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Future Bank Snwrvision Technical Assistance Goals 

1. The NBU Bank Supervision Department evolves its processes so t b t  risk-based 
supervision becomes the basis for both its inspection and enforcement Tk fdloaimg 
aspects of bank supervision are modified to reflect the new cmpbasis om risk-based 
supervision. 

1. On-site Inspection: BSD st@& expert, not only in finonrial rmo35is lar ir present& 
the case), but also in analysis of how adequate the b h '  risk management s).stenrr me. in 
light of current and foreseeable r i r h  r h a  the bank fixes with its current and pmspectnv 
range of sen9ices. lYrirren e.wmination procedures place greater emphasic for t k  risk- 
management Tstem. The "C,4hiELSW and "Repot? o/ Eumrinafion" - for eixh bonk 
examined - rejlect the .VBLr's e~aluation and recommendorions for correction of ary 
weaknesses found in the bank's rirk management Tstem. 

Progress and Completions thmu& June 30.2004: 

In early 2003, we assisted the GDBS with formation of a risk-based ~ u b n  
implementation committee (the RBS Task Force). Through the RBS Task Force. we assisted 
with design, development and delivery of a Risk Assessment System o. The NBU's 
Supervisory Board formally appmved this document as part of the On-Site Inspection Manual 
on March 15, 2004. Our project has collected input hom commercial bankers NBU senior 
management, on-site inspectors and off-site analjsts on the format, content and usage of the 
RA'. and we will use this feedback to develop needed amendments to the RAS document 
and oy.erall supervision process. 

i'. tt conducted "Irain-the-trainei' sessions for twenty (20) persons from the nationwide 
banking s~pervision function on risk-based supervision and usage of the RAS. The technical 
trainin for the potential instructors of RBS seminars was held November 10 through 
'x. . , k r  21, 2003. Course materials included brief presentations on Risk Based 
- .FI. I ;.on, Key Banking Risks, Risk Management Systems, Corporate Governance and an 
. . . : . case study illustrating all banking risks and risk-bared supervision concepts. T ~ K  
pe,wnb attending this seminar are now participating in delivery of the three-day risk-based 
supervision courses. The World Bank's Dutch Grant pmject is scheduled to deliver training 
to the GDBS on individual risk components. This is coordinated with the NBU's Personnel 
Department and the GDBS Training Unit Manager, Ms. Taqana Khimich. Our project has 
also delivered train-the-trainer sessions focused on training skills, in addition to technical 
exp:nisc mentioned above. 

Following the train-the-trainer seminar. we assisted GDBS inspectors with a pilot inspection 
of a commercial bank using a draA version of the RAS, incorporating the concepts of risk- 
based supervision. This was a highly intensive inspection prucess focusing on each of h e  
bank's major risk areas, including considerable effort with on-the-job training of inspectors. 
This on-the-job training, coupled with formal training on risk-based supervision and 
individual components of banking risk with form the basis of risk-based supervision 
implementation. 

USAID Banking Supewision Derelopmcnl Project 
Quulerly Repoi? - Januar). 1,2005 to March 31,2005 



We presented recommendations regarding the GDBS's On-site Manual including the 
follo\\ing: I) to publish and practically implement the chapters developed earlier. used 
informally, but not officially adopted; 2) to expand the Manual into a Banking Supenision 
Manual, specifically, by including a chapter on offsite analysis; 3) to review the hlanual in 
order to make the terminology consistent with the RAS and policy guidelines for 
comprehensive risk management systems in banks; and, 4) to make sure that corporate 
governance principles are adequately reflected in the Manual. 

Our project has delivered comprehensive legal recommendations regarding necasary 
amendments to the Law on Banks and Banking Activity and various critical regulations 
including, but not limited to, the following topics: licensing (regisbation) activity, essential 
and controlling participation, collection of information from holden of such participation, 
transparency issues and enforcement coporate governance and risk management principles, 
enhancements to external and internal audit activities, consolidated supervision principles, 
capital of banks, purchasing by banks of their own shares. We have assisted the NBU Legal 
Department in their discussions with the Ukrainian banking associations and with 
Parliamentary working groups. Due to the unique connections between the banking industry 
and members of Parliament in Ukraine. the legal and judicial areas are among the most 

difficult areas of reform. 

Our project is in constant contact with the RBS Task Force. In our discussions during each of 
the risk-based supervision seminars, we are assisting the members of the RBS Task Force 
.. rl! -r\-lr of possible improvements, including our delivery of a detailed "action plan- for 
m~ptemcntation of risk-based supervision. We have carefully emphasized that the risk-based 
assessment system and risk-based supervision plan is a working document to be viemed as a 
living document. Many people have expressed a desire for more detail mith the R4S and we 
are exploring ways to assist the NBU to give more detail. without makiig the document too 
lengthy and too formulaic in its approach. 

I I ~  , . ;r.. . \\ ork Plan throueh June 30.2005: 

&.liver additional risk-based supervision seminars throughout the duration of our 
pro j s l  ~ncreasingly involved more personnel from the NBU as inseuaorr We expect to 
deliver at least five more seminars, in Kyiv and in regions, to a minimum of 100 participants 
through the end of the first quarter of 2005. At the end of the fourlh quarter of 2001, we will 
initiate an update of our traditional risk-based supervision course to include feedback from 
seminar participants and different bank supervision functions to make aoe that all RBS 
varn~ng in 2005 focuses on the most problematic issues i.e. risk measurements tools, 
communication, individual risk categories. We will also explore di-learning 
possibilities for the NBU regional staff 

We will develop recommendations for enhancements to the standard Report of Inspection and 
CAMELS rating policy based to match the findings and conclusions contained in the R4S. 
Our recommendations will be delivered in the fourth quarter of 2004. 

We will continue to collect feedback from risk-based supervision seminar participants and 
on-site inspectors in order to provide recommendations for amendments to the R4S. Our 
recommendations will be delivered in the first quarter of 2005. 
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\i t t~ I II provide recommendations for improvements to h e  On-Site Supervision Manual. in 
order for the On-Site Manual to match the RAS. for at least hvo major risk areas. One of the 
risk areas will be credit risk. the largest risk in the banking sector. 

Ouarterly Uda te  - March 31.2005 

We continued to work on the two major regulations that set forth rbk-based 
supervision concept - the Risk Assessment System and the Risk hiamgemen1 
Guidelines. I n  particular, we: (1) completed a summary of RAS use by RBS semimar 
participants during case stndy haining; and (2) advised appropriate pernunel from 
NBU's Center for Policy Research on measurement indialors for some risk ategoria 
Again, the NBU bas slowed its pace of RAS implementation due to orgrniational 
cbange. This limited our ability to interact with appropriate counterprh, in particular 
on the issue of risk findings communication within bank supcrvisiin. Chances are this 
issue (communication) will not be resolved by the end of the project excluively dne to 
permanent changes in  organizational charts and lack of possibility to d n w  dear 
subordination and communication lines within NBU's bead office and between the b a d  
office and regions. 

We worked close witb Dutch Grant advisor Mr. Porter during bi visit to Uknine aud 
work on RAS and on-site in a bank I n  particular, we bad several mectiug with Mr. 
"1.rter to discuss possible approach to make RAS even more usehl and to find claser 
relation between RAS and CAMELS systems. The result of such ach-ity w u  r m m t d  
understanding by the NBU, Mr. Porter and our advisors tbat RAS h u  to be f ir tber 
ar 1 1 ~ 1  4 based upon the experience of its one full year implementation. Tbm major 
'.\IIC. that bave to be clarified are: (1) inter-dependence of RAS witb CAMELS n t i ng  
,>sielu, (2) format of the new Report of Examination that bas to p i d e  commuuiatiom 
prws2\-. not to contradict it; and (2) risk categoria to be examined in  bank bnmcba  

. L noticed these issues to NBU senior management at the commencememt o f  the 
,,I UJLLI m 2003. Both issues require strong leadenhip from NBU and h c k  of a c h  
!* ~dership can bave some adverse effect on RBS sustainability in  long run. 

We prepared a memo to Mr. Krotynk based upon his requesl describing t k  e-g 
practice of offsite prudential limits ("economic normatives") in the USA. We have 
strongly emphasized tbat off-site date by itself a n  be somewbat miskrdiug dme to 
accounting risk involved, and that non-~~mpliauce with prudential norms shall trigger 
severe supervisory reaction. as opposed to existing practice of setling time fn- to 
c o m t  non-compliance. We bave also provided some backgronud informatiom i m  
respect to risk-based supervision in the memo. 

We participated in  a limited review of external audit reports being submitted to NBU by 
banks according to the law. Tbe review was rather non-formal and involved cbecking 
for presence of all required components (five financial statemnh plus auditor's 
opinion) and some quality control over notes, mainly in the area of risk disclosure. The 
NBU was scheduled lo launch an o(r,cial review of external audit reports once the dead 
line for submission expires @la! 1). Tbe result of such review should bave beem a d o n  
against auditors for wrongdoing and non-compliance, as well as amendments into 
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appropriate acconnting and disclosore policies. Doe to organizational chug-  sncb 
re\ iew now is questionable to oecnr before the end of the project. 

We provided comments and advice to Mr. Drozdov, Policy amd MethJobgy 
Department, on the issues related to consolidated supervision over bamking gromps 
(financial conglomerates). Mr. Drozdov is responsible for drafting metboddogy for 
consolidated supervision in banks The major challenge is a general confnsiom betweem 
consolidated snpervision (that covers both parent, dangbter and sister companies of 
banks), and supervision based upon consolidated financial statements (that only imclmde 
reporting bank and its subsidiaries, but do not cover parent and sister om-). Tbere are 
a number of "gap" in cnrrent banking law that prevent the NBU from exercising fnU 
consolidated snpervision to the extent necessary in the modern f i a r ~ c b l  emrironmemt 
It  is preferable to clearly state the NBU's authority in the text of the law. With this 
purpose we provided specif= recommendations for legislative amendments to 
implement consolidated supervision principles, as well as examples from the kgiphtiom 
of other countries that piactice consolidated sopervision. 

l a  February we provided written comments to Mrs. Ivamenko conccnimg the mohm of 
"bank safety and soundness". Such explanation was needed to fimd a creative 
interpretation of provision from the b n k s  and Banking Law to held bank mam.gcrs 
liable for "risky operations" and any action which threatens the interests of bank's 
depositors o r  other creditors - "bank safety and sonndness". 

We delivered three additional risk-bwd supervision seminars to 86 NBU participants 
during the first quarter of 2005, bringing the total to 471 persons tnincd. 

7 . ~ .  '%ire Ana/ysis: MIS reporls mod$ed. bmed on the risksrsessment methodolog).. 
Externul audit results incorporated imo the supen9iso~ strategy ofbanks. 

L . .  and Completions throuph June 30.2004: 

.id above, the NBU Board of Dimton approved the RAS on March 15, 2004. We 
nave discussed several recommendations to NBU senior management regarding management 
information systems, connected with the RAS. including the supervisor). strategy document 
and the Bank Dossier. The supervisory strategy document already incoqxmtes external audit 
results. 

Proi~it  LVork Plan throuh June 30.2005: 

We will provide further, more comprehensive recommendations, for improving management 
information systems based on the RAS during the fourth quarter of 2004. This will include 
information that senior management of the NBU and senior management of the GDBS should 
have on a monthly basis to be infonned of the financial condition and current trends in the 
banking industry. 

Quarterly U ~ d a t e  - March 31.2005 
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We bave already provided additional feedback on tbe existing management information 
systems and tbe necessary management information systems for risk-based smpeni9ion 
objectives. Based upon request of two connterparts, Mrs. Faber and XIM Karcbeva, w-c 
provided written comments on existing Uniform Bank Performance Report. Tbe 
UBPR, initially proposed by onr project in  2002, now needs to be amended doe to major 
changes tbat bave occurred in  acconnting policies and pnctice. We provided advice on 
better factoring bank peer groups for ana)ytial pnrposa I n  particular, i n  additiom to 
existing Net Total Assets indicator tbat divided the entire popslation imto four peer 
groups, NBU now will be using another indicator - Return om Equity. Jointly these 
indicators wiU belp to divide population into fwe peer groups tbat will be more 
homogeneous albeit more analysis-friendly. 

3. Lieenring: Requirements for borh renewal and n o v  bank Iicenws are changed to 
require risk managemenl m e n u  lhal nee1 NBU slandards. 

Promess and Completions thou& June 30.2004: 

Our legal advisors continue to advise the NBU working groups w the Law on Banks and 
Banking Activity ("the Banking Law3 and its implementing regulations, including 
requirements for licensing activities and risk management. At present. Aticle 19 of he 
Banking Law requires that members of the bank's supervisory board and management board 
have appropriate education and experience necessary to manage a bank. This is a good 
concept, but more i s  needed. This threshold should be much higher to include a proper 
internal audit function and risk management capabilities. We &livered a comprehensive set 
o f  recommendations to the Banking Law regarding licensing activity in hlay 2003 and have 

nwd to push this area further. The Banking Law (proposed Article 44) \\auld have 
.Lsi~.~derable more detail regarding the expectation o f  risk management and audir functions 
thdn in the current edition. 

1 hc proposed Article 44 of the Banking Law contains much stronger and more detailed 
language regarding risk management and internal controls and audit activities o f  banks. 
including the following: 

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

We are continuing to work on these items, as well as preparing for discussions later on bank 
corporate governance and risk management, capital of banks, purchasing by banks of their 
own shares, transactions with connected parties, and consolidated supervision o f  '-banking 
groups". 

Project Work Plan throueh June 30.2005: 

USAID Banking S u p i s i o n  Development Pmject 
guanerly Report - Januar). I, 2WS to March 31.2WS 



The submission to Parliament o f  a set o f  draft amendments to the Banking Law is planed for 
the end fourth quarter. Taking into consideration the complexity o f  above-mentioned issues 
and large cultural hurdles in this area this dead line could be postponed. 

Ouarterhr Update - March 31,2005 

Our legal advisors have provided continued assistance to the NBU Legal Departmemt in  
the areas of corporate governance and risk management reqnirememts. We are .bo 
assisting the NBU witb research o f  international shndards and gnidelines in tbcsc 
areas, as support for Parliamentary approval. We should note, the confasiom associated 
witb the "Orange Revolution" eaused Parliamentary issues relative to tbc hok ing  
industry to reach a standstill. 

4. Orgmizaiion and St&ng: Supervisory prsonnel am trained in risk-based 
managemen1 [supervision]. he orgmizalional structure of the Eank Supenision 
Departmem will be reviewed andchanged to f l e e t  the eyolu~ion of risk-based managemem. 

Progress and Comoletions throueh June 30.2004: 

Following advisory recommendations 6om Bearingpoint, the organizational structure of the 
GDBS has been changed to reflect the evolution o f  risk-based supervision. A new, senior- 
level, position within the GDBS was formed for the putpose of risk-based supervision 
implementation. Mrs. Svitlana Farber heads this new unit, entitled "Department o f  Risk- 
Based Supervision Methodology and Planning." Mrs. Farber is highly competent in this mk. 
;!: . ' ~ e  Methodology Unit under her direction are our project's closest and most valued 
Ludl,,~rparts. Without Mrs. Farber and Mrs. lryna Pozharska, our project \vwld not haw the 
morrht.ntum for change that we now enjoy. 

., 14. <ors developed a comprehensive, two-week risk-based supervision p q m m  for the 
GDBS. As stated earlier, we coordinated the organization and delivery o f  h i s  cmprchcnsive 
program for twenty (20) select persons from the GDBS in November 2003 as a uain-thc 
bainer seminar addressing technical topics (as opposed to delivery techniques and teaching 
methods). The NBU Personnel Department and GDBS assisted with selection o f  the 
appropriate persons to anend this program covering the nine basic banking risk areas'. Thes 
same persons were also selected to attend another train-the-trainer course focused on 
presentation skills, sponsored by the World Bank's Dutch Grant program. This w k a  group 
IS atst ing our advisors to delivering a more concentrated three-day. case study program on 
risk-based supervision to a wide cross-section of GDBS personnel nationwide. 

During the first half o f  2004, we assisted the GDBS and the RBS Task Force with delivery of 
eleven (I I) risk-based supervision seminars. The seminars were held in Kyiv (3). 
Zapomzhzhya, Cherkassy, Dnipropetrovsk D m  Kharkiv, Lvov. Crimea and Odessa. A 
total o f  227 participants anended the I I courses. The participants have been active in 
discussions and have voiced their concerns, positive and negative about the RAS. The 

' The basic banking risks are: credit risk liquidit? risk. interat nte risk. foreign cxchangc risk. prim risk. 
operational risk. legal risk, strategic risk, and reputation risk. 
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participants are mostly cautious about the amount of subjectivity in the new risk-based 
ctipentsion system and their resultant ability to deal with the commercial banks armed only 
\tith oplnlon. The threeday seminar introducing risk-based supervision is not enough to 
fully grasp each of the risk areas. nKse concerns are again acknowledged through a 
transition or implementation phase for risk-based supervision and risk management 
guidelines for banks. The threeday seminar is not a complete discussion of each individual 
risk area of banking operations. It is only designed to be an overview of the risk assessment 
system. A related project, through World Bank's Dutch Grant program, is implementing a 
training program on individual risk areas. All participants say more training and experience 
is necessary to fully implement this program. 

On June 29, our project team crossed a milestone with respect to risk-based supervision 
implementation. BearingPoint advisors delivered a half-day. risk-based supervision case 
study to the NBU's senior management (Acting Governor Yatseniuk and several Deputy 
Governors, including Mr. Shlapak, who is responsible for banking supervision) and GDBS 
senior management (all Directors). This case study highlighted many issues relating to a 
bank's deteriorating condition, which were not apparent by merely studying the bank's 
financial ratios. The case study described the p a c t i v e  nature of concepts of risk-based 
supervision, a s  a method of addressing the root cause of bank problem before hese issues 
appear in the form of deteriorating financial statements. In addition, the case study 
highlighted short-, medium- and long-term recommendations for full and effective 
implementation of risk-based supervision. Certain members of the NBU's senior 
management were skeptical of the subjectivity of risk-based supervision prior to this case 
study; however, many indicated they saw risk-based supervision in a new light afier this 
exercise. Our team immediately followed this we study exercise with a comprehensive 
action plan for implementation of risk-based supervision to build on the momentum and 
understanding of this concept at the senior-most levels of the NBU. This action plan is nor  
being used as a basis for several working groups at the NBU focused on implementation of 
6 . k  h3 :cd supervision. 

With BearingPoint advisory assisrance. Mrs. Ivanenko, Deputy Director of the General 
Department of Bankiig Supervision, participated in the course development o f  a seminar 
("Best Practices of On-Site Examinations: Regional Experience and Chailenges' for CEE and 
former Soviet Union countries) organized by the Training Initiatives for Banking Supenision 
("TIBY3 of the National Bank of Poland during the week of November 17. 2003. Ms. 
lvanenko made presentations on the Ukrainian bank supervision experiences and challenges. 
Th:ee other persons from the GDBS also attended this forum. 

With Bearingpoint advisory assistance, thm persons from the GDBS participated in the 
course ("Credit Risk Management: Bankers and Regulators Perspective-) organized by the 
Training Initiatives for Banking Supervision ("TIBS') of the National Bank of Poland during 
the week of May 29, 2003. One person from the GDBS (Mr. Oleg Kostiushko) made 
presentations on the Ukrainian bank supervision experiences and challenges, and two other 
persons from the GDBS also anended this forum. Our advisors have secured a more active 
"partnership" role with TIBS, \*hich allows Ukraine to send more than the normal nro 
participants per seminar. 

Proiect Work Plan throueh June 30.2005: 
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Rc~r~ngPoint advisors will coordinate a one-week discussion between the National Bank of 
Poland and the National Bank of Ukraine covering the topics of risk-based supervision 
planning processes and advancement risk management techniques with derivative products 
during the week of September 6, in Kiev. We have assiaed the GDBS with the agenda items 
and the persons to be involved. The National Bank of Poland will cover all coas of materials 
preparation and speakers. The National Bank of Ukraine will cover housing costs. USAID. 
through Bearingpoint, will cover transportation and interpretation. As can be seen above, our 
advisors have forged a stronger partnership between the National Banks of Poland and 
Ukraine. 

Through the remainder of this project, we will assist with delivery of additional SLY to eight 
risk-based supervision seminars throughout Ukraine. Four to six of these seminars will be 
held in the third and fourth quarter of 2004, while the remaining seminars will be held in the 
first quarter of 2005. This will bring the grand total of seminars to 17-19 and the total 
number of participants will likely exceed 400. 

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

Onarterfv Uodate - March 31.2005 

We delivered three additional risk-bucd supervision seminars to 86 NBU prtkipuls 
during the fourth quarter. These seminars were held in Kiw (2) and Duipropctro*-slr 
fh mral! 471 bank supeWwn employees have attended 19 RBS seminars iu d i f i m t  
tLb UU. 8 :  M i n e .  Importantly, the GDBS has been teaching the majority of t k  
seminar, indicating a higher degree of snstainabiity. Our achisors delivered the 
seminar in Dnipropetrovsk due to a disagreement with the NBU Personnel Department 
over funding the NBU instructors. We hope to resolve thb disagmeemt in t k  w r r  
future. 

5. Legal 1ssue2: Elemems of the legal framework are fvrther elaborawd which &a/ 
ic..:rh d?Zervnt aspects of the banks' required systems of risk managemem. In panicdm nw 
rtnplen!e~~iing regulations are developed requiring risk-monogemem wirr and board- 
approved risk limits within banks. An amendment to the Law on Banks and Banking is 
developed to require the internal auditors of commercial banks to report to the Supemison 
Cowril oftheir bank (rather than, as currently required, to their Boardof Afamgement.) 

Promess and Comoletions throueh June 30.2004: 

This d o n  calls for UIC implementah of acw l a w  and regulations, and Mending -I kgisl&on. We 
f e l  hl a thorough review of all patinenc laws and regula- along with full a p c m c a  and coopcrstion han 
NBU Bank Supervision and Legal Dcpamncnts am naessar]- before implementatim can lakc place. Thaefore. 
Ihe actual implementation phase may only be accomplished aner m i d e n b l e  research and c ~ ~ u l t a t i o n  \rith 
NRI : management and M, and the banking industry.) 
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\ wi , ~ t  draft ameodments to the Banking Law was recently submitted to Parliament. Ow 
advisors assisted with the submitting amendments to the Banking Lau as it pertains to: 
ownership structure o f  banking organizations, submission o f  information b? "essential" and 
controlling participants, strengthening enforcement measures regarding violators o f  prior 
notification procedure for purchasing of such participation. banks' registration. and external 
audit requirements. 

Our advisors worked with the NBU and its critical counterparts in discussing these 
amendments and readying Parliament for their submission. Advisors have attended aorking 
group sessions with the NBU representatives and representatives hwn the Bankm 
Association to discuss the proposed amendments. Advisors have met with Ms. Ivanenko. 
Ms. Farber and Mr. Novikoff to present ideas and suggestions for provisions that we believe 
the NBU should advocate in the amendments. 

Proiect Work Plan throueh June 30.2005: 

We will assist the NBU and its Legal Department in drafting future amendments to the 
Banking Law in the area of  risk management and overall corporate g o v e r n  o f  Ukrainian 
banks. Our resident legal advisor will work with the NBU's Legal Department on a 
continuous basis, while our temporary advisor will travel to Ukraine on two occasions for this 
purpose. 

The NBU has requested legal advice in achieving better consistency with Baste Core 
Principles and with international practices in the areas of  consolidated supervision. connected 
lending and related party exposures, and corporate governance. Our ex-pat legal advisor a ill 
return to Ukraiie to assist our resident legal advisor in the second half o f  2004. if necesar).. 
and in early 2005 to address these issues further. 

Lr,. 1; ~rriv Update - March 31,2005 

Onr legal advisor bas drafted amendments to the basking law to r c g a r d i  risk 
management and corporate governance, and this bas been p r ~ ~ t e d  to Ck NBU. Due 
to the political nneertainty through the fourth quarter o f  2004 and rcorgaoizatiors io 
2005, legal issues have been sidelined by the NBU. Our short-term legal A-isor will 
return to Ukraine in the second quarter of2005 to again push this initiative. 

11. The banking community understands and accepts r i sk -bad  mpcnis'is. Tbe 
contraetor will advise and assist the National h n k  in  the elaboratioo o f  regulatory 
standards and as action plan for implementation of risk-based mpenbmn at  the 
commercial banks. 

I .  Compliance: NBU BSD akvelops a plan for compliance wirh the new regularions on 
rirk-based supervision. 

Promess and Completions thmeh June 30.2004: 
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In 2003. we assisted NBU senior management with development of a "Comprehensive 
I'rr'rmrn for the Development of the Banking System of Ukraine for the years 2003-2005.- 
\he have also drafted a comprehensive action plan for implementation of risk-based 
supervision throughout the NBU organization. These documents are used as the base of risk- 
based supervision implementation and development of the banking industry according to 
modem risk management concepts. We have assisted the NBU through researrh and 
participation in discussions with commercial bankers and with banking associations. 

Our assistance with banking law amendments is targeted at ensuring the NBU has the 
authority to enforce changes in a bank's operations if risks are excessive or if risk 
management systems are inadequate for the size and complexity of the bank's operations. 
We are working closely with the NBU senior management and legal personnel on issues 
related to strengthening enforcement measures. ensuring that penahies for non-compliance 
are severe enough to warrant bank management's attention in an appropriate manner. We are 
assisting the GDBS to develop an effective quality assurance program, to ensure banking 
supervision pemmel are properly using the risk-based supervision concepts. Finally. our 
training program for risk-based supervision is designed to enforce these concepts and ensure 
at least basic understanding of banking risks. 

Pmiect Work Plan through June 30.2005: 

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

Quarterh. Uodate - March 31.2005 

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

1 ~r.~,qnostic: NBU Bonk Supenision &portmew fBSD) re%-iews rk moin pnuiuc~r 
J ... .'. . . . . . cs o f o  sample ofrhe fwo riers of larger bonks fobow 25 banks. occotding for o w r  

rhree-fourrhs ofbanking s).stem assets) and assesses rk rlpes ofr i sh  rrlewnu for eoch 

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

We have developed a questionnaire for commercial banks addressing various corporate 
governance and risk management issues. In order to achieve the best results. without fear of 
ipr is1. 'he survey has b&n conducted on an anonymous basis. However, we do know that 
hr: majority of the top two tiers of banks have completed the survey, easily surpassing three- 
fourths of the banking industry's total assets. In each of the "banker nxmdtable- sessions we 
have conducted in 2003, we have discussed the aggregate results of the survey H-ith senior 
management of commercial banks. 

Pmiect Work Plan throueh June 30.2005: 

The fml "banker roundtable" sessions, for a total of nine. will be completed in J u l  2003. 
Following these sessions we will prepare a summary ofthe reresults of the survey and deliver 
to NBU senior management. This summary will be included in the fourth quarter of 2004. 
We originally planned for finalization during the third quarter; however, we have delayed this 
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to the fourth quarter of 2004 to add further detail. The total assets of all banks attending a 
hankcr'q ri3undtable discussion was over USS19 billion. or 83% of the total banking assets in 
Ukraine (using data of June 30,2004). 

Onarteriv Uodate- March 31.2005 

Jointly with NBU Governor's Advisor, Mr. Uvarov, Mr. Kutsenko pnblisbed an article 
in NBU's official Herald about Policy Guidelines for Risk Management. 

We participated in a regolar bank risk managers "five o'clock" meeting held by Extra 
Consulting LLC in January. The informal d i inu ion  allowed ns to have an open 
dialogne about the f o h r e  of risk-based supenifion, as well as about coming 
implementation of Basel Revised Capital Framework (Basel 11). 

3. Template: NBU GDBS develops a template covering rk pump& of risks. and 
describes the key elements needed for an effecrnv risk managemeni Vstem. 

P r o m  and Comoletions through June 30.2004: 

We have developed a matrix of the categories of banking risk, common methods of 
measuring those risks and our estimation of the level and direction of those risks in the 
Ukrainian banking system. We have also developed a similar matrix showing the major 
banking prducts and the major risks associated with each of those products. These items 
have been used as handouts in our risk-based supervision seminars and will be delivered to 
senior management after refinement from banker roundtable discussions. 

Proiect Work Plan through June 30.2005: 

Bvllen have identified corporate governance weaknesses, particularly at the most senior 
1 ~ ~ 1 s  of bank management and the supervisory board, as one of the most serious defiiencies 
in the Ukrainian banking system. This is in addition to general lack of information -know- 
how" or access to training in the area of risk management. In order to improve this aspect of 
the banking system, our advisors will illustrate the matrices described above in more detail, 
focusing on the common methods of measurement of banking risks. We will also develop a 
handbook for supervisory board members, describing the items they should be reviewing and 
questions they should be asking of senior management during regular meetings. We r i l l  
~htai.7 fe~dhack from all interested parties, including the NBU, the various bankers' 
m l a t i o n s ,  and the commercial banks and we will make active use of quality products 
already developed in this area by USAID contractor Financial Markets International. 

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

Onarteriv Uodate - March 31.2005 
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'CVe are developing gnidanee for use by inspectors, diiussing key management 
information systems and reports to be prepared for senior management. We are also 
searching for acterl examples of senior management reports to use as examples. DK to 
tbe propriety nature of management reports. obtaining examples for more wide spread 
distribution has proven difficult. 

We prepared and submitted to NBU eight sections o f a  new policy doeument "Common 
Banking Producls and their Associited Risks". These doenments wil l  to serve as an oe 
overview of risks organized by bank products, and should serve as a guide for 
inspectors and bankers alike. We expect that before the end o f  the project the NBU wiU 
be able to start the prucess of issuing this policy for public consideration. 

4. Tools: NBU BS develops tools for the commercial bankr in implementing "'risk 
baed" systems, such a.s exomples of policies, audits programs, ,WIS sofmare for 
implementation by individual banks. 

Proeress and Com~letions thmueh June 30.2004: 

The "Policy Guidelines to Risk Management Systems in Commercial Banki' contains a 
myriad o f  examples of policies and audit considerations for bank management lo follow in 
developing a comprehensive risk management system, applicable to any patticular bank. 
These recommendations continue to be discussed with commercial banks and the bankers 
association, with expected approval in the second quarter o f  2004. As m e n l i d  above. our 
project will also develop o f  a second document specifically covering minimum requirements 
for management information systems, both at a senior management and a board o f  directors' 
level. 

Proiect Work Plan throueh June 30.2005: 

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

Ouartertv Update - March 31.2005 

Please see the work plan and accompliibments under item #3 i n  Ibis scctio~.  

5. Risk-baed Supervision Director and ~ommittee': The NBU designa~es o d l  group 
nf e.r,.mirters to be responsible for risk management implementaion ("Risk-Bared 
Supervis~on  committee'^ and senior Bank Supervision Lkparhnent O@ial i"Risk-Based 
Supervision Director'?. who will be the NBU's primary liaison with t k  banks in rk 
implementation of the new methodology. This group is responsible for training o t k r  SBL; 
examiners in risk management, for reviewing implementation plmrr and policies, &for 
evaluaing and providing on-site a r r i s ~ m e  regarding t k  procedures Avloped 
individual banks. 

' . As noted in previous umrk plans \rr have determined that a q a m t c  Director and Canmince is not 

necessary since *Risk-bawd Supm+.ion- is to become an integral pal of ail supcrviscq ellms. I n a d  ue 
are proposing that a task force k established chat \rill guide the BSD through the implementation ofURisl;- 
based Supen-ision". 
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Procress and Comaletions throueh June 30.2004: -- 
A risk-based supervision task force was formed in 2002, consisting of the following NBU 
positions: "Head of Strategy, Planning and Coordination Division", "DepuQ Head of 
Inspection and Monitoring Department", "Head of Banking Legislalion Improvement Unit", 
"Director of Registration and Licensing Department", "Head of Methodology Division-, 
"Head of Economic Analysis", "Head of Enforcement Action", "Head of lnspectionr 
Division", "Head of Monitoring Division", and "Head of Large Bank Monitoring Division." 
This task force has been instrumental in the development and review of training materials and 
for implementation of risk-based supervision, in general. The GDBS has created a 
methodology unit for risk-based supervision. This group is responsible for risk-based policy 
implementation issues. Our advisors have assisted this group in its formation and in 
establishing the unit's basic responsibilities and duties. We have proposed that the unit be 
divided by banking risks, with the head of the unit taking charge of supervision processes. 
The members of this methodology unit are actively involved in training initiatives and ail1 be 
involved more activity in assisting the on-site inspectors to develop crosscutting knouledge 
and skill sets. 

Proiect Work Plan throueh June 30.2005: 

We consider this area of our task order as complete; however, we will continue to focus our 
project's attention to the strengthening of this methodology unit. We will have ongoing 
contact and communication with this unit, as will be demonstrated in our quarterly reports. 

Ooarterlv Uodate - Mareb 31.2005 

The requirements oftbis aspeet o foo r  task order have been met. 

6. Communicdion: NBU's "Risk-basedSupenision Committee" develops seminars and 
prepmes training materials to be ma& available to the banks as p i k e  on implenren~ation 
ofrisk-based sysretns and the new NBU regulatiom in thir area A policy m d  should be 
given to the bankers by the NBU early in the process to provik this p i k e  andas a basu 
for dirmsion at meetings with senior bankers. 

Propress and Comoletions throueh June 30.2004: 

\kith assistance from our advisors, the NBU's Risk-Based Supervision Task Force has 
developed a comprehensive document titled "Methodological Recommendations on the 
Organization and Functioning of Risk Management Systems in the Banks of Ukraine.- This 
policy manual has been developed with considerable input from the commercial banks and 
the bankers' associations of Ukraine. Although the document has not yet been finalized. all 
banks are keenly aware of its concept and have begun implementation of these 
recommendations. Discussion of this document is an integral part of our banker ~wndtable 
meetings. This drafting process has opened a new era of transparency for the NBU in i t s  
relations with commercial banks. The openness and transparency of this project has benefit 
both sides. 
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Pmiect Work Plan throueh June 30.2005: 

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

Ouarterh. Update - March 31.2005 

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

7. Role of external and iwernal auditors: The NBU, through its regulaions and its 
inspection procehes, foctis on getting the mamgemew and bank boar& to more rigorvush. 
incoporole, in a systema!ic woy, anaIyses and recommendations of the i w e d  and their 
external auditors. 

Progress and Completions throueh June 30.2004: 

The NBU is committed to improve the quality o f  external and internal audits in commercial 
banks, as can be evidence by amendments to the Banking Law. As briefly mentioned earlier, 
external audit issues were the part of  the set o f  submined draft amendments to the Banking 
Law. The law will require external auditors to bring to the attention o f  the NBU any maner 
that they discover in the course of their audit, which could have a significant adverse impact 
on the bank. The auditors will be relieved of any obligation o f  professional secrecy when they 
furnish information to the NBU in connection with this requirement. Also, the auditors \bill 

be repuired to share their work Damn and other materials with NBU relwevntativa if 
reque&. We are confident that m&agement boards of commercial banks ak incorpomimg 
analysis and recommendations of internal and external auditors. 

An Audit Certification Comminee Policy has been adopted and the Comminee established 
(based upon recommendations from Mr. Chuck Canfield, WBIDutch Grant Advisor). The 
Committee includes nine member. five representing NBU, four frwn the Audit Chamber, and 
one from the non-bank financial regulator agency. The Director o f  the GDBS, Mr. 
Pushkariov was named Chairman and a Director of Banking Supervision Policy Department, 
Mrs. Faber, was named its Deputy Chairman. The Certification Comminee o f  the NBU has 
established procedures for renewing expired and existing external audit certificates, as well as 
for granting certificates to new auditors (entry requirements). Both procedures require 
tlie:Ye candidates to be able to show knowledge o f  International Accounting Standards 
(US) by completion o f  an accounting certificate program (i.e. ACCA, CPA, or its Russian 
language equivalent - CIPA). In this respect, we cooperated closely with other USAID- 
funded project - Accounting Certification administered by Chemonics - to the mutual benefit 
o f  both projects. Our project continues to suppofl the certification process for improvements 
in the audit industry. 

Proiect Work Plan throueh June 30.2005: 

We consider this area of  our task order as complete. We will continue to assist the NBU and 
GDBS in this area through amendments to the Banking Law. 
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Quarterk Update - March 31,2005 

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

In. The NBU Bank Supervision Department impkments an iutihtionathcd 
program for training, career advancement and cert if i t ion of bank supcn-iriom 
officials. The NBU Bank Supervision Department, USAID advisors, and World Bank 
advisors and instructors will work together to develop an integrated approach to 
establish a consistent and sustainable program for improved training and for 
"certification" of bank supervision personnel. 

1. CummcuIwn: The NBU GDBS develops a compreknriw, clarrroom-mining 
curriculum for a set of core courses that all bank supervision personnel would be e.rpecfed fo 
rake during their initial pars in fhe Department. 

Promess and Comoletions throueh June 30.2004: 

The GDBS has developed a comprehensive, class-room training curriculum' for banking 
supervisors, which includes a set of core courses and a set of more advanced courses. The 
risk-based supervision seminar is listed as a core course in this curriculum. 

Proiect Work Plan through June 30.2005: 

We consider this area of our task order as complete. 

Quarterly Update - March 31,2005 

The requirements of this aspect of our 1.sk order bave been met. 

2. Trainers: A group of seasoned bank supervisors become clarsroom trainers. as pmi 
ofthe ir regular h i e s .  

Promess and Com~letions throueh June 30.2004: 

Our advisors, in cooperation with the World Bank's Dutch Grant Program, have trained a 
eroup of seasoned supervisors to become classmom trainers. This training included twenty 
(20) supervisory staff, and took place in November 2003. This training included a two-week 
seminar, developed by our advisors, discussing all areas of banking risk and focusing on the 
technical aspects of risk management and risk-based supervision. The World Bank Program 
continued with the same group of people, delivering a one-week. Zrain-thebainer" seminar 
on methods of classroom insfruction. The persons who attended these seminars are alread) 
delivering portions of formal classroom training. although it remains questionable whether 
this is part of the "regular duties." 

'The lralnlng pogram 6s e m w e d  in ..Rrsolullon a1 5 3  On the Apporal of h e  Conccpc of a Comprrherwrc 
1: a,lllng I'rogram for Bank Supenision Emplo)ccs'. d;ud Apr11 25. 2002 
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Proiect Work Plan throuh June 30,2005: 

He consider this area of our task order as technically complete. We will continue e f f m  to 
ensure that in-house training, in tenns of development, delivery and participation, are made 
part of a person's core functions as a supervisor, not as an "extra item" uhen time permits. 
Enhancements to the training and development process are an integral part of our action plan 
for implementation of risk-based supervision, referenced earlier in this report. Senior 
management (Deputy Governor Shlapak) has indicated his concmnce with this concept: 
however. we await the change in practice. 

Ouarterlv U ~ d a t e  - March 31,2805 

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

3. Certifcation: The NBU develops m i n i m  q t ia l~~c~ l ionr  for cerrijicalion of fulh 
qualified bank supervisors. The certifcalion p m e s s  should i n c l d :  s ~ o c t o t y  completion 
of a set of core courses, nonnally to be token by BSD bank supervision sta#If.om Kiev and 
regionr) during their first three years in the Departmen!; success$d ratings by supenmeisors 
for the candidate 's experience of having worked for certain p e r i d  of rime in specifiedfilds 
of responsibility of the D e p m e n t  (e.g. on-site e x m ,  off-sire supervision. liceming. 
regishalion); a pawing score on on objective Certifcaion Test thor the BSD will adminirrer 
from time to time. 

Prowess and Comvletions throueh June 30.2004: 

This area of our r o p e  of work has been the most problematic for a variety of reaums. The 
foremost area of diRiculty is that training is mostly viewed as an item to be outwmd. nor 
developed or delivered internally and training is viewed as an "extra item", only if a person 
has time to spare. Unfortunately, this attitude towards training leads to the unintended 
consequence of a general lack of training for on-site inspectors, who are the group needing 
the most training. The on-site inspectors rarely have "free time", thus they are pennined 
to anend training and are certainly not given time to develop training materials for othm. 
This is common for most central banks from the former Soviet Union, which gems horn the 
historical role of banking supervision. Training is not a high priority in a compliance-kased 
supervisory structure as decisions made by supervim are objective in nalure. Training and 
communication are the lifeblood of a risk-based supervisory structure, as decisions are mom 
scbjective in nature. 

The training coordinator for banking supervision is in general agreement with the concept of 
accreditation; however, the NBU Personnel Department would like to form an overall carm 
development plan for the entire NBU, rather than for each department. This is a relari\ely 
positive development for NBU staff members; however, this has also caused long dela)-r and 
in some instances roadblocks, in our implementation schedule as we do not have the 
resources budgeted for comprehensive assistance to the NBU as a whole. 

Regardless of the hurdles mentioned above, we have made progress in this area. 
Accreditation is specifically mentioned in the comprehensive program for the development of 
the banking system of Ukraine for 2003-2005 and was included in our action plan for 
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implementation of risk-based supervision, which was accepted by NBU senior management 
1, p . 1 ~  of our risk-based supervision implementation, we have constantly m-essed the need 
tor a more comprehensive and formal training plan for all banking supervision personnel. 
We believe we now have an active counterpart in the area of accreditation, Ms. Faher. 
Director of Methodology and Planning. She is willing to push the accreditation program and 
to coordinate it with the NBU P e ~ n n e l  Depatlment and she has elicited our support in terms 
of development of a specific action plan for the accreditation implementation. Mrs. Faber has 
also indicated that the NBU may have some flexibility in terns of compensation schemes in 
this area. As we now have a willing counterpart in this area, and have eliminated the 
majority of confusion with the NBU Personnel Department, we can more forward at a more 
rapid pace. 

Proiect Work Plan throut?h June 30.2005: 

We will review the existing NBU policies and procedures to gain a better perspective on tbe 
opportunities and threats that current legislation presents for our accreditation program. This 
will be completed in the third quarter of 2004. 

We will develop sample test questions for validation of bank supervisor's knowledge and 
develop recommendations for administration of these tests as part of the accreditation 
program. We will test these questions with some pilot group to make sure that they afe 
understandable and feasible. This will be complete by the end of 2004. 

We will continue to assist the banking supervision training coordinator with drafting a policy 
on training and accreditation. Currently the NBU Personnel Department is working on the 
general human resource management and training policy that will cover all functions of the 
NBU. We believe this policy will be completed by the end of the first quarter of 2005. 

Onarterhr Update- March 31.2005 

BearingPoint provided further assistance to the GDBS in the fourth q u r t e r ,  om the 
issues of policy development and practical implementation of the ar tredi tat io~ 
program. We diPfnssed the bnman resonrce development p n m s  witb the barnking 
snpcn i s in  coordinator, Ms. Kbimicb, and the roadblacks she encomnten with Ibe NBU 
Personnel Department. We are also planning a study tour for Ms. Kbimicb to \isit t k  
National Bank of Poland in 2005. We mll attempt to inclmde NBU Persomd 
Department management om this tour as well. 

N. Snrveys, Assessments and Ad-hoe Assistance 

I .  Survey of Gender Composirion of srafi. with indica~iom of supeniroiy and non- 
supervisory personnel. 

Progress and Comoletions throueh June 30.2001: 
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We completed the first of two surveys of the gender composition of staff in Augua 2002. as 
rcquircd. 

Proiect Work Plan throueh June 30.2005: 

We will complete the second o f  two surveys of the gender composition o f  aaff during the 
second quarter o f  2005. We will follow the format and layout o f  the first survey for 
comparative purposes. This survey will be included in the final report mentioned below. 

Quarterh. Uvdate - March 31,2005 

We did not perform any activity related to this benchmark in tbb qmarter. 

2. Assessment of the NBU's operatiom1 implementation of Bade Core Princip!es, 
subject to agreement by the NBU 

Promess and Comoletions throueh June 30.2004: 

Our project has performed Basle Core F'rinciples reviews in the past, and our advisors are 
keenly aware o f  the weaknesses in this area for the NBU. We are focused on improving the 
NBU's adherence in many areas with a particular focus on risk managemenl connected 
lending, and consolidated supervision. 

Proiect Work Plan throueh June 30.2005: 

Ms. Karen Wilson will perform a Basle Core Principles review in the second quarier o f  2004. 
As she has completed such reviews in Ukraine on previous occasions this will improve the 
efficiency o f  this review process. Results of the review will be presented to NBU senior 
management and to USAID officials. 

Ouarterhr Uvdate - March 31,2005 

We did not perform any activity related to thn benchmark in this quarter. 

3. Obtain an average examimtion rating of the "M" component of CAMELS for lier I 
and Tier 2 banks. 

P r o m  and Comoletions throueh June 30.2004: 

We completed the first o f  two surveys of the " M  components in CAMELS during June 
2003, as required. 

Proiect Work Plan throueh June 30.2005: 

We will complete the second of two surveys o f  the "W component in CAMELS during the 
second quarter o f  2005. We will follow the format and layout of the first survey for 
comparative purposes. This survey will be included in the final report mentioned below. 
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Ouarterfv Uodate- Marcb 31.2005 

R e  did not perform any activity related to this benchmark in this quarter. 

4. Ad-hot Assistance Items 

Quarterly Uodate - Marcb 31.2005 

We commenced negotiations witb USAID and FDIC concerning training to NBU bank 
supervisors and staffers from Individual Deposit Guarantee Fund. The traimimg is 
scheduled for early June 2005. 

We participated in NBU conference devoted to new accounting treatmemts of fiumchl 
i n s h m e n b  and effective rate of interest - the most sophisticated i s s m e s  from US 39. 
The conference was lead by the Dutch Grant advisor, Mr. Lestie MatbcwsSmkmta and 
was beld in February in NBU facilities. A total number of 50 participants from 
commercial bank were present. 

We advised the NBU Legal Department about proposed legislative a m a d m a t s  to deal 
witb cr is i  situations and prevent bank runs. We provided examples from tbe 
legislation of USA, Germany and Austria on so-called "bank moratorimeuw amd specirw 
recommendations for legislative amendments to give NBU a legally emfomrbk 
possibility to used the took that were found effective (yet not completely kgaI) dmrhg 
Orange Revolution. We bave provided numerous consultatiou to v a r i w  dated 
parties witb respect to the effect of Orange Revolution over Ukraimian bankhg system 
and national currency stability. In particnlar, Mr. Kutscnko met with Mr. John Paul 
Sbune, First Secretary, Economic Section, US Embassy to K i v .  and top 0ffid.h of 
USAID OEG per request of Mr. Victor Stetsenko. 

We bave assisted to the NBU witb the preparation of draft amendments to the Buks 
and Banking Law allowing foreign banks to establish branches Cummtty, they are 
only allowed to open snbsidiaries. We believe that allowiug foreign branches is a part of 
Ukraine's efforts to gain WTO accession. Respective draft law was smbmined to the 
Parliament on April 1,2005. 

We commenced preparation to Regional Conference of Basel Gromp for Cemtral a d  
Eastern Enrope to be beld in Kiev in May 2005. Tbe NBU is hosting the mmferem amd 
asked for our advice concerning the agenda and issues to be diseased durimg the fonm. 

V. Other Administrative Items 

Exit Strategy 

USAID'S technical assistance program to the GDBS of the NBU will end on June 30, 2005. 
Per request from the NBU Governor, we will keep our resident advisor for a longer period. 
For the final six months of this project, Mr. Alex Kutsenko will be the project director with 
short-term assistance from the following ex-pat advisors: Mr. Bpan Stirewalt 34s. Karen 
\trilson. and Mr. Gary Gegenheimer. 
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3 .tic cnd of  April 2005, we will develop a full inventory o f  equipment purchased with 
bbhlD funding. We will divide the inventory by its final disposition: worthless items for 
disposal; items to be transferred to USAlD or other USAlD projects; and, items to be 
transferred to the NBU. All equipment will be transferred by June 30,2005. 

By the end of May 2005, we will complete an update to the most recent Basle Core Principles 
Assessment discussing progress made to date, paying particular anention to risk-&ased 
supervision and risk management practices in commercial banks. This assessment will be 
discussed with senior management of the NBU and will be included as an attachment to the 
final report mentioned below. 

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

On or before July 15, 2005, we will deliver a final report to USAlD with a summary of 
progress in each of  tangible results and illustrative tasks mentioned above. The report will 
include lessons learned, continuing problems and bottlenecks with technical assistance at the 
NBU, strengths and weaknesses of the banking supervision function, the health and 
continuing problems in the Ukrainian banking system and a discussion of potential f o l l o w a  
work needed in Ukraine, and more generally in the region's transition economies. 
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