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Ukraine Bank Supervision Development
Contract #PCE-1-00-99-00006-00 TO#827
Quarterly Report
January 1, 2003 to March 31, 2003

L The NBU Bank Supervision Department evolves its processes so that risk-based
supervision becomes the basis for both its inspection and enforcemaent. The following
aspects of bank supervision are modified to reflect the new emphasis on risk-based
supervision.

1. On-site Inspection: BSD staff is expert, not only in financial analysis (as is
presently the case), but also in analysis of how adequate the banks’ risk
management systems are, in light of current and foreseeable risks that the bank
faces with its current and prospective range of services. Written examination
procedures place greater emphasis for the risk-management system. The
“CAMELS?” and “report of examination” - for each bank examined — reflect the
NBU’s evaluation and recommendations for correction of any weaknesses found in
the bank’s risk management system.

By September 30, 2002

¢ Determine the appropriate method of training and devise a plan to deliver training in the
evaluation of banks’ risk management systems to NBU Senior Management and executive
committees, and BSD upper and middle management.
Advisors: Blimling, Wilson, Ladokhina, Antonova
NBU Counterpart: Kireev, Ivanenko

The schedule for training of NBU and BSD management is currently being developed by the
Risk Based Supervision Task Force. Training of the Task Force was conducted in October
2002. The Task Force has decided to wait to provide formal training of BSD management and
staff until the Risk Assessment System (RAS) is fully developed and approved, which is
anticipated to be in the third quarter of 2003.

* Develop schedule to review chapters of the Onsite Manual to focus and emphasize the
evaluation of banks’ risk management system.
Advisors: Blimling, Ladokhing
NBU Counterpart: Zinchenko, Romanenko

A tentative schedule of revising the Onsite Manual has been deveiopéd. As part of their

responsibilities, the Task Force will review and finalize the schedule, This will occur once the
Task Force finalizes the Risk Assessment System (RAS).
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By December 31, 2002
¢ Implement training plan in the evalvation of risk management systems to NBU Senior

Management and executive committees, and BSD upper and middle management.
Determine appropriate method of training and devise a plan to deliver training to the staff of
the NBU head and regional offices.

Advisors: Blimling, Wilson, Ladokhina, Anfonova

NBU Counterpart: Kireev, Ivanenko

Training of Task Force was held in October, with additional training delivered to Regional
supervision managers in December. The training focused on introducing the concept of Risk-
based Supervision and the components of a comprehensive risk management system in
commercial banks. The RAS will be finalized in the second quarter of 2003. The Task Force is
working on a training schedule (which will be finalized when the RAS is tested) for the BSD
management and stqff. In late December, Mr. Sergey Tyhypko replaced Myr. Stehlmakh as
Governor of the NBU and Mr. Alexander Shlapak was named Deputy Governor of Bank
Supervision. Given these changes in NBU senior management, the Task Force is developing a
proposal for the training of NBU senior management for Mr. Shlapak's approval.

® Begin to review targeted chapters of the Onsite Manual and ascertain necessary changes to
focus and emphasize the evaluation of a bank’s risk management system.
Advisors: Blimling, Ladokhina
NBU Counterpart: Zinchenko, Romanenko

The Task Force has not set a schedule for revising the Onsite Manual. Although BearingPoint
advisors began reviewing credit related chapters, this exercise has been put on kold until the
Task Force identifies a suitable counter part for further development of the Onsite Manual.

* Review and recommend revisions to the CAMELS Policy and Report of Examination to
place more emphasis on the evaluation and impact of a bank’s risk management system:
Adpyisors: Blimling, Ladokhina
NBU Counterpart: Zinchenko, Romanenko

The Resident Advisor has begun a review of the CAMELS Policy and Report of Examination.
Recommendations from this review will be provided to the Task Force when they begin the
review of Risk-based Supervision tools and techniques.

By March 31, 2003
¢ Initiate recommendations to change the targeted chapters of the Onsite Manual to focus and

emphasize the evaluation of a bank’s risk management system.
Advisors: Blimling, Ladokhina
NBU Counterpart: Zinchenko, Romanenko

BearingPoint advisors will work closely with bank supervision personnel assigned to this

exercise by the Task Force. We anticipate the revision process to begin in the third quarter of
2003, however, this will depend on the activities of the Task Force.

By June 30, 2003
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* Assist in the issuance of revised chapters of the Onsite Manual.
Advisors: Blimling, Ladokhina
NBU Counterpart: Zinchenko, Romanenko

2. Offsite Analysis: MIS reports modified, based on the risk-assessment
methodology. External audit results incorporated into the supervisory strategy of
banks.

By December 31, 2002

* Review and determine necessary changes that address risk-assessment methodology in
current reporting requirements
Advisors: Kutsenko
NBU Counterpart: Zinchenko, Romanenko, Karcheva

The review of existing reports submitted by commercial banks to the NBU has been completed.
Identification of current risk assessment methodology is in process, and we expect to complete
this action based on the Task Force's schedule. Once the Task Force Jinalizes the development
and testing of the RAS, we will make recommendations to further enhance commercial bank
reporling requirements. .

* Review frame work of supervisory strategies and determine if and to what extent audit
results are incorporated in their development
Advisors: Blimling, Kutsenko, Ladokhina
NBU Counterpart: Zinchenko, Romanenko, Karcheva

The Resident Advisor has reviewed the supervisory strategy process and a sample of individual
bank strategies. While audit results are referred to in various comments, there is little evidence
that these results are taken into consideration when developing supervisory strategies. We
conducted a thorough review of the status of the internal and external bank audit processes. We
are currently working with Task Force members on revamping the bank supervision Supervisory
Strategy process, which will incorporate audit recommendations.

By March 31, 2003

* Make recommendations and assist in implementation of changes and additions to reporting
requirements and the development of supervisory strategies.
Advisors: All
NBU Counterpart: Zinchenko, Romanenko, Karcheva

One of the first initiatives of the new NBU Governor was to optimize the reporting requirements
Placed on banks. Unfortunately, the RAS policy was not ready by the time of this exercise, and
therefore the major goal was to reduce the reporting burden on the banks leaving enough room
Jor early warning indicators, rather than implementing offsite tools needed to assess risks
defined by the RAS. As a result of optimizing the current reporting requirements, a good
compromise was found between the frequency and content of reports. It is expected that once
the RAS policy is finalized there will be another round of reporting requirements review.
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3.

Licensing: Requirements for both renewal and new bank licenses are changed to
require risk management systems that meet NBU standards.

By March 31, 2003

* Review and determine necessary changes to licensing policies and practices to require banks
to develop and employ comprehensive risk management systems.
Advisors: Gegenheimer, Telychko
NBU Counterpart: Parkhomenko

We have reviewed NBU Regulations #275, #375 related to registration and licensing of banks.
We determined major weaknesses as well as outlined necessary changes to require banks to
develop and employ comprehensive risk management systems. More specific recommendations
will be provided during the next quarter.

June 30, 2003

* Make recommendations and assist in implementation.
Advisors: Gegenheimer, Telychko
NBU Counterpart: Parkhomenko

Organization and Staffing: Supervisory personnel are trained in risk-based
management. The organizational structure of the Bank Supervision Department
will be reviewed and changed to reflect the evolution of risk-based management.

By December 31, 2002
* Identify training opportunities at the National Bank Poland (NBP) or U.S. based regulators

for one or more Bank Supervision employees and begin organizing study tour.
Advisors: Antonova, Ladokhina, Blimling
NBU Counterpart: Pushkaryov (Kireev)

National Bank of Poland Based Training:

We identified training opportunities at the National Bank of Poland’s Training Initiative for

Banking Supervision (TIBS) for the year 2003. Having conducted preliminary needs analysis at

the NBU’s GDBS, we envision training at two levels:

1. Leadership skills for senior managers in BSD responsible for strategic development. This
involves Participation of the General Department of Bank Supervision (GDBS} Director
and/or Deputy Directors in the Bank Supervision Leadership Program conducted in
Warsaw. The Toronto International Leadership Centre organizes this program in
parinership with TIBS. The training is scheduled for March 2003. We also envision
additional technical skills training for middle level managers responsible for
institutionalizing and implementing a risk-based supervision approach. Due to the changes
in management that happened at the end of the year 2002 and active involvement of all
senior GDBS managers in the development of the “Comprehensive Program for the
Development of the Banking System of Ukraine for 2003 — 2005, ” the GDBS was not able to
send one of its managers to the Leadership Development Skills training scheduled for
March 2003.
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2. Technical skills development for NBU staff through four seminars offered by TIBS in 2003
on different issues related to Risk-based Supervision, Credit Risk, and Bank Examination
Tools and Techniques. This list of courses will be finalized at the beginning of the next
quarter. Other initiatives contemplated include Participation of a large group of NBU staff
(15 peaple) in an On-site Supervision Tools and Techniques course delivered by TIBS, and
participation of NBU staff; TIBS and BearingPoint advisors in the development of a tailored
Risk-based Supervision course specifically designed for bank supervisors in CIS countries.
The following training initiatives are scheduled or Dplanned so far:
a. Scheduled: Seminar on Marker Risk Regulation and Supervision, June 3-6, 2003.
We shared information on this seminar with different areas of the NBU, including
the newly formed group of advisors to the NBU Governor, Research Center of the
NBU headed by the former Director of GDBS, Mr. Kireev, and the GDBS. In April
the list of participants will be finalized. Since this seminar will be a regional forum,
TIBS submitted a request to our project to complete a survey of existing Ukrainian
market risk regulation and supervision practices. This survey will be finalized in
April and submitted to the TIBS.
b.  Planned: Seminar dedicated to Best Practices in Bank Regulation and Examination:
Regional Experience and Challenges for bank supervisors of the former Soviet
Union countries with potential involvement of the GDBS experts in course
development and delivery. This course tentatively planned for November 17-21,
2003 and will be simultaneously translated into Russian. Our Dproject will also be
involved into the translation of course materials from English to Russian.
¢. Planned: Seminar on Risk-based supervision with a Jocus on evaluation of risk
management systems, risk-based supervision, credit supervision and Sfunds
management. This course is tentatively scheduled for September 2003 and can be
delivered in Kiev by experienced Polish trainers Jor the large audience of bank
supervisors and examiners of the NBU.

BearingPoint drafted an official memo to Personnel Department of the NBU that coordinates all
fraining initiatives in order to facilitate communication between the GBDS and TIBS. After the
NBU officially expresses interest in these training initiatives, both parties will start the
implementation process with active involvement of BearingPoint.

U.S. based training:

After consulting with senior managers of GDBS, we believe that we will use the same format for
US. based training as was used in 1998 when we partnered with the FSVC in arranging study
tours. At that time, three examiners from the NBU Inspection staff participated in examinations
of U.S. banks located in the states of New York and New Jersey. According to our original
DPlans, this training is scheduled for late fallfwinter of 2003 and will include 3-4 bank examiners
going to the States to take part in OCC-based bank examinations. In order to use the same
Jormat, NBU stafff (4-6 people) must take intensive English language courses. Next quarter we
will focus on establishing contacts with U.S. based regulators and finalizing the format for U.S,
based training programs.

Part of BearingPoint U.S. based training budget was used to pay for participation of the Head

of Financial Monitoring Department in the Annual International Anti-Money Laundering
Conference conducted in Miami Beach, Florida, on March 26-29, 2003. This newly established
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department will coordinate all anti-money laundering activities initiated by the NBU for the
banking sector of Ukraine. Conference results and supporting documents were incorporated
into a new policy on financial monitoring that was developed by this department.

* Identify participants in study tour at NBP or U.S. based regulator and conduct study tour.
Advisors: Antonova, Ladokhina, Blimling
NBU Counterpart: Pushkaryov (Kireev)

Meetings were held with Mr. Kireev, Ms. Faber, Mr. Drobiazko, Ms. Zhabska, and Ms.

Mironenko to discuss the purpose of the study tours, their focus and required underlying
commitments. Together, with BSD management, we began developing a proposal for a group of
NBU employees to participate in United States based study tours. A preliminary list of people

was developed and a partial commitment was obtained Jrom Mr. Kireev concerning the Englisk
lessons.

Since the focus of this project is risk-based supervision, we want to make sure the that these
study tours and potential participants fit into the general scope of the project and the study tours
serve the general purpose of educating the best GDBS examiners with risk-based supervision
methods and approaches. The next steps are finalizing the lists of potential participants,
adjusting the original proposal and obtaining NBU's new management commitment. In
soliciting NBU’s management commitment, we will recommend including regional examiners
into the list of potential participants.

At this stage of development, we focused on the Job descriptions and responsibilities of
participants (rather than specific individuals) who we think can benefit from leadership
development and technical training. BearingPoint will make a strong recommendation to the
NBU management to allow bank examiners Jrom regional offices to benefit from this training.

In the next quarter we will finalize the list of people and pursue BSD management agreement.

Ongoing
® As risk-based supervision is developed within the BSD, make recommendations to

management concerning potential changes in organizational structure,
Advisors: Blimling, Wilson
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

We conducted no activity in changes to the organizational structure during the quarter.

5. Legal Issues: (Note: This section calls Jor the implementation of new laws and
regulations, and amending current legisiation. We Jfeel that a thorough review of all
pertinent laws and regulations, along with full agreement and cooperation from NBU
Bank Supervision and Legal Departments are necessary before implementation can take
place. Therefore, the actual implementation Phase may only be accomplished dafter
considerable research and consultation with NBU management and staff and the
banking industry.) Elements of the legal framework are further elaborated which
deal with different aspects of the banks’ required systems of risk management. In
particular new implementing regulations are developed requiring risk-
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management units 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 Supervisory Council of their bank (rather than,
as currently required, to their Board of Management.)

By December 31,2002

* Review current body of legislation and regulations to ascertain changes in existing laws and
regulations and/or the need for new laws and regulations that would strengthen NBU
authority to require and enforce the requirement for risk management systems and
appropriate internal/external reporting requirements. Determine the need, degree, and
method of educating judges on the proper scope of judicial review, in order to prevent
unnecessary legal impediments to achieving bank supervisory goals.

Advisors: Gegenheimer, Telychko
NBU Counterpart: Krotyuk, Kireev, Pasechnyk, Romanenko

We completed our research into relevant international regulatory practices requiring the
presence of risk-management systems and systems of internal control in commercial banks. We
reviewed banking laws and regulations of approximately 20 prominent countries worldwide,
and selected the most trustworthy and comprehensive examples of legal regulations in the areas
of risk management and internal controls. The Jinal review contains a description of
approaches, references, and actual language from laws and regulations of Canada, Germany,
France, The Netherlands, and The United States.

We compared the current body of Ukrainian legislation, in particular, the Law on Banks and
Banking and the Law on the National Bank of Ukraine, with the laws and regulations identified
Jrom our research. We outlined, in a memorandum, our recommendations to improve the
efficiency and enforceability of regulatory requirements for risk-management systems and
systems of internal control in commercial banks of Ukraine.

We also reviewed the system of commercial courts in Ukraine and the current legal framework
in requiring an adequate competency level for Judges. We prepared a memorandum outlining
our opinion on the need for additional training of judges in the areas of economic and financial
law, and regulatory enforcement actions. .

By March 31, 2003

* Develop strategy to ensure recommended changes and the development of new laws and
regulations are efficiently accomplished.
Advisors: Gegenheimer, Telychko
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev), Pasechnyk, Romanernko

We have developed and distributed a comprehensive memo on recommended changes in law to
relevant members of the Task Force. The memo incorporates many recommendations made in
our previous internal memoranda on legal enhancement, but it is further elaborated and covers
some other relevant issues. The idea was to discuss the memoranda with Task Force members
and use the results of the discussion as well as members’ vision on real timeframes for those
changes in order to better develop the strategy (anticipated schedule of those amendments). Due
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to overload of management we had only preliminary discussion within the Task Force. The
development of a schedule with real tentative dates of achieving necessary steps will require
Jeedback from all related members of the Task Force (methodology, legal, licensing, audit) and
coordination with some benchmarks and deadlines outlined in the “Comprehensive Program for
the Development of the Banking System of Ukraine for 2003 — 2005.” This will reguire
additional time and may be achieved only in the next quarter.

By June 30, 2003

® Begin to provide recommendations on specific laws and regulations concerning risk
management systems and internal/external audit issues per strategy.
Advisors: Gegenheimer, Telychko
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev), Pasechnyk, Romanenko

In November and December 2002, we participated in several meetings of the GDBS working
group charged with developing amendments to the Law on Banks and Banking. We took
advantage of this opportunity to promote our ideas for improving the efficiency of risk-
management systems in banks. As a result, the GDBS included many of our recommendations in
their official submission to the NBU Legal Department.  These recommendations included
subordination of the Internal Audit function to the Supervisory Council (rather than to
management as it is in the current law), more emphasize on strategic and controlling functions
of the Supervisory Council, requirements of the Supervisory Council members as per Basel
principles, requirements as to specific risk management policies rather than merely establishing
risk limits, the NBU right to remove members of the management Board or Supervisory Council,
ability to apply enforcement measures in case of inadequate risk-management systems or
policies, etc.
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1L The banking community understands and accepts risk-based supervision. The contractor
will advise and assist the National Bank in the elaboration of regulatory standards and an
action plan for implementation of risk-based supervision at the commercial banks,
1. Compliance: NBU BSD develops a plan for compliance with the new regulations

on risk-based supervision.

By December 31, 2002

¢ Working with BSD management, determine the minimally acceptable risk management
standards that all banks must maintain (These standards will also guide our
recommendations and efforts in the areas of legal, licensing, onsite manual, offsite risk
indicators, training, etc.). Develop plan for informing and educating bankers on the
necessity of effective risk management systems.
Advisors: Blimling, Wilson
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

We have begun developing a concept paper that will be used by the Task Force in their
development of a strategy to educate the banking community on the need for comprehensive risk
management systems. Task Force members have met with three banks, which have also
provided presentations on their risk management systems.

March 31, 2003
® Present plan to BSD management.
Advisors: Blimling, Wilson
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

See I1.3 below.

By June 30, 2003

e Obtain approval and implement plan.
Advisors: Blimling, Wilson
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

Diagnostic: NBU Bank Supervision Department (BSD) reviews the main products
and services of a sample of the two tiers of larger banks (about 25 banks,
accounting for over three-fourths of banking system assefs) and assesses the types
of risks relevant for each.

By September 30, 2002
* Develop methodology for surveying a sample of banks to determine the types and volume of

products and services they offer, and how the banks management deals with associated
risks.

Advisors: Blimling, Kutsenko

NBU Counterpart: Pushkaryov (Kireev), Ivanenko
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We have informally conducted an inquiry on the risks that commercial bank management
Jocuses their risk management systems. This information was gathered through discussions with
on-site supervisors, off-site analysts, and commercial bankers. The information has allowed us
to guide the Task Force in prioritizing the development of the Risk Assessment System. As the
Task Force continues to develop the “Pilot Bank” program, they will determine the need,
structure, methodology and presentation of a formal survey.

By December 31, 2002
* Assist in conducting survey.
Advisors: Blimling, Wilson
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

The Task Force continues its work on the development of a Risk Assessment System and laying
the preliminary groundwork for the “Pilot Bank” program.

By March 31, 2603

¢ Assist in interpreting survey results to assess the risks relevant for each bank and their array
of products and services.
Advisors: Blimling, Wilson, Vance, Kutsenko, Ladokhina
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev)

A draft Risk Assessment System (RAS) was developed based on best international practices.
Within the Task Force a Core Group was established which included representatives of the
onsite and offsite areas, a person from the group of Govermor’s advisors, and two
representatives of BearingPoint. The immediate task of the Core Group was to review and
amend the proposed RAS in order to develop a draft that would be the most suitable Jor
Ukrainian conditions, including the legislation, practices and expertise available to the
banking supervision area. As a result, the draft RAS was presented to Task Force members,
NBU regional offices, and commercial banks in order to obtain their opinion and input, which
is 1o be taken into consideration at the preparation of the final version of the RAS,

3. Template: NBU BS develops a template covering the panoply of risks, and
describes the key elements needed for an effective risk management system.

By December 31, 2002

¢ Determine the best method(s) to communicate elements of an effective risk management
system. (May not involve the development of a “template”, but rather incorporated in the
revision and development of supervisory manuals, and tools developed for commercial
banks.)
Advisors: Blimling, Wilson
NBU Counterpart: Task Force (see #5 below)

The Task Force continues to its work on the development of the “Pilot Bank” program. By
working with this group of banks, the Task Force will decide the best means of communicating
the essential elements of a comprehensive risk management system, that all commercial banks in
Ukraine must develop.

BearingPoint, Inc. 10 March 31,
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By March 31, 2003
* Develop plan to begin the introduction of the methods developed in the above step to BSD

management and staff, and banking industry.
Advisors: Blimling, Wilson, Vance, Ladokhina
NBU Counterpart: Task Force (see #5 below)

The method chosen as means of communicating to commercial banks essential elements of a
risk management system and the plan of its introduction are related to the implementation of
the Pilot Bank Program, which began on March 21, when the draft RAS was sent to
commercial banks for their input. The Pilot Bank Program consists of two essential elements:
1) The RAS testing in a commercial bank based on which recommendations will be developed
on both the RAS improvement, and on the development or enhancement of the risk
management system in this bank. Also, based on the testing results guidelines for commercial
banks on their risk management systems will be developed. The testing is to be conducted
within an onsite examination. For this, Ukrsotsbank was chosen, where the scheduled onsite
examination starts on April 10, 2003.

2) For the Pilot Bank Program, eight banks were selected to make presentations to the Task
Force on their risk management systems in order to fulfill two objectives:

a. To obtain information on the extent to which the banks have developed risk
management systems in order to take this into consideration during the
preparation of the guidelines on the risk management system; and

b. To use this opportunity as a PR action to promote the NBU initiative on the
risk based supervision.

4. Tools: NBU BS develops tools for the commercial banks in implementing “risk
based” systems, such as examples of policies, audits programs, MIS software for
implementation by individual banks. :

By December 31, 2002

¢ Determine the extent of tools the NBU can provide to commercial banks to assist in
implementing and sustaining risk management systems.
Advisors: All
NBU Counterpart: Task Force (see #5 below)

The Task Force will begin to address the extent of tools they feel the NBU should provide to
commercial banks during remainder of the year.

By March 31, 2003
¢ Begin to assist the NBU in developing necessary tools.

Advisors: Kutsenko, All
NBU Counterpart: Task Force (see #5 below)

No activity this quarter — the Task Force was working on the first draft of Risk Assessment
System. Only once RAS gains its final form will the Task Force begin to develop the necessary
tools.

BearingPoint, Inc. i1 March 31,
2003



Ukraine Bank Supervision Development
Contract #PCE-1-00-99-00006-00 TO#827 A\

Quarterly Report: March 31, 2003 wa

S. (Note: We have determined that a separate Director and Committee is not necessary
since “Risk-based Supervision” is to become an integral part of all supervisory efforts.
Instead, we are proposing that a task force be established that will guide the BSD
through the implementation of “Risk-based Supervision”) Risk-based Supervision
Director and Committee: The NBU designate a small group of examiners to be
responsible for risk management implementation (“Risk-Based Supervision
Committee”) and senior Bank Supervision Department Official (“Risk-Based
Supervision Director”), who will be the NBU’s primary liaison with the banks in
the implementation of the new methodology. This group is responsible for training
other NBU examiners in risk management, for reviewing implementation plans and
policies, and for evaluating and providing on-sife assistance regarding the
procedures developed by individual banks.

By December 31, 2002
e Develop proposal for creation of the Task Force, establishing specific responsibilities and

criteria for membership. Assist in establishment of the Task Force and membership
selection.

Advisors: Blimling, Wilson

NBU Counterpart: Krotyuk, Kireev, Ivanenko

With permission from Mr. Krotyuk and Mr. Kireev, the Risk Based Supervision Task Force, with
Ms. Ivamenko in charge, was formed in September 2002. The Task Force membership is
comprised of key Bank Supervision managers, a representative from the NBU Legal
Department, representatives from the Governor's advisor group and BearingPoint advisors. We
provided training to the Task Force in the essentials of risk-based supervision and the key
elements of a commercial bank’s risk management system. Additionally, the Task Force began
a series of presentations delivered by commercial bankers covering their risk management
systems. The Task Force has identified and defined 10 risk categories that will focus BSD risk
based supervision efforts. They have decided on the format of the Risk Assessment System and
began to develop risk assessment criteria for each of the risk categories. This process is
scheduled for completion by mid-February.

BearingPoint contribution to the Task Force involved the preparation of materials on the
definition of risks, risk assessment systems and the concept of risk-based supervision. We
provided to the Task Force material from a number of regulatory agencies, including Canada,
Hong Kong, India, Japan, South Africa, Singapore, the U.S. Federal Reserve, FSA, FSR, etc.,
during this development stage. Additionally, we prepared an articie on risk management and
risk assessment systems requested by Mr.Drobiazko to be published in January 2003 in the
Financial Risks magazine. Materials of the Financial Services Roundtable were used for the
preparation of the article.

6. Communication: NBU’s “Risk-based Supervision Committee” develops seminars
and prepares training materials toe be made available to the banks as guidance on
implementation of risk-based systems and the new NBU regulations in this area.
(A policy manual should be given to the bankers by the NBU early in the process to
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provide this guidance and as a basis for discussion at meetings with senior
bankers.)

By December 31, 2002

» Establish contacts/relationships with trade groups, i.e., bankers association, risk managers'
association, training groups/institutes, internal and external auditing groups, etc. Determine
the feasibility of industrial advisory groups to work with the NBU, and if feasible, develop
method and timing of cooperation. (This step is critical in the development of bankers
training and assessment of products and risk management systems.)
Advisors: Antonova, Kutsenko, Ladokhina, Blimling
NBU Counterpart: Task Force

BearingPoint has established contacts with International Management Institute, the National
Center for the Training of Bank Personnel of Ukraine, World Bank and other donor agencies
and irade groups. As the Task Force finalizes its Risk Assessment System and approaches to
Risk-Based Supervision, we will be able to determine the level and need for their involvement as
well as specific methods and timeframes. These organizations are aware of our efforts in the
development of a Risk-Based Supervision approach and will be informed on our continuous
efforts in this area.

As soon as Risk Assessment System and risk-based supervision methodology are finalized, we
will be able to develop a plan for the involvement of training institutes, other donor agencies
and trade groups in the development and delivery of bankers training and assessment of
products and risk management systems.

¢ Determine the necessary training materials and plan of delivery to cover all commercial
banks in Ukraine.
Advisors: Ladokhina, Antonova, Blimling
NBU Counterpart: Task Force

This element is delayed until the Task Force finalizes its risk assessment system and “Pilot
Bank” program. Meanwhile, BearingPoint is gathering training material for potential seminars
to be delivered by the Task Force to commercial banks. BearingPoint is also working with FMI
in the development of a Corporate Governance seminar(s) for Supervisory Council members of
commercial banks.

By March 31, 2003
¢ Develop policy manual that will provide guidance to commercial banks in establishing and

maintaining risk management systems.
Advisors: Blimling, Wilson, All
NBU Counterpart: Task Force

The Task Force is in the process of testing the newly created RAS (see above). When the test is
Sfindlized, and input from the “Pilot Bank” program is analyzed, the Task Force and
BearingPoint advisors will develop the necessary policies, regulations and guidance to
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commercial banks. BearingPoint advisors are working closely with the inspection crew testing
the RAS. This participation will add valuable insight into the development of policy guidelines.

By June 30, 2003

¢ Deliver policy manual and assist in distribution.
Advisors: Blimling, Wilson, All
NBU Counterpart: Task Force

7. Role of external and internal auditors: The NBU, through its regulations and its
inspection procedures, focus on getting the management and bank boards fo more
rigorously incorporate, in a systematic way, analyses and recommendations of the
internal and their external auditors. (Substantial work is needed in this area.
Regulation, certification, and actual practices of internal and external audit in
Ukraine are very weak.)

By December 31, 2002

® Determine status of regulatory framework requiring bank directorate and manpagement to
fully incorporate, in a systematic way, the recommendations of internal and external
auditors,
Advisors: Gegenheimer, Telychko
NBU Counterpart: Pushkaryov (Kireev), Zinchenko, Pasechnyk, Romanenko

We have reviewed the current body of legislation, including the laws "On Banks and Banking
Activity”, "On the National Bank of Ukraine", "On Audit Activity”, in addition to NBU
Regulation #114 "On approval of Regulation on organization of internal audit in commercial
banks of Ukraine" dated 03/20/98, NBU Regulation #358 "On approval of Methodological
guidelines as to application of standards for internal audit in commercial banks of Ukraine”
dated 07/20/99, NBU Regulation #53 "On measures as to further development of bank audit”
dated 02/09/99, NBU Regulation #271 "On approval of Policy on Qualification Commission of
the National Bank of Ukraine on certification of auditors, provisional administrators and
liquidators of banking institution, and Policy on certification of auditors of banking
institutions”, other rules and regulations. Qur opinion as to the adequacy of the regulatory
Jramework requiring bank directorate and management to fully incorporate, in a systematic
way, the recommendations of internal and external auditors, will be provided to the Task Force
when they begin their review of laws and regulations.

By March 31, 2003
® Make recommendations for necessary changes to statutory requirements.

Advisors: Gegenheimer, Telychko
NBU Counterpart: Pushkaryov (Kireev), Zinchenko, Pasechnyk, Romanenko

During meetings of the GDBS working group charged with developing amendments to the Law
on Banks and Banking that took place in November — December 2002, we made
recommendations on subordination of the Internal Audit function to the Supervisory Council
(rather than to management as it is in the current law), more emphasize on strategic and
controlling functions of the Supervisory Council, requirements of the Supervisory Council
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members as per Basel principles, the NBU right to remove members of the management Board
or Supervisory Council. The GDBS included many of our recommendations in their official
submission to the NBU Legal Department. We also incorporated our recommendations in a
comprehensive memo on necessary legal changes that was distributed to relevant parties.

® Determine status of bank internal and external audit practices, professional training,
certification and licensing requirements.
Advisors: Kutsenko, Telychko
NBU Counterpart: Zinchenko

In October — November 2002 BearingPoint advisors established relations with Institute of
Internal Auditors (Mrs. Shpakovska) and reinforced relations with National Centre for Ti raining
Bank Personnel in Ukraine (Mr. Geyets). Both these institutions are involved in the process of
training bank internal auditors. At that time, we explored the possibility of updating their
training curricula to address risk management practices and requirements once the Task Force
Jormulates by the Task Force.

In February — April 2003 a survey was conducted to find out current problems and on-going
initiatives of government and self-regulated agencies with respect to internal and external audit
Junctions. Based upon this, study recommendations were prepared on how to improve these

Jfunctions.

e Determine status of NBU efforts to improve internal and external audit functions in
commercial banks.
Advisors: Kutsenko, Telychko
NBU Counterpart: Zinchenko

In November 2002, the NBU via Dutch Grant/World Bank funding launched a program to
review the existing audit regulations pertaining to bank external audits. This program is to be
extended into the first quarter of 2003. In December 2002, Mr. Kireev requested that
BearingPoint advisors work closely with this WB initiative to ensure application of best
international practice with respect to bank external audits.

By June 30, 2003
* Make recommendations for further efforts to improve internal and external audit practices

and BSD oversight.
Advisors: Kutsenko, Telychko
NBU Counterpart: Zinchenko
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The NBU Bank Supervision Department implements an institutionalized program for
training, career advancement and certification of bank supervision 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.

Curriculum: The NBU BSD develops a comprehensive, classroom-fraining
curriculum for a set of core courses that all bank supervision personnel would be
expected to take during their initial years in the Department.

December 31, 2002
* Analyze and assess existing approaches to the organization of the training process in the
NBU and BSD, and develop recommendations on their improvement.
Advisors: Ladokhina, Antonova
NBU Counterpart: Ivanenko, Personnel Department

Activity complete. We conducted meetings with Personnel Department representatives (Mr.
Bezugly, Manager of the training unit/Deputy Director of the Personnel Department and M.
Pshenychna, his deputy), Ms. Ivanenko, Mr. Kireev, Ms. Faber, Mr. Drobiazko, and employees
Jfrom the Division of Coordination and Planning, which is in charge of the training function jor
the bank supervision area. The purpose of the meetings were 1) to gain an understanding of
BSD management ideas on how to improve the efficiency of bank supervision training; 2)
determine how the Personnel Department plans to implement the Comprehensive Program for
Training and Retraining of Bank Supervision Employees; and 3) determine the focus of our
Jurther cooperation with the Personnel Department, the BSD and the Dutch Grant/World Bank
Sunded training initiatives.

Bank Supervision managers envision the training of their staff as a combination of different
training methods, including internal unit seminars held by managers and experienced
employees; formal training events organized by the Personnel Department; and internships and
training opportunities conducted abroad,

The Personnel Department plans to more extensively and efficiently use different fraining
Jacilities throughout the country (the NBU Kiev Training Center, the Sumy Banking Academy
and its branches in Kharkiv and Cherkasy, and the L'viv Banking Institute). Due to logistical
difficulties the Personnel department is to centralize the training of BS managers (beginning
Jrom the lowest level) in the Kiev Training Center, while the base for the BS technical staff
training will be the Sumy Banking Academy. In December 2002, we visited the Sumy Banking
Academy to meet the Academy representatives, see the facility and evaluate their processes. The
meetings and our visit to Sumy provided us with considerable insight about the training issues
and activities being addressed by the BSD and the Personnel Department,

In line with our plans regarding the formal training and accreditation programs, and at the
request of the BSD Division of Coordination and Planning, we discussed with the Personnel
Department the development of a training database for banking supervisor. We learned that the
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Personnel Department is working with a newly developed personnel database that includes a
training module. We will assist them in the implementation of this database as it pertains to the
bank supervision training initiatives.

By March 31, 2003
¢ Prepare a survey of international experience in the training area and approaches to training

in bank supervision in different countries to be presented to the BSD management and the
Personnel Department together with our recommendations developed within the previous
bench mark.

Advisors: Antonova, Ladokhina

NBU Counterpart: Ivanenko, Personnel Department

We gathered information for the survey of international experience in the Bank Supervision
training area. We have gathered information via the Internet on the Australian Central Bank
and Prudential Regulation Authority, Bank of England/FSA, Toronto Training Center, Federal
Reserve, OCC, Bank of Poland, and South African Central Bank. We are currently analyzing
the information and developing a clearer understanding of where we need to focus our efforts to
address what the NBU lacks in its training process.

We concentrated on needs analysis process that is currently used by the NBU. Based on what we
learned, we prepared a report that includes a review of current needs analysis process used by
Personnel Department of the National Bank, summary of international experience and
recommendations.

June 30, 2003
» Revise and further develop curriculum for core courses and, in coordination with the Dutch
Grant, present it to the BSD management and personne! for their input and approval.
Advisors: Ladokhina, Anfongva
NBU Counterpart: Ivanenko, Personnel Department

2. Trainers: A group of its seasoned bank supervisors become classroom trainers, as
part of their regular duties.

By December 31, 2602

® Update Train-the-Trainers course materials and present to the BSD for approval and further
use as a universal teaching tool.
Advisors: Kutsenko, Ladokhina
NBU Counterpart: Ivanenko, Zinchenko, Task Force

In October and November of 2002, BearingPoint advisors reviewed existing Train-the-Trainers
manuals available to NBU from preceding USAID contracts as well as from other sowrces. The
general findings are that these manuals concentrate mostly on development of oral
communication/presentation skills, and are accompanied with planning and control sections.
The training is designed to assist instructors on the use of existing training materials.
Therefore, we will focus our updates on sections devoted to teaching how to develop
presentations and other training materials.
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By March 31, 2003

® Develop a set of standard teaching tools to be used by BSD management and trainers (e.g.
Train-the-Trainers Manual, follow-up forms, evaluations and needs analysis questionnaires,
etc.).

Advisors: Antonova, Kutsenko, Ladokhina
NBU Counterpart: Ivanenko, Zinchenko, Task Force

BearingPoint has a pool of resources in this area, and we are in the process of updating
teaching tools and methods that can be used by BSD trainers and management. This pool will be
used to educate a group of trainers who will be used to deliver courses developed for the
implementation and institutionalization of risk-based supervision concept. Since this fraining

- will happen on different levels and will be delivered for different target audiences (NBU senior
management and Supervisory Council members, GDBS senior management, managers of
territorial offices, inspectors and analysts, task force members, etc) we will tailor our train-the-
trainers and other teaching tools appropriately.

By June 30, 2003

* Together with BSD trainers, analyze materials available to BSD and develop a pool of
resources to be used for training purposes.
Advisors: Antonova, Ladokhina, Kutsenko, Blimling
NBU Counterpart: Ivanenko, Zinchenko, Task Force

3. Certification: The NBU develops minimum qualifications for certification of fully
qualified bank supervisors. The certification process should include: satisfactory
completion of a set of core courses, normally to be taken by BSD bank supervision
staff (from Kiev and regions) during their first three years in the Department;
successful ratings by supervisors for the candidate’s experience of having worked
for certain periods of time in specified fields of responsibility of the Department
(e.g. on-site exams, off-site supervision, licensing, registration); a passing score on
an objective Certification Test that the BSD will administer from time to time.

By December 31, 2002

* Study existing laws and regulations in order to support the feasibility of a certification
concept for BSD management and the Personnel Department.
Advisors: Gegenheimer, Telychko, Antonova, Ladokhina
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev), Zinchenko, Personnel
Department, Task Force

We have prepared a memorandum to the Division of Coordination and Planning addressing the
general definition of the certification concept and process, and an explanation on how it is
related to the formal training process, supported by the provisions of laws and regulations.

We examined the relevant body of legislation, including the Law "On Banks and Banking", Law
"On the National bank of Ukraine", Law "“On State Service”, President Decree "On
comprehensive program for preparation of state servants” #1212/2000, CMU Regulation "On
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conducting attestation of state servants”, Labor Code of Ukraine, other rules and regulations.
Based on results of the research, we prepared a memorandum in Ukrainian for BSD
management and the Personal Department. The memorandum provides brief explanation of a
certification concept and supports its legal feasibility by giving specific references and language
Jrom current Ukrainian laws and regulations.

By March 31, 2003

* Develop and present a paper on international certification experience for bank supervision
personnel to be used as a basis for further development of a certification concept for the
NBU.
Advisors: Antonova, Ladokhina
NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev), Zinchenko, Personnel
Department, Task Force

We started to work on the survey of international certification experience. But because of the
changes in the NBU management, which delayed some of our benchmarks and cause the refocus
in other, the paper will be finished and presented to the NBU in the next quarter.

By June 30, 2003
® Develop a certification concept to be presented to the BSD management, Personnel

Department and the NBU management for their input and approval (in cooperation with the
Dutch Grant).

Advisors: Ladokhina, Antonova

NBU Counterpart: Shlapak (Krotyuk), Pushkaryov (Kireev), Zinchenko, Personnel
Department, Task Force

IV, Surveys and Assessments.

1. Survey of Gender Composition of staff, with indications of supervisory and non-
supervisory personnel.

By September 30, 2002
e Conduct Survey and submit with work plan to USAID.

Advisors: Ladokhina
NBU Counterpart: Kireev

Survey complete and officially submitted to USAID in Kiev.

2. Assessment of the NBU’s operational implementation of Basle Core Principles;
subject to agreement by the NBU.

By December 31, 2002

* Obtain Permission to conduct assessment or use assessment of third-party.
Advisors: Blimling
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NBU Counterpart: Kireev

We obtained a copy of the latest Basle Core Principles assessment conducted by IMF/WB. This
will be used in monitoring the success of future compliance efforts.

By June 30, 2003

* Conduct assessment, if necessary, and submit to USAID.
Advisors: Blimling, Wilson
NBU Counterpart: Pushkaryov (Kireev)

3. Obtain an average examination rating of the “M” component of CAMELS for Tier
I and Tier 2 banks,

By June 30, 2003

* Determine the average rating of “M” component and submit to USAID.
Advisors: Kutsenko, Blimling
NBU Counterpart: Pushkaryov (Kireev), Zinchenko
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Outside Contacts (for quarter ending September 30, 2002)

Advisor Organization Contact Name Time
Alex NBU, Ministry of Andriy Kyyak | 6 weeks — work on Comprehensive
Kutsenko Economy Program on Banking System
Development for 2003 — 2005.
Cemonex (USAID) Natalia 2 hours — interview on audit issues
Vovchuk
Institute of Internal Tatiana 2 hours — interview on audit issues
Auditors Spakovska
U.S. Treasury Mel Brown 2 hours
Marina USAID Victor Verhun | 5 days
Antonova National Center for Olexander - 4 hours
Training of Bank - | Geyets :
Personnel of Ukraine
Academy for Svetlana 4 hours
Educational Leontyeva
Development
IBTCI Nataliya 4 hours
Vovchuk
Department of Olexiy 10 days
Financial Monitoring of | Berezhnyi :
the NBU
TIBS (National Bank of | Anna Duda 2 days
Poland)
Frank FMI Ann Wallace 6 hours
Blimling John Landsburg
Commercial Law Jamie Bowman | 2 hours
Center
USAID Victor Verhun | 5 hours
USAID ' Rick Gurley & | 2 hours
Victor Verhun
Dutch Grant Charles 2 hours
Canfield
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U.S. Treasury Mel Brown 12 hours
Financial Markets Ann Wallace 3 hours
International

Other Work Requested By NBU

Governor Tyhypko requested our input into the development of Comprehensive Program for
Ukraine Banking System Development for 2003 — 2005. The Program was drafted within
two weeks in February, presented for comments to the Cabinet of Ministers (Ministry of
Economy), presented in the Parliament during April 2 Parliament Hearings. It is expected
President Kuchma will sign the Program mid-April.

Mrs. Ivanenko requested our comments on the new initiative from NBU Accounting
Department to eliminate accounts to recognize past-due loans. A memorandum was drafted
explaining what the risks of such a step and how the NBU can achieve its new accounting
goals without loosing this important information.

Mr. Kyyack, manager of the Governors advisory group requested our participation in the
area of individual deposit guarantce. BearingPoint advisors will participate in the Task
Force for Individual Deposit Insurance.

At the request of Foreign Exchange Department, we conducted a survey of recent Basel
Committee documents on customer due diligence and anti-money laundering papers.

At the request of the NBU and USAID, we organized a trip for Mr. Berezhnyi, Head of
Financial Monitoring Department, to the Annual International Anti-Money Laundering
Conference at Miami Beach, Florida.
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BearingPoint.

Forrerdy KPWG Consuling

MEmMO

To:  Mr. Sergey Tyhypko, Governor of the National Bank of Ukraine
Ce: M. Krotyuk, Deputy Governor of the National Bank of Ukraine
Mr. Kireev, Manager of the General Department of Bank Supervision
From: Mr. James E. Homer, Managing Director
Ms. Karen J. Wilson, Senior Advisor
, Mr. Frank E. Blimling, Senior Advisor
Date: January 21, 2003
Re.:  Technical Assistance Programs Provided by BearingPoint, Inc.

As members of your bank supervision technical assistance team, please accept our
congratulations on your recent appointment as Governor of the National Bank of
Ukraine. We have had the great opportunity to serve as the United States Agency for
International Development (USAID) advisors to the Bank Supervision Department since
1995. We look forward to working with you and your staff.

BearingPoint, Inc. (formerly Barents Group of KPMG Consulting, Inc.) has worked
closely with NBU bank supervision management and personnel in their progress towards
developing a modemn and sustainable bank supervision approach. This long-term
partnership arrangement has focused our technical assistance on capacity building in the
areas of Off-site Analysis, On-site Inspections, Problem Bank Resolution,
Legal/Regulatory Development, Senior Managerial Policy advice as well as providing
training to staff levels at the Kiev NBU headquarters and regional offices.

An effective bank supervision function is critical to overall financial sector improvement,
and an area which central banks throughout Central and Eastern Europe and the former
Soviet Union have committed significant resources to develop. As we mention above,
this program concentrates on capacity building, which centers on certain building blocks
that are central to international bank supervisory practices. This developmental process
is a long-term endeavor, usually requiring from 8 to 10 years. Because of the progress
made since 1995 toward building an effective bank supervision function, USAID
continues to support the NBU through its technical assistance program, Ukraine is the
first country of the former Soviet Union that USAID has focused technical assistance
specifically in the development of risked-based supervision. This assistance is directly
related to the progress made in the past several years and the commitment demonstrated
by NBU Bank Supervision Department (BSD) senior management. As the NBU
Governor, we believe you will find that your bank supervision function continues to
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strengthen, building on the foundation established by your bank supervision management
team and USAID technical assistance.

Working closely with BSD management and staff, BearingPoint advisors are
congentrated on building a risk-based supervision approach that ensures commercial bank
management establishes appropriate systems to determine acceptable risk levels and
maintain proper confrols. Risgk-based supervision puts the focus on bank management,
rather then the BSD, in setting guidelines for risk. The BSD takes a proactive
supervisory approach directed toward ensuring that commercial banks have a risk
management system that prevents problems. It increases the reliance on bank
management and market mechanisms in the BSD supervisory focus, and decreases
reliance on standardized numerical calculations in guiding supervisory activities.

Risk-based supervision builds on existing supervisory tools and techniques, but expands
the focus of supervisory efforts fo ensure that commercial bank management boards and
supervisory councils develop a risk management system that prevents high-risk activities,
financial weaknesses, and violations of laws, regulations and normative standards. For
example, over the years, BearingPoint advisors have encouraged on-site inspectors,
through the routine use of the On-site Manual, to review the adequacy of a bank’s
policies and internal controls during the inspection process. While they have discussed
weaknesses in policies and internal controls in the Report of Examination, and off-site
analysts have attempted to address these w eaknesses b etween inspections, the primary
focus has been corrective action of violations of laws and normative standards. Whereas,
under risk-based supervision, the BSD will require bank management and the supervisory
council to develop a comprehensive risk management system that, not only ensures
corrective action, but also establishes policies and procedures that prevents weaknesses
and ensures compliance. ERET ' : - ‘

Bffective bank supervision requires a supportive regulatory framework, strong
supervisory processes, and a well-trained, professional staff. Bank supervisors must
possess a high degree of independence, and the will to take appropriate, actions when
necessary. All these elements of effective bank supervision, when properly integrated,
results in a safe and sound banking system, capable of withstanding economic adversities
and supporting the financial-interests of Ukraine and its citizens. Effective bank
supervision strives to ensure that banks ‘aré well ‘managed, financially strong and
adequately capitalized. T '

The major objectives of BSD management, and our technical assistance efforts, were to
position the BSD to accurately assess the level of capital, increase the level of
capitalizatior: in the banking industry, ‘and strengthen the overall financial condition of
banks. - This involved supporting the development and impiementation of international
accounting standards and establishing reporting requirements for banks in conveying
accurate financial information to the NBU. Additionally, substantial policy development
was accomplished in the area of capital adequacy, and reserves for loans and other assets.
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To further meet these objectives, the areas of on-site inspection and off-site analysis were
‘expanded to determine the validity of bank information and acquire a sufficient
understanding of a bank’s financial strengths and weaknesses to take appropriate
supervisory action. This included expanding the on-site  inspection process and
developing a comprehensive manual for use during inspections. The off:site supervision
process was further developed to include an expanded prudential normative calculation
process, an early warning system and a bank performance report. The enforcement
process was also further expanded and strengthened to allow the BSD to take meanj
actions to force bank management to correct deficiencies and address weaknesses.

Our technical assistance efforts began by assisting BSD management in building a
supportive regulatory framework and developing fundamental supervisory processes,
primarily Off-site Analysis, On-site Inspections, and Problem Bank Resolution. We
assisted extensively in implementing these supervisory processes and providing
substantial formal and on-the-job training to the BSD staff. We continue to assist the
NBU in this development and implementation phase of building effective bank
supervision processes. We share the sam goal as the management of the NBU, that is, to
build a self-sustainable bank supervision process, capable of applying modem
supervisory techniques, keeping pace with industrial changes, and promoting the
development of the Ukrainian banking system. : : .

While the BSD has made major. progress since 1995 in becoming an effective bank
supervisor, the supervisory approach they employ functions more as 2 “policeman,”
reacting to problems and violations of laws, regulations and normatives. The BSD
establishes for all banks numerical standards relating to capital, liquidity, large loans,
loans to insiders, etc, However, these standards do not take into account the level of risk
in individual institutions. Our current project endeavors to support BSD management in
furthering the NBU supervisory approach to determine how bank management identifies,
measures, monitors and controls risks, or in other words, assess the quality of a bank’s
risk management system, '

Ensuring that bank management and supervisory councils develop appropriate risk
management systems is one area that is most needed for the NBU to fully comply with
the Basel Committee’s Core Principles of Effective Bank Supervision. While the BSD
must continue to act as a “policeman” when necessary, under risk-based supervision
inspectors and analysts will take a more consultative role in ensuring that bank
management and supervisory councils establish risk management systems that prevent
problems from developing.

BearingPoint advisors have assisted BSD management in establishing a Risk Based
Supervision Task Force to design, develop and implement a risk-based supervisory
approach. The Task Force has begun work on developinig a Risk Assessment System.
Once this is complete, the Task Force will initiate a review of inspection and analytical
tools, and begin revising existing and developing new tools needed to carry out a
meaningful risk-based supervision approach. Additionally, the Task Force will review
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jaws and regulations to ensure the BSD has a solid regulatory base to fulfill its
responsibilities. '

In recognition of the need for banks to develop more comprehensive risk management
systems and assist in the developraent of the BSD supervisory approach, the Risk Based
Supervision Task Force, with assistance from BearingPoint advisors, is designing a “Pilot
Bank” program. This program will be comprised of approximately ten banks that have
agreed to review and contribute to the design and testing of risk based supervision tools
and techniques recommended by the Task Force. The banks will also assist in expanding
the Task Force member’s understanding of risk management in comnercial banks and
provide guidance in developing appropriate regulations and policy directives.

A third focus of our current project is to assist the BSD in developing a formalized
training program and accreditation process. Because of high personnel turnover that the
_ BSD experiences, and the continual necessity to have highly trained professionals, BSD
management recognizes the importance of having a self-sustained formalized training and
accreditation process. We will address this need by assisting the BSD and NBU
Personnel Department in developing a curriculum for 2 set of core courses, providing

input in training BSD personnel to deliver in-house training, and begin the development
of an accreditation process. '

In summary, our current techmical assistance project is designed to assist BSD
management in their efforts to develop a risked-based supervision approach that
conforms to international standards, and positions the NBU to take a more proactive and
forward looking approach to supervising Ukrainian banks. Risk-based supervision will
allow the BSD to respond appropriately to the impact and frequency of changes in the
banking industry, while more efficiently allocating its limited supervision resources.

Through risk-based supervision, the NBU places the responsibility and accountability of
a bank’s condition with its management and supervisory council. Thus, requiting them to
develop and implement a comprehensive risk management system for their bank. A
comprehensive risk management system will allow them to respond approprately to a
volatile economic and banking environment. More specifically, it will allow them to
effectively deal with the speed of change, deregulation, increased competition, volatile
interest rates, increased capital requirements and the impact of technology. All these
issues, along with others, must be addressed fo ensure their bank remains profitable,
adequately capitalized and financially sound.

Risk-based supervision and a sustainable modem bank s upervision p rocess require the
development and implementation of a formalized training program. By working with the
NBU Bank Supetvision and Personnel Departments, and World Bank advisors and

instructors, we will assist in the development and implementation of a consistent and

sustainable training program for bank supervision personnel. This formal program will
become the foundation in building an accreditation process that ensures bank supervision
personnel possess the necessary knowledge and skills to competently perform their
responsibilities and represent the NBU in a professional manner.
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As a form of introduction, Appendix “A” provides a brief description of our individual
responsibilities and involvement in technical assistance programs. Appendix “B” is a
chart depicting the current status of development of the NBU SUPEIVISOry process as it
moves towards its goal of being a modern, self-sustainable bank supervisor.

At your convenience, we wish to meet with you to further discuss our technical assistance
- project(s). Meanwhile, Mr. Blimling, our resident advisory, is available to provide
additional information. His office is located in Room 615 in the Bank Supervision
Department and he can be reached at internal telephone Ext. 4182.
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Appendix “A”

James Horner, Managing Direct of BearingPoint, Inc. Mr. Horner has managed all
BearingPoint technical assistance projects to the BSD since 1995. Although, located at
our headquarters in McLean, Virginia, Mr. Horner travels extensively to Ukraine
providing insight and assistance iz all areas of technical assistance.

Mr. Homer is an expert in bank supervision and financial institution strengthening. He
oversees and advises central banks and supervisory organizations in Poland, Ukraine,
Moldova and to a lesser extent in Russia, Kazakhstan, Uzbekistan, Bulgaria, and
Romania. ‘Mr. Horner spent fifteen years with the Office of the Comptroller of the
Currency (OOC), during which he was involved in all aspects of bank supervision,
_including the analysis of the international activities of many multinational banks.

Karen Wilson, Senior Advisor., Ms. Wilson joined our project in 1997 as a resident
advisor, providing senior policy advice to the Deputy Governor of Bank Supervision and
senior management of the BSD. Ms. Wilson currently resides in New Yoik, NY, and as
on previous projects, provides short-term assistance (two to six weeks in duration) to the
NBU each quarter. She also provides consultation on a continuous basis from her home
in New York.

Ms. Wilson spent over 28 years with Comptroller of the Currency, holding several senior
positions including: Deputy Comptrolier of the Northeastern District — responsible for a
staff of 432 who had supervisory responsibility for 387 banks (including the largest and
prestigious U.S. financial center institutions) in a twelve state area; Acting Deputy
Comptrolier for Multinational Banking — oversight responsibility for the 11 largest
national banks in the U.S. and their foreign operations; and Chief National Bank
Examiner — responsible for the development and implementation of banking policy, the
examination procedures handbeck, regulations and regulatory accounting.

Frank Blimling, Senior Advisor. Mr. Blimling joined the BearingPoint project at the
NBU in late 1996, providing assistance in the areas of On-site Supervision and Problem
Bank Resolution. As resident advisor, Mr. Blimling manages a team of five local experts
and professionals. Mr. Blimling’s experience in Banking Supervision is extensive, having
spent eighteen years with The Office of the Comptroller of the Currency (OCC) and six
years as senior advisor to the National Bank of Ukraine (NBU) and the Palestinian
Monetary Authority in Ramallah, Israel.

Expanded CV’s upon request.
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Bank Supervision Development
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RISK-BASED SUPERVISION
Introduction

This policy describes the methods the National Bank of Ukraine (NBU) uses to assess
tisks in banks. It is an internal NBU process; banks are not required to adjust their own
risk management processes to coincide with this methodology. The NBU has adopted
this approach to ensure greater consistency and efficiency in inspections and other
supervisory activities.

The NBU's philosophy for supervising all institutions focuses on risk, Higher risk
institutions or areas with higher risk profiles demand greater supervisory attention.
While applying this common philosophy to all institutions, the NBU recognizes the
different complexities of risk facing banks. The NBU is committed to providing high-
quality supervision directed at identifying material problems, or emerging problems in
individual institutions or the banking system, and ensuring that such problems are
appropriately corrected.

The policy begins with definitions that will be used throughout the process. The
following section describes the NBU's supervision philosophy, Risk-based Supervision.
The policy then describes the risk assessment system.

Risk-based Supervision

Risk-based Supervision requires supervisors to determine how certain existing or
emerging issues facing an institution or the banking industry affect the nature and extent
of risks in that institution. Based on that risk evaluation, supervisors then structure
regulatory supervisory plans and actions. Risk-based Supervision builds upon the risk-
based supervisory philosophy historically used by the NBU. This enhancement provides
consistent definitions of risk, a structure for assessing these risks, and a more integrated
use of risk assessment in the supeivisory process.

The NBU recognizes that banking is a business of taking risk in order to earn profits.
Risk levels, however, must be appropriately managed and controlled. Banking risks also
must be evaluated in terms of their significance. These assessments should be ongoing.

Risk-based Supervision leaves the responsibility for controlling risks with bank
management and the Supervisory Council. The NBU assesses how well a bank manages
this risk over time, rather than only assessing the condition at a single point in time. With
Risk-based Supervision, the NBU functions in more of an oversight than an audit role.
Risk-based Supervision allows the NBU to supervise in a proactive manner by
concentrating on systemic risks and institutions or areas that pose the greatest risk to the
system.

For the entire industry, the NBU's Risk-based Supervision identifies areas that, in
aggregate, pose the potential for presenting an unacceptable level of risk to the banking
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system. For high risk activities or activities that have become particularly risky because
of market conditions, the NBU's goal is to communicate with, and influence, the industry
through direct supervision, policy, and regulation. In situations where an individual bank
is not properly managing its risks, the NBU's goal is to use appropriate means to
influence bank management to adjust its practices to conform with sound fundamental
banking principles. _ _ .

Some risks are inhcreﬁt to banking. A wide body of knowledge exists within the industry '

on how to identify, measure, control, and monitor these inherent risks. Risk-based
Supervision acknowledges those inherent risks and seeks to guide supervisory resources
in the most effective manner. For example, risk profiles will be supported by the
performance of limited testing .during inspections directed at confirming whether
adequate controls are in place. This should reinforce initial risk profiling and assist in

tailoring supervisory programs to risk profiles of individual institutions. This profiling is

essential in the development of supetvisory cycles and the choice of supervisory tools.
The risks facing the industry are diverse and complex.  More significant and sophisticated
risks reguire enhanced controls and monitoring by both the bank and the NBU. The NBU
is committed to directing its most significant resources to these complex and evolving
risks where they present material, actual, or potential risks to the banking system.

Risk-based Supervision allocates greater resources to those areas with higher risks. The
NBU accomplishes this by: N S

e Identifying risks using comumon definitions. ‘This set of risks-forms the basis for
supervisory assessments and actions. T Co

e Measuring risk based on common evaluation factors: Risk measurement is not
always quantified in monetary terms; it -is sometimes a relative : assessment of
exposure. For example, numerous internal control deficiencies may indicate a bank
has an excessive amount of operations risk.

¢ Evaluating risk management to determine if bank systems adequately manage and
control the identified risk levels. The sophistication of the systems will vary based on
the level of risk present and the size and/or complexity of the institution. '

o Assigning greater resources (o areas of higher or increasing risk, both within an
individual institution and among institutions in general. This is done through the
supervisory strategy process. '

e Using appropriate supervisory tools based on the risks; reaching conclusions on risk
profile and condition, and following up on areas of concemn.

To accomplish the above tasks, supervisors should discuss preliminary conclusions of

this risk-based supervisory strategy with bank management and adjust conclusions and
strategies based on those discussions, if appropriate. The NBU can then focus

2 NBU Risk Assessment System -2-

>4



supervisory efforts on significant risks, i.e., the areas of highest risk within a bank and
within the banking system.

Definition of Risk

For purposes of the NBU's discussion of risk, the NBU assesses banking risk by its
impact on capital and eamings. Risk is the potential that events, expected or
unanticipated, may have an adverse impact on the institution’s capital or earnings.

The simple existence of risk is not necessarily reason for concem. To put risks in
perspective, supervisors should decide if the risks a bank is undertaking are warranted.
Generally, risks are warranted when they are understandable, measurable, controllable,
and within the institution’s ‘capacity to readily withstand adverse performance.
Unwarranted risk can occur whether deliberate or unintentional. When risks are
unwarranted, supervisors must ccmmunicate with management and the Supervisory
Council, and encourage them to mitigate or eliminate the unwarranted risks. Appropriate
actions for the bank to take would include reducing exposures, increasing capital, or
strengthening risk menagement processes. : .

Risk Management

Because market conditions and company structures vary, there is no single risk
management system that works for all banks. Each institution should develop its own
risk management program tailored to its needs and circumstances. The sophistication of
the risk management system will increase, for example, with the size, complexity, and
geographic diversity of each bank. All sound risk management systems, however, have
several common fundamentals. For example, sound risk management systems are
independent of risk-taking activities. Regardless of the risk management program’s
design, each program should include: .

¢ Risk identification: Proper risk identification focuses on recognizing and

understanding existing risks or risks that may arise from new business initiatives.

‘Risk identification should be a continuing process, and should occur at both the
transaction and portfolio level. :

* Risk measurement: Accurate and timely measurement of risks is a critical component
of effective risk management. A bank that does not have a risk measurement system
has limited ability to control or monitor risk levels. Further, the sophistication of the
risk measurement tools a bank uses should reflect the complexity and levels of risk it
has assumed. The bank should periodically verify the integrity of the measurement
tools it uses. Good risk measurement systems assess both individual transactions and
portfolios.

e Risk control: The bank should establish and communicate limits through policies,

standards, and/or procedures that define responsibility and authority. These control
limits should be meaningful management tools that can be adjusted if conditions or
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risk tolerances change. The institution should have a process to authorize exceptions
or changes to risk limits when they are warranted.

e Risk monitoring: Institutions should monitor risk levels to ensure timely review of
risk positions and exceptions. Monitoring reports should be frequent, timely,
accurate, and informative, and should be distributed to appropriate individuals to
ensure action when needed. : : :

Effective risk management requires the bank’s Supervisory Council be informed. The
Supervisory Council must guide the bank’s strategic direction. A key component of
strategic direction is endorsing the organization's risk tolerance by approving policies that
set standards, either orally or in writing. Well-designed monitoring systems allow the

Supervisory Council to hold bank management accountable for operating within -

established tolerance levels. '

Capabie management and appropriate staffing also are critical to effective risk
management. Bank management is responsible for the implementation, integrity, and

maintenance of risk management systems. Management also must keep the Supervisory

Counci! adequately informed. Management must:
e Implement the bank’s strategic direction.

. Develop policies, formal or informal, that define the institution's risk tolerance that
are compatible with the institution's strategic goals. - '

e Oversee the development and maintenance of management information systems to
. ensure they are timely, accurate, and informative. '

e Ensure that strategic direction and risk tolerances are effectively communicated and |

adhered to throughout the organization.

When supervisors assess risk management systems, they consider policies, processes,

personnel, and control systems. A significant deficiency in one or more of these .

components constitutes a deficiency in risk management. “All of those systems are
important, but the sophistication of each will vary depending upon the complexity of the
institution. Smaller, less complex institutions normally have less formalized policies,
processes, and control systems in place than do larger institutions. This does not mean,
however, that risk management systems are not just as important for less complex
institutions. It simply means that the formalization of the process is less distinct. All
institutions should be able to cleatly articulate and demonstrate the effectiveness of their
own risk management systems. Nonetheless, an effective risk management process
includes consistent policies, processes, personnel, and control systems.

e Policies reflect the institution's intent and commitment to pursuing desired resuits.

They set standards and courses of action to pursue, implement, or enforce specific
objectives. Good policies link with, and reflect, an institution's underlying mission,
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values, and principles. They also clarify the institution's tolerance for risk.
Mechanisms should be in place to trigger a review of policies in the event that
activities or tolerances change. Policies may be written or unwritten depending upon
the effectiveness of management and the complexity of the area or institution. In any
event, standards should be articulated and adhered to in practice.

* Processes are the procedures, programs, and practices that govern how an institution
will pursue its objectives. Processes define how daily activities are carried out. Good
processes are consistent with the underlying policies, are efficient, and include checks
and balances.,

® Personnel are the staff and managers that execute or oversee performance of the
processes. Good staff and managers are qualified, competent, and perform as
expected. They understand the institution's mission, values, policies, and processes.
Compensation programs should be designed to attract, develop, and retain qualified
personnel.

¢ Control systems are tools and information systems that bank managers use to measure
performance, make decisions, and assess effectiveness of existing processes. These
feedback devices must be timely, accurate, and informative. They measure
performance and assist in decision-making.

Categories of Risk

The NBU has defined ten categories of risk for bank supervision purposes. These risks
are: Credit, Interest Rate, Liquidity, Market, Foreign Exchange, Operations, Strategic,
Reputation, Legal and Information Technology (IT). These categories are not mutually
exclusive; any product or service may expose the institution to multiple risks. For
analysis and discussion purposes, however, the NBU identifies and assesses the risks
separately.

Credit Risk .

Credit risk is the current or prospective risk to earnings and capital arising from an
obligor’s failure to meet the terms of any contract with the institution or otherwise fails to
perform as agreed, including the possibility of restrictions on or impediments to the
transfer of payments from abroad. Credit risk is found in all activities where profitability
depends on counter party, issuer, or borrower performance. It arises any time bank finds
are extended, committed, invested or otherwise exposed through actual or implied

confractual agreements, whether reflected on or off'balance sheet.

In assessing credit risk it is advisable to segregate individual and portfolio credit risk.
The source of individual credit risk is a separate specific counter party of the bank — a
borrower, debtor, or issuer of securities, -Individual credit risk assessments envision an
assessment of the creditworthiness of a specific counter party, i.e. its individual capacity
to timely and fully meet its obligations. Portfolio credit risk shows in a decrease in bank
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assets value (other than as a consequence of change of a market interest rate). The source
of portfolio credit risk is the bank’s overall outstanding transactions bearing credit risk —
loan portfolio, securities portfolio, accounts receivable portfolio, etc. Portfolio credit risk
assessment envisions an assessment of bank assets concentrations and diversification.

In addition, international lending includes country risk, which refers to risks associated
with the e conomic, s ocial and p olitical environments o f the borrower’s h ome c ountry.
Country risk may be most apparent when lending to foreign governments or their
agencies, since such ending is typically unsecured, but is important to consider when
making any foreign loan or investment, whether to public or private borrowers. There is
also a component of country risk called "transfer risk" which arises when a borrower’s
obligation is not denominated in the local currency. The cutrency of the obligation may
become unavailable to the borrower regardless of its particular financial condition.

Liguidity Risk - \ -
Liquidity risk is the current or prospective risk to earnings and capital arising from a
bank’s inability tc meet its liabilities when they come due without incurring unacceptabie

losses. Funding liquidity risk arises from the inability to manage unplanned outflows of

funds and changes in funding sources and/or to meet off-balance sheet liabilities.

We also single out market liquidity risk, which is defined as the current or prospective
risk to earnings and capital arising from a bank’s inability to quickly unwind gaps in its
positions at current market rates without incurring unacceptable losses.: Market liquidity
risk arises from the failure to recognize or address changes in market conditions that
affect the 2bility to attract funds in necessary velumes and at acceptable rates and/or to
liquidate assets quickly and with minimai loss in value. ' ; o .

Interest Rate Risk - o ‘ : : o :
Tnterest rate risk is the current or prospective risk to earnings and capital arising from
adverse movements in interest rates. This risk impacts both the earnings of 2 bank and the
economic value of its assets, liabilities and off-balance sheet instruments. The primary
types o finterest rate risk to which banks are t ypically exposed are: (1) répricing risk,
which arises from timing differences in the maturity (for fixed rate} and repricing (for
flcating rate) of bank assets, liabilities and off-balance sheet positions; (2) yield curve
risk, which arises from changes in the slope and shape of the yield curve; (3) basis risk,

which zrises from imperfect correlation in the adjustment of the rates earned and paid on.

different instruments with otherwise similar repricing characteristics; and (4) optionsality
tisk, which arises from the express or implied options imbedded in many b ank assets,
liabilities and off-balance sheet portfolios.

Market Risk : _

Market risk is the current or prospective risk to earnings and capital arising from adverse
movements in bond prices, security and commodity prices and foreign exchange rates in
the trading book. This risk arises from market making, dealing, and position taking in
debt and equity securities, currencies, commodities, and derivatives (bonds, securities,
currencies, and commodities).
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Risks arising under similar circumstances with regard to similar instruments in the
banking book are addressed in other relevant categories of the risk assessment system.

Foreign Exchange Risk

Foreign exchange risk is the current or prospective risk to earnings and capital arising
from adverse movements in currency exchange rates and banking metal prices. Foreign
exchange risk can be separated into:

- Transaction risk

- Translation risk

- Economic foreign exchange risk

Transaction risk refers to the impact of adverse movements in currency exchange rates on
the value of open foreign currency positions. However, since it generally arises from
market making, dealing and position taking in foreign currencies it is covered in the
market risk guideline.  Translation risk refers to the variability in accounting values that
result from variations in exchange rates which are used in translating carrying values in
foreign currencies to base currency. Economic foreign exchange risk refers to changes in
competitive strength of the financial institution or its entities in the foreign market due to
fundamental changes in exchange rates. e : '

Operations Risk ) o
Operations risk affects the long-term existence of a banking institution, and arises from

breakdowns in corporate governance or internal controls. Such breakdowns can lead to
financial losses through error, fraud, or failure to perform in a timely manner or cause the
interests of the bank to be compromised in some other way, for example, by its dealers,
lending officers or other staff exceeding their authority or conducting business in an
unethical or risky manner. Other aspects of operations risk include major failure of
information technology systems or events such as major fires or other disasters.

Reputation Risk S

Reputation risk is the current or prospective risk to earnings. and capital arising from
adverse perception of the image of the financial institution by customers, counter parties,
shareholders, or regulators. This affects the bank’s ‘ability to establish new relationships
or services or service existing relationships. This risk may expose the institution to
administrative, civil and criminal liability, financial loss or a decline in its customer base.
Reputation risk exposure is present throughout the organization and, therefore, banks are
obligated to exercise appropriate treatment in dealing with its customers and with the
community. :

The public perception can be delineated as follows:

o  Market perception: e.g. actual or potential customers or counter parties, or
shareholders

© Regulatory perception: e.g. the National Bank of Ukraine, Securities and Exchange
Commission, State Tax Administration, and other authorized bodies,
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Legal Risk - :

Legal risk is the current or prospective risk to earnings and capital arising from violations
or non-compliance with laws, rules, regulations, agreements, prescribed practices, or
ethical standards, as well as from the possibility of dubious interpretation of effective
laws or rules. Banks are exposed to legal risk due to relations with a great number of
stakeholders, e.g. customers, counter parties, intermediaries, etc., as well as regulators,
tax authorities, and other authorized agencies. Legal risk can lead to fines and penalties,
payment of damages, diminished reputation, deteriorating position in the market, reduced
expansion potential, and lack of contract enforceability.

Strategic Risk

Strategic risk is the current or prospective risk to earnings and capital arising from
adverse business decisions, -improper implementation of decisions, or lack of
responsivencss to changes in the business environment. T hisriskisa function o fthe
compatibility of a bank’s strategic goals, the business strategies developed to achieve
those goals, the resources deployed against these goals, and the quality of
implementation. The resources needed to carry out business strategies are both tangible
and intangible. ' They include communication channels, operating systems, delivery
networks, and managerial capacities and capabilities. The organization’s internal
characteristics must be evaluated against the impact of economic, technological,
competitive, regulatory, and other environmental changes.

Information Technology (IT) Risk 7

IT risk is the current or prospective risk to earnings and capitai arising from inadequate
iinformation technology and processing in terms of manageability, exclusivity, integrity,
controllability, and continuity. Further, IT risk arises from an inadequate IT strategy and
policy, and from inadequate use of the information technology. :

Measuring and Assessing Risk

To ensure effective risk-based supervision, the NBU requires a common framework to
document decisions about risk. The risk assessment system (RAS) provides a concise
method of communicating and documenting judgments regarding the quantity of risk, the
quality of risk management, the level of supervisory concern (measured as aggregate or
composite risk), and the direction of risk. The common definitions explained above are
critical to identifying risks consistently.- A list of evaluation factors that supervisors
should consider in making the assessments is also provided. These evaluation factors are
recommended criteria and may be expanded by supervisors, if necessary.

Assessments of risk in the RAS must reflect both a current and prospective view of the
institution's risk profile. This assessment drives supervisory strategies and activities. It
also facilitates discussions with bank management and Supervisory Council members and
helps to ensure more efficient supervisory activities (examinations, offsite surveillance,
etc.).
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Supervisors should discuss conclusions from the RAS with appropriate bank management
and the Supervisory Council. Bank management's input may help clarify or modify the
supervisor's RAS conclusions. While the NBU does not require bankers to adopt a
similar process, supervisors must effectively communicate the rationale for their
decisions in evaluating risk to ensure effective supervision. These discussions wiil help
the NBU and bank management reach a common understanding of the risks, focus on the
strengths and weaknesses of risk management, and ensure that future supervisory plans
are achieved. ‘

The Risk Assessment System

The NBU bas defined a system for assessing each major risk category. The Risk
Assessment System provides a consistent means of measuring the risk and determining
which supervisory procedures will be performed. For six of the risk categories — credit,
liquidity, interest rate, market, foreign exchange, and operations, the supervisor assesses
the quantity of risk, the quality of risk management, the aggregate risk and the direction
of risk. For effective use of the system, supervisors should consider the current condition
of the bank as well as factors ‘that may identify increasing risks. Under the Risk
Assessment System, a bank’s risk profile has four components:

| o Quantity of Risk, which is the level or volume of risk that the bank faces and is
characterized as low, moderate, or high. '

o Quality of Risk Management, which is how well risks are identified, measured,
controlled, and monitored and is characterized as strong, satisfactory, or weak.

o Aggregate Risk, which is 2 summary judgment that reflects the level of
supervisory concern considering both the quantity of risk and the quality of risk
management, weighing the relative importance of each. It is assessed as high,
moderate, or low for each of the ten categories of risk. Mitigating factors such as
insurance may impact the supervisor’s assessment of aggregate risk. Aggregate risk
assessments direct the specific. activities and resources outlined in supervisory
strategies. A list of evaluation factors supplements the decision process.

o Direction of Risk, which is the probable change in the aggregate level o frisk
over the next 12 months and is characterized as decreasing, stable, or increasing. The
direction of risk will influence the supervisory strategy, including the extent that
expanded procedures might be used. Decreasing direction indicates the supervisor
anticipates, based on current information, the aggregate risk will decline over the next
12 months. Stable direction indicates the supervisor anticipates that aggregate risk
will remain unchanged. Increasing direction indicates the supervisor anticipates that
aggregate risk will be higher 12 months in the future.

The quantity of risk and quality of risk management should be assessed independently.
Therefore, when assigning the individual Risk Assessment System ratings, the
assessment of the quantity of risk should not be affected by the quality, no matter how
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strong or weak, of risk management. Also, strong capital support or strong financial
performance should not mitigate an inadequate risk management system. The supervisor
should not conclude that “high” risk levels are bad and “low” risk levels are good. The
quantity of risk simply reflects the level of risk the bank accepts in the course of doing
business and whether this is good or bad depends on whether its risk management
systems are capable of identifying, measuring, monitering and controlling that amount of
risk. : o

The remaining risks — strategic, reputation, legal and IT, affect the banks capital and
earnings, but are difficult to measure precisely. Consequently, the NBU modified how
the risks are assessed and measured, assessing only the aggregate risk and direction of
yisk. The characterizations of aggregate risk and direction of risk are the same as for
the other seven risks.

Supervisors should complete the Risk Assessment System for institutions at the end of

each supervision cycle (usually 12 months). It should be updated any time the supervisor

becomes aware of changes to the risk profile on an interim basis.
The Application of Risk to Supervision

In completing the Risk Asscssment System-,. the supervisor determines the level of
supervisory concern and direction of risk for each risk category. This decision will
determine the supervisory procedures to be used: for example, a full scope on-siie

examination, targeted examinations, offsite surveillance, etc. -

The application of risk management techniques and standards will enable supervisors to
tailor supervisory programs for each institution. The goal of supervision is to provide the
most effective but least intrusive supervision possible, which is in the interest of both the
institution and its depositors and other creditors.
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NBU Risk Assessment System
Credit Risk

Credit risk is the current or prospective risk to earnings and capital arising from an
obligor’s failure to meet the terms of any contract with the instituticn or otherwise fails to
perform as agreed, including the possibility of restrictions on or impediments to the
transfer of payments from abroad. Credit risk is found in all activities where profitability
depends on counter party, issuer, or borrower performance. It arises any time bank funds
are extended, committed, invested or otherwise- exposed through actual or implied
confractual agreements, whether reflected on-or off balance sheet.

In assessing credit risk it is advisable to segregate individual and portfolio credit risk. The
source of individual credit risk is a separate specific couaterparty of the bank — a
borrower, debtor, or issuer of securities. Individual credit risk assessments envision an
assessment of the creditworthiness of a specific counterparty, i.e. its individual capacity
to timely and fully meet its obligations. Portfolio credit risk shows in a decrease in bank
assets value (other than as a consequence of change of a market interest rate). The sowrce
of portfolio credit risk is the bank’s overall outstanding transactions bearing credit risk —
loan portfolio, securities portfolio, accounts receivable portfolio, etc. Portfolio credit risk
assessment envisions an assessment of bank assets concentrations and diversification.

In addition, international lending includes country risk, which refers to risks associated
with the economic, social and p olitical environments o f the b orrower’s home country.
Country risk may be most apparent when lending to foreign governments or their
agencies, s ince such lending i st ypically unsecured, but is important to consider when
making any foreign loan or investment, whether to public or private borrowers. There is
also a component of country risk called "transfer risk” which arises when a borrower’s
obligation is not denominated in the local currency. The currency of the obligation may
become unavailable to the borrower regardless of its particular financial condition.

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data of the ongoing risk assessment and control
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

* The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for credit risk management approved by the
Supervisory Council (or its committee) and/or the Board of Managers and appropriate
compliance practices.
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e Asset (loan, investment, etc.) portfolio composmon and the existence of
concentratlons Relevant factors include:

- Products. - Types of economic activity.

- Risk classification/ratings. - Debt Originations.

- Customers. - Size of loans.

- Geographic regions. - Single/related counterparty(s).
- Sources of repayment. - Collateral.

¢ The protection provided by collateral In evaluating collateral, supervisors should
analyze collateral type, quality, margins, adequacy and- frequency of collateral
revaluation, marketability, and the level and nafure of documentation exceptions.
o The existence of appropriate underwriting standards (written or unwritten).

¢ The bank's exposure to unfunded commitments (guarantees, commercial and standby
letters of credit, lines of credit mandatory and not mandatory for delivery, etc.).

o Trends in active operations volume and growth, delinquencies, non-performing loans,
classified loans, and losses from active operations.

¢ The adequacy of the institution's provision for losses from active operations.
o The existence of timely, accurate, and comprehensive management information.

e The effectiveness of credit administration, including credit analysis, monitoring,
problem asset resolution, collateral valuation, and lien do_eumentation.

e The adequacy of methods used to identify credit problems.

o Staffing levels and skills in relation to volume and complexity of the bank’s active
operatlons »

. Whether proper accounting treatment is used for balance sheet and off-balance sheet
assets and provisions:

- e  The existence of appropriate control mechanisms {audit, internal reviews of lending

activity, appropriate procedures, etc.) to grade portfolios, ensure accuracy of data, and
monitor compliance with policies or laws.
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Quantity of Credit Risk

Review of those factors should allow supervisors to assess the Quantity of credit risk as:

Low Moderate High
Credit risk diversification is Attention to credit risk Credit risk diversification is
actively managed. diversification is adequate. unsatisfactory.
The level of loans outstanding and | The level of loans outstanding and | The level of loans outstanding
credit commitments are low credit commitments are moderate and credit commitments are high
telative to total assets. relative to total asséts. relative to tofal assets.
The ratio of foans and credit The ratio of Ioans and credit The Ievel of loans and credit
commitments to regulatory capital | commitments to regulatory capital | commitments to regulatory
is low. is moderate. | capital is high.
Growth in credit risk generating Some growth in assets generating Growth in assets generating credit
assets has been planned for, and credit risk has not been planned or | risk was not planned or exceeds
appears consistent with exceeds planned levels, and may planned levels, and stretches
management and staff expertise test management and staff expertise management and steff expertise
and/or operational capabilities. or operational capabilities. and/or operational capabilities.
Growth may be in new products
or with out-of-area borrowers.
New loans are conservative in New loans are prudent in structure, | New extensions are aggressive in
structure, terms, growth, or terms, growth, or settlement structure, terms, growth, or
settlement practices. practices. settlement practices.
Few or no exceptions to sound A limited volume of exceptionsto | A large volume of exceptions to
underwriting standards exist. sound underwriting standards sound underwriting standards
; eXists. exists.
Collateral values and quality Collateral values and quality protect | Collateral is illiquid or values and
satisfactorily support credit credit exposure. quality provide inadequate
exposure. support.
The level of noncurrent and The level of noncurrent and The level of noncurrent and
doubtful loans is low and the trend | doubtful loans is moderate; the doubtful loans is high, and the
is stable. rend is stable. trend is stable, or is moderate and
the trend is increasing.
The level of adversely classified The level of adversely classified The level of adversely classified
assets is low. assets is moderate, assets is high.
Adversely classified assets canbe | Adversely classified assets can bo Adversely classified assets may
worked through in the normal worked through in reasonable time | require extended time for
course of business. es. resolution.
Reserves for losses on active Inherent losses on active operations | Losses on active operations may
operations are adequate and cover | should not seriously deplete current | seriously deplete current Reserves
inherent losses. Exposure to loss Reserves or necessitate more than or require significant additional
of earnings or capital from credit | normal provisions. Exposure to provisions to cover inherent
risk is minimal. loss of earnings or capital from losses. Exposure to loss of
credit risk is manageable. eamings or capital from credit
risk is substantial.
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- Quality of Credit Risk Management

Review of those factors should allow sui:ervisors to assess the quality of credit risk

Management as:
Strong Satisfactory Weak
| Management fully understands all | Management reasonably understands | Management does not understand,
aspects of credit risk and key aspects of credit risk and or has chosen to ignore, key
anticipates and responds timely generally adequately responds to aspects of credit risk. It does not
and adequately to changes in changes in market conditions of anticipate or take timely and

market conditions of lending.

Jending.

appropriate actions in response to
changes in market conditions of
lending.

Current policies on active
operations effectively establish and
communicate portfolio objectives,
risk tolerances, and underwriting
and risk selection standards.

Policies are fundamentally adequate.
Enhancements can be achieved in one
or more areas, but are generally not
critical. Specificity of risk tolerance,
or underwriting and risk selection
standards may need improvement to

Polices are deficient in one or
more ways and require significant
improvement in one or more
areas. They may notbe .
sufficiently clear or are too
general to adequately

fully communicate policy communicate portfolio objectives,
requirements. risk tolerances and underwriting
and risk selection standards.
Management information systems | MIS may require modest MIS have deficiencies requiting

(MIS) provide accurate, fimely and

improvement in one or more areas,

attention. The accuracy and/or

complete portfolio information. but management and the supervisory | timeliness of information may be
Management and the supervisory | council generally receive appropriate | affected in a material way.
counci! receive appropriate reports | reports to analyze and understand the | Portfolio risk information may be
to analyze and understand the bank’s credit risk profile. MIS incomplete. As a result,
bank’s credit risk profile. | facilitates exception reporting, and management and supervisory
MIS infrastructure can support ad hoc | council may not be receiving
queries in a timely manner. appropriate or sufficient
information to analyze and
understand the banks credit risk
-profile. Exception reporting
requires improvement, and MIS
infrastructure may not support ad
_ hoc queries in a timely manner.
Staffing levels and expertise are Staffing levels and expertise are Staffing levels are inadequate in
appropriate for the size and generally adequate for the size and numbers or skill level. Turnover

complexity of portfolios of active
operations. Staff turnover allows
for the orderly transfer of
responsibilities. Training
programs facilitate on-going staff
development.

complexity of portfolios of active
operations. Staff turnover may create
some gaps in portfolio management.
Training initiatives may be
inconsistent.

is high. Bank does not provide
sufficient resources for staff
training.

Credit risk analyses are
comprehensive and promote early
identification of emerging risks.

Credit risk analyses are safisfactory,
as are risk measurements and
monitoring systems.

Credit risk analyses ate not
comprehensive or are of deficient
quality.

Internal grading appropriately

Internal grading reasonably stratifies

Internal grading of loans does not
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stratifies portfolio quality and portfolio quality. accurately reflect the portfolio’s
provides early detection of quality.
tential problems.
Internal lending activity review Lending activity review and internal | Serious weaknesses exist in
and internal and external audit of | and external audit of lending lending activity review and
active operations are timely, operations are acceptable. internal and external audit of
comprehensive, and independent. lending operations, such as lack
of independence, timeliness, or
scope of review.
The methodology of caleulation of | The methodology of calculation of The methodology.of calculation
reserves for losses on active reserves for losses on active of reserves for losses on active
operations is sound and appropriate | operations is generally adequate and | operations is flawed. It provides
coverage of risks exists. coverage of risks is acceptable. insufficient coverage of risks
present in the portfolios. |
2 NBU Risk Assessment System -15-
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~ Credit Risk

Credit risk is the current or prospective risk to earnings and capital arising from an
obligor’s failure to meet the terms of any contract with the institution or otherwise fails to
perform as agreed, including the possibility of restrictions on or impediments to the
transfer of payments from abroad. Credit risk is found in all activities whete profitability
depends on counter party, issuer, or borrower performance. It arises any time bank funds
are extended, committed, invested or otherwise exposed through actual or implied
contractual agreements, whether reflected on or off balance sheet. '

~ In assessing credit risk it is advisable to segregate individual and portfolio credit risk. The

‘source of individual credit risk is a separate specific counterparty of the bank — a '
borrower, debtor, or issuer of securities. Individual credit risk assessments envision an
assessment of the creditworthiness a specific counterparty, i.e. its individual capacity to
timely and fully meet its obligations. Portfolio credit risk shows in a decrease in bank
assets value (other than as a consequence of change of a market interest rate). The source
of portfolio credit risk is the bank’s overall outstanding transactions bearing credit risk —
loan portfolio, securities portfolio, accounts receivable porifolio, etc. Portfolio credit risk
assessment envisions an assessment of bank assets concentrations and divessification.

In addition, international lending inciudes country risk, which refers to risks associated
with the e conomic, social and p olitical environments o f the b orrower’s liome c ountry.
Country risk may be most apparent when lending to foreign governments or their
agencies, since such lending is typically unsecured, but is important to consider when
making any foreign loan or investment, whether o public or private borrowers. There is
also a component of country risk called "transfer risk" which arises when a borrower’s
obligation is not denominated in the local currency. The currency of the obligation may
. become unavailable to the borrower regardless of its particular financial condition.

Summary Conclusions:

The quantity of credit risk is:- - ‘ , -
| O Low ] O Moderate | 1 High |

The quality of credit risk management is: ,
| Q Strong | O Satisfactory | - 0 Weak |

Ihspectors -should consider both the quantity of credit risk and quality of credit risk
management to derive the following conclusions:

Aggregate credit risk is: |
Q Low | Q@ Moderate | O High |
The direction is expectéd to be:
[ O Decreasing | Q Stable | O Increasing |
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Liquidity Risk -

Liquidity risk is the current or prospective risk to eamnings and capital arising from a
bank’s inability to meet its liabilities when they come due without incurring unacceptable
losses. Funding liquidity risk arises from the inability to manage unplanned outflows of
funds and changes in funding sources and/or to meet off-balance sheet liabilities.

We also single out market liquidity risk, which is defined as the current or prospective
risk to earnings and capital arising from a bank’s inability to quickly unwind gaps in its
positions at current market rates without incurring unacceptable losses. Market liquidity
risk arises from the failure to recognize or address changes in market conditions that
affect the ability to attract funds in necessary volumes and at acceptable rates and/or to
liquidate assets quickly and with minimal loss in value. .

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
. decisions within the RAS. The actual data ofthe ongoing risk assessment and c ontrol

system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

¢ The volume and composition of asset-based liquidity in relation to the liability
structure. Relevant factors include: ' SR T
o Highly liquid assets. - - .- . - o
o Securities and other assets, which can be accepted for refinancing transactions
(taking into account the liquidity of their market).
© Asset sales, securitization opportunities, etc.

¢ Volume, structure and diversification level of passives (liabilities and capital).
Relevant factors include: -
© Proportion of liabilities in the bank’s passives
o Proportion of: o
> Term liabilities and demand liabilities
» Individual funds and corporate fun
> Interbank funds FE
o Existence of volatile sources of funds sensitive to changes in the bank’s risk level
o Concentrations:
» By provider of funds
» By instrument (for example, certificate of deposit, deposit account, debit card,
efc.)
» By maturity

¢ The average Weighted cost of attracted funds for a given bank in relation to its peer
banks

2 NBU Risk Assessment System -17-
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o Net funding gaps, with an emphasis on short-term exposures, mcludmg
¢ Projected funding needs.
o Ability to cover potential funding gaps at reasonable prices by attracting
. additional resources
o The depth and breadth of financial markets, where funds can be attracted

¢ The composition of on- and off-balance sheet portfolios, including:
o Outflows and inflows of funds
o Liquidity of collateral and early termination arrangements (for example,
deposit arrangements, etc.)

o The depth and breadth of secondary markets available to convert the
- instruments to cash.

e Resistance to the institution's name in the marketplace as demonstrated by
deteriorating credit ratings and debt spreads over comparable government securities.

* The cost of funding for tlns institution compared to the cost with its competition.

e The views of formal or informal ra'ting services and analysts about the institution,
including current ratings and rating trends. Publications in mass media.

¢ The existence of appropnate contingency planmng
e The existence of timely, accurate, and mformatlve management mformatlon
¢ The level and skill of management and staff.

" e The existence of proper control mechanisms to monitor the accuracy of information,
proper accounting treatment, and compliance with policies or laws.
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Quantity of Liquidity Risk

Review of those factors should allow supervisors to assess the quantity of liquidity risk

as:
Low Moderate High _

Earnings and capital exposure from | Earnings or capitai exposure from the | Potential exposure to loss of

the liquidity risk profile (cash liquidity risk profile is manageable. earnings or capital due to high

flows, current position and ' liability costs or unplanned asset

liquidity needs, liquidity reduction below their balance-sheet

management strategy) is negligible : value may be substantial.

Liquidity position is favorable, The liquidity position is not expected | Liquidity position is extremely

with negligible exposure to to deteriorate in the near term. unfavorable, resulting in substantial

earnings and capital expected. exposure to loss of earnings or
capital.

Ample funding sources exist. Sufficient funding sources exist to Funding sources and portfolio

Funding sources provide the bank | provide cost-effective liquidity. structures suggest current or

with a competitive cost advantage. potentiai difficulty in sustaining
long-term cost-effective liquidity.

Borrowing sources are widely

Borrowing sources are diversified

' Borrowing sources are concentrated

diversified, with little reliance on | with few providers sharing common | in a few providers or providers with

significant funds providers. investment objectives, timing, and - common investment objectives or
economic influences, economic influences.

Market alternatives exceed demand | The bank is not excessively The institution bas virtually no

for liquidity, with no adverse vulnerable to funding difficuities access to market of funds as a

changes expected. should an adverse change in market consequence of its inadequate
perception occur. Earnings or capital | perception or ignoring by the
exposure is manageable. market.

Support provided by the parent Parent company provides adequate Little or unknown support provided

company is strong. support. by the parent company;
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Quality of Liquidity Risk Management

Review of these factors should allow supervisors to assess the quality of liquidity risk

management as:
: Strong Satisfactory Weak
Policies approved by the Policies approved by the Supervisory | Supervisory Council-approved
Supervisory Council (or its Council (or its committee) and the | policies are inadequate or
committee) and the Board of Board of Managers adequately incomplete. Policy is deficient
Managers effectively communicate to personnel guidance | in one or more material
communicate to personnel for liquidity risk management and respects.
guidelines for liquidity risk assign responsibility. Minor
management and designate weaknesses may be present.
responsibility. =
Management fully understands | Management reasonably understands | Management does not
all aspects of liquidity risk. the key aspects of liquidity risk. understand, or ignores the key

‘ aspects of liquidity risk.
Management anticipates and Management adequately responds to | Management does not -
responds well to changes in changes in market conditions. anticipate or take timely or
market conditions. appropriate actions in response

to changes in market
: conditions. -

Liquidity risk management Liquidity risk management processes | Liquidity risk management

processes reflect a sound culture
that has proven effective over
time.

are adequate.

processes are deficient.

Management information is
timely, complete and reliable.

Management information is generaily
timely, accurate, complete and
reliable.

Management information
systems do not provide
adequate information for
managing liquidity risk.

Appropriate attention is given to
balance sheet symmetry and the
cost effectiveness of liquidity
alternatives.

Access to funding markets is properly
assessed and diversified, and attention
to balance sheet symmefry is
appropriate,

Management has not
realistically assessed the
institution’s access to sources
of funds and has not paid

-gufficient attention to
. diversification. Attention to

balance sheet symmetry is
deficient.

Contingency plans are effective

and take into account all relevant

factors.

Contingency planning is effective,
and the cost of liquidity alternatives is
adequately considered.

Contingency planning is either
nonexistent or incomplete. The
cost of liquidity alternatives has
not been adequately considered.
A high probability exists that
contingency funding sources
are needed. Improvement is not
expected in the near future.

2 NBU Risk Assessment System

-20-




Liquidity Risk

Liquidity risk is the current or prospective risk to earnings and capital arising from a
bank’s inability to meet its liabilities when they come due without incurring unacceptable
losses. Funding liquidity risk arises from the nability to manage unplanned outflows of
funds and changes in funding sources and/or to meet off-balance sheet liabilities.

We also single out market liquidity risk, which is defined as the current or prospective

risk to earnings and capital arising from a bank’s inability to quickly unwind gaps in its

positions at current market rates without incurring unacceptable losses. Market liquidity

risk arises from the failure to recognize or address changes in market conditions that

affect the ability to attract funds in necessary volumes and at acceptable rates and/or to
- liquidate assets quickly and with minimal loss in value.

Sammary Conclusions:

The quantity of liquidity risk is:

[ Q Low | Q Moderate | Q_High

The quality of liguidity risk management is:

L O Strong ! O Satisfactory | Q Weak |

Inspectors should consider both the quantity of liquidity risk and quality of liquidity risk
management to derive the following conclusions:

Aggregate liquidity risk is:

| Q Low I O Moderate | O High ]
The direction is expected to be:

| QO Decreasing | Q Stable 0 Increasing |
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Interest Rate Risk

Tnterest rate risk is the current or prospective risk to earnings and capital arising from
adverse movements in interest rates. This risk impacts both the earnings of a bank and the
economic value of its assets, liabilities and off-balance sheet instruments. The primary
types o f interest rate risk to which banks are t ypically exposed are: (1) repricing risk,
which arises from timing differences in the maturity (for fixed rate) and repricing (for
floating rate) of bank assets, liabilities and off-balance sheet positions; (2) yield curve
risk, which arises from changes in the slope and shape of the yield curve; (3) basis risk,
which arises from imperfect correlation in the adjustment of the rates earned and paid on
different instruments with otherwise similar repricing characteristics; and (4) optionsality
risk, which arises from the express or implied options imbedded in many bank assets,
liabilities and off-balance sheet portfolios. '

Evaluation Factors
Supervisors should consider the following evaluation factors in making risk assessments.

These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making

decisions within the RAS. The actual data o f the ongoing risk assessment and control -

system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

e The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for interest rate risk management approved by
the Supervisory Council {or its committee) and/or the Board of Managers and
appropriate compliance practices.

o The size and stability of net interest margins.

o The component and aggregate levels of interest rate risk including repricing, basis,
yield curve, and option risk relative to earnings and capital.

¢ How adequately the b ank assesses interest rate risk o ver both the short- and long-
term,

¢ The vulnerability of eamnings and capital under meaningful rate changes such as
gradual rate shifts and yield curve twists. The appropriateness of the scenarios should
be evaluated in the context of the current rate environment. Rate scenarios of
sufficiently wide variability will be necessary to provide meaningful analysis.

o The character of risk such as the volume and price sensitivity of various products.

¢ The relative volume of and prospects for continued support from low cost and stable
funding sources.
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* The existence of timely, accurate, and informative management information to
monitor interest rate risk.

e The existenceat the bank of practices of periodical review of the justification and
validity of risk assessment assumptions and models.

¢ Whether a process exists for independently measuring and analyzing risk in all
significant activities from interest rate movements using a variety of scenarios.

* Whether the bank has sufficient expertise. and whether it adequately responds to
changing market conditions.

* Whether the bank has sufficient expertise and market access to flexibly adjust risk
levels.

* The level and skill of management and staff.

* The existence of proper control mechanisms to monitor the accuracy of information,
proper accounting treatment, and compliance with policies or laws.
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Quantity of Interest Rate Risk

" Review of those factors should allow supervisors to assess the quantity of interest rate risk as:

Low Moderate High
Exposure reflects little repricing Exposure reflects repricing risk, | Exposure reflects significant
risk and minimal exposure to basis | basis risk, yield curve risk, and repricing risk, high levels of

risk and yield curve risk, Options
positions are clearly identified and
well managed,

options risk that are collectively

| maintained at manageable levels.

basis risk; undue yield curve
risk, or significant levels of
options risk.

Mismatched positions are short- Mismatched positions may be Mismatched positions are
term. o longer term, but are effectively longer term and costly to hedge.
' hedged. "

The mismatches are unlikely fo
cause earnings or capital volatility
due to the movement in interest
rates.

| Substantial velatility in earnings or

capital due to the movement of
interest rates is not anticipated.

The probability of substantial
volatility in earnings or capital
due to the movement of interest
rates is high. '

The support provided by low-cost,
stable nonmaturity deposits is
significant and absorbs or offsets
exposure arising from longer-term
repricing mismatches or options
risk. :

The support provided by low-cost,

stable nonmaturity deposits absorbs -

some, but not 2ll, of the exposure
associated with longer-term
repricing mismatches or options
risk.

The support provided by low-
cost, stable nonmaturity
deposits is not significant or
sufficient to offset risk from
longer-term repricing
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Quality of Interest Rate Risk Management

Review of those factors should allow

Supervisors to assess the quality of interest rate risk

management as:
Strong Satisfactory Weak

The internal regulatory framework | The infernal regulatory framework | The internal regulatory

approved by the Supervisory approved by the Supervisory framework approved by the

Council/Board of Managers is Council/Board of Managers Supervisory Council/Board of

sound and effectively adequately communicates Managers is inadequate in

communicates guidelines for guidelines for management of IRR, | communicating guidelines for

management of IRR, functional functional responsibilities, and risk management of IRR functional

responsibilities, and risk tolerance. | tolerance. Minor weaknesses may responsibilities, and risk

be evident. . tolerance,

Management, responsible officials Management, responsible officials Management, responsible

and respective structural units fully | and respective structural units officials and respective

understand all aspects of interest reasonably understand the key structural units do not

rate risk. aspects of interest rate risk. understand or choose to ignore
key aspects of interest rate risk.

Management anticipates and Management adequately responds | Management does not

responds well to changes in market | to changes in market conditions. anticipate or take timely and

conditions. appropriate actions in response

. to changes in market

conditions,

Responsibility for monitoring risk Responsibility from monitoring

limits and measuring exposures is risk limits and measuring

independent from those executing €xposures is not independent

risk-taking decisions, from those executing risk-
taking decisions.

Measurement tools and methods Measurement tools and methods Measurement tools and

enhance decision making by have minor weaknesses, but are methods are overly simplistic in

providing meaningful and timely appropriate given the size and light of the relative size and

information under a variety of complexity of the institution’s on- complexity of the institution’s

defined and reasonable rate and off-balance sheet exposures. on- and off-balance sheet

scenarios. EXPosures.

Management information systems Management information is Management information

are timely, accurate, complete and generally timely, accurate, complete systems contain significant

reliable. and reliable, weaknesses.

Limit structures provide clear Limit structures are adequate to Limit structures are not

Parameters for risk to earnings and | control the risk to carnings and the | reasonable or do not reflect an

the economic value of equity under | economic value of equity under understanding of the risks to

a variety of defined and reasonable | defined and reasonable interest rate earnings and the economic

interest rate scenarios. scenarios. vaiue of equity.
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Interest Rate Risk

Interest tate risk is the current or prospective risk to earnings and capital arising from
adverse movements in interest rates. This risk impacts both the earnings of a bank and the
economic value of its assets, liabilities and off-balance sheet instruments. The primary
types of interest raterisk to which b anks are typically exposed are: { 1) repricing risk,
which arises from timing differences in the maturity (for fixed rate) and repricing (for
floating rate) of bank assets, liabilities and off-balance sheet positions; (2) yield curve
risk, which arises from changes in the slope and shape of the yield curve; (3) basis risk,
which arises from imperfect correlation in the adjustment of the rates earned and paid on
different instraments with otherwise similar repricing characteristics; and (4) optionsality
risk, which arises from the express or implied options imbedded in many b ank assets,
liabilities and off-balance sheet portfolios.

Summary Conclusions:

The Quantity of interest rate risk is:

. — S Tow O Moderte | O Wigh |

The quality of interest rate risk management is:

r O Stong | O Safisfactory | __ O Weak |

Inspectors should cc')nsidef‘ both the qiiant{ty 6f iﬂterest.i'at.;e risk and quality of interest
rate risk management to derive the following conclusions: '

Aggregate interest rate risk is:" .

l Oftow | O Moderate | _ O Hgh |
The direction is expected to be: |
| O Decreasing | O Stable | O Increasing |

2 NBU Risk Assessment System -26-



Market Risk

Market risk is the current or prospective risk to eamnings and capital arising from adverse
movements in bond prices, security and commodity prices and foreign exchange rates in
the trading book. This risk arises from market making, dealing, and position taking in
debt and equity securities, currencies, commodities, and derivatives (bonds, securities,
currencies, and commodities).

Risks arising under similar circumstances with regard to similar instruments in the
banking book are addressed in other relevant categories of the risk assessment system.

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data o fthe ongoing risk assessment and ¢ ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

* The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for market risk management approved by the
Supervisory Council (or its committee) and/or the Board of Managers and appropriate
compliance practices.

¢ The source of market risk including interest rate, foreign exchange, commeodity, and
equity prices.

¢ The size, tenor, and complexity of positions.

® The components o f market risk and price se nsitivity o f various p roducts including
under off-balance sheet arrangements (for instance, swaps, forwards, and options).

® The stability of trading revenues.
® The trend of earnings and capital at risk.

* The vulnerability of the bank under probable rate scenarios and stress environments
(stress-testing).

* The ability to hedge or close risk positions existing at a given moment, including
management’s professional ability to conduct hedging transactions and the bank’s
access to appropriate markets.

* The size of open positions versus revenues generated and expected (i.e., risk versus
reward).
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e The existence of timely, accurate, and comprehensive management information.
o The level and skill of management and staff.

e The existence of proper control mechanisms to monitor the accuracy of information,
proper accounting treatment, and compliance with policies, limits, or laws.
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Quantity of Market Risk

Review of those factors should allow supervisors to assess the quantity of market risk as:

Low Moderate _High
Exposure reflects limited open or | Exposure reflects moderate open or Exposure reflects significant
unhedged positions. As a result, unhedged positions. As a result, open or unhedged positions. As
when prices and rates change, the | when prices and rates change, the a result, when prices and rates
fluctuations of the size of eamnings | fluctuations of the size of earnings change, the fluctuations of the
and capital would be minimal. and capital would be moderate. size of earnings and capital
would be significant.
Exposures primarily arise from Exposure originates primarily in High exposure may arise from
customer transactions, and involve | conjunction with customer transactions or positions that
liquid and readily manageable transactions. The bank has access to | are taken as management’s or
products, markets, and levels of a variety of risk management trader’s views of the market.
activity, instruments and markets at The volume and terms and
reasonable costs, given the size, conditions of customer
tenor, and complexity of open transactions are not adequate
positions. for the bank.
The tenor and size of open The tenor and size of open positions | The positions may be difficult
positions are expected to continue | are expected to remain at current or costly to close out or hedge
at, or decline from, current levels. | levels. due to complexity; difficulty in
readily accessing certam
instruments, markets or tenors;
or the general illiquidity of
markets or products. The tenor :
and size of open positions are
expected to continue at or

increase beyond, current levels.
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Quality of Market Risk Management

Review of those factors should allow supervisors to assess the guality of market risk

management as:
Strong Satisfactory _ Weak
The Supervisory Council clearly The Supervisory Council defines The bank’s internal regulatory
defines the level and types of risk | the level and types of risk that the framework reflects the Board of
that the bank is willing to take and | bank is willing to take and Managers’ rather than the
establishes clear authorities, establishes clear authorities, shareholders’ attitude towards

conservative limits, and assigned
responsibilities. Policies permit

reasonable limits, and assighment
of responsibilities. Risk-taking

risk. No clear assignment of
responsibilitics. Risk-taking

officials anticipate and respond
timely and effectively to changes
in market conditions.

officials adeguately respond to
changes in market conditions.

risk-taking authority consistent authority is generally consistent authority does not reflect the
with the expertise of bank with expertise of bank personnel. expertise of trading personnel.
personnel. ' '
Management, responsible officials | Management, responsible officials | Management, responsible
and respective structural units fully | and respective structural units officials-and respective structural
understand all aspects of market reasonably understand the key units do not understand, or have
risk aspects of market risk chosen to ignore, key aspects of
: ‘ market risk
Management and responsible Management and responsible Management and responsible

officials do not anticipate or take
timely and appropriate actions in
response to changing market
conditions.

Measurement tools and methods
are sophisticated, given the size

Measurement tools and methods
have minor deficiencies, but are

Measurement tools and methods

‘are inadequate given the size or

and complexity of activities. sufficient give the size and complexity of activities.
complexity of activities. '

Management information is Management information is Management information does

sufficient for a clear assessment of | generally sufficient for an _not accurately characterize

the potential volatility and assessment of the potential potential volatility or aggregate

| aggregate risk-taking volatility and aggregate risk-taking | risk-taking

Limit systems establish clear Limit systems establish clear Limits systems do not reflect a

parameters of the risk to carings | parameters of the risk to earnings complete understanding of the

and capital under a variety of and capital under defined and risk to earnings and capital.

defined and reasonable scenarios. | reasonable scenarios. o

The function of measuring - The function of measuring

exposures and monitoring risk is exposures and monitoring risk is

independent from risk-taking not independent from risk-taking

activities. activities.
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Market Risk

Market risk is the current or prospective risk to earnings and capital arising from adverse
movements in bond prices, security and commodity prices and foreign exchange rates in
the trading book. This risk arises from market making, dealing, and position taking in
debt and equity securities, currencies, commodities, and derivatives (bonds, securities,
currencies, and commodities). '

Risks arising under similar circumstances with regard fo similar instruments in the
banking book are addressed in other relevant categories of the risk assessment system.

Summary Conclusions:

The quantity of market risk is:

O Low | O Moderate | O High |

The quality of market risk management is: |

O Strong | . Q Satisfactory | - O Weak |

Inspectors should consider both the quantity of market risk and quality o f market risk
management to derive the following conclusions: '

Aggregate market risk is:

| T Low | O Moderate | - [ High
The direction is expected to be:

| O Decreasing | QO Stable = | Q Increasing |
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Foreign Exchange Risk

Foreign exchange risk is the current or prospective risk to earnings and capital arising
from adverse movements in currency exchange rates and banking metal prices. Foreign
exchange risk can be separated into:

- Transaction risk;

- Translation risk;

- Economic foreign exchange risk.

Transaction risk refers to the impact of adverse movements in currency exchange rates on
the value of open foreign currency positions. However, since it generally arises from
market making; dealing and position taking in foreign currencies it is covered in the
market risk guideline. Translation risk refers to the variability in accounting values that
result from variations in exchange rates which are used in translating carrying values in
foreign currencies to base currency. Economic foreign exchange risk refers to changes in
competitive strength of the financial institution or its entities in the foreign market due to
fundamental changes in exchange rates. '

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expended by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data o f the ongoing risk assessment and ¢ ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

e The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for FX risk management approved by the
Supervisory Council (or its committee) and/or the Board of Managers and appropriate
compliance practices.

e The volume of balance sheet and off-balance sheet items subject to revaluation from
translation at a spot rate and translation at a forward rate.

o The structure of balance-sheet and off-balance-sheet items by:
o Curency.

Products.

Tenor or anticipated duration of positions.

The size and maturity of cash flow mismatches.

The extent of positions in thinly traded currencies.

0000

e The potential size of capital losses from translating accounts denominated in other
currencies to their hrivna equivalent in case of change of currency exchange rates,
taking into account recent trends and projections.
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*» The existence of timely, accurate, and informative management information.
¢ The level and skill of management and staff.

¢ The existence of proper control mechanisms to monitor the accuracy of information,
proper accounting treatment, and compliance with policies or laws.
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Quantity of Foreign Exchange Risk

Review of those factors should allow supervisors to assess the quantity of foreign

exchange risk as:
Low Moderate High
The size of unhedged open FX The size of unhedged open FX The size of unhedged open FX
positions is limited. - positions is moderate. positions is significant.
Cash flows are predictable and are |- Cash flow mismatches are Some positions may be
closely matched or hedged. predictable and moderate in size. | denominated in relatively illiquid

currencies, complicating the ease,
speed, and cost of hedging.

There is negligible volatility tc

There is moderate volatility to

There is substantial volatility to

earnings or capital because of earnings or capital due to ‘earnings or capital due to
{ranslation adjustments. translation adjustments. translation adjustments.
4
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Quality of Foreign Exchange Risk Management

Review of those factors should allow supervisors to assess the quality of foreign

exchange risk management as:
Strong Satisfactory Weak

The internal regulatory The internal regulatory There is no internal regulatory

framework clearly and framework generally defines the | framework for FX risk or it is

reasonably defines the limits of | limits of FX positions by inadequate to the volume and nature

FX positions by currency, currency, term and instrument, of the bank’s operations given

and instrument, management expertise, the bank’s
capital position, and/or volume of
assets and liabilities denominated
foreign currencies. Responsibilities

. are not clearly assigned.

Management, responsible Management, responsible Management, responsible officials

officials and respective structural | officials and respective structural | and respective structural units do

units fully understand all aspects | units fully understand the key not understand, or have chosen to

of foreign exchange risk. aspects of foreign exchange risk. | ignore, key aspects of foreign
exchange risk.

Management and responsible Management and responsible Management and responsible

officials anticipate and respond | officials adequately respond to officials do not anticipate or take

timely and effectively to changes | changes in market conditions. timely or appropriate actions in

in market conditions. response to changes in market
conditions.

Risk measurement tools and Risk measurement tools and Risk measurement tools and

methods are sophisticated, given | methods may have minor methods are inadequate given the

the size and complexity of deficiencies, but are sufficient size or complexity of activities.

activities. given the size and complexity of

activities.

Management information is Management information is Management information does not

sufficient for a clear assessment | generally sufficient for an accurately portray the potential

of the potential market volatility | assessment of the potential market volatility or aggregate risk-

and aggregate risk-taking. market volatility and aggregate taking,

risk-taking.

Limit systems establish clear Limit systems establish clear Limit systems do not reflect a

parameters of the risk to earnings | parameters of the risk to earnings | complete understanding of the risk

and capital under a variety of and capital inder defined yet to earnings and capital.

defined and reasonable reasonable scenarios.

Scenarios.

The function of measuring The function of measuring

exposures and monitoring risk is exposures and monitoring risks is

independent from risk-taking not independent from risk-taking

activities. activities.
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Foreign Exchange Risk

Foreign exchange risk is the current or prospective risk to earnings and capital arising
from adverse movements in currency exchange rates and banking metal prices. Foreign
exchange risk can be separated into:

- Transaction risk; :

- Translation risk;

- Beonomic foreign exchange risk.

“Transaction risk refers to the impact of adverse movements in currency exchange rates on

the value of open foreign currency positions. However, since it generally arises from
market making, dealing and position taking in foreign currencies it is covered in the
market risk guideline. Translation risk refers to the variability in accounting values that
result from variations in exchange rates which are used in translating carrying values in
foreign currencies to base currency. Economic foreign exchange risk refers to changes in
competitive strength of the financial institution or its entities in the foreign market due to
fundamental changes in exchange rates. S

Summary Conclusions:

The quantity of foreign exchange risk is:

LOW‘.l | O Moderate | QO High |

The quality of foreign exchange risk management is:

[ ' Strong | Satisfactory | O Weak |

Inspectors should consider both the quantity of foreign exchange risk and quality of
foreign exchange risk management to derive the following conclusions:

Aggregate foreign exchange risk is:

Q Low | QO Moderate | O High |

I
The direction is expected to be:

| O Decreasing | O Stable | O Increasing |
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Operations risk

Operations risk affects the long-term existence of a banking institution, and arises from
breakdowns in corporate governance or internal controls. Such breakdowns can lead to
financial losses through error, fraud, or failure to perform in a timely manner or cause the
interests of the bank to be compromised in some other way, for example, by its dealers,
lending officers or other staff exceeding their authority or conducting business in an
unethical or risky manner. Other aspects of operations risk include major failure of
information technology systems or events such as major fires or other disasters.

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data ofthe o ngoing risk assessment and ¢ ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

¢ The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for operations risk m anagement approved by
the Supervisory Council (or its committee) and/or the Board of Managers and
appropriate compliance practices. '

* The number and complexity of processing of transactions in relation fo the
development and capacity of operational and control systems taking into account the
historical performance record of these system, their currént condition, and prospects
for further improvement. ‘

* The potential for technological arid operational failures, breaches of authority by

staff, inadequacies in the p re-transaction analysis and d ecision support, and failure -

(including temporary) to monitor and capture transactions with customers or counter
parties. '

* The existence and adherence by the bank to technological cards for conducting
transactions.

» The existence, number, reasons and nature of violations of administrative and
accounting control procedures.

¢ The potential for financial loss due to:
-- Human error or fraud.
-- Competitive disadvantage.
-- Incomplete information.
-- Operational disruption.
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e The history of litigation related to oﬂerations and how the bank dealt with it.
o The volume and adequacy of controls over outsourcing arrangements.

¢ The existence of timely, accurate, and informative management information.
o The level and skill of managemént and staff. |

o The existence of proper control mechanisms to monitor the accuracy of information,
proper accounting treatment, and compliance with policies or laws.

2 NBU Risk Assessment System -38-



Quantity of Operations Risk

Review of the following factors should allow supervisors to assess the quantity of

operations risk as:

Low Moderate i
Client identification, pre- Client identification, pre-transaction | Client identification, pre-
transaction analysis and procedures | analysis and procedures are difficult | transaction analysis and
are standardized. No external to standardize because of procedures cannot be
service providers are used for data | complexity of schemes of standardized because of
entry, conducting transactions involving | complexity of schemes of
separate products. Some external conducting transactions involving
providers are used for important separate products. A number of
data entry. external service providers are
used for important data entry.
The number of transactions and The number of transactions and The level of technological
technological complexity of their | technological complexity of their transaction processing and state
processing is low and weil processing expose the bank to some | of operational systems
supported by operational systems | degree of risk. Operational systems | development are inconsistent and
development. development adequately supports reflect weaknesses.
the level of transaction processing. |
The bark fully meets the There exist certain violations of There exist major violations of
Tequirements to settlement and settlement and cash discipline. The | settlement and cash discipline.
cash transactions. The schemes of | schemes of conducting transactions | The schemes of conducting
conducting these transactions are | are characterized with certain transactions are characterized as
simple, the average size and complexity, the average size of complex, the average size of
number of transactions conducted | transactions is significant, and the operations is high, and the
in different time zones are low. number of transactions conducted in | number of transactions conducted
different time zones is moderate. in different time zones is
significant.
The expansion of the number and | The expansion of the number and The bank lacks adequate plans of
range of banking services is range of banking services is expansion of the number and
consistent with management’s generally consistent with range of services.

plans. Implementation plans are

management’s plans,

clear and followed. Implementation plans are evident
although they are not always
comprehensive.
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Quality of Operations Risk Management

Review of the following factors should allow supervisors to assess the quality operations

risk as:
Strong Satisfactory Weak
Management fully understands all | Management reasonably Management does not understand,
aspects of operations risk. understands the key aspects of or has chosen to ignore, key
Management anticipates and operations risk. Management aspects of operations risk.
responds well to market changes. | adequately responds to changes of a | Management does not anticipate
market nature. or take timely and appropriate
actions in response to market
changes.
The bank has a history of sound The bank has a history of adequate | The bank may have a history of
operations. The likelihood of operations. The likelihood of future | transaction processing failures
future transaction processing fransaction processing failures is (significant in number and/or
failures is minimal because of the | minimized by generally effective consequences). The likelihood of
presence of strong internal controls. future transaction processing
controls. failures is high because of the

absence of effective internal
controls,

The level of operational control at
the bank is high. Internal controls,

The level of operéﬁonal control at
the bank is adequate. Internal

The level of operational control at
the bank is inadequate. Serious

audit, and contingency plans are controls, audit coverage, and weaknesses exist in internal

sound. contingency pians are evident. controls, and audit coverage or
contingency pians.

Management information is Minor deficiencies may exist in Management information related

satisfactory. management information on to transaction processing

transaction processing activities.

activities exhibits significant
weaknesses.

Current staffing is of excellent Current quantity and quality of staff | Current quantity and quality of

quantity and quality (both in terms | is troublesome. Scarcity of required | staff is insufficient. Required

of knowledge of market, knowledge and experience in the knowledge and experience is hard

qualifications and experience). No | market. to obtain in the market.

scarcity of qualified personnel in

the market. ‘ .

Maznagement identifies weaknesses | Management recognizes Management has not

quickly and takes appropriate weaknesses and generally takes demonstrated a commitment fo

action. appropriate action. make the corrections required to
improve operation risk controls.
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Operations Risk

Operations risk affects the long-term existence of a banking institution, and arises from
breakdowns in corporate governance or internal controls. Such breakdowns can lead to
financial losses through error, fraud, or failure to perform in a timely manner or cause the
interests of the bank to be compromised in some other way, for example, by its dealers,
lending officers or other staff exceeding their authority or conducting business in an
unethical or risky manner. Other aspects of operations risk include major failure of
information technology systems or events such as major fires or other disasters.

Summary Conclusions:

The quantity of operations risk is:

[ O Low [ O Moderate | Q High |

The quality of operations risk management is:

] O Strong i _Q Satisfactory | 0O Weak }

Inspectors sh_buld consider both the quantity of operations risk and quality of operations
.. risk management to derive the following conclusions:

Aggregate operations risk is:

[ O Low | | O Moderate | Q High
The direction is eXpec_ited to be: _

C O Docroasing | O Stable | O Tncreasing |
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Reputation Risk

Reputation risk is the current or prospective risk to earnings and capital arising from
adverse perception of the image of the financial institution by customers, counter parties,
shareholders, or regulators. This affects the bank’s ability to establish new relationships
or services or service existing relationships. This risk may expose the institution to
administrative, civil and criminal liability, financial loss or a decline in its customer base.
Reputation risk exposure is present throughout the organization and, therefore, banks are
obligated to exercise an appropriate treatment in dealing with its customers and with the
community. :

The public perception can be delineated as follows: .

o  Market perception: e.g. actual or potential customers or counter parties, or
shareholders

o Regulatory perception: e.g. the National Bank of Ukraine, Securities and Exchange
Commission, State Tax Administration, and other authorized bodies.

Evaluation Factors

- Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual d ata o f the ongoing risk assessment and ¢ ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

e The market or public perception of management and the financial stability of the
institution.

¢ The market or public perception of the products and services offered by the bank,

¢ Management's willingness and ability to adjust business strategies based on
regulatory changes, market conjuncture, or other factors (for instance, termination or
restriction of the validity of separate items in the license, change of the bank’s status,
etc.).

o The bank’s practices of analyzing the prospects for expanding the range of products
and services and developing an appropriate internal regulatory framework, including

as it pertains to conducting due diligence. The prospects for maintaining such
practices in future.

e The volume of fiduciary services and the terms and conditions of rendering them.

¢ The nature and volume of customer complaints and management’s ability and
willingness to respond to those complaints.
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* The existence of highly visible or conspicuous litigation, which has affected the
bank’s image.

* Historical fines, penalties and other financial losses arising from administrative, civil
and criminal liability incurred by the bank (or its managers).

* The findings of internal and supervisory reviews and management’s willingness and
ability to respond to these reviews. '

¢ The bank’s participation in the Household Deposit Insurance Fund.
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Summary Assessment

Review of those factors should allow supervisors to assess composite reputation risk as:

- Moderate

- Low High

Management anticipates and Management adequately respords | Management does not anticipate or
responds well fo changes of a to changes of a market or other take timely or appropriate actions
market or other nature that impact | nature that impact its reputation, | in response to changes of a market
its reputation. . . or other nature. ‘

The existence of an officially The existence of an officially No Code of Ethics exists at the
developed and unofficial Code of | developed and unofficial Code of | bank or it does not function.
Ethics, which is fully complied Ethics, which is generally

with. complied with.

The bank’s internal discipline in | The bank’s internal disciplinein | The bank’s internal discipline in
risk management is maintained at | risk management is maintained at | risk management is not maintained.
a very high level, an acceptable level. ‘

Internal controls and audit are Internal controls and auditare =~ | Internal controls or audit are not
fully adequate. generally adequate. effective in reducing exposure.

Management has either not
initiated, or has a poor record of,
corrective action to address
problems. ‘

Franchise value is only minimally
exposed by reputation risk.
Exposure from reputation risk is

The exposure of franchise value
from reputation risk is controlled
(for instance, through an effective

Franchise value is substantially
exposed by reputation risk shown
in significant litigation against the

expected to remain low in the public relations function). _bank and its managers, large dollar
foreseeable future. Exposure is not expected to losses, or a high volume of
: increase in the foreseeable future. | customer complaints. Exposure is
expected to continue inthe
foreseeable future.
The Household Deposit Insurance The bank is not a participant of the

Fund insures a significant portion
of total household deposits. The
average amount of a deposit does
not exceed the amount of
guaranteed compensation.

Household Deposit Insurance Fund
or is its temporary participant.
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Reputation Risk

Reputation risk is the current or prospective risk to earnings and capital arising from
adverse perception of the image of the financial institution by customers, counter parties,
shareholders, or regulators. This affects the bank’s ability to establish new relationships
Or services or service existing relationships. This risk may expose the institution to
administrative, civil and criminal liability, financial loss or a decline in its customer base.
Reputation risk exposure is present throughout the organization and, therefore, banks are
obligated to exercise an appropriate treatment in dealing with its customers and with the
community.

The public perception can be delineated as follows: ,

© . Market perception: e.g. actual or potential customers or counter parties, or
shareholders

© Regulatory perception: e.g. the National Bank of Ukraine, Securities and Exchange
Commission, State Tax Administration, and other authorized bodies.

Summary Conclusions;
Aggregate reputation risk is:
B 0 Low | O Moderate | O High
The direction is expected to be:
O Decreasing | - Q Stable Q Increasing |
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Legal Risk

Legal risk is the current or prospective risk to.earnings and capital arising from violations
or non-compliance with laws, rules, regulations, agreements, prescribed practices, or
ethical standards, as well as from the possibility of dubious interpretation of effective
laws or rules. Institutions are exposed to legal risk due to relations with a great number
of stakeholders, e.g. customers, counter parties, intermediaries, etc., as well as regulators,
tax authorities, and other authorized agencies. Legal risk can lead to fines and penalties,
payment of damages, diminished reputation, deteriorating position in the market, reduced
expansion potential, and lack of contract enforceability.

Evaluation Factors

Examiners should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the examiner in making
decisions within the RAS. The actual data o f the ongoing risk assessment and c ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

e The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc) for legal risk management approved by the
Supervisory Council (or its committee) and/or the Board of Managers and appropriate
compliance practices.

e The number and significance of violations or nonconformance with prescribed
standards or legal requirements (significance is determined by analysis of the
frequency, dollar amount, and nature of noncompliance). The analysis should
incorporate both current and historical perspectives.

e The history of complaints, claims and litigation by customers and others. The
complaints, claims or litigation may involve:
o Consumer rights protection in connection with receipt of banking services
(lending, deposits, funds transfer, fee-based services, etc.).
o Violation and enforcement of banking laws and regulations.
o Other explicit or implied prudential and ethical standards, whether established
internally or mandated by others.

e How policies and powers are communicated to management and staff.
¢ The existence of timely, accurate, and complete management information.

¢ The level and skill of management and staff (in particular, legal staff).
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¢ The existence of appropriate controls (internal and external audit, appropriate
procedures, efc.) to ensure compliance with the requirements of laws and regulations,
the requirements of the internal regulatory framework and concluded agreements.
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Summary Assessment

Review of those factors should allow examiners to assess aggregate légal risk as:.

Low . Moderate High
Management fully understands all - | Management reasonably | Management does not understand,
aspects of legal risk and exhibits | understands the key aspects of or has chosen to ignore, key
clear commitment to compliance. legal risk. aspects of legal risk.

Authority and accountability for
compliance are clearly defined and
enforced throughout the institution.

Authority and accountability for
compliance are communicated
throughout the institution,
although some refinements may be
needed.

Management has not established,
has not communicated throughout
the institution or enforced
accountability for compliance
performance.

Management anticipates and

Management adequately responds

Management does not anticipate

responds well to changes in the to changes of a market or or take timely or appropriate
market or regulatory nature. regulatory nature. actions in response to changes of

a market or regulatory nature.
Legal considerations are “While compliance may not be - Legal considerations are not
incorporated into the product and formally considered when incorporated in product or
system development process. developing products and systems, | systems development.

issues are typically addressed
before they are fully implemented

Violations or noncompliance issues
are insignificant, as measured by
their number or seriousness.

The frequency or severity of
violations or noncompliance is
reasonable.

Violations or noncompliance
expose the company to significant

- impairment of reputation, value,

earnings, or the bank’s position in
the market.

‘When deficiencies are identified,
management promptly implements
meaningful corrective action.

Problems can be corrected in the
normal course of business without
significant investment of money or

Errors are often not detected
internally, corrective action is
ofien ineffective, or management

management resources. is unresponsive to identified
Management is responsive when | deficiencies.
deficiencies are identified.

The institution has a good record of
compliance. Appropriate controls
and systems are implemented to
identify potential legal issues,
compliance problems and assess
performance, which minimize the
likelihood of numerous or serious
future violations.

Compliance management systems
are adequate to avoid significant or
frequent violations or
noncompliance.

Compliance management systems
are deficient, reflecting an
inadequate management
commitment to risk management,

Training programs are effective and
the necessary resources have been
provided to ensure compliance.

Management provides adequate
resources and training given the
complexity of products and
operations.

Management has not provided
adequate resources or training.

2 NBU Risk Assessment System

-48 -




"Legal Risk

Legal risk is the current or prospective risk to earnings and capital arising from violations
or non-compliance with laws, rules, regulations, agreements, prescribed practices, or
ethical standards, as well as from the possibility of dubious interpretation of effective
laws or rules. Institutions are exposed to legal risk due to relations with a great number
of stakeholders, e.g. customers, counter partics, intermediaries, efc., regulators, tax
authorities, and other authorized agencies. Legal risk can lead to fines and penalties,
payment of damages, diminished reputation, deteriorating position in the market, reduced
expansion potential, and lack of contract enforceability.

Summary Conclusions:
Aggregate legal risk is:

| Q Low | Q Moderate | Q High |
The direction is expected to be:

| U Decreasing | Q Stable | O Increasing |
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Strategic Risk

Strategic risk is the current or prospective risk to earnings and capital arising from
adverse business decisions, improper implementation of decisions, or lack of
responsiveness to changes in the business environment. This risk is a function of the
compatibility of a bank’s strategic goals, the business strategies developed to achieve
those goals, the .resources deployed against these goals, and the quality of
implementation. The resources needed to carry out business strategies are both tangible
and intangible. They include communication channels, operating systems, delivery
networks, and managerial capacities and capabilities. The organization’s internal
characteristics must be evaluated against the impact of economic, technological,
competitive, regulatory, and other environmental changes. - :

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data o f the ongoing risk assessment and ¢ ontrol

system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

o The bank's mission, goals, corporate culture and values, and tolerance for risk.

e Management’s practices of cofnnmnicating, modifying, and implementing strategic
plans. '

e The status of implementation of strategic pians, the frequency ‘and magnitude of
changes in the bank’s risk tolerance. ' ‘ :

¢ Management information sysfems and controls available to monitor business
decisions. ' '

. S.tra_tegic choices relating to technological, ﬁroduot, and competitive environments
and their impact on franchise value. : :

s Merger and acquisition plans and opportunities.
¢ The compatibility of strategic initiatives with available or planned resources.

e The bank's market position, including market penetration at both the product and
geographic level.

e The bank's diversity in terms of products, geography, and demographics.

e The bank's past performance in offering new products and services.
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Surmm ary Assessment

Review of those factors should allow supervisors to assess aggregate strategic risk as:

Low Moderate High
Risk management practices are an The quality of risk management is Risk management practices
integral part of strategic planning. consistent with the strategic tasks are inconsistent with strategic
confronting the organization. tasks. A lack of strategic
direction is evident.
Strategic goals, objectives, corporate Management has demonstrated the Strategic tasks are
| culture, and behavior are effectively ability to implement goals and inadequately supported by the
-communicated and consistently objectives and successful bank’s internal regulatory
applied throughout the institution. implementation of strategic tasks is framework. The structure
The effectiveness of implementation likely. and qualifications of the staff
of strategic tasks is enhanced by the of the organization do not
depth of management qualifications support long-term strategies,
at all levels.
The bank has a good record of The bank has a reasonable record of | The bank demonstrates its
accomplishing goals and accomplishing goals and inability to accomplish goals
implementing strategic tasks. implementing strategic tasks. and to implement strategic
Strategic plans do not pose a threat of Strategic plans pose a minor and tasks. The implementation of
destabilization of the bank’s | generally manageable threat of the bank’s strategic plans may
condition. destabilization of the bank’s cause destabilization of its
condition. condition.
Management information systems Management information systems Management information
effectively support strategic tasks, reasonably support short-term systems supporting strategic
strategic tasks. tasks are seriously flawed or
do not exist.
The bank’s strategic plan The bank’s strategic plan The impact of strategic
implementation tactics are consistent implementation tactics are generally | decisions is expected to
with the defined strategy, are consistent with the defined strategy significantly affect franchise
supported by capital and pose only and are basically supported by capital | value. The bank’s tactical
nominal possible effects on earnings | and operating systems. Decisions are | actions to implement strategic
volatility. Decisions can-be easily not likely to have a significant plans are aggressive andfor
changed with reasonable expenses. adverse impact on earnings or capital. incompatible with the defined
H necessary, the decisions or actions strategy. Decisions are either
can be reversed without significant difficult or costly to reverse
cost or difficulty. in the process of their
implementation.
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Strategic Risk

Strategic risk is the current or prospective risk to earnings and capital arising from
adverse business decisions, improper implementation of decisions, or lack of
responsiveness to changes in the business environment. This risk is a function of the
compatibility of a bank’s strategic goals, the business strategies developed to achieve
those goals, the resources deployed against these ~goals, and the quality of
implementation. The resources needed to carry out business strategies are both tangible
and intangible. They include communication channels, operating systems, delivery
networks, and managerial capacities and capabilities. The organization’s internal
characteristics must be evaluated against the impact of economic, technological,
competitive, regulatory, and other environmental changes. ' '

Summary Conclusions:

Aggregate strategic risk is:

| ‘ O Low | QO Moderate | Q High |

The direction is expected to be:

[ Q Decreasing | O Stble | Q Increasing |
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Information Technology (IT) Risk

IT risk is the current or prospective risk to carnings and capital arising from inadequate
information technology and processing in terms of manageability, exclusivity, integrity,
controllability, and continuity, Further, IT risk arises from an inadequate IT strategy and
policy, and from inadequate use of the information technology.

Evaluation Factors

Supervisors should consider the following evaluation factors in making risk assessments.
These evaluation factors are recommended criteria and may be expanded by supervisors,
if necessary. They are an overview of issues that can assist the supervisor in making
decisions within the RAS. The actual data o fthe ongoing risk assessment and ¢ ontrol
system existing at the bank are to make sure that management makes adequate and
effective decisions and are considered by supervisors when assessing the bank’s risk.

* The existence of an adequate, effective and communicated internal regulatory
framework (policies, procedures, etc.) for IT risk management approved by the
Supervisory Council (or its committee) and/or the Board of Managers and appropriate
compliance practices in order to avoid IT risk.

* Daily turnovers of balance sheet and off-balance sheet transactions conducted with
the help of information systems relative to the bank’s capital.

* The number of transactions relative to the information system’s capacity.

¢ The complexity (for example, compatibility of system components, network
branching, possibility of system support with in-house resources) of hardware and
software systems and stability (current and projected) of these systems.

¢ The potential for significant financial loss due to:
© Inadequacy of existing information systems.
© Impossibility of timely identification of human error or fraud.
o Impossibility of timely restoration of information systems after operational
disruption.

* The adequacy of controls over outsourced software and its maintenance and other
services.

¢ Adequacy of IT strategy. IT strategy should address current and foreseen business
requirements, and take into consideration hardware, telecommunications, software,
data and network structure, and data integrity.

* A process exists for;
o Identifying information needs to manage the corporation efficiently.
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o Defining the systems architecture for transaction processing and for delivering
products and services.

o Assuring the reliability and retention of information (e.g., data creation,
processing, storage, and delivery). This includes business continuity
planning. |

o Providing the timely production and use of management information.

2 NBU Risk Assessment System -54 -
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Quality of IT Risk Management

Review of those factors should allow

supervisors to assess the Quality of IT Risk

Management as:
Strong Satisfactory Weak
Management and responsible Management and responsible Management and responsible
officials fully understand all officials reasonably understand the | officials do not understand, or
aspects of IT risk. The bank has | key aspects of IT risk. The bank has | have chosen to ignore, key
comprehensive IT policies. generally adequate IT policies, aspects of IT risk. The bank has
no IT policies or they are
inadequate.
IT strategy appropriately covers | IT strategy may possess some The IT strategy is not or poorly
hardware, telecommunications, deficiencies in covering hardware, | defined or strongly deficient.
software, data and network telecommunications, software, data
structure and data integrity. and network structure, and data
integrity.
The IT strategy and policy are The IT strategy and policy are The IT strategy and policy are
fully complied with and generally complied with and not complied with and/or not
supported by adequate resources. | supported by generally adequate supported by appropriate
resources. 1eSoUrces.
The number of transactionsand | The number of transactions and The level of transaction
technological complexity of their technological complexity of their processing and state of systems
processing is low and well processing expose the bank to a have major deficiencies, which
supported by the state of systems | degree of risk. may expose the bank to
development, significant damage to reputation
or loss of earnings or capital.
The institution has a history of Possible losses to reputation, The institution may have a
sound operations. earnings or capital exist, but are history of transaction processing
mitigated by adequate internal failures (significant in number
controls and/or consequences)
Full restorability of information | Adequate restorability of Information and information
and information processing after | information and information processing often take a lot of
operational disruption. processing after operational time to restore after operational
disruption. disruption.
Sound user authorizations to Instances of unauthorized
change static data and read accesses.
confidential data. Hardly any
unauthorized accesses.
Systems, internal controls, audit | Adequate information systems, Serious weaknesses exist in
and contingency plans are sound. | audit coverage, and contingency operating and information
plans are evident, systems, internal controls,
internal and external audit
coverage, or contingency plans.
Management identifies Management identifies and Management has not
weaknesses quickly and takes measures the most significant IT | demonstrated a commitment to
appropriate action. risks and takes appropriate action. | make the corrections required to
improve transaction processing
and IT risk controls.
2 NBU Risk Assessment System -55-
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Information Technology (IT) Risk

IT risk is the current or prospective risk to earnings and capital arising from inadequate
information technology and processing in terms of manageability, exclusivity, integrity,
controllability, and continuity. Further, IT risk arises from an inadequate IT strategy and
policy, and from inadequate use of the information technology.

Summary Conclusions:

Aggregate IT risk is:

P O Low ] O Moderate | 0O High B
The direction is expected to be:

[ O Decreasing | O Stable Q Increasing |
2 NBU Risk Assessment System - -56-



Comprehensive Program for the Development of the Banking System of Ukraine for
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Comprehensive Program for the Development of the
Banking System of Ukraine for the years 2003-2005

Preamble

International experience has convincingly demonstrated that economic growth and ensuring of
effective conditions for the development of the private sector and improvement of the social
protection and welfare of the population are conditional upon the effective development of the
banking system as a key element of a market economy. :

The building of the banking sector bears a comprehensive and systemic nature and requires the
coordination of the efforts of all the participants of the process — the banks, the NBU, and
legislative and executive government authorities. '

‘The NBU is coming up with an initiative of transition to qualitatively new and more targeted
approaches to the building of the kind of banking system, which would stimulate the
development of the economy, have public confidence and be competitive in external markets.

The first priorities should be to ensure systemic stability, to mitigate the vulnerability of the
banking system to external and internal factors of destabilization, and to increase the quality and
effectiveness of its activity. '

The development of the banking system should be aimed at increasing the volumes of services to
businesses and individuals in all the regions of the country. Loans should become affordable and
attractive. Banking s ervices should become diversified in type and terms and conditions. The
banks should become active participants in the development of the financial and insurance
markets.

Banking activity should be based on the principles of opemléss, transparensy, equality and
impartiality, adherence to business ethics, and responsibility to the client, the public and the
state. ' , : _

The state should profess the usage of market mechanisms of influence on the entities of the
banking sector, including the application of modern prudential supervision standards. All
effectively operating banks regardless of their size should have equal chances of becoming
market participants and finding their niche and their client. G overnment-owned banks should
also be gradually reoriented at market principies of operation. ' '

It is this vision of the development and building of the banking sector, which can be achieved by
meeting the stated goals and implementing a consistent and comprehensive government action
program, that the Comprehensive Frogram for the Development of the Banking Sector of
Ukraine for the Years 2003 — 2005 (hereinafter — the Comprehensive Program) is built upon.

The Comprehensive Program defines key goals and priorities of the further building of the
banking system, w ays and directions of their implementation, sufficient p reconditions for the
successful fulfiliment by the banking system of the tasks facing it at the current stage of
development of the economy of Ukraine.

Go
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SECTION 1. CURRENT CONDITION OF THE BANKING SYSTEM AND PROBLEMS OF
ITS DE VELOPMENT

Over the last years in Ukraine there have been achieved certain elements of stabilization of the
banking system with the preservation of its market orientation and ability to play an important
tole in strengthening stabilization processes and making structural transformations in the
economy on the whole. This has been promoted by economic growth and financial stabilization.

The stimulating factors of development of the banking system have also included the creation of
modern banking law oriented at EU law and current international practices; conversion of the
banking system to an accounting system based on International Financial Reporting Standards;
‘introduction of a household deposit insurance system; creation of a national payment system
based on advanced computer technology; and creation and constant improvement of a bank
supervision function. ' .

Over the period of 2000 — 2002 the capital of the banking system has grown by 2.3 times up
from UAH 4.5 billion to UAH 10.1 billion. Over this period, funds due to businesses have grown
by 2.5 times and reached UAH 20 billion. Funds due to individuals in the banking system have
increased by 4.4 times up from UAH 4.3 billion to UAH 19.1 billion. Loans to businesses over
the same period have grown by 3.4 times, including long-term by 4.5 times.

In the meantime, the banking system of Ukraine has certain deficiencies.

Most problems affecting the development of the banking system lie outside the stratum of the
banking system. Among them it is necessary to single out first of ail the following:
* Slow pace of market transformation and restructuring of the real sector of the economy;
¢ Manifestations of administrative influerice on the part of government authorities on the
activity of individual banks, refusals to meet their obligations to banks, forcing banks to
perform operations being alien and financially unjustified to them;
¢ Weak and insufficiently transparent financial condition of a significant number of
businesses, and low payment discipline; ' '

Excessive tax pressure and existence of numerous tax privileges;

Weak development of land and real estate market infrastructure, and legislative

restrictions on operations in this market; A _ .

* Weakness of Iegal protection of creditor rights, including serious deficiencies in

enforcement. o T

In addition, the development of the banking system of Ukraine is restrained because of
problems inherent in the banking system itself. Among them are; '

¢ Inadequate capitalization level of the banking system;

* Absence in most banks of effective mechanisms and tools for risk management,
planning, and development strategies; _

* Low return on bank assets because of generally low asset quality, the high proportion
of noneaming assets in the total assets of the banks, and the unjustifiedty high cost of
business;

¢ Low level of bank management and corporate govemance;

Inadequate effectiveness of bank supervision, in particular, in the area of risk-based
supervision.
The building of the banking system has to be an integral part of the common efforts of the
legislative, the executive, the judicial, and the NBU in the area of strengthening the economy of
the state. The development of the banking system and the fulfillment by it of the objectives and
priotzity tasks assigned are conditional upon:
* Ensuring the sustainable development of the economy of the state;
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« Removing disproportions in the structure and pace of development of the economy of
Ukraine and its banking system;

e Implementing an effective macroeconomic policy, which envisages:

- balanced budget policy based on the timely drafting and approval of real budgets
of all levels and their strict fulfillment;

- prudent fiscal policy aimed at reducing tax pressure and addressing the practice of
tax privileges; '

- monetary-credit policy adequate to the general economic situation.

o Coordinating the actions of government authorities with regard to the banking system;
Developing legislation in a comprehensive and systemic manner in order to address
collisions and loopholes and to improve enforcement practices; '

Developing financial markets;
¢ The payment system operating in a continuous and effective way.

The key monetary precondition for achieving the goals of further development of the banking
system is the stability of the hryvnia. Given this, monetary-credit policy in Ukraine will be
implemented first of all taking info account the need to maintain the stability of the national
currency and to improve the resistance of the monetary credit system to possible internal and
external destabilizing factors. _ -

A gradual liberalization of the current system of foreign exchange regulation will be done taking
into account the situation in the domestic and foréign financial markets to create conditions for
expanding the range of operations of banks and their customers in the foreign exchange market
and will be viewed by the NBU not only as a means of improvement of the mechanisms and
procedures of foreign exchange rate policy, but also in the context of actions on the formation of
a more sophisticated transmission mechanism of monetary-credit policy.

The NBU's liberalization actions in the foreign exchange segment of the money-credit market
will be accompanied with measures to increase the effectiveness of the discount rate and other
instruments of monetary-credit policy, which have a significant influence on economic

processes. The discount rate will be established by the NBU at a level being positive in relation
to inflation. : ' _ : '

Given the high level of openness of the economy of Ukraine and its vulnerability to various
internal and external shocks, which makes it more difficult to accurately predict the
consequences of application of particular actions, the NBU will take any actions on monetary
stimulation of the development of the banking sector in a gradual, predictable and transparent
manner for financial market participants. , :
SECTION 2. MAJOR GOALS AND PRI ORITY TASKS OF DEVELOPMENT OF THE
BANKING SYSTEM '

Sustainable development of the banking sector is highly topicall from a standpoint of
development prospects of the state’s economy. . _

Favorable macroeconomic dynamics and the NBU’s monetary, foreign exchange rate and
regulatory policies have created necessary conditions for the growth of capital, assets, and funds
attracted by banks, and strengthening of the financial condition of bank institutions. This has
contributed to the strengthening of the market orientation of the banking sector and its gradual
approximation to the best international banking practices.
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However, currently the participation of the banking system in the development of the state’s
economy is limited and insufficient. Given this, the major goals of further development of the
banking system of Ukraine are;

To strengthen the banking system of Ukraine, increase its resistance to crises;
To strengthen confidence in the banking system on the part of depositors and investors;
To make banks more active in attracting funds and transforming them into loans to the
real sector of the economy;

® To deepen the integration of the banking system of Ukraine into the global financial
environment.

In order to achieve the stated goals in the period of 2003-2005, the following priority tasks need
to be fulfilled: )

To increase the capitalization level of banks;

To improve the quality of corporate govemance at banks;

To improve risk management and internal control systems;

To improve the practices of regulation and supervision of banking activity;

To ensure the transparency of operation of the banking system;

To legally ensure the protection of the rights of creditors, depositors and borrowers;

To expand the range and increase the volume of products and services in the banking and

financial markets;

* To prevent and counteract the legalization of funds obtained in a criminal way and the
financing of terrorism;

* To continue the work on the adaptation of the banking law of Ukraine to EU law and the

recommendations of the Basel Committee on Banking Supervision and other

international organizations.

SECTION 3. PRINCIPLES AND AREAS OF INTERACTION OF GOVERNMENT
AUTHORITIES WITH THE BANKING SYSTEM

Government policy in respect of the banking system of the country is based on the rule of law,
the preservation and strengthening of market principles of banks’ operation, and the usage of
mostly indirect methods of influence on the processes going on in the banking sector.

Influence of the state on the banking sector is made by forming an appropriate legislative and
regulatory framework for the operation of banks and the financial services market and for the
realization of control over compliance with effective requirements.

The state is present in the capital of some banks and participates in their management.

In order to maintain a competitive environment in the financial sector, there has been designed a
legal framework for the creation and operation of nonbank financial institutions and there has
been created a State Commission on the Regulation of Financial Services Markets, which is to
regulate the activity of such institutions.

In the meantime, the absence of a systemic and comprehensive approach to the development and
adoption of legislative acts has led to collisions and loopholes in the current legislation and
numerous errors in enforcement, which has a negative influence on the development of the
banking system.
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The further development of the banking system of Ukraine is based upon the following

principles and areas of interaction of government authorities with the banking system:
3.1.Ensuring on the part of government authorities of: -

- Strict adhetence by central and local government authorities to the requirements
of legislation on nonintervention in the activity of banks;

- Creation of equal conditions of operation for all banks;

3.2 Improving the legal framework for economic activity by drafting new and making
amendments and supplements to effective laws and regulations (according to Attachment
2); _

3.3 Improving the system of taxation of banks and bank operations, in particular:

- Optimizing the tax law with regard to expenses on formation of reserves for
active operations by baunks and the procedure for charging-off debt through such
reserves; o

- Barring the introduction of a tax on personal income from deposits and
certificates of deposit; _

- Addressing the issue of taxation of accrued income of banks on a cash basis and
of transition towards the determination of a tax assessment basis using deferred
tax procedures; ' :

- - Taking measures to bar banks from being assigned fiscal functions.

3.4, Ensuring the transparent operation of business entities, first of all, by means of a fuller
application of International Financial Reporting Standards and International Standards on
Auditing. : : '

3.5.Repaying to banks problem debts guaranteed by the government.

3.6 Repaying the debts of budgets of all levels to business entities and on social payments.

3.7.Taking measures aimed at improving the creditworthiness of business entities, to which

end:
. To legislatively increase the requirements to the level of corporate governance of
business entities; ‘ :

7

- - To increase the requirements fo the accuracy of financial statements and their
compiling in compliance with International Financial Reporting Standards.
3.8.Reducing the list of entities, which are not subject to privatization, which will make it
possible to use their property as collateral. ' '
3.9.Introducing 2 mechanism of declaring liquid produce of agriculture with using it as
collateral in lending (warehouse certificates, etc.). - =
3.10, Creating conditions for the development of nonbank financial institutions:

- Creating institutional and legislative frameworks and strengthening the
mechznisms of legal regulation and supervision of credit unions, insurance
organizations, pension funds, and other nonbank financial institutions;

- Eunsuting the independence and effectiveness of operation of the State
Commission on the Regulation of Financial Services Markets.

3.1L Enbancing the role of the Household Deposit Insurance Fund, including:

- Ensuring the equality of termas and conditions for compensation of funds to
depositors of all the banks participating in the Fund;

- Accelerating reserves accumulation by the Fund; _

- Strengthening the participation of the state in the formation of the Fund’s funds;

: - Increasing the amount of guarantced compensation on a step-by-step basis.
3.12. Gradually introducing a mechanism of compensation of funds to depositors of the
State Savings Bank of Ukraine. ‘ ' o
3.13. Determining priority areas of social-economic activity, which need credit support
and government mechanisms of their stimuiation.
3.14, Promoting the stable operation of government-owned banks:

Y



DRAFT . 6

- Ensuring the financial capacity and increasing the capitalization of government-
owned banks;

- Addressing at the legislative level the issue of proper corporate govemance of
government-owned banks by the Cabinet of Ministers of Ukraine.

3.15. Introducing a procedure for selecting banks to service government programs only
through public tenders with the determination and publication of requirements to
applying banks;

3.16. Introducing effective rules and procedures for counteracting the legalization of
funds obtained in a criminal way and the financing of terrorism:

- Drafting implementing regulations aimed at fulfilling the provisions of anti-
money laundering legislation;

- Designing and introducing at banks of internal programs for counteracting the
legalization of money obtained in a criminal wa , Which would include the
designing of internal control procedures (financial monitoring) and organization
of personnel training programs;

- Holding appropriate educational and informational events among the population
and business entities. - S

3.17. Creating a national register of titles to real estate and a land cadastre.

3.18. Creating conditions to revitalize the activity of the stock and insurance markets, in
particular: .

- Improving the legislation determining the conditions of their operation;

- Further developing the government securities market;

- Ensuring a transparent system of operation of exchanges;

- Unrolling an effective system of supervision over insurance activity;

- Further developing the National Depositary System, creating a single securities
depositary (except for government securities) and introducing a mechanism of
execution of securities contracts according to the “delivery against payment”
principle, including using guaranteed settiements.

3.19. Creating conditions to bar monopolism in the market of armed security services for bank
institutions. - . : : -

SECTION 4. MROVHVG THE STRUCTURE OF THE BANHNG SECTOR

Structure of the banking system of Ukraine and universal functional capacities of banks defined
by current legislation meet basic needs.of economy and provide for the favorable envirorment
for the banking system development. Specialization of banking institutions in certain types of
activities, geographical regions, operations or services is feasible within the framework of
universal status of banks. Strategies selected by banks - specialization or universality, search for
the most suitable organizational and legal form of ownership and management are defined by
basic market driving forces - demand and supply of banking products and services and capital
flow in the search of the best investment alternatives. State regulation of these processes happens
only indirectly and market methods are applied. » .

At the same time, there exist certain disproportions in development pace between the financial
sector and the real sector of the national economy. Large enterprises that are of strategic
importance for Ukraine need sizable banking products and services that can only be provided by
large banks the number of which is not sufficient in Ukraine. In addition, an important segment
of the national economy is small and medium-sized businesses that are not viewed by large
banks as attractive customers and that have to go for products and services to smaller banks,
which cannot always fully meet their needs.

Optimization of the structure of the banking system may be achieved by:
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4.1:Setting up conditions and facilitating the organization and functioning of a viable system
of universal and specialized banks;

4.2 Introducing an effective system of management and operation of government-owned
banks; - : : - ‘ _

4.3.Consolidating the banking sector through processes of reorganization of banks and
establishment of banking groups; .

4.4.Creating preconditions for the opening of branches of foreign banks with the introduction
of an appropriate system of licensing of their activity;

4.5 Ensuring a harmonious co-existence of large banks with small and medium-sized banks
on the basis of equality of requirements as to their compliance with prudential
supervision standards, as well as of banks and nonbank financial institutions;

4.6.Creating a Ukrainian Bank for Promcting Development. .

4.7 Preventing the banking system from being used to perform illegal and doubtful -
operations, including fraud, legalization of funds received in a criminal way, and
financing of terrorism.

SECTION 5. IMPROVING THE SOUNDNESS OF THE BANKING SYSTEM AND
ENSURING THE TRANSPARENCY OF ITS OPERATION

As of the beginning of 2003, in Ukraine there are observed no significant risks, which may lead
to a systemic banking crisis. Given the importance of further maintenance of stability, the NBU
exerts close surveillance over banks, where a large proportion of the assets, liabilities and capital
of the banking system is concentrated. R et

The stability of the banking system largely depends on the level and quality of management of
risks inhérent in banking, with credit risk being the most important of them, in particular, risk of
insider operations. Currently, the sensitivity of banks to other risks — lLiquidity, interest rate, FX —
is rather Low, w hich, even given the imperfection o f practices o f their management, d oes not
pose a significant threst to the soundness of the banking system. - . N

On the other hand, the soundness of the banking system and confidence in it are closely related
to its transparency. Ukrainian banks are legally obliged to disclose their annual financial
statements and annual consolidated financial statements with an external auditor’s opinions, as
well as their interim financial statements. However, the disclosure -of i nformation on risks in
banking operations in the official reports of banks, even though it generally complies with
International Financial Reporting Standards, is insufficient for a completé assessment of the
soundness and viability of the institution, as well as the effectiveness of its risk management.

Tn addition to disclosure problems, the banking system also faces other equaily important issues,
which impede strengthening its soundness. The most important of these is inadequate
capitalization, a low quality of assets and deficiencies in their classification by risk of non-
repayment, unicasonably high level of banking expenses; imperfect resource base structure

" where expensive attracted funds dominate. S '

In order to strengthen the soundness of the banking system and ensure its transparency, the
following needs to be done: Pt

5.1.Improve the quality of corporate governance and internal audit at banks by.

- Strengthening the requirements to the qualifications and business reputation of the members
of the Supervisory Council of the bank;

- Increasing the responsibility of the owners of the bank for its activities;

G4
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- Broadening the functions of the Supervisory Council with regard to the determination of the
bank’s development and operating strategy, its organizational structure, comprehensive risk
management system, risk limits, approval of internal policies, etc.;

- Raising the status and role of internal audit and risk management fimctions;

- Improving the procedure for reviewing the business reputation, education and work
experience of the managers of the bank and its structural units, when they are appointed to
their positions and in the process of their work.

5.2.To strengthen the role and quality of external audit based on the implementation of
International Standards on Auditing and to toughen requirements to audit firms.

5.3.Take actions aimed avoiding conflicts of corporate interests.

5.4.Implementation in banks of efficient risk management systems, including:

- procedures for identification, monitoring and control of banking risks, in particular,
operational, interest rate and market risks;

- models for measuring risks;

- contingency planning;

- work aimed at training qualified experts in the risk management area.

5.5. Ensure transparency in banks’ activities by means of:

- Strengthening requirements to the content and format of publications of anmual and interim
financial reports, including to their re-publication of reports where material deficiencies were
disclosed. Banks must publish profound and detailed information on their financial condition,
owners, management structure, major investments and volumes of reserves, sources of
income, risks taken by the bank and the quality of their management;

= Strengthening responsibility of bank management for accuracy and timeliness of Teports, as
well as accuracy of commercials;

- Continuing the work on the implementation of International Financial Reporting Standards,
including those concerning recognition of financial instruments, and International Standards

. on Auditing;

- Implementing Basle Committee requirements to the disclosure of quantitative and qualitative

- information on the condition and performance of banks;

- Educating on approaches to the interpretation of financial reports;

- Expansion of the network of rating agencies as independent experts in risk assessment.

5.6. To increase the level of capitalization of banks by means of:

- [Ensuring an inflow of capital to the banking system; =

- Improving assets quality, more active problem debt collection efforts;

- Profitability growih, including through the growth in the range of risk free commission
operations; N

- More optimum structure of expenses, in particular, more reasonable approach to operating
and administrative costs; co o - .

- Strengthening NBU control over bank’s compliance with capital adequacy requirements.

5.7. Increase responsibility for illegal disclosure of banking secrecy.

5.8.Address at the legislative level the protection of the rights of creditors by means of

- Creation and maintenance of a register of titles to real estate as tied the land plot;

- Establishment of priority title of the first creditor to the property pledged by means of the
registration of property liens;

- Establishment of credit history bureaus in order to accumulate and exchange information on

. the creditworthiness of bank borrowers;

- Simplification of formal collateral procedures and the sale of collateral;

- Determining various conditions and ways of the sale of collateral;

- Sale of collateral, when the borrower is bankrupt, before other creditor claims;

- Restrictions on the use by the debtor in histher benefit of the moratorium on meeting
legitimate claims of creditors.

5.9. Address at the legislative level the protection of depositors’ rights, including:

g1
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- 1mprovmg the bank liquidation procedure;

- improving the system of individual deposits insurance. :

5.10. Make sure that banks, whose activity threatens the interests of dep051tors or creditors, exit
the market on a timely basis; :

5.11. Enhance the professional level of management and key owners of banks.
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SECTION 6. INCREASING VOLUME.S AND EXPANDING THE SPECTRUM OF
BANKING PRODUCTS AND SERVICES FOR THE REAL SECTOR OF ECONOMY AND
POPULATION

During the period of the development of the banking system of Ukraine, banking products and
services for legal entities and individuals typical for market economy were developed and
launched.

The majority of them, volume and mix-wise, are credit products. As of 2002 year end, the share
of interest income of banks from loans to legal entities and individuals was over 60% of the total
amount of banking income.

At the same time, the spectrum and volumes of credit services are rather limited — mostly this is
direct short-term lending — whereas current business conditions require new forms and methods
of credit support.

Over the last years the trend of expanding the spectrum and increasing volumes of transactions
that form the resource base of banks is observed. This translates into the development of new,
more flexible from the point of view of satisfying customer needs, deposit products.

Recently banks started to focus on expanding the list of transactions that generate fee income.

In spite of large volumes of lending, the needs of economy in credit support still remain mostly
unsatisfied. To a large extent this is due to high level of interest rates. The problem of the high
price of loans is caused by the following factors:
o Interest rates have to cover risk of bad loans, including loans taken by other borrowers;
* Inefficient cost structure of banks, when interest income does not orly compensate for
interest expense, but also is almost the only source of covering administrative expenses;
o Inefficient practices of credit risk management, the absence of credit risk mitigation tools
in particular;
¢ Insufficient competition in the banking services market and high costs of atiracted funds.

Inadequate satisfaction of needs of economy shows itself in the short list of credit services
mix for different groups of clients.

Currently it is very important for banks to be able to consistently follow a new direction of
expansion of services range, improvement of their quality that includes introduction of
advanced banking technologies.

In order to expand the range and volumes of credit products and services and to stir up bank
lending to the real sector of economy and to population, it is necessary to:

6.1. To expand the forms of lending to SMEs by:
- Creating conditions for the co-existence of large, small and medium-sized banks that
would satisfy the credit needs of SMEs;
- Strengthening the role of nonbank financial institutions in supporting SMEs.
6.2.Expand the sphere of application of mortgage lending by:

- Improving laws and regulations related to the implementation of this type
of lending and efficient functioning of primary and secondary markets of
mortgage financing;

- Developing and introducing a universal mechanism of mobilization of
long-term non-budget financial resources for the market of mortgage loans
(market of collateralized and emission mortgage securities);

- Creating an infrastructure that provides for efficient interaction among all
participants of the mortgage loans market;

91



DRAFT : 11

- - Ensuring (at the legislative level) real possibilities of taking possession of
collateral by the creditor and sale of pledged property, setting up
conditions for shortening the procedures used at courts for considering
cases related to taking possession of pledged property;

-  Ensuring a reliable system of land registration, developing a state land
cadastre and a register of real estate.
6.3.More actively use syndicated lending and, to this end, improve existing laws and regulations
that regulate syndicated lending. '
6.4.Expand the spectrum and territorial coverage of credlt services for individuals, including:
- - Lending to young people for buying housing and financing education;
-~ Consumer lending.
6.5.Use leasing schemes of lending more actively, in particular, to support enterprises of
agricultural and service sector;
6.6. Develop a system of disclosure of information on how borrowers meet their obligations to
banks and to this end, provide for:
- Developing a system of independent rating agencies;
- Developing credit bureaus.

In order to keep trends of increasing velumes and spectram of passive bank operations, it is
necessary to:
6.7. More fully use international expenence of apphcatmn of accumulative investment schemes,
including;

- Pension accounts;

- Accounts to pay for education;

- Accounts tc purchase housing; -

- Other schemes. -
6.8. Increase the role of banks in performing ﬁduc1ary transactions, in partxcular, in managing
mutual funds.

In order to decrease dependence of bank revenues on risky operatmns, fee-generating operations

should be more actively developed and used, including:

6.9.Disseminating successful experience of salary and pension projects based on the National
System of Mass Electronic Payments (NSMEFP) and international payment cards;

6.10. Expandmg the list of cash and settlement transactions, in particular for the population, in
trade and services industries;

6.11. Increasing volumes of other fee-generating bankmg services, in particular, financial
consulting, collection and transfer of valuables, securities anderwriting, etc.

Widening the spectium and increasing volumes of banking products and services is not feasible
without appropriate technological development of banking operations, development and
implementation of highly technologlcal financial instruments using the Internet, and creation of
supermarkets of financial Internet services. For the purpese of dynamic development of the
domestic financial services market, banks should create Internet barking systems and integrate
them into the effective payment systems, as well as promote the introduction of other systems of
distance customer servicing (telebanking, mobile banking, etc.). This envisages the creation of
appropriate information protection systems in providing services in banking and financial
markets in order to prevent the possibility of making fraudulent actions with banking electronic
documents.

\Qo
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SECTION 7. ENHANCEMENT OF THE EFFICIENCY OF BANKING SUPERVISION
AND REGULATION

The main objective of banking supervision in Ukraine is ensuring soundness and stability of the
banking system, protection of interests of depositors and creditors. During recent years a
significant progress has been achieved in Ukraine in improving banking supervision and
regulation and bringing it closer to international standards and practices.

In the beginning of 2001 the Law On Banks and Banking was enacted, which includes a number
of new principles of legal regulation of banking operations, based on international standards of
banking and banking supervision, -

Under the requirement of this law as well as taking into consideration Basle Principles and the
EU Directives, the NBU has developed and is implementing a series of regulations which are a
methodological base for the regulation of banks® activities.

The NBU collaborates with international organizations in the area of control of the fulfillment of
programs related to the reforms in the banking sector. -

The joint mission of the WB and IMF on the assessment of the financial sector in May 2002
stated that there were positive results in the area of banking supervision and regulation.

At the same time, there are a number of deficiencies observed in the area of banking supervision,
which have a negative effect on its efficiency and pose an obstacle to a fuller compliance with
the Basle Principles.

Given the above, the current tasks in the area of bank supervision are:
7.1. Raising the role and quality of work of Bank Supervision;
7.2. Implementation of risk-based supervision by means of:
- Strengthening control of the processes of implementation of risk management systems on the
part of supervision; . . L co g
- Pursuing supervision that consists of the identification of risks, their measuring, assessments
of risk management systems in banks and the development of supervisory strategies on banks
based on the quantity of risks and their assessment; - -
- Developing methodological recommendations on the identification and assessment of risks
of banking activity and on the introduction of mechanisms of their management and hedging.
7.3. Implementation of consolidated supervision which includes:
- Introducing mechanisms of obtaining information on the full composition of the participants
of the consolidated group; = S )
- Assessing the impact of each group member on the soundness of the bank’s work;
- Assessing the general soundness of the consolidated group. .
7.4. Improving the bank supervision system with an orientation, first of all, at preventive
controls over banking activity and early warning; _
7.5. Improving the effectiveness of application of enforcement actions to banks for violations of
banking legislation; '
7.6. Strengthening control over operations with related parties;
7.7. Strengthening control of significant owners and changes in ownership, for which it is
necessary to:
- Enhance the verification of sources of funds used to acquire the shares of a bank in order to
identify its real owners;
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- give the NBU authority to refuse to issue permission fo acquire or increase an essential
participation in a bank, to refuse to register a bank, as well as changes to bylaws, when it is
impossible to identify real owners, founders and shareholders of the bank, i.e. there isa lack
of a transparent ownership sttuctuse.

7.8. Optimizing the procedure for registering bank branches by :

- Simplifying the procedure for registering branches;

- Strengthening control over the provision by banks of timely information on the opening of
branches. : _

7.9. Simplifying the procedures for licensing banking operations while simultaneously

toughening  the requirements as to availability of appropriate condifions for performing
. particular operations. ' : -

7.10. Expanding and more clearly defining the list of reasons for the revocation of a banking
license and application of other enforcement actions.

7.11.Strengthening control over the fulfillment by banks of recommendations and demands of
SUpervisors.

7.12. Exercising proper control over availability in banks of policies, practices and procedures on
the counteraction of banking fraud, money laundering, and financing of terrorism. To this
end, it is necessary to:

- establish legal requirements to banks concerning the mandatory development and
implementation of rules and procedures to prevent fraud, usage of the banking system for
money laundering, and financing of terrorism;

- implement “know your client” procedures;

- taking into consideration changes in law, improve the procedures of examination and control
of actions taken by subjects of primary financial monitoring to prevent money laundering.
7.13 Maintaining by regulatory bodies of regular relations with management of b anks, whose

frequency should depend on the extent of risk and existence of problems at the bank.

7.14. Strengthening the legal protection of banking supervisors in order to ensure their legitimate
and safe work and independence in decision-making.

7.15 Improving the information and analytical base of banking supervision in line with the needs
for efficient supervision and regulation of banks’ activity, which includes the following
steps:

- Revising the number of reporting forms, contents of information, dates and frequency of their
submission, in orderto get high quality and accurate i nformation, which reflects the true
financial condition of the bank;

- Improving the methods of evaluation of the financial condition of banks;

- Improving the early warning system.

7.16.Improving the procedures of appointment and conducting of provisional administration of 2
bank.

7.17 Improving the procedures of bank reorganization and liquidation:

- Implementing regulations ruling the procedures of reorganization of banks performed based

on a decision of the bank’s general shareholders’ meeting;

- Develaping procedures of supervision of banks under reorganization and liquidation;

. Introducing legal responsibility of executives of banks under liquidation for the transfer of
property and documentation of this bank, as well as responsibility of the managers of
liquidation commissions for delays in the performance of bank liquidation procedures.

7.18.Ensuring proper interaction of the bank supervision function and external auditors of banks;

%.19 Interaction with banking associations, government regulatory agencies, in particular:

- Cooperation with banking associations in the area of development and implementation ofa
regulatory framework for banks” activity and other issues;

- Cooperation with the State Commission on the Regulation of the Financial Services Market,
the Antimonopoly Committee, the Department of Financial Monitoring, the Securities and
Exchange Commission, the State Tax Administration, and other government authorities.

oz
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7.20.Collaboration with international organizations and the central banks of other countries in
the banking supervision area: i}

- making bilateral agreements with the central banks of other counties on cooperation in the
banking supetvision area in order to perform cross-border supervision;

- further developing collaboration in the banking supervision area with international financial
organizations, the Basle Committee, Group of Banking Supervision of Central and Bastern
Europe, efc.

7.21.Improving programs of training and enhancement of qualifications of banking supervisors

with the participation of highly qualified Ukrainian and foreign trainers and practical
experts,

|65
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SECTION 8. INTEGRATION OF THE BANKING SYSTEM INTO THE HVTERNAHONAL
FINANCIAL ENVIRONMENT

The banking system of Ukraine is an open type system. In Ukraine equal conditions bave been

created for the registration and functioning of domestic banks and banks with foreign capital, .

including the procedures for permitting banking operations and their taxation. Data on the
development of the national economy and banking system are published in the IMF statistical
journal “International F inancial Statistics”. Legal restrictions on the maximal level of foreign
capital participation in the Ukrainian banking system, which existed in the first years of its
development, have been cancelled. Banks have the legal right to enter the international financial
environment, including by means of opening branches abroad. '

The main forms of integration are:

e Presence of foreign capital in the Ukrainian banking system;

e Presence of Ukrainian banks on the territory of other countries by creating branches,
subsidiary banks, and representative offices;

e Opening and maintaining direct correspondent accounts between Ukrainian and foreign
banks to support foreign economic activities of business entities and to perform their own
functions;

e Membership of Ukrainian banks in international banking organizations and international
payment systems;

e Cooperation at the level of the NBU and the central banks of other countries and
international financial organizations.

In the meantime, the adaptation of Ukrainian law to EU legislation needs to be continued.

A deeper integration of the banking system of Ukraine into the giobal financial system is
prevented by the inadequate level of the sovereign credit rating of the country, which keeps
serious foreign investors away.

On the background of globalization of international economic processes, the relatively low
competitiveness of the Ukrainian banking system compared to the banking systems of other
countries and international communities is a concern.

An increasingly pressing problem in international financial market globalization is the fight
against money laundering and financing of terrorism. The Ukrainian banking system may not
stay away from these processes. Therefore, the problem of compliance with FATF and Basel
Comnittee requirements as to customer identification and preventing banks from being used to
undertake unfair financial practices is of special significance.

In order to improve preconditions for the integration of the Ukrainian banking system into the

global financial environment, it is necessary to:

8.1, Continue the adaptation of Ukraine’s legislative and regulatory framework to the
requirements of EU legislation and the Basel Commitiee on Banking Supervision;

8.2. Continue the work on the implementation of International Financial Reporting Standards
and International Standards on Auditing in the practices of the activity of Ukrainian
banks;

8.3. Strictly follow the requirements of the IMF Special Data Dissemination Standard;

8.4. Improve the methodology of compilation of monetary and banking statistics in
accordance with international standards; _

8.5. Increase the volume and frequency of publication of data on the activities of the NBU and
the Ukrainian banking system, enhance the quality of this information;

oY
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8.6. Introduce an effective system of prevention and counteraction of money laundering and
financing o f terrorism and complete the implementation 0 f40 FATF recommendations
and Basle Committee “know your client” requirements;

» Continue cooperation with the central banks and govemment authorities of other countries;
o Continue and expand cooperation with international financial organizations.

\ 02>
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Attachment 1

Actions to Implement the Comprehensive Program for the Development of the Bankmg
System of Ukraine for the Years 2003-2005

To Section 3. Principles and areas of inferaction of government authorities with the banking system

# ‘ CAction Responsible authority Deadline

3.1. Initiate the introduction of changes to the Law of Ukrame ‘On |[NBU- 2003, December
the NBU” to enable the NBU tc carry out a more flexible -
interest rate policy in regulating the liquidity' of the banking

| system.

3.2. Make clianges to current regulatlons and develop new NBU Within 2003 -
regulations introducing additional instruments to support 2004
banks’ liquidity and to expand the range of deposn operations
‘of the NBU.

33, Promote the introduction of changes to the Law of Ukraine “On | CMU, NBU By the adoption of
barks and banking activity” to improve the practices of the Law
corporate governance in govemnmeni-owned banks ' -

3.4. | Develop a concept and a program of government participation | CMU 2003, December
in the capital of government-owned banks

3.5. Determine priority areas of social-economic act1v1ty, which CMU 2003, June
need credit support '

3.6. Determine government mechanisms of stimulation of the CMU [ 2003, December
priority areas of social-economic policy : w

3.7. | Initiative the introduction of changes to the Budget Code of CMU, NBU Within 2003 —
Ukraine to reconcile the terms of development of forecasted 2004
macroeconomic and monetary indicators
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# Action Responsible authority Deadline

3.8. Promote the adoption of the Tax Code of Ukraine, taking into | CMU , NBU By the adoption of
account the NBU’s position, to prevent banks from being the Code
assigned fiscal functions and to bar the introduction of a tax on
personal income from deposits and certificates of deposits .

3.9. Initiate the introduction of changes to the Law of Ukraine “On | NBU, Association of | 2003, June
the taxation of profit of enterprises” pertaining to the inclusion | Ukrainian Banks
in gross experises of the full amount of banking expenses, (AUB) (with its
which is directed to form reserves for active operations consent)
(lending operations, securities operations, accounts receivable,
accrued income, and balances of correspondent accounts in
other banks) - L

3.10. Initiate-the introduction of changes to the Law of Ukraine “On NBU, AUB (withits | 2003, June
the taxation of profit of enterprises” to'simplify the procedure consent)
for charging-off debts on active operations through reserves

3.11. Initiate the introduction of changes to the Law of Ukraine “On NBU, AUB (withits | 2003, June
the taxation of profit of enterprises” to improve the procedure | consent)
for taxing exchange rate differences in foreign exchange
operations

3.12, Ensure information exchange among government authorities on CMU, State Tax Within 2003 -
the issues of compliance by subjects of foreign economic Administration of 2005
activity with foreign exchange law and on the application Ukxaine, State
(cancellation) to subjects of foreign economic activity of Commission on the
sanctions in accordance with Article 37 of the Law of Ukraine Regulation of
“On foreign economic activity”, as well as on authorized banks, | Financial Services
which may conduct settlements related to foreign economic Markets, NBU

operations of their clients I

3.13. The state Customs Service of Ukraine-is to create a single CMU, NBU Within 2003 -

/07
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Action

Responsible authority

Deadline

electronic information base on movement of foreign exchange
valuables across the customs border of Ukraine

2004

3.14.

Make changes to the NBU regulation to cance] the obligation of
authorized banks to obtain special permissions to bring into
Ukeaine banknotes of foreign states and blank checks with
keeping records of their importation

NBU

2003, December

3.15.

Initiate the introduction of changes to the Law of Ukraine “On
the NBU” pertaining to the procedure for distributing NBU
profit and direction a portion of it to the Household Deposit
Insurance Fund.

NBU

2003, December

3.16.

Tnform the population about the activity of the Household
Deposit Insurance Fund, in particular, cover in mass media and
separate information campaigns the procedure for
compensating for inaccessible deposits, the size of guaranteed
compensation amounts, and the list of the banks participating in
the Fund. ' ‘

Household Deposit
Insurance Fund, CMU

On an ongoing
basis

3.17.

Tnventory the debt on the expenses of budgets of all levels of

the state to specific business entities, including banks, and on

social payments. Publish in central periodicals information on
the size of the debt, the government’s specific obligations to

‘repay the debt, and the envisaged sources of repayment of these

debts in the budgets of all levels within 1-2 years.

CMU

2003, June

3.18.

Promote the acceleration of the review of the NBU’s draft law

making changes to the Law of Ukraine “On the restructuring of |

the debt obligations of the Cabinet of Ministers of Ukraine to
the National Bank of Ukraine” for the Ministry of Finance to

NBU

By the adoption of
the Law

repay its debt to the NBU and pertaining to the issues, which

19
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# Action | Responsible authority Deadline
arose in connection with the financing of the deficit of the State
Budget in 1992-1996. N
3.19. Improve the system for administering government debt CMU. On an ongoing
' basis

3.20. Adopt a Program for the development of the market of CMU, SEC, NBU According to the
medium- and long-term government debt obligations for the timeframes as
years 2003 — 2005, which would envisage the introduction of envisaged in the
an institution of agent banks and the support of liquidity in the program (2003 —
secondary market of government securities. 2005)

3.21. Promote the adoption by the Verkhovna Rada of Ukraine of the [ CMU, NBU By the adoption of
draft Law of Ukraine “On simple and double Warehouse the Law
certificates”

3.22. Develop a mechanism for using warehouse certificates as CMU Within three
collateral in lending to agricultural producers months after the

- ' o adoption of the
- S Law

3.23. Create an appropriate regulatory and legislative framework for | State Commission on | 2003, December
the regulation and supervision of the act1v1ty of nonbank - the Regulation of
financial institutions. Financial Services

- Markets

3.24. Initiate the introduction of changes to regulations to assignto | State Commission on | 2003, June
nonbank financial institutions the responsibility of performing | the Regulation of
the functions of agents of foreign exchange control over the Financial Services

- operations of their clients Markets, CMU

3.25. DeVélop régl.llations needed for the registration of and issuance | NBU 2003, June
of permission to domestic nonbank payment systems to
perform money transfer activity

20
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# Action Responsible authority Deadline

3.26. Improve and unify the methodology for calculating CMU 2003, December
macroeconomic indicators on the performance of economic
entities, in particular, profitability and work productivity
indicators, and publishing them.

3.27. Tmprove the methodology for calculating the consumer price CMU 2003, December
index. . o L :

3.28. Develop a methodology for calculating the base inflation rate. | CMU 2003, December

3.29. Gradually increase the guaranteed compensation amount. Deposit Insurance { On a permanent

- | : ‘ ' Fund, CMU, NBU basis

3.30. Complete the work on the automation of the process of Deposit Insurance 2003, December
transferring data on individual deposits in case of bankruptcy of | Fund -
banks and keeping the register of depositors.

3.31. Gradually introduce a mechanism of redemption of funds to CMU Within 2003 —
depositors the State Savings Bank of Ukraine. . - 2005

3.32. Allocate funds in the State Budget of Ukraine to pay CMU Annually
cormpensation for the depreciated savings of population in - |
accordance with the Law of Ukraine “On the government
guarantees of restoration of the savings of citizens of Ukraine”.

3.33. Develop regulations on the procedure for Ukrainian banksto | NBU, CMU, AUB 2003, June
provide information on a financial transaction, which is subject | (with its consent)
to financial monitoring or which is connected with, related toor | -~
indented for financing terrorist activity, terrorist acts or terrorist
organizations, including the procedure for Ukrainian banks to
register such financial transactions.

3.34. Develop an NBU regulation on the procedure for th¢e NBU to | NBU, CMU 2003, December
provide to the State Department of Financial Monitoring -
(Financial Intelligence Unit) information on the performance of

21
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# Action Responsible authority Deadline
financial monitoring by it. '

3.35. Promote the development and implementation in the banks of | NBU, AUB (withits | 2003, December
rules of internal financial monitoring and programs for its consent)
performance in line with the law on the actions to counteract
the legalization (laundenng) of income obtained in a criminal
way.

3.36. Hold educational and informational events among the Financial Intelligence | Within 2003 —
population and business entities on the fight against the Unit, State Committee | 2005
legalization of income obtained in a criminal way. on Information, NBU

3.37. Determine a procedure for authorized banks to exercise NBU, CMU 2003, December
control over the performance by residents and nonresidents, '
being under special sanctions imposed in accordance with
Article 37 of the Law of Ukraine “On foreign economic
activity”, of foreign exchange operations through these banks.

3.38. Promote the adoption of the draft Law of Ukraine “On CMU, NBU By the adoption of
amending some legislative acts of Ukrains” to lift the the Law
moratorium on forced sale of property.

3.39. Promote the adoption of the draft Law of Ukraine “On NBU, AUB (with its | By the adoption of
amending some legislative acts of Ukraine™ to protect the rights | consent) the Law

... | of creditors whose claims are backed by collateral. ]

3.40. 'Draft a Law of Ukraine “On credit history bureaus”. NBU, CMU 2003, June

3.41. Promote the adoption of the draft Law of Ukraine “On the CMU, NBU By the adoption of

|| backing of creditor claims and registration of liens”. B the Law

3.42. Promote the adoption of the draft Law of Ukraine “On the state | CMU, NBU By the adoption of

| land cadastre”. : - the Law

3.43. Redraft the draft Law of Ukraine “On derivative securities” to | SEC, CMU, NBU 2003, June
clearly define the concepts and interpret the terms related to the |
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# Action Responsible authority Deadline
classification of relevant transactions as types of derivative
securities.
Adoption of new versions of the Regulation on depositary NBU June 2003
activities of the NBN and of the Regulation on operations on
placing government bonds (T-bills).
Amending the Resolution of the Cabinet of Mmlsters of Cabinet of Ministers of | June 2003
Ukraine on “Issuing interest-bearing government bonds (T- - | Ukraine, NBU '
bills) of the year 2000” from September 22, 2000 # 1455 in the
part that reviews the mechanism of defining interest income
from interest-bearing government bonds (T-bills) that are in the
NBU’s portfolio, for the year 2003 and following years.
Developing a unified information network for transferring data | State Securities and December 2004
on organized stock markets Exchange
: Commission, National
Depository, Anti-
Monopoly Committee,
Security Service of
Ukraine, State
Communication
: ‘ Committee, NBU
347 | Developing efficient supervision system over insurance State Commission of | During 2003 —
companies | Financial Markets 2004
' Regulation
Initiating changes to the Law of Ukraine “On the National State Securities and During 2003
depos1tary system and specifics of electronic circulation of Exchange
securities in Ukraine” related to the introduction of the Commission, Cabinet

WA
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# Action Responsible authority Deadline
centralized system of accounting for securities issued by of Ministers of
entrepreneurial entities on the basis of central depositary Ukraine, National
functioning and provision of services to non-residents by Depository, Anti-
custodians exclusively. Monopoly Committee,
Security Service of
Ukraine, State
Communication
Committee, NBU
Development and introduction of mechanisms of operations State Securities and ~ | During 2003
with securities according to the principle “delivery against Exchange
payment”, including guaranteed settlements. Commission, National
Depository
Development of information exchange mechanism between the | NBU, State During 2003
National Bank of Ukraine and the State Commission of Commission of
Financial Services Markets Regulation Financial Services
‘ Markets Regulation,
State Securities and
Exchange Commission
N ) ) of Ukraine
3.51 | Initiating changes to laws and regulations related to registration | Cabinet of Ministers of | December 2003
of foreign investments made. in any form Ukraine
3.52 | Facilitating drafts of laws of Ukraine “On weapons” and “On | NBU Before laws are
security activity” taking into consideration the NBU’s passed
proposals related to repeal of monopoly rights of the state on
the market of security and guardian services and cash collection
3.53 | Initiating changes to the Law of Ukraine “On Banks and NBU Before laws are
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# Action Responsible authority Deadline
Banking” in the part that talks about equipment of the banks’ passed
own security and collection services by appropriate types of
weapons ‘ :
3.54 Implemen’ung and releasing retrospective recalculatlons of Cabinet of Ministers of | December 2003
main statistical indicators according to the State Statistical Ukraine, NBU
Classification of types of economic activities (CTEA).
To Section 4 Improving the structire of the banking sector
# Action Responsible authority Deadline
4.1 Initiate the introduction of changes to the Law of Ukraine “On NBU 2003, December
banks and banking activity” in the area of creation and operation
of banking groups.
4.2 Develop and implement NBU regulatlons governing the actlwty NBU Within three
of banking groups. months after the
adoption of the
L . - Law
Initiate the introduction of changes to the Law of Ukraine “On NBU 2003, June
banks and banking activity” to.give foreign banks the right to
establish branches on the territory of Ukraine.
Facilitate the creation of a Ukrainian Bank for the Promotion of | CMU, NBU 2003, December
Development”.
To Section 5. Improving the soundness of the banking system and ensuring the transparency of its operation
# Action Responsible authority Deadline
5.1. Develop and implement national corporate governance standards | SEC, CMU, State Within 2003 -2005
(code) for joint stock companies. Property Fund

74
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# _Action - { Responsible authority Deadline
5.2. Initiate the introduction of changes to the Law of Ukraine “On NBU 2003, December
banks and banking activity” to have the internal audit function of
banks report to the Council of the bank.
5.3. Make changes to NBU regulations to strengthen the requirements | NBU Within three
to bank management to take into account the proposals of intemal months after the
audit, adoption of the
Law
54. Initiate the introduction of changes to the Law of Ukraine “On NBU 2003, December
banks and banking activity” to expand the. functions of the
Supervisory Council in the area of determining the bank’s
development and operating strategy, its organizational structure,
approving the bank’s internal policies, comprehensive risk
management system, and risk limits,
5.5. Initiate the introduction of changes to the Law of Ukxaine “On NBU 2003, December
banks and banking activity” to improve bank reorganization and
liquidation procedures.
5.6. Draft a Law of Ukraine “On amendmg some legislative acts of NBU 2003, June
Ukraine” to establish criminal liability for the illegal collection,
transfer, usage, disclosure or divulgation of information
.| constituting banking secrecy.
5.7. Make changes to NBU regulations to improve asset qualification | NBU 2004, December
by risk degree and to expand the list of risks, which are taken into
B account in determining necessary reserves for active operations. B
5.8. Make changes to NBU regulations to introduce a mechanism of | NBU Within three
ongoing control over the business reputation of the members of months after the
the Council of a bank, including to envisage a possibility of adoption of the
removing Council members, who do not meet the business and Law

72
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Action

Responsible authority

Deadline

professional reputation criteria as established by the NBU.

59.

Initiate the introduction of changes of the Law of Ukraine “On
banks and banking activity” to improve the procedure for -
reviewing the business reputation, education and expetience of
the managers of  bank and its structural units when appointing
them and in the process of them performing their functions.

NBU

2003, December

5.10.

| Create and constantly Lpdate the list of owners of essential

participation in banks.

"NBU

2003, December,
and on an ongoing
basis

5.11.

Initiate the introduction of changes to the Law of Ukraine “On
banks and banking activity” to prohibit participants from
withdrawing capital from their banks, whose activity poses a
threat to the interests of creditors and depositors, in order to
increase the responsibility of bank owners for its activity.

NBU

2003, December

5.12.

Introduce a “Banking Risk Management” course at higher
educational institutions in traunng spemahsts in the specnalty
“Bankmg_

Ministry of Education

2003, December

5.13.

Hold seminars to train spemahsts of nsk management units of
banks in methods and procedures of risk measurement analysis,
management and control. '

NBU

Within 2003 —
2005

5.14.

Develop and implement ongoing mechanisms of surveying the

needs to train employees of banks of Ukraine in risk management.

NBU

2003, June

5.15.

Initiate the introduction of changes to the Law of Ukraine “On
accounting and financial reporting” to define more exactly the
dates of publication of financial reports. -

NBU, AUB (with its
consent)

2003, March

5.16.

Make changes to the Rules of Organization of Statistical Reports,
which are submitted to the NBU to revise the formats of bank

NBU

-2003, December
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Action

Responsible authority

Deadline

reports and the economic indicators included in them for
optimization purposes.

5.17.

Develop and implement NBU regulations introducing a register of
audit firms entitled to perform an audit of banks.

NBU

2003, June

5.18.

Initiate the introduction of changes to the Law of Ukraine “On
audit activity” to determine a procedure for developing national
external audit standards.

CMU, NBU

2003, December

5.19.

Initiate the introduction of changes to the Law of Ukraine “On -
banks and banking activity” pertaining to the mandatory
procedure for refuting inaccurate reporting information.

NBU

2003, December

3.20.

Initiate the introduction of changes to the Code of Ukraine on
administrative offenses to establish administrative liability of
bank managers for publishing inaccurate information.

NBU

2003, December

5.21.

Study the possibility of implementing the recommendations of the
Basel Committee on Banking Supervision pertaining to the
disclosure by banks of quantitative and qualitative information on
financial condition, bank owners, management structure, key
investments and volumes of formed reserves, sources of income,
risks taken by the bank, and the quality of risk management
systems. ‘ L ‘

NBU

2003, December

5.22.

Make changes to regulations pertaining to annual financial
statements of Ukrainian banks to take into account the new
requirements of International Financial Reporting Standards.

523,

Develop new and make changes to current NBU regulations to
improve the procedure for accounting financial instruments in
banks.

NBU

2004, December

‘NBU

2004, December

5,24,

Develop and implement a Policy on the organization of operating

NBU

2003, December

V7
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# Action Responsible authority Deadline
work in Ukrainian banks.
5.25. | Promote the development of rating agencies. CMU, NBU, AUB On an ongoing
| B | (with its consent) basis
5.26. | Hold seminars and meetings to clarify to bank management the NBU On an ongoing
risk-management-based approach to managing a bank. basis

To Section §

economy and population
# Action Responsible authority Deadline
6.1. Promote the adoption of a Law of Ukraine “On mortgage”. CMU, NBU By the adoption of
' the Law
6.2. Develop Laws of Ukraine “Cn the features of creation and CMU, NBU 2003, December
‘operation of mortgage institutions”, “On mortgage-backed
securities”. :
6.3. Initiating changes to the Law on Ukraine On the Use of Reglstrars Cabinet of Ministers | December, 2003
of Settlements in Trade, Catering and Services in order to (CM), Tax
implement cash payments for retail and customer services with Administration (TA),
payment cards of the National System of Mass Electronic NBU
Payments (NSMEP)
6.4. Initiating changes to the Law On State Regulation of Securities State Securities and During 2003
' Market in Ukraine to promote custodian operations and Stock Market
investment consulting Commission, National

Depositary, CM, NBU
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# Action Responsible authority Deadline
6.5. Promoting the adoption of the Law On State Support of NBU December, 2003
Insurance and Export Lending
6.6. Negotiating between KfW and the Government of Ukraine of a | CM, NBU June, 2003
draft international agreement on preferential credit line terms to
finance agriculture through the German-Hungarian Fund
6.7. Promoting the adoption of the Law on Micro-Credit CM, Association of Within three month
Ukrainian Banks after the Law is
(AUB) (on passed
: agreement), NBU
6.8. Expanding the list of banks participating in the Uniform | NBU, AUB (on On an on-going
) Information System “ Register of Borrowers” agreement ) basis
6.9. Smdymg and use of international experience in the area of accrual | NBU, AUB (on On an on-going
investment schemes (e.g. pension accounts, education accounts, | agreement ) basis
housing accounts, etc.)
6.10. | Approval of the Concept of the NSMEP development and of the | CM, TA, Anti- December, 2003
state Program of the NSMEP implementation monopoly Committee,
State Commission of
Financial Services,
6.11. [ Pursuing the policy of support to local manufacturers of NSMEP | CM On an on-going
component parts . basis
6.12. | Ensuring a stage by stage implementation of NSMEP payment CM, TA, NBU 2003 — through
___{cards in the retail and service industry 005
6.13. | Public promotion of NSMEP payment cards and explanation of | CM On an ongoing
their use in state-owned mass media basis
6.14. | Implementation of an industrial use regime in the system of NBU March, 2004
urgent (term) wire transfers ‘ '

W
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Action

Responsible authority

Deadline

6.15.

Establishment of principles of the analysis of operational risks
related to the use of information technologies in banks

NBU

December, 2003

6.16.

Finalizing and updating NBU regulations on the protection of
information in banks concerning the reduction of operational
risks, including regulations on the use of modern technologies and
the issues of the information protection

NBU

2003- through
2005 '

6.17.

Amendments to NBU regulations in order to give individual
residents the right to borrow in FX from non-resident and
authorized banks.

NBU

During 2003

6.18.

Promoting the adoption of the Law on Electromc Dlgltal
Signatures.

NBU

Until the Law is
passed

6.19.

Development of a procedure of cash collectmn from bdnks via
collection boxes

NBU

2003 — through
2004

16.20.

Promotion of the adoption of the Law On The- System Of Foreign
Currency Regulation and Control.

NBU

December, 2003

6.21.

Amendments to NBU regulations in order to reduce the 5-day -
term of holding funds in a separate analytical account, when
bemg transferred to a non-resident via the correspondent account
in a non-resident bank

NBU

March, 2003

6.22,

Amendments to NBU regulations to cancel the requirement to -
banks to establish registers and bave them approved by tax
authorities when buying FX.

NBU

March, 2003

6.23.

Amending NBU regulations in order to cancel the requirement of
approval of cargo customs declarations by customs authorities
during the hard FX purchase.

NBU

March, 2003

6.24.

Amending NBU regulations in order to improve the functioning

NBU

of the banking metal market, in particular:
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Action

Responsible authority

Deadline

- introduce trading in banking metals at the Inter-bank FC Market
of Ukraine;

March, 2003

- increasing the range of operations with banking metals;

June, 2003

- investigate the possibility of canceling restrictions on the sale of
banking metals to individuals.

2004

6.25.

Amending NBU regulations in order to simplify the procedure of
EX wire transfers and taking FX outside Ukraine by individuals.

NBU

March, 2003

6.26.

Amending NBU regulations in order to cancel the requirement to
authorized banks to register credit agreemeht's with non-residents,
made for the term exceeding 12 months:

NBU

March, 2003

6.27.

Amending NBU regulations in order to cancel the requirement
that the margin charged by banks for FX trading operations may
not exceed 5% of the official NBU exchange rate

NBU

September, 2003

6.28.

Amending NBU regulations in order to cancel the requirement to
residents to submit to the tax authorities confirmation while
buying FX and for settlements with non-residents in UAH

NBU

December, 2003

6.29.

Amending NBU regulations in order to introduce in the FX
market of Ukraine some types of FX derivative operations

NBU

2004

6.30.

Amending NNBU regulations in order to review the mechanism
of the FX market functioning, in particular, the necessity of the
trading session.

NBU

2004

6.31.

Amending NBU regulations in order to gradually decrease the
norm of the compulsory FX sale.

NBU

2004

6.32.

Amending NBU regulations in order to:

[NBU

- further simplify the procedure of wire transfers and taking FX
and payment cards outside/in Ukraine by resident individuals

IR/

| - introduce a procedure of bringing UAH in Ukrame by non--

2004

2005

R
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# , Action Responsible authority Deadline

resident individuals. ' : -

6.33. | Amending NBU regulations in order to lift restrictions on selling | NBU 2005
FX by banks through the exchange bureau network only in the
volume, which may not exceed the volume of FX cash purchased.

6.34. | Amending NBU regulations in order to expand the UAHusein | NBU 2005
settlements with non-residents in relation to fore1gn trade
operations and non-trading wire transfers. |

6.35. | Training seminars on hedging risks for bankers NBU, AUB (on 12003 — through

' . ' agreement) 2004
To Section 7 Enhancement of the efficiency of banking supervision and regulation
# Action Responsible authonty Deadline

7.1. _Development of NBU regulations on the improvement of human | NBU December, 2003
resource management procedures , including the verification and
confirmation of knowledge and quahﬁcauons of bank supervision |
employees (accreditation). -

7.2. Development of an NBU Procedure for ensuring 1ntegrated NBU December, 2003
supervisory actions aimed at monitoring of the condition and B
performance of banks, conducting onsite inspections, control of
the fulfillment of regulatory requirements and the application of
enforcement actions when these requirements are failed to be
fulfilled. |

7.3. Studying the possibility to improve the methodology of the NBU December, 2004
regulatory capital calculation, taking into consideration Basle
Committee proposal on special capital charges for market risks. .

7.4. Initiating changes to the Law on Banks and Banking in orderto | NBU December, 2003

)P
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prohibit preferential treatment of related parties

1.5. Amending NBU regulations in order to include country risk in NBU December, 2003
the methodology of the calculation of reserves for active
operations,

7.6. Development of the NBU regulations on risk management NBU March, 2004
systems in banks. )

7.7. Amending Onsite Manual in order to improve control of related | NBU December, 2003
party lending. Amending Onsite

) Manual

7.8. Amending Onsite Manual examination procedures for interest NBU 2004 — through
rate, liquidity and operational risks management - 2005

7.9. Improvement of offsite supervision and analysis of information | NBU On an ongoing
from third party sources (mass media publications, etc.), which basis
may be important for risk identification.

7.10. | Introduction of regular consultations with bankers on the NBU, AUB (on On an ongoing
improvement of banking supervision and regulation. agreement) basis

7.11. | Initiating changes to the Law on Banks and Banking to expand NBU December, 2003
the list of events subject to be informed to the regulatory body.

7.12. | Initiating changes to the Law on Banks and Banking to cancel NBU December, 2003
restrictions on the number of onsite examinations of banks and
the introduction of the requirement to go onsite depending on the
general risks level and trends.

7.13. | Initiating changes in the Law on Banks and Banking to ensure, NBU December, 2003
that during onsite examinations banking supervisors receive
information and explanations, as needed, from all bank managers

_| and members of councils.
7.14. | Developing methodologlca] recommendations as to supemsmn NBU 2004, June
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Action

Responsible authority

Deadline

on a consolidated basis

7.15.

Introducing cha:nges to the Methodological Instructions on Bank
Inspections in Ukraine (On-site Manual) regarding development
of methedology of inspection of related persons during the
supervision on a consolidated basis.

NBU

2004, December

7.16.

| Tntroducing changes to the NBU regulations regarding enhancing

control over the failure by banks to timely submit and to submit
official reports, as well as over submission of unreliable reports,
in order to unify practices to define administrative respon51b111ty
of banks’ managers.

2003, Decémber

7.17.

Initiating changes to the Law of Ukraine On Banks and Banking
as to the ban for individuals to hold senior management positions
in banks in case their actions in the past caused a bank
liquidation.

2003, December

7.18.

Initiating changes to the Law Of Ukralne On Banks and Bankmg
as to setting requirements to the quahﬁuatlon of the bank
Supervisory Council members.

2003, December

7.19.

Initiating changes to the NBU regulations with regards to making
consolidated financial reports, particularly with regards to setting
clearer criteria for defining participants to a consolidated group as
well as the size of their participation. |

2003, December

7.20.

Elaborating the NBU regulation on the requlrements to banks’
risk management systems.

NBU

2004, March

7.21.

Prepare methodological recommendatlons on risk management
for the banks’ risk managers.

NBU

2004, March

7.22.

Improvement and expansion of functions of the automated
information system “Banks Dossier” by means of:

NBU

2003, December
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Action

Responsible authority

Deadline

o Creating a module “Bank Passport”

o Creating a module ,Data on establishing correspondent

relations by banks”

* Providing for automatic loading of banking reports files into

the data base in order to exclude “the human element”

¢ Connecting territorial offices to the automated information

system “Banks Dossier”
. DeSIgmng a new system module “Forecasting”

2004, December

2005, December

7.23.

Initiating changes to the Law of Ukraine On Banks and Banking
with regards to improvement of procedures of work of the
Provisional ‘Administrator and the Bank Liquidator.

{ NBU

2003, December

7.24.

Introducing changes to the NBU regulation with regards to
improvement of procedures of appointing and carrying out
_provisional administration of banks.

Within three
months upon the
Law Enactment

7.25.

Introducing changes to the NBU regulations with regards to
providing for a special procedure of closing clients’ accounts in
the process of reorganization and liquidation of banks and their
branches.

2003, December

Develop the procedure of not:lf)nng the STA by banks of the
closure of clients’ accounts in the process of reorganization and
liquidation of banks and their branches.

2003, December

Elaborating Regulations (Bylaws) of supervision over the banks
under liquidation.

Making an Agreement on cooperation in the sphere of bank
supervision with central banks and supervisory agencies of other
countries.

2004, May

Through 2003 —
2005

s~
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7.29. | Introducing changes to the NBU regulations with regards to NBU 2003, December
improvement of the procedure of granting permits to buy and/or
increase essential participation in banks and methods of its
calculation.
7.30. | Initiating changes to the Law of Ukraine On Banks and Banking {NBU 2003, December
with regards to conferring powers on the NBU to determine
beneficial ownets of barnks — individuals — and the origin of the
source of funds spent to buy stock (shares) of banks.
7.31. | Imitiating changes to the Law of Ukraine On Banks and Banking | NBU 2003, December
with regards to the procedure of registration of bank branches.
732. | Initiating changes to the NBU regulation with regards to setting | NBU Within three
| the procedure of opening branches by banks upon a prior months after the
notification of the NBU on comphance of activity of such units - Law enactment
| with the regulatory requirements. _
7.33. | Initiating changes to the Law of Ukraine On Banks and Banking | NBU 2003, December
with regards to simplifying licensing procedures with the
sirmultaneous raising of requirements as to performing operations
and defining the grounds to convoke a bank license. .
7.34. | Introducing changes to the regulations with regards to snnphfymg NBU Within three
licensing procedures with the simultaneous raising of months after the
' requirements as to performing operations. Law enactment
735. | Introducing changes to the NBU regulation with regards to a NBU Within three
clearer determination of the grounds to convoke a bank license. ' months after the
' Law enactment
7.36. | Introducing changes to the NBU regulation with regards to raising | NBU 2003, June
requlrements to banks regulatory capital level in order to obtain a
written permission to perform separate high risk operations, in

37




DRAFT
# Action Responsible authority Deadline

particular, on the international market. |

7.37. | Introducing changes to the Methodological Instructions on Bank | NBU 2003, December
Inspections in Ukraine (On-Site Manual) with regards to
improving procedures of examination and control over the actions
taken by banks to counteract legalization of the proceeds from
crime taking into account legislative changes.

'17.38. | Elaborating Regulations on banks reorganization. NBU 2003, June

7.39. | Preparation of Regulations of supervision over banks under NBU 2004, March
reorganization. | '

7.40. | Elaborating Methods (techniques) of the bank financial condition | NBU 2004, December
evaluation using early warning system indicators.

7.41. | Introducing changes to the NBU regulation with regards to NBU 2003, December
improving the functioning and access to the Integrated
Information System “Register of Borrowers”.

7.42. | Reviewing and determining an optimal amount of early warning | NBU Once a year
indicators and their boundary values. :

7.43. | Elaborating methods (techniques) of the comprehensive analysis | NBU 2004, June
of the bank financial condition.

7.44, | Holding seminars and other training arrangements pursuant to the | NBU Within 2003 -
Program of training of personnel of the NBU system and 2005
Ukraine’s banks for professional development of the bank

| supervision staff.

7.45. | Organizational arrangements for the NBU bank supervision staff | NBU Through the term
training under the Dutch Grant Program. of the Grant

7.46. | Exploring opportunities for the bank supervision staff training at | NBU Ongoing exercise

”7

the expense of donor programs of the international organizations.
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Action

Responsible authority

Deadline

747.

.1 Developing the program to prepare auditors of banking

institutions for certification exams based on the IFRS
(Internaticnal Financial Reporting Standards) and ISA
(International Standards on Auditing).

NBU

2003, September

7.48.

Elaborating and launching the program to prepare audltors of
banking institutions based on the IFRS (International Financial

‘Reporting Standards) and ISA {International Financial Reporting

Standards) and ISA (International Standards on Audltlng) in
higher educational institutions. .

NBU

2004, May

To Section 8

Integration qf the barking system into the international financial environment

#

Action

Responsible authority

Deadline

8.1

Creation and putting into operation of the e-data base of the EU
regulations on banking.

NBU

2004

8.2.

Initiating changes to the Law of Ukraine On Banks and Bankmg
with regards to harmonization of separate terms deﬁmng money-
and-credit relations in line with the generally accepted.
international practice.

NBU

2003, December

83,

Elaborating the NBU regulations regarding the procedure of
operations by authorized banks and financial institutions on
Ukraine’s territory with documentary letters of credit, operations
against contractual guarantees collection operatlons as payments
under foreign economic operations.

Through 2003 —
2004

[34.

Informing central international financial authorities, FATF
Secretariat, Europe’s central banks and the world leading
commercial banks of the actions being made by Ukraine to

Cabinet of Ministers,
NBU

Ongoing exercise

i
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Action

Responsible authority

Deadline

combat with the legalization of the proceeds from crime.

8.5.

Improving the methods of monetary and banking statistics in |
accordance with the international standards.

NBU

2004, June

8.6.

Elaborating general methodology and methodological comments
as to the indicators that are being distributed in accordance with
the IMF SDDS (Special Data Dissemination Standard).

NBU

2003, April

8.7.

Improving the structure of the NBU web-site in the Internet.

NBU

2003, December

8.8.

Compliance with the requirements of data dissemination in
accordance with the IMF SDDS (Special Data Dissemination
Standard) in order to ensure transparency of information on the
development of financial and foreign economic sector of the
economy. |

NBU

2003 - 2005

8.9.

Coordinating and signing an agreement on cooperahon with
banks of the European Union countnes and the European Central
Bank.

NBU

Through 2003 —
2005

8.10.

Signing an agreement on cooperation in the area of the NBU staff
training with the central banks of Germany, the Netherlands,
France for the year 2003,

NBU

2003, April

8.11.

Organizational arrangements to provide for the NBU staff training
under the technical assistance programs in the IMF institutions,
United Vienna Institute, central banks and other international
institutions.

NBU

Through 2003

| Dutch Grant.

_| Precautionary Stand-By Arrangement jointly with the IMF.

Expand the area and extend the tenns of cooperatlon under the

NBU

2003, June

Preparation and realization of the new economic program

Cabinet of Ministers,
NBU

Through 2003 —
2005

Preparation and realization, jointly with the World Bank, of the

Cabinet of Ministers,

Through 2003 —
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second and third stages of the Programmatic Adjustment Loan. NBU 2004
8.15. | Preparation and realization, jointly with the World Bank, of the Cabinet of Ministers, | Through 2003 -
Village (Rural) Financing Project. NBU 2005
8.16. | Finalizing work on the Financial Sector Evaluation Program Cabinet of Ministers, | 2003, June
jointly with the World Bank and the IMF. NBU '
8.17. | Within the CIS Interstate Foreign Exchange Committee, work out | NBU 2004, December
the issues related to the development of the Cencept of
coordination of the policy by the CIS country members in the
sphere of foreign exchange and the Mechanism of convertibility
of the national currencies within the CIS countries.
182 actions
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Attachment 2 ’

List of draft laws whose adoption would promote the further strengthening of the legal

NoahhAwRe-

oo

= e

11.
12
13.
14.
15.

16.
17.
i8.
19.
20.
21.
22,
23,

24,
25.
26.
27.
28.

foundations of the activity of the banking system

Law of Ukraine “On the National Bank of Ukraine”
Law of Ukraine “On banks and banking activity”
Law of Ukraine “On the taxation of profit of enterprises”
Budget Code
Tax Code
Code of Ukraine on administrative offenses
Law of Ukraine “On the system of foreign exchange regulation and foreign exchange
control”
Law of Ukraine “On the restructuring of the debt obligations of the Cabinet of
Ministers of Ukraine to the National Bank of Ukraine”
Law of Ukraine “On simple and double warehouse certificates”
Law of Ukraine “On the government guarantees of restoration of the savings of
citizens of Ukraine”
Law of Ukraine “On credit history bureans”
Law of Ukraine “On the backing of creditor claims and registration of liens”
Law of Ukraine “On the state land cadastre”
Law of Ukraine “On derivative securities”
Law of Ukraine “On the National Depository System and the features of electronic
circulation of securities in Ukraine”
Law of Ukraine “On weapons”
Law of Ukraine “On security activity”
Law of Ukraine “On accounting and financial reporting”
Law of Ukraine “On audit activity”
Law of Ukraine “On mortgage”
Law of Ukraine “On the features of creation and activity of mortgage institutions”
Law of Ukraine “On mortgage-backed securities”
Law of Ukrzine “On the usage of registrars of settlement transactions in the area of
trade, public catering and services” :
Law of Ukraine “On the state regulation of the securities markets in Ukraine”™
Law of Ukraine “On the state support of insurance and crediting of exports”
Law of Ukraine “On microcredit” '
Law of Ukraine “On electronic digital signature”
Law of Ukraine “On amending some legislative acts of Ukraine”;
¢ To establish criminal liability for illegal collection, transfer, usage,
disclosure or divulgence of information constituting banking secrecy;
¢ To lift the moratorium on forced sale of property.
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Comments on the Comprehensive Program for the
Development of the Banking System



BearingPoint.

Formerty KPAG Consultng

MEMO

TO: Oleksandr Shlapak, Deputy Governor
FROM: Karen Wilson, Senior Policy Advisor

Frank Blimling, Chief of Party and Senior Consultant
CC: Vadym Pushkaryov, Director Bank Supervision Department

Nataliya Ivanenko, Deputy Director Bank Supervision Department
Task Force for Development of the Comprehensive Program
DATE: February 10, 2003

REF: Comments on the Comprehensive Program for the Development of the Banking System

We appreciate the opportunity to comment on the Comprehensive Program for the Development
of the Banking System. We are impressed at the speed with which the task force has been able
to put together a high quality document, which is indeed comprehensive. The actions indicated
are the steps that we feel are necessary to further developing the banking system in Ukraine. We
are particularly pleased to see that there is a commitment to facilitating the development of risk
management systems in banks and to move to risk based supervision. The emphasis on creating

conditions that allow market forces to better operate and resolve problems is especially endorsed.

In this regard, increasing the transparency of the banking system through high quality and
expanded information is critical and in accordance with the current emphasis in international
supervisory standards.

In this memo we would like to discuss a couple of broad areas that I think need to be included or
given more emphasis. These areas include the Rule of Law, Enforcement and Bank Closures,
Strategy on State Banks, Systemic Risk, Money Laundering, and Technology. We have
provided detail feedback to Alex Kutsenko, a member of the task force on these issues and
smaller issues of wording.

The preamble provides a good statement of the vision for the banking industry and the areas for
change. We did feel that there should be some performance indicators that should be used in
conjunction with this statement to convey the extent of change that is anticipated through
implementation of this program. This also provides an excellent mechanism to measure the
success of the program and fo communicate with outside parties. We understand that the need
for such indicators has already been recognized and is being worked on.

Business and Systems Aligned. Business Empowered.”
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RULE OF LAW

The program addresses the development of new and revised laws and regulations in a number of areas.
How these laws and regulations are implemented and interpreted within the judicial system is not
addressed. Over the last several years, new and revised laws and regulations have been put in place.
They have not always achieved their intent due to the failure of the judicial system to properly interpret
them due to lack of understanding or for other reasons. Therefore, it is important for the program to
also include efforts to educate those in the judiciary and ensure that the goals of the laws are achieved. .

ENFORCEMENT AND BANK CLOSURES

Although progress has been made in the area of enforcement over the last several years, efforts need to
continue to ensure consistent implementation of current regulations. In addition, if the NBU is going to
shift their focus to ensuring that banks have adequate risk management systems, enforcement
regulations will need fo be revised. The current enforcement process focuses primarily on violations of
laws/normatives and dealing with well-defined problems in banks. The enforcement process needs to
also take into account action by the NBU when banks have weak management systems and controls.
These are currently commented upon in inspection reports, but enforcement actions have not generally
been directed at these exceptions. Enforcement actions should be taken prior to the development of
serious problems as reflected in the financial condition of the bank or a situation where
laws/normatives are violated. Supervision by risk should identify potential problems at an early stage.
It should be preventative. Therefore, the enforcement process needs to be revised so that action can be
taken at an earlier stage.

In the past, enforcement and the decisions to close banks have been subject to political pressure.
Actions are necessary tc ensure that the supervision process is isolated from political influence to the
full extent possible. Exceptions to NBU enforcement policies should be approved at a very senior level
and reported to the Board of Directors, if not the Supervisory Council. The timely closure of insolvent
banks is critical to ensure a competitive environment that is equitable, prevents the wastage of
resources and over time will result in increased confidence in the regulatory and banking systems.
Another reason that bank closures are not always timely is that the enforcement and rehabilitation
processes start too late. Closure has in the past been delayed in order to give management time to -
resolve the bank’s problems, rehabilitate or recapitalize. It is reasonable to give management time to
correct the situation, but this should occur before the bank is seriously troubled. Taking enforcement
actions at an earlier stage as mentioned above, should resolve this issue. Delay in the closure of
insolvent banks in the pasi has lead to their assets being stripped by insiders and resulted in greater
losses to the bank’s depositors and creditors. A more timely and better controlled closure process
should lead to an increase in the amount of funds returned to uninsured depositors and creditors. This
will clearly over time increase the level of confidence in the regulatory process and the banking system.

Once a bank is closed it is critical that insured deposits are paid out promptly. Procedures need to
provide for co-ordination between the NBU and insurance fund so that insured deposits can ideally be



paid out as of the next business day. Implementation of such a goal would greatly enhance bank
customers” confidence in the deposit insurance system.

STRATEGY ON STATE OWNED BANKS

There needs to be a clear strategy for dealing with the state owned banks. Tn order to have a more
equitable competitive environment, these banks, if they are to be allowed to operate as commerciat
banks, should be subject to the same rules and restrictions as other banks, Jt is recommended that the
long-term goal should be to privatize these institutions; if it is determined that this is feasible. In the
case of Savings Bank, this will first require an extensive rehabilitation of the bank and recapitalization.
Over time the government guarantee of deposits should be removed. This government guarantee puts
the rest of the banking system at a significant competitive disadvantage. It has also resuited in deposits
flowing to an institution that in the past has not been capable of productively using these resources and
maximizing their benefit to the economy. Our knowledge of UkrEXTM Bank is outdated, but in the
past it appeared that privatization of that institution in the short term was feasible.

If it is determined that it is critical to maintain these state institutions, they should become specialized
institutions that are limited in their powers. Their purpose should be clear and it should be determined
whether or not their purpose can be met by the commercial banking industry. Ifnot, a determination
should be made whether steps should be taken to remove the barriers that exist to having the banking
industry serve these needs. If they are to continue, a judgment should be made on whether they need to
be banks and whether their funding should be through deposits or other means. -

We understand that there is a proposal to establish a Reconstruction and Development Bank. Although
we have gotten an overview of what the bank is to do, we have not seen a detailed proposal on it. We
and US AID do question the advisability of this action. World experience with such banks has been
negative. We question whether it will achieve its stated purpose or be another source of probiems,

SYSTEMIC RISK

NBU bank supervision should have a process that evaluates systemic risk, determines potential impact
on the banking industry and results in supervisory strategies to deal with such risks to minimize their
impact. Risk can be externally driven, such as the Russian banking crisis, which impacted Ukrainian
banks or can be the result of concentrations within the banking industry. The economics departiment
should identify macro economic issues, which may have a significant effect on the banking industry.
Either they or supervision should model the impact of such items on the industry to determine whether
there is a need for action. Action may be directed at the industry as a whole or be directed at individual
banks that are most vulnerable. The banking industry’s sensitivity to the key risks, i.e., interest rate,
FX, should be projected on a regular basis. An example of a systemic risk from US experience was the
deregulation of interest rates in the 1980s. OCC started to work with commercial banks to recognize
the risk and develop new methodologies for managing interest rate risk prior to deregulation. The
effort was successful and almost no banks had serious problems when interest rates were finally



deregulated. Unfortunately, the thrift regulator did not take any action and the result was one of our
worst financial institution crises.

The paper indicates that there are no significant risks, which may lead to a systemic banking crisis. 1
believe the intent was to say that there are not banks or set of banks that are sufficiently large and tied
to other bank to cause a systemic crisis. As they rightly point out, credit risk is high. Credit risk does
represent a systemic risk and many of the actions in the paper are directed to dealing with that risk, i.e.,
improved collateralization process. :

ANTI-MONEY LAUNDERING

The discussion in the paper on money laundering focuses on the banking industry and NBU bank
supervision. This is an effort that needs to be gevernment-wide and include the entire financial
industry. I think the paper needs to reflect this. Although I recognize that the paper is directed at the
development of the banking industry, segments do discuss the broader financial industry. In reality the
paper should probably be a comprehensive program for the development of the financial services
industry, especially as many of the actions are directed at the development of non-bank entities and
many of the actions benefit both banks and other financial sexrvice providers. In the area of anti-money
laundering, it is critical that action be a government wide effort. If not, NBU is doomed to failure.
This area is an example of where the banks and NBU have had problems with the judicial system in .
taking action to comply with the new Law on Banks and Banking. Ialso think it is a mistake to create

~ the impression that the banking industry is the only portion of the financial industry that may be tainted
by money laundering, ) .

TECHNOLOGY

Technology is one of the major forces affecting the economy, the banking industry and all of our lives.
The paper does make reference to the use of some new technologies by the banking industry, but the
treatment of this area is far short of comprehensive. In addition to the potential for banking products,
there is also the potential for technology to be used to improve the efficiency and effectiveness of bank
supervision. An area related to risk management in banks is the various tools/models that have been
developed through the use of technology to better quantify the level of risk and its impact. We suspect
that laws relating to technological advances have not been kept up to date and therefore, will need
regular adjustment. The area of computer fraud and security is a critical one that should be addressed. I
am not sure that there is any area or group of the NBU that is charged with looking at the potential
impact/uses and risks associated with technology. If not, we recommend that this be considered.

In this memo we have briefly discussed major areas that we think need to be more fully covered. We
have not commented on all of the things that are right and positive in the program. Overall, the
program is very thoughtful and I believe incorporates most of the major issues we have commented
upon in the past.
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I know that the NBU departments are in the process of proposing actions, assigning responsibility and
setting priorities and timeframes. We are; however, concerned that the goals and actions proposed are
in many instances the primary responsibility of others. There should be an attachment to the plan that
takes each item and assigns responsibility for leading the effort to a single agency of the government.

A second column would then indicate those other agencies, which are to be involved in the process.
NBU should be a catalyst for change and provide leadership on many of these issues, but clearly cannot
control the outcome in many of the areas.

The job set out in the document is daunting. We do have a concern with the capacity of the NBU and
other agencies of the government to be able to follow through on all of these issues. Several of the
issues may well take beyond the timeframes of the document to fully implement. This document
conveys a sense that all of these actions are to be completed not just begun. At this stage the document
does not provide any indication of which items are the key priorities. This needs to be incorporated.
We would hate to see resources so fragmented that many things are started but few completed and fully
implemented.

As mentioned above, all of these items and other more minor items have been discussed with Alex
Kutsenko, who is a member of the task force and can provide additional insight. Frank Blimling wiil
be available to discuss any of these items. Karen Wilson is back in the States, but will be back in
March if you wish to discuss any of these items with her. Input was received from US AID and
incorporated in this document.
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BearingPoint.

Formerdy KFPAMG Corguitiny
MEeMo
To: Frank Blimling, Chief of Party, Ukraine Bank Supervision Development
Project
CC: Project Members
From: Alex Kutsenko, Economic Specialist
Data: March 28, 2003
Re: Status of Audit Profession Development in Ukraine

The purpose of this document is to provide background lay down the facts about and
problems inherent to audit profession in Ukraine. It also covers major initiatives by audit
self-regulated bodies and government agencies to promote and develop the profession.

External Audit

Background Information

External audits in Ukraine are governed by Audit Act of 1993 (Attachment 1). This Act
provides legal framework for both bank audits and audits of other business, including non-
bank financial institutions.

Below is the summary of the most important for the purpose of this memo provisions of the
Audit Act:
¢ In Ukraine, any Ukrainian citizen who holds a University diploma in Economics
(including Accounting, Banking, Finance and other Economics-related spheres) or
in Law is eligible to become a certified auditor. In order to be honored a
Certificate a person has to have specified experience', go through specified
training and pass a written test;
® There are two types of Audit Certificates: Certificate A for auditors of non-bank
entities (general business, including non-bank financial institutions), and
Certificate B for bank external auditors. Holders of both Certificates receive a
combined AB Certificate;

» A person needs to complete two steps before he or she can start practicing audits.
The first step is to acquire a Certificate, the second step is to purchase a license
(see Certifications vs. Licensing section of this memo);

* Certain institutions — in particular banks and listed companies — are required to
Pass annual statutory audits. In addition, some non-recurring events might trigger
a statutory external audits;

« The Act calls for Audit Chamber of Ukmaine as an independent self-regulating
agency for audit profession: The Audit Chamber (another official name
Chamber of Auditors of Ukraine) enjoys the exclusive rights to adopt National
Audit Standards. However, other agencies — in particular, the Union of Auditors —
can initiate preparation of such standards and solicit Chamber’s approval.

! Minimum experience requirements differ for bank and non-bank auditors and vary from three to five years.

Business and Systems Aligned. Business Empowered.”
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In 1998 the Audit Chamber adopted so called National Normatives of Audit. In fact this was

a Ukrainian translation of International Standards of Audit (ISA). There are threc major
concems in respect to these Normatives:
s At the time of adoption, the Audit Chamber was not a member of IFAC, and
therefore its efforts to promulgate ISA is questionable. This issue remains
unsolved; _

¢ The Normatives are outdated by now. IFAC has recently adopted several
important Standards that have not been incorporated into Ukrainian Normatives;

e Many experts have noticed material drawbacks in translation that significantly
impede the understanding and use of the Normatives.

Statutory vs. Voluntary Audits

There are two types of external bank audits in Ukraine — statutory and voluntary. Statutory
audits are demanded by the law and include, among other things, audit of bank annual
financial statements before their publication and submission to NBU. There are also
additional events of non-recurring nature that trigger statutory audits like bank merger or
liquidation. Other audit-related services like consulting, audit follow-up etc are deemed to be
voluntary at bank’s discretion. '

From the regulation standpoint, there is no difference between statutory and voluntary audits
since both these types of activities are subject to the same level of regulatory scrutiny.

Licensing vs. Certification’

These two terms refer to absolutely different concepts inboth the Audit Actof 1993 and
other regulations. Despite of this, they have been misused and used interchangeably by
outside parties that lead fo many misunderstandings. -

Licensing' refers to issuance of a document that allows a person to practice audit. To be
licensed a person needs to hold a certificate first. Both individual. auditors and audit
companies can be licensed. Maximum validity of a license is five years.

Certification calls for identification of whether an individual person has enough knowledge,

skills and abilities to act as an auditor. Term “certification” can never be applied to audit
companies. Maximum term of validity for a certificate is five years. Holding of 2 certificate
does not give a right to practice audit. This is because an auditor can decide not to practice
audit in his or her own but rather as a pariner of an audit company. '

Hence, from regulatory standpoint, licensing only implies a ptocedural check (both through
an interview and checking documents) and keeping a registry. Such activity does not involve
significant resources and can be done routinely, just like keeping a registry of bank branches.

However, certification implies testing individual’s ethic standards and education, including
relevant experience. Certification calls for a written test that shall be a natural extension of a
training process. Since the law allows several attempts to pass the test, certification demands

2 Also the Audit Act of 1993 uses the term “licensing” in respect to issuance of a document fo certified auditors
to allow them practicing audit, recently they started to avoid this term in open discussion. The reason is that
there is a list of business and professional activities that gre subject to licensing requirements, and audit is not in
this list. Respectively, in current NBU documents term “registration” is used to identify the concept of allowing
someone to practice audit.

Py March 2003
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significant resources, both financial and personnel, to develop, Eimi)le:n:umt, and keep up-to-
date training programs, including test questions, databases and so one.

Individual Auditors vs. Audit Companles

There is another problem on how to interpret the Law. This is problem of what individual
auditors can do vs. what andit companies can do. The essence of the issue is that the Audit
Act does not explicitly say what can an individual auditor practice and what can only an audit
company practice. This confusion is present in both bank audits and non-bank audits.

The law sets forth that an audit company can practice audit only if st least one auditor is
certified. However, it is not clear that such person shall be a full-time employee or a partner
in the company. Therefore one auditor can work for or even own several audit companies at
the same time. If this person does a poor audit on one company and such company is put
under supervisory or any other sort of scrutiny, there are good chances that the same auditor
can continue in other companies. This make the issue or ensuring good quality of audits very
questionable. '

Internal Audits

There is no law or act in Ukraine that would regulate internal audits. The Audit Act of 1993
does not have any special term “internal audit”, nor does Accounting Act of 1999, Therefore
technically there is no general rule that would govern internal audits, ‘

This creates a handful of legal and related problems. For example, in many companies terms
“internal controls” and “internal audit” are used interchangeably and the same mits within an
organization are responsible for putting internal controls in place and perform internal audit.
In the area of bank this issue is somewhat more developed. In particular, Bank and Banking
Act calls for an internal audit department to be in place in every bank. However there is a
confusion to whom this department shall report and be accountable — to the Board of
Directors or to the Management Board. This is in fact a problem with internal audit
independence. Recently the NBU has elaborated amendments to the law to propose
subordination of the internal audit fo Board- of Diréctors. Among others, there is also a
‘proposal to hold bank managers responsible for prompt and appropriate reaction to the
recommendations of internal auditors.

In addition, there is an existing problem of how competent internal auditors are. This issue
can be solved through training, : o

In some banks recently internal auditors were empowered with related, also not usual
functions, in particular, risk management. '

Chamber of Auditors of Ukraine

Chamber of Auditors of Ukraine is the major player for the audit profession. In fact, it
should be the leader in all initiatives in the area of audit. Unfortunately, the theory does not
always come true.

Currently, there are three major efforts initiated by the Chamber of Auditors: (1) Certification
of auditors; (2) publication of Ukrainian translation of International Standards of Audit, and
(3) development of National Standards of Audit.

o March 2003
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Certification of Auditors

Certification of non-bank auditots (Certificate “A”) remains to be the biggest job for the
Chamber. There is a on-going training and testing process for individuals wishing to become
non-bank auditors. The training is in-house and provided by recognized accountants and
auditors. The test is a combination of multiple choice and a case study. Many experts
complained that the pass threshold is low — an applicant can fail 16 out of 40 questions.

Individual auditors who’s Audit Certificates expire shall pass the mandatory test like a new
auditor, but can chose not to undergo training.

The statistics of how many non-bank auditors have been certified so far and how many of
them a practicing auditors were not found during the preparation of this memo.

Publication of Ukrainian Translation of International Standards of Audit

This is a significant project undertaken by the Chamber. Recently the Chamber purchased a
right to translate International Standards of Audit into Ukrainian and publish it in order to

promulgate these Standards in Ukraine. Supposedly the Chamber hired a good translation -

team to avoid any mistranslation problems currently present in National Normatives of Audit.
It is expected that the Ukrainian translation of ISA will come out by May 2003.

Latter the Chamber is expecting to issue a set of commentary papers to suggest the best

practical unplementatlon of the ISA in Ukraine. The dead line for thls initiative is December
2003, _

Elaboration of National Standards of Audit

This is the most ¢ ontroversy e ffort to be initiated by the Chamber. A sitstands now the
Chamber wants to remain the exclusive agency to elaborate and issue National Standards of
Audit. However, asit tumis out, in case the Chamber i ssues the Standards, there will be
questions concerning their recognition by international community. This issue is discussed in
a separate memo to Mr. Shlapak and Mr. Puskariov dated February 28, 2003 (attached).

This issues has a direct relation with the next initiative discussed below.
Acquisition of Membership in IFAC

There is cne major initiative that the Chamber has to implement in near future in order to
preserve its status-quo. The Chamber has to acquire membership in International Federation
of Accountants (IFAC). There should be a due-diligent process in place to control how the
Chamber is planning to undergo this initiative. .

The National Bank of Ukraine is fully aware of the problem and wants to resolve it. In the

latest correspondence to banks NBU openly stated that the Chamber is supposed to
- promulgate International Standards of Audit by publishing the Ukrainian translation and
elaborate National Standards of Audit to be recognized by international community. Shall
the Chamber fail to do this, the NBU will require Ukrainian banks to use only international
audit companies to do annul audit of banks’ financial statements.

Federation of Professional Accountants and Auditors of Ukraine

Federation of Professional Accountants and Auditors of Ukraine (FPAAU or UFPA -
Ukrainian F ederation o f Professional Accountants and A uditors) is a non-government not-
for-profit organization. The membership is voluntary. Members can enjoy consultation
cervices and similar type of support from the organization.

o~ March 2003
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The major initiative of the Federation is the certification of accountants. The certification is
done in conformance with IFAC and UNCTAD requirements, including International
Educational Guidelines on initial and continuous education. This initiative was conducted
with assistance provided from USAID contractors — IBTCI and than Cemonex. The
contractors have developed training materials and test procedures to be then passed on to the
Federation and fully administrated by it. At the moment of preparation of this memorandum
the training part of the certification program was delivered by Ukrainian trainers hired
through open bids. Such training is for fee and a person has to pass training of several
modules before he or she will be allowed to pass any test. The fest process was still
administrated by U SAID contractors and there was a plan to make is self-sustainable and
fully passed to the Federation.

The Certificate of Professional Accountant is not required by any government or professional
organization as an eligibility criteria for a job or practice. However, some accounting
companies, especially those involved in the outsourcing of accounting, do require their
accountants to hold such Certificate. In addition, there is a movement to require such
Certificate to be held by Senior Financial Officers of listed companies.

Other initiatives administrated by the Federation are related to general development and
promotion of accounting profession, as well as providing the accountants and auditors with
comments and practical guidelines. For this purpose the Federation issues bulletins and holds
ad-hoc conferences.

Institute of Internal Auditors

The Institute of Internal Auditors is a non-government not-for-profit professional
organization that joints internal auditors in order to help them overcome difficulties in their
practice and provide consistent guidelines and methodological support. The Institute is a
member of the International Institute of Internal Auditors and being such is eligible to
promulgate the best practice of internal audit in Ukraine.

Also technically the Institute joints the internal auditors from all types of companies, it
currently emphasizes mostly on bank internal auditors. The reason for this has been
discussed above — only for bank there is an explicit requirement to have internal audit.

The major initiative undertaken by the Institute is to issue Ukrainian translation of Standards
for the Professional Practice of Internal Auditing that include Statement of Internal Auditing
Standards, Statement of Responsibilities of Internal Auditing and Code of Ethics.

Since there is no regulation on the internal audit, nor on who can regulate this profession (in
fact, it is not even recognized yet as a profession) the Institute can effectively declare that
such translation becomes official Ukrainian National Standards of Internal Auditing.

Naftional Bank of Ukraine

National Bank of Ukraine is a specialized government agency that operates under the
National Bank Act (1999).

According to the Act, the National Bank is empowered to certify bank external auditors.
Currently the NBU does not exercise its powers due to the lack of a clear vision how to use
them and respective interpreting regulations and resources.

e March 2003
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There are the following major problems vis-d-vis NBU certifying bank external auditors:

1) There is no clear vision on what shall be done — certification (the initiai step that implies
training of individuals) or just licensing (the ultimate step that implies only due-diligent
knowledge test for individuals and eligibility criteria for companies). :

2) There was no study done to find out whether NBU has enough resources, primary people,
to accomplish the function it is entitled to.

3) In any case (no matter what steps NBU will be willing to exercise) there is an issue that
NBU can not charge individuals for rendering services to them (including for training).
Some experts believe that if NBU were to be allowed to charge this could open doors for
corruption. '

4) If NBU indeed starts certifying external bank auditors this can create an unwanted
precedent for other government agencies — especially for the Security and Exchange
Commission — that will want to regulate auditors in their areas of jurisdiction. This can
lead to defragmentation of regulatory oversight and possible even to vanishing of such
control, Another side effect is this will make it extremely difficult to individual auditors
to acquire a universal certificate.

The initiatives undertaken by NBU in respect to bank audits are covered in memos prepared
by Mr. Chuck Canfield in late 2002 — early 2003.

Conclusion

As it has been revealed during the meetings and study, currently there is a number of
problems that impedes development of audit. The major problems are: '

e Unclear laws and regulation that govern audit process;

o Conflict of interest inherent at many stages of audit regulation;

¢ Lack of willingness to make a difference.

In addition to these, there has been no central initiative to reform audit profession that lead to
unawareness of the parties involved about what the other agencies are doing. If the situation

continues, the effectiveness of any initiative to promote bank internal and external audits will
remain poor.

HoaringBooh | March 2003
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To:

CC:

BearingPoint.

Formerly KPMG Consulting

MEMO

Olexandr Shlapak, Deputy Governor, NBU
Vadym Pushkariov, Director, General Department of Bank Supervision

Group of Economic Advisors to NBU Governor

From: Alex Kutsenko, Economic Specialist, USAID Bank Supervision Project
Date: February 28, 2003 ‘
Re: Problems and Future of External Audit

The purpose of this document is to present our opinion concerning the existing

problems vis-a-vis audit developments in Ukraine, in particular bank audits, and concerning
immediate and long-run proposals on how to overcome these problems.

them:

*

Generally, we see the following problems in the andit area and ways how to eliminate

National Audit Normatives do not comply with International Standards of Audit
(ASA). Itis be possible to eliminate such problem by declaring that ISA are becoming
Ukrainian National Standards of Audit (NSA);

The Ukrainian Chamber of Auditors (UCA) is the only organization that by law has
the power to adopt National Standards of Audit. However, the UCA is not a member
of the International Federation of Accountants (IFAC) and therefore international

organizations will not recognize National Standards adopted by the UCA even if they‘

repeat ISA word-by-word. It is possible to eliminate the problems either by amending the
law to cancel the UCA’s exclusive rights to issue NSA and allowing other self-governed
orgamzatlons that are or will be members of the IFAC; or by forcing the UCA to acquite
membership in the IFAC in order to make sure that any Standards issued by the UCA will
be recognized in the world;

Bank auditors have not been certified for three years now since Banks and Banking
Act came into effect. The ACU does not have the powers to issue certificates for bank
external auditors any more, whereas the National Bank has not made its position clear
whether or not it will certify external auditors due to lack of resources. In addition, if the
NBU decides to certify auditors it will expose itself to a reputation risk in case of the
NBU certified auditor do a poor ]ob in the future. It is possible to solve the problem in
two steps. The transitional step is to create an independent body to certify bank auditors
and introduction in the NBU a registry of audit companies entitled to perform bank
audits. The final step is to transit from certifying auditors to certifying accountants.

All these problems and proposals are discussed in details below in this document.

Business and Systems Aligned. Business Empowered.”

144



-2

National Normatives of Audit Do Not Comply with International Standards of Audit

As it has been noted many times in official documents and recommendations of
World Bank and International Monetary Fund, the existing National Normatives of Audit
(NNA) issued by Chamber of Auditors in 1998, do not comply with existing Intemational
Standards of Audit. The discrepancy is caused by the fact that NNA do not include those
significant ISAs issued after 1998.

It shall be mentioned that even if now, in the year of 2003, the Chamber of Auditors
adds respective ISA to NNA, this is only going to solve the problem for a while since IFAC
has been constantly following up on ISA development and almost every year new Standards
are issued’. International experts sharc a common opinion that both the frequency and
substance of changes are going to be increased in response to recent corporate scandals.
Therefore the Chamber of Auditors (or anyone responsible for ISA promulgation in Ukraine)
shall make sure that thereis a system in place to follow up the development o f National
Normatives or Standards. The lack of such system in the past is one of roots for the existing
problem — in 1998, when issued, the NNA fully complied with ISA since in fact were their
summarized Ukrainian translation. It means that it is not a substance discrepancy but mather a
“timing difference”,

: There are two alternative ways to approach the problem. The first one is to develop
National Standards based upon International Standards. The second is to declare the full
text of International Standards of Audit (in Ukrainian translation) as National Standards.

~ In our opinion the second choice is more desirable due to the following:
e Since now ISA do not have alternative treatments or recommendations on a single
issue, there is no need to select from such alternatives in National Standards®;

* Standards of Audit actually guide the process how audit as a professional activity
is to be performed, and only to some extent they concern about the final product —
audit report and management letter. Therefore there is no need to make sure ISA
comply with national legal requirements, a2 more prudent step would be to make
sure that national legal guidelines underlying audit process are in line with ISA.

In addition, if ISA are pronounced as National Standards this would solve the “timing
difference” deficiency reducing it from several Yyears to several months — the time it takes to
translate annual changes to ISA into Ukrainian and publish them.

The importance of self-governed audit organization will continue if approaching the
problem in this way. Such organization would still have to promulgate the Standards by
issuing interpretations, position papers, training programs, etc.

Domestic and International Status of the Ukrainian Chamber of Auditors

The major problem that impedes the above proposal to declare ISA as Ukrainian
National Standards of Audit is the domestic and international status of Chamber of Auditors.

! International Standards of Audit, just like International Financial Reporting Standards (IFRS), are issued
annually in the first quarter of each year. Usually national authorities and auditors are given some time make
sure their requirements and practice comply with the new standards,

? However, this statement is not intended to say that such alternative treatments are not going to emerge in the
future, also now this possibility seems to be remote.

omirgho: February 2003
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In accordance to the Audit Act of 1993 the Ukrainian Chamber of Auditors is the only
organization that can legally issue National Standards of Audit. The Chamber exercised this
power in 1998 when it issued National Normatives of Audit. In addition, the Audit Act sets
forth that other self-governed professional organizations can elaborate draft Standards but
still have to submit them to the Chamber for official approval. Therefore domestically
Chamber’s status is absolutely lawful and exclusive.

From the other hand, in accordance to the Preface to International Standards of Audit,
these Standards can only be promulgated at a natiomal level by IFAC members. The
Chamber of Auditors is not a member to IFAC. Now there is only one Ukrainian
organization — Ukrainian Federation of Professional Accountants and Auditors — that is an
associate member to IFAC. Therefore internationally the Chamber is not a recognized
organization and hence any guidelines it issues are mot going fo be recognized by
international investors as compliant to ISA. ‘ : :

There are two approaches to this problem of legal formalities. First, the Audit Act
can be amended to allow any self-governed Ukrainian audit organization that is a member 1o
IFAC to issue National Standards. Second, there can be a legal or other requirement issued
to the Chamber of Auditors to force it to join the IFAC.

In our opinion also the fist suggestion makes more sense from the standpoint or
government non-intervention into self-governed organizations and avoidance of monopoly,
the second option now is more adequate. In order to join IFAC, the Chamber has to comply
with certain qualification and financial requirements. It is likely that some rotation of
Chamber members will have to occur in oider to meet qualification requirements, including
enrolling to the Chamber auditors certified in other countries by IFAC member organizations.
The time it takes for the Chamber to join the IFAC is dictated by IFAC procedures and it is
unlikely to speed up the process. However, this is something that the UCA should have
already done immediately after incorporation in early 90™, In addition, once a member of the
IFAC, the UCA would be able to influence elaboration of ISA that equals to development of
National Standards. x S - : :

Certification and Regi#tration of Bank. Ex'tema'l Auditors |

Since Banks and Banking Act came into effect in 2000 there was no certification of
any new bank auditor in Ukraine. The Chamber that used to issue Certificates B pursuant to
Audit Act of 1993 has lost its power due to genéral subordination of the laws — any newer
law automatically cancels conflicting requirements of any older law. The National Bank that
has acquired the legal right to certify external auditors’, does not have enough resources to
introduce a full cycle of certification starting with development of training programs and
tests, continuing with delivering the training and holding tests, and ending with issue of
certificates and follow-up reviews of the work performed by a certified auditor that can
trigger certificate revocation.

* This right is not clearly stated in the law causing legal disputes. In particular, it is not clear whom NBU shall
certify - private auditors or audit companies.
BoaringPon | February 2003

e DADOCUME~1\DRCARP~I\LOCALS~I\Temp\6 andit_jssucs_suttnary.doc

18



—4-

Under this circumstances valid Certificates B issued by the Chamber in different
times for maximum five years have not been void and automatically renewed without their
holders passing any knowledge test. It shall be reminded that this happened during the times
when accounting experienced fundamental reforms — banks were finishing transition towards
IFRS, and businesses started to introduce the National Accounting Standards. Therefore
there has been no real check of knowledge of bank auditors in Ukraine for at least three years,
Adding the facts that (1) International Educational Guidelines are not followed in Ukraine®
that has been criticized by IMF and WB missions many times; and (2) inadequate licensing
requirements for audit companies®, puts the quality of bank audits in Ukraine in question.

In our opinion, the NBU has to honestly assess its resources and the risk inherent to
audit certification and refuse the idez of certifying auditors. There are the following
arguments to support the refusal:

e There are no adequate resources, starting with personnel, that would enable NBU

to do a comprehensive and on-going certification process®;

» NBU is exposed to legal risk in front of general public for the performance of

auditors holding a NBU Certificate;

¢ There is an issue of how the training and test expenses are going to be covered
since the NBU as a government agency can not bill individuals for rendering
services to them.

. The certification problem can be approached in two steps. The first one, immediate
step, is to set up an independent body — Audit Supervisory Board — that would assume the
Junctions of training and certifying individual auditors and to have NBU to introduce a
Registry of audit companies eligible to audit bank annual financial statements. The second
step is to transit in long-run from certifying auditors to certifying accountants.

More detailed recommendations concerning Audit Supetvisory Board can be found in
memos prepared by Mr. Charles Canfield who in December 2002 and J. anuary 2003 worked
on audit issues under Dutch Grant. However, Mr. Canfield mentioned in a discussion that
such Board can only solve the problem for a while and can be treated as precedent of
government agencies pulling apart the audit profession in the areas they regulate. In the other
hand, to introduce a Registry of the companies eligible to audit bank annual financial
statements’ is the optimat Wway to overcome the problem of NBU licensing and controlling the
quality of auditors. =

* In particular, IEG 2 “Regular Professional Education and Continued Education™.

% In particular, the minimum permanent professional staff requirement (30% of permanent staff have to be
certified auditors) is ignored by keeping the lowest possible number of official staff and hiring wncertified
auditors on part-time basis.

¢ This issue can be solved if training programs for certification of auditors are developed under Dutch Grant.
TWe strongly recommend this exact name for the Registry since other audit cervices that are not presented to
the general public — outsourcing of internal audit or financial consultations — can be done by other companies or
even individual auditors.

oot February 2003
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However, in the future it is desirable to study the possibility to transit from certifying
auditors to certifying accountants. Such certification can be done by Universities and
professional organizations®, A certified accountant shall have the right to practice accounting
and audit. However in those areas of his or her practice that are of a special interest to the
public — external audit of banks and listed companies (if allowed), managing internal audit
departments in banks and non-bank financial institutions — there shall be Registries similar to
the one discussed, but for individual eligible auditors. This will establish clearer segregation
of responsibilities between self-governed organizations, individual auditors and government
agencies. In addition it is going to satisfy the principle of the government staying away from
professional activities while having effective controls over the quality of such activities.

® In fact, a Master Degree in Accounting and Audit shall be deemed an equivalent to Accounting Certificate. In
addition, the Ukrainian Federation of Professional Accountants and Auditors initiated certification of
accountants pursuant to IFAC and UNCTAD requirements.

/E%\w _ February 2003
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BearingPoint.

Formery KPMG Consulting -

MEMO

TO: Frank Blimling, Senior Advisor
Karen Wilson, Senior Advisor
Geary Vance, Senior Advisor

FROM: Gary Gegenheimer, Senior Legal Advisor
Yevhen Telychko, Legal and Economic Specialist

CC: : Alex Kutsenko, Economic Specialist
Marina Antonova, Program Specialist
Raya Ladokhina, Program Specialist

DATE: ' March 28, 2003 7

REF: Licensing Requirements and Risk-management
Systems: Situation in Ukraine and International
Practice

LICENSING REQUIREMENTS AND RISK-MANAGEMENT SYSTEMS: SITUATION IN
UKRAINE AND INTERNATIONAL PRACTICE. | - :

One of important components of risk-based supervision is effective licensing requirements ensuring
that a bank has all necessary prerequisites for efficient risk-management system already at the stage
of licensing. This should include suitability of major shareholders, transparency of '
ownership structure and source of initial capital, “fit and proper” directorate and management,
appropriate operational structure, risk-management polices and internal control procedures
adequate to the scope, and degree of sophistication of the proposed activities of the bank (Principle
3, ECS5, EC9, Core Principles of Effective Bank Supervision).

More information on international practice of licensing (risk-management system focus) as well as
some specific wording can be found in Attachment 1 “International practice”.

Registration and licensing of banks in Ukraine is regulated by Chapter 3 “State Registration and
Licensing of Banks” (Art.17-22) of Law on Banks and Banking Activity (BBL), NBU Regulations
#375 “On procedure for creation and state registration of banks, opening their branches,
representative offices, divisions”, and NBU Regulation #275 “On procedure for issuance of
banking licenses, written permits and licenses for performance of certain operations to banks”.

Business and Systems Aligned. Business Empowered.”



Law on Banks and Banking Activity (BBL) dated December 7, 2000.

BBL provides for two stages of “bringing a bank into life”: 1) state registration and 2) icensing.

1. State Registration

The first stage is actually registration of a bank as a legal entity. At this stage, persons authorized
by founders are required to provide the NBU with necessary documents that include (BBL Art 17):

1) Registration application.

2) Founding Agreement (with the exception of State bank).

3) Bank statute. '

4) Decision onbank establishment (minutes o f the foundation m eeting), or a Resolution o fthe
Cabinet of Ministers on the establishment of a State bank.

5) Business plan identifying types of activity planned for the following year and a strategy of
bank’s activities for the next three years, in accordance with requirements, established by the
National Bank of Ukraine.

6) Information on the financial position of those participants that will hold an essential
participation in the bank. In case the bank founder is a legal entity, information should be
provided on members of the Board of Directors and holders of essential participation in this
legal entity.

7) Accounting, reporting and financial statements for legal entities that will hold an essential
participation in the past four reporting periods (quarters), and for individuals that will hold an
essential participation - a statement from the State Tax Administration on income for the last
reporting period (year).

8) Information on the composition of the Supervisory Council, Board, and Revision Committes.

9) Copy of the payment document confirming payment of the registration fee established by the
National Bank of Ukraine. '

10) Notarized copies of founding documents of members, that are legal entities and would hold
essential participation in the bank.

11) Copies of a report on the holding of open subscription to shares - for banks established as an
open joint stock company. )

12) Data on professional skills and business reputation of the bank Chairman and members of the
Board and the Chief Accountant of the bank.

Working group of General Department of Bank Supervision on amendments to BBL suggested new
wording for points 6, 7, 10, 12 and additional point 13. Those amendments should ensure a better
disclosure of information on suitability of essential participants and members of Board and
Supervisory Council. 3

"6) Information on the financial position and businéss reputation of those participants that will hold
an essential participation in the bank. In case the bank founder is a legal entity, information should
be provided on members of the Supervisory Council and persons that are actual beneficial owners
of this legal entity. - ;

7) Financial accounts confirmed by auditor for the past four reporting periods {quarters) - for
participants-legal entities; reference from the State Tax Administration of Ukraine on incomes over



last period under review (year) - for participants-individuals; or other documents confirming origine

of incomes (funds)"

"10) notarised copies of statutory documents of participants which are legal entities, and of their

owners of essential participation;"

"12) information on professional suitability and business reputation of Board members and bank's

chief accountant.”

13) information on business reputation of Supervisory Council members.”

It would be better to expand point 13 to include also professional suitability requirement:
*information on business reputation and professional suitability of Supervisory Council members”.

The issue of whether it is necessary to put some professional requirements for Supervisory Council
members is controversial at the NBU. Some people say that things should remain as they areina
current law — no requirements for professional suitability of Supervisory Council members. They
explain this point by saying that it is up to shareholders to determine their requirements for
supervisory council members, and supervisory agency must not interfere in this process. Others
stress that banking is a very specific sphere and members of supervisory council should be subject
to very strict requirements as regards their professional skills, experience, etc.

Core Principles of Effective Bank Supervision in this respect say the following:

Principle 3, EC7: The licensing authority evaluates proposed directors and senior management as to
expertise and integrity (fit and proper test). The fit and proper criteria include: (1} skills

and experience in relevant financial operations commensurate with the intended

activities of the bank and (2) no record of criminal activities or adverse regulatory

judgements that make a person unfit to uphold important positions in a bank.

Principle 3, AC 2. At least one of the directors must have a sound knowledge of each of the types of

financial activities the bank intends to pursue.

With this in mind, the GDBS working group recommended the followmg changes in BBL Axt. 42

“Requlrements for Bank Managers”

Atrticle 42, Requirements for Bank Managers

Managers of a bank shall be the chairman, his
deputies and members of the Bank Council, the chairman,
his deputies and members of the Board (Board of
Directors), chief accountant, his deputy and managers of
bank separate structural divisions.

Managers of banks shall be competent
individuals who meet the following requirements:

1) Higher education in the field of economics, law or
management, as appropriate for the position to be
occupied (this requirement does not apply to
Supervisory Council members).

Banking experience on relevant position, not less than
three years (this requirement does not apply to

2)

To amend Part 1 as follows:

“Managers of a bank shall be the chairman, his d eputies
and other members of the bank’s Supervisory Council, the
chairman, his deputies and members of the bank’s Board
(Board of Directors), the chief accountant and his
deputies, and the bead and the chief accountant of the
representative office (their deputies).”

To add Part 2 as follows:

“Members of the Supervisory Council of a bank shall be

capable mnatural persons who meet the following

requiréments: '

1) Skills and experience in the relevant area of financial
rations that correspond to the bank’s futare operations

(at least one member must have deep knowledge of such

operations). ,

2) Impeccable business reputation”.

3
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Supervisory Council members).
3) Impeccable business reputation.

The Chairman of the Board (Board of Directors) of the
bank and the Chief Accountant shall take office after the
National Bank of Ukraine gives its consent in writing

The Chairman of the Board (Board of Directors)
of the bank and the Chief Accountant should have
previous bank managerial experience,

To consider Part 2 as Part 3 and amend it as

follows:

“Managers of a bank shail be capable natural persons.

Managers of the bank, except for. members of the

Supervisory Council, must meet the following
i i5:

1) Higher education in economics or law and experience

of managerial work related to banking operations of at

least two years (if there is no special education—

experience of such managerial work of at least three

years).

2) Impeccable business reputation™.

To consider Part 3 as Part 4 and amend it as
follows:

“Bank managers, except for the head and the chief
accountant of the representative office and their deputies,
shall take office after the National Bank of Ukraine gives
its consent in writing,”

To add Part 6 as follows:

“Bank managers may not be persons:

1) who were dismissed on request of the National Bank, or
to whom the court prohibited engaging in such activity;
2) who were convicted of thef, bribery and other
mercenary crimes;

3) who have outstanding debt obligations to any bank or
other natural person or legal entity;

4) whose illegal actions in the past resulted in banksuptcy
or liquidation of a bank or other legal entity;

5) who are involved in entrepreneurial activity (except for

| members of the bank’s Supervisory Councii).”

2. Licensing

A bank is entitled to perform banking activities only upon obtaining a banking license. BBL Art. 19

specifies the following:

“The banking license shall be issued by the National Bank of Ukraine upon the petition of a
bank, provided there are docurnents confirming the following:
the availability of paid-in and registered subscribed bank capital in the amount, established

by the present Law;

the bank has appropriate banking equipment, computers, software, and premises in

compliance with NBU requirements;

there are at least three persons, appointed members of the Board (Board of Directors) of the
bank, who have an appropriate education and experience necessary to manage the bank.”

Working group of General Department of Bank Supervision on amendments to BBL suggested to
amend paragraph 4 and introduce new paragraphs 5-7:

... provided there are documents confirming the following: ... 4)
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“availability of bank's managers (Chairman and members of bank' Supervisory Council,
Chairman, deputy Chairmen and members of the Board (Board of Directors), chief accountant and
his deputy), managers of bank's divisions and appropriate specialists who have proper education
and experience necessary to manage and conduct activity for which a bank obtains a license.

' availability of divisions, including those of internal audit and and risk-management that
carry out apropriate operations and functions;
availability of internal policies regulating performance of act1v1ty according to a banking
license issued, including policies on bank's internal audit and on risk-management system in line
with current legislation in Ukraine, requirgments of the National bank of Ukraine and bank's
Statute; '

business plan that is an executive document and determines kinds of activity that a bank
plans to carry out over next year and strategy for bank's activity for next three years according to
requirements established by the National bank of Ukraine."

"Article 44 of the LBBA requires banks to establish standing units for analysis and
management of risks. These units are responsible for setting limits in respect to specific operations,
risk limits for counterparts, countries of contra parties, and balance sheet structure in accordance
with resolutions of the Board (Board of Directors) on the issues of risk pohcy and profitability of
bank operations.

The leglslatlve structure could be unproved on two pomts First, although banks are.
required to establish risk management units once they commence operations, there is no
requirement in the LBBA that the bank have suitable risk management policies and procedures as a
condition of obtaining state registration or receiving a banking license. It would be preferable to
include this requirement, and the NBU should have the authority to refuse state registration or the
banking license i fthe p roposed b ank’s risk m anagement p olicies are not s atisfactory (see Basle
Committee, EC 8 and 9, and examples from legislation of Basle Commitiee countries, attached).
Second, the responsibility for establishing risk management policies: should be on the bank’s
supervisory council, not the Board. - The council should be expected to develop and approve the
bank’s risk management policies, and to take steps to ensure that the day-to-day management
officials (the Board) are implementing those policies. . These requirements could be included as a
condition for either state registration or the actual license; the point is that the NBU should have
the authority to determine the suitability of the proposed bank’s risk management and internal
control procedures at some point before the bank actually commences operations.

NBU Regulatlon #375 “On the procedure of creation’ and-st.ate registration of banks
and opening of thelr branches, representative offices and divisions” dated August
31, 2001 _

Point 3.1 of Article 3 “Procedure for submission of documents for the state registration of a bank”
specifies the list of documents provided to the NBU for the state registration of banks. The list
includes among other things:

“f) information on the composition of the Supervisory Council, the Boatd, and the Revision
Commission;
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g) documents making it possible to draw a conclusion about the imreproachable business
reputation of the Chairman, his Deputies, and members of the Supervisory Council of the bank,
including:

statements of the banks, from which loans have been received, about the status of their
repayment;

a questionnaire according to Attachment 12 hereto;

statements of the police about the absence (existence) of criminal record on the territory of
Ukraine;

j) documents making it possible to draw a conclusion about the professional eligibility and
irreproachable business reputation of the Chairman and his Deputies, and members of the executive
body (Board) and the Chief Accountant and his Deputies, whose candidacies meet the following
requirements:

higher economic, legal or management education — for the Chairman and his Deputies, and
members of the Board, and higher economic or accounting education — for the Chief Accountant
and his Deputies;

the experience of the Chairman, his Deputies and members of the Board of the bank, the
Chief Accountant and his Deputies in the banking system in the corresponding specialty is not less
than three years, including for the Chairman of the Board and the Chief Accountant— not less than
one year in managerial positions;

an irreproachable business reputation;

no criticism from the corresponding NBU Regional Office and no instances of violations
of the banking law of Ukraine and bank internal documents during the time of work at banking
institutions; '

The information about the Chairman and his Deputies, members of the Board of the bank,
the Chief Accountant and his Deputies and their business reputation is submitted in the form of:

an abstract from the labor book and a copy of the diploma certified by the NBU Regional

Office wherever the bank is located, or notarized;

statements of the banks from which loans have been received on the status of their
repayment printed on the official Ietterhead of the bank and certified with an imprint of the bank’s
seal; ' '

' three references from individuals working in the banking system, whose candidacies were
earlier approved by the NBU or its Regional Offices for the purpose of their approval in the
corresponding positions at other banks (including one from the previous employer, if it is a banking
institution). A reference is written on a blank sheet of paper signed by the referee, which is certified
by the personnel department of the banking institution, where this individual works, and an imprint
of the seal of the institution. The reference should contain information zbout the business
reputation, managerial and professional qualities of the candidate;

a questionnaire (attachment 3);

information from the NBU Regional Office, which supervises the activity of the banking
institutions where the said individuals worked, on the absence in their work of abuses and
violations of the law of Ukraine on banking activity, NBU regulations and bank internal documents
(if they worked in other regions of Ukraine);

statements of the police on the absence (existence) of criminal record on the territory of
Ukraine,

In every specific case, if foreign citizens are appointed for the positions of the Chairman and
his Deputies or members of the Board (Board of Directors), the Chief Accountant and his deputies,
a decision to approve the candidacy recommended by the founders is made by the NBU taking into
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account the documents submitted (their duly cestified copies), which confirm economic education
{(not lower than a Bachelor’s degree) and experience in managerial positions in the banking system
in the corresponding specialty of not less than three years, and information of the Central Bank or
another body of the corresponding country, which exercises control over the commercial banks or
the c ommercial b ank, w here the ¢ andidate w orked, on the absence o f violations in his work. In
addition, an authorized person has to submit to the NBU documents, which confirm the legitimacy
of the stay of such foreign citizens on the territory of Ukraine, and in cases as stipulated in the
current law of Ukraine, - an employment permission issued by the Govemnment Center for
Employment of the Ministry of Labor and Social Policy of Ukraine or under its instruction by the
corresponding C enter for Employment ofthe Autonomous R epublic of C rimea, oblasts, and the
cities of Kiev and Sevastopol, unless otherwise stipulated in international treaties whose binding
nature has been approved by the Verkhovna Rada of Ukraine.

The managers of a bank may not be individuals as specified in Part 3 of Article 23 of the Law
of Ukraine “On business companies”. , '

In addition, there may not be appointed for managerial positions at banks individuals
specified in subitem f and the first paragraph of this subitem of item 3.1, who do not have an
irreproachable business reputation and whose professional and managerial skills do not meet the
requirements of the Law, including: :

who failed to meet d ebt r epayment o bligations to any bank or o ther individual or egal
entity; - '
whose illegal actions in the past caused a bankruptcy or liquidation of a bank or other legal
entity; ' ' '

who were the Chairman of the Supervisory Council and the Board (Board of Directors),
the Chief Accountant of a bank, as to which a decision on bankruptcy or liquidation was made;

who are relatives to members of the Supervisory Council of the bank (parents, children,
native brothers and sisters, spouses); '

who were dismissed at the request of the NBU or were held criminally accountable;”

As we can see, in terms of requirements towards members of Supervisory Council and Board of the
bank, Reg#375 was developed in line with provisions of BBL. in effect. There are no requirements
for professional suitability of members of Supervisory Council.

The Regulatioh also lays down some requirements towards owners of essential participation
in a bank: .

1.7. The participants of a bank may be legal entities and individuals, residents and
nonresidents, as well as the government represented by the Cabinet of Ministers or bodies
authorized by it. ' :

The owners of an essential participation in a bank must have an itreproachable business
reputation and satisfactory financial condition, |
The participants of a bank may not be legal entities, where the bank has an essential participation,
citizens’ associations, religious and charitable organizations. '

It also establishes restrictions for acquiring or increasing essential participation in a bank:

“5.19, The NBU does not grant a permission to acquire an essential participation in a bank or
to increase it, if: '
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a) the entity, which is acquiring or increasing an essential participation, does not have an
irreproachable business reputation. If the entity is a legal entity, this requirement is applicable to the
members of the executive body and the supervisory council of the legal entity, as well as the
owners of an essential participation who are individuals.

b) the entity, which is acquiring or increasing an essential participation, does not have the own
funds to make the declared contribution;

¢) the acquisition or increase of an essential participation would threaten the interests of the
depositors and other creditors of the bank or the development of a competitive environment in the
banking system.”

NBU Regulation #275 "On procedure for issuing banking licenses, written
permissions and licenses for performance of specific operations to banks" dated
07/17/2001.

Chapter 1 of the Regulation specifies the following:

“1.3. Bank has the right to carry out banking activity only upon obtaining a banking license.

Bank has the right to start carrying out banking operations only if it complies with requirements of
current laws of Ukraine and rules and regulations of the Nationa! Bank of Ukraine that lay down
requirements for carrying out corresponding operations (including those related to technical
conditions in place, specialized divisions, their managers, proper specialists and internal policies
that regulate the procedure for conducting operations)”. '

Later, p.1.7. says that “after o btaining a banking license, a bank is obliged to observe licensing

requirements, including those towards regulatory capital, during all the period the banking license
is in effect”.

Chapter 3 "Conditions whose observance entitles banks to obtain a banking license” does not
mention risk management units or policies at all. Latter, Chapter 7 "Special documents to be
submitted by a bank to obtain a banking license" requires submission of "description of and data on
management and organizational structure of a bank (including units of internal audit and risk
management and analysis, their subordination, decision-making procedure)".

Chapter 4 "Conditions for obtaining a written permission” indicates among such conditions (x)
“presence of risk management and analysis unit in charge of establishing limits for specific
operations, limits for counterparties’ risks, risks of counterparties' countries, balance sheet structure
according to decisions of the Management Board on issues of policy as to riskiness and profitability
of bank's activity." Regulation establishes requirements for the unit head (4e, Attachment 1,
Chapter 5) - higher financial/economic education, at least 3-year experience in banking system by a
relevant profession, untarnished business reputation, no violations of banking legislation or/and
NBU rules and regulations during tenures with banks.

Chapter 4 (x) requires bank's policies regulating assets and liability management, credit and
investment policy.

Chapter 8 "Documents to be submitted to obtain a written permission" requires, along with other.

documents, policy on the unit of risk analysis and management,




Chapter 13, p. 13.4 indicates that "All policies (with amendments and additions) a bank submits to
~ the National Bank to obtain a banking license, written permission and licenses for performance of
specific operations, are used by NBU employees during on-site examinations of banks and
considered to be in effect. ". P.13.5 further says that "Failure to meet requirements of Regulation
towards a bank, bank's managers, owners of essential participation, is subject to enforcement
measures pursuant to BBL Art. 73 and relevant NBU rules and regulations”

CONCLUSION

Licensing requirements in Ukraine already have some provisions related to risk-management
systems. In particular, BBL clearly requires risk-management unit in place and establishes some
requirements towards managers of banks (untamished business reputation, professional skills),
members of Supervisory Council (untarnished business reputation), and essential participants in 2
bank. Those requirements are further elaborated in the NBU Regulations #275 and #375.

Unfortunately, those requirements are not complete enough. In particular, there should also be
requirements for professional qualification of members of Supervisory Council (not only for their
untarnished business reputation), which will bring them in compliance with Basel “fit and proper”
requirements. :

Another serious drawback in legislation is absence of specific requirement for banks to have
internal policies on risk-management systems approved by the Supervisory Council already at the
stage o f o btaining a b anking license. Point 3.1 o fNBU Reg 275 requires “internal p olicies that
regulate the procedure for conducting operations”, but it is not a specific requirement for risk-
management policies. : . :

For banks that are obtaining NBU written permission for some certain operations (like FX,
corresponding accounts, trust operations, eic), there is a requirement for having asset and liabilities
management policies as well as policy on risk-management unit in place. Usually, they would have
some description of risk-management system: and risk limitations therein, but agair there is no such
specific requirement in law. If bank's policy does not establish risk liritations or a policy on risk-
management unit does not describe the process of risk-management in the bank, it will be legally
qualified as acceptable and sufficient for obtaining written permission, and applying enforcement
measures is hardly possible in this case.
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ATTACHEMENT 1: INTERNATIONAL PRACTICE

CORE PRINCIPLES OF EFFECTIVE BANK SUPERVISION

Principle 3: The licensing authority must have the right to set criteria and reject
applications for establishments that do not meet the standards set. The licensing process,
at a minimum, should consist of an assessment of the banking organisation’s ownership
structure, directors and senior management, its operating plan and intemal controls,

and its projected financial condition, including its capital base; where the proposed
owner or parent organisation is a foreign bank, the prior consent of its home country
supervisor should be obtained.

Esseﬁtial criteria
1. The licensing authority has the right to set criteria for licensing banks. These may be

based on criteria set in law or regulation. .

2. The criteria for issuing licences are consistent with those applied in ongoing
supervision.

3. The licensing authority has the right to reject applications if the criteria are not fulfilled
or if the information provided is inadequate.

4. The licensing authority determines that the proposed legal and managetial structures of
the bank will not hinder effective supervision.

5. The licensing authority determiﬁé:s the suitability of major shareholders, transparency of
ownership structure and source of initial capital.

6. A minimum initial capital amount is stipulated for all banks,

7. The licensing authority evaluates proposed directors and senior management as to
expertise and integrity (fit and proper test). The fit and proper criteria include: (1) skills
and experience in relevant financial operations commensurate with the intended
activities of the bank and (2) no record of criminal activities or adverse regulatory
judgements that make a person unfit to uphold important positions in a bank.

8. The licensing authority reviews the proposed strategic and operating plans of the bank.
This includes determining that an appropriate system of corporate governance will be in
place.

9. The operational structure is required to include, inter alia, adequate operational policies
and procedures, internal control procedures and appropriate oversight of the bank’s

various activities. The operational structure is required to reflect the scope and degree of
sophistication of the proposed activities of the bank.

10. The licensing authority reviews pro forma financial statements and projections for the
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proposed bank. This includes an assessment of the adequacy of the financial strength to
support the proposed strategic plan as well as financial information on the principal
shareholders of the bank.

11. If the licensing authority and the supervisory authority are not the same, the supervisor
has the legal right to have its views considered on each specific application.

12. In the case of foreigih banks establishing a branch or subsidiary, prior consent (or a
statement of “no objection”) of the home country supervisor is obtained.

13. If the licensing, or supervisory, authority determines that the licence was knowingly
based on false information, the licence can be revoked. '

Additional criteria

1. The assessment of the application includes the ability of the shareholders to supply
additional financial support, if needed.

2. At least one of the directors must have a sound knowledge of each of the fypes of
financial activities the bank intends to pursue.

3. The licensing authority has procedures in place to monitor the progress of new entrants
in meeting their business and sirategic goals, and to determine that supemsory
requirements outlined in the licence approval are being met.

USA: National Bank Act (USA)

Section 71 :

Election
The affairs of each association shall be managed by not less than five directors, who shail be
elected by the shareholders at a meeting to be held at any time before the association is
authorized by the Comptroller of the Currency to commence the business of banking; and
afterward at meetings to be held on such day of each year as is specified therefor in the
bylaws. The directors.shall hold office for one year, and untit their successors are elected
and have qualified.

Section 72 :

Qualifications
Every director must, during his whole term of service, be a citizen of the United States, and
at least a majority of the directors must have resided in the State, Territory, or District in
which the association is located, or within one hundred miles of the location of the office of
the association. for at least one vear immediately preceding their election, and must be
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residents of such State or within one-hundred-mile territory of the location of the
association during their continuance in office, except that the Comptroller may, in the
discretion of the Comptroller, waive the requirement of residency. Every director must own
in his or her own right either shares of the capital stock of the association of which he or she

-is a director the aggregate par value of which is not less than $1,000, or an equivalent
interest, as determined by the Comptroller of the Currency, in any company which has
control over such association within the meaning of section 1841 of this title. If the capital
of the bank does not exceed $25,000, every director must own in his or her own right either
shares of such capital stock the aggregate par value of which is not less than $500, or an
equivalent interest, as determined by the Comptroller of the Currency, in any company
which has control over such association within the meaning of section 1841 of this title.
Any director who ceases to be the owner of the required number of shares of the stock, or
who becomes in any other manner disqualified, shall thereby vacate his place.

Section 73 :
Qath

Each director, when appointed or elected, shall take an oath that he will, so far as the duty
devolves on him, diligently and honestly administer the affairs of such association, and wiil
not knowingly violate or willingly permit to be violated any of the provisions of title 62 of
the Revised Statutes, and that he is the owner in good faith, and in his own right, of the
number of shares of stock required by title 62 of the Revised Statutes, subscribed by him, or
standing in his name on the books of the association, and that the same is not hypothecated,
or in any way pledged, as security for any loan or debt. The oath shall be taken before a
notary public, properly authorized and commissioned by the State in which he resides, or
before any other officer having an official seal and authorized by the State to administer
oaths, except that the oath shall not be taken before any such notary public or other officer
who is an officer of the director's bank. The oath, subscribed by the director making it, and
certified by the notary public or other officer before whom it is taken, shall be immediately
transmitted to the Comptroller of the Currency and shall be filed and preserved in his office
for a period of ten years.

Section 76 :

President of bank as member of board; chairman of board

The president of the bank shall be 2 member of the board and shall be the chairman thereof,
but the board may designate a director in lieu of the president to be chairman of the board,
who shall perform such duties as may be designated by the board.
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Code of Federal Regulations, Title 12, section 5.20 — Organizinga Bank

Subsection (D()(2) Policy considerations. (i) In evaluating an application to establish a national
bank, the OCC considers whether the proposed bank:...

(B) Has competent management, including a board of directors, with ability and experience
relevant to the types of services to be provided; -

(D) Can reasonably be expected to achieve and maintain profitability; and "
(E) Will be operated in a safe and sound manner.

(i) The OCC may also consider additional factors listed in section 6 of the Federal Deposit
Tnsurance Act, 12 U.S.C. 1816, including the risk to the Federal deposit insurance fund, and
whether the proposed bank's corporate powers are consistent with the purposes of the Federal
Deposit Insurance Act and the National Bank Act.

[Note: Section 6 of the Federal Deposit Insurance Act entails a determination of the “general

character and fitness” of the management of a depository institution that is applying for deposit
insurance.] .

Subsection (g) Organizing group - (1) General. Strong organizing groups generally include
diverse business and financial interests and community involvement. An organizing group must
have the experience, competence, willingness, and ability to be active in directing the proposed
national bank's affairs in a safe and sound manner. The bank's initial board of directors generally is
comprised of many, if not al}, of the organizers.... ' |

(3) Financial resources. (i): Each organizer must have a history of responsibility, personal honesty,
and integrity. Personal wealth is not a prerequisite to become an organizer or director of a national
bank. However, directors' stock purchases, individually and in the aggregate, should reflect a
financial commitment to the success of the national bank that is reasonable in relation to their
individual and collective financial strength. A . director should not have to depend on bank
dividends, fees, or other compensation to satisfy financial obligations.

Subsection ( h) Operating plan -- (1) General. (i) Organizers of a proposed national bank shall
submit an operating plan that adequately addresses the statutory and policy considerations set forth
in p aragraphs (e) and (f)(2) o f this section. The plan must reflect sound banking principles and -
demonstrate r ealistic assessments o frisk in light of economic and competitive conditions in the
market to be served. ... ‘

(6) Safety and soundness. The operating plan must demonstrate that the organizing group (and the
sponsoring company, if any), is aware of, and understands, national banking laws and regulations,
and safe and sound banking operations and practices. The OCC will deny an application that does
not meet these safety and soundness requirements.



UK: Financial Services and Markets Act 2000 ~ conditions for permission to carry on
regulated activities

Section 41. (1) "The threshold conditions", in relation to a regulated activity, means the
conditions set out in Schedule 6.

(2) In giving or varying permission, or imposing or varying any requirement, under this Part the
Authority must ensure that the person concerned wiil satisfy, and continue to satisfy, the threshold
conditions in relation to all of the regulated activities for which he has or will have permission.

Schedule 6

Suitability
5. The person concerned must safisfy the Authority that he is a fit and proper person having
regard to all the circumstances, including-

(a) his connection with any person;
(b) the nature of any regulated activity that he carries on or seeks to carry on; and
(c) the need to ensure that his affairs are conducted soundly and prudently.

FSA Handbook of Rules and Guidance — Supervision Handbook on Threshold Conditions
(COND)

252

Threshold condition 5 (Suitability), requires the firm to satisfy the FSA that it is 'fit and proper’
to have Part IV permission having regard to all the circumstances, including its connections with
other persons, the range and nature of its proposed (or current) regulated activities and the overall
need to be satisfied that its affairs are and will be conducted soundly and prudently (see also
PRIN and SYSC). ' S : '

The FSA will also take into consideration anything that could influence a firm’s continuing
ability to satisfy this threshold condition. Examples include the firm’s position within a UK or
international group, information provided by overseas regulators about the firm , and the firm's
plans to seek to vary its Part IV permission to carry on additional regulated activities once it has
been granted that permission by the FSA

2353

(1) The emphasis of this threshold condition is on the suitability of the firm itself, The suitability
of each person who performs a controlled function will be assessed by the FSA under the
approved persons regime (see AUTH 6 (Approved persons), iSUP 10 (Approved persons) and
FIT). In certain circumstances, however, the FSA may consider that the finn is not suitable
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because of doubts over the individual or collective suitability of persons connected with the firm.
2.5.7

In determining whethér a firm will satisfy and continue to satisfy threshold condition 5 in respect
of having competent and prudent management and exercising due skill, care and diligence,
relevant matters, as referred to in BCOND 2.5.4G(2), may include, but are not limited to whether:

(5) the firm has made arrangements to put in place an adequate system of internal control to
comply with the requirements and standards under the regulatory system (see oSYSC
3.1 (Systems and Controls)); '

(6) the firm has approached the control of financial and other risk in a prudent manner (for
example, by not assuming risks without taking due account of the possible consequences)
and has taken reasonable care to ensure that robust information and reporting systems
have been developed, tested and properly installed (see bSYSC 3.2.10 (Risk
assessment)); :

Financial Services and Markets Act - fit and proper persons

Section 59. - (1) An authorised person ("A") must take reasonable care to ensure that no person
performs a controlled function under an arrangement entered into by A in relation to the carrying on
by A of a regulated activity, unless the Authority approves the performance by that person of the
controlled function to which the arrangement relates.

(2) An authorised person ("A") must take reasonable care to ensure that no person performs a
controlled function under an arrangement entered into by 2 contractor of A in relation to the
carrying on by A of a regulated activity, unless the Authority approves the performance by that
person of the controlled function to which the arrangement relates.

(3) "Controlled function" means a function of a description specified in rules.

(4) The Authority may specify a description of function under subsection (3) only if, in refation
to the carrying on of a regulated activity by an authorised person, it is satisfied that the first, second
or third condition is met. ‘

(5) The first condition is that the function is likely to enable the person responsible for its
performance to exercise a significant influence on the conduct of the authorised person's affairs, so
far as relating to the regulated activity.

(6) The second condition is that the function will involve the person performing it in dealing with
customers of the authorised person in 2 manner substantially connected with the carrying on of the
regulated activity.

15



) The third condition is that the function will involve the person performing it in dealing with
property of customers of the authorised person in a manner substantially connected with the
carrying on of the regulated activity.

Section 61. - (1) The Authority may grant an application made under section 60 only if it is
satisfied that the person in respect of whom the application is made (“the candidate™) is a fit and
proper person to perform the function to which the application relates.

(2) In deciding that question, the Authority may have regard (among other things) to whether the
candidate, or any person who may perform a function on his behalf-

(2) has obtained a qualification,
(b) has undergone, or is undergoing, training, or

(c) possesses a level of competence,

required by general rules in relation to persons performing functions of the kind to which the
application relates.

16
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FSA Handbook of Rules and Guidance ~ Supervision Handbook (SUP), Section 10 (Approved
persons): '

A “controlled function” includes, among others, the function of a director, a non-executive director,
and a chief executive. Thus, every director, including a non-executive ditector, of a UK.
“Authorised Person” (which includes a deposit-taking entity) must be an “Approved Person,” i.e.,
he must be approved by the FSA and must meet the “fit and proper person” test.

FSA Handbook on Fit and Proper Criteria for Approved Persons (FIT), Section 1.3:

The FSA4 will have regard to a number of factors when assessing the fitness and propriety of a
person to perform a particular controlled function. The most important considerations will be the
person's : ‘

(1) Thonesty, integrity and reputation;

(2) competence and capability; and

(3) financial soundness.

In assessing fitness and propriety, the FSA will also take account of the activities of the firm for
which the controlied function is or is to be performed, the permission held by that firm and the
markets within which it operates. '

The criteria listed in FIT 2.1 to FIT 2.3 are guidance and will be applied in general terms when the
FSA is determining a person's fitness and propriety. It would be impossible to produce a definitive
list of all the matters which would be relevant to a particular determination. -

In determining a person's honesty, integrity and reputation, the Fi54 will bave regard to matters
including, but not limited to, those set out in OFIT 2.1.3 G which may have arisen either in the
United Kingdom or elsewhere. The F54 should be infosmed of these matters (see nSUP 10.13.16

R), but will consider the circumstances only where relevant to the requirements and standards of the
regulatory system.

FSA Handbook on Fit and Proper Criteria for Approved Persons (FIT), Section 2.1 —
Honesty, Integrity and Reputation: '

211G

In determining a person's honesty, integrity and reputation, the FSA will have regard to matters
including, but not limited to, those set out in OFIT 2.1.3 G which may have arisen either in the
United Kingdom or elsewhere. The FSA should be informed of these matters (see oSUP 10.13.16
R), but will consider the circumstances only where relevant to the requirements and standards of the
regulatory system.

2.1.2G

In considering the matters in oFIT 2.1.1 G. the FSA will look at whether the person's reputation



might have an adverse impact upon the firm for which the controlled function is or is to be
performed and at the person's responsibilities.

2.1.3G

The matters referred to in oFIT 2.1.1 G to which the FSA will have regard include, but are not
timited to:

(1)  whether the person has been convicted of any criminal offence; this may include, where
relevant, any spent convictions under the Rehabilitation of Offenders Act 1974; particular
consideration will be given to offences of dishonesty, frand, financial crime or other
offences under legislation relating to banking and financial services, companies, insurance
and consumer protection;

(2)  whether the person has been the subject of any adverse finding or any settlement in civil
proceedings, particularly in connection with investment or other financial business,
misconduct, fraud or the formation or management of a body corporate;

(3)  whether the person has been the subject of, or interviewed in the course of, any existing or
previous investigation or disciplinary proceedings, by the FSA, by other regulatory
authorities (including a previous regulator), clearing houses and exchanges, professional
bodies, or government bodies or agencies;

(4) whether the person is or has been the subject of any proceedings of a disciplinary or
criminal nature, or has been notified of any potential proceedings or of any investigation
which might lead to those proceedings;

(5) - whether the person has contravened any of the requirements and standards of the
regulatory system or the equivalent standards or requirements of other regulatory
authorities (including a previous regulator), clearing houses and exchanges, professional
bodies, or government bodies or agenciés;

(6) whether the person has been the sul-)ject of any justified complaint relating to regulated
activities; - )

(7)  whether the person has been involved with a comvanv. partnership or other organisation

18
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(10)

(1)
(12)
(13)

been connected with that organisation or within one year of that connection;

whether the person, or any business with which the person has been involved, has been
investigated, disciplined, censured or suspended or criticised by a regulatory or
professional body, a court or Tribunal, whether publicly or privately;

whether the person has been dismissed, or asked to resign and resigned, from employment
or from a position of trust, fiduciary appointment or similar;

whether the person has ever been disqualified from acting as a director or disqualified
from acting in any managerial capacity;

whether, in the past, the person has been candid and truthful in all his dealings with any
regulatory body and whether the person demonstrates a readiness and willingness to
comply with the requirements and standards of the regulatory system and with other legal,
regulatory and professional requirements and standards.

Section 2.2 Competence and Capability

22.1

In detennining a person's competence and capability, the FSA will have regard to matters including
but not limited to:

O

@

222

whether the person satisfies the relevant requirements of the FSA's Training and

Competence sourcebook (TC) in relation to the controlled function the person performs or
is intended to perform;

whether the person has demonstrated by experience and training that the person is able, or

will be able if approved to perform the controlled functlon

A person may have been convicted of, or dismissed or suspended from employment for drug or
alcohol abuses or other abusive acts. This will be considered only in relation to a person's

continuing ability to perform the particular controlled function for which the person is or is to be
employed. _
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Section 2.3 Financial Soundness
2.3.1

In determining a person's financial soundness, the FSA will have regard to any factors including,
but not limited to:

(1)  whether the person has been the subject of any judgment debt or award, in the United
Kingdom or elsewhere, that remains outstanding or was not satisfied within a reasonable
period;

(2)  whether, in the United Kingdom or elsewhere, the person has made any arrangements with

his creditors, filed for bankruptcy, been adjudged bankrupt, had assets sequestrated, or been
involved in proceedings relating to any of these.

232

The FSA will not normally require the candidate to supply a statement of assets or liabilities. The
fact that a person may be of limited financial means will not, in itself, affect his suitability to
perform a controlled function.

France: The Banking Act

Article 15 -

Before starting business, credit institutions must obtain authorization from the Comite
establissements de Credit et des Entreprises d'Investissement referred to in Article 29. The
Comites_establissements de Credit et des Entreprises d'Investissement shall verify whether the
applicant undertaking meets the requirements laid down in Articles 16 and 17 of the present Act
and the appropriateness of the undertaking's legal form to the activity of a credit institution. It shall

take into account the programme of operations of the undertaking, its proposed technical and
financial resources and the suitability of the persons investing capital and, where applicable, their

guarantors. :
The Committee shall also assess the applicant undertaking's capacity to achieve its

development objectives in 2 manner that is compatible with the smooth working of the
Jbanking system and offers sufficient safety for its customers. The Committee may limit the
authorization it delivers to the exercise of certain operations defined by the applicant's
corporate purpose. (Act 99-532 of 25 June 1999, Article 34)

20
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Germany: Banking Act
Section 32. Granting the licence

(1) Anyone wishing to conduct banking business or to provide financial services in Germany
commercially or on a scale which requires a commercially organised business undertaking requires
a written licence from the Federal Financial Supervisory Authority. The application for the licence
must contain the following particulars: ... : '

5. a viable business plan showing the nature of the planned business, the

organisational structure and the planned internal monitoring procedures of the

institution;
(2) The Federal Financial Supervisory Authority may make the granting of the licence subject to
conditions which must be consistent with the purpose pursued by this Act. It may limit the licence
to certain types of banking business or financial services. :

Section 33. Refusing the licence

(1) The licence shall be refused if : ...

7. the institution is not prepared or not in a position to make the organisational
arrangements necessary for the proper operation of the business for which it is seeking a
licence.

(3) The Federal Financial Supervisory Authority may refuse the licence if

4. contrary to section 32 (1) sentence 2, the applicatidn does not contain adequate
information or documents. . _

Netherlands: Act on the Supervision of the Credit System

Article 8 (1)
An enterprise or institution established in the Netherlands and wishing to take up the business of
a credit institution shall apply to the Bank for authorization. o
Article 8 (2) ' : :
To permit the decision as to whether authorization as referred to in section 9 will be granted or
not, the application shall contain information about: v

a) the number, the names and the past history of the persons who determine the day-to-
day policy of the enterprise or institution; ' '

b) the number, the names and the past history of the members of the supervisory board
of the enterprise or institution or of the body of the enterprise or institution having a
task comparable with that of a supervisory board;
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| c) the names and the past history of the persons who determine the day-to-day policy
of the group of which the enterprise or institution forms part and who in that capacity
also co-determine the day-to-day policy of the enterprise or institution;

d) the names and the past history of the persons who determine or co-determine the
policy of the group of which the enterprise or institution forms part and who in that
capacity also co-determine the policy of the enterprise or institution;

¢) the names of those who have a qualifying holding in the enterprise or institution, as
well as the size of any such qualifying holding;

f) annual accounts or an opening balance sheet, which shall be provided with an
auditorsB™s report, signed by an accountant as referred to in section 393(1) of
Volume 2 of the Civil Code;

g) a programme of operations which the enterprise or institution intends to carry on;

h) the envisaged administrative organization BB including the financial accounting
system and internal control;

1) the formal and actual control structure of the group of which the enterprise or
institution forms part, and

J) if the enterprise or institution is a subsidiary or a branch of a credit institution not
established in the Netherlands: a declaration from the supervisory authority of the State
of establishment of that credit institution showing that this authority has approved the
establishment of a subsidiary or a branch in the Netherlands.

Article 8 (3)

The Bank shall decide on the application within thirteen weeks of the date of receipt of the
application.

Article 9 ;

Article 9 (1)

The Bank shall grant the authorization, unless:
a) the enterprise or institution does not fulfil the requirements provided for in or under
sections 10 and 11;

b) the Bank is of the opinion that the expertise of one or more persons who determine
the day-to-day policy of the enterprise or institution is insufficient in connection with
the pursuit of the business of a credit institution;

¢) on the grounds of the intentions or the past history, the Bank is of the opinion that, in
view of the interests of the creditors or future creditors of the enterprise or institution,
the trustworthiness of one or more persons who determine or co-determine the policy
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of the enterprise or institution, is not beyond doubt;

d) the Bank is of the opinion that the expertise of one or more persons who determine
the day-to-day policy of the group of which the enterprise or institution forms part, to
the extent that in that capacity they also co-determine the day-to-day policy of the
enterprise or institution, is insufficient in connection with the pursuit of the business of
a credit institution; '

e) on the grounds of the intentions or the past history, the Bank is of the opinion that, in
view of the interests of the creditors or future creditors of the enterprise or institution,
the trustworthiness of one or more persons who determine or co-determine the policy
of the group of which the enterprise or institution forms part and who in that capacity
also co-determine the policy of the enterprise or institution, is not beyond doubt;

f) without prejudice to the provisions of section 24, the Bank is of the opinion that, as a
result of a qualifying holding in the enterprise or institution, the enterprise or institution
is or could be subject to an influence contrary to sound banking policy;

g) the report referred to in section 8(2), under f, is a report to the effect other than that
the annual accounts or opening balance sheet give a true and fair view of the financial
position of the enterprise or institution, or

h) on the grounds of information as referred fo in section 8(2), under f, g or h, the Bank
is of the opinion that the enterprise or institution will not be capable of implementing

jts intentions or of meeting the requirements to be imposed on it on account of the
supervision. ' "

Article 9 (2)

The Bank may refuse authorization if it has reason to assume that the et_ltei'prise or institution has
applied for authorization in order to evade the statutory rules or regulations pertaining to the
supervision of the credit system in another Member State.

Article 9 (3)

The Bank may refuse authorization if it is of the opinion that the formal or actual control
structure of the group of which the enterprise or institution forms part is so lacking in
transparency as to constitute an impediment to the adequate exercise of supervision on the
enterprise or institution. '

Article 9 (4) ,
The Bank may also refuse authorization if the enterprise or institution forms part of a group and,
in the opinion of the Bank, the adequate exercise of supervision on that enterprise or institution is

impeded by the legislation of a State not being a Member State that is applicable to a group
company or natural person forming part of the group.

Article 9 (5)

If the enterprise or institution is a subsidiary or a branch of a credit institution not established in
the Netherlands, the Bank may refuse authorization if it is of the opinion that the supervisory
authority of the State of establishment of the foreign credit institution does not. or not
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adequately, exercise supervision on a consolidated basis.
Article 10 ;

Article 10 (1)
The day-to-day policy of a credit institution shall be determined by at least two persons.

Article 10 (2)
The persons who determine the day-to-day policy of a credit institution shall carry on their
activities in this respect from within the Netherlands.

Article 10 (3)
A credit institution which is a 'naamloze vennootschap' or a besloten vennootschap met beperkte
aansprakelijkheid' shall have a supervisory board as referred to in section 140 or section 250,
respectively, of Volume 2 of the Civil Code, consisting of at least three members.

Article 10 (4)
A credit institution which is not a ‘naamloze vennootschap’ or a 'besloten vennootschap met
beperkte aansprakelijkheid' shall bave a body, consisting of at least three persons, having a task
comparable with that of a supervisory board.

Article 10 (5)

The Bank may grant to a credit institution which is not a ‘naamloze vennootschap' or a ‘besloten
vennootschap met beperkte aansprakelijkheid' and to which section 158 or section 268 of
Volume 2 of the Civil Code is applicable, full or partial dispensation from the provisions
contained in subsection (3) or (4) and attach stipulations to such dispensation.

Licensing and Supervision Requirements and Standards for Credit Institutions (Bank of
Ireland) - htp://www.centralbank.ie/documents/bsd/LICSUP.pdf '

The Bank must be satisfied that:

(a) directors and senior management exercise adequate control over the credit institution;

(b) comprehensive risk management systems commensurate with the scope, size and complexity of
all the credit institutions activities, including derivatives and associated risks, are in place,
incorporating continuous measuring, monitoring and controling of risk, accurate and reliable
management information systems, timely management reporting and thorough audit and control
procedures; and

(c) where the size or nature of the operations of the credit institution warrant it, a properly staffed
internal audit function exists which has direct access to the board of directors or an appropriate sub-
committee of the board.

3.2 A credit institution must satisfy the Bank, in regard to possible conflicts of interest arising in the
conduct of different types of activity under its control, that adequate arrangements have been made
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to protect the interests of its clients. All credit institutions will be required to comply with any
prudential rules or codes of practice drawn up by the Bank in relation to their investment business
in accordance with the EU Investment Services Directive (93/22/EEC).

3.3 A credit institution should be aware of and monitor, on an ongoing basis, the risk to its business

arising from its participation in payments and settlements systems and to take reasonable steps to
minimise that risk.

3.4 Where a credit institution is involved in a fiduciary capacity in the management of clients’
funds, it should ensure that the possible risks to the credit institution arising from such activities are
adequately assessed and provided for.

3.5 A credit institution should maintain adequate fidelity guarantee insurance for all staff or make
alternative arrangements acceptable to the Bank. |



- Legal Amendments for Risk-Based Supervision

;M



Memorandum "Amendments to law of Ukraine required for implementation of
Risk-Based supetvision” dated February 28, 2003

SUMMARY

The memorandum has been prepared by senior legal advisor Mr. Gary Gegenheimer and legal
and economic specialist Mr. Yevhen Telychko and distributed to members of a small Task Force
as well as to other relevant parties (including Mr. Novikov from the Legal Department and Ms.
Romanenko from the Methodology Unit).

The purpose of the memorandum is to provide comprehensive view on what changes are
necessary in law of Ukraine for implementation of risk-based supervision and to serve as a basis

for further discussion and for development of the specific strategy for making those amendments.

It brings together major points and conclusions made in previous memoranda on necessary legal
amendments prepared during previous quarter, and raises some new issues.

The preliminary list of necessary legal efforts included in the conclusion of the memorandum is
as follows: '

1) To ensure that amendments are made to Art. 17-19, 39, 40, 45, 69, 73 of Law “On banks
and banking activity” (BBL) in line with recommendations made by General Department
of Bank Supervision (GDBS) in November — December 2002.

2) To promote changes in laws of Ukraine which make judgement by the National Bank of
Ukraine as to adequacy of risk-management and internal control systems in a commercial
bank decisive for judges. In particular, it is important to make relevant amendments to
Part 1 of BBL Art. 73 “Enforcement Measures” as recommended in the memorandum,

3) To make amendments to BBL Art. 39 authorising supervisory body (NBU) to require
changes in composition of Supervisory Council.

4) To make amendments to Art. 166-5 of Administrative Code of Ukraine increasing
responsibility of bank’s managers, including members of Supervisory Council.

5) To develop and implement effective policy on risk-management systems (and systems of
internal control) in banks (guidelines), taking into consideration recommendations given
in the memorandum.

6) To make some amendments to NBU Regulations #114 and #358 according to
amendments to BBL.

7) To make necessary steps to give a proper status to NBU Regulation #358 that will make
it enforceable.

8) To promote other changes in law that will ensure adequate quality of internal and external

audit (as described in memorandum by Mr. Alex Kutsenko dated Feb 28, 2003).
9) To review NBU Regulations #275 and #375 on registration and licensing of banks and
make amendments as per recommendations or amendments to BBL.

Business and Systems Aligned, Business Empowered.”
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MEMO

KOMY: - Iramenko H.B., Hasansruxy Yoparmisas
CTparTerii, INaHyBaHHA Ta KOOPARHAIT
Hogikosy B.B., 3actynmrxy Hagammuka
YIpaemtiaas BROCKOHANCHAT GaHKIBCEKOro
3aKOHOAABCTBA Ta MpodisiakTHEKH GaEKIBCEKHX
TpPaBONOPYHICHE
Hoxapcexiit 1.C., TonosroMy €KOHOMICTY
YHpaBIiHAA IHCHeKTyBaHHEA G2HKIB
Hpacsoxerxo O., 3acrynuaxy Havamenaka
YipaB/liHES MORITOPHATY BeJMKAX GaEKin
Pomanenko L.®. Havanmeraky Yipasmnisms
METOXOMOriT -

VYBapoby K., Pauauxy I'onosa HBY

®abep C.B. 3acrynamky Arpexropa
Henapramenry HCIIeKTyBaHHA Ta MOHITOPHEHTY
Oankip :

BIJi: Tepi 'erenxaiiMepa, Crapmoro PamHHKA 3
IOPHINYHNX MHTaHL
€srena Temraxd, Cnenjamicra 3 IOPHABYHEX Ta
€KOHOMI“HHX MHTAHb

JATA: ~ 28 moToro 2003 poky

CTOCOBHO: 3minn, Aeo6Xifmi B 3akomonaBCTBi Vkpaiam ms
3aUPOBAIPKEHAS Bariaxy Ha OCHOB] OLLIHKH PH3BKIB

3MIHH, HEOBXITHI B 3AKOHOJABCTRI YKPATHH JUIsE 3ATIPOBA JDKEHHS
HATJISIY HA OCHOBI OIIHKH PH3HUKIB



Jns1 sanpoBaKeHEA HaTILAy Ha OCHOBI OIFKH PU3HKIB Jy’e BAKIHBO 3a0e30eTATH HAABHICTH
HEOGXIIHOTO IIPaBOBOFo oM. UHEHE 3aKOHOZABCTBO YKpaiHy Mae JiesKi HeZIOJIKH, IO MOXYTh
6yTH HepemKo/0I0 Al AOCSTHEHA Iicl MOTH. V upoMy MEMOpaB/[yMi ME PO3TJIHEMO I
HeJOJIKH Ta 2ANPONORYEMO IUITXH IXHEOTO BALIPABIICHHS. Mu 30cepemIMO CBOIO YBary Ha

HACTYIHHX ramy3ax:

1) BuMOrH MO0 HATBHOCT] eHEeKTHRHHX CHCTEM YIpaBiHHsA PA3UKAMEA B KOMEPIEHIX
Oanxax; : .

2) Tlparope 3a6e3NeucH s MOKIHBOCTI 3aCTOCYBaHHA 3ax0iB BIUABY Ha GaHKH T4 iX
KepiBHHKiB (BKIOYAIOYH WIEHB CriocTepesKHOL pajiH) y BHIAJKY BEaJIeKBaTHOCTI CHCTEM
YIPaBIiHHS PUIHKAMIM;

3) 3opHiIIHi# Ta BHYTPilIHIHA ayHT IK iHCTpyMeHT 3a6e3MeueHHs aNeKBEaTHOCTI CHCTEM
yIpapniHHA PUIEKAME T JesiKi TIATAHHA BIOCKOHANCHHS KOPIOPATHBHOTO YIIPaBIiHH!,

4) BmMoru moo HagBHOCTi JOCTATHIX CHCTEM YIpas/iHHs PH3KKAMH QY INEH3YBAHH].

1. BAMOTH Moo HASBHOCT eeKTABHAX CHCTEM YIPABIIHHS PHIAKAMY Y KOMepuilinux
Oanxax.

CT. 44 3aony Vipaian "IIpo Ganxn Ta GaHKIBCHKY pisssaicTs" (3YBBJY) BrMarae Bif
GaHKiB CTBOPIOBATH "IOCTIRHO Airowuit HifPO3NiT 3 MHTAHS aHaNmi3y Ta yEpaBIiHEA PH3HKAMA,
IO MA€E BIOBINATH 33 BCTAHOBACHHSA JMITIB MO0 OKPEMUX omepariiif, niMiTie pH3UKIB
KOHTPIApTHEPiB, KpaiH KORTPIApPTHEPIB, CIPYKTYPH GamaHCy BiNOBiAHO N0 PilIcHH NPABJIiHAL
(pazu MEPEXTODIB) 3 OHTAHE OMTAKH MO0 pa3EKoBaHoCTi T2 HpEGyTROBOCTE AlIBHOCTI
Gauky". Jlama CraTTa TaKoX nepeadadae, mo " 3a0e3TIeeHAA HOAATKOBHX 3aXO0/IiB 3 METOIO
YIIpaBJTiHES PH3HKaME GaHKH CTBOPIOIOTE HOCTIHHO AiI0Yi KOMITETH, 30KpeMa.

1) KpeETHUI KOMITeT, KK MOMICSIHO OLIHIOE SAKiCTh aKTHBIB GaHKY Ta roTye MPOIO3HIil
mozo dbopMyBaHHS Pe3epBiB Ha MOKPHTTA MOXIIHBIX 30HTKIB BifI IX 3HEWIHCHH;

2) xoMiTeT 3 [ATAHD YIPARIIHHS aKTABAMH Ta HacHBaMH, AKUH MOMICATHO PO3IILAAAC
coBiBapTicTh MackBiB Ta NMPEOYTKOBICTE aKTHBIB i mpriiMac plilleHHs IMOKO0 HOMITHKH
BiICOTKOBOT Map3Ki, pO3ryisiziac MUTAHHA BiIIOBiRHOCTI CTPOKOBOCTI aKTHBiB Ta MIACHBIB Ta HA/AE
BiTIOB{THIM NinposALIaM GaRKy peKoMeH/aNil moao YCYHEeHHA -

po3GixkHOCTeH Y Yaci, IO BAHHKAKOTE; ‘

3) rapudHIit KOMITET, HXAH MOMICITHO aHAi3ye CHIBBLAHOMEHHs cobiBapTOCTI MOCIYT T2
PUHKOBOL KOHKYPEHTOCIPOMOXKHOCTI HI0THX tapudis, BianoBiAac 3a moniTHKY GaHKY 3 MMTAHD
onepauiifHAX JOXOMB. S -
Bauku caMoCTiitHO BHPIIIYIOTE i CTBOPIOIOTH OPraHy ynpaBRinHs GiHaHCOBHME PH3HKAMH 3
MeToIO 3a6esredeHHs CIpUITIHBAX QiHAHCOBHX YMOB 3aXHCTY inTepeciB BKIIaNHAKIB T2 iHOHMX
KpeawTopis." '

Youa HABITh caMa HASBHICTH OKpeMoi CTaTTi, IPUCBAICHOI NbOMY THTAHHIO, CBiUATSH PO TE,
mo B Ykpaini po3nodanocs ¢popMyBaHHI CHCTEM yIpaBIiHHS PH3HKAMH B KoMepiliffHIX GaHKax,
HENONMIKAMM CTATTi €: '

1) BimcyTHicT BUMOT 710 GaHKIB OO HasABHOCTI BiATIOBIJIHMX BHYTPIMIHIX ONIOKEHD 10
YIIPaBJHHIO PU3HKAME, AKi § /ieTaNbHO OMHMCYBAJIH IPOIIEC yNpapiiHag KOXKHAM i3 PHSHKIB
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Y BiAZOBIHOCTI i3 po3MipoM 6aHKY Ta CTYIeHeM PH3EKOBAHOCT Horo orepalti#,
BKJIIOYAOTH HEBHI KiNBKiCH 0GMeXeHHS;

2) BifCYTHICTE 9iTKOT BK23IBKH Ha Te, MO BHYTPIlIHI IOMOKCHHS MO0 YHPARTIHAS PH3AKAME
MaoTs OyTH morozpkeri CHOCTEpEXHOIO pazoro.6aHKY, a TAKOX IO CaMe WieHH
CrocrepexHoi pajia 0c0GHCTO BimOBiAAIOTH 32 CHCTEMY YIPaBINHHS PH3AKAME B GaBKy i
Pa3oM i3 KepiBHAITBOM KOHTPOJIOIOTh ¢(DEKTHBHICTS it pobora.

JUIs1 BYNpaBNCHES OEX HEJOMIKiE poGoda rpyna l'emepanpaoro memapraMenTy GaEKiBCEROTO
HaviiAfly IHORO BHECEHHA 3MiH Qo 3akomy ‘TIpo Gamku Ta bamxipcEky miwmpHICTS”
3alpONOHYBANIA HACTYIHY peAaKIliio JaCTARH mepmoi CrarTi 44;

»DaHK CTBOPIOE BCeGiTHY Ta amexmarmy CHCTEMY YOp2BJIiHEA PH3HKAMH Ul BCTRHORJIGHES, BAMIPIOBAHNA,
MOHITOPHHTY T2 KOHTPOJIO BCiX PH3BKIB. 3 €0 METOI B GaHKy CTBOPIOETECS MOCTIHEO AirowmM MimposAin 3
TETAaHh YNPaBRMiHES PH3YKAME, IO Mac BiIOBINATH 3a BCTRHOBNEHHS JHMITiB MO0 OKpeMPX ofnepanili, aiMiTis
PHSHKIB KOHTpHApTHEpiB, KpalH-KOHTPIRPTHEDIB, JMITE iRIIHX PHIEKiB, 38 po3polKy mpomenyp omiHke,
BiXCJHKOBYBAHEA T4 KOHTPOJIO PHIHKIB CTPYKTypH 6anaucy BimmoBinso o pimenr cmocTepemuol papH Ta
OpaB/TiRAA (padE AEPEKTOPIE) 3 NATAHE MONITHKE MO0 PH3HKOBOCTI Ta IpEGYTXOBOCTI MiABHOCT] Ganky."

KpiM TOro, sampomorosasmi smimx mo Crarri 39 "Criocrepesma paza". 3oxpema, opmieo 3
bymxmiit Cnoctepesxaoi pamy 3anpoHoHOBAHO 3po0ETH "3aTBEp/DKEHHS BHYTPIlIHIX MOOREHHRD
GaBKy Ta KOMIUIEKCHY CHCTeMy YUpap/iHHA DH3HKAMH, JHMITH PH3HKIB, TapH(ixanito
GaHKiBCHKHX IPOAYKTIB".

Y 6inmbmiocti 3axigEuMx KpaiH OpraEH Harmsgy PO3pOGISIOTE HOJNOXEHHS (CTAHAAPTE), MO
BCTAHOBIIIOIOTh KOHKPETHI MiHIMANGRI BHMOTE WIOAO CHCTEM YOpaBNHHS DHIEKAMH,
060B’A3KO0BI I BAKOHAHAS GagKaMy. .

IIpuKnazaMu TakEx DONOXEHD €:

1) Honoxenns Kanagcrkoi kopnopanii cTpaxypanns BKIanis "IIpo crannapra edexTaBHO]
Hii10Boi Ta disancopoi mpaxTea" (Canada Deposit Insurance Corporation Standards of Sound
Business and Financial Practices By-law (SOR/2001-299).

http:/lois justice.gc.ca/en/C-3/SOR-2001-299/text. html

2) Tionoxenns IlexrpansHoro 6anxy I'omnangii "IIpo opl‘aﬂiaaniio Ta KoHTpONE" (Regulation on
Organization and Control (Netherlands)

http://www.dnb.nVenglish/e toezicht/wet regelgeving/hbwtlk/pdf/4201e pdf

3) Tlonoxenns Ne 4 lientpamsmoro Gamxy Uexii ‘Ilpo ympaBimiEHA PHEKOBEM DH3EKOM Y

Ganxax"” http://www.cnb.cz/en/ legislativa/opatreni/pdf/a_opa 4_2002.pdf

4) Ionoxemna Lenrpamsaoro Gagky TypeTanny “IIpo cACTeMy BHYTDPIMIHEOTO KGHTpOIIO Ta
YIpaBIiHHs pH3HKaMH y Gankax" (Regulation on Banks’ Internal Control and Risk Management

- Systems) http://www.fe.boun.edu.tr/internalcontrol_and_riskmanagement.doc

ITi ZOKYMEHTH MiCTATh SK 0GOB’S3KOBi BUMOTH JI0 CHCTEM YUPaBILHAS PH3HKAME T4 CHCTEM
BHYTPIIIHEOTO KOHTPONEO GaHKiB, TAK i IPOCTO pexoMeHmalii. Ilpn meoMy HeBHKOHAHREA

i



PEKOMCEJIAIIH TAKOK BBAXACTHCA O3HAKOK HEMOCTATHBOIO yBAard GaHKY /0 BIACHAX CHCTEM -
YTIpaBHEHS PU3KKaMH, 110 MoXke OyTH HiICTABOIO JULA 3aCTOCYBAHHS IIEBHHX 3axo0JiB Ao GaHKy.

Hamionanpamii 6ank Ykpalgu Takoxk Mae po3poluTH BiIMOBINHE MOTOKEHHS (CTAHNAPTH) TPO
CHCTEMH YIPABJiHHA PAIAKAMH (T2 CHCTEMH BHYTPIIHEOTO KOHTPOMIO) B KoMepIiitiaux GaHKax.

0 _BCTAHOBIIIOBATHME MiHiMAWEHI BHMOIH B mif ramysi jgug koMepnimx GaHKiB, Ta
3a0e3meunTH iXHe BUKOHaHHA OCaHKaMH.

2. IIpapose 3a0e3nedeHHEA MOAKIHBOCTI 3aCTOCyBAHHS 3axoXiB BIIEBY 70 GaEkiB Ta ix
xepiBHHKIE (BK/II0YAI0TH LIeHiB CrocTepe:kHol pagy) y BUNAIKY HeaXeKBATHOCTI CHCTEM
ynpapJiings pPUIHKAMH.

Ile ATAaHAS € KIOYOBHUM MM NOGY 0B €()eKTHBHOTC [IPAaBOBOIO MOJA JUIA HAMTIAKY Ha OCHOBi
OL{iHKHE pH3HKiB. Jlye BayKIHBO 3aKOHOAABYO 3aKPillATA MEXAKRI3M, 3 JOTIOMOTOIO SKOTO
Hanjonamsunit 6ank 3M0sKe BIMATATH Bil GaHKIB HAABHOCTI A0eK6amAHuX CHCTEM yNpaBIiHHS

PH3MKAMH Ta 32CTOCOBYBATH BiNIIOBi/HI 3aX0/W BIUTABY Y BANATKY HEaIeKBATHOCTI TAKHX
CHCTEM. '

Ynmna pegakilisa YacTHHA 1 Crarti 73 3akony "IIpo Ganku Ta GaHKiBCHKY AiANBHICTE" TBEPAUTS!

"V pasi mopymensus GaHkaMH a6o iHmEME ocoGamu, Axi MOXYTs Gyt 06'cxroM niepeBipkn HanjonansHoro 6aHky
Vxpaiuu BIAHOBIAHO 20 1HOF0 3aKoHy, GaHKIBCEKOrO 3aKOHOKABCTEA, HOPMATHBHO-IPABOBHX akrie HamioHaneHOTO
GanKy Vipains abo 30licHenHs pusukosux onepayid, aKi 3azpocyions iNmMepecam 6KAIAONNKIS Yl iHuux
Kpedumopie 6ariy, HanjonanbHmit Gapx YKpalHy aexsaTHO BIHHEHOMY NOPYIIEHHIO Ma¢ OPaBo 3aCTOCYBaTH
3aXONIH BIUIHBY".

Hasits Taka pefaxiis Hafae nosaopaxents HariosamsaoMy GaHKY 3acTOCOBYBATH 3aXOMH
BIUIMBY Ao GaHKy, SKu10 Lel GaHK 3AINCHIOE “pusuKosani onepayix, wjo 3azpoicyionto
inmepecam eKkAAOHUKIB wu IHULUX Kpedumopie 6anky”.

V npoexTi 3Min o 3axony "IIpo 6anks Ta 6aﬁxinc1,1<y nimmnic"rs" I‘eﬁepammifx HenapraMenT
3aNpONOHYBAB TAKY PEAAKIIilo YaCTHHH 1: -

*Y pasi nopymenns GankaMy a6o iBmmMu ocofamu, ski MoxyTh OyTH 00'cKTOM nepepipku HarioRansroro Ganky
Vkpaiau siAnosiaHo 2o meoro 3aKkoHy, GaHKIBCEKOTO 3a3KOROJABCTBA, HOPMATHBHO-HPABOBIX aKTiB
HamioRaymHOro GanKy VKpaiHK, gidcymHocmi 4 HeadeKeamHocni Citcmeny yrpaeninus pusuxamy abo 30iicKenna
PUsUKOSIUX Onepayiil, AKI 3azPONCYIOMb  IHMEPECAM  BKIAOKUKIG it IHMUX kpedumopie 6anxy, Hamionansauit
6ank VEpaiHH aeKBaTHO BYMHEHOMY TOPYHICHRIO MAE HPAeo 3acmocyséam yHepedXcyeanohi ma npumycosi
aaxodu enauey”.

O6msi penaxuii MaIOTH IPOGAEMY, KA CIIOCTEPIracThCs B 32KOHOAABCTR] BCIX KpaiH, mo

6y ay10Th HAIJIA/ Ha OCHOBI ONIHKM PHU3MKIB, a caMe - HeBH3HAYeHICTh. HopMansHAM SBHINEM €
Te, MO B 3AKOHAX Bi/JHOCHO CHCTEM yNPaBNiHHA PH3HKaMH 8 GaHKAX 3aCTOCOBYIOTECH TaKi ClloBa
six "gocrarsi", "apexparsi” i Take iHure, Aiki He MOXYTE OYTH BUISPIHO BH3Ha4eHi (Ta i He
FOBHMHH] GYTH BHUSPIIaHO BH3HAYEH]) B 3aKOHO/ABCTBL. X0Ya 3a3BHYail ION0KEHHS HATIIOBAX
opragiB € Ginbm neTanizoasuMH (CTYNiHD AeTarizanii Moxe Oy pi3HOIO), KiHIEBa OHiHKa
"gocTarHOCTL" UM "aNeKBaTHOCTI" cucTeM pOOUThCA GaHKIBCHKUM HATISAOM, MO aGCOMOTHO
Bipro. OfEAK Iie IPU3BOAATH A0 TOTO, M0 GaHKH 9ac0M 3BEPTAIOTECH IO CYAY, 3BUHYBATYIOTH
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HarJIAAOBHHA OPraH y Heo0’eKTHBHOCTI Ta HE3aKOHHOCT] HOTO BEMOT 6o 3aXOMiB, 1m0
BAUBAIOTECS IO GanKiB. V 2aximaex Kpainax ng oponema HOTPOXY BTPa9ac CBOIO
aKTyaIhHICTh, OCKLIBKHA CYIA TOBHICTIO IOKNIANAIOTHCA Ha OMIEKY T4 BHCHOBKH OPTAHIB
Barnsny. Tomy Bemanxe 3BCPHEHHA OaHKIB 0 CYXY 3 WHOTO HPHBOAY TPaLOTLCH BCE pimmre.
B Vxpaini, napnaxa, ne moxe 6yTr nepemxozoio aus 00y N0BH eeXTHBHOTO HariaAy Ha
OCHOBi OIIiHKH PH3HUKIB,

Ana sapimenns nici mpoGaemn PEeKOMEBAYEThCH:

1) Ilpa pospoGnerni Ilonoxerrs HBY npo CHCTEMY YIPABJiHES PASHKAME 3poGHETH Horo
AKOMOTa OLTBIN KOHKPETHHM IMIOAO BE3HAYCHHS ANEKBATHOCT] CHCTEMH YHOpaRITiHES
PH3AKAMH, siKa Mae OyTH B 6arKy. IIpH MEOMy 9iTKO BE3HA9HTH, IO KiEEeBHAH BECHOBOK
(ominKa) IMOMO aHEKBATHOCTI CHCTEM YIpABITHAS PH3HKaMH pOGHTECA GAHKIBCHKHM
HarasnoM HBY Ba 0cHOBI He nmHmme Tux KprTepiiB, Ho HABOALTECT B TTonoxersi, ane Takox
32 iNNAMY HEEKaMH, 2ki HBY Mosxe 6pate 1o yBarH, CIHPalOIHCh Ha CBilf HOCEi.

2) Hpocysatn Taki 3Miau B 3akoHax Vxpaimm, mo 3po6nATs pilieHH Ta OMiHKE
Hanjoramsgoro Gauxy Yxpainn IMOZIO ANCKBATHOCTi CHCTEM YIPARITIHAA PH3EKAMH Ta
CHCTEM BHYTPIIHEOTO KOHTPOJIO GaHKiB BHpIMAILHAMH 1iq Cyauis. BaxumeeM kpokos B
OEOMY BanpaMKy 6o 6 Brecenns 3min 1o Yactemn 1 Cr. 73 "Saxomm BIUMBY" 3aKomy
"IIpo Gamke Ta GAHKIBCEKY AUTBHICTS" 3 BAKNASHADM i B TaKiii peaakmil:

"'V pasi nopymenns Gapxamm abo inmmME ocobamm, TKi MOXyTs 6yTH oF'ekToM nepesipka HanjoramsRoro Gamxy
Ykpaias sixmosimggo 0 nporo 3akony, GaHKiECEKOTO JAKOHONABCTRA, HOPMATHBHO-NPABGBEX AKTIE
Haujoramsrore 6arxy Vpaisg, sidcymuocmi yu_s mouky sopy Hayionansnozo 6auxy Vipainu, neadexsamuocmi
CUCIEMU YNpAERIRHA pusukamit abo 30liicHenNs puzukosi: onepayit, axi JEEPONCYIOMY  iHmMEpecaM  KRadHuKig
4y v kpedumopis bawnky, Hayionansnuit 6w Yipainu adexeamno euunenomy nopyuennio mac npaso
3acmocysantu ynepedxcysanohi ma HpUMYCOGI 3aX00U 6RAUBY, 1O 8il esaxcamiume docmamuivy dnr BUNDARYEHHA

nopyuers abo nedonixis"

Bimmosimuo 1o 1.14 Kimogosex IPHHNAIIE e()eKTHBHOTO GaHKIBCHKOrO Harsay Basemscsxoro
KOMITeTy, OpraK Harllsfy NOBHHEH MATH 3aKOHOABI0 3aKpilUIeHi TOBHOBAXEHHST BAMATATH
aMiH y cxnani Pama Ganky Ta papiiHEs (1KMo BOHH He MaroTE HeoOxinaol keamidikanii
BIAMOBiHO 710 MaCIITaGiB Ta XapaKTepy AANEHOCT banxy a60 He MOXYTE pearypaT Ha sMinm
HapaMeTpis PA3EKY GaHKy i Ha 30BHiITH] pEEKOB] 3Miay). 11 BHKOHAHHS MEOTO NPEHIENY
poboda rpyna I'IBH 3 mATass BHECEHHA 3MiE 10 3axory "Ilpo Ganxu T2 GaBKiBCHKY
AIIBHICTE" 3aNPOTIOHYEANa JAONATKOBY gactary 5 fo Crarri 40 "BrKonasTmit opran Ganxy”,
BHKJIABILH 1i B TaKii pefakmii: :

»HamloHaNE A §2HK YKpaias Mae NPABO BEMATATH 3MIH Y CKIaji Hparyinas (pajd AHPEKTOpis) GaHKy, sxmo
BBAXATHME, IO [esKi 3 Horo WICHIB NepecTand BiANOBIAATH BEMOraM ¥ 3B’3KY i3 3MikamMu posMipy Gamxy,
ocobmaBocTedi Horo HiUTbRoCT, 361TEIICHEAM PE3HKY Horo RinkHOCTI, 460 3HaYHEX 3MiH YMOB Ha PHEKY.”

Hix yac sacinass po6oaoi rpyms Take caMe HONOXeHHS nepenbadanocs i y Crarri 39
"Crocrepexaa pana". OnHak, B OCTaTOqHIH Bepeii OpOeKTy 3MiH 0 iBdopmais 2oMycs Gyna
BTpaveHa.

¥V 3B’q3Ky i3 M go Crartio 39 Tpeba MoNaTH YacTHAY 6, BHKJIABINH ii B Taxiy PeHaKii:
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JHaujonarsanit OaHk YKpaifH Mac DpaBo BEMATaTH aMiH y ckmai Croctepexaoi pamm 6aHKy, AKINO BBAKATHME,
Imo AeAki 3 fi "WieHiB HepecTan BiXNOBiAATA BAMOTAM ¥ 38’ 3Ky 31 aMinaMu poaMipy Oanky, ocoGmmBocTeit foro
JRATBEOCTI, 36LMBIeHRAM PH3HKY Horo AistbHOCTi a0 3HATHAMY 3MiHaM1 YMOB Ha PHHKY.”

Kpim Toro, anern CrocTepesxuoi pagu Ganky IOBHHHI HECTH OCOGHCTY BilIOBiNANBHICTS 32
AKICTH CHCTEMH YIIPaBIHHHA PH3HKAMH T4 CHCTEMY BHYTPIlIHEOrO KOHTPOMO B GaHKy. st
150r0 GKAHO BHECTH JCAKI 3MiHu JI0 Apminicrparasroro Kogexcy Yipaiun. Urnnsa penaKiia
Crarti 166-5 AKY mependauac Haxnagasss mrpady Ha KepiBHHKIB GaHKy (3rigHO i3 3akoHOM
"[Ipo GanKE Ta GaHKIBCBKY AiSTLHICTE" KepiBHEKaME GAHKY € TaKOX WieHH CrocTepexno]
panz) "3a HOpYIIEHHS GaHKIBCHKOTO 3aKOHOIABCTBA, HOPMATHBHO-TPABOBUX aKTiB
HanjoramsHoro 6anKy Yipainu abo 3AiHCHEHHA PUIHKOBHX onepauiii, AKi 3arpoXKYIOTH
iHTepecaM BXIANHHEKIB 9H 1HIIMX xpeauTopis 6anKy". Posmip nrrpady BCTaHOBICHHH Ha piyi
Big 50 mo 100 HeomoAaTKOBAHMK MiHIMYMiB IOXOAIB rPOMaJIiH, to6to Bif 850 510 1700 rpuecHs.
CymuiBHO, 06 Takuit po3Mip mTpady GYB Cepio3HAM CTPAMYIOTUM ($akTOpOM A NOpYIneHb
3 Goxy KepiBHuKiB Ganky. ¥ Criomysenux IllTarax, ms HopiBHsHHSA, po3Mip mrpady Ha
ocoBHCTe MaliHo YieHa CIIOCTEPEKHOI pay OaHKy MOXKe CATATH MiJIBIOHIB AOMApiB.

3. BayTpimnaiii T2 30BHiMmHil ayIWT AK iBCTPyMEHT 3ae3necueAnsE ANeKBATHOCTI CHCTEM
YHPABJIHES PH3MKAME TA AesK: NUTAHHE KOPHOPATABHOIO YIpABJIIHHS,

BinnopimEo 0 BUMOT JOKYMEHTIE BasenbCEKor0 KoMiTery', BHYTpilHi# ayauT GaHKY MOBHHEH
NMHIBHO CIKYBATH 33 CHCTEMOIO YIP2BIBHSI PH3HKAME B GaHKy Ta ONiHIOBATH ii a/leKBATHICTS.
Bin mae moigom/isra CriocTepexHiil pani Ta [TpariHuio 6aHKY PO BCi BHABJICHI BpoGaeMu
(BKIEOUAIOYH [OTCHNiAI), HENONIKH T3 3JAHEROKOCHAA. CrocTeperksa paja TOBAHHA Hepes3
KepiBHEKIB GanKy 3/iHCHIOBATH KOPHTYBaHEA CHCTCMH YIpaB/IiHHS PHIAKAMH BiIOBIAHO 1O
peKoMeH/IaNiH BHYTPIHBOro ayauty. 3 HImoro 60Ky, 30BHIINHIY ayauT, BIAIOBIAHO A0 BEMOT
MiXBapOJHAX CTAHIAPTIB AYJHATY Ta AOKYMEHTiB Baselbcrkoro KOMITETY, Ma€ IepeBipaTH
AKicTh poGoTH BHYTPINIEEOTO ayAUTY MORO CHCTEMH YHpABIiHH PASHKAMH Ta JOTOBIAATH PO
e Crocrepesxnii pani. CrocTepexsa pasa Mac pOOHTH BimoBigHi Kpok#, 00 MONNIKUTH
CHCTEMY BRYTPINIHBOTO KOHTPOIO T2 CHCTEMY YTIPABIIHHS PHSHKAME. '

V wmmHil penaxuii 3akory "[Ipo GaHkH Ta GaHKIBCEKY nisumHicTs” (CT.45) BHyTpiImHIE ayauT
HOKH IO € "0PraHoM ONEPATUBHOI0 KOHTPOIIO #PAGRiHHA danky", a He ¥foro Cnocrepexuol
pame. KpiM Toro, cepen ysrmii BHYTPIIIHLOTO aYXHTY OLHKA CHCTEM yIpaBJliHHS PH3HKAMA
GaBKy He 3rafgyeThcs. : :

JUiia BUNpaBIeHHAS HX T4 IHIHX HeAOTiKiB poGoya rpyna I'/IGH 3 nuTass BHECEHHA 3MiH 0
3axony "IIpo Garky T2 GaHKIBCHKY TATHHICTE" 3anpONoRyBaia TaKy penakniro Crarti 45:

JBaHKH CTBOPIOIOTE CyX0y BHYTPIHIHBOIO aYINTY, SKa € OPraHOM OTICPATHBHOIO KOHTPOJIO CIIOCTEPEXHOT pamn
Ganxy. lpauistyuku cayx0n BHyTPIIHROrO 3yJAUTy HE MOXKYTh GyTH uneHaMu BUKOHABYOrO opraHy GaHKYy.
Ciyx6a BHYTPINIHBOTO aYIHTY NiJNOPANKOSYETHCA cnocTepexHill pani Ganky Ta 3BiTye Fepem HeE0, fAie Ha
IACTABI ONO)MEHHS, 38TREPIDKEHON) CIIOCTEPEKHOIO PASQIO.

CiryxGa BHYTPIIHEOrO ay/WTy BUKOHYE Taki dyHKIi:
1) 3a6e3meye He3aNexKHy OLIHKY ANIEKBATHOCT] 3aNpOBaUKEH0T RONMITHKA T4 METOIMKH Jignrnocti 6aHKy;

! 30xpema, "BuyTpimniil ayaur y Gankax Ta BiAHOCHHH HArMA0BONC OpraHy 3 ayAuTopaMu”, cepneHs 2001 poky.
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2) anilicHIoe Haris 33 DOTOTHO AUTEHICTIO Ganxy;

3) xonTpomoe AOTpEMaHHK 33KOHIB, HOPMATHBHO-NDABOBEX AKTiB Hanjoramgoro 6amxy Vkpairw ta pimens
OpraniB ynpasimisas Gasky; o :

4) HarARae Ta nepesipse PESYNbTaTH NoTO4RO] QiBarcoRof AiumHOCT] Ganky;

5) smilicHioe OIEKY CHCTEME YRpaRITiEHS B3 ;

6) amanisye inopmaniio Ta pigomocti Ipo KisnbHEicTs Gamky, mpodeciliny nismemicTs i OpaTiBRAKIE, BHIAIKE
[ICPCRHIICHEA HOBHOBAKCHD NOCATOREME 0COBaME GaHKy;

7) ranae cocrepexiit pagi Ta Ip2aBTiKE (pani ARPEKTOpiB) BECHOBKY T2 TPOHO3HIT 38 Pe3yNbTaTaMe IEpERipox

= I 3AiHCHEERA OTIEPaTHRHOTO KOHTPOMO;
8) mepesipse anexsarmicys crceMu BEYTDIHEOT0 KOHTPOMG Ganky IpOTAA BiAMERANEIO KOmITiB, OTpHMaEHX
STOTHEENM HULEXOM, T2 GaHKiBcEKoMy maxpaticTny:

9) it ynkmit, nos's3agi 3 HRarmanoM Ta KOHTPOJIEM 33 JIAMLRICTIO GaHKy.

TIOACHEHHA Bil OKPEMHX IOCANOBHX 0oCiH GaBKy mmojo BHABIIEHAX Helomikis Y poboti.
Kanpnnarypa kepismuka CTyX0H BHYTPIilIEBOrO aymHTy ROromxyersed 3 HanjoRansmam Ganxom Vipatas.

Criyx6a BHyTpimHROrO AyIHTY He HeCe BINMOBiNANBEOCTI i He Mae BIAmHEX NOBHOBZXEHb IIOA0 OlICpamil, 33
AKAMH BOHA 37{lCHIOE ayHT,

OBiNANEHICTL 332 06CSTH Ta NOCTOBI HiCTH 3BiriE, #xi Mo
CHO ACHIH i Mofo NETawL, BiNHeceHAY 0 i KOMIIETERTliT, BE3HAgeHHR JakoroM

TpanieawK® ¢i1yx61 BHYTpiEEOTO ay[HTy UPE IPH3HAYEHH] Ha Nocay AAlOTh IHCEMOBe 30608 S3aEHs opo
Heposronomenns indopmanii mome KivmroCTL Gamky Ta 36epexeHns GanKiBCEKOT TacMHEN] BimnoBimHo xo BEMOr
raBe 10 uporo 3akomy.” : :

Bimmosinmi smirm Taxox OyayTs noTpi6Hi B IToctamosi HBY Nel14 " IIpo 3atBepmxcHRs
Tfonoxerns npo opragisamiio BHYTPIINHEOTO ayJHTy B KOMEPUifamX GamKax Yxpaigs".

Irimev BakAKBYM MOMEHTOM € IpaBoOBHAH MEXaRi3M, IHO O3BOJILE BEMAraTH Bi cHOCTEpeXHOT
PajH Ta npasniAds GaHKy BEKOHAHHS PeKoMeH/IaNi# ay HATY.

Y usomy BimEomensi Hocranosa HBY Ne358 "TIpo saTeepmxenns MeTommannx Brasinox 111(63:(s}
3aCTOCYBaHHS CTaHAAPTIB BHYTPIIHBOTO ayNATY B KOMepIifiHuX Gankax Vipainn" pazgauac,
mo:

"8.25. Iicna nporeneHns TepeBipiH BHYTPIlIHi ayHTOpR NOBHHHEI KORTPO/IOB2TH CTAHOBHING B Ganky mojo
PHIABJICHHSA BUABNCHAX | 3a3BAYCHAX B 3YAHTOPCEKOMY BHCHOBKY NOPYTIeHD, 4 TAKOX BH3HATHTE MOXITHEE

8.26. Ionans mmi koHTPOI®E, MKt OPOBOMHATECA BHYTPIMIHIMH ay AHTOPAMH, IIf ~ ECTAHOBICHHS ANeKBaTHOCT],
edekTRBROCT] T3 CBOCYacHOCT] 3aXO0fiB, O BXHBAITECS KEPIBHUITBOM 6aHKy y 3B'S3IKY 3 BHKNTAICHEMH B

8y ATOpCbKOMY BHCHOBKY 3ayBaXKeHAAME BEYTDIIIHIX Ta 30BHiNIEIX AYAHTOPIB.

8.27. BignoBinansHicTs 3a nozansmuli KOHTPOJIb IOBHHEA BU3Ha9aTHeA B Tonoxerni opo ciyx0y BHYTpIlIHEOTO
aynuty GaHky.

8.28. Kepipnwky 6anxy HecyTs BimnoBinansmicts 3a BXKHTTH 3aXOAIR HIONO eHHA NOPYINeH:,., 3a3HAYeHEX B
8YIHTOPCEKOMY BHCHORKY. Kepisruk ciyx6a sayTpimmsoro aymary Gauxy sgjticmoe Bifroipmt KOHTpONE,
8.29. KepipumnTso 6amxy Mace Dpago B3IATH Ha cele pH3HEK | BiMMOBKTACE BXHESTH BiIMOBiNHEX 3ax0MjB Moo
BHIGIAZCHHX B AYAHTOPCEKOMY BHCEOBKY (haKTiB y 3B'3KY 3 BE/MKHEME BHTPATAMH Ha i DpoBefeHHs ab0 inminvm
MipkyBaBHAME. B TakoMy pasi KepiBHAK CIyGH BEyTpilIHLOrO ayATY AOB{TOMIIAE PO e pilleHEs Paxy Gamxy.
8.30. fesxi puxnageni s 8yIATOPCHKOMY BECHOBKY HEHOMIKH MOXYTh OYTH HACTINEKH BAXKITHEHMH, 0
BEMATaTHMYTE BiX KepiBHHKIE GanKy Beraltaux i, Brytpitmi ayauropm 30608's3asi TPHMATH TaKi CHTYyaIT mig
OCOOITHBEM KOHTPONEM.

8.31. Sxmo kepiBHuK CITyx6H BHYTPIMHBOIO ayJATY NepeKoHaHAH, mo Ipabrings i Paga 6asky sxwBaoTs
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NOCTATHIX 3aXO0iB A yoyRenHs $akTis NOPYIICHS, TO oA KOHTPOME 3AiCHIOCTRCA B PAMKAX HACTYTEHOL
8y IATOPCHKOT MEPeBipKIL. o

8.32. Po3po6ka rpadika MOFAMBIIOr0 KOHTPOJIO NOBHUHHA GasypaTrCs Ha mepeAfadeHuX PHIHKAX, & TAKOK HA
CTYNeHi CKIAAHOCTI T2 BaXKAMBOCTI (axtis BHABNEHHX MOPYIICHE. J

8.33. Kepibuux ciryx0n BHYTPIIIHEOr0 2y AT AJLA IPOBENCHIL HNOJATBIIOT0 KOHTPOIO HOBMHEH: - BCTAHOBHTH
qac, sKui notpifen Ha OTPHUMAHHA BiAmOBiA BiJ| KepiBAMKIB HiposAinis CaHKY MOAO YCYHCHHA BRAB/ICHIX
HeJOJNKIB; - PO3TILIHYTH BiANOBi} kepiBHEKiB NiTPo3AiNiB, MO HepeBipAIOTECS; - HPOBECTH Y pasi noTpebu
HOBTOPHY KOHTPONBHY ay ETOPCEKY nepenipxy." :

Xoua TyT 9iTKO BU3HAYAETECH, IO "xepipEnKH OaHKY HECYTh BiIIOBIIAMBHICTD 33 BXKATTA
3aXOJiB OO YCYHESHHS OPYIICHD, 3a3HAYCHHX B 8y HTOPCHKOMY BHCHOBKY", mpoGneMa 3 aM
HOKYMEHTOM TIOJIATaE B TOMY, IO BiHl Mae Tinexu peectpanito Haniopansaoro Ganky i miKoNH® HE

s

6yB 3apeccTpoBamit MiHicTepCTBOM IOCTHIIL BiIHOBiAEO, TYT MOXKYTh BEHEKHYTH ACHKI
npoONeMH i3 IpAMYIIYBaHHAM anKiB BEKOHYBATH BAMOTH, BHKIALEH] B JIOKYMEHTi.

Bimmopizano xo wacturn 4 Cr.14 3axony "TIpo ayAATOPCHKY aisubHicTs B YKpaini",
"3a3TBEP/DKCHHS HOPM i CTAaHJAPTIB ayJUTY € BAKIIOYHAM IPABOM AyZHTOPCHKOI TIAaTH
Vipaiun", CaMe IAM HOACHIOETECA HeGaxanms Minicrepcrsa ocTuilil peecTpyBaTH Hel
JOKYMEHT, SKUii To CyTi € "CTaHXapTaMH ayIuTy JULT Gamkis". 3 immoro 6oxy, Ay/MropcsKa
nasiaTa YKpaiHu TAKOXK He JIye 3aiKaBiIcHa y peecTpanii HbOro MNONOKEHHA OCKIMBKHA BOHO
BiAHOCHTECA IO "BHYTPIIIHEOIO ayMuTy", 2 3aKOH "IIpo ayMATCOPCHKY AiSIBHICTE B YKpaini"
p3arani BHyTpIlIHif ayfuT He 3raaye. Bil no cyTi € 3aKOHOM TIpO 30BHIIHIMA ay/HT.

V 6yab akoMy BUNANKY, Tpeba sHaliTh BUpimenns i€l 1pofaemMn 1a gaytate Ilocranosi Ne358
BaJIeXHHRH CTATYC. :

JInist BENUPABICHAS ACAKMX HEJOKIB, 1108’ T3aHHAX i3 30BHIMIAIM ayxuroMm, poGoya rpynma I'JIBH
o TUTaHb BHECSHHA 3MiH mo 3axouy "Tlpo Gaskm Ta GaHKIRCEKY AIAMBHICTS" 3apONCHYBaja
HaCTYITHY PelaKIiio JacTuH 8-10 Crarti 69: :

AYIHTOpCEKA TIepeBipka GaHKY 3AIMCHIOCTECS BiJIOBINHO JO MiXHa apTie_a AyAHTOPCEKOI0
dipmoro, aka Mae cepTudikar Hanjonansporo GaHky YKpaiHE Ha ayHTOPCEKY nepesipky GaHKIBCBKIX YCTaHOB,
3a pesy/ETATAME 8y IHTOPCHKOT MEPERIPK CKIANAETECA aymaTOpChKult 38iT, AKHIE Mae MiCTATH:! :
1) 6ananc (3 ypaxyaHHAM r03a6ananCoBYX s0008’A3aHE);
2) 3BiT 0o $iHAHCOBi pe3yNbTaTH;
3) 3BiT PO PYX TPOIIOBHX KOMITIR;
4) 38iT Npo BAACHMI KATIITAI;
5) npEMITKE O 3BiTiB;
6)TaGarIno CTPOKIB aKTHRIE Ta HACHBIB;
7) indopMaizo cTOCOBHO GOPMYBAHHL pesepBis, CTATYTHOTO T4 PEryJATHRHOIO KamiTamy, IX JOCTATHOCT;
8). indopManjlo CTOCORHO ANEKBATHOCTI Gyxranrepcbkoro o6niky, CHCTEMM B i{IHEOT0 KOHTDONIO, CTd
" poGoru ciyx6u BHYTPIIIHEOLO 8YIWTY T2 CTAHY CHCTOME YIPaBIIiHHA DHHKAMH, ,
9) BECHOBOK FIPO Te, Uk BifoGpaxcye sanaHmi parkoM dimancosHi 3piT Aittcrii dinancosmit cTaH faHKy.

BaHKH, ayAXTOPCHKi BHCHOBKH Ta 3BITH SKUX HE inoGpaxatoTs Nikichnk ¢inancesnit cTaH, 30608’ M3aH MPOBOKHUTH
NOBTOPHY AYIRTOPCEKY NePeBipKy IHIIO0 ayAUTOPCHKOI0 dipMoro 3 BrMOTOI0 HallioHansHOro GasKy VKpalty.
HaujosansHuit GaHKk Mac OpaBo N0304BUTH ayAHTOPA cepradikaTa Ha AYAUTOPCEKY nepeBipry Oapkie."

11i 3MiER, 30KpeMa, J03BOJSTH BUMAraTH Bil 30BHIIHIX aYIUTOPIB NPHAIATE GUIBLIY yBary
CHCTeMaM YIIPABTiHEA pU3HKaME B GaHKY Ta CTaHy po6oTH Ciry:x0H BHYTPIIHBOTO aYIHTY.
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TaxmM wiHOM, Tic/a BRECEHRS BKa3aRAX PR 3MiH ¥ Cr. 45 1a 69 3axony "TIpo Ganxe 1a
6amKiBCHKy HiLTsRICTE" Ta HajaHi HAEKHOTO cratycy ITocranosa Ne358, Haionams it Gagx
Yxpainu MaTHMe MOXOTHBICTS BEMATATH Bif GAHKIB 1) mimssiTrOCTI Ciy%61 RAYTpimEEOrO
ayaary Sauky Croocrepexmiii pag; 2) o608’ 1310801 MEPEBipKH CHCTEM YOpaRTiHES PEIHEAMHA
GaBKy BHYTpPIINHIMA Ta 30BHiMIHIME ayZmTopaMH (i3 BIIOYEHHAM BiIIOBIHEX PO3ALTIB 0
8YAATOPCHKHX 3BiTiB); 3) mepeBipka ciyx6u BHYTpimEROrO ayneTy OaEKy 30BHimEIME
ay[ATOpaMH;, 4) BAKOHAHHASA WieHaMH CIOCTepexHOT pama 628Ky Ta [Tpasiminng pexoMenamii
BHYTPIllIHIX Ta 30BHIMHIX ayAATODIE.

He Tineke 9acTHHa nwrans. mo CTOCYETHCA BHYTPINTHEOIO TA 30BRINTHL0IO aynmry. Binpm

CTANLHM aganis OJleM OB’ A3aHHX 3 & M (30KpeMa ce i
6aBKiBCEKOTO & HAACTHECT V MEMO i Qnekcig Kynenxo "IIpoSnemy Ta
TIEPCIEKTHEBH DO3E a " 8ix 28 moTtoro 2003 T4 Y MEMO ax naga 9

ar

Kendinna, sxmif v rpveai 2002 ta ciari 2003 B pamkax ['ofTan/cEKOro rpanTy 3atiMascs

OHTABHAMHA BIOCKOHAICHHS ayIanTy.

Honamemi pexomenxanii mozo aymary ta KOpIOpaTHBHOTO yIpPaRIiEHES GyAyTe Hajani B Bammx
HACTYIHAX MEMOpaHAyMax.

u. BuMora moxo HassHOCTI aieKBATHAX cHCTEM YHpABRJIHAY PH3HKAMH HpH ninemynaﬂ

. Heobxinno 3a6esneunTn anexsaTamii PIBEHE CHCTEM YNPABIHHES PA3HKAME 0aHKy Bxe Ha erami
| JINEH3YBaHHS.

H BANpaBICHHS HeMMX HemoMiKiB, WOB’S3AHEX i3 nineHsysanAAM, poboga rpyma [JIBH 3
TIITaHE BHECCHHA 3MIiH f0 3axomy "Ilpo Gamkm Ta GaHKiBCEKY AismibHICTS" 3aMpONCHYBAA
-BHeCTH 10 Cr. 19 a63amm 5-7, mo Mis OTpAMaHAS GaBKIBCHKOT minemsii BHMAraloTe Bijf Ganxie
TOAABATH TAKOX NOKYMEHTH, AKi i ATBEP/DKYIOTE:

«BafBEICT: Oipo3AiNiB, B TOMY WHeNi cay6m BHYTPIlIHROrO ay[dTy Ta ympasiines PESHKAMEH, 3K
BHKOHYBAaTHMYTh BiATIOBigHi omepaiii Ta dyRkuii; - .

BadBHICTh BHYTPIMIHIX MONOXeHE, M0 PeINaMeRTyIOTs 3MiHCHCHE MIAILHOCTI 3TiIHO HANAHOT GaHKIBCLKOT
emsil, B ToMy uncni nonoxenns npo BRYTpimHil aynaT 6asky Ta mpo CHCTeMY YNpAaBIiHAS DH3AKAMH,
AKi BINIOBIZAIOTE YHHHOMY 3aKOHONABCTBY Ykpaien, BaMoram HamioBameworo Ganxy Vipale Ta cratyTy
Oanmky».

Hesxi 3minu Takox GyayTe notpibui B ITocrarosi HBY Ne375 "TIpo sateeprxenes onoxemas
TIpo NOPANOK CTBOPEHHA | AePXABHOT peecTpanii Gankin, BiAKPATTS ix ¢inili, npencrasaEnTs,
Bimminens" ta Iloctanori HBY Ne275 “IIpo satBepmxenns [Tonoxenss npo TOPANOK BHAAY
GarKam GanKiBCHKHX JINeH3ii, THCEMOBEX KO3BOJIB Ta JineHsili Ha BEKOH2HHS OKPEMHAX

onepariif”.

ME TUIBKE DOYaNy aHATISyRATH 3aKOHOJABCTBO y uiit cdepi i Banamo Ginme pexoMerganii
IOZO JINCH3YBaHHS B HAIIAX HACTYHHHX MEMOPAHAYMAX,

BHCHOBOK

TaxaM wmnoM, f11 noBymosa edexrrBHOTO IpaBOBOTO MOJIT I PO3BHATKY HATMISIY HA OCHOBI
ONiHKA PH3MKIB HEOOXimHO:
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1)
2)

3)
4

3)

6)
7

8)

9

3a6esmeunTH BHeCeHHS 3MiH 10 Cr. 19. 39, 40, 45, 69, 73 3akony "TIpo Ganxy Ta GaHKIBCEKY
JiTTEHICTE" BIEIOBIMHO O MPONO3ANiL, 3poGNeRnX T'/IBH B mucronani-rpyasi 2002 poky.
Tpocysaru Taxi 3MiHRE 70 3aKOBIBX Yxpaiau, AKi 3po6ITs PillleHHs Ta ONIHKH
HanjosansHoro 6aHKy YKpaiHy mOAO aNEKBAaTHOCTI CHCTEM yOpapNiHHA PH3HKAMH T2
CcHCTEM BHYTPIMHEOrO KOHTPOMEO GaHKiB BHPIMIATSHAME Al cyzaiB. 3o0kpeMa, BHECTH
sminm fo wactunH 1 CT. 73 "3axoxu sy 3akony "Tipo Gaurn Ta OaHKIBCEKY
JiMBHICTR", BEKTABIIN ii B 3aIIpoIoHOBaHil penaxilii.

Brecrs sming mo CT. 39, 3aKOHOABYO 3aKPilMBI HOBHOBLKEHHA OPraHy HATIALy
BEMATATH 3MiH y cKiami Pamu Ganky. :

Brecty 3minn 10 Ct. 166-5 Ammiricrparusroro Kogekey YKpaisH, HOCHTHBIIHN
BiMIOBINANBHICTE KepPiBHHEKIB GaHKY, BRIIOYAIOUH wieHip CIIOCTepeKHOT PATH.

Po3poGHTH T2 3aNPOBAIHTH eeKTHBHE NOIOKEHHA IPO CHCTCMU yIpasJiiHHs pH3AKAMH (T2
CHCTEMH BHYTPIITHEOTO KOHTPONIO) B GanKax, B3SBMIH N0 yBard pexoMenzanii, 3pobneni
BHILE.

Brectu aesxi sminm fo Iocraros HBY Nel14 ta Ne358 sifmosifHo 1o sMiH y 3akoni "IIpo
Gapxu T2 GaHKIBCHKY ALUTBHICTR".

3poGrTH BiANOBiAHI KPOKH IS HAJIAHHS HACKHOFO CTATyCy Iocranosi HBY Ne338, mo
JIO3BOIATS 3alesnetuyTy i BUKOHAHEA GaHKaMH.

CrpasTy iHIIEM 3MiHAM Y 3aKOHOAABCTBI, IO 03BOIATE 3a0e3meURTH JOCTATHIO AKICTE
BHYTpINIHEOTO Ta 30BHIINHEOTO Ay UTy (JHB. MEMOPAHIYM Onekcin Kynenka Bix 28 mororo

2003 poxy)

Tepermmyry Tonoxerms HBY No275 Ta Ne375 mpo NileH3yBaHHS Ta BHECTH 3MiHH
BiNMOBiHO 10 peKoMeranii mozo 3min y 3akoni "Tlpo Gamxy Ta GaHKIBCBKY IisnBHICTE".

Tleit CIIECOK He ¢ BUYEPIIHIAM, Ta HOKAbI pexoMeHnanii (30KpeMa, CTOCOBHO ay/IUTY,
KOPIIOPATUBHOI'O YIIPaBIiBHA Ta ninensysanms) GyAyTs HanaHi y HANHX BAaCTYIHHX
MeMOpaHIyMaX.
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Summary of Pilot Bank Program



SUMMARY

This is a memo addressed to Mr. Pushkariov requesting his help in the organization and
implementation of the Pilot Bank program. _

The memo explains that the Pilot Bank Program is one of the two main objectives of the Risk
Based Supervision Task Force to gether with the development and implementation of appropriate
methodologies and practices. The aim of the Pilot Bank Program is to test in the pilot banks the
Risk Assessment System developed by the Task Force.

The Pilot Bank Program consists of two main stages:

e Presentations delivered by the selected banks on their risk management systems to the Task
Force members

o Testing of the Risk Management System in one or more pilot banks
The purpose of the presentations is two-fold:

First, based on these presentations the Task Force will have an opinion on the level of
understanding of the risk management concept by commercial banks in order to develop
recommendations on how to improve their risk management systems as well as to take this into
consideration during the development of the Policy Guidelines.

Second, this is the way of having banks involved in the development of progressive banking
supervision tools, thus promoting cooperation between banking supervision and the banking
industry. . =

The list of banks selected for the presentations is given. A tentative plan of the presentations is
described. '
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BearingPoint.

Formerty KPMG Consutting

MEMO

Komy: nany B.B.IlymxaproBy, IapeKTopy
I'eHepanbHOro ACHapTAMEHTY GAHKIBCEKOTO
Harany HanjoransHoro 6aBKy YXpainu

Komis: mani H.B.IpaHerK0, 3aCTYIIHAKOB] JEPEKTOpa
['eHepankHOro AenapTaMeRTy GaHKiBCEKOro
HaTTARY
mani C.B.®abep, 3acTyIHHKOBI AHPEKTOPA
JlemapTameHTY MOHITODHHTY Ta
iHCcHeKTyBaHHA

Bin: mana Operxa E. Baivniara, ¢rapmoro
pagEUKa

- Jara: 20 Gepesns 2002 poxy

Tema: IporpamMa miNOTEEX GanKis

Bix imeni IMocriltao Airogoi poGodoi rpymH i3 3aupoBaGKEHHA GaHKiBCHKOTO HATJIAAY Ba OCHOBI
PHSEKIB, X0 CKIaAy SKOi BXOAATH MPCACTABHHKY BCiX ympasiiab I'eHepanbHOro fenapraMesTy
fankiscoKoro Harngny HaniomaneHoro 6aHKy YKpailH, Ta Ipynd panEEkie BearingpPoint,
3BepracMocs fio Bac i3 UPOXaHHAM CNPHATH opragizauii Ta 3aificEenmo TIporpanu HiNOTHEX
OaHKiB.

3piticaenns IIporpaMe mitoTHuX GaHKIB € OMHEM i3 ABOX OCHOBHHX 3aBJIaHB THocTittEo Hit0901
poGod0i rpynu pasoM i3 pO3poONCHHAM Ta 3aUPOBADKCHHINM METOJONOr] Ta KIpaKTHKH
GaEKIBCEKOrO HAMISAY Ha OCHOBi omimk# pmsmkis. IporpaMa HiNOTHEX GaHKiB Mac Ha MeTi
OHiHKY CHCTEM YIpPABJiHHA PH3EKAMHA CHCMiANLHO Bizi6paEEx ANA MBoro GaHKIB Ta TECTyBAHHS
cHcTeME oniaka pu3ekiB (COP), sxa Ha JaHOMY €Taili 3BAXOJHTECA B uporeci po3pobieHnd T2
Ma€ CTATH OJHEM i3 OCHOBHHX iHCTPYMEHTiB GaHKIBCHKOTO HAIJIATY.

IIporpama mioTHHX GaHKIB Mac CKIIAJIATHCS 3 BOX OCHOBHAX eTamis:

o IlpoBezeHHs mNpeseHTANiil LpeACTABHUKAME ninoTEAX OGaHKIB IHOHO IXHIX CHCTEM
YHUpABiHESA PH3MKaME Depel WICHaMH IMocriiiHo Aito901 pob090i FPYHH

o TecTyBaHH:A CHCTEMU OIHKHM DH3HKIB Ha OJEOMY abo ximekox i3 mux OaPEkiB B pamKax

IJIAHOBHX BHI3HAX 1HCIEKTYyBaHb

TIpoBe/ieHsA Tpe3eHTaliH Mac Ha METi BUKOHAHHSA IBOX OCHOBHHX 3aBJaHE!



Tlo-niepurte, Ha ocHOBI mEX NpesenTanii [HocTiligo Ailoga pobova rpyma smosxe 3pobuTn
BHCHOBOK IIOJI0 PiBHS PO3YMiHHA GanKaMu KOHIEMIii yIIpasiisHs PH3HKaMH Ta CTYHEHIO
PO3BATKY CHCTEM YIpaBIiNHA prsHkaMH. CIIMpaloTncs Ha el BACHOBOK, Ha pe3ynbTaTy
MaiiGyTHEOI0 TeCTYRAHHES CHCTEMH OIiHKH PH3HUKIB (COP), a Takoxx BpaxoByroqM ZYMKH Ta
3ayBaXKCHHA CaMHX OaHKIB HIOKO CHCTEMH ONiHKHM PH3HKIB (COP), cnyx6a marnaay sMoxe
BEPOGUTH pexoMeBaNii it 6anKiB MO0 YAOCKOHANEHH IXHIX CHOTEMH YIIpaBJliHHS
PH3HKaMH,

Io-apyre, samyaenns Gankis Ao npesenTaLil MO CyTi 038aYaE iXHIO Y9acTh B po3polrieHH]
HOBHX HPOTPECHBHUX MeXaHi3MiB GaHKIBCEKOTO HALMAAY, MO CPHATEME B3a€EMOPO3YMIHHIO
Mix cyx6010 GaHKIBCHKOTO HAIBIAY T4 GaHKIBCHKOIO CHLIBHOTOIO,

TecryBauns cucTemy OLIHKY PH3HKY INAHYETHCA 3AIHCHATH 32 YIacTIO iHO3EMHHX PaHHKIB.
BoHO 1103BOMHTE AK HazaTH PeKOMEHAAN|T GaHKAM IOKO YIOCKOHAIICHHS IXHiX cHCTeM
YHpaBIiHHA PH3HKAMH, TaK i 6y/e CIYITHOI RATOA0IO ML 3aMPOBAIKEHHI HOBOTO
IIPOTPECHBHOTC HAITIANOBOIO iHCTPYMEHTY Cepe PANiBHAKIB CITyKGOH GaHKIBCHKOr0 Harmsmy.
Ilpomonyemo 3pijicHioBaTH Take TeCTyBAHHS B PaMKax BHI3HHX iHCIIEKTYBaHL OJJHOTO 260
KinBKOX GaHKiB, fKi Mu BiGepeMo 3 MiNOTHOI rpymH, CIMPAIOYIHCE Ha pe3yNIBTATH iXHIX
TNpe3eHTalil Ta Ha HaINi 3HAHH Ta PO3YMIHES IXHIX CHCTEM YIIDaBTiHHA PH3MKAMHU, OTPHMAHI 3
iHmux mrepei.

M npoBesienns npeserTaniit Gyo Biai6paro HACTYIIHi OaHKH:

1) Asam

2) Ilpmeatbanx

3) BaGanx

4) KpenutupomGank
5) Xpewmaruk

6) Ykpcoubank

7) Excimbank

8) Mikpodinancopmii

Koxta npesentanis TpusaTiMe IpHOIM3HO ABi roguan (3 ypaxyBaHHsIM MOKIHBHX 3al¥TaHb).
IIpomonyemo 3aificaroBaty mo onHiit mpesenTanii Ha AeHs, MOMHHAIOW 3 1 kBiTHA. J{nq nporo
Gyne pospobneno rpadik, IKuii 3amexaTHME Bin pe3ynbTaTiB HamAX ycHuX Gecix 3 GaHKamu, Ha
AKHX Oyze moscHeno Hamy mety. KpiM Toro, srigmo 3 mammmu ITaHaMH, ol KeiTHa Gyme
3BEPINCHO PO3POONEHHS IPOEKTY CHCTEMH OIiHKH PHU3MKIB (COP), sxa 6yne mamicmana mo
OaHKIB 71 O3HAMOMNEHHI Ta KOMCHTapiB. Fanaemo, ne momomoxe mimoTHAM Gamkam
30PIEHTYBATHCA Ta HANEKHAM THHOM TATOTYBATHCE O TIpe3eHTAlliH.

Bynemo mywe Brosusi 3a migTpuMKy B Hammi pobori Ta cupmsmms opramisamii Ilporpamm
minoTHuX GaHKIB, :

[ 47—



Pilot Bank Program



BearingPoint.

Formerly KPMG Consuting

MEMO

ON THE PILOT BANK PROGRAM (OUTSLINE)

The launching and implementation of the Pilot Bank Program may include the following steps:

I Testing tools and processes for Risk Management Systems in banks based on the

Risk Based Supervision approach.

1. Identifying which risk assessment tools and procedures are fo be used in the process of Risk

Management in banks. As a result, a list of appropriate toels and processes is to be made.

2. Based on this list, reviewing risk assessment tools and procedures identified based on the

Risk Based Supervision approach in order to:
- identify what is available and used in the system; .
- identify what needs to be additionally developed and/cr improved.

3. The selection of participating banks. These should include both large and medium sized Kiev
and regional banks, as well as foreign owned. The following banks have been preliminary

selected based on the advise of the Department of Inspection and Monitoring:
1) Aval ' -
2) Privatbank
~ 3) Va-Bank

. 4) Creditprombank
5) Kreshchatik
6) Tas-Kommerz
7) Ukrsotsbank
8) Finances and Credit
9 ING
10) Credit Lyonnaise
11) First Ukrainian International (backup)
12) Premier-Bank (backup)
13) Energobank (backup)
14) Micro-finance Bank (backup)

4. All banks are to make an 1-2 hour presentation on their risk management systems (ING and

Credit Lyonnaise have already done it). Based on these, as well as on additional analysis of
their operations and products, it will be identified which banks are most appropriate to test

" risk assessment tools for different risks (e.g., Bank A — credit risk, Bank C — market risk, etc.,
with one or more banks to be tested comprehensively — the complete Risk Assessment

System)
5. Risks should be prioritized in order to determine the schedule of our work in banks.
6. Letters will be developed and sent to the banks in order to:
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1) explain to them what our purpose and plans are, as well as the benefits of risk management
systems in their banks. Benefits of risk management systems and risk based supervision
should be explained, emphasizing:

- better Council and management oversight
- consistent approach to methodologies, common terminology
- better organization through the integration of processes
- clear roles and responsibilities '
- excellent training and communication
- improved information systems
-~ less bureaucracy;

2) request meetings with management and supervisory council members.

7. Meetings with management and supervisory councils of the banks will be held in order to
discuss what was outlined in the letters sent to them (see above) and ask for permission to
evaluate risk management systems in these banks using the tools reviewed — in order to
evaluate them (this may be done, for example, as a part of targeted onsite inspections).

8. Based on the answers received, a schedule will be developed for the targeted onsite
examinations or other visits (as is decided). Timeframes will be identified for visiting each
bank (depending on the complexity of risk or risks to be dealt with, from a few days to a few
weeks). Scopes of visits may be adjusted based on the results of these meetings.

9. Actual visits to banks and testing risk assessment systems.

10. Development of conclusions and récommendations on the development, improvement and/or
updating their risk management systems.

11.Based on these: conclusions and recommendations, the development of a draft Policy
Statement (in the form of an Instruction/Resolution) will be initiated to incorporate these
recommendations on minimal requirements to risk management systems in banks. This
Policy Statement should be a Template (in accordance with our Work Plan) for risk
management systems in banks. It should cover all key risks (as identified by the Risk Based
Supervision Task Force) and describe the key elements for an effective risk management
systems.

IL Obtaining input from pilot banks.

12. Send the draft Policy Statement to the pilot banks and to relevant BSD units (e.g., Inspections
and Monitoring, Methodology, Kiev Regional office, etc.), having set deadlines,
13. Obtain the input and summarize it.

III. Template development.

14. The final version of the Policy Statement will be developed based on the summary (see
above). Before the Template is finalized, additional meeti gs with the pilot banks may be
needed.

15. Issuing the Policy Statement (Template).
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SURVEY OF INTERNATIONAL PRACTICES IN THE TRAINING ORGANIZATION
AREA FOR BANKING SUPERVISION

Introduction

With the putpose of evaluating the organization of the NBU personnel training function and the
development of recommendations on its improvement, as well as in order to determine the areas
of our efforts in future, information on the organization of the banking supervision personnel
trairiing function in a number of countries was surveyed.

Internet sites of central banks and regulatory agencies of the following countries were searched:

- USA (FFIEC, OCC, Federal Reserve);

- Great Britain (Bank of England and the FSA);

- Australia (Central Bank and Prudential Regulation Authority);
- Hong Kong (the Hong Kong Monetary Authority);

- India (Reserve Bank of India)

- Poland (National Bank of Poland);

- Singapore (The Monetary Authority of Singapore);

- South Africa (Reserve Bank of South Africa);

- Switzerland (Central Bank, Swiss Federal Banking Commission);
- Canada (Central Bank and the OSFI);

- Denmark (Central Bank and the Financial Services Authority);
- South Korea (Bank of Korea);

- Norway (Kredittildynet);

- Sweden (the Financial Services Authority);

-~ Japan (the Financial services Authority)

In these sites i nformation also was o btained on personnel training and c areer d evelopment in
some other countries.

The organization of the p ersonnel training and career development functions was viewed and
evaluated, taking into consideration the following factors:

- Declared objectives and aims in the area of personnel training and career development

- Principles of personnel training

- Organization of the personnel training function. Training centers,

Declared objectives and aims in the area of personnel training and career development.

Declared objectives and aims in the area of personnel training and career development in central
banks and regulatory agencies studied may be summarized as follows:

- The need in meeting requirement of the continually changing environment

- Theneed in ensuring an appropriate level of knowledge and skilis of personnel

- Additional motivation and retention of personnel.



All regulatory agencies and central banks declare the need in their personnel training and
emphasize that they consider it a priority. This is explained primarily by the necessity to support
the appropriate level of professionalism and knowledge in the changing environment.

Additionaily, a priority is also ensuring the level of knowledge and skills of personnel, that -
would comply with the needs of banking supervision and allow to appropriately represent
regulatory authorities in the banking community. This was stated in all sites of the organizations
reviewed. Personnel training programs in a number of countries include both professional
training, and management and leadership training, since from time to time many regulators
perform manageinent functions, for example, during onsite examinations. First of all, it concerns
banking supervision units and agencies in western countries, like Great Britain, Australia, USA
(OCC), Canada, where attention is traditionally paid to the principles of team work, which
implies close cooperation between both employees, and employees and managers.

Finally, the third main objective in the personnel training area is the need to offer additional
motivation to employees thus ensuring the retention of personnel. The possibility of professional
growth and receiving knowledge is a very strong motivation for employees and is considered by
management of many organizations as a way to retain personnel and the development of a strong
corporate culture. Even though this is declared by almost all organizations reviewed, it should be
stated that this objective is especially emphasized by regulatory agencies of the Asian region
(South Korea, Japan, Hong Kong, Singapore) with their hierarchical corporate culture which
treats investing in personnel as extremely important

Principles of Personnel Training.

Based on the information gathered, it may be stated that the main principles of personnel training
listed in the Concept of the Comprehensive Training Program for Banking Supervision -
(Resolution # 153) comply with the international practice. These principles are: continuity,
unification, variety, self-sufficiency. : '

Common for al agencies reviewed is that they all have some form of a program of their

personnel {raining. That means, that personnel training in banking supervision areas:

- is performed in an organized manner; '

- is mandatory for ali professional personnel (not including support functions, e.g., secretaries,
etc.);

- consists of a variety of courses, including programs of different levels, orientation and topics,
which also may be both universal and specialized;

- is performed on an ongoing basis; :

- combines different types of training (classroom, on the job, internships, etc.);

. combines different sources of training (both internal, and external).

In all agencies reviewed there exists a separate training function for banking supervision
personnel, Depending on how the banking supetvision function is organized in a given country,
this may be within a human resources department of the central bank or an independent
regulatory agency. Besides, some countries have personne! training units within their banking
supervision areas {(e.g., in the Reserve Bank of India).



Professional employees of all countries reviewed are subject to specialized training. In most
regulatory agencies and banking supervision areas of central banks new employees go through
one to four years of mandatory training, This complies with the needs of banking supervision,
since it requires a lot of specific technical knowledge and skills, which are not available within
university programs. Sites of regulatory agencies of many countries (USA, Great Britain,
Australia, South Africa, Canada) contain rather detailed information on what training is required
from new employees in order to start their careers and obtain the right to perform supervisory
assignments of certain complexity levels.

Personnel training programs of all agencies and central banks reviewed are structured to meet the
needs of the given organization. For example, they may depend on whether there is a
specialization in the organization (e.g., experts specializing in credit, investments, etc.). Also, the
organization of regulatory functions is taken into consideration, i.e. whether onsite and offsite
supervision is performed by the same or different people, whether the institution has a separate
methodology unit or methodology is written by practitioners, etc. Depending on these factors,
training programs offered to different categories of employees may either differentiate, or be
universal, ’

- Therefore, in some countries personnel training policy is oriented to the training of general
-experts with some number of people specializing in certain areas (e.g., in Australia, Canada,
Denmark, USA, Japan, Great Britain), other countries stress the specialization of their employees
(Sweden, Singapore, Norway). Depending on this, different agencies may give more attention fo
the unified training, when all employees are to go through a certain amount of universal training
and be capable of performing different supervisory functions and replace each other.

However, it should be stated that whatever the organization of training programs is, ali of them

have the following common features: e _

1) Training starts with a short orientation course, which gives new employees an idea on the
activities of the agency, after which they go through extensive courses on specific topics,
which actually make the training program

2) All training programs consist of courses of different complexity levels

3) In addition to technical courses, all training programs include courses on writing and oral
presentations. o

It should also be mentioned that personnel training is an ongoing function in all agencies
reviewed. Most agencies declare the principle of continuity (Great Britain, USA, Australia,
Canada, Japan, India, etc.), since knowledge and skills of banking supervision employees must
comply with changes that continually go on in the banking sector and in the economy.

All training programs combine formal classroom training (primarily in the form of seminars) and
on the job training. All agencies are also trying to offer some forms of internship to as many of
their employees as possible (often abroad). Internship abroad is extremely promoted in the Asian -
region (India, South Korea, Singapore, Hong Kong) and Scandinavian countries (Denmark,
Norway). At the same time regulatory agencies of most Western countries actively offer training
to their overseas colleagues in the facilities available to them (USA, South Africa, Great Britain,



Switzerland). Additionally, self-training is supported, for which end many organizations offer
distance training programs (USA, Great Britain, Switzerland, Japan). : -

In their training efforts all agencies and central banks reviewed rely on both external and internal
sources. The principle of self-sufficiency is applied very widely and in almost all agencies. This
is natural, given a highly specialized nature of regulatory activities, Many agencies emphasize
that their personnel training programs rely primarily on internal resources, when experienced
technicians and managers train newcomers and less experienced people (Australia, USA, Great
Britain, Sweden, Japan, etc.).

However, it should be mentioned that very popular are training seminars and courses delivered
by teachers from different academic institutions, like universities, colleges, training centers, etc.
Bankers are also involved in banking supervisor straining in a number of countries (USA,
Australia, South Africa, Canada, Japan, India).

Training Centers.

Another feature specific to the organization of personnel training in different countries is training

centers. They may be used for the training of employees of different levels, from top managers to
newcomers from different regions of the country.

Additionally, within some training centers specialized training programs for graduates from
colleges and universities are organized in order to hire them to the central bank or regulatory
agency afierwards. Such programs exist, for example, in Great Britain, South Africa, Australia,
USA. They may be both rather long-term (2-3- years), and relatively short (from 5 to 12
months). Usually, the best students are offered appropriate positions based on successfully
passed examinations. In fact, many of such centers have features of both university type higher
educational establishments, and training institutions of a central bank or regulatory agency.
Many training centers are called colleges and were established specifically to satisfy this purpose
(for example, in India). '

In the USA regulatory agencies established a joint training and methodology center called the
Federal Financial Institutions Examination Council. The purpose of this institution is to develop
approaches common for all regulatory agencies and training their personnel in a consistent
manner taking into consideration these approaches. The Council also offers its training services
outside the United States. For example, regulators from Canada are trained there. :

Generally, many training centers of central banks and regulatory agencies are essentially
international institutions, since they offer many training programs to banking supervisors from
other countries, both management and technicians. Such are the Center of Central Banking
Studies in Great Britain, the college of the Reserve Bank of South Africa, which offers its
services to a number of African countries, the Swiss Central Bank Training Center, etc. A
separate establishment is the Toronto training center, specifically focusing on management
training for regulatory agencies of the world. '



Several years ago, with the assistance of USAID, a training center was established at the
National Bank of Poland (the so called Training Initiative for Banking Supervision). It was
created primarily in order to efficiently use the experience in the banking supervision area in
Poland and other countries in the Eastern Europe, as well as the former Soviet Union.

The Training Initiative for Banking Supervision is unique, since its primary focus is technician,
rather then management training, i.e. its services are primarily oriented to experts who are in
charge of the efficient implementation of supervisory standards and methodologies, conducting
the everyday supervision of banking institutions, and working with problem banks in the Eastern
European region.

The Training Initiative usually offers practical courses structured in such a way, that the
attendants are offered more then just theory supported by general practical examples. Since these
courses are aimed at training technicians, the case studies that are offered are of an advanced
level of complexity, thus differing from routine everyday assignments. Therefore, the unique
feature of the Polish Training initiative is the technical nature of the courses oriented primarily to
experienced technicians, rather then either management, or young inexperienced employees.
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MEMOPAHAYM

Orisa MiZKHAPOZHOT PAKTHKH OpraHizauii TpeHinry

Tpeninz (B ykpaiHCBKiit TepMiHOJONI] JacTillle Ha3WBAETCS “THATOTOBKA IEPCOHATY™ abo
“HaBYaHHA IIEPCOHATY") — HaJlaHHs IPALiBHUKAM YCTaHOBH/OPramisauil OnTHMaNBHAX
MOXTHBOCTEH HAaOyTTs 3HAHB, HARMIOK Ta BMiHb I 38/I0BOJICHHA BMMOT N0 BHKOHAHHSA
KOHKPETHHX BEpOGHIYEX byHKuill. (POPMH Ta METON| TPEHIHTY 3aNeXaTh BiJl HoTped y
HaB4aHH| KOXKHOTO OKPEMOTO IPaniBHHKA.

Beryn

3 METO OLIHKHM OpraHisanii GyHkuii miaroropku nepconany Hamionamnoro 6anky YKkpaiHu Ta
BEpOGIICHH pexoMeH At Mmoo H yAOCKOHATCHHA, & TAKOXK 33/JL1 BH3HAYCHH HaTpAMKiB
Hamoi poGoTH B HOAANEMOMY, MU PO3MLAHYIH iHdopManio moao opraHisanii miAroToBKH
TepcoHaTy GaHKiBCHKOro HAITIAY B PAAl PO3BHHEHMX KpaiH CBITY.

Byno sxilicHeHo TOImyK [O caliTax NEHTpasbHIX GanKiB T2 aTeHTCTB HATILUTY 32 GanKiBCHKAMHA
T2 iFmME QiHAHCOBEMEA YCTAHOBAMY TaKHX KpaiH: ‘

Cuonygenux Ulrarie Amepuxu (@epepansuuit odic ocsiTu -iHcmexTopis (hiHAHCOBHX
yeranos (FFIEC), Odic xomtpoiepa rpomosoro obiry (OCC), ®enepansioi peseprHOl
CHCTEMH, ‘

Bemxoi Bpurasii (Basky Anrnii Ta Vipasninus ¢pinancoprx nocayr (FSA));

Ascrpanii (UenTpansaoro 6anKy T2 YIpasiiHuA npyAeRNIHHOTO PeryInoBatHs ABcTpanii);
Tonxonry (YIpapmiHHs MOHeTapHol noituky I'oHRoRTY);,

Inpii (Peseperore Gauky Iaaii) o

Honsuii (lentpansuoro Ganxy Ionpmi);

Cinranypy ( Vrpasniass Moserapaoi monitaxu Cinranypy);

Hisaernoi Adpuxu (Pesepsroro Ganky IliBnennoi Adpuxu);

Iiseitiapii- (HlentpamsHoro 6anxy IlBeiinapii, denepamsrol Komicii 3 MUTalb GaHKIBCHKOL
copaps [Iseifnapii); :

Kanagu (Llemrpanpemit 6anx Kamama ta Odicy cynepiuTeHnaHTa (IHAHCOBMX YCTAHOB
(OSFD);

Tanii (Lentpanssoro 6auxy Jamii Ta Vipapiinaa Earnsjy 3a GiHaHCOