TO DATE:

7131/00 7i28i00 NET CHANGE

INCOME )
. ) /‘ ™~ . ) /""_-\-\:
Nat interest Income: : { 476.101 - 429,776 { 46,325
" { Feesz} : 200,119 184,879 15,240
—""‘--._l: - ’ ) p ’
Recoveries: - : ' a 0- ] ‘.
Foreign Exchanga Income: . -~ a7s 1,048 (69)
EXPENSE ’
L _ -3 )
Operating Expense: 74,654 73.534 1,120
Staff Cose 112.840 112,820 0
Performance Award/Bonus: 10,000 10,000 0
Depreciavon/Operational Costs: 5,739 " 5,739 )
Handling charges: S 6.690 6.690 0
Management Charges: ' 32,167 32,167 .Q
Taxes: S g 15,000 10,000 5,000-
Provision for BED: _ - 0 : 0 0

7 o~
NET INCOME s ((420.109) s 364,733 @;75,'
_ —




ASSEYS: |

AC1Q0 Casi -

AQ200 Federal Reserve Bank
AQIDE Dus Cvom Banks

AQ4DB Banks - Nost:é

AQSDB Banka - Time

AQSD8 Lnterbranch

AQT0B HO Treasury

AQSDH Total Due Fiom Banks
AQ900 Federal Funda Sold

ALOFR Floating Rate Nates

ALLFR FRMs - Danks

Al2FR  FRs - Others

ALIFR Total Floating Race Nates
AlaLN. Loans

.ust.r{% Banks

_ALGLN ,, Gavernment

SALTLN Corporace

nar'.s.:‘y Combercial Real Eacace
- ALILN Pgt!cﬂal

A20LN  Perscnal Real Estace
AZILN Cverdrafc -~ Govermm!:A
A2LN Overdzaft - Corporace
A23ILN Overdraft - Individuaal
AZ4Ly 8ills Discounted

AZSLY Tazal I.oa.nu n

AZ60¢ Allowance for Loan Losa
AZ700 Nan-Perfozming Loatts -
AT800 Acorved TASSTEST Receivasle
A2500 Premises & Egquipoent
AJQ00 Cuscomer Liab. 'on Acsspraice
A3100 Real Escate Quned

A3200 Ccher Assecs

-A3300 TOTAL ASSETS

Congolidated Average Balance Shesc

{000°s Omizted)

31/07/00 Thzough 11/07/00

LIABILITIES:
21§ L3400 Demand Depoaits
1,112 L3son . T Govermment
o L3SDD  Ocher Emirates & Fedéral
105 - . LITOD ©  Other Governmencs
‘o LisoD Public Sector
g © 70 - LI1DD - Privace Sector .
46 . . LAQDD Toral Dewand Dgpcai:a\}
151 141CA Call Accouncs
Q TAZCA - GoverTment
} I43CA  Privace Sector
53,895 o r..ucaj Margin Accounts
52,992 o CL4ASCA Toral Call Agcouncs
116,887 LA6DT Deposica - Time
LA TOT Head Qffice
14,089 L4BDT  Banka
1.941 : L49T  ADIA
140,383 Ls00YT . Govexmment
1,606 ' LSIBT  Privace Sector
Ta3s L$20T  Intechranch-
1,504 ] LSIDT Tocal Time Deposics
6,112 o L5400 Federal Punds Purchased
w : L5500 Accried Interssc Payable
0 - L5600 AZCepCances ' ‘
915 L5700 Other Liabiliries
186,696 L5800  TOTAL LIABILITIES
{9.736% . caerzaL:
CITesT
93 CS300 Capizal Steck
4066 . 5080 Capiral Suzpius )
a 6100 Unrealized Loss Securicies
4031 C6200 Recaised Eatmings
316,058 <5300 Total Sharetolders Equicy
TOTAL LIABILITIES &

SHAREHOLDERS EQUITY

L/C COMTINGENT LIABILITIES & RISK PARTICTPATIONS

157.000
20,000

703 v
252 p——
{ 2.312 H
a
‘o

513
b

65,091

539 EE&
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LIS-# P pame O ot RATE | RATE . j oursTANDING 0
T e e Y FAPTChat i o O RTINS SN FRRRIN P e faui
99077-3 'HANABANK. 'BANK :  1/16/01: 1831 9.16400 ; -2.2500: 6914 : Y047 $3,000000000 1
TBA-31  INBAD-TALAAT HARB e i _tsrt 2a7 903608 1 1.0000 | 03608 : 81103} $359,52531 | the |
TBA-32 iNBAD-TALAAT HARB WC L 3n0n 250. 908203 1 1.0000 | 8.08203 | _3fzwm.- $393,476.70 § 239
. TOTAL LIBOR PORTFOLIO _ 725161 05765 6.675) '$181.300.529.23

' o ¥
FRNPORTFOLIO—Banks o . o R
27754 7. )P, Morgan&Ccr ine. TIFRN 3 smoo- 29 4 6.:9500, 0.1500; 66451 a/ijoa:- £10,000,000.00 - Ihif
2774 'Cmcurp “IFRN. % 8/14/00] 33- 6.78000 ¢ 0.1500 3 6.63 1 11/12/02% - $5.000.000.00% 14 :
27642 iChase Manhattan Corp. RN 814007 o1 687000 1 01500} 672} 2113/03; 55000000003 1
27641 »BankOneCorpFRN FRN ¢ 8/15100: 92. 6,84500 01250 6721 snswu $5.000.000.00 1 1!
790 -US Bank NA -Mimm . FRN 1 816100 za_- 67_80005 0.1500: 663 12/18/02; ... 55,000.000.00 :‘_ R
27119 Wells Fargo Co. FRN , {FRN 1 9/15/003 92} 701000+ 0.2000 1 S81: OASALL  $5000,000.00 | a4
7012 . iBank of America FRN [SJICED] IFRN ! 9/20100- 9 700188 1 02400 | 676188 | SRS $3,100,000.00 ¢ Sl
27735 iBank of America FRN FRN. 1 9201003 91 | 7.00188 | {02400 : 676188  , 512501 $1.900.000.00 ; ST
27743 -Ba_nk America Carp FRN ¢ 9/25/00- 91 : i 683500- 0.0625 ;" 67725 ! 324103 35 00000000- 56 .

27785 ‘FIeetBostonmec:a.i ‘FRN Elofwoo:' 94, 6.88125 |
'iﬁii:""";ii{cﬁ;na Bank PLC TFRN
s S oot
27784 iBarclays’ Bank Lud. GFRN
TOTAL FRN-PORTFOLIO—BankSr 6.87705  0.1521 6.725 554,006,000.00 o
B
2412) e il
FRN PORTF OLIO-Others( CE;RPDH . : ;
12691-373 'Ashland Inc. :FRN [ 8/14/00; 911 7.32000 + 06000 6727 214/03: $20.000.000.00 ¢ r4'__-"-
3061001 TRANSOCEAN SEDCO FOREX {CORP | 8fz4roo' 4317243000 08000 6445: s24/030 812,499,743.02 ¢ 24 |
JBA-02 . iUniversal Corporation ‘CORP | 3/30/00. 92, 1777501 09500 68275 28050 | $10,000.000.00. 1 30
9703713 oFordMotarCredu iCORP | 9/15!00, 92 701000 1 02000 641 s 12720002 $5,000,00000 ; 46 |
0019-01 'GOODYEARTIRE&RUBBER CORP 9/15/00: 59} 746020 : 0.8000 } 6.6602 1 5/13/03; $:omo.ooooc)n 46 5
99074-03  :Maine Investment Limited IFRN 1 o/18/000 93 746500 1 07500: 6715} 1/17/04: $5,491,800.00 |
.TOTALFRNPORTFOL!O—O(hm - o 7.38804  0.7083 6.680 - $62,991,543.02 D
Jul 00 - LOANS
8300 16:18 AM
3r4
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-
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L i i/mo i ! NOTE -SPR.EADE Base i/ 0 i { Days
LIS+# b oAty 1CYCE RaTE © RATE § RATE i MAT. 1 OUTSTARDRG ’,Mu[
: : : ; : “DATE : :
'b'zbbﬁb?"'-h_’{ési&_a """"""""""""" : Ebk’ﬁ‘:"'éic?éb'g"'zb"5'?5'.%866&"5"6’;’2’5'6'5‘ "'5333"“ Zemgs  510.000.000.00 1 4 ¢
9907242  IWESTRNGHOUSE ELECTRIC CORP : ®/4i00; 30 735000 ¢ 0.6000F  6.65 5 1213402 $1.250.000.00 :
97058-148 EWASTEMANAGE%ENT \CORP | w9M0! 0. T68TSO 10000% 6687Si AL 375000001 9 [
30996-30 ICOASTAL CORPORATION icorp | wion: 271 sssooni 02000} 665) Biomsl 55000000001 10
97058-149 1WASTE MANAGEMENT 'CORP ; 87144007 31: 7.62875 ! 10000 : 662875 8702 $780.000.00 : 13
. 99072-43 WESTINGHOUSE ELECTRIC \CORP i ®14/00% 31 : 7.23000 060000 663 12/13/02; -/ggm; 16
TBA-06  iDELTA AIRLINES.INC ICORP : 815007 92 739500 ; 08750 6721 v \}_sis.eoo.eeogo/': 15 [
TBA-06  :BRAZOS OFFICE HOLDINGS ICORP} ST 51 69870 030000 6.6875; e 52000000000 3 17
97058-150 ;WASTE MANAGEMENT 'CORP i WB/00; 30 7.68750 ! 10000 : 6.6875: &2 5100.000.00 1 18
9905245 COMPUWARE CORPORATION ICORP i 8721/00i 32 7.87500: 1.2500 : a.ezs' 3t ﬁw 21 i
. -95450-71 (MERIT REALITY : IBANK _s_:_z_l_f_goi' 327 7030001 030000 . 663 msms- Ifssuanisuoee s 2t
. 97053152 'WASTEMANAGEMENT . —  CORP i RZ100%. 32} 768701 1.0000 1 668751 smuz- 315000000 1 21 §
9907244 - {WESTINGHOUSE ELECTRIC icorp } snu0i 1% 73000 ] 06000 6631 1130 $100000000} 21 {
97075-156 CONNECTIV INC. iCORP § 82400} 31 6955001 03250 663 233 51500000001 24
9504/-86 PUGET SOUND ‘CORP | &24000% 27 6.77000 ¢ 0. rsoa- 6.62 'wzmjo‘ SI0000000002 2% T
50116-88 :Samco ICRE 1 &Zei00} 31: T.87S00 1 125441 662063 : 12319} SI0523.09 1 24 {
303713 [OCCIDENTAL PERMIAN LTD. 'CORP § 2507 60} 7.69875 1.0000 | 6.69875 5 annost 390922731 25 1
99072-45 {WESTINGHOUSE ELECTRIC lcore § 2si0} 30} 7.22000 ] 06000} 62} 11302 $4.000.00000 3 25
. 6907246 WESTINGHOUSE ELECTRIC 'CORP : 8729/000 32% ~.22000: 0.6000 % 6627 1211302 $750.000.00 : 29
9607345 :COS-MAR CO. {inL 11513234} ICORP & 83100; 31: 6745001 0.1250F  6.62° 8HOL SI0.000000.00 1 31 {
| 98050-52 :GEORGIA PACIFIC ‘ {cORP © 851001 31 687000 02500} 662} on9m0}  $10.000.00000 1 31}
00408  SOUTHERN ENERGY.INC icorp | n10 31 7495001 087501 662 F 102000 51000000000 1 31 i
9505233 {COMPUWARE CORPORATION TCORP . oS0, 184 ¢ 7.625001 125001 63751 WM Sraeat as[
99052-33 .COMPUWARECOR?ORAT!ON CORFP & 90.0-"00:. 184 7 7.62300 % 1.2500 6.375 ¢ 81]!‘03; Si GiEHIJI: 51 .
303714 {OCCIDENTAL PERMIANLTD. __iCORP | onmenol 92 TT72S0: 10000% 67725 NS 53045356371 57
%456 REFUBLICOF TURKEY | IGOVT | 10/10/00; 181 -"5'13<oo- 620 6S1E MM 525000053 71 I
99052-36 icomuwmgcommnon CORP } 10/24/00% 183 TRI250 ¢ usooi 6.5625 amos: $355.555.56 1 85
30371-3__{OCCIDENTAL PERMIAN LTD, 'CORP 10260005 92 : P saroasui9l 871
8266 T“’é’ﬁéﬁé?ﬁé’rié&co TGOVT | 11910 FTTTTSIG6s922 1 101
99052-39 ;COMPUWARECORPORATION :CORP : 11/13/00° SR RERR)] 3 105
9905241 'COMPUWARE CORPORATION __ICORP : 1173000} 5833333337 122 ¢
ToA0?  IWILLIAMS COMPANY Eco'a'ﬁ' 'Iiifirb'o:""' s T E 5000000 1 136 ¢
9905244 iCOMPUWARE CORPORATION iCORP § -12/19/00: sassgeses m[
TBA-03  SWILLIAMS COMPANY icore | 122700} :" 52500000001 149 ¢
331997 iGovt of Egypt (116,153.84-63,475.48) [GOVT § 13001 : : im0t S5467836 1 156
TBA-04  iWILLIAMS COMPANY ICORP i 1/1201: 184 7.50000 ¢ 1.0000 ; 691 2M3: $3.750.000.00 ; nss[
J=d 00 - LOANS
&3:00 10118 AM
zis L
13
/|
i ..



e
1.
$181.300.529.23  6.675% 0.58%  7.25161 TOTAL LOAN and SPREAD" _ )
. . S62991,543.02 6.680%. 0.71%  7.38804 TOTAL FRN and SPREAD 0.70833 - :
oo " o -
BOOK COST 6.629 LOAN REPORT _
LIBOR-i MO 66206 ) o
DATE: 31-Jul-00 T
LIS-#: OUTSTANDING *
'56566'-55"1.1-&&,0@& Humaid Bin P BI00T 5118375007 175047 6.62063 § - 3/8/00: Sio77570 W
31165-39  Abdulrahmom, Hassan PPRE 1 8/100: 30! S-IEOO: 15044 662063r - 9f1/04; 5179,228.11 )
3155769 Ahmed, TrahimA. P w00t 310 76250+ 19044‘ 6.62063 1 471402 $716.01 | |
30834-69 - Al Alawi, Ahimed Al Hassan oo B/u00; 311 TT500 11294 6.62063 | 71403 81601629 jg
3204869 ' iAI Hameki, Abdulla AP D BA00T 31 R0000: 13794 6.62063 ) - 4102} $11490.17
3076369 Al Junaibi, Hamoud Abdulla P 1 mwol 3 700000 o379e  6.62063 & 771/03% s17816.00°%
“31940-89 m Mazzooei, Salem IPRE ' 8A1/00° 31 7.75000} L1294 | 662063' 2 5377;309.69'%?
30594-89 AL Mchairbi, Mofmmed PRE § 81000 0} 812500} 15044] Ge2063} anwst S167,793.91 ©
3148769 Al Muhair, Eissa D a00t 31: 5000001 13794} 662063} 708} 1206097 3
3021969 'AlNaqbi Ali Salem P 1 B0 311 825000 1.6294 % 6.62063 P71 711 F 5212973 |
31003-69 'Al Suwaidi, Mohamed H.’ P PO1/007 317 850000 ¢ 18794: 6.62063 1 * 171700 | $3,734.84
3UTI7-89  Alzzabi, Saced Rashed O, Saif PRE 1 8000 31} 7750000 11294 ]  6.62083 § - 117104} $146,849.66 1
4625289 iCamel-Toveg, Karim PRE 3 8001 311 775000 11294 6.62063 } 11/} - $119909.37 F -
50394-88 - :Cathedral Tower ICRE 1 8M1A00F 31 637500 -02456. 662063: 8111291 . SIS38307 . |
50848-88  Cranstal Woodbridge ICRE " 810} 31 :10_30000 3.8794 °6.62063 i 5/2/00 $492,130.13 ﬁ
5002788 [EMB.UAEMILITARY ATTACHE iCRE ' © 8100} 31 ' 3.00000 13794} 6.62063. -11/30] $250,000.00 §
3013969 iFuzd, Hisham Nasraz 1 wuwoel 31} 80000} 13794.1 6620631 711403} 151520
51632-69 Hamad H Al -Habsi P 000 31 700001 0379 } 6.62063 ) 03 msnsuﬁ
50278-90 -Hcgazy ibratim PRE § 81003 31} 7.00000 03794} 6.62063 1 3M1/020 $17,125.00 }
50278-89 'Hegazy Torahim . 5‘91;5 smoog 31 757500' 0.75‘44§ 6.62063 gAMOZE - - -—_521,325.66l ;
31067-88. {LIBERTY WORLDWIDE [CRE 1 8/1/00; 51} 7250001 06294 662063 | (T2I03) .  $437,51002 | |
- e . , b 31t 80000 | ;i g:j 35570 M
50429-69 Mahmood Batigh Saiwa Aida P L B00 31D R00001 137941662063 F T0N0%; 51409761 |
.30530-6%  :Mohamed Al Qubaisi :P ;81008 311 8.5000 1 1.3794.1 ‘6.6205_35 TH04; $16,500.00 1
3188869 -Morgan Kiaire Wairib PP 000 3T OT75000% 112941 6.62063°  9nsozi $9,721.97 ¢ |
50376-89  iMoussa, Fateen iPRE 1. 8100} 3117750000 112947 662063} HAss} - $124,644.10
60089-BH {NBAD-Main Branch WC Y w1000 1} 9350000 9.5000 Hegazy, It * 81100} $162;202.08 1
50090-89" iNoar, Dahir & Yousef Shukri PRE | w100l 1} 775000 L1294} 662063} 10107} $31,059.51 -,
31708-89 {Rashed Al Hajexi PRE | 81400 1 ¥ 7Is000 11294 ] 662063} 73t $322,121.93
50116-88 iSameco iCRE smoo- 1 E'T‘TSOOO. L 1294. 6.62063 :' 11719: * staTazsas W
... 9907247 'w&srmcnousmc GCORP :  B/00:. 4% 9 '
93023 35T {UTILICORP UNITED ICORP.}  &/ziG0: 4.}
LT~ ICOASTAL CORPORATION . iCORE-E 8300 90}
.
- i T AL s [ oo
. I ;. . "“ “
' bad
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LIMITS

2 @

Following EC sanction for new gap limits the following global and
allocated limits have been proposed in a wav to give greater
control on a fixed limit system.

removed totally and the completion of returns will be on z _net
cuma Ve inflow and outflow basis to include all money market

That is, the 3% method has been

poSicions as well as forward toreign exchange all on a per
SUrrency basis, all expressad in U S deollars bar U K sterliing
witich is expressed in Pounds :

4
S 1t
6 "
7 11
8 1
g
10 1"
. ll i
12 ' "

Over 1 Year

7;E@u Cuﬁﬂd&ﬁFWQi

Gioba.l

1.500

1.500
1.400
1.300
1.200

1.100

1.000
900
2800

.700
600
500
400

30

U.S. DOLLARS

—
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P
a~ =
Fne e

1.250
1.250
1.170
1.100
1.020

940

860

780
700
620

~

oo
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]
Wt
o

130
120
100
20
80
70
60
50
40
30
25

20

48
38
28
23
18
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U K STERLING

- Period _‘quba'l TR R PaliEalic . L =
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E. E E. o E K. E_ E E  E K
*GRGFOIALS Qleaved balance QAP Limits Report 31 Jul ¢
Bank Wide

ASQETS LIABILITIES GAP/DREAK EVEH PT.
Libor Loans FRNB Prinie JDFR/EFS/ Hoat ro hyser Total bace FFP/REPO/TD/DDA GAP

AMT RATE . AMT RATE. * MAT. . RATE ad RATE i AMT RATE ANMT RATE
$0.566 7.81% $0.556 7.81% 24/10/00 §0.556 7,810
§3.110 7.71% . $3.110 7.71% 26/10/00 $3.110 7.71%
$4.191 7.65% §5.000 6.88% $9.191 7.21% TOTAL MONTH 3 $5.000 6.741 $4.191 7.82%
$1.363 2.75¢ . $1.263 7.75¢ " 09/11/00 §1.363 7.751
$0.111 8.19% i $0.111 6.0 13/11/00 $5.000 6.7 {§4.4069) L. 741
$0.841 8.11% $0.831 .31y SJu/iifon $u.u1} D31
$2. 3t 1.9 $2.307 7.9  TOTAL MOHIH 4 §5.000 6.7 (52.693) 5.74%
83,1 #.00% , $1.750 "'8.00% 14/12/00 $1.750 6.00%
$0.444 6.19% $2.000 7.10% §2.444 7.30% 19/12/00 §2.444 1.20%
§2.500 7.940 C $2.500. 7.94% 27/12/00 §2.500 7.94%
$6.691 7.99% 52.000 7.100 §8.654 7.79% TOTAL MONTH & $68.694 7.79%
$0.118 5.43% "s0.118 . 5.43% 03/01/01 $0.118 5.43%
§3.750 7.50% $1.750 7.90% 12/01/01 $3.750 7. 90%
$3.000 9,164 $2.000 7,108 $5.000 6. 34 16701701 : $5.000 , 8.3
§0. hep 9.044% 50.360 9.04% 19701 /01 $0. 900 NITA
§7.2:0 B.44Y §2.000 7.10% $9.220 8.151 TOFAL MOWTI & §9.224 0,154
§0.441 Y.00% 50.391 9.0 24030l S0.3v1 Y. ou
80.3u1 9.00% $0.193 9.08% TOTAL MONTH 50,393 u.00%

£100.737 7,24% | snd.oe2 774 §19.992 0.79% | $317.720 6.01% GRAND TUTAL $300.094 6,044 $9.627 ITRRLL)

v
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*GRGPD3IAL* . Cleared Balance GhP Limits Repbrﬁ ] . : - o 3t-Jul-00
Bank Wide
_hsgETY . ‘ : : T : ) LIABILITIES . GAL/BREAK EVEW PT.
Libor Leans . Lo FRNs Prim F&/Hestro haget Total EFP/REPO/TD/DDA GAP
© AT RATE 1 . aMr RATE 2 . RATE hwe RATE aMT . RaTE AMT RATR
$2.771 7.50% $10.000 6.80% $19.742 - ‘0.68% $32.513 san 0 .oizosroe - [ se7.s79 4.58% | {$55.066) 5.41%
510.000 . 6.83% - : . ’ $10.000 6.83% || 02/08/00 " §0.011 5,00% $9.989 6.83%
§0.375 5.683% ' ' ' ' » $0.375 6.83% 03/08/00 : _ §0.375 - 6.83%
$11.25¢0 6.81% $11.250 6.81% 04/08/00 ' ) $11.250. 6.81%
‘§0.011 5.38% : ' _ o $0.011 8.38% | - 05/08/00 ' $0.011 8.38%
$0.375 7.69% |} , ' ) $0.375 7.69% 09708700 $45.000 - 6.63% | ($44.625) 6.62%
$5.000 . 6.85% : j . §5.000 6. b5} 10/08/00 R ; 55.600 6.85%
$1.280. Lﬁ} $10.000 7.164 - §31.280 7.1 " st/08/00, - $45.000. 6.633 {513.720) 5.39%
$18.002 7.60% 5000 - . 6.854 o $23.002, 7.43% ' 15/08/00 $62.000 §.61% | (4$18.998) 6.13%
' ' §5.000 6.78% ) . $5.000 6.78% 16/068/00 ' $s.000 §.70%
$20.000 6.99% . : : 520.000 6.99% 17/08/00 $35.000 €.63% 1 ($15.000) 6.15%
§0.100  7.69% s . ' $0.100 . 7.65% 18/08/00 - $10,000 . 6.63% | (ss.500; 6.62%
$35.762 7.15% $35.762 7,15 ) 21/08/00 - - ) ‘ $35.762 7.15%
“$0.001 7638 | - ‘ ' ‘ , .$0.001 7.63% || . 22708700 . o §0.001 7.63%
$0.141 7.88% | - ¢ ! ‘ $0.141 7.88% . 23/08700 : , $0,141 7.88%
§11.500 6.79% $12.500 7.4%& $24.000 - 7.13% U 24/08/00 $13.000 © 6.60% $11.000 7.76%
§7.391- 7,44y . ) $7.391 T.oaay || 35/08/00 o . . g s7.991 7.44%
§0.750 7.22% R . ' $0.750 7.238 | 29708700 o .$0.750 7.22%
_ §10.000 7.78% $10.00¢ 7. 784 10/08/00 . . $10.000 7.78%
$30.115 7.04% ' $30.118 7.04% 31/06/00 “s0.122 5.50v | $29.993 7.01%
$154.822 7,314 §12.500 7.19% $19.742 0.68% | $247.064 6.62% . TOTAL MONTH 1 §297.712 6.02% | ($50.648) 3.09%
) ‘ 08/09/00 "$0.010 5.50% | (50.030) 5.50%
§0.444 7.63% $20. 000 7.24% - : §20.444 7.24% 15/0%/00 " ] s20.443 7.2a%
‘ $5.492 7.47% 556.492 " 7.47% 18/09/00 . . ‘ $5.492 7474
$1.611 7.63% §5.000 7.00% ) T os6.611 7.15% . 20/65/00 : 56.611 "1.15%
$5.000 6.84% $5.000 6.83% .26/08/00 ' ] §5.000 6.83%
.$3.045 T.11% ' N ) ' §3.045 7,174 26/09/0@ : $0.009 5.50% §3.037 7.78%
' ; ' o ' : ' 29/09/00 $0.343 5.25% (50.343) 5.25
S ‘ . 4 so0.250 9.50% |  $0.250 9.50% 02/10/00 = o $0.250 9.50%
$5.101 7.71% §$35.492 7.18% $0.250 9.501 $40.0843 7.26% _TOTAL MONTH 2 - $0.382 s.28% | s10.462 7.28%
§0.525 .04 | ) ‘ 50.525 . 7.14% 10/10/00 : '50.525 7.14%
_ §5.000 6.88% | $5.000 T 688y 16710700 - $5.000 6.88%
) - o K '_ 2u/i10/ao . §6.000 6,748 1§5.400) 6.7‘1\“J
o Sl =t £ . R T g s SSnany Sy Sl 3
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¢GROPOIAL* ) L . ' | Cleared Balance QAP Limits Report 3i-Jul-00 i
Treasury Department :
' ASSETS . ‘ , , LIABILITIES . GAP/BREAK EVEN PT,
Libor Loans sz_‘_i.‘rpg/DFB/FFS/Nostro ‘ heset Total Date FFP/REPO/TD/ DDA ' aap )
AMD RATE . BMT RATE T RATHEY, ANT RATE AMT RATE
- ' [ : . P . ' '
§0.556 6.569 - * $0.556 6.56% © 24/10/00 $0.55¢ 6.564
531.110 6.71% . ‘ ‘ $3.110 6.71% 26/10/60 o $3.110 6.71%
§4.191 £.67% $5.000 6,710 $9.191 .  6.70% TOTAL MONTH 3 55.000 6.74% $4.193  6.66%
§1.363 6.94y ‘ : 91.363 C6.94% 0s/11/00 . ‘$1.263 6.94%
$0.111 6.94) ' " . 80,111 - T1Y 13/11/00 §5.000 6.77% {54.809) 6.77%
$0.832 7.06% ) $0.832 '7.06% T 30711700 50,833 ©7.06%
$2.307 6.98% ) T 82,307 6.98% || . TOTAL MONTH 4 | §5.000 6.77% (52.693) 6.59%

" §1.750 7.00% . $1.750 " 7,00y 14/12/00 - " $3.750 7.00%
60.444 6.94) $2.000 7.00% . 92. 444 6.99% 19/12/00 52,444 6.99%
81.u00 £.94) : £2.,500 B 10 21712400 52.500 694
56,694 6.97% §2.000 7.00% 88,694, 6.98% TOTAL MONTH S $8.694 6.96%
$0.414 5.05) ] . 80.118 5.05% . 01/01/01 | $0.118 5.05%
§3.750 €.90% ‘ v $1.750 §.50% 12/01/0) : $3.750 6.90%
$3.000 £.91% V§2.000 §.914 ‘ $5.000 6.91% 16/01/01 $5.000 6.910
$0.160 b.04Y ) 50,150 . B.04Y 19/01701 _ $0.360 8.04%
§7.228 5.9} $31.000 6.91% $9.220 6.93y TOTAL MONTH & "$9.228 6.93%
50.39) o.08y ‘ §0.393 B.0BY 27/03/01 $0.393 8.08%
$0.393 a.08y |- . $0.393 ‘8. 08% TOTAL MONTH 8 $0.39) a.08%

s180.137  _ §.69Y | #116.992 6.7y 819.992 6.63% | 9317.720 6.704 URANL TOEAL $300.09 6.61% §9.627 v, B3Y
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*GRGPO3AL ¢ . ' Cleared Balance GAP Limita Report . . ' . 31-ul-00
Treasury Department ’
AssETS . . _ - " LIABILITIES GAP/BREAK EVEN PT.
Lipor Loans . TRNS | PrimasorB/FFs/Noscre | maser Total Date . |l eeesrecosrosoon " oap
AMT "RATE T RATE | . AMP " RATE - ANT maTE | o BT RATE AMT . RATE
$2.711 7.08% | $10.000 6.65¢ | $19.742 6.63% | $32.513 (_5f57i‘ o1/08/00 || s87.579 Q;Bqt (gss=0ee) , 6.63%
$10, 000 6.60% : $10.000 6.681 0z/08/00 $0.011 5.00% FTH9EY 6.68%
§0.375 6.60W §0.375 6.60% . 03/08/00 S $0.375 6.60%
§11.250 6.64% $11.250 6.64% " ossosson . §11.250 é.64%
$0.011 '6.62% $0.011 §.62% 05/08/00 " 50,011 6.62%
§0.375 6.69% $0.375 6.69% 09/08/00 §45:000 6.63% | ($44.625)  6.62%
$5.000 6.65% o o ‘ $5.000 6.65%' 10/08700 ' - _ $5.000 6.65%
$1.280 6.63% | $§30.000 6.1 - |- 531,280 6.70% §f 14708/00 $45.000 6.63% | (513.720) 6.45%
$18.002 §.72% $5.000 - 6.72% $23.002 6.72% . 15708700 $62.000 6.61% | (53a.9%8) &.55%
‘ ‘ $5.000 " 6.63% §5.000 5. 63% . 16foefo0 - : §5.000 .63t
$20.000 6.69% §20.000 . 6.69% 17/08/00 $35,000 6.63% | ($15.000) &.65%
$0.100 5.65% ' 50.100 6.69 § - 1u/08/00 $10. 000 6.63% | 1(59.500) s 634
515.762 6.63% ‘ $35.762 5.63% | . 21/08/00 ‘ ‘ o " $35.762 6.631
$0.00) 6.62% : $0.001 6.62% 22/v8/00 _ $0. 001 G623
$0.141 6.62% ‘ _ $0.141 §.62% ‘ 23/08/00 o ' §0.141 6.621
§11.500 6.62% | $12:500 6.65% | L $24.000 6.63%  24/08/00° $13.000. §.60% | $11.000 6.674
§7.391 €.66% ; ' $7.391 6.66% 25/08/00 R $7.391 6.66%
$0.750 6.62Y N _ ‘ $0.750 6.62% 29/08/00 . ' 50.750 6,624
$10.000 6.83% $10.000 6.834 30/08/00 - o $10.000 6.83%
$30.115 6.62% . oo $30.115 6.62% 31/08/00 — §0.122 5.80% | " %29.993 $.62%
5154.822 6.66% | §72.500 .  6.70% | $19.742 6.63% | 5247.064 6.67% TOTAL MONTH 1 || $297.712 6.63% | (850.648) 6.431
_ , 08/09/00 50,030 - 5.50% | ($0.030) 5.504
50.444 6.38} | $20.000 6.74% . §20.444 g2 6.73% 15/05/00 S $20.441 6.73%
$5.4%2 - 6.72% ' " $5.492 a.72% 18/09/00 ' h $8.492 6.72%
$1.611 6.38% §s.000 6.76% : 1 se.611 6.67% . 20/08/00 $6.611 6.673
. §5.0p0 6.77% ' . $5.000 6.77% 25/05/00 : §5.000 6.77%
$3.045 6.77% v g ' §$3.045 6.77% . 28/08/00 -$0.009 5.50% |  $3.037 6.98%
' ' ‘ o ‘ ’ 29/05/00 50.343 5.25% (50.343) 5.25%
o $0.250 6.62% $0.250 " 6.62% 02/106/00° I 50.250 §.62%
,§5.101 s.61f | §35.497 6.7 $0.250 - 6.52% | 540.843 . 6.72% || . TOTAL MONTH 2 $0.362 5.28% | §40.961 ' 6.74%
$0.525 6-51y | i . §¢.525 6.51% 10/10/00 : . $0.525 . §.851%
| gse0p e | o | s5.000 16/10/00 T $5.000 6.71%
. E L L. L E ED K. E Eonol ) JE BZL ST SENY S




- 31-Jui-00

ALL OTHER TD

' MM OF
NAME UsDh
S.M. Khalifa 50.0109
NBAD-HO $45.0000
NBAD-HO $45.0000
Deutsche-NY . $10.0000
NBAD-Ldn $20.0000
NBAD-HO $32.0000
NBAD-HO $35.0000
NBAD-Ldn - $10.0000
NBAD-Ldn $13.0000
R K. Awadalla S0.1222
Shehata/Said $0.0304
Saad/Seif _ S0.0088
Mohiedin/Medani  $0.3428
Arab BK PLC-NY  $5.0000
Arab Bank-NY $5.0000
TOTAL: 5220.5150

31-Nud
3i-Jul
31<5ul
31-Jud
31-Jul
31-Jl
31-jul
31-Jul
31-jui
31-Jul
31-Jui

3tful

31-jul
3l=ful

3-fui

TIME DEPOSIT - FENAL
Mawrity Day Rate group
Date arith. arith
2-Aug 2 5.000% 000 0.00
9-Aaug 9 6.625% 298 298
14-Aug 14 6.625% 298 298
15-Aug 15- 6.610% 0.66
15-Aug 15 6.600% 132
1S-Aug 15 6625% 212 410
17-Aug 17 6.630% 232 232
18-Aug 18  6.630% . 066 0.66
2d-Aug " 24  6.600% 086 0.6
- 31-aug 31 5.500% 001 0.01
8-Sep 39 5.500% 0.00 0.00
26-Sep 57 5.500% 000 000
29-Sep 60 S5.250% 002 0.0
20-Oct 81 6740% 034 054
13-Mov 105 6.770% 034 034
18 6.624% 14.61 14.61
1100 4:30 PM

Jul 60 - TIME DEP

22

group

0.0109
45.0000
45.0000

62.0000
35.0000
10.0000
13.0000
0.1222
0.0304
0.0088
0.3428
3.0000
5.0000

2205150

daily group
rate anth

5.000% - 0.00
6.625%
6.625%
0.000%
0.000%
6.615%:

5.96

" 6.630%

6.630% 7.08
6.600%
3.500%
5.500%
5.500%
5.250%
6.740%

6.770%

086

0.02
034
034

14.61

group
s

0.0109

90.0000

107.0000
13.1222
0.3819
5.0000
5.0000

‘?TQ i! 50

time
bucket

5.000%

6.625%

5.276%
6.740%
6.710%

6.624%

2%

et

e
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28

31-Jui-00 TIME DEPOSIT - FINAL o
usD . Rate” - - D'ays H
SPOT $0.00 0.000% S0 ‘
OVERNIGHT - S18.60° - 6.688% ] -
ALLOTHERTD - . $220.51 6.624% 18 'w‘;
~ O/N & ALL OTHERS S239.01 | 6629% 17 —dollar wid v, mat. day L
SPOT & ALL OTHERS $22051 - 6.624% Bt : L
SPOT, O/N, ALL.OTHERS 323941 6629% 17
SPOT TRANSACTIONS - o - ~ A .
L _  USD  Starr  Marurity Day- Rate - group group . group g o
NAME . Date Date ©.° arith. arith s rate Bucket © - .
$0.0000  l-Aug  i-Aug 0  0.000% 000 . - 0.000% -
$0.0000  i-Aug  i-Aug 0 0.000% 0.00 0.000%
50.0000  I-Aug  l-Aug 0 0.000% 0.00 - 0.000% =
$0.0000 l-aug - 1-Aug 0 0.000% 0.00 _ ’ 0.000% i
$0.0000 l-Aug  1-Aug O 0.000% 0.00 o 0.000% 3
$0.0000 t-Aug  l-Aug 0 0.000% 0.00 , : 0.000% @ .
$0.0000  1-Awg  l-Aug O 0.000% 0.00 0.000% b
$0.0000  l-Aug  l-Aug 0 0.000% 0.00 o 0.000% -
TOTAL: $0.0000 _ 0.000% .0.00 o
OVERNIGHT —al
NBAD-Ldn . 186000 3i-dui l-aug | 6688% 124 . R 0.000% L
| $00000 3l 3l-Jul O 0.000% 000 L 0.000% -
$0.0000 31wl 31Jul 0 0.000% 0.00 T 0.000% - ‘
$0.0000 31wl 31-Jul 0 0.000% 0.00 : 0.000% o
$0.0000  3i-ful  31-luf O 0.000% 0.00 _ : 0.000% i
$0.0000  3lJul 3ldul 0 0.000% 000 . " 0.000% _'
30.0000  3l-Jul  3i-Jul 0 0.000% 0.00 0.000% .
30.0000  31-ul  31Jul O 0.600% 0.00 o 0.000% _ H
$0.0000  31-fl  31-ul 0 0.000% 000 - 0.000% _
$0.0000  31Jul  31-fal 0 0.000% 0.00 0.000%
= 30.0000° 31Tl 3I-ul 0 0000% 7000 T - 0.000% -
. 500000 3ldul 3i-Jul - 0 0.000% 0.00 0.000% -
-30.0000 31wl 3dul 0 0.000% 0.00 0.000%
$0.0000  3t-Jul  3Jul 0 0.000% 0.00 T 0.000%
~ O/NTOTAL 5186000 1 6.688% 1.24 ke
aad
8/1/00 4:27 PM
Jul 00 - TIME DEP
1/2
[
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=UMA7MF FORWARD BALANCES AS OF {! 7> @ [

ny  27-Feb-02 Fedsetilementday®|  FOMC |

,"?'C/—;V’-”‘/‘ ' RS2yl ) " notes _ CUM. BAL.

27-Feb Wed 4617  (1,500,000) (51,495,383)
28-Feb Thu = 2,177,818  (1,508,145) (3825,710)[
1-Mar Fr (40,044,924) ° (1,496,920) : (542,367,555)
4-Mar Mon  (30,038,426)°  (1,500,000) ’ (573,905,981)[
5-Mar Tue (1,500,000) ’ _ (§75,405,981)
R = Wed™  (75,107,878)  (1,500,000) ' | (5152,013,859) [
7-Mar  Thu (1,500,000) . (5153,513,859)4
_ 8Mar Fr (30,023,567)° - -(1,500.000) : i ) (5185.037,426) ,
11-Mar Mon 37.260 ' _ ‘ ($185,000.166)
12-Mar Tue 7,739 (5184,992,427)
13-Mar Wed , ' C ($184,992,427)
1a-Mar Thu 10,128 o ' (5184,982,299)
15-Mar Fri  (24.849.050) . (5209,831,349) 1
) L
:

] N
)

62002 1016 AM
OVERNIGH-BAL 171



LOCAL CASE STUDIES DISSCUSSION |

:

s
Macedonian Banking Project  Booz
Allen & ”amntan LSAD

LDV ——

SHORT TERM LIQUDITY MANAGEMENT APPENDICES

" appendix

17. Forward cash flows predlct:ons

: 18. Gap report
o, Gap limits

20 Assets repott

21. Daily baiance sheet. and ll'lCOl'l‘lE scatement

22, Rate sheets

23. Funding analysis memaos

24. Limits: trading limits memo, gap limits country hmﬂs

- .25, Interbank funding sources anaiysis ™

26. Loan participation: guidelines, form, limits

27.. General trading quidelines

'28. Specific trading guidelines: foreign exchange, investment,

‘securities trading
29. Treasury reports forms

Maccuum:m Bamxng Prnleci 3002

Ll & Fomnan CTIAL

E

- ET
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TRADING ACTIVITIES POLICIES’AND
PROCEDURES

+ - TRADE TICKETS FLOW: trader — position clerk -
treasurer — back-office

. TRANSACTION PROCESSING GUIDANCE: ticket (trader)-

trading sheets (trader)- posting NOSTRO trade sheets in each
correspondent account (position clerk) — back-office
reconciliation (position clerk) - treasury reports (trader,

- treasurer)

. ESTABLISH TRADING LIMITS: country, type of market,
type of instrument, nominai/ notional credit exposure, open
pasitions, stop-loss, minimum spread. )

= TRADING ACTIVITY GUIDELINES: money market, foreign
exchange and securities :

Macedonian Banking Project  Booz
Allen & HamiltonsUSALD 2

* PREPARING AND FILING REPORYS

.  STRUCTURAL BALANCE SHEET REPORTS: FOR INTERNAL
TREASURY USE (GAP, FUNDING SOURCES, AVERAGE SPREADS,
HISTORICAL RATES, ETC.)

) TREASURY ACTIVITIES REPORTS: COMPLETED AND FILED
REGULARLY

1) INTRADAY REPORTS: TRADE SHEETS, FUNDING POSITION
SHEET, INTRA-DAY OPEN POSITION REPORTS
2) DAILY REPORTS: TRADING TURNOVER, OPEN POSITIONS,
REEVALUATION, PROFIT/LOSS, CLOSING FUNDING POSITION,
FOLLOWING DAY FUNDING PROJECTIONS, LIMITS UTILTZATION,
SETTLEMENT PROBLEMS
3) MONTHLY REPORTS: PROFIT/LOSS, LIMITS UTILIZATION,
BROKERAGE EXPENSE, GAP, FORWARD ACTIVITY LONG-TERM

' ASSETS, LARGE CUSTOMER FLOWS

P " = Madedonian Baming Projec  Booz

“tlep & Hamumond ST

241

JEPE——

——r——



:‘ .POLICIES AND PROCEDURES F.OR TREASURY

OPERATIONS

- .GENERAL PRACTICES GUIDE"" o
~_+ TRADING ACTIVITIES PROCEDURES
..+  PREPARING AND FILING REPORTS

[ e e e
" Maceaonian Baniung Project - Booz
Allen & Hamitten US.2:D

'+ - PROHIBITS CONFLICTS OF INTEREST

L. & »

GENERAL PRACTICES GUIDE FOR TREASURY |
- ~_ OPERATIONS |

STRICT SEGREGATION OF DUTIES BETWEEN FRONT
AND BACK-OFFICE :
- FULL COMPLIANCE WITH ALL TRADING LIMITS
"TRADING AT PREVAILING MARKET RATESf PRICES
. FORBIDS ACTING AS INTERMEDIARY
" PROFESSIONAL CODE OF CODUCT

Maceaonian Banxing Project Saoz

Mlen & Hameiron £/S47T

24y -
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"« - CORPORATE ACCOUNT OF'ICEI?;S coordinate cash- -
" management of corporate clients accounts and the impact

on bank’s funding position
« - - CREDIT DEPARTMENT: obtam information about any !

_auverse credit aevelonments ‘affecting bank’s cnents and

their abiiity to make scheduled payments.
. DOMESTIC BRANCHES NETWORK ACIIVITY

- \acedomian Banking Project  Booz

Alten & Hamilon USAID

CLOSING DAILY FUNDING POSITION

RECONCIL.. ALJ. rUNDING INVE""’MEN— AND TRADING
. POSITIONS .

SHORT-FUNDED POSITION

EXCESS FUNDS POSITION

SETTLMENT AND REPORTS

o

TR N

-

* - reagonian Banking Protect 3oz

Viien & Hamnlten T 8810

X9

r—— P ] p——
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T . CAPITAL MARKETS DESK hzgher level of managing

, Ilqmd:ty, mterest rate and market risks; dewses Tonger

_-term funding and muestmentftradmg strategies; sources
out and proposes.-new products; uses financial derivatives

.for hedgmg and yield- ennancmg purposes; trades fixed

- income securities. .
+ POSITION CLERKS DESK: keeos track of ali
transactions, monitors intra-day and settlement posmons,
coardinates and reconciles balances with back-orﬁce,
records all trades, doubie checks trading tickets and’

. calcuiations, keeps treasurer informed of ail ma]or funds
movements and open positions.

Mavezeman Barking Project  Booz

Aiien & Hamlten/USAID

|« MONITORING CHANGES IN ASSETS AND

LIABILITIES IMPACT ON DAILY LIQUIDITY

Tl‘easury staff will have constant cummunlcatmns with the other departments
V‘Tradmglmvestment transaczions impact on funding position )
BACK-OFFICE: verify status of ail major payments/receivables; find out of any -

unexpectad large debits/credits: reconcile front-office intra~-day funding
position assessment with back-oifice’s independernt caiculations 3-4 times/day

SECURITIES CUSTODY/SETTLEMENTS AREA: verify all delivery - payment items
in timely manner consistent with cut-off time constraints

Macescoman Basking Projest  Beoz
EamdronUSAID




-

. MONEY MARKETS DESK: will execute interbank
funding/trading transactions dictated by the bank’s
balance sheet posture. Money markets traders will have to
identify the mast economically sound method to cover any
funds shortage, depending on the asset class it needs to

finance : .
- domestic and foreign currency deposits

- - direct dealing, money brokers

- contingency plans o correct inefficiencies or adverse
market conditions _

- . Jimits: nominal credit limits, country limits, market
jimits, gap limits,

sources of funds : money markets, issuing negotiable bank

instruments(CD’s, BA's, CP, notes), corporate and retail

devosits (daily cui-off fime), :

Maccuonran Ba:ikmg Proect Booz
Ljken & Hamiiten-USALD

- currency swaps, repos, assets sale, using funds from
reserve and other compensating balance accounts,
discount window (Lombard credit}, bank's capital )
(discussion on charges for use and return on capital).

- monitoring interbank access and liguidity

- oifsetting excess liquidity: interbanic piacing,
purchase short-term negotiable instruments (CD's, BA's, T~
bills, short coupons, etc.), reverse repo

- loan particpations

. FOREIGN EXCHANGE DESK: authority to manage
banik's foreign exchange liquidity and to trade on behaif of
its customers; may also have mandate to enter proprietary
trading (limits, policies and procedures)

CORPORATE DESK: constant contact with bank’s
institutional clients, acting as transaction intermediaries
between dients and treasury trading desks.

Maccioman Bansing Prosees  So0z
wilen X Samiiton -2

- e el

-

ot oy

3



. DAILY RATE SHEETS

+ ' RATES CIRCULATED TO OTHER DEPARTMENTS FOR

USE AS BASE RATE IN S"_i'ING UP PRICING FOR ALL NEW
TRANSACTIONS = '

. RATES REPORT FOR INPUT AND UPDATE BANK’S

DATA SYSTEM FOR RESETTING LOAN RATES, RE- -
EVALUATION OF BANK'S HOLDINGS AND OPEN POSITIONS

Macedowan Bansing Project  3ooz
Allen & Hamniltons USAID

k1

o
e

" DAILY LIQUIDITY AND sniUCTU RE
OF FUNDING OPERATIONS ~ =

Fundmg dlscrepanmes are offset througnout the day, but
c1rcumstances may_ dlffer' '

- busrness-as—usual—- when funcnng is accornphshea under

" normal circumstances
- temporary msﬁtutranal liquidity constraints —when
. the bank would encounter a certain amount of difficulty in
accassing its regular funding sources .
.- . systemic I:qu:drty pressure -:easc.nal factors, ma]or
credit crisis, etc.

Macedoman Banging Prozess 3oez
Adten & Hamiton: U522

BEST AVAILABLE COPY
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OPENING FUNDING POSITION

«  RECONCILE CLOSING/OPENING NOSTRO BALANCES
- FORWARD CASH FLOWS FORECAST (NEAR-TERM
PROJECTIONS)

+ 'GAP REPORT (LIMITS, AVERAGE YIELDS MATURTTY
_RANGES)

LOAN REPORT (ROLLOVER ASSETS, OTHER FUNDED
TRANSACTIONS}
+  TRANSACTIONAL INFORMATION FROM OVERNIGHT
COMMUNICATIONS

PR - - - e e e = v L e mrm——

~ Macsdeman 3aniing Projecy Booz
- 2 1 HamiionUSAID

T - =

5o

ADITTIONAL FUNDING REQUIREMENTS

ANALYZE BALANCE SHEST AND INCOME STATEMENT REPORTS
TRADING AND INVESTMENT ACTIVITES IN TREASURY

CALCULATE LATEST DATA FOR RESERVE REQUIREHENTS AND OTHER
COMPENSATING BALANCE ACCOUNTS

COMMUNICATE WITH OTHER RELZVANT DEPARTMENTS TO ASSESS LEVEL OF
BANK'S NEW TRANSACTIONS

CONTACT RETAIL BANKING DIVISION TO ASCERTAIN VOLUME OF CONSUMER
LOANS AND RETAIL DEPOSITS BASE IN THE BRANCH NETWORK

et e - 8} e o - ————— A e ittt

ESTA

vAILABLE COPY




- oo ey 7 ‘ SEFEER SR I
DAILY FUNDING OPERATIONS
'« DETERMINING OPENING FUNDING POSITION
+  CALCULATE ADDITIONAL FUNDING NEEDS = - .
e - GENARATE'AND CIRCULATE DAILY RATE SHEETS -
'+ DAILY LIQUIDITY AND STRU(.TURE OF FUNDING o
OPERATIONS - -
»  MONITORING CHANG::S IN BANK’S ASSETS AND
LIABILITIES; IMPACT ON DAILY LIQUIDITY
+ CLOSING DAILY FUNDING POSITION
‘ VMaceuoman Saniing Pro_lect’."ﬂé:;:ﬁwm T ’W
sden & Hamiwa/USAID

*
PR o -
DAILY FUNDING OPERATIONS FLOW CHART -

: [P : "c.‘-:mg s Re*mcam ER . :
i Ooenng e Aameeu . Zremazg 1Tra-day P ICHCSANOR. - Sememtmt i
i Fenang _’_NTramzwmale.mg © e e f2ngINg -b-l :L.q:m;anu '.,,IarFinm 100 Repons i
i Posmon Daa i Rectements | A-aoms - gna trading ~aang Position i
i | + acovmes v { Fostons il

| 1 P
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. DAILY FUNDING OPERATIONS
« POLICIES AND PROCEDURES FOR TREASURY _.
OPERATIONS '

How is the treasury mechanism structured alohg its :
responsibilities and functions? : {

'
i
H
i
i
¢ e aepmemo i .
*Clacsiuan Sankiny Proizer SoeT
hen & Hamiten 32102
S —— A, P
t

TREASURY DEPARTMENT ORGANIZATION CHART a

TREASERY D IHON
WNAGT

.. FTWMESTEMINVT Vi HATIDER,
o WIT AL MAARTT

TAESTIC FUNDENG RO UURREYY INVESTMENT PORTRILID cwot.u'\: H
— < ORTBETY — T ATVGIR GRLERY —_ _— DEPOSTT T

_ eans 0 = B _TTTRGAYTTTT - amoosunst

\

N TEREST RATES ' CATALMARETE NG - | 1 CORPORATESICLRITES
— . mxuamt - RN ATTVES ;L oo s
ATTIVITY HIDGUSG ASDTRADDG - |

— e
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SHORT-TERM LIQUIDITY
 MAMAGEMENT

Macedonin Baning frojeer Seoz -
Alen & Hamiiton USAID

JESNCTR mi

kY

- function has the added dimension of mainwining and

_bank’s cash flows. in a manner which is consistent with the

‘neeads fo maximize its return on assets in order to compete
: for maricet share, expand or even survrve ina global
‘economy.

rIORT-'-"“lM LIOUIDITY MANAGEMENT

Traasury depar:‘:rn&nt has the opfigation to asﬁpioy ati
hecessary means at its disposai for managing the entire

inszitunion s Doiicies and arocagqurss: Treasurv staif has the

_mission of ansuring the successiul axecurion of the :
- organization’s business pian by providing continuous and i

efficient funding o7 the bank’s assets. This treasury

enhancing overail profitability, as any financiai insiituidon

How does the actuai funding mechanlsm respond to these
ambitious goals? .

o Mhawsionan Ba

\Hen & Ham

E

E ”?‘
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Offzas: {a)  The Offics ol Chase Bx s Traneacton iz Tandon
4 plympsiusaie e e
A The OFes of Coumpssary Bor Ris Trersaction
Curaczs

Modifiernons 10 AZrsamen: © Nors -

Sach party has enweres inro fais Swap Trassacton solely in reifwpes oz its ows mdz=men:. Neiher
party has 2ny Scuciary oblicaticn 1w the cther party raladog to this Swap Transaction In afdidon,
neudier parcy has fald itsei¥ cut 25 advising, or has held our any of its smplay=es or agexms as kavinz the
authority to advise, the ather party as 10 whether or not the oter party zhould emear inte this Swap
Transacter. any subseqrznr setions relatne to this Swap Transacden or aay ciiter maners relafing 0
this Swap Tiznsacgon. Neitker parry shal! have any responeinility er Lbility whatsosver I raspacs of
anv advice of tis aspea given, or views 2xprassad, Sy It or any of suoh persons to (hs ater Dty

- relatng 3o DS Swan Tramszction: whether ar ot sisch advisa is jven o suciy views ars sxorseszd mihe

as '
TESUSST AL Wiz olnaT DaArsy

g mAn S gy s Tamaeed by apem T sl caw—— i aapATians oF rmar—anr =y
Plagge copfiom Zar e OIEETIng SUGECUY 38T LIUTN /2 TS 3nC SQRCTIODS O Ny agmesimInI v

- rasponding wiina = £10) Bosineas Days Sy revaming OY 2 as axecuisd copy of this Confirmaner T2

the amznzier of Tocumentzdea Sacfior = Brooklynm, USA (fax 2o, T18 242 90¢3: 2lagnonn nel TIB
242 7300 ’ '
Vonrs Saith Sty
For The Chase Margarom Sk
¥ ~ i}(‘ 3 y -
3y Hi] L\}- - = f oA . :
Name: Bernadine Bariow
Title: Operarions O=z=r

We hereby signify otr sgreement to the gbovz
for and om behalf of

RefNo: 1231220M

e
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Fixed Amgunz

Flzaing Arcmm:
ackignes amsuzz,
Floating Rate Yayer:

. . Floatng Raze Payar Paymer: Daies:

1= Rara Dogon:
Zesignarag Mazerity:
T . Siparme q-—. .--xv:' Day Caxss Fraczon:
Sorzae:
- Commounding:

© Raset Daws:

3usiness Daya:
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~-~ s
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» Dayoent Rasis:
Acczumr Darafis:

‘Chase Paymers: Insruetions:

tn

Cewterparty Pzymare Tnspucdons:

Chaza Refarence Nemner

Gross paymeom: - W ~X

PY $1130,000 or 22t Fixed Amewt Payer

USE 9,736,364
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_ Conrirmation, tis Cantirmarien will sovern.

Q 7 é
r
Sy
oy
. e—. " i Dirsctins 0171 7774232 )
! 25 Londen Wall . T BITIITT 478
Lapdon Swhdirsard $171 777 2000

ECIY 3AJ

As 5728 Jzmaary 1998

Fax Nomozr: 00 | 202 542 7945

For t4e aganrign o Gheorrze Campeann

Dear Madses,

CONTIT ha g apf sorfinen of e

‘The puspose of wis ferer agresment (2 "CarSxdiond is 2
TANSAcHON Sofatsc into botween us on the Traaz Dars speciSss heiow (fhs Tramsacion,

This confirmaric= constimms a ‘Confimmagon’ 25 rafrvsd o in me ISDA Inrerest Rees and Cursency
Sxehange Agree—ernr spacified peiow. Tas dasnitons zed orovisions conmmed in the 1S9F [SDA
Dednitions (as poblished by the Inrscational Swap Dealess Associatien. Tac. (aow.knowe as dhe
Imterzadomal Sweps and Darivadves Associzion, Inc.)), (Zz 'Defaiticns’) are incorperzmd iow this
.Confmation, In the svzat of any inconsistzrcy berwesn tha Definitions and ovisions and This
3 P } ’ <
This Contfinnarion. supolemenss, forms part of, and is subjecs 1q, the [SDA [nfersst Ram= and Cuxrency
Exchanez Asteement dated as of 11 Fabrmary 1988 as amended apd supplemenrad frem gme 1o dme
(the 'Agreemer), berween- : L Yand .. T -
‘Inc (Conmerparsy). AUl arovisicds cormmes = s Agresmer govem Dis ConSrmatian excest as
axXpresay modifes semw, : "

The terzs ol e Trensacton to which this Carimmaticn raiaras are 25 follows:
« Calculariog Azsumrs: F3FY 1,100.000,000

USD 9,739,654

o
© Trams Teza : - L% lamrary 1383

¢ Effactive Dama:

= FPatruary 1958

- Teminzrizn Dazs: : 9 Jum2 2000, sudissr w adjusimen: = 2ecordince
with 112 Solicwing Business Day Conyention

} Calealarine Arsece _ IPY 1,100,000,600

P ,

Fixed Amount Szyar: Cotzrarpary
Fited Amoumnt Pryer Paymens Darss: 20 Iune m e2ch vear commencing on 20 Jeme 1998 =
g imeledincg fe Tomibansn Dem subjes =

ATILITTANT It Atanrmanss Gt i Foilm Bueinags
Dav Convension )
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C . . " " ISSUER INFORMATTION o
— SEC’URITY INFORMATTON | SERTES: 3RG  NAME IBM CORD e
CEPN FREQ ANNUAL ' - TYPE  INDUSTRTAL ™
CPN TYPE FIXED L. IDENTISTCATION zis ] REDEMPTTON ZNFO
MIY/REFUND TYP NORMAL S | JAPAN 200321= | MATURITY OT 8/22/ ¢
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| MARKET ISS ~  SAMURAT SRR ' . | WORKOUT DT 8/22/ o‘_
‘COUNIRY/CURR . "USA /JPY IR : . | RISK FACTOR = 2.4504 |
COLLATERAL TYP BONDS - . - B ISSUGANCE INFO ] H
AGGR AMT ISS 50,000 OOO(M)* { ANNOUNCE DT 1/31/97 |3 RATINGS
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~ FROM:

' NOTE: TBM CORP SENICR ETURO NOTE

_AMOUNT: . S10MM WORTH OF YEN =,

TO: GHEORGHE CAMPEANU

FAX # .

- TEL = 532-7180

RE: ' IBM CORT ASSET SWAP

|

Ly}

CHASE SECURITIES INC. IS PLEASED TO OFFER ADIB TEE FOLLOWING
ASSET SWAD: ' -

3G YEN 8/22/00

" SWAPED TO: -  USD 3 MONTH LIBOR -+ 16BP

AlT YEN FLOWS ARE SWAPPED INTO DOLLARS

PRICE: ' PAR W/O ACCRUED

"COUNTERPARTY:  CHASE MANEATTAN BANK

- LIBOR: | TSIIRATE 370

THIS OFFER IS SUBIECT TO AVAILABILITY AND MARKET

CONDITIONS.

=~ =_im~Tz Soaag m=.z  =mEZ=Te s hisl
B EXaR R ' e T OSTI_ISTTET ZERD AEETiz ESELZ OTAE
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 FACSIMILE COVERLETTER =~~~ - =
Date: - 9 January, 1998 - S
. To: 7 '
Head of Treasury H
FAX: 011 9712 672234 -
From: . Gheor._ne Camueanu -
Senior Vice President and Treasurer 5
* Subject:. ' _AsSets'Swan - ' o . ST -
vaou did not receive all pages indicated. please call Goma Mohammed at (202) 842-7951 : B
Return Fax#: (202) 842-7955 . - - '_ - Total Pages: 3 -
Happy New Year! I hope 1998 wﬂI be a c:ood vear foralt ofus. . - -

Tam sendmor details regarding an assers swap with Chase. Please have vour Decmle look into it so we JH
can avoid diverging opinions on the vaiue of this deal, when you S1gn off on our apphcaﬂon to be
forwarded to CE. Detaﬂs are as follows

-'Ussmeonh_ofIBM5%,8/22/0’0 R - e
¢ Yen Samurai bond to be swapped to TSD . 2 months Libor — 16 b5 | '
. AH Cash Flows will be in USD for —\IB

Please see attachments Akwamno your respomnse.’

Regards, | @‘\7 ( . | . o | | H

‘ -
- CONFIDENTIALITY CLAUSE: This facsimile is mtenued only for the person or enity 1o which it is addressed and may contain informarion that is
privileged. confiderntial. or otherwise protected from disclositrs, Dissem:mation. distributorn. - 2r conving of this facsimiie or the information herein by _
anyone oLher an the MEended r22Io12l is Jrombited. 15 vou Gave raca(vas tUs [ACsinlie i &Tor. Dlease noUEy Us Unmediatety DY teigphons and retum the
facsimile by mail "
' i
o
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- Treasury Support wili monitor all derivative contract positions against credit Iine§ and limits.

S /\“'\

. * Put, Call, Cap, Floor purchased - Multiply the noticnal amount by a perceniage (se= below) plus
the replacement value {mark to market) of the derivative product.

e

REMAINING YEARS TO MATURITY % TO APPLY )

20%
15%
10% .
7% ' }
5%
3%
2% ' l

r———y

N R R T I

e l=t

For exampie: 3 year Call with notionat amount of 525 million and premium of 50 8P (S375,000).
- Apply (325 million = .05) + $375.000 = $1,625,000 against the fine.

* Cross Currency Swaps: Apply additional 25% of the notional value of the swap to the normal
interest raie swap exposure requirement as detailed above.

ey

For exampie - 5 vear Fixed Euro/Floating USD Swap with notional value of $10 mil.

s

Apply ($10ﬁ1m X 25%) = 32.500.000 for cross currency swap exposure
Plus ($10mm x 5%)(square root of remaining term) = $1,118,000 for basis risk exposure
TOTAL EXPOSURE = §3,618.000 against the line.

[ Ty —

ig-18 !
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Derlvat:ve contrac* (Swaps FRA's Calls, F’uts Caps, Ftoors) counterpartles may be:

Vo

- ». Banks and ﬁnanc:ai institutions for WhICh approved derivative lines have been establ:shed

. Banks W|th aporoved over—one—year securltv Imes to the extent of the unutlhzed portion
those imes -

Y

Master i_ntemauonai-awao Deaiers Association agreement will be executed with each trading
. - | ——
7 counterparty

v

Strateglc balance shees transact:ons require aoproval of the ALCO and must be mclucea in 1 the
mmutes of the meeting, ' :

A

Individual asset swap portfolio transactions prov:ded they meet all orher tnvesrment portfoiio
gu1de!mes do not require individual qpprovat of ALC
F——— A ——— T

F Max:mum term for derivative contracts is seven {7} years. Derivative contracts Ionger than seven

(T) years require approval of the Credit Comrnlttee -
* ' 4

ALLOCATION OF CREDIT EXPOSURE

- The determination of credit exgosure against dervative contract-counterparties is nor an exact
science. The methoaolog:es which the Bank utilizes are listed below:

o FloatlnglFloatmg {basis) lnterest Rate Swaps Apply ’“’/0 of the notional amount of the Swap
~ agairist the line. : . :

For exampie: Fioating/Fioating Swap with & notiona; amount of $25 million:
- Apply (§25 million * .05) = $1,250,000 against the fine.
" Fixed/Floating Interest Rate Swaps - Apply 5% of the nononai amount muitlphed by the square

- root of the remaining term of the Swap.

For examhie: 5 year Fixed/Floating Swap with a notionat amount of $25 million.
- Anpiy (325 million * .05) * 2.236 = $2.795.000 against the line.

ig-17
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‘FRNs Memo
- 29 January 1996
Page Three
B) As far as primary FRN issues éo, the sizes mentioned would not usually make much

difference. Of course, undersubscribed or very small issues could sometimes bring about placing

-~ inducements. Also, in the case of primary Euronotes, the topic of seasoned vs. unseasaned, in

terms of investment limitations, needs to be carefully considered for ADIB - {not necessarily so for

* NBAD.)

NATIONSBANK
NATIONSBANK
NATIONSBANK
BANKAMERICA |
BANKAMERICA
CITICORP

CITICORP

CITICORP

WELLS FARGO
BANKERS TRUST
BANKERS TRUST
CHEMICAL

FIRST CHICAGO
FLEET FINC'L.

MBNA BANK

o N i :“ -
B N e = e

SECONDARY OFEERS

FINAL
MATURITY COUPON
7199 L =15 bp -
7160 3L=20bp
o1 3L+19bp
9/00 3L+ 10 bp
5/00 - 3L+20bp
5/00 3L +18.75 ho
11/00 3L+25bp
5101 3L - 40 bp
11/99 aL +45bp
300 3L- 238 no
2/01 3L+ 20 bp
7/00 3L+ 18 bp
6/00 3L+19bp .
5/98 3L+ 10 bp
10199  3L+25bp

CALL

QFF=F CAP
3L +18 bn
3L+19Dp
"3L + 19bp
3L+ 14 bp
3L+11bp PARGE/98
3 -16b0  PAR /98
3L+20bp
3L+ 37.5bp 9.4%
3L+42bp 10%
—31_ -16bc FAR 3/ST
3L+22bp PAR 2/99
3L+14bp PAR 7/98
3L+16bp PAR 6/98
3L+ 13bp - ~
-31_ +22bp

DOMESTIC/

EURO
Dom
Dam

Dom

RATINGS

i peee—— p——
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FRNs Memo _ - . o A
28 January‘!9°6 : '
Page Two

French, Swedlsh Austnan or Itahaﬂ banks issue more attractwe FRN 5./ FRCD s in US$

5) Is the final maturity range two to five: years or can it be nxrendecx for the sake of ennanced
spreads? C ' '

~ Since aonncauons have to be aunmrrtec ona casa«oy-case bas:s ¢ Head Office, I have asked J.P.

_Morgan IO orovide a gnc of LIBOR spreads reiated to cradit ratmgs and. maaunties for seconaary
market au:dancn '

Three vears Four Years Five Years-

5 T . 125 Jﬂ

DOMESTIC USS FRN's AAA s ’

| | MO 10 1 ERRET o
A s 2 2 o
_ 7 2BB 28 30 s H

EUROS FRN's . . MA - TR 2 Flat
M2 4 4 i
A 15 18 20 |

BEB 20 a5 30

In respc'mse to HIB's January 29 1996 mernd we tcté[[y concur. As for his quesﬁdnS'

- A) We are providing a list of second ary market offers. - Markets trade customanly, ln multlples b
of USS 5 million blocks '



TO: ©  _ : - )
Managing Director and President '

-~

. FROM: Gheorghe Campeanu W

Vice President & Treasurer
SUBJECT: F.RN.s

DATE: 29 January 1856

Following HiB's January 21, 199'67memo as well as my “fact -‘:nding‘ project regarding the cument

- F.R. N s market c:rcumstances a few po:nts need to be clariited. _- -

1. Genera!ly sneakrng, _the u. S bankmg sector perrormed very well dunng the last couple of

-years At the same time, investors’ appetite for bank of bank holding com any F.R.N.s appear to
-have increased. As a resuit, most spreads ‘have narrowed. and the only way to atain enhanced

ylelds is to accem either structured notes models cr ‘caps. Another method would be through

synthetic_assets. Dy executing currency-/ imerest rates _swaps wien fixed coupon notes trade

somewnat less efficiently and a snon:-snanned window of opportunity presents itseff. Should ADIB

make the effort to pursue such paths toward acqumng assets, or only siraight (‘piain vanilla™
F. R N:s, conshtute our universe? - . _ : SRR

e wer

2) If swaps are alloweq, we Deiieve 3ankers' Trusi wouia De of great heip © ADIB. Couid Heaa
s

Office reinstate untemank DPLI X/ ’WD Jimits for Bam(ers‘ Trusi?

' 3) Should we namow our searcn scope down o only U.S. money center banks and top 2 20

bracket, or could we set our sights on smaller good U.S. names? Alse, as far as credit ratings are

- concemed, how aggressive can webe‘? We are assummg that only senior debt applies.




DATE: - Aprii 11,2000

TO:- . v
Execurive Vice-President
) - . . . ’/-’
FROM: ~ Ghecrghe Campeanu _ j_/
S Senicr Vice Presider& Treasurer
CRE: 3D0TT-180M aSSers neads

—\IB has succ¢ssmuv acuomnhsnea the reswructuring or its oalam:v sheet marunqr strucrure and it has )

' curremtly more than 80 %, of assets in the medium-term range. Thar will ensure a stabie core of
profitable investments at undoubtedly superior.spreads. As much as we are pleased and view these

" developments as a highly desirable and an unqualified success, this positive outcome presents our Bank

-, with a thorny dilemma. While we all concur that the more Jucrative returns available in the Iouger-tenn

corporate sector deserve the main thrust of our business efforts, the picture is ynfortunately
complicated by the predicament of our funding liquidity needs, as well as the unfavorable regulatory

- stricrure of the Curacao monetary authorities. It is, consequently, quite clear that the Bani has [ittle
choice in this marrer and needs to dedicare some of its fogus 1o the shori-term sector in spite of the

obviously diminished $preads. We i Deueve thar the soituon to T.ms pressing need comd be rouna in WO

" asser classes.

[

' bhort-term 10&:1 pant ticipation fimits — G:ven the focus on ODta.l.an H 0. approvais mainiy for
longer-term assets it fias been a while since any credit work effort was- directed toward the less

attractive loan participations. Trvthis interim. the fist of such facilities avatlable to ATB has become-
SOMEWNET J252:212 IINC 180T 30me TEDSSINE AWMAMNIN. 4 U pursul gearsd sowerd alleviating

the SBOXT-EEI'IZ 255675 O OLQ.H'E we obrained Fom 2 TA0 DAINKS that are SIIH GIS"IDUE]IIQ. ‘..'1358

‘financial products ( Chase and Toronto Dominion ) iisis of COTDOrAIe names ‘that are active in the
-market ancg wowa Dossmlv fit our invesunent criteria. ‘we arzacn hen.wrth those lists for vour -

cons1aer anon OI the merits and ICESID!.L[W of these cragits.

VCD purchasing program. — Anozher potenual venue which could suomanna[ly loosen AIB’s
liquidity constraints while , at the same time, offering a good source of additional income, would be

the inception of a well dwsmed and precisely reomar.ﬁa program of purchasing major banks’
( domestic/vaniee} CD's. Such a program . if approved. will have to be governed by precise
guidance Tom 07T 2 in tarms of bank Emits {DPL -_ua.locuuonm marurity range and gze. What
We are Droposing is & pOTtioLo or maxlmum S 73 muiion. with marurities berween 6 and 12 months

1m7 mamdlzmins =T nion imdemimegens Trmiad Res ames 2T oka Sallagdng Saniz Daveeahe Barks

—e i e = ceail el - i e

P atat Tl Tl P L Y, ]

COMMerzZans D(.'\ ETISCHS LANGESDAT. »v €51 LeLI300E LANGaStans :{OVE‘u afK CF [Uciet: ot Sans

= Pams Sociate Tenerzie TP Morgan anc C.:ase Mannanan

--'\‘,.“ rm e O menes '\ -“---\—-ni._\
2T 8O a SCTTTA .—Jl—----—b - a b d st

I immaiecec i Al
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Bani.. We believe thar thzse bank imi : Se S 10 miiion sach. The CD markesr is quice
r2puradle dealers

ligilid and we have good contacts with some of the mor2 72

By establishing this new access 10 shori-term assets, AIB couid gve s Treasury the opporunity 0

take advantage of interest rates rends and yield-curve changes that could only be beneficial to the bank

in terms of enhanced profitabiiity, while adding 2 measure or licuicity control. This oppormmity should

.not be interpreted as a license for active position trading, but rather be approached with reseraint and

discipline.

Please advise.

Cr=mman=goc blaorat

269
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SN

- TROML Gheorghe Campeant e

DATE: April 11, 2000

.

e

Executive Vice-President

Senior Vice PresidentscTreasurer
RE: ShoTI-term assets nesds

ATB has successfuily accomplished the restructunng of its balancs sheet ~zmurity siructure , and ithas
_currently more than 80 % of assets in the medium-term range. That will ansure a stable core of ‘

profizable investments at undoubrediy superior spreads. As much as we arz pieased and view these

'~ developments as 2 highly desirable and an unqualified success, this positive: QUICOME presents our Bank

with a thorny dilemma. While we all concur that the more lucrative rerurns available in the longer-term
corporate sector deserve the main thrust of our business efforts, the picwre is unfortunately T
comlicated by the predicament of our funding liquidity needs, as well as the ufavorable regulatoty

. eficmre of the Curacao monetary arhorites. It is, consequently, quire ciear that the Bank has little
 choice in this matter and needs to dedicate some of its focus to the short-ferm sector in spite of the
 Shviously diminished soreads. We believe that the solution to this pressing need could be found in two
asser classes. ‘ '

1. Short-term loan participaton limits — Given the focus on obraining H.O. approvals mainly for
longer-term assers it has been a while since any credit work effort wes directed toward the less
attractive loan participations. In this interim. the list of such facilities available to AIB has becomé .
somewhat obsolete and nesds some refreshing attention. I our pursit geared toward alleviating.
the shorT-term assets drough we oprained Fom tne TWC Danks Tha zre stll distributing these
financial products { Chase and Teronto Dominion ) lists of corporats sames thar are active in the
market and would possibly fit our investment criteria. We amach herswith- those lists for your
consideration of the merits and feasibiity of these credits. )

w

CD purchasing program. - Anorther potental venue which could substantially loosen AIB’s

- liquidity conswaints while , at the same time, offering & good source cf additional income, would be

the inception of a well designed and precisely regulated program of purchasing major banks’
(domestic/yankee) CD'’s. Such a program , if approved, will have to e governed by precise
guidance from HOTIB in terms cf bank limits (DPL sutzilocatons), mamurity range and size. ‘What

we are proposing is a portiolio. of maximum $ 73 mitlior., wiih marurites berween 6 and 12 months
and consisting of such instrumenss issued by any of the following barics: Deutsche Bank,

Commerzbani. Baverische Lancasbank, West Deusscns ~_:zdesbari. Roval Bank of Canada. Bank
of Nova Scotia, Banque Nationaie de Paris. Societe Generzie, 1.P. Morgan and Chase Manhartan

Chzmmlae coc li-a_rx-&‘.\l
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FRN PLURCEASE PROGRAMME PROPOSAL .
09 Octover. 1998 E
Page 2 jj

As the a\fmlanmtv or Darucuiar names and issues 13 giricuit o mn down aunno vOlatIiB "lai'\e‘{b
we would like to request approval 1o purchase FRN's at the apove menrioned spreads (Subject to

avaiiability) as follows:

Issuer Amount Maturity
JP Morgan ) $10 Million -5 Years
Bank of New York , S10 Million 2-5 Years
Chase Manhartan : $10 Miliion 3.5 Years
Bank America/Nations Bank S10 Million 2-5 Years ~
Citgroup - : : $5 Milion 2-5 Years
BankBoston - 33 Million 2-3 Years
Baniers Trust ' $3 Million Z-3 Years
BancOaeTirs Chicago MBD 35 Mitlien Z-3 Vsars

All bank paper should be 2ither in the form of senior hoiding company FRNs o7 bank notes
(which. inciaentaily. is tne oetrer cradi risk;. in ‘.—‘:GGE"!O!". we wouid fixe 1o raguest approvai o

purchase corporate senior TRN s at simiiar spreads i =»auﬁo:\.. for 2 foliowing:

Issuer . -Amount Maturity
GMAC - ' . 510 Million 2-3 Years
Chrysler Corp. (Financial) © S10 Million 2-5 Years
IBM S10 Million 2-3 Years
Ford Motor Comoanv (Cl'edlt) - S10 Miilion * 2-3 Years »

Your valued and timely input will be greatly appreciated.

Regards o .
- .. . e

- gc Terence D. Allen. HTIB

PRI —
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INTEROFFICE MEMORANDUM

" Date : 09 QOcioper. 1998
To A . " EVD
' SvP
From : Gheorg.hé Campeénu, SVP & _Tree_suf}‘

Subject:  FRN PURCHASING PROGRAMME PROPOSAL

The macroeconomic dimensions of the recent financial markets turmoil and the subsequent
_implosion of asset values worldwide, have produced enormous portfolio dislocations with far

" reaching side-effect impiications. This calls for 2 serious examinations of the risk/reward ratios and -

the windows of opportunity opened by the “flight to quality” panic that followed the Russia
- financial crisis and iis aftermath in the US capital markets. ' '

We believe (and H.O.T.IB. agreed with our analysis during his recent visit in the US) that the

extreme market psychology has created a window of opportunity for AIB to increase its corporate

FRN holdings at-greatly improved vields.

The explosion in the swap spreads coupied with the reientless pursuit of the US Treasury bonds
“safe haven” and the subsequent free fall in their yields. =reated havoc inthe corporare bonds *
market, where ~ quaiity spreads” widened rapidly t0 levels not seen since the early 90's.
As the interest rates environment uncertainties.continue to greatly impede on the short-term |
corporate toans sector, the opportumity to acquire medium-term FRN's-would perfectly fit both
AIB’s risk profile and its assets/liabilities structure. And since our business universe consists

mainly of the high investment grade US corporations. we believe strongly that the MQ

at these new spreads would actually lower the credit risk.

The following marrix illustrates our case, for single A rated companies spreads over LIBOR:

2 Years 3 Years - ZYears
Before July 1998 4-6bo 6-3 bp . 8-ilbp
Current - 23-25bp 30-33 bp ‘ 43-30 bp

21—
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Rory, this is not a hindsight analysis. as our interest rates
forecast has been all along accurats in both direction and
A ——— e N prar s ———

magnitude of the trend.

ALl these being said, the progrzmmes were feasible and could
nave oiferea assets with a mucn higher credit quality taan
short term ioans. while the banks in guestion were of the
strongest European and Canadian qualizy. -

Besi regards.

- v
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| T0: - _ \ . DEPT:  yr1B,
(- FROM:  Gheorghe Campeanu : DEPT: Treasury,
SUBHKHﬂ Eloating Rate C.D; Purchase Programme ' : DATE:&_October'IQQI"

s

Dea: Rory,

This is an  inventory, if you will, of missed ovportunities

‘within this year., with & direct impact to the Bank's DOTTOm
line (see'attaChed~cor“e3Donaence).-- N
1) Mv memo aated Februar 28. 1991 nronosed the
. purchase OIElSlmDLe fleating rate domestic C.D.
witich even - at the lowes: spread, - with no
enhancement . from gap funding would nave realized
a profit of. 375, 000 00 for an 18 mgg;hg_hgigigg
perloa., c ‘
2) As the window of opportunity for straight line

floaters vanlshed, 1 followed up with another
memo on July 3, 1991 which proposed =z mode
complex C.D. programme (inverse floaters) which
~had a2 more ambitious gain target. ' If ADIB were
to purchase a total of $100 million dollars
divided for the iwo simpleér structures, we could
now have assets that- {Jjust looklng at the yields
available at the tlme) would carry the follow1ng'

margins:
" a) The 'UBS Securltles LIBOR _ indexed
" Sstructure for 1 vear at 7.82% (which
if reset today would bhe 10.8273%)

couid have given an average spread
advantage of more than 200 basis
points which would translate into _at -
least $1,000,000 gain for §50 million
one yvear holding.

b} The Bankers Trust Securities Fed funds -
indexed structure would have carried -
a 6.75% coupon, and would reset now '
around 8%. Were ADIB to purchase 850 S
million with an average spread’ Tof . )
minimum 1EE_EEE£5_EantSf the profit .
could have heen at least around
$625,000 for one year holding.

o

§ =
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" Investments of residents in securities abroad
Ariicie 14

Residents may subscribe, pay and trade with securities abroad solely through
authorized participants in the securities market (hereinafter: authorized participant).

The authorized participant must regularly report to the National Bank of the Republic
of Macedonia on all investments of residents in securities abroad, as well as the

_subsequent changes of these investments. including the alienation thereof.

Residents other than authorized banks cannot purchaée securities abroac.

The authonzed banks_ may for their own 3CCOUN &nd 9n NeIr penali pursngse ancG
sell securities abroad.

The right of paragraph 4 of this Aricle re.fers"t_dme sacuriiies issued or guarantesa

by the Governments of the siates members of e OECD anag Dy inemational
financial insttutions. —"

The righi of paragraph 4 of this Article also refers to other securities with investment
rating assessed by at leastone internationally recognized rating agency.

The criteria for the investment rating shail be determined by the Nationaj Bank of the

Republic of Macedonia.

Notwithstanding paragraph 4 of this Article investment funds, registered in the
Republic of Macedonia, may purchase their own share documents abroad in
accordance to the regulation which determines the operation of the investment

funds.

Issuance and introduction of foreign currency sécurities in the Republic of
o : Macedonia

Aricle 15

Jssuance and introguction of foreign securities in the Repubiic of Macadonia shall be
permitted only with approval by the Securities Commission.

onditions and the methods under

The Securities Commission shall prescrib'e the ¢
ansaction of this Aricle can be

which the approval for the realization of the fr
acquired. -

Issuance and introduction of foreign debt securities. with maturity more then 3 vears.

in the Repuplic of Maceaonia 1s not alowad.

e p—— Y -
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" TO: | ‘ - - DEPT: Managing Director & Pres:dent —~ ADIB .
FROM: Gheqrgﬁe-Ca_rﬁpeanu . DEPT: Treasurer - ADIB
'SUBJECT: Car Loan‘s.Portfolio Funding ‘ i ._DATE: 24ju1y 1992

In response to quéstiqns raised by Ron ‘Morris -@:o'n'cerﬁihg ADIB'sV"a-bility io_' profitably fund a car -

loans portfolio {see his memos dated June 25 and Julv 19). | believe said assetsto be jucrative ones

from Treasury’s point of view.

Funding assetswith a 300 basis point spread over the Prime ‘rate will always be profitable.
To Should the bank assign capital to matcn the car loans, we would have
. a mast effident and rather si smoie Soiution.

o K isto fund in Money Markets, based on the followmg month!y average
' historical ‘spreads smcejanuary 1988:

A} "O/N Fed Funds - Prime 225 b.p.
B) 3 Months Libor - Prime 195 bip.
C)- 6Monthslibor - Prime  182b.p.

', | can Asafé!v find_funding risks ééceptable. _

In a rising interest rates environment; the moving averages of the funding costs will not exceed

the moving averages of the portiolio, (i.e., an average life of approx:mately 18 months will always
be funded in' a worst case scenario at ane) ' '

In addition, by using FRAs and short-term Swapsas a general strategy for the entire array of ADIB
.- § g e —_— . -

 assets, the car loans ; portfolio returns would also be hedged/enhanced.

Best regards.

Jthe

E_
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Page 2

'ALCO members weighed carefully all the relevant developments in the corporate deht

mgr__lge_:fi and decided to leave most business targets at the levels of the previous monthly

cycle.” After reviewing the utilization and results of the funding gap activity in Treasurv

Committee members were sartisfied that limits were complied with, and issued gu:dance for-

the month of August. With the possibilitv that the traditicnai summer slowdown tn

bustness acuvity couia -orce tne Bank to run marginaily fowsr voiymes. members agresd

that total assets will net a\-'e-'ace'in excess of UUSD 315 .-niilion and that Treasury shouid

R

_ manage a fiinding gap of av =-raﬂe assets of 37- 38 davs vs. average habilines of 12-16 davs.
—'—-——-—_———-—__,__;\

S
at an added spread or atieast 7-8 b.p. (maxlmum aJlowec: bv the ﬂat yleld curve}. Based

on the pro;ecuon modeis. and expectanons ot commuea strength 1n fee i income, the.

—
“monthly resuits in August should range ﬁ'orn N.LL of USD 460 K and w_ro/ﬁxs of USD

410K (with no Fed tlontenmcj and N.I.LL USD _:90K and net profit of USH 345K (If Fed
‘-"“—“"-\4—-—~_—-

raises rates by 25 b.p. )-

prv— ememsey ey

b ey e re—



' measures or the Bank’s -acm':tv re amos at/or above target, rhe fnomhlv results reached . H

' ofw and total net profit (mcludmo eqmty) ofw

TO: ALCO MEETING FILE : .
Meeting Held on August 1. 2000 for the Month of July, 2000 "
PRESENT: L o S oL .
'Assets And Tncome Analysis And P'roiect.ions ) 7_ o ' . e
On Juiy 3. 2008 ATB’s baiancs sheer “'oou at .._-'-Q“- 3190 muifions —""‘--"finfz a menthly cyvcle 5l

with a daxly total assets average ¢f \,SD J]b 5 m:thon Uusr above D"OJ&C[!OI\S) ‘With all

record ieve]s The assets,ixao,hn averages of 37 dav:. VS, 17 da»s T reasury aaded spread

—— - -

0f 7 B.p., very strong fee income and no unforeseen expenses. commned to producg NIL
[l SN

FoIIowmc the Fed's decxslon to Ieave mterest rates unchanced at the iat}e June F.O. M C

meetmg, U.S. financial markets seem to have settled into a rather comfortable state of

equilibrium, characterized by modest gains in fixed income pnc\.s and somewhat listless.

_-price action in equities (except NASDAQ), which lost 7 pct. in July). Crude oil pnces ' Lﬂ

tapered off as did most commodities, wh:le the USD zdvanced against most major

currencies. The future of interest rates and Fed pohcv guessing game was focused mamly H

on the dichotomy henween gains ‘n productivitv and the correlanon with mcxpuent srgns of
a soft landing of U.S. economy _As easing consumers demand appeared 1o be restraining H

price pressures, more sectors and regions of the economy reported a more moderate

expansion pace, thus reinforcing the belief of most market economists and investors, that H

the Central Bank will not alter j1s monetary restraine at the August 22 F.O.M.C. meeting.

The only major obstacte was the continuing strain in the labor market and its impact on

. future inflationary tendencies. The ens'uing fixed income strategy lead to a reversal in the

SIOpe of the v_i”e,id cunve for shor and intermediate raiurities, while the 1on° bond -




| ) co%em_e_mbers approved a slightly 1owe:r balance sheet, but agreed that given the

Page2
to this c‘c_mchision, short and intermediaie notes and corporate bonds gained ground, thus

7 reéovering some of the severe yield-curve inversion seen lately. The U.S. Treasury debt

' instruments/yields in the 2-30 years range steepened more than 20 b.p., while the more
31gmﬁcant 5-30 years segment showed a 37 b P correctlon In the short-end sector the

_ yield curve remained quite flat.

ALCO members reviewed and approved the utilization and results of the funding gap in

the Tre«suxv'-denarunent, and made recommendation for the business activity during the

month of July. Given the traditional summer slowdown in the corporate calend.ar the

- current A/L maturity structure, increased profit margins and contimued sfrong fee income, .

- this month should bring in higherprofits. Thus, with average daily assets of USD 310-

315 million, a Treasury added M_Ofﬁ-'fb p., and average assets of36-38/d'_a£v_\s;
average habilides of 18-20 days@ should grow to USD 440-450K, and met profit
could surpass USD 370K.

Ly,
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TO: ALCO MEETING FILE
Meetmc Held on July 10 2000 for the Month of June 2000 -

PRESENT: | | é\/ S

- Assets And Income Analvsis And Proiectio.us.

' ATB’s balance shieet registered a high USD 338 Tiiilion on June 30, 2000, thus ending a.

month that witnessed the assets expansion mandated a the end of the previous cycle. .

“With the total assets daily average of USD 328.3 million, and a heavily biased maturity

‘range in the medium term . floating rate sector, the Bank enjoyed a very profitable month.

In spite of a difficult funiding period, when Treasurv rieeded to secure the total bank".

spread.m the face of an inverted yield curve and quarter-end cost pressures; the A/l A/Lmix

and P/L prglectzons came in ontarg t, at a net Treasury added spread of only 1.3 b.p 3 b.p.

: However due to the new wider margm assets, low exgenses and stroﬁv fee mmcome, N I I

- was a:strong USD 409K while net profit- (mcludm: eqmty) stood. a.respectable usD
33’4K.

June continued the string of turbulent monthly cycles in the U.S. equities, as the old/new

economy dwercrence reared its head again. Blue chips and S&P stock prices dechned
15%, while tech stocks (as measured bv NASDAQ) gained 10%. But beyond the

corporate projections and price valuation scenarios. the U.S. financial markets seemed to

change course, as most pamcxpants concluded thar the case for an imminent monetary

pohcy tlchtemno was losing groun

As Chairman Greenspan appeared. to signal a ull in Fed’s aggresswe trend of applying a

blunt mstrument as a method to achieve a soft landing, more and rnore fixed income

mvestors started to look past mﬂanon to future slower economic growth i the U.S. GDP .
veslor 00K past 1nLiatlol

.. Inflation measures notwithstanding, recerit economic statistics seem to support the view

that the Cenrrai Bam\ $e2S NO Urgency 1o raise rales 2gain very sdon, [n response

| z:::if*f
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ASSET/ LYABILITY RISK MANAGEMENT APPENDICES

apoendix

9." ALCO meetings notes {minutes)

10. Car loans portfolio memo .
11. Low on foreign exchange operations article 14
{investment in foreign securities)

12, Risk/reward investment memo _

13. Short vs. long term assets memo

14. Credit ratings vs. spreads memo

15. Derivatives credit limits C

16. Assets swap example document and confirmation

. Maccdonian Banking Project/
Booz Alen & HamiltontUSAID
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v Asset swap exampile . - - e . ..

A real life exarnple from my days as treasurer and assetf!uabmty nsk manager. W'

had been looking to acquire a S10 milfion of a very strong credit, namely I8M senior
riates, with no longer than 3 years maturity, and which have fixed rates which once -

converted to floating, can eam at least 3M LIBOR + 12.5 basis points. In spite of
our efforts, al available notes deneminated in US$ had either longer than 3 yrs .
matyrities, or yielded less than the required spread over the index,

My job included a capital markets dimension which' enabled the risk manager to
acquire approved credits at enhanced yields by also searching opportunities
involving synthetic assets createa through simultanecus intefest and cross-currancy
swaps. We identified an I8M bong, which had been issued in Yen denomination, had
a 5% fate maturing in Jess-than 3 vears but would pay at matunty in USS. However,
it was in a currency which my o0k was not interested to be axposed tg, in & 1t= or .
the fact that the IPY/USD excnance rate of the final maturity payment naa pea

fixed at the outset at 121.80.

"1found a bank dealer (Chasej wno was w:lhng to offer the bond to us as a torl:
package, where my bank was buving a face value equal to Yen 1,100,000.000 , but
we were paying $9,739,664 (USD .cauivaient at-the fixed exchange rate). At e
.same time, we bought from Chase. a swap to the bond maturity. It was caicuiated
for' a nodonai amaunt of 59,739.854, and will pay us USD 3M LIBOR + 15 bp
against-our paying the fixed Yen oond interest cash flows to.Chase. This was
possibie because the cross-currancy swap arbitrage was trading at swap points
which would allow h|gner spreaas over LIBOR, than {he straight USD interest-rage

swaps.

Macednnia_n Banking Projecty - -
Booz Allen & Hamilton/USAID
*
R e . tsin
}:" T '—M A i s
L : — T

Buyer {USD fixed payer)

. Bond purchase

takes bornd detivery

Purchase (USD side) - -$9,739.664

Fixed payment

Floating payment

Maturity

- 5% (Yen)

+ 3M LIBOR +16bp{USD)

+ $9,739.664

Seiler (USD floating payet)
" - ¥ 1,100,000,000
9,739,664 .
+ 5% (Yen)
- 3M LIBOR +16bp(uso)

-56,739,664
(paid back to swap buyer)

(from assetswap seiier }

© +Y 1,100,000,000
(boad redemption proceeds from swagpg buyer)

This assets swap created a synmeﬁ& asset which was not directly available in the
marketplace, when a desired corporate credit, for certzin maturity and returns and with -
cash flows exchanged in a presaibeg asrency was custom tailored for those needs.

Maceaoman Bansing Project
Booz Alien & Hamilon USAID
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1) ‘Fixed vs. floating swap i
A bank has a $30 miltion five-year fixed rate loan asset with 3 semiannual nterest
pavment schedule at §.50%, which is funded with $30 million of short-term money
markets depasits (LIBOR). The bank is faced with 2 balance sheet gap, running the
risk that a Ase in sort-term interest rate can cAuse the COST of its Habiltiss t fise
-2bove the yield of the long-term asser, thus creating a negative spread.
The bank can use a fixed-for-floating interest rate swap to achieve a doser
iunding match between the intarest ncHme ang expense. 5o the bank wi look to
© -2nrer 3 swap, adresmyg 1o 0av 3 frea Fage with 3 seniannual pavimant sotecule
{hopefully same gates 25 the i0an: “3r ™2 5 Ve2r penod. ang for 3 RoJoA21 3mounT
of S30 million. in exchange, tne swao counterpany will agrea = pay 3 mosh LIBOR
to the bank at ore-determined amses {hooefuily matching same gates), IF me fixeg
rate of the swap 1s 6.0%. 1a's 522 =ow e £ash Aow exchange will resolve the banis
oroblem:
Bank payments Qutfiow " Iafiow Net Mlaw
Fxed Rate - 5.0 % (swap fooea) +5.50 (asset rawe) + S0t ‘
Foatngmte - IMLIBOR (o of mas}  ~ 3 MLIBOR (swaofiox) O :
TOVALNET - +9p L
Macedonian Banking Projecs -
Booz Allen & HamiltorsUSAID
x
i i - - " - —
2 . e - ) S, A
ASSET SWAPS . ’
Are transactions in which interest rate swaps are used by
partfolio managers to create “synthietic assets”, better
. suited for their profit targets, funding cost and risk profile,
"Synthetic assets” are basically financial instruments
which combine un underlying fixed rate asset (bonds,
leans, etc.) with an interest rate-swap, in-order to control
interest rate risk, in the same currency or in different
currencies. Converting interest rates can be accomplished
two ways: ' Co
- purchasing a long-term fixed rate asset and then
entering into a-fixed-for-floating swap witl a separate
counterparty to create the “synthetic asset”
- purchasing the “synthetic asset” as a package fronr
-the same entity, which presumes exchange of principal at ‘
the beginning and the end of the transaction. :
R TR 1 R ———— - R _._______w_.__;
Macedonman Bankmy Propec: :

Booz Allen & Hamlton/ USATD !
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A)  Swap points table -

Maturity '

2yrs
Iyrs

Swap price  Gov. yield
: curve '

i T

Swap point  MMKT

40-43

45-48

47-50

6.25
6.50

" 6.65

' 6.68
6.98

7.15

6.73
- 7.05
C7a
- 7.30

5yrs 49-53 6.71 7.24

‘Macedonian Banking Prosect:

Booz Allen & Hamilton/USAID

A

?ﬂ..d
£y

B) _Risk management swap is an'effective hedging: - -
-technique providing companies with means to manage the

interest rate exposure to their existing assets and -

liabilities. . -~ - - S '

. Magedonian Banking Promwec:
Bouz Allen & Hamiiton L'S.41D
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Using FRA"s presents quite a few advantages:

. - . lower cost to capital
- lower credit risk (notional vs, nominai — percentages)
- lower legal risk (telex confirmation in official
document format) ’ : ‘
- - no funding cost
- liabilities maturity extension (increases liquidity
access) . - .1 . -

- funding in adverse conzitions (bank liquidity crisis,

negative yield curve) :
- hedging partfoiio holdings re-evaluated bellow
purchase price, when selling is not desirable

Macedonian Banking Projpesy

. Beoz Allen & HamiltonUSAID

P ' N - —

77> INTERESTRATESWAPS ' w. . . -,

I
DEFINITION: Over-the-counter derivative contracts in which
two parties agree to excihange future interest rate cash flows
calculated for a national principal amount at pre-determined
settlement date and according to and agreed-on formuia. The
formula defines cash flows fram two different interest rates,
for one or more notional amounts, which couid be in the same
currency or in different currencies.

Swaps have great advantages as well, offering more effective
methods to manage interest rate and market risks.

Swaps are pticed as very efficient credit measurement against

a benchmark yield curve , usuaily the govermment deit
instruments (see credit sensitive yield curves in the Risk
Management section). The prices are expressed in spreads
relative to the rate of the same maturity government bond
{swap poiats).
Swap agreements are: (ISDA, BBAIRS) - confirmations,

- documents

Yluczoontan Bankiny Progec
Jorz Allen & Hamiltore USALD
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8= 6.50 = 6,001 x 3x0000

Ve,

EXAMPLE Buyer A wushs to: buy ae months FRA WhICh settles 6 months rorward
from seller B.

They trade an March 29 2002 at the rate of 6% Settiement date is obviously Sept

- .29, 2002, for which 6 months LEBOR s set at 6.50% onSept. 27, for a period from
‘Sept. 29, 2002 to March 29, 205z,

Thay deczde to wnte a contract for & notional
amount of USS 10,000,000.. ‘

L= 6.50 R 600 D =183 3 _ 60-A=10'000000 and

5 24.803.72 (catculated on Sep 27 and gaid cn See, 29)
(360.x 100} + (6. 50 X 183} ! . :

Sel!er (bank B} will pay the setamant amount to the buyer (bank A)

P i

 Macedonian Banking Projec’

Booz Alien & Hamitton/USAID
*

.EXAMPLE for a bank wh:cr‘ wans :: ::rf*tect it'self aoamsr rrsmg rates in the 3
months LIBOR in 6 montfis 3me. il nave o DUy & contract, wnich is quotea as
(6x9) FRA; if the bank waould also like orotectjon for the 3 months LIBOR but this
fime in 4 months’ time, if will have o iook for prices of the {4x7) FRA. The most
tnlded FRAS are for the 3 and 6 months LIBORS 50 the Ebles shou[d look like this:

“TIMETO SETTL. "3M US LIBOR'FRA s ‘6 M‘USLIBOR_
FRA's E E B
1 month o e R T S
+ .2 months ‘ ) : ' ' -
+'3 months : : ¥ T e
§ months : 69 62

\1auﬂnruan Ba.nunn Pm;ecr.

Beoz Allzn & Hamiton: USAID
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. -Let's see what happens when the tobacco prnducer sells 1000
Sept.-15 tobacco futures

-.TosAchU‘rvREcaNmAcr e

Size: 1 ton Price increment: 0.01 (exnressed as1 pomt)
Matunty Sept. 15

Producer‘s hedge (agamst decurung pnce)

Posttion Ar_nount Purmes;— oncz Cas Sefﬂ.r_snce Cost Futwres /L

Seller - -3.000 ~ 1533 I3EE0 1420 14,200 1150
Buyer 1,000 15.33 13330 1420 183 {3,150;
Macedonian Banking Projeey
Booz Allea & Hamiltew USAID
3
-~ i, .
i T = - T TR
Now, let's look at the resutts of the price hedging used by
_ the cigarette company, when it buvs 1000 tobacco futures
*.Cigarette company hedge {against rising price)
. Postion  Amount  Purchasaomcz  Cost Sal P Cast Firtures P
Buyer 1,000 1528 1250 187% 18,750 2,520
Sefler 1,000 16.25 16.250 1875 .18.750 (2.500)
tidvegoman Banking frosec !
Fonz Aflen & Hamleon U550

o psenm
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FORWARD RATE AGREEMENTS

DEFINITION: FRA's are over-the-counter contracts for cash
-payments at maturity, based on a market future spot
-Interest rate (reference rate) at a pre-specified forward

interest rate (contract rate) applied to a notional principal

amountand paid at a pre-determined date (settlement
date) . This contract is actuaily one for exchanging onfy
interest rate differeniials on settlement day, without any "
exchange of principal at the inception of the contract.

- "The FRA market is largely dominated by commercial banks,
and the contracts are standard documents according to
universally accepted rules (FRABBA, ISDA) ‘

Macedonian Bankinngject.’ ‘
Booz Allen & Hamilton/USAID.
- N -
L — — - ‘
. %.?/aﬁ::w N ‘:?".‘- = - . S ac %__ - o
'gfg”’ Calculatiorrdfsetﬁementamcuntanduexamplg' . _ g, T

The settlement amount is caiculated by i.:sing the following variables:

S = settlement amount (rate differentfal)
.L = spot ‘reference’ rate (LIBOR) ]

R = forward ‘contract’ rate -(set at the beginning) -

D = no. of days in the contract period y

A = contract amount (notional principal) .

B = no. of days used for the interest accrual calculations for the currency
in which FRA is denominated (usuaily 360, but for STG and other

* currencies, it would be 363) R . .

by using the following farmuia;

1)  WhenL (spotrate ) is higherthan R (contract rate):
© 0 8= (L—R)XDxA :
- {(Bx100) +(LxD)

2) When Rishigher than L, the formula becomes:

$= (R—)xDx4A
(B x 100) + (LJ; D)

e —— R R, HL S O —

Macegonian Banking Project: o

Booz Allen & Hamilton/USAID
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_currencies (amang many others).

FUTURES

Were designed as arrangements to protect against
commuadities future price fluctuations. Historicaily they were
first implemented as hedging instruments for agricuitural
products, but iater an futures were used for all other
commodities (metais, energy, etc.). From our perspective, the
deveiopment of financial futuresis more important, as we
have now Tuture contracts for equities, interest rateand -

Each type of future contract is designed in standard form
and size, it trades in specific price increments, and itis
usually traded on 3a futures exchange, where trading, payment
and settiement of these contracts are strictly regulated.

Macedonian Banking Project/

.+ Booz Allen & Hamilton/USAID
»
T ——— /‘-\- 7
/_“,/f‘;‘ '::“T‘ - ., _ A T e

EXAMPLE: A tobacco producer wants protection for his crop,
"which he has'a contractual obligation to sell and deliver to
a cigarette company on Sept. 15. He wants to protect
againsta possible price dedline before delivery date. So he
will actually try to seli his crop forward ,befare delivery
date, by selling tobacco futures at a price thatis in line
witlr his profit margin requirements.
On the other hand, most cigarette companies wantto
hedge against tobacco price increases, sO they weuld'
probably want to buy forward at a price that fitsits
business plan. - -

Mucedonian Banking Proms

Booz Allen & HamiitornrUSAID
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1) - INVESTMENT - ' ‘
- RISK/REWARD VIEW : RECOMMENDS MOST _
"PROFITABLE AND LIQUID ASSETS AS A MEANS TO REACH
PROFIT MARGINS (CREDIT AND MARKET LIMITS) -
= RECOMMEND INVESTMENT PORTFOLIO ALOCATIONS:
, - a)SHORT-TERM vs. LONG-TERM ASSETS (YIELD CURVE
. SPREAD TRADES) L
'b) FIXED vs. FLOATING RATE ASSETS
€) GOVERNMENT vs. CORPORATE '
d)  CREDIT RATINGS MIX (TOTAL PORTFOLIO SPREAD)
L - . v

- - ADVISE MANAGEMENT OF YIELD/PRICE ENHANCEMENT
~ OPPORTUNITIES TO REPLACE PORTFOLIO HOLDINGS '

- PROPQOSE NEW INSTRUMENTS
‘ - - .\!a:cdaniaﬁ Banking Project/ .
< 3c0z Allen & HamilionUSAID
‘ B a
) FINANCIAL DERIVATIVES

'*  DEFINITION: Derivative instruments are agreements/contracts
batween two or moare pardes, to exchange future cash flows
generated by un underlying commuodity or financial instrument, ata -
" predetermined point in time (maturity or delivery date) and price
(rate), without an actuai exchange of principal, The point }s to obtain

'+ protection against future adverse price fluctuations for a cermin
-period of time, without using significant financial resourcas, Since
‘these agreements are not reflected directly on the batance sheet,

they are also known as " off-balance-sheet instruments*, National Vs,

. nominai principal amount. . - .

. Financial markets have developed many types of derivatives, and -
they tradein greatvo!ume'and-ara.usually extremely liquid.

- The advantages of using such financial instruments are many, but
frony a. bank's point of view, the funding cost is the most attractive.
‘As there is no exchange of principal, there is no actuat cost-of funds. -
forentering into a derivative contract : .

1) Futures 2) Forward Rate Agreements (FRA’S)  3) Swaps

Macedoman Baniang Project:
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QUARTER-END FUNDING CALC ULATIONS

e 530% -
—— 7 e 7.50%
, . H
j— ITdays - =S e e—— Darys ———— .
!l-Novl - o M. T ldadae -Sam
- 3¢ 2ayx —
Term period (Nov. 28 - Jan. 27) &60days - Term rate B.5%
-Head period (Nov. 28 — Dec.30)  32days Head rate 7.75%
Tum period {Dec. 30 - Jan: 4) 5 days Turnrate ~ 2
Tail period  (Jan. 4 - Jan. 27) 23 dgys Tail rate 7.50%

Tum rate 17.9%

" Having any three of these rates will help calcutate the fourth (very useful togl)

’ -Macedonian Banking Project/
Booz Aller & Hamilton/USAID .
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- MAKES SPECIFIC RECOMMENDATIONS FOR THE
DIRECTION AND MAGNITUDE OF THE FUNDING GAP,
BASED ON ITS'MONETARY POLICY AND INTEREST RATES

. FORECASTS = = -
-~ POSITIVE/NEGATIVE YIELD CURVE EFFECT ON

FUNDING COST
- USE OF BANK'S CAPITAL AS FUNDING SOURCE
{ALOCATION OF COST AMONG VARIOUS DEPARTM

. ALLOCATION OF FUNDING SOURCES AND COSTS FOR

VARIOUS ASSETS CLASSES ‘IN CORRELATION WITH THEIR
"MARKET/LIQUIDITY RISK PROFILES

- USE OF DERIVATIVES TO CONTROL COST OF FUNDS
(FRA’S, SWAPS)

Macedonian Banme Proxeer
Booz Allen & Hamtiton/USAID
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TREASURY FUNDI_NG.AND iNVESTMENT TACTICS

1) FUNDING
- EVALUATES LIABILITIES LIQUDITY AND ACCESS TO
VARIOUS FUNDING SOURCES (INVENTORY OF. INTERBANK
- AND CORPORATE FUNDING LINES)
- RUNS RISK SCENARIOS AND EVALUATES FUNDING
COST TARGETS CONSISTENT WITH REQUIRED LEVEL OF NET
 INTEREST INCOME :

BREAK ~EVEN COST

Assets: S 31 days at_'8_.'5% .
Firstfundiﬁg period: 17 days at 8.3%

Break-even funding:  14-days - 7 8.743%

- Macedonian Banking Project -
Booz Allen & HamsitarvUSAID
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ASSETS AND INCOME PROJECTIONS

ot iion 6.85%° . 6049 - AIT% 7 '§222,000°
326 miion © 6.85% 6.1% . .5.28% $191,000
<300 milion . 6.85%  604% . . 5.07% - $204,000

-s300 million  6.85% - __6.1__'% . 5.28% ° ) $177,000

-\Y-\L\ ZES FUNDING ’\'ILED CLRVE AND \l-\l\.F_‘S T-\CT[C.-\L ADJUSIMENT
' RECO“MENDATIONS {SEASONAL FUNDING PRESSl RES

- fotal Assets Assets Rate = 22.d Funding 9 d Funding - Total Profit-

\Macedonizn Banxing Proteet
Booz Allen & Hamitto USAID
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COMPOSITION OF A.L.C.O.
. Size and composition may differ from one bank to ancther,
but it will include managers of the most relevant profit
centers and the risk control.mechanism of the organization
-~ C.EO.
- CFRO. .
- HEAD OF TREASURY
- HEAD OF BANKING DIVISION
-. ' HEAD OF CREDIT
- CHIEF ECONOMIST
- COMPLIANCE OFFICER
COMMITTEE MEETS REGULARLY AT HE BEGINNING OF
EACH MONTH ’ N
Macedoaizn ém—ing Projec
Booz Allen & Hamiln/USAID
3
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TREASURY A/L RISK MANAGEMENT

1

FUNCTIONS .

. REPORTS ON FUNDING & TRADING RESULTS
. ECONOMIC RESEARCH AND FORECASTING
- FUNDING LIQUIDITY ASSESSMENTS AND
RECOMMENDATIONS )

“e ~ RUN RISK SCENARIOS USING SIMULATION MODELS _
= EVALUATE AND UPDATE BALANCE SHEET )
ASSUMPTIONS ' ,

Maceaonan Bamcing Projecs
300z Allee & HamiltorUSAID
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“A.L.C.O.

*  EVOLUTION OF ALCO

»  COMPOSITION :

+ ° TREASURY DEPARTMENT ASS"T/ LIABILITY RISK
MANAGEMENT FUNCTIONS

* Macedonian Ba:i;—;:; ;onccir
Bovz Allen & HamitonUSAID
3
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EVOLUTION OF ALCO 7
» ' CHOICE OF ASSETS AND LIABILITIES
- ASSET DRIVEN BANKS
- LIABILITY DRIVEN BANKS
- NEED T0 COORDINATE ACTIVITIES
. Funcnous |
- EXAMINE PAST PERFORMANCE :
- . ESTABLISH BALANCE SHEET AND PROFIT TARGETS
: Co- FORMULATE STRATEGY AND TACTICS TO REACH
. : TARGEI‘S( SHORT-TERM vs. LONG-TERM GOALS) )
. - MANAGE INTEREST RATE, MARKET AND LIQUIDITY
~ RISKS o
- “'“""‘""’"‘“ T M;accdonia:.n Banxing Projecs V*-—-~~---"“ N
Buoz Alien & Hamiiton USAIZ
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ASSET / LIABILITIES RISK
' MANAGEMENT
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Macedonian Banking Project
Booz Allen & HamiliowUSALD

ASSET/LIABILITY COMMITTEE (ALCO)
TREASURY ACTIVITIES '
FINANCIAL DERIVATIVES

[ Magedonian Banking Project
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Press Release Amnouncing Criminal Indictment Of Daiwa Bank. 11/2/95

7

Ms. WHITE stated that, "DAIWA was indicted today, net only because its
former officer, Toshihide Iguchi, committed serious crimes, but because,
23 charged in the Indictment, DAIWA and 2 number of its highest senior
officials themselves committed ¢rimes as they actempred to cover-up
other crimes. The message to the financial community from today's |
indictment should be clear and unambiguous: law enforcement will not
tolerate financial institutions who unlawfully attempt to mislead
‘Tegulatory-autherities and coverup criminal misconduct by their
employees, The law requires, and law enforcement expacts, that all
' companies will abide by the law, all regulatory requirements, and the
highest standards of ¢erporate citizenship.”

If convicted on thé-criminal charges filed today, DAIWA faces maximum
fines under the federal Sentencing Guidelipes exceeding $1 billion.

ﬁhe Federal Reserve Board, the New York Starte Banking Department, and
the Federal Deposit Insurance Corporation will bé,announcing today that
they have taken remedial action against_DAIwn'and the Daiwa Bank Trust.
Company, a United States ‘subsidiary of'DAIWK;,requixing the termination
of the bank's operations in the United States by February 2, 1994,

DAIWA is a Japanese bank'headquartered in Osaka, Japan. DATWA is ona of
Japan's lacgest commercial banks and maintains hranches agound the
world, including offices in New York and 1o other states in the United

' States. The DATWA BANK TRUST COMPANY is a United States subsidiary of
DATWA, headgquartered in Manhattan. DAIWA's office in New York is located
at 66 Fifth Avenue.

Also this afternmoon. a criminal complaint was filed charging MASAHIRG
TSUDA, a former General Manager of D, 's New York- Branch, with one
count of conspiracy 2o deceive the Federsl Reserve Board by concealing
the $1.1 billiorn loss, making false Statements:to the Faderal Reserve
Board and making Ffalse entries in the books and records of DATWA; and
one count of misprision of a felony. TSUDA will be presenced later on ‘
the complaint before United States Magistrate NINA GERSHON.

Ms. WHITE praised. the efforts of the Federal Bureay of Investigation for #

- their extraordinary efforts in conducting the investigation of this
matter.. She also said that the investigation of DAIWA, The Daiwa Bagk
Trust Cempany, and individuals who are or were empioyed by DAIWA iz
continuing. ‘ ) : :

Assistant United Statas Attorneys REID M. FIGEL, Chief of the Securities
and Cammodit;ea Task Force, ANDREA LIXWORNIX, and MICHAEL STIMONS are
handling the prosecution, :

The charges contained in the Indictment are merely accusations and the
defendant is Presumed innocent unless and until Proven guilty,

85-155

Approved: /s/MICHEARL 3. 3IMONS, ANDREA.M. LIRWORNIZR
Assistant United Staces Attorneys

Brought to You by - The 'Lectric Law Library
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From the 'Lectric Law Library's stacks ]
Press Release Announcing Criminal {ndictment Of Daiwa Bank, 11/2/95

i -
- PRESS RELEASE ANNOUNCING CRIMINAL INDICTMENT OF DATWA BANK, 11/2/95
United Staces Attorney -
Southern District of New York C
i EOR IMMEDIATE RELEASE CONTALT: MARVIN SMILON 7
: - NOVEMBER 2, 1995 T (212) 731-1937
PRESS RELEASE .
i oo - MARY JO WHITE, the United States Attorney for the Southern District of
New York, and JAMES ¥. HALLSTOM, Assistant Director in Charge of the [
TEI's ¥ew York 2f£Zizs. announced today =hat a 24-cournt indicrment has
] beer filed in HManharzan federal court against THE DATWA BANK, LID.
i . {"DAIWA") . DAIWA is charged with conspizacy, mail and wize Iraud,
’ -obstructing an examination of a fipnancial institution, falsificarion.of
. bank recozds, and mxsprision of felonies by Tailing -ze disclose federal

crimes. ) .

The charges arise out of the unauthorized sale of secucities from ' . i
DAIWA'S custedy accounaz=, including the sale of more than $375 million in
customer securiries, by Toshihide Iguch:, a2 former Executive Vice L
President at the New Yark Branch, which wers used to cover trading :
losses incurred by Iguchi; Iguchi’'s attempts to cover-up those losaes

- ) and unauthorized saies, which by 1995 had grown to mare thazn $1.1 -7 [
billion; apd DATWA'S attempts to continue the cover-up after learning of
Iguchi's illegal conducr; and DATWA's alleged repeated attempts, dating . L
Do back to at least 1988, to ohatruct the Board of Governora of the Pederal :
ﬁ Reserve System and the New York State Banking Department. = '

According to the Indicement, DATWA learned in mid-July 1955 that Iguchi
had lost more than $1.1 bhillion through unauthorized trading in United .
States goverrment securities, and the sale of securities belonging to
DATWA's customers &5 conceal those losses. Rather than disclose IGUCHT'
8 crimes to law enforcement authorities, as DATWA was required by law to
. do,- DATWA allegedly attempted to conceal the losses and aissing
- ° gecurities by, among other things: makirg extensive false entries in its
books and recorcs to hide the losses and preclude law enforcement action r
in the United States; removing the records of these crimes from DAIWA's
Mew York offices and secreting them in the apartment of the manager of A L
DAIWA's New York Branch:; sending false account informarion to its
customers; filing a false report with the Pederal Reserve Board; and
otherwise atrempting =¢ prevent law enforcement officials from
. discovering these crimes. . ' -

The charges against DATWA in the Indictment thar relate £ the cover-up
after DAIWA learned of Iguchi's activirzes include: a charge that DAIWA,
ﬁ acting through senior DAIWA officials, both in Japan and New York,
conspired to defraud the Federal Reserve Board, to make false staremsnrys Y
to the Pederal Reserve Board, and to falsify DAIWA'S books and records
to prevent discovery of the 51. 1 billion trading losa: misprision of
P felonies based on DAINA's failure to rsport and affirmacive coucealmenc . .o
i : .  of federal crimes; and several counts of falsifying baok books aad - m—— . |
: - records. The Indictment also charges DATWA in four counts of mail and
wire fraud with defrauding DAIWA'S customers in connection wWith the
unauthorized sale of $377 million in.customer securities by Iguchi; and
mnltiple counta of falsifying books and records arising out of Iguchi’s
efforts at covering—-up his trading lasses.

DAIWA is also accused in the Indictment with conspirz=g o defraud the
Federal Reserve Board between 1982 and 1995 by prowviding false
[ informarion ahour the locarion and supervision of its traders. The L
indictment alleges that DAIWA temporarily relocated traders IIOR one
location to ancther and disguised a trading room as a storage roam prior
fo a bank examination in order to deceive banking aucthoritiex. DATRA i f
B also charged with one count of obstzucTing an examipacion of 2 financial 1
i institution in connectrion with that conduct.

hitp://www. lectlaw.com/files/curd5 htm o 372102
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.THE CASE OF ALLFIRST AND JOHN RUSNAK’S 3691 V[ILLION CURRE\ICY TRADING o

LOSSES

- This is a very recent case, and its details are still sketchy. We thought that.“fbilew.iné future revelations
and developments in this case could be bpth educational and fascmatmg for any banker with dealings in
treasury functxons

In brief, in early February, Allied Irlsh Bank made a startling announcement concerning the uncovering
of the fact that one of its foreign currency traders in their-Baltimore subsidiary, Allfirst, had amassed

_ about $750 millior in foreign exchange trading losses during the previous vear.

~ Later-on, as things started 10 become a little more apparent, a tirst investigation revealed that these

losses were a bit less drastic, “only” $691 million, bur that thev have been mounting for a period of five .

. years. In effect, John Rusnak had been engaging in unauthorized trading as well as a complex cover-up,

" - ain order to abscond his iosses. He allegedly created fictitious documentation and falsified. accounting

~.records to hide a large numbet of bogus currency option con;racts wh:ch were designed to cover his
staggering trading losses. .
A lot of the facts are still unknown and w1il be analyzed bv an mvesnoatlon conducted under the
. guidance of Eugene Ludwig, a former U.S. Comptroller of the Currency hired by Allied Irish Bank. The
conclusions:will be made public and strong-corrective measures should be expected
At this time, amidst much speculation, a couple of facts are clear: :

: k! 4

- Alhed Insh oave Alifiesta v1rtuai free hand in rnanagmg most of i its operatlons.
including proprietary trading.

- Since last May the bank was deemed to be operating in a.“safe and: sound” manner |

. (satisfactory condition) by-the state examiners, questions were raised about their
. ‘level of competence. It is a widely accepred fact that many of the examiners are not
technically proficient and well trained to analvze currency trading matters. They
have a checklist of what to look for, and they assume that banks operate with a |
given degree of honesty. If everything j just “looks OK™, they finish up their hst
checking and leave. It takes a good 3 to 5 vears to properly educate and fully ain a
good examiner, and most of those sent to perform most bank audits are usually
junior staff.
- In his options trading, Rusnak used ‘primary brokers” accounts with several banks,
' chiefly Bank of America and Citibank. This not only allowed him to conducr such
currency options trading under the radar screen. using the dealers’ name, but from
- Allfirst’s erroneous  bookkeeping perspective, he could report dozens of trades with

sl

.

~one dealer as one trade only (netting). This accounting lapse in judgment on the part_ . .

- " -of the bank, made it a lot easier for Rusnak to falsify option contracts, as he only
" needed to produce one contract for all his rades with an individual dealer.

238
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Against U.S. state and federal regulations which require banks 1o give immediate notification of anv
criminal behavier, it took Daiwa until September 18 to inform the authorities, prompting speculation of
collusion and possible conspiracy to obstruct American laws and regulatory constraints. The fact thar in
late July, Daiwa had filed a statement of the branch condition with Federal Reserve, which did not
reflect Iguchi’s losses, did not diluze the impression that banks senior management.in Tokyo and New
York conspired to conceal the losses. -
Iguchi was released by the bank in July. but only fired on September 26, two days after being arrested
by the FBI. He was indicted on charges of bank fraud, forgery, embezzlement and misapplying of
bank’s funds. He pleaded guilty on all counts and went to jail fora very long sentence.
- On Ocrober 2, the Federal Reserve Bank and New York State Banking Dept. issued
-& temporary cease-and-desist order against Daiwa. focusing on unsafe and unsound
banking condition. failure to institute appropriate risk management procedures as
well as for knowingly submitting false reports.
- On November 2. the Fed, FDIC, NY State Banking Dept. and other state regulators
decided to order Daiwa to close its U.S. banking operarions.
- Also on November 2. the U.S. Attorney’s Office announced that a grand jurv had
issued a 24-count criminal indictment against Daiwa, and against its former general
" manager of the New York branch, for conspiracy to défraud the Federal Reserve ™~
Bank, for making false reports and for engaging in a series of deceptive and
untawful financial and accounting transacrions ( SEE COPY OF INDICTMENT)

. _ ’ *- 1]
It is quite clear that the same cardinal rule regarding the segregation of front and back-office was

practically suspended in this case, opening a wide door for unauthorized and illegal traging, which had - -

catastrophic consequences. Only Daiwa’s size and depth saved it from Barings’ fate. AT

At the samer time, Daiwa’s supervisorv and risk management incompetence, coupled with its complicity
-and deception exhibited ar the senior management level, underline the need to implément and enforce
preventive means for containing operarions and organizational risks.



. DAIWA BANK’S US TREASURY BONDS $ 1.1 BILLION TRADING LOSS

. The case of Toshihide Iguchi at Daiwa Bank’s New York office produced similarly staggering trading
losses. under somewhat comparable circumstances, but also a few différences with the Nick Leeson
case. S : S o Lo L

- - these losses were amassed during an amazing 11 years period, during which 30.000
* unauthorized trades were executed. =~ - S
- .- . bonds ate much léss complex instruments. which should have made the earlier
- detection of trading irregularities a fot easier. ' o
- internal bank auditing and reguldtory supervision iri Japan are proverbially lax -

Brief sequence of events summary .-

’

" Toshihide Iguchi was the trusted head of US. Treasury bonds trading at Daiwa Bank in New York. He

had joined the bank in the late 70’s and spent eight years handling back-office paperwork for the bond '
trading. He was promoted to trader in 1984, but given the smalil size of the operation, he remained in

charge of keeping the books. Almost from the beginning he lost an estimared $ 200,000 in trading, and -

allegedly devised an illegal scheme to conceal and recuperate the loss.

His method was quite simple: whenever he lost money in a proprietary trade, Igﬂghi"withdrew and soid -

bonds held in Daiwa’s own accounts or those of its custorners, and forged back-office documents to
‘make these trades look like authorized transactions. He continued aiong this path of deception, but as his
trading style became bolder and bolder. the losses were accelerating at a dizzying pace. From the
relarively modest beginnings, Iguchi’s stvle developed into a dangerously brazen betting, to the point
that he traded as much as $500 million worth of bonds in a single day. His phony bookkeeping
continued, and he managed to carry on undetected for an amazing 11 years.

Internal bank auditors and regulators missed on catching any of his unauthorized trades or forgery: As -

an illustration of how easy it was for [guchi to escape scrutiny, the following incident is very telling.
According to.the Japanese Ministry of Finance. all bond trading was only authorized in the bank’s _
midtown offices. However, Iguchi and his waders were conducting business in 2 downtown Manhartan-
location. When they found out about an imminent audit, before the examiners showed up, they turned
the fights off ini the trading room and stacked a lot of card boxes to make it look like a storage area.
None of the auditors bothered to inspect the premises thoroughly enough and the trading continued.

As Iguchi’s trading volume increased manifold. he needed to falsify an ever-increasing number of
documents in order to keep his positions and losses hidden. :

But in 1993 Daiwa decided to split the bond-trading and record-keepifig functions; thus impedingon
Iguchi’s ability to conceat his illegal activity. And still, he remained undiscovered for aimost two more
years. . o - : :

Meanwhile, his losses ballooned to as much as $1.1 billion. which may give anvbody pause, considering
that for 11 vears this trader managed to lose on average $100 million/vear, or $273.000/day without
‘being exposed. Finaily, under enormous siress. on July 13. 1995 he wrote a seif-incriminating letter to
Daiwa’s president in Tokyo. detailing all his unauthorized dealings and illegal activities.
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- :
b) credit risk - the implication of the very large amount of funds remitted 1o Singapore tor
_ meeting vast “genuine” client margin calls was lost on senior management. They never
- questioned why Barings was lending more than US$ 500 million to trade risky futures.

Thev did not seem to really have an idea who these clients were. and they had set no
R individual margin call limits per client. -
- "7 ¢) market risk —as Barings had no independent auditing of Leeson s reports. they could
: s - not check their accuracy, and based on faise’data. ALCO’s gauging of market exposure of- --
' the open positions was totally inaccurate (garbage in/garbage out)
- _ o d) limits - Barings did not impose any gross limits on Leeson’s pr0pnet:1n wading. as they
- : ~- had been mislead to believe that there was little directional market risk in arbitrage
' " positions which were suprosedly ciosed-out ar the end of each day. —lo“ ever. 2ven under
ﬁ _ : those circumstances. gross position limits are a must. as sertiement an¢ Dasis skt winen
- g ‘prices in markets don’t move in tandem. affecting the hedge positions: can create
significant liquidity and funding problems.

3) Lack of supervision - while Leeson had lots of supervisors. the reporting lines were vague and
confusing and. as a result. nobody exercised real controi over his activity.
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‘should have been quite clear that something was awfully wrong with the trading activity in Singapore.
There was, in fact. a wide gap between fact and fantasy. or between reality and the way Le°son was
recording and reporting trades to his superiors. e i
Things were so bad. that Barings was actually its own counterparty in quite a few of theSe dxsastrous '

- Trades, as Leeson was buying from one hand and selling to the other, between #88888 and some ofthe
bank’s legitimate wrading accounts. Thus, Barings had some very large open positions at a time when =
market risk was soaring, resulting in catastrophic fosses..Leeson never reported details of the Error _
Account to treasurv or risk management officers in London. Before the end of February, the margin calls *
and losses were 5o overwhelming, that Leeson ran away. and the bank was faced with unavoidable =
bankruptcy procedures. On February 27. 1995, one of the oldest and prestlglous financial institutions
was forced 1o ask for. protection from creditors, as losses were reaching US$ 1.3 billion. A few weeks =~ |

- later, after more than 200 years, Barings ceased to exist as it was purchased by ING. the giant Dutch - b
financial group. The senior management and its auditors were subsequently faced with numerous law:

suits by regulators. shareholders, creditors and the Asian exchanges on which Nlck Leeson traded while {7

- breaking local ans : ™

.

Lessons to be learned |

By violating almost all basic risk management recommendations, Barings failed to institute a proper
managerial control svstem, and ultimately did not catch on to Leeson on time. Senior management
became responSIble for SIgmﬁcant flaws in the following areas: - 3

£

.

1) . Segregation of "front and back-office - by breakma a cardinal rule of any tradmg operatlon it
allowed Leeson to settle his own trades, by putting him in charge of both the dealmcr desk and
back-office. Abusing his position, Leeson suppressed information on account # 38888 and-

_mislead senior management, causing the collapse of the bank.

2) Senior management involvement — by having a very superficial knowledge and understanding of
the markets Lzeson was authorized to trade on. Without the proper level of analytical skills, it
was very easv for management to be mislead into believing that a trader can generate huge ]

- profits, and become less inclined to seriously probe and audit such a “successful” operation. i
Considering the huge amounts of cash Barings had to borrow to meet margin demands, sentor A
managers were negligent in their duties. ' |

3) Adequate capital - as we have already seen. there-was a serious disproportion between Barings’
reported capital and its borrowings related to Leeson’s trading. An institution needs 10 have

sufficient capital to withstand the impact of adverse markets on its open trading positions, and | |
to have enough money to afford keeping the posmons going. Misinformed by Leeson, Barings
thought that they were funding and paying margins for hedged positions, when in reality those _
funds were for significantly at-risk open ones. This put the bank’s capital in a very precanous
bind which lead to insolvency. b
4) Poor control procedures — at several-levels:

B

~

a) funding — without a mncnonal system to reconcile uses of funds, Barings did not require d
Leeson 1o distinguish between the margins of proprietary and customer trades. London .-
was simply and automarically remitting 2if the requested cash transfers Leﬁson asked for,
without checking the accuracy of his supporting data.

202 ™



BARINGS BROTHERS' COLLAPSE DUE TO NICK LEESON’S TRADING

In essence, Barings folded because it coutg not meet the
fosses, incurred in its name by a rogue trader, Nick Leeson.

Brief sequence of events summary

estigations. Nick Leeson was sup
arbitrage. or on behal? of the oank’s clients. As an qréirg
not have been exposed to gre
mandate to buy/seli conrracts
them back on the Singap
behalf of clients.

- However, Leeson decided 1o neglect those instructions. and actually instead of selling contracts in
‘Singapore, he was actuaily buyving them: amassing enormous unauthorized long positions. He managed
to do that in his dyaj capacity of head trader and manager of back-office and settiernents area.
"The long positions were hidden into the infamous Etror Account £

posed to trade futures and options oniv as

at market risk. since thev were Supposed to be hedged. Leeson oniy had a

ore exchange. The only open (n

, he instructed staff 1o change contracts prices and b

extra profits on the trading accounts, while.making his activity
time, as manager of settlements, he was requesting |

- London and Tokyo. on the pretense of margin calls
The magnitude of the Open positions accumulated
other Asian financial markers. was astounding:

reak trades into smailer sizes. to creare

arge cash wansfers from senior management in
for the bank’s clients positions.

by Leeson towards the end, on both exchanges and

- USS 20 billion worth of Japanese Government Bonds
- - USS 7 billion in Nikkei 225 index futures
- LSS6.68 billion in Nikkei 225 put/call options

management. This was even more sutprising considering that Barings’ capital was less than $620

milfion, which was in stark contrast with the US$833 million it was asked 1o borrow and transfer. So. it

enrormous margin call payments and rading

ge wading activity, the bank s positions should

0_offSet those transactions by selling-buying
aked) options positions were 10 be assumad on

88888, where he was booking-all the

even more difficuit to detect. At the same

e — P ——, e — - H
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confirmed mutually so that the details will be conveyed accurately?

{3} Does your unit have the rule or the procedure requiring that the details of deals exceeding a-designate& ameunt be
confirmed with the cusiomer. within the same day? . 3 ‘ -
T————— . e st g

" 14) Are the Confirmanons of forward contracs collected from cUStomiers winout gzrav?

{5) Are the téiephone com}ersaﬁons"recoigmnpﬁﬂy as pef the Telenhone Recording Procadure? 1s the record of tape
fecording made propeny and the recorded iapes stored adequately, in accordance with the Procedure? ’

(6) Does yaur dual contrat and dounle cnecking system functon oroperty? The aual cnecidﬁg function performed by the back

B - P e g 3, - el
- office i5_pone e Mo MBarant. Nowevar svsiematized the ceat contrel may be with me haio of the Reuters deaiing system
‘and FXAT. - - ' : : . . . o :

(7) Do all the départments recognize the sienificance o exchan ogaiion report, including thase where exchange
‘position is not tsually recorded, in aadition ta the Farex & treasury? Are stugy sessions held on the excharige position -

- recognition? -
(8} Are. meeﬁngs he&d,bétween the Forei & treasury and.tﬁe éc&dumﬁn’g and other deﬁamnems, onthe exchange position )

‘tecognition related to remntance of Generat Expenses payments, transier ta allowance for nof-performing foans, and other
- .Operations at term-end account setfements in a cumrency other than the functionat cur_a_'ency? L -

9) Marke;ie_l' ated ooerational incidents are often related to holidays of stat in crarge and transfer of duties before the staff -
noldavs

" retirement. Are duties transierred oroperiv pefore lo ana retirements? Are the imponant transfers reported to the )

Dect. head (or the Management, if necessarv})? ~ .

{10} Are the requirements of reconciliation, doubie-checking and ather funaamentat oerations observed strictly?
T —— m— ) 3 e s ]

3 Canc!uéion

. . Market-related operational incidernts often affect the P/L by farge amount. Should there be any, please report
- them immediatety fo the Management and to the Head Office Division in charge in accordance with the
procedures, in addition te the immediate responses. Your immediste” report to the Head Qffice is
indispensable especially wnen the amount is 1 million Yen or exceecs the equivaient of 1 million, as such
incidents must be reported to the focal authorities in Japan within the strict time limit. o

i.i.
-

-

/e
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ZOQutline: The dealer was inputting an imer-bank forward contract of U85250.000.00 in the FXAT{Dealing support System)
system out erronacusly input the amount as US5500,000.00. The required confinmation process within the same day was

avenooked. The back office also overicoked their checking requirement between the Reuters dealing system and the FXAT. [

On the vaiue date, the counterpart bank informed of :he amount aTor. The amount was corrected out the deat resulted tn the
recording of axcnangse loss.

ZKey points:

=00es the front office reconfirm the details of the deais designated in the Individual Unfs Procedure such as those .
exceeqng the amount limit, belore the end of the same day?

£The back office still has the impertant role of double d':edqng even if the deals are controlled by the Reuters dealing
system, FXAT or any other system. Does the back ol’ﬁc. ooﬂduct eﬂ‘ectwe double d'ledcmg of the amount, the choice of
sale!mrmase and other |mportant information? - :

{4]Rewort 6(- excnange position recegnition ovetiooicedrl General Expenses cayments in nonSfunctional currency {

—Outline. The Lt 15 paying ofiice rent in USS whicn 15 not the [0cal TUNChional currency. :n aggrecsie amount of USS3.2
ruilion snee at a ume every year. The genera: aifans 4205, Wno was Maxing the General Sxpenses sayments. was not
recogneng me sxchange position and therefore did ot send the posaion recognmon report of USS. On the following aay, me
Forex & maasury geot. discavered ine omission of the nosition recognition. The omission fresufted 'n 3 1arge excnange icss
ocecausa of Me craste uctuation of the 2xcnange marnet .

—Key points:

aGenefan Sxpenses paymems in Toretgn cumency of ansfer to aliowance for non-pefionming 104 in & NoR-uncEonal
currency oy general affairs and accounting depanments. which ustally do not have the position recognition, need to be
handiea mrefuliy as they are likely to devetop into operational inciderts,

ZKAre STy s'&aionsrbeing hekd on the reporting of excirange position recognition and the lrmmagm‘?

(SjNon-deﬂvéty of bondé_ at security lending lvioiat!on of lndlviduél Units Procedure

Custine: The Unit is investing in the security lending whereby bonds of customers are detiversd to other foreign-capital
bamesamme proceeas are invested in the markes to gam profits. A staff lost the instructon sheet for the desivery of bonas.
ana did nat check the delivery of all the conas-to be gelivered using the list. Due to the non-delivary of boaas, the unit was
unapie 1o receive funds from the foregn-cacital bank and was obliged to otam funging irom he markel wih meant an
aaditional funding cost. (The other staff in cnarge was on holiday and the staff, wno was aoout ta reare the affice, was
invoivea mn the aelivery overtooking.)

OKey points:

ZAre the requirements of reconciliation, checking etc. strictly obsewed?

ZAre the settements. borxis deliveries ana other wansactions in farge amount bemg douale—mecxed by clencal and .

managefrat staffs? . ]

2 Key Points of Preventing Market-Re{ated Operadonal Incidents

CH=E2 £.77

Ovaseas;mﬂsare requested to review their intermat system, with the fulmmgmeckmusasm

L

{1) Does every statf observe the basie of re ing the details of forwarnd contracts, jeave onters and other
markel-retated coeration. such as the salefpurciase cnoice. amount ana value gate?

{2) When the JCD or ather section receives a customer request, to be conveyed to the deasers, are the detats of the request

rr————s

.f
t
L
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'OVERSEAS OPERATIONS NEWS |
0586- Prevention of Market- o
: R ) REEatc-_éd Operational iﬁcidents l H

There have recently been an lncreasmg number of mamet-related cperattonal incidents” caused by the mccrrect choics
between buying and -selling, inadequatefiack of verbal canfirmation of the amount, and lack of other fundamentat aperations

requirements. Market-related operational incidents carry the risk of recording large losses depending on the market.

fluctuations. This issue of Overseas Operations News features example cases of .market-ralated operational incidents,

together with the key points of enhancing the controf system against the incidents. Overseas units are requested to discuss -

the issue at QCC meetings and cther occasions reminging every staff of the significance af their prevention,

. 1 Example Cases

. ‘ (1}1ncorrect choice be'tweeﬁ'buying and selling / non-conﬁrmaﬁon of custorrier request by repeating

TOutline. A customer intended 1o transfer funas from the account in USS$ to the account in Yen, and requested a forward

.. contract between the sale of Yen and the purchase of USS(bank side). The Account Officer confirmed on the phone the
- transaction as a reverse transfer, from the account in Yen to the account in US$, without repeating the details of the deat.

‘OKey point

. #AJe the choice batween sale and:purchase, amount, value date, currency and'oth_er details of deals thoroughly confirmed
when conveying the instructions from Account Offticers and other customer recipients to the dealers? [
aCenain overseas units fave a rule in their individual Units Procedure requiring the reconfirmation of the deat details with
the customer by a staff of te front or back office whenever the ceat is in a large amount. This requirament is eifective fcr the .
prevention of incidents. il
{3)Amount error / inadequata double cheé:king between the front and the back offices S

file://C:\My%20Documernts\organigramederevenco\CONews. hun 2726/(

The customer retumed the Confirmation later with the signature but presented a complaint on the value date stating that the

requested transaction was the sale of Yen and the purchase of USS$(bank side): The unit checkedithe recorded conversation
and discovered that the customers comalaint was right and that the confirmation by the Account Officer was |noorrect. In’ihe
end the deal was reversed and cofrected as per ctustomer request, and the Unit recorded exchange loss. .

iiKey points. ~ 7 : . i

z»:Ca the staffs in of arge repeat the sale/purchase selection, smount, due date and ather dasic but imporant information to
confim the details of the request? ‘

~

= Are telephone cenversations recorded properly in accordance with the Telephone Recarding Procedure?

{2)Amount srror / inagequate internal confirmation of amount

ZOutline: An Account Officer of JOD received a request for a deai between the purchase of US$3100,000.00 and the sale of

the locat currency. The Account Officer conveved the request-but the deaier mistook it for a deal of US$120,000.00. The deal .

was done in the incorrect amount, without coriirming the amount with the Account Officer. Upon receipt of the Confirrmation,
he ctrstamer compiained about the incorrect amount. The deai was correcied but resulied in the recording of exchange loss.

166
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EXPOSURES - SINGLE iSS.UER‘-LIMITS: {book value is to be utilized) @ [

U.S. Government and Federal Agencies - None.
Other Sovereign Debt - up to the respective un-utilized country fimit. 7
Corporate - $16 million to one obligor having a minimum rating of "A" at time of purchase from at
, least one major rating agency. _
“BBB" Rated Corporate - $5 million. _ ‘
“AAA” ABS (credit cards, auto, whole loan, home equity, etc.) - $26 million to one corporate entity
' establishing ABS Trusts.
A" Rated Subordinated ABS - $5 million to any one Trust.
Corporate Finance Security Portfolio - $5 million to any one obligbr. .
A" Rated Subordinated BHC Debt - $5 million to any cne obligor. " ' ' !

EXPOSURES - SINGLE ISSUE LIMITS: In thoss cases where the single issuer mits greater than

the single issue limit, purchases of a singie issue up to a price of 110% of par is permitted. Exposure will be
measured af book vaiue. : ) :

FOR EXAMPLE: The issuer limit for “A” rated corporate bonds is $16 mitlion while thé single issue limitis |
310 million. In this case, $10 million par value of a single issue up to a price of 110% is pemitted, creating an |
exposure of $11 million {still within the total issuer limit). .Any additional purchases for the same issuer should be
on a face amount and at such price that the tofal book value of all holdings of the issuer does not exceed the
single issuer limit. o :

. U.S. Government and Agency (includes MBS and Agencf Backed CMO's) - $35 million.
Other Sovereign Debt - up to the respective un-utilized country lirnit. ]
Corporate Bond or MTN ("A” rated) - $10 million.

. “BBB” Corporate Bond or MTN - $5 million.

“A" rated Stbordinated BHC Debt & Subordinated ABS - 55 million. L

“AAA" rated ABS & Senior Residential Whoie Loan Securities - $13 mitiion. '

“AAA" rated Home Equity Loan ABS - up to $10 millon. : _ [

«A“ rated Residential Whale Loan Securities & Home Equity Loan ABS - $5 mil. Bl

“AA” rated CLO/CBO - $7.5 million with Emerging Market CLO'’s requiring the approval of tiwo l
_ Investment Committee members '

NVG01-02.doc



Headquarters for the rAme‘rir_cas
- CREDIT RISK MANAGEMENT DEPARTMENT
To: © . TOACDA IBAD,CPG = R e |
. From: Credit Risk Managemé.ﬁf De_partmeﬁt‘
_.'__Date:’ . January 24, 2002
" Re: Policy and Pro_ced_ur_e fOl; Wall Street Cré‘d.it: QVerliﬁe-'Exceptions

- « It is Bank policy that no trades witl be done uniess prior credit approval has been
- .. Obtained. ' - - ' _

When entering a trade into Wall Street, the system will check for available credit line. If the

- system identifies the trade as exceeding the avaiiable credit line pre-settlement amount,
- settlement amount, approved tenoror credit line expiration date, a dialogue box will appear
- on screen with the message: - R '

‘?ntér the Credit Overline Reésonf .

-~ ~with a blank text box to be completed. At this point the tradérmusto%:ta’in credit -
- approval orapprovai confirmation prior to trading. . .. - . . ‘
- Credit approvai may be obtained verbally or in writing (inctuding fax and emaif) from an
- appropriate credit officer. Alternatively, if credit approval exists but is not recognized by
the Wall Street system, verbai confirmation must be obtained from GRMOD that a Decision
Memo provides credit approval for the existing exposure and the overiine trade(s). -

Once credit approval or approval confirmation has been _bbtéih_éd; typein thé blank text E
box the.name of the credit officér or CRMOD officer irom whom ‘approvai was 'obtained.

- For example: _
- “F. Santora, CRMOD"®
OR

“J. Moran, CDA* LT 7 o
Once the text has been completed, éiic:k OK on the diaiogue box to continue entering the-

r
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For proprietary trading, the Trading Portfolio is permitted to deal'in all security and financial . _
coniracts allowed for the investment Portfolio. Management will provide periodic reports on t‘rading e
activity to the Investment Committee of the Board. The guidelines and limits presented below cover
proprietary trading activities in cash instruments as well as exchange traded futures and options

. -and over-the-counter (OTC) aptions. Management recognizes the risk in proprietary trading.
DEFINITIONS OF RESPONSIBILITIES h
Trading pasitions taken-for our account within-autherized limits may be initiated by Trading -
‘personnel who have been autharized to trade by Management and the Board. Tickets will have two =~
" signatures, one must be the trader initiating the trade and the second berng that of & Tradlng Room e
ofil cer who is sanior to the trader rnmatmg the trade. : -
: Tradlng acttvrty is camed out by desngnated Tradmg Room staff, under the direct superwsnon of the o .H_
Treasurer who will contmually be kept informed of trading positions and matket movements C
“The Treasurer or, in his absence his designee is requires to inform the CEO or his designee S ™
"|mmeatately cr any significant deveiopment_s in market exposure or trading activity.
 POSITION and LOSS CONTAINMENT LIMITS - L -
Change in Pnce ) Maximum Risk ‘ _ Maximum S ' 1
Forat BP Risk For Treasury Position For ' HI
. Change In Points Trading Dept Trading Dept ‘ ) ‘
Maturity Yield Per SMil - . Per $Mil Intraday/Ovemt Intraday/Ovemt a
" 3 mo. § 2500 25 50 /30 ' $200.0 mit /$120.0 mil _ Lo
6mo. - 50.00 A 50 75145 ' 150.0 mil /  90.0 mil S |
12 mo. 100.00 . 100 -160 / 60 - 100.0 mit/. 60.0mil C
LA S 2yr _ 185.00 1.85 150 7 90 81.1mit/ 488 mi -
3yr. 290.00 ‘ 2.90 150 / 90 y 51.7mit/. 31.0mit : i
4yr. 375.00 . 375 150 7 90 40.0 mil / - 24.0 mil C
- Byr. 44000 - - 440 150/ 90 : 341 mit/ 204mit -
Ty, 620.00 6.20 150 7 90 o 24Amit/ 145mil ‘ H
10 yr. 790.00 , 7.90 150 / 90 188 mif /- 11.3 mil . ‘
-30 yr. 1,600.00 16.00 150 / 90 . 93mil/ 56mi -
The Controller will review, the above table on a quarterly bas:s to assure the accuracy of the dollar value H
equivaient of a 1 basis point change in yieid. - o :
The CEQ has the following authorities: intraday' = 200 points; Ovemight = 150 points. . ' : i |
_ N i
_ " The table above is subject to the follow:ng limits which utilize the US T-bond contract as its base;
Monthty loss limit: =3$100,000 _ A Y
Position fimit Intraday = 93 BFE* contracts, Overnight =56 BFE contracts o ' H
Premium soid fimit: =$175,000 . - o -
Risk paint limit in Absence of Treasurer: Intraday = 90, Ovemlght 50
BFE* = Bond Fumres Equwaient o ' . - ) e -
ig-12 : ' -



Interbank placings -
Related placings

Federal funds sold
Floating rate instrumennts

Tatad intarast incoms

.‘_-"-___.
Interbank takings

. Related takings

Qther call & time deposits
Total interest axpansa
Nat interest income:-

 ————— e

Lacrers of CreditReimbursemant
Standby: Latvers:of Cradit
From-End/Commitment .
Risle Bacticipation/Ac _
Qperatores

-

CONSCLIDATED INCOME STATEMENT
FOR THE MONTH OF JULY 2000
(000'S OMITTED)

TR P

VARIANCE

—-. CONSOLIDATED . BUDGET %
BT $1,150 $1,231 $1.737 ($506} 29%
] o 3] 0 o NiA
g5 - 1 1 0 1 NIA.
6 0 6 12 & 50%
18 650 558 296 372 __ 126%
$200 Cuy §1,906 $2,045 ($139) 7% -
-~ E
$94 $0 - $94 50 $94 NJA E
17 1,391 . 1,313 1.631 (318} -19%
12 -0 12 14 n -14% l
0 1 1 6 s 83%
124, 1402, /¢ 1,430 1,651 22n { -13%
()T T O
- ) . A e A
316 50 $185 27 481D A gz
20 64 84 20 &4 320%ean . -
.o, 71 ST 55 3 18 9% o
] ¥ 24 24 13 11 85%.
. ¥ z 5 6 - IE T
1 0 1 0 1 NIAss s -
AN 161 201 121 80 EE%  :oiexeoemes
$T17 $560 $677 ) $515 S16Z @"
s186 $1 $187 $207 (5201 L -30%- - -
6 o 6 I tn 4% ... b
10 -0 .10 12 7.} R L N
0 0 o o o [
B 1 7 4 3
- 208 3 210 230 120}
1591 4558 $457T $285 s18z
sa - 50 “sa !
q a a o - {2Z7O¥
$O $Q s 770 . (STT0R
{ssn) $558 sa85T $555 (5887
X $0 so $29 (2% -100% - !
R S S $32 28 & 14%. L
10 5 15 16 if} £% )
. 5. 47 73 25) e
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- RISK MANAGEMENT APPENDICES | o
, " appendix
P - 1. Monthly consolidated incosme statement e -
2. Value of 1 basis point — position limits T IR .
3. US dollar short — term yield curve .
4. Credit risk document ' iii
5. Investment grade gmdelmes
6. Operatianai risk document : e
_ 7. Cases of compliance and superv:smn fallure !
_ = Barings Brothers ™
- Daiwa Bank N
- Allied Irish Bank ‘ _ '; i
. 8. Copy: of the officiai criminai indichnentdeaiﬁaBai*_uk | u
Macadunﬁn Banking Project
Booz Allen&Hamilen/USAID
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RISK MANAGEMENT SYSTEM CHART
BOARD QF DIRECTORS
-C.E.O. P

@ Qoob -

Macedonian Banking Project/ B
Booz Allen&HamilonwUSAID
3
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ILLUSTRATION OF MAJOR COMPLIANCE AND
~ SUPERVISION FAILURES
- BARING BROTHERS, SINGAPORE COLLAPSE AS RESULT OF
NICK LEESON'S TRADING NIKKEL 225 FUTURES QPTIONS
- DAIWA BANK, NEW YORK AND THE LS. TREASHR:BONDS
" TRADING SCANDAL RESULTING IN THE CLOSING OF BANK'S ULS.
QPERATIONS -

"= _ ALLTELY IRISH BANK AND JOHN'RUSNAK'S US$69T MILLION
" FJXTRADING LOSS IN THE BANK'S-BALTIMORE SUBSIDIARY -

M sarz Bamking Proj
Booz Allen&Harmilton/USALD

ot




ORGANIZATIONAL RISK

*  DEFINITION:Risk posed to bank’s eamnings, capital or its .
very survival, by the failure of senior management to construct and -
implement a functionai risk management system, which delegates ..
specific authority, establishes limits and enforces strict complignce.

" Macedonian Banking ijéw

~» FUNDAMENTAL QUESTIONS FOR SENIOR
AMANAGEMENTAND.HEADS'OFTREA’SURY: S

1) Are trading limits in place and are they str:ctly
. observed? - T : : -

4) Istherean effective and reliable audittrail?
- 5) How knowledgeable are the members of senior _
‘management in terms of fully understanding the nature-

Booz Aller&Hamilton/USAID
¥
" s e _-"\-.._ BN . ] ) e - - N
éf’* - - 'w-\%i: ,__v_' oy, ' _"’ P R %
ig’("\ -5“‘i“51.%“\ s -;.v‘ ' %;‘wgw

2) Investment vs, proprietary trading aétivity? !
3} Is there an effective segregation of responsibilities and -
reporting between dealing room and back-offica?

and depttr risk exposure the bank assumes througlr its
funding, investment and trading operations? :

“Macedonian Baaking Projest
Booz Allen&Hamilion/USAID
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OPERATIONS RISK

. DEFINITION:IS the risk to earnings and capital posed by

losses deriving from non-compliance, erors, incompetencs or

negligence in the performance of daily banking operations.

. BANKING AREAS AFFECTED )

- FRONT-OFFICE (DEALING ROOM): TRADING LOSSES

- - BACK-OFFICE (TRADE PROCESSING, PAYMENTS,

ACCOUNTING, CUSTODY/SETTLEMNT, RISK MANAGEMENT, ETC.):
~ COSTLY ERRORS, BAD INPUTS : '

- MANAGEMENT INFORMATION SYSTEMS: FLAWED OR

INEFFICIENT SYSTEMS
Mﬁn Banking Project/
Booz Allea&Hamilroa/USAID
T
/ A‘:‘t‘ﬁ. e"”-._ - ;ﬂ,—- . -y ——

.  FRONT AND BACK-OFFICE PARADOXICAL
RELATTONSHIP: INTRINSICALLY CONNECTED BY A COMMON
GOAL, IN SPITE OF THE DIFFERENT SET-OF PRIORITIES BUT
NEED TO BE STRICTLY SEGREGATED FUNCTIONS!
-~ FRONT-OFFICE: INITIATES TRADES AND OPEN POSTTIONS,
MANEGES MARKET, INTEREST RATE, LIQUIDITY RISKS
_ BACK-OFFICE: RECORDS TRADES, MAKES PAYMENTS,
PERFORMS SECURTTIES CUSTODY/SETTLEMENT, PROVIDES

" INTERNALCONTROL -

Macedonian Banking Projeet

Boaz AltensHamilionUSAID

—— p—




» LEVEL OF SETTLEMENT RISK: . ‘

- .institutional risk (risk to bank’s capital — BCCT case, when

. settlement exposure, exceeds the total equity) CeT L :
o - Systemic risk ( centraf'banks,,BIS)_' .

 SETTLEMENT RISK LIMITS. Have to.be considered like aif other
- global credit EXposure limits, across the bank’s departments and

products |
Maucdonjan Banking Project :
Booz AllendeHamilton/USAID .
ES
i R e o e D —

- Misinterpretations of the law Gan be crippling.. At the: same: time,.
T the costof legai representation can be quite: significantang an
greatly affect-major executive decisions for resolving complicated
legal nmatters, )

Macedoniae Banking rojecy
. Booz AflendcHamilton/US AlD




- unusual liquidity constraints iv the market

e
7 ' ' ST e :;"-:"' T
' ‘i CREDIT SENSITIVE YIELD CURVES GRAPH
124
w —  Govermmant Curve
i . Comporms ARA
Comoarae 383
;arwz:; cee
30 'IlY Fall I avd 5 - 13Y ;M =
Macedonian Basking Project/
Booz Allend:HamiltonUSALD
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.=  DEFINITION: This is the risk of significant loss when an
institution meets its payment abligation under a contract (either an
advance of funds or securities) before its counterparty meets their
Counterpayment or defivery obligation.

Settlement payment failures can be caused by:

.~ operational errors (most common) ; , overdraft charges
discussion
- counterparty default {most serious)

«  MULTIPLE RISK EXPQSURE: Itinvolves credit, liquidity,

. legalrisks. o

Iraffects many areas of the: bank:

-funding

-trading

-payments department

-credit
Macedonien Banking Projoct -
Booz Allend:Hamileome USAID
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' RATINGS ARE THE BASIS_ON WHICH EINANCIAL'MARKE{S PRICE AND

. TRADE DEBT INSTRUMENTS. BANKS USE RATINGS TO CORRELATE THE

. FINANCIAL MARKETS EXPRESS THAT RISK/REWARD NEED AS A SPREAD - -

CREDIT RISK WITH THE RATES OF THEIR LOANS. THIS MEANS THAT

THERE SHOULD BE A DIRECT CORRELATION BETWEEN THE AMOUNT\OF :

RISK AND THE RETURN ON ASSETS.

* TO AN UNIVERSALLY ACCEPTED BENCHMARK (INDEX OR RATE). IN

MOST CASES, THE MOST COMMON BASIS FOR COMPARISON IS THE
COUNTRY'S GOVERNMENT DEST RATES (GOV'T OR TREASURY BILLS,
'NOTES OR BONDS). BANKS MAY MEASURE RETURN AS A SPREAD OVER
THEIR COST OF FUNDS, USUALLY D(PRESSED IN RELATIONSHIP WITH

" LIBOR.

AN EXAMPLE OF RATINGS S('ALE WOULD GO.FROM AAA - AA—-A— =
BBB -BB-B-CCC—-CC—-C....... TO CREDIT DEFAULT. ANY.
FINANCIAL INSTITUTION SHOULD DEFINE THEIR CREDIT RISK

- UNIVERSE AS INVESTMENT GRADE . HOW LOW ON THE RATINGS SCALE

IS LENDING RISK ACCEPTABLE FOR THE BANK?

i

" Micedanian Banking Project/
Booz Allend&iamilton/USAID
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« CREDIT ANALYSIS focuses in a few directions and measures aredit
‘warthiness from data available in public finangal statements:
= domestic vs. foreign debt (see country limits )
. - govemment vs. private sector { see credit sensitive yield curves)
- corporate vs, retail:
1) CORPORATE credits are specifically analyzed loo!ang at the
vanous economic sectors (performed by credit dept. staff):
- " Industrial : types of industries maybe less appealing to
- some banks
- Agricultural: of particular mterestm Macedonia
=" Services: finandal,
healt:hcare,transportatmn,tounsm,entertamrnent,educaﬁon
2) RETAIL credits are usually issued at branch level mainly in
two categories: ) _ A
- Collateralized loans like mortgages, car loans, etc.
- Uncoilateralized loans like personal loans, student loans,

etc,
;;acedoni:.nBankingP‘mjc:v :
Booz AllendHamiltowUSAID
e N e L e ==
CREDIT RATINGS

© - TOOL USED TO QUANTIFY CREDIT EXPOSURE BY ASSIGNING A
MEASURE OF PROBABILITY FOR DEFAULT TO A CERTAIN -
' BORROWER. IN THAT SENSE, WE ARE LOOKING AT A SCALE OF
- POTENTIAL PAYMENT FAILURE WHERE THE HIGHER RATINGS -
WILL BE GIVEN TO THE LEAST UIKELY TO DEFAULT ENTITIES,
WHILE THE LOWER ONES WILL GO TO THE HIGHER RISK DEBT,
RATINGS CAN BE THE RESULT OF IN-HOUSE CREDIT RISK
MANAGEMENT, BUT IN-THE DEVELOPED COUNTRIES MOST
" CREDIT ANALYSTS RELY ALMOST ENTIRELY ONTHE -
INDEPENDENT RATING AGENCIES LIKE MOQDY'S , STANDARD
& POOR, FITCH.

Booz Allen&HamiltonwUISAID
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'+ FUNDING LIQUIDITY ' U
. SHORT-TERM LIQUIDITY MANA GEMENT TACTICAL AND
- COORDINATED IN TREASURY (SEE NEXT DAY'S TOPIC)
- ASSET/LTABLITY LIQUIDITY MANAGEMENT: MORE -
ST RATEGIC IN NATURE, DESIGNED BY A.L.C.Q. AND EXECUTED IN
© TREASURY (SEE THIRD DAY'S TOPIC).
. » .MARKET LIQUIDITY RISK: REFERS TQ THE RISK OF BEING
" UNABLE TO DIVEST OF CERTAIN ASSETS OR CLOSE OUT OPEN
. POSTTIONS QUICKLY ENOUGH AND SUBSTANTIALLY ENCUGH AT
REASONABLE PRICES, WITHOUT INCURRING MASSIVE LOSSES.
- - . CONSTANT MARKET MONITORING
- LIMITS .
< - HEDGING.
. - .. PERIODICAL REVIEW OF PROFITABIL‘H‘Y OF
- MARKETS/INSTRUMENTS

- - ACCURATE OPEN POSITIGN RE EVALUATION (MARK-TO-
" MARKET

- " Magedonian Banking Project/

Booz AllendHamilo/USAID

» DEFINITION: The risk of economic loss from the failure of an
. abligor to perform according to the terms and conditions of a
* contract of agreement (principal orfand accrued interest payment
defauits). It is managed by decisions based on the
" recommendations made by the CREDIT COMMITTEE as a result
of the work performed by the credit analysts. The tool for
managing such risk is the credltl:mltwh:d'l pmv:des mandatory
exposure as far as:
'~ total nominal expasure as a global credit: faaizty
- ‘maximum maturity
~ minimunprofit margm {using market indices or bank
of‘funds as baserate) ' -

1

iMacedonian Banking Projecy

Booz AtlendHantiltawUSALD
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*  MARKET RISK MEASUREMENT METHODS:NOMINAL
EXPOSURE MEASUREMENTS (PERCENTAGE OF CAPITAL);
SENSITIVITY MEASURES (VALUE OF 1 bp, DURATION, PRICE
VOLATILITY); SCENARIO SIMULATIONS; VALUE-AT-RISK OR
V.AR. (ESTIMATES MAXIMUM LOSS IN A GIVEN TIME INTERVAL
AT A SEPCIFIC LEVEL OF PROBABILITY); STRESS TESTING
(STATISTICAL TESTS ASSUMING EXTREME ADVERSE MARKET
CHANGES).

«  LIMITS: NOMINAL/NOTIONAL CREDIT EXPOSURE LIMITS;
NET/GROSS TRADING POSITIONS; STOP-LOSS; AGGREGATE GAP
LIMITS; ILLIQUID MARKETS; PRICE VOULATILITY, ETC.

RISK IS MANAGED BY COORDINATED ACTIONS OF ALCO
AND THE CREDIT COMMITTEE ’

 Macedonian Banking Project/ -
Booz AllendHamilronUSAID

- .capital to the potential inability-to-meet its obligations and -

LIQUIDITY RISK

DEFINITION: The exposure of the organization’s earmings and

commitments on time, without incurring unacceptable losses.
=  AREAS-OF LIQUIDITY RISK:
~FUNDING LIQUIDITY- LIABILITIFS LIQUIDITY
- =MARKET LIQUIDITY — ASSETS LIQUIDITY

-

Booz AllendeHamiltony USALD
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FLAT CURVE ",

TN TN
FUNDING PRESSURE = - " CYCLICALCURVE . -
POINTCU_RVE ’ : ’

POZITIVE YIELDCURVE .~ -~ _N__EGA‘I,"NE_Y!ELDC_:URVE(INVERTED} .

Macedonian Banking Project/
Booz Allea&Hamilton/USAID
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MARKET RISK

-+ DEFINITION: The.risk of adverse impact an a bank’s

- financial condition as a result of potential price changes in the
market value of its holdings - (investment portfouo, ooen tracnng
positions, funding gap, propetty, etc.)
« - RISK FACTORS: INTEREST RATES, FORE{GN EXCHANGE

RATES, EQUITY PRICES, COMMODITY PRICES, REAL ESTATE
PRICES -

Macedonian Banking Projecy
- Booz Allen&Hamiltow USAID
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INTEREST RATE RISK AND NET INTEREST INCOME (N.LT.)

?arm:mrrv_ 1-3MOS. - 4-6MOS ' 7-9 MOS 1YEAR 2YEARS 3 YEARS
INT.INCOME ~ 85% 8.75% 9.0% - 9.5% 10.25%  11.0%
INT. EXPENSE 3.25% 8.4% 8.5% 8.8%% 9.4%  10.0%
PROIECTED .25 35 - 50 .70 85 1.00
NET INT. INC.
N.LL SCENARIOSIF:
COST OF FUNDS 0 a0 . .25 45 50 75
UP .25% . T
COSTOFFUNDS _(.25) {.15) 0 20 as 50
UP .50% )
COSTOFFUNDS .55 65 - .80 ) Lo0 Lis 1.30
Maczdonian Banking Projecy/
Booz Allen&Hamiltow USAID N
- - 3
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YIELD CURVE ANALYSIS

YIELD CURVE: GRAPHIC REPRESENTATION OF THE PREVAILING
INTEREST RATES FOR A GIVEN MATURITY RANGE IN A SPECIFIC

MARKET, FINANCIAL INSTRUMENT OR INDEX (SEE ATTACHED US$ LIBOR

YILED CURVE GRAPH). .
SHAPE AND ANGLE OF YILED CURVES ARE USEFUL INDICATORS OF
INFALTIONARY EXPECTATIONS AND FUTURE RATE MOVEMENTS.
1) SHAPE :
- POSITIVE CURVE: WHEN-THE INTEREST RATES AND MATURITIES
ARE IN A DIRECT CORRELATION, WHERE LONG-TERM RATES ARE
HIGHER THAN SHORT-TERM ONES.. GENERALLY MGRE COMMON, AND
SIGNIFIES-THAT MARKETS EXPECT SHORT-TERM RATES TO MOVE
HIGHER IN TIME.
- NEGATIVE CURVE (INVERTED): WHEN THE GPPOSITE

- AND SHORT-TERM RATES ARE HIGHER THAN THE LONGER ONES, AS -
MARKETS EXPECT SHORT-TERM RATES TO DECLINE (USUALLY MORE
DIFFICULY FOR FUNDING ACTIVITY).

SOMETIMES PORTIONS OF THE SAME CURVE CAN BETEMPORARILY
INVERTED, AS SPECTAL MARKET CONDITIONS DICTATE
DISPROPORTIONATE RATES FOR CERTAIN MATURITIES.

Macedoatan Banking Projecy
Booz Allen&Hamiltorv USAID
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¢  MANAGEMENT OVERSIGHT FUNCTION:

- DESIGNATE RESPONSIBILTY AND AUTHORI'W TO MONITOR INTEREST RATE
- EXPOSURE

- DEFINE BANK'S RISK PROFILE IN UNE WITH BALANCE SHEET AND PROFIT

TARGETS

e ISSUE BANK’'S STRATEGIC DIRECTION. AND RISK TOLERANCE LIMITS
|-~ MONITOR IMPLEMENTATION AND COMPLIANCE

INTEREST RATES AND TIME VALUE OF MONEY

A} TIME VALUE OF 1 BASIS POINTOR .01% .
FOR MKD 1,000,000 THE VALUE OF 1 bp VARIES IN TIME AS FOLLOWS:
30 DAYS 60 DAYS ‘30 DAYS 180 DAYS- 270DAYS "1 YEAR
8.3333  16.6566 25.0 . 50.0 75.0. 100.0 .

‘| FOR MKD 200 MILLION WITH 80 DAYS EXPOSURES, 20 bp CHANGE IN !NTEREST RATES

AMOUNTS TO MKD 100,000 GAIN/LOSS (ZOOxZSXZﬂ) )

- Macedonian Banking Project/

- Booz Alten&Hamilton/USAID

‘:; .
j | % - o, T

B) COMPOUNDED YIELDS AND RELATIVE COST

RATE DAILY WEEKLY MONTHLY QUARTELY SEMIANNUAL ANNUAL -

10"/0 10,52‘% 10,50% 10 47% ‘ 10,38‘% ) 10,25% ' 16%

IF WE HAVE A 1YEAR ASSEI' WITH 10 5°/o RATE PAYING AT~
MATURITY. IF FUNDING IS EXECUTED AT 10% NOMINAL
' RATE, THE AMOUNT OF ACTUAL N.LI. DEPENDS ON-THE
.. FREQUENCY OF INTEREST PAYMENTS FORTHE LIABILITY
. -SIDE (RELATIVE FUNDING COsT).
“WHILE AT FIRST GLANCE IT LOOKSTHAT N.LI. IS .5%, IN
. REALITY THE MARGIN IS SUBSTANTIALLY LOWER , IFNOT
. OUTRIGHT NEGATIVE ' :

Macedonsn Banking Projecy
" Booz Allcs&HamiitonsUSAID
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« DEFINITION: The risk to eamings and capital arising from
adverse movement of interest rates, thus greatly impacting
. managing liquidity for both bank's assets and liabilities.
uamionm Banking Project!
Becoz AllendHamillon USALD
Pl ’ —::‘ - e~ =
Fid T e -

. AREAS AFFECTED:

- NET INTEREST INCOME

-* MARKET VALUE OF HOLDINGS

- LOAN PRICING AND-FEES, COSUMER BANIKING RATES
OFF-BALANCE-SHEET INDEXED ASSETS (LIBOR, PRIME)}

Macedomian Barking Projest/
Booz AllenitiamionUSAID
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TYPES OF RISK

INTEREST RATE RISK
MARKET RISK

+. LIQUIDTTY RISK

CREDIT RISK

7 SETTLEMENT RISK

v LEGALRISK -

# OPERATIONS RISK

¢ ORGANTZATIONAL RISK

Macedonian Banking Project
Booz Allen&Hamitto/USAID
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TREASURY.DEPARTMENT RISK. MANAGEMENT
ISSUES AND SOLUTIONS IN MACEDONIA

Gheorghe Campeanu
" March 27, 28, 29, 2002

T

Macedonian Banking Project/
Hcoz .-\llef_t&F.ami'tmrvL‘SAiD

RISK MANAGEMENT

© Macedonman Baniang Projecy
Booz AflendHamiss USAID
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‘government issued instruments is the lowest one and banks always trv to obtain better returns by
placing excess funds in the money markets. Conversely, using the central bank discount.window |
(Lombard credit) is the least desirable methiod 1o cover short funding positions, as itisnot = = i
7 _ - provided automatically by the'central bank, and comes with the added obligation to restore S
o liquidity elsewhere which may restrict some of the bank’s normal business activity. ,

- After carefully considering your observations and comments, as well as some of our findings, we
thought that it will be useful to concentrate on how risk management and liquidity concerns are being -
addressed by banks elsewhere; in the hope that you will find ways to apply those methods to solving :
- . some (if notall) of vour most difficult problems These are the three major topics of our seminar:
o 1) Bzmls:mor Orcramzanon s Risk. Management Functions. - _ o b

2) Asset/Liability Risk Management System 7 . R
3) Short- Term Liguidity Management o ' .

_ As‘'the seminar presentation unfolds, we hope to make progress by having members of our audience =

' contribute with comments, questions and even suggestions which could bring forth some of their own i

" professional experience. Afier all, the idea was to provide you all with a forum meant to fac:htate
B problem solvm , or at least, the beginning of a dialogue in that sense.
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common concerns and recurrent problems for all ot vou. Let me list here topics that appeared to be most
- critical: :

- domesttc l;qundlw management is severelv hindered by the absence of an effective and active
MKD interbank market -

- local capital markets are not vet developed so bank treasurers don t have any choices for
investing excess funds

- conversely, without the benefit of well-functioning cap:tal markets, banks, government
institutions and corporations don’t have vital access to liquidity through issuing fixed-income
instruments (CD’s. BA’s, CP, notes and bonds) so intrinsic to obtain funding for business

" expansion, debt restructuring, etc. ,

- most corporate and consumer {oans appear 10 fall behind the principal repayment schedule. thus
automatically converting short-term bank credit exposure to much longer tenors (interest rate and
liquidity risk. atfects asset/liability risk. management); banks have to anach floaring rates to
almost every such loan.

- -difficulties stemming from the. NBRM reserve reqmrements and f/x position ranges {mterbank
could help)

- ’insufficient suppiv of the only available investment vehicle, NBRM issued T/Bills, which seem
‘to have no secondary market to speak of, hence no repo opportunity for extra liquidity

- - total lack of financial derivative products to assist in llqutdlty management and hedcmo market
and interest rate risk. : :

- the negative impact of the economic slowdown in the wake of last year’s ional crisis.

- general mistrust of the public in the viability of the banking system (see moratorium 10 years
ago) compounded by the negative effect of the vast black market (underground economy)

From our own observanons, we could also make the followmg remarks:

- the treasury department structure seems to be somewhat at variance with how most bank
treasuries are set up elsewhere; in the fact that some Macedonian banks maintain foreign
‘currency authority separate from and outside of the jurisdiction of the treasury manager.

- " in more than one instance, back-office functions, like pavments and settlements, appeared to
have established reporting lines to the head of treasury

- the lack of viable domestic capital markets. including the government’s reluctance 1o issue
bonds, does not bode well for the near future of the Macedonian fiscal and monetary policy.

" which will negatively impact on the overail economic growth; it will also impede on the bank’s
ability to identify alternative means to offset funding imbalances.

- the need for an independent bankers’ professional association, which should become an
instrument for educating members, advancing the industry standards, pressing for regulatory and
legal relaxation conducive for business expansion and establishing-some form of official market
generally accepred practices and procedures.

- AS THE LOCAL BANKING SYSTEM-WILL ENTER A MORE NORMAL PHASE OF THE

" BUSINESS DEVELOPMENT, COMPETITION WILL INCREASE AND THE VERY HIGH
INTEREST RATE MARGINS WILL NO LONGER BE POSSIBLE. BANKS WILL NEED TO
FIND OTHER WAYS TO MAINTAIN AND MAXIMIZE PROFITS.

- Ttis in many ways up to the treasury department of each bank to actively contribute to the

~ emergence and development of the local interbank market. In a normal economy the vields of the

|
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 MBP-TREASURY FUNCTIONS SEMINAR - . .

'MARCH 27-29,2002 - SKOPJE

E Prépafed by Gheqrghe Campéanﬁ foj- H. Peers Brewer, ChiéfofPaf{y— Bob}:_, Allen & Ha‘miltqn/USAID_— -

- In the aftermath of the fall of communism, and as a result of the globalization of world’s economy,

- newly independent Eastern-European countries have realized that their only course of action which
-+ could lead them on the path toward economic prosperity, is to align their national economies with those
- of the West. That would be accomplished by joining the EU. which in turn would require opening up

their markets to foreign investors, adopting’ universally acceprable regulatory and accounting methods.

' revising their legal svstems and privatizing their economies. The recent donors conference was a sign
- that there is a perception in the West that things in Macedonia are going to normalize, which will

front of restructuring the national economy. " : . . ; o _
One of the crucially important economic sectors, which could provide much needed support for such an
ambitious project, is the banking system. The government and the business community in each country

refocus the attention from the political front of solving the-national crisis to the business development

- share equally in the desire to have a healthy and successful financial sector, which Brovides the “blogd
- stream” for nation building, economic growth and development. Macedonia makes no exception, as it is

striving to find its way to sustained economic progress. But the need to proceed is quite urgent, and the
window of opportunity is not very long, which is why the implementation of rapid changes in the -
banking system should be viewed as a national priority. : .

-+ In this context, and based on the experience accumulated in the ﬁeveioped countries, the piace of
. -the treasury function in the execution of any banking organization’s business plan has been
- elevated to-the top. Treasury departments are the virtual “front line” in each banking -

orgamization’s strategy to maintain its competitive advantage, expand its market share and reach -
profit targets. Without a well-run and profitabie treasury division, no bank can successfully
compete in the increasingly difficult firancial markets. To accomplish its expansion plans. the

* . bank’s senior managemerit will have to provide a lot of support to-its treasury staff. Treasury jobs .
* - are usually the most prestigious and lucrative positions, and it is considered a great chance to be

selected to work in that department. . '

A discussion regarding the current state of affairs in your banking system, with an emphasis on treasury-

R functions, seemed justified at this point. This was the basis for, and the context in which MBP chose to
- conduct a survey of Macedonian banks’ treasury managers two moiths ago,.as a way to find how suchra-

seminar would be-useful to you all. W& wanted to make a list of your main concerns regarding the

- -present phase in the development and modemizing of Macedonian banking activities, and how vou _
define the need to see things improving. What are the obstacles and difficulties that treasury departments

encounter in their evervday effort to execute their respective financial institution’s business plan?
Unfortunately we could not meet everybody during that very brief visit to Skopje, but we believe that
many of the issues raised by some of your colleagues in the course of those discussions, represent

E
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Page no, 1 Branch: 01 27 feb 2002 User: TH F‘KﬁMfL/;

position Ovarview

Poccfolio :+ HE

[»} Exclude

Total PL 6,980 ) . 11,423 o -
No: CCY Palc position (Q00's) position {000's) Met PL Spot Pos {000*'s} CTR pos (000's}) Average Rate . Spot P/L FWD Pos (000's) CTR FOS ([000's) 133
1 USD/ATS 0 0 0 0 Q L0000 0 [\ 0
- 2 © USD/AUD -46 [:3:] o142 -58 114 .5138 194 13 ~25
k) USD/BEF 0 0 o 0 ¢ L0000 ] 0 0
4 UST/BRL 0 0 0 0. 0 1.9579 0 0 0
5 USD/CAD ~30 145 -13 5 -7 1.6083 . 1 =95 L52
6 . USD/CHF =12 20 25 ~47 30 1.7085 99 35 -60
7 USD/DEM 3 -1 -7 3 =1 2.2637 =1 ¢ )
B USD/DKK -9 74 17 -9 4 8.6005 . 17 0 , 0
9 USD/ESP s} Q Q g 0 . 0000 Q +] A
10 USD/EUR 35 =35 4,574 960 -1,106 .8683 . 2,12 -925 1,071
11 USD/FIM 0 0 0 0 VI 6.8813 0 ] 0
12 uUsb/Gee =102 72 309 <44 =31 1.4164 -125 -4 103
13 USD/HKD -16 127 21 «16 127 7.8120 27 . 0 0
14 UsD/IEP 0 0 0 0 0 .0000 ' )] 0 0
15 UsSD/ILS 2% 118 390 -25 118 4.7196 ' 590 1} 0
16 USD/TNR 0 11 0 0 1 48,7008 0 0 0
17 Uso/ItTL -1 1,814 4 -1l ‘1,814 2,241.0526 . 2 [+] q
18 USD/JIBY -51 6,944 101 ~2,984 397,553 134.5968 7,299 2,902 -390,609
19 USO/HXN -8 78 480 -8 78 9.6407 480 0 h)
20 USD/NLG 1 ~1 -1 1 «1 2.5506 -1 0 0
21 USD/NOK -12 103 50 -12 103 8.9427 50 0 0
22 USD/SEK =17 174 12 =17 174 + 10,5025 12 0 0
23 U3D/8GD w? 13 15 7 13 1.8561 1% 0 0
24 USD/XEU - ¢ 0 0 0 0 L0000 | 0 0. 0
28 :
26
27
28
29
b. o oo ‘ \\g
¥ & 2 s artt
‘b nu,\t m .
g 74 I TNe 2 y,
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Page no. L

P/L Overview (by trader)

©
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Branch: Ol .

Total P/L

- Trader-

0010°
1970
2033
2044
2066
2101
2105 .
4006
5002
5004
FX
ME

e N |

_‘27 Feb 2002 User: TM

6,828

. Today P/L
- .. =20

g
15

0.
384
0

0
-11
490

361

5,761

~152 .-

""Yesterday P/L

21,705

43
198

| ' s ('éi L‘Zgﬂl ll%?l

A <
L FoRE

:mm;l .
Gh %

124,352
MTD P/L .

1,031
220
1,150
1,781
1,039
0
2,141

-27
6,660
12,746

91,308 .
&, 304

I
X Cly 49

i

2 ok

66,641

YTD B/L-

3,412

3,236
2,505
3,373

T2
2,984

36,437
15,212
23,339

-24,186
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Appendix J

' Suggested Telex format for Advice of
Income from Foreign Exchange and Money Market Qperations

'lnc_ome Eamed by For the period :
Money Market . - Forex 'l:otal
{Gross) . o {Gross) (Gross)

Total Brokerage Paid for the Quarter Ending

Money Market - : Forex Total

XXX XXX XX
Note :
1) Gross Income to be advised on @ monthly basis expressed in indigenous Currency.

2) Brokerage paid to be advised on a quartery basis as at month-ends March, June,

September and December.

3} As at end-quarters 2 compaﬁson should be made between income eamed to that planned

and comment made as to any significant budget variances.
%

i
|

o)

o)

332



D ~ Appendix |

. Suggested.Télex Format for chviée of* Brokerage

&
(EJ

Brokerage Paid by________Forthe Monthof - -
Broking , ‘ . | 7 Related Transaction -
Company Money Forex Total - Volumes
L R : . ) ‘ Money Forex
)
;,
J
. Totals ) ' ' -
. . Note: .
- 1) Brokerage paid to be expressed in the cumency in witich the biils are stated. .
2) Related Transaction volumes to be expressed-in equivalent millions of the prime cumrency
; ) " involved in ander that Abu Dimbi may ascertain approxirmare volume of business transacted

with various Broking Companies.

) 2 5

)
3
E

B

_.._,

CoED

-
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REPS p;;-' Appendix H N
Monthly Baéles Format 3 i

Date of Return .
Outstanding Forward Exchange Commitmenys 1

Dealing Party - Altocated Limit Totai Utilisations

N.B. Relurns to be made in units of the master cumency as stipulated. other cumrencies to be [
converled at current rates of exchange. Figures to reflect commitments as at the last -

business day of the month.

e m———

Treasury Manager’s Signature

233 |



Appendix G

Monthly Summary of Placing Limits and ytilisations

© For the month of i

trom

e BrAnch’

_ Name

Limit

. Utitisation

Treasury Manager’s Signature.....

-
¢

P .

2

9)

354
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Repory™ Appendix F
depmesic GAP Monthly P Format
insimensss Money Book Rijewil as at
' Branch
Liabikties Assets ’
Volurme Rate | Product Maturity Bands | Volume Rate Product -
C/A C/A
Vostro Vostro
Cail Calt & ON | o
O/N om
1 Moath
2 Months
- 3 Morﬂhs ’
4 Mm‘rﬂ':s
5 Months
6 Months 2 -
7 Months
8 Months
9 Months
10 Months
11 Months
12 Months
1 year & over
- specily date
- i'
Capitat ; i
1 |
Yield on Assets = Yield on Assets with Capital =
Less : Average Cost of Funds = Less : Average Cost of Funds =
Average Profit = Average Profit =
Treasury Manager -
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‘e total of all deposits taken/created on a maturity breakdown basis, together with the average
rate paid on these funds if posSible. . oo
Pla;:'ing's:

The total of #ll monies lent/swapped on a maturity basis, together witlh' the average rate if
.passible. : ‘ : S . '

N.B. From t._t'i‘é‘ébéife it can be seen that arbitrage deals should be included.

Net of Piaci_ngsl Deposit; :-

" This is the difference 'betweén depqé‘ats and placings on a monthly _basis.L :

Net Forward Purchase/Sales : _

Once again, thatis a net-ﬁ,gure'of' all forward purchaSes and sales; more specifically forwards
related to interest arbitrage deals must be included. - g : -
Net of Financial Futures Interet Rate Contracts :

This is, again a net figure of ali outstanding future contracts on a maturity basis-

' Overall Position ‘ : .
This represents the overall unmarried position-and is taken forward on a month by month basis,
and taken forward for calculation of the 5%, Rule as in Appendix £ .

, Forthe phrpbses of this retumn, which is relative to interest ate sensitivity, the amounts of interest,

are excluded from all calculations. - .

kY
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Note re Appenaix

O EZN

' Overriding Limitation Placed on the Bfleesisa? Position — 5% Rule

The unmartied position of each unit is calculated by H.O. Treasury using the information pravided
on a monthiy basis (format attached).- -

imbalances within the total book are 5roken down in 12 months periods and, with regard to the
first 12 months, products are worked on a month by month basis (e. — an imbalance of $2M for.

six menths would be similar to $1M for 12 months).

The total sterling equivalent for calVavemnight money is divided by 4 to give a figure in one month
terms — as all call money should be of less than one week maturity (a four week month is

assumed}. :
Avisk weighting is given by multiplyidg the above totals by the number of months to maturity. The

net total product {over-lent + or over-lodged —) is then divided by 12 to give a figure in 12
months terms which is then exoressed as a percentage of total depaosits (totat deposits

converted into sterling) and shoutd not exceed 5%:

Exampile
) {(+)

Eq €M _  uss g’ Total - Over-lodged Over-Lent

Ovemight — 4 —546  —242  —7838 o197

3 Months x 3 +938 +74 "+ .17_2 516
°5 Months x 5 —03 +0.1 —o02 1.0 ks

2 Years x 24 +09 °  — +09 218

Total

Position in 12 months terms: 73.2 — 20.7 = 5_2._§ = + 4375
12

Deposits (Eq £M's)

"USE 498.300
£ 127.500

Total 625.800

+ 4.375x 100 = 0.7% Over-Len

Unmarried Position = . 625.800 - - .

Note Re:- Appendix E — Monthiy Unmarried Retum

When Filling in this retumn the following gquideiines snould be observed :-

%)

porim, ey e iy
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R o Append:x E
e Toll WAL :)Fw P@J‘uﬁ N /*40»/%1&7 f?ﬁ,ﬁa/b'

: ‘Weﬂw\ Format .
w DeposrtsiPlacmgs and imterest/Arbitrage SWAPS as at

. 000’s ' R A"_“'])."'_"B"a“ch' R

| Deposits | ~ Placings ‘ Net of  Netof ~ | = . . H
Period ' : P!ac:ngsl Forward | ' Financial ' |- Qverail : -

- : Deposits Purchase/- Future Int .- | position
Volume | % _Vo!ume | % Sales Rate Contracts

| CalvO/N E ‘
{ Month | S I N S DR b . ) ™
2 Months _ o s
aMonths| . | .| | R S : e

4 Months

5 Months | | : A - -

6 Months

7,M0nﬁ1$ ‘ | ' ‘ : | . u

w

8 Months .
Q Months- - ) _ ) ) ' - hi

10 Months

11 Months . ' h " o : - _ H

12 Months

Over 1 Year : . 3 .
Please _ X . ‘ ' . L S L
Spec:fj' ’ ) - ’ . M
Maturity

20 ™



“National Payment Card
Presentation in
Macedonian”

2Y/



dnoio) sesp| wes| S

- i.....w
N o T
g.m-ﬁﬂﬂ:%«?ﬁluﬂgnﬁdx}ﬂ::cﬁ .,_.__u..,_. oy

i

R A | B |

Iy imepn)
= ] w.ﬁs_\A ,w_ g%ﬁt@ m&‘ E_mo t@t@\—ﬁégﬁszu- B T

| =

. |

|



Va{ite barawa
I AL

1 (ALl
LTy

\ 4

E |zrabotka na Komunikaciska ctpaTteruja koja vo ramki na
3aupTaHaTa guHamuka n pokoBu, niz razli~ni fazi ke se postigne

1.- odredeno nivo na svesnost, na {irokata jaBHoCT za pojavuvaweto
na HIK.

2.- gradewe na konzistentna komunikaciska kampawa koja ke gi
iskoristi MHOrY 3HavajHute MOMEHTM U HacCTaHW KOW LUTO Ce NOBOJHU 3a
rpageweto Ha umunioT Ha HIK.

3.- gradewe na korporativen imix na NPK.

S Team Ideas Group



Momentalna sostojba

Konkurencija me”u poznatite

Tradicionalen na~in na svetski kreditni karti~ki

pla}awe,
~ekovi i gotovina

~"Zona pome|u kade'
. '"NPKmo'edase . !
) pozicioniraiosvoi
.. pogolem.broj na - <

- korisnici-

Ogranii~en broj na
trgovci podgotveni da
prifatat novi predizvici i
tehnologii

Poedini prod ’ni mesto

_'Rreoptovareni so terminali (Skopje).

~ Seu{te nema eden bankomat i
posterminal

za site karti~Ki

S Team Ideas Group



Komu ja upatuvame porakata

Celoto naselenie na RM.

Vraboteni vo dravnata administracija na RM

UuecHunum 8o HIMK mpexa, Tprosuu

NenoBHU GaHkn U MefyHapoaHV (PUHAHCUCKU UHCTYTYLIMK, UGHU
noteHuujanHu concreeHvumn Ha ALl HaunoHanHa [MnatexHa
KapTunuka

LKL L

S Team Ideas Group




Konkurencija na kreditnite
karti~Kki

i Nacibnalhé Platena X

Tie }e mo’e da funkcioniraat paralelno bidej}i infrastrukturata
na NPK vo idnina pretendira da gi poddruva i
internacionalnite karti~ki

S Team Ideas Group

Visa; Diners, Mastércard... .



Predizvici

So pravilna komunikaciska strategija
sopstvenicite na NPK da se ~uvstvuvaat:

..gordi
..informirani
..slobodni
..nagradeni
..sakani
..samouvereni |
..pripajaat na grupa
(dosetlivi)

S Team Ideas Group
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Komunikaciska strategija

Na racionalno nivo komunikaciskata strategija }e bide informirawe
deka so NPK se dobli'uvame do novite svetski tekovi na
finansiskoto rabotewe plate’ni procesi. Na mnogu ednostaven
na~in }e se komunicira, koj, kako i kade mo'e da se koristi
karti~kata. NPK gi poseduva i site tehni~ko-tehnolofki kvaliteti na

poznatite marki na kreditni karti~Ki.

Na emocionalno nivo komunikaciskata strategija }e bide na
potencijalnite korisnici i delovni partneri da im se objasni deka
NPK }e bide NA[A doma{na karti~ka, no deka vie ste (informirani,
doselivi, gordi..), no vo istovreme NPK ima i golema upotrebna

vrednost.

S Team Ideas Group




Taktika na komunikacija

1. Prva faza voveduvawe na karti~kata
informativna-awareness kampawa

2. Vtora faza pozicionirawe - imix kampawa

3. Treta faza - odr uvawe

Osvojuvawe na pogolem pzaren del i zgolemuvawe
na lojalnosta

S Team Ideas Group




Brend pozicija
S Team Ideas Group




I-faza “awarerness” kampawa

i BIG IENG i
KarvmaHaa na medluml S0. maksmalen r|~ |
o rejting. o
Lansuraweto na NPK

Na {irokata javnost preku ednostavni komunkaciski modelj Je se
pretstavi samiot proizvod karti~katg.

- TV spot

- Print

- Bilbordi ( 3D i obi~ni)
- PR

- Nastan

S Team Ideas Group
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[I-faza imix kampawa

So uspe{noto lansirawe na karti~kata i so nejzino pozicionirawe kako “nafa
karti~ka”, na{a plata vo vtorata faza pokraj koristewe na site mediumski
sredstva TV, Radio, Print, }e se usmerime i na potesna celna grupa, na
idnite potencijalni korisnici preku koristewe na : lokalni

mediumi,direkten marketing (brofuri, flaeri).

T Intenzivna megnymcka kamna wano -
NaHCUpareTo Ha kapTuykata: Koja NPK ke
Ja stavi vo glavata I srcata na site potenci jalni,
S korlsnICI

S Team Ideas Group




I1I-faza odr uvawe

Pozicioniraweto na NPK i ekonomskata i pazarna logika ke
nametnat potreba vo fazata na odr'uvawe da se rabotat takti~ki
kampawi ( proda’ni, kampawi za zgolemuvawe na lojalnosta,
kobrendirawe i sl.). Site tie od komunikaciski aspekt ke mora da
bidat vo ramki na strate{kata pozicija na NPK postavena so imix
kampawata.

Sredstva za komumkacua ATL i BTL ke
bldat selektlram viz'baza na potrebata na
takt|~k|te kampaW| c

S Team Ideas Group
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Kreativni re{enija

PRVA FAZA

HIMK e duanyku nokas neka cme gen 04 MOOEpPHUOT CBET, Kaae
LITO (DYHKLIMOHMPA BE3roTOTBUHCKOTO Nnakare. ..

s[nactukata“ - Toa e Hawarta nnara, HawWuTe napu, HaWwuoT
XUBOT.

Da ja zamenime hartijata so plastika

NPK,. NA[A karti~ka.

S Team Ideas Group
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PRVA FAZA

" Vo mediumskoto pokrivawe dominantni sredstvé
za komunikacija }e bidat TV (MTV, A1 Sitel) i 3D
bilbordi (4 na lokacii vo Skopje i 6 vo slednite

‘gradovi: Tetovo, Ohrid, Kumanovo, Bitola, Strumica

| Prilep).

S Team Ideas Group
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1. SENEHA NONLAHA, HA KOJA HAJMAPKAHTHA €
JENEHATA NPEKPACHATA BOJA MA TREBATA, N0«
NJAHATA E NPATGHA, 683 MYTE.

AYUO:
HW3 LIEAMOT COOT CE CNYLUA YBABA TABKA MYIWKA
M 3BYUY Off RBVDKEWATA..,

2, 6O KAJAPOT HA JENEHATA NOMJAHA NOUKYBAAT QA
BAETIYBAAT NYIE. OBNEUEHV CE 8O KAPAKTEPHCIUHA
CBNEKA HA CONCTBEHATA NMPOCECHIA, BOJATA HA
OBNEKATA E AEN Off BOUTE HA KAPTHUKATA.

S Team Ideas Group
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4. KARAPOT CE OTBAPA...CE FMENA IEKA BCYWHOCT

NDNJAHATA E MOUSE PAD, KOJ GE HAOCA HA MACA,

A DYFETO JA QOPMMPANE KAPTYMNKATA BP3 MOUSE
PAD-OT,

5. EQIHA PAKA MAHYBA HA3 NPOCTOROT. JA JEMA
KAPTHHKATA Off MOUSE PAD-OT, Y JA NOMMIA...
CTON KASAP Ofl KAPTHYKATA ¥ PAKATA,

TENOMN:
HALLIA KAPTIUKA!
HALJAOHANNA NAATENHA RAPTUUKA t

AYAO:
HALA KAPTVUKA
HALMOHASHA NAATENHA KAPTHUKA

S Team Ideas Group
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PR strategija

- Treba da se koristat site PR sredstva :

- Pres konferencija

- Sponzorstvo/programing

- Advertorijali i drug platen PR

- Gradewe na dobri odnosi so mediumite
- Redovni brifinzi za novinarite

S Team Ideas Group
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Kreativni re{enija e
VTORA FAZA

Em HauyuonarnHa, em MNnamexHa....

Wako criopeq cute kapakTepucTuku MOXe aa ce crnopefmn co CBETCKU
npouecuHr ueHtpu, HIMNK e poageHa Tyka Bo MakegoHuja, Ham Hu
npunara n ,proala cexkage“: Bo npoaasHuLm, GyTyum, kaj 3abaporT, Kaj
KO3MeTU4apoT, BO kacdeaHu..,

Proala sekade
NPK-na{a karti~ka

S Team Ideas Group



DM do biznis i finansiski establiiment

-Direct mail do klientite i site
zainteresirani(bro{uri/flaeri)

-Direkten marketing prezentacija i delewe na
edukativni materijali na lokacii na poveke
partnerski kompanii (Mobimak, Vero, Tineks)

-Veb sajt - interakcija
S Team Ideas Group




Drugi BTL proekti

-Konferencija i seminar, za site zainteresirani eksperti
od oblasta na trgovijata, finansiite (mediumska

pokrienost, besplaten PR)

-Predavawa na na{i eksperti na srodni seminari i
konferencii

- PR nastani kade }e se dodeluvaat nagradi na
najdobrite korisnici na NPK

S Team Ideas Group
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Pregled na planirani aktivnost

NPK Activity grid 2002

Activity timing

Juli

August

wfc

25 30 31

31 32 33 34 35

September
36 37 38 39

ATL campaing

TV campaing

Radio

Press

Outdoor

BTL campaing

PR (brifings,advertorials
Event

Press conference

Sponsorship

Web site

Promotions

DM(Flyers, broshures)

Seminars

S Team Ideas Group
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' E-BANKING IN MACEDONIA
Dr Elias M. Awad

November 38, 2000

MACEDONIAN BANKING PROJECT
H. PEERS BREWER, CHIEF OF PARTY -

BOOZ ALLEN & HAMILTON
. US AGENCY FOR INTERNATIONAL DEVELOPMENT



9:00

9:05
9:30
10:30
10:45

13:00
14:00
15:15
15:30

E-BANKING IN MACEDONIA
NOVEMBER 30, 2600

' PROGRAM SCHEDULE
9:00 — 16:00

Welcome of guests and introduction of Dr. Elias Awad

E-Banking Opening Remarks

Macedonian Internet Banking

Coffee Break

Launching the E-Banking Business & -
E-Payments Systems

Lunch Break

E-Banking Security

Coffee Break

~ Concluding Remarks and Questions

Dr. Elias M: Awad is a bank information technology specialist, trainer, a?nd human
resources professional in banking with more than 32 years of diagnostic experience in
commercial and central banking. His specialties include: e-banking and e-commerce in
banking, diagnosis of bank information, technology infrastructure, electronic banking
evaluatlon, networkmg technology assessment, and organizational restructuring,

In addition to extensive consulting experience in the United States and Eastern Europe,
Dr. Awad has had a distinguished academic career. He is currently a senior faculty
member at the University of Virginia. His latest book, entitied “Electronic Commerce:
From Vision to Fulfiliment”, will be published by Prentice-Hall in 2001. The subject .

matter of this book is the design and uupiemcntation procedures and issucs in electronic

banking on the internet.

o



E-BANKING

MACEDONIAN BANKERS
‘ SEMINAR
-November 30, 2600

WHAT IS E-BANKING?

Providing services (retail & smali value) via
‘electronic channets

+ E-services include:

- Depesit 1aking

- Lending )

~ Accounl management

— Financial advice

~ Elecironic Bill paynient

~ Eleclronic money

E-BANKING BENEFITS

+ Expand markets for depogit taking and
credil extension activities -

* Offer new products and services

= Strengthen competitive position

* Reduce operational costs

* Increase access to Bank for consumers

2701



: HOW
CONNECTIONS/ACCESSES
- ARE MADE?

« Closed Nets:
-P.OS
— ATMs
- Phoae
- PCs
— Smad Card
= Elecironic Maoney (debit card)
.~ Digita! Cash {stered valne paxdict) -
— Single Purpose Product (phone cands)
« Open Nets—Iintermet Banking

RISKS

Employees—unauthosized access; now employces
* Customers—misuse of cards

Obsolete technology/fscrvice provider risk

Poor system desigi/system breakdown

* Reliance on outsourcing

Reputationat Risks

Legal risks—customer disclosures/privacy
problems

» Credit risks—default of bérrmrvers
« Liquidity risks :

.

MANAGING RISKS

* Assessing risks
+ Controlling risks
* Monitoring risks




.

INTERNET BANKING: .
WHAT IS T2

Use of the Internet as a remote delivery channel
for banking scrvices
Services include:

— Balanee inquiry & funds (ransfer

= Electronic bill payment/presentment

-~ Credit applicalions

— New account set-up

— Cash managemenl

- lnsurance

INTERESTING STATISTICS

At the beginning of 2000, only 9 U.S chartered
banks were Internet only

1364 (54.2 %) of national banks had Web siles
Most of the Web siles were category 1 or Ii

541 (21%) of national banks had Lransactional
Web sites

Under half of ali national banks (46.2%) have no
plans to offer Intemct banking

93 million U.S houseliolds have a banking

relationship; only a minority would do online
banking

3733



Banking

) - Competing with Internet. .

Wusiness Drivers

™

"W Driver #1: Digital Convergence
The conversion, processing. movenient of all media in binary

31



Apytime, anywhe

'l',u—l-w R

vDrivcr #2: Changes in Organizational Madcls

+ Empowerment of fronl-line workers (c.g.lellers)
¢ Qutsourcing & downsizing of large banks

* Partnering .

= Cross-functional busincss processes

W Driver #3: Increasing Pressure on
Costs & Margins

= Global competitors
* Proliferation of commodity-like
products and services .

%902



Driver #4: Demands for Customized
Products & Services - .

« Customers --coltective powers for:
. —higher pcrformancel_qua]ilylcusmmizalion
— Convenience, aceess, choice, comloit
« Mass customization— banks must develop
the capability to deliver cuslomized services
_ on a mass market scale
« Those unwilling or unable to meet this
challenge will ullimately lose oul

7 Driver #5: Demand for Customized
Products & Services

W Driver #6: Cycle Time Reduction

- Speed is an.advanlage, and becoming a
matter of survival in e-banking

« Banks that cannot deliver information,
products, and services in shortened cycle
times will be at a significant competitive
disadvanlage -

24"
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EFT, ED, and Web-Based Systems

Seme Quick Fire Operating Definitions:

: MElecivioie banking 15 The. obiHy s conduct.
 Tidthitrt Ve sictronk networks fuch as the

e-Banking involves various informational
nd transactional exchanges:
¥ Bank-to-hank
¥ unit-to-uaif
¥ Bank-to-customer

¥ Cusfomer-to-cuslomer

399/



Eﬁanking involves various fechnological..
human modes of exchange:

[ nompu!er-wurking-alunc to computcr—working—alone
(litile or ng human inlcrvcntion]

2, Computer-work,

anking involves varigysg media:

i. Data,asin exchanges of Purchase ordery any iavoices
2. Fext, a5 in email within apg between banks

3. Wep Pages (text, graphics, images, video, audio)

4. hrrcrner—rclrphauy

s, In!emet-deskrap ¥ideo (point.

fo-point)

—Sourcey: Hail Street Journat, Aprif, 19,
1998; Ap wire, The State, Ap ril 16, 1998




W Seomte industries wili be dramaticatly
" affected in consumer sales,

Banking is essential.
Banks are notl

however..

MEASURING SUCCESSIN

V¥ INTERNET BANKINGH

+ On-line sales volume. “
+ Number of enlrants from portal of mall aceess
points
« Hit rates on individual Web pages
" » Length of time at site(s) B
- Pattern analyze user behavior in sites (which links
are used most and how do users move between
finks) . .
Repeat visits (sct cookics)

.....

v 'PLANNING FOR THE
PHYSICAL DESIGN

« Consunter needs:
-~ Fas\, easy paymen! process
— Teusicd paymenl environnen
~ A varicty of payment options
+ To mest the needs, a e-banking sysfem must be:
- Universal—any consumer, any card
_ Convenient~concluded in fess than 20 sec.
« Automated—-around the clock commerce
< Secure—~—informution encrypled (DES—Daln
Encryplion Standards) for \ransmission over {he
Intermet




Wil INTERNET BANKING
THE BUILDING LIFE CYCLE

v ENABLING YOUR E-
COMMERCE STORE

* Build your storefront &

. (2
* Sef up a merchant account to accepl credit
cards
* Regisier the connection agency o aclivale
the site

. Integrate your storcfront with the Merchant

Connection Kit {MCK)

et .
gtﬂm Packets, Routes On the Inlemet  T2emv

Pt
— S
Y
I ST,
.
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W ABOUT THE WEB SITE.

+ Presence
—A www on biz-card
—Complexity: low, cheap (virtually free)
~ Value: low, but belter than no prcséncc
—Tech: office, FrontPage

— Features: Static content (co. mission,
localions, piclures, directionsg)

WAbout the Website (Cont’d)

» Pleasing :

— Featuses: dynamic coitenl {weather, sporls,

stocks)

— Looks good, generic vatue
« Personalized

- Developing relationships—-pull technology
« Purchase

— Shopping cart, security -

W About the Website (cont’d)

= Process
— Integrate within and outside of company
* Partnered

— Integrate with suppliers, partness,
customers, and possibly competitors




v Web Site Criteria

«  Colot schemefgenerl Luyout

Professionalism

«  Typeand shape of icons

= Page coniend

»  Services offered

= Prisasry focus

* Apcillasies i

« Catcgory in relation 1o bank sire
- Specd

« Consistency

«  Pesonalizion

v Sceush

« Sabbiliy

VW The Color of Money

Banks are trust-based institutions
Based on www.colorvaodeo.com, rescarch has
found that blue symbolizes trust, conservative,
security, elic. ’

We expected to find a high presence of blue

We found both blue, green as well as random
combination of colors .

Layout varies Uiroughout different sites depending
on the prolessionatism °

Professionalism

Color usage

- yoww oldpoint.com

Conient tayout

Use of graphics and animation

- www.bankpnb.com
Ease of navigation
Organized usage of icons

) o



oV Iconoclastic “icons”

Type and shape
- Reclangles, cirches, triangles

» Reciangles symbolize order, fogic, and security.
+ We found maostly rectangles and some circles,

which represent connection and communily
Pull-down meng and combo boxes
- wrww bankgfamegica.com

4 Page Content

Clutter?
Hecavy on [cxt?
Balance between text and white space

We found clutter and heavy text on small
scale bank Web site and better page conlent
on larger bank Web site

A 4 Services Offered

We expected to find:

— information on comsmon services in all sites
- advanced features belong o larger banks
We fotind just that.

v

s



v Primary Focus

+ Not explicitly stated
« For some siles, it was implicil in their
conlent

« Only category V had clear focus:
convenience for on-line account transaction

v Ancillaries

« Links to do things like cvaluale ymir current
mortgage loan or “do you qualify fora
loan?” :

« Surprised to find that not only Jarge but
small bank offered such services

" -Eg. www centralvabank.com/

N —

Category

vCaregmy I - who we are—banking hours, eic.
« Category If —heavy on data collection, elecironic
catalog, clc.
s Category IIT - high interaclive and handles
business transactions
« Category IV - multimedia, work-flow related,
video audio, eic
« Category ¥— promotes individualization and bas
- a sophisticated delivery platform
+ Most bank Wb sites are Catcgary Fand 1l
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B 4 Speed

x
-

« How quickly one can get from one page to
another '
— Easc of navigation

+ Navigational bars are present on most large
bank Web sites -

= Speedy transition from one page to another '

v Consistency

« Pattern of regularily lo the way the site
pages are put together

+ Consistency maintained throughoul Web
sites

v Personalization

+ Use of Cookies
« Acknowledge specific user

+ No personalization found in most bank siles

12
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Security

+ Security fealures on

L]

- Loan applications

— Personal information .
" — Account access

Most loan applications are secure

Applications for qualilications for loans

were not secure

W Scalability/Ease of Maintenance

+ How easy is it to:
— Maintain the site?
— Upgrade lhe sile
+ Negative correlation betweea size of bank

and ease of maintenance

*» Positive correlation between size and ease

of upgrading
v Whole Enchilada

Criterioa Average Range
Colocayom 13 15
Tooms 3z s
Pegs Comtct 37 K]
Sarviced 3] 1-3
Primuey Foows L6 -3
Al 16 1-3
Cabcgory n 13
Profcraionaltzs 2 1.3
Specd 13 13
Cousistency M 1-3
Persowalizatica 52 13

v [ Scowiey 13 13
Scatabiliy M skrcatnce T 13

13
el
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SUMMARY

* US Banks Are Highly Sfrigneried
— The Good, the Bad, and the Ugly
= The best sites emphasized personal service and
customization along with teust - the backbone of' banking
* Web site — an accurate portrayal of bank size
Proctice of bemks is not zasy to change
- Most banks slow calching up with Inicrnet banking
M - .
— Rural eustomers are less likely fo usc the Intemet
= Maosi Web sifes geared lownnls getlineg cushmmpers in
local branches not providing oaline services

v INTERNET BANKING:
E-MARKETING CYCLE

7%
” 0gz @:
k Ty
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W PUSH/PULL STRATEGY

« Push to share
* Pull to partner

v Cryptograpﬁy'and Security

+ Requirements for secure [ransactions/messages:

—P rivacy: Q: How cant [ be sure no one in
- lhe bank knows zbout this?

— Authentication: Q: Am t dealing with a
8
- legal eality? Customer legal?

—Lietegrity: 0: Witl supplier get paid in ull?

~Non repudiation: Q: Any evidence of loan
payment? Do we have a binding loan?

W Cryptography--the Basics

« Plaintext: Ordinary message

= Ciphertext: A scrambled message
produced by an encryption algorithm

= Decryption algoritlhm: used by the

receiver to recover plaintext from the
ciphertext

15
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' Cryptography (cont’d)

= Key: Additional picce of inpul data. L is scerel,
even though many peoplc may know the algorithm

Types of Cryptographic
v g
Algorithm

« Secret Key Cryptography: Ehcrjptiou
- and decryption operations use same

key {used symmetrically)

-« Public Key Cryptography: Encryption
and decryption operations use related

but different keys (asymmetrical)

Secret Key (Symmetric)
Cryptography

+ Plaintext is encrypled using a key, resulting
in a ciphertext

+ Ciphertext is sent to the recipient who
decrypts message using same key

« Same key must be known to both parties

+ Best-known secret key system is DES(Data
Encryption Standard)

v
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VW Cryptosystem Strength

+ Exhaustive search (brute force allack—trying
every possible key

» Key length — measured in bits. Data Encryption
Standard {DES) has 56-bil key. This means 2 o
56% power or 72. 1K trillion combinations.

+ Since performance of PCs al conslant cost doubles
every £3 mes., computational cost of allncking n
ciplier increases exponentially Fasier than cost ol
improving ils sirength

v Key Length

» Common recommendation is a min. of
75-bit keys for today’s security and 90-
bit keys for information to be kept
secure for 20 years. '

» These figures are for symmetric
cryptosystems such as DES.

v Key Lifetime

* Proper lifetime of a key ={f of the yalue of
items encrypted, # of items encrypted, and
{ifetime of items encrypled)

» Changing keys limits amounl of information
revealed if a particular key is found. Eg. if
the encryption keys are changed every
month, then only one month's worth of info.
is disclosed if a key is disclosed.

b
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'E-PAYMENTS
MACEDONTAN BANKERS
SEMINAR

Noventher 30, 2000

E-PAYMENTS

- Unique features of cash
— Convenience
— Wide acceptance
- Anonymity
~ No hidden costs of use
— No audit trai

E-MONEY

Credit cards

Smart cards

Debit cards’

« EFT -

« ACH

- Digital cash—contains information that makes it
possible to identily the person wh withdrew the
muncy lrom the Bonik---ntdit trnil and bs teackable

+




CHARACTERISTICS OF E-
" MONEY

Identified and online: c:g credit card/debil card,
making deposits .
Hdentified and offline—e.g purchasing by check,
postal money order, traveler checks

Anonymous and enline—e.g cash payments, )
ATM _

Anonymous and gfffine—c.p tanking deposils via
ATM, using credit card wilh offline merchant

MONEY (ACID) PROPERTIES

»

Atomicity—ransaction must secur
completely -

Consisterrcy—all parties must agree to the
exchange’

{solation—each trans. Must be independent
of any other transaction

Durability—e.g reversing charges in the
case of a mistake

INTERNET-BASED
PAYMENTS

*+ Nontechnical properties:

— Acceptability
— Ease of integralion into the total nctwork
cnvironment

= Customer basc—inust be cnough usersto
Justify investment

- Fasc of usc

— Ease of access—customers don't like 1o wait




ELECTRONIC TRANSACTION
SYSTEMS

+ CyberCash—typical sales transaclion:

- Cuslomer places an order via Web site

~ Customer verifies info. & clicks “Pay™ bution

- server:
« receives packet
* moves truey, Behind ks firewall and off the Intemet
* unwraps packe? within kardware-based erypto box
* reformars teansaction xnd forwands H to merchant’s benk
= Merchant bank forwards thie suthod zalion request 10 issung

tank via card association

+ Decision send back to CyberCash
= CyberCash tansmit z2ppeovalidental code back to h

SECURE ELECTRONIC
TRANSACTIONS (SET)
+ Primary goals:
Co- Confidentiality
— Iategrity
— Authentication

~ Interoperability across network providers

SET Procedure

Customer orders a product vin Web sile

Web site sends order which activate cuslomer's
SET wallet

‘This triggers payment request back to merchant’s
SET module

« Merchant transmit authorization payment requesl
fo acquiring bank via SET payment gateway
Galeway connecls to cus issuing bank for approvat
« Gateway sends “payment OK™ to merchanl

+ Merchant sends eleclronic reeeipt (0 customer’s
wailel

% .



ELECTRONIC PAYMENT
MEDIA

Trusted third parly

Notational fund transler-related type—

VISA/Mastercard’s SET-based transaction

« Digital cash or electronic money—serial numbers
represenrting aclual money are encrypled o
destination and converted Lo real money
Digital cash leaves no audit trail
- Open 2n 2/c with bank that handics e<cash

« Credit cords —leave audil trail

+ Debit cards

» Smart cards

The e-Wallet

= Securc way of carrying currency clecironically

- P-roccdure:

= Decide on the online sile you wan! to shop
- Download a wallel to deskiop

=~ Fill out personal info.—e.g credit card pumber,
namc/address, ele.

- — When ready 1o buy, click on walletbulton
~ Billing information is automatically filled out

PROS AND CONS OF E-
- PAYMENT

+« PROS
- U.S markel lor e-payment predicted to increase to 20
mitlien :
- Vasl reduction of paper
~ Elimination of errors associated with mansl bilt
payment : .
~ Trend towand aggregation of bill payment
+« CONS
— 50 % of the 130 million U.$ adults who use the Intemel
do not want 1o receive their bills over the Net.
— High fees—Chieck-Free nmkes $4 per nse per ntonth;
. banks charge $5 to $8 per moath

yeo *



EFT and ACH
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LAUNCHING INTERNET
BANKING

MACEDONIAN BANKERS SEMINAR
NOVEMBER 30, 2000

The building life cycle

— Planning and strategizing—Vision

— Deciding on the infrasirtcture

— Design—Building the Web sile

— Marketing—Advertising the site

— Maintaining and growing the business

Strategizing Reality

Evaluate your bank’s posilion and the compelition
Devise a missien statemenl
Decide on the objectives
Strategizing boils down to theec areas:
— Vision
— Resources—people, money, and staying power
- Culture




lh...‘ .

-. Strategizing (cont’d)

o R T Fenpy
. Kcquhommcons:demm )

— Who will % 3 pmducls of VlebST
- How fam lar &re wilh thé ln(é\cl
= Ate you flagning { &ge a short—lcnnc‘? g kermer?

- Who gr compe!llors'{ E
. = How willol presemt Eu{scm@cs

— How will yhu a.nageand e rsaclions?
- llow wilf yout haidic mu..xpcr.lcd tnnge?

i - P

Specific Goals re. Planning

+ Creale & maintain a compelilive cdge

* Reduce operational cosis

* linprove custonier salisfaclion

* Find new market lor products or scrvices

Improve relationships wilh business partners
Create distribution channcls
improve supply-chain managemenlt (SCM)

.

Hardware, Software, Security
& Setup Phase

ay *  Wlhal hardwarc to buy?
BN+ How fast should it be?

= What about quality, reliability
& integrity of hardware?

» "What about bandwid(h?
{ « What about the ISP?
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Hardware (cont’d)

= Needed software
— File transfer protocol (FTP) to transfer files to
and {rom remaole compulers
~ E-mail to receive and send miessages o anyone,
anywhere, anytime on the Internet
— A WWW browser (¢.g. Netscape or Microsoft
browser)

- Serial Line Interface Protoco! (SLIP}—a
program that inlerfaces a modem o the [nternet

Security Considerations

Conltrol aceess Lo (he Weh server

Update server soflware and cncoding sccurily
measures to ensure server-Web site integrily

Use firewalls to protect the merchant’s internal
network

Monitor the traffic and detect irregularities in time
to minimize damage

*

Security Considerations (Cont’d)

Assign Web securily Lo a qualified Webmaster
Security sockets layer {SSL) and encryption
Enable SSE

How to get SSL?

— you need adigital 1D (aulhenlication cerfificate) fiom a
trusted 3 party soures (e.g. CyberCash) lo voueh for
your idenlily
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The Design Phase

The focus is on designing the Web site

The Web storefront

— Able to find bank services quickly—8-second
rule : ) _

"= Process customer requests quickly & send
securely especially loan applications

— Genesate 8 sunutary of customer requesls &
produce a printable receipt

.

Locating a sile developer

What bank sites has the designer developed?
What design features, logo design, or animation
the designer offer?

Visit the shop or one of operational siles.

Whal services does he/she offer?

Web site design considerations

User contrel and freedom
Consistency and standards
Recognition rather than recall
Aesthetic design

Recovery from emor

Help desk

5 4
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The Marketing Phase

* Provide good service

+ Advertise

« Know the customer

« Secure the accountiloan, eic.

+ Produce the customized service

* Follow up on cuslomer satisfaction

Maintenance and enhancement

* Manage the Web site
+ Stay on course—ensure Web sile usability
* Managing customer fecdback
-~ Sclup FAQs,
~ Make sure infonalion is casy and quick to access.

~— Visilors are short-tempered whien it comes to downloal
lime,

— Avoid unnecessarily large images or bandwidih
o -
@,h@gmg elemenis

2. Answer e-mail. 1t is fast and casy.
~ Support multiple languages.

yob s



E-SECURITY

Macedonian Bankers Seminar -
November 30, 2000

THREATS TO E-SECURITY:

+ Disruption of service
§ + Loss ol cusiomer conlidence
+ Biggest risks

— credit card handling
= e-mail infermation

Paper-based vs e-commerce attributes

+ Signed paper documents vs digital signature
+ Person-{o-person vs electronic

+ Merchant-customer face-to-face vs face-to-
face absent a

,{M l



Security Concerns

+ Confidentiality—encryption

+ Authentication—are you who you say you arc?

¢ Integritp—data and information remains :
uncorrupled and uncarruplable

+ Access confrol—rcsirict usc of a resouree Io pre-
authorized principals ;

+ Non-repudlation—ensure that a principal cannot
deny sending the message

+ Flrewalls—Iilter belween & [irm’s network nnd
the internet

Design Process

+ Adopt reasanable sceurily policy. Upgrade
when necessary

+ Consider Web securily needs—how much
securily? '
+ Design the securily environment

+ Police the security perimeter—firewalls,
authentication, VPNs (virtual private
network), intrusion detection devices

+ Authorize and monitor the security system

Kinds of threats or crimes

+ Physically-related—stolen credit card

records, vandalism

+ Order-related—someone using someone

else’s credit card

+ Electronically-related

— Sniffing e-mail information

= Cyberpunks intercepting and decoding
communication hetween merclant and
customer

— Defacing Web sites




il ' : :

Client/Server Security Threats
: + Client computer allacks:
- = Unsoliciled mail, foreed advertisement reading, -

anonymous messapes :
- - Deliberate comuption of files—ftom Melissa to WORM
Eo ~ Rilling stored information :
i § + Server security threats: )
: ~ Path ol least resistanice is always path of choice
P — Web seever with a port-active—password gniffing
ﬁ
; -

l

The Privacy Factor . :

+ Lack of a comprehensive policy -
+ Surfers” distrust of siles B K
+ Growing fear of spam
+ Surfers® alternatives

3 + File virus attacks executabie files

+ Boot virus sllacks the bool sectors of the hard
drive and the diskeltes

+ Macro virus exploits the macro commands in
soltware applications like WORD

+ 80% of viruses are nacro viruses

i + Companion virus infects COM files, then inlects
EXE files when it is running. Easy to delect.
# Ovenwrite virus destroys the file it infects by
) copying itself to that file, Easy to detect H
- ;
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Signals of Hr«:wing A Virus

§ + Hard disk light is turned on
§ + Hard disk docs not work

8 + Diskette drive reads from diskette bul does
not record data on it

+ COM and EXE files larger than normal

Promoting e-Commerce Security

+ Passwords—I* basic principle
— Include at least [ capital lctter and 1 lower-case
letter in password

— No passwords near your birthday, last name,
" spouse’s name, too obvious name, too well-
known name, or 100 common name

-~ No dictionary names
- Change passwords often
~ Disable passwords of departing employees

— Mix numbers with letters. No short passwords

Watching For the Credit Card Thief

+ Custemer who

— Places large order regardless of size, style, or
price .

— Places [arge order and wanls it shipped
overnight

— Piaces orders via diff. c-mail addresses

— Live in one state places an order to be shipped
10 a dilTcrent address, using a credit card issucd
by a bank located somewhere clse

— lnt’tly places huge order and wants it shipped
overnight

— Minor uses parents card to place large order

VI



FIREWALLS

+ Default deny.

— blocks afl traffic except ones explicitly allowed
by firewall administrator

g+ Default permit

=~ allows all traflic except ones explicitly blocked
by firewall adininistrator

Specific Features In Firewall
Design

+ Sccurity policy dictates firewal] design, not vice
versa :

+ Every firewall should support “default deny™

+ Filtering ability (deny, permit), depending on depl.

* Scafabilily'—rcsponding to network changing
environment

g + Authcntication—allow deny/permit preivileges o
be individualized .

+ Identify potentially dangerous services and disable
them ' ’

f ¢ Effective audit logs

ENCRYPTION -

+ Mathematicul procedure to scramble data.

+ Algorithm converts intended data into an
encoded message using a key for decoding
the message

¢ Key is a series of electronic signals stored
on the PC’s hard disk or transmitted as blips
of data over transmission lincs based on
industry standards.

IR



Cryptography and Security

+ Requirements for secure

transactions/messages:

Privacy: Q: How can [ ensure no one in
the local area knows about this?

Authentication: Q: Am | dealing with a
legal entity? Customer legal?.

Integriy: O: Will supplier gel paid in full?

Nou repudiation: Q: Any evidence of

payment? Do we have a binding deal?

Cryptography--the Basics

¢ Plaintext: Ovrdinary message

+ Ciphertext: A scrambled message produced
by an encryption algorithm

+ Decryption algorithm: used by the receiver
to recover plaintext from the ciphertext

§ Cryptography (cont'd)

+ Kep: Additional picce of input data. It is scered,
even though many people may know the algorithm

Types of Cryptographic Algorithm

Secret ey Cryptography: Encryplion and
decryplion operations use same key (used
symmeirically)

Public Key Cryptography: Encryption and
decryplion opcrations use related buk differcnl
keys (asymmeirical)

i~



ecret Key (Symmetric) Cryptography

+ Plaintext is encrypted using a key, resulting
in a eiphertext

+ Ciphertext is sent {o the recipient who
decrypts message using same key

+ Same key must be known to both partics

+ Best-known secret key system is DES(Data
Encryption Standard)

Symmetric Encryption Using Single Secret Key

Public Key Cryptography

Y3’
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+ Exhaustive scarch {brute foree altack—rying
. every possible key
+ Key length is measured in bits. Data Encryption

Standard (DES) has 56-bit key. This means 2 to
56* power or 721K trillion combinations.

+ Computational cost of atacking a cipher increases
exponentially faster (han cost of improving its
strength

% Key Length

+ Common recémmendalion is a min. of 75-
bit keys for today’s security and 90-bit keys
for info. To be kept secure for 20 years.

y + These figures are for symmectric
cryptosystems such as DES

yd



Key Lifetime

¢ Proper lifetime of a key =(f of the value of
items encrypted, # of items encrypted, and
{ifetime of items encrypted)

+ Changing keys fimits amount of information
revealed if a particular key is found Eg, if
the encryption keys are changed every
mionth, then only one month's worth of info.
is disclosed if a key is disclosed,

| KEY MANAGEMENT

4 ¢ From genceration o termination, a key life
eycle includcs: : '
= Key generation and registralion

— Key distribulion

- Key backup/recovery/escrow

— Key revocation and destruction
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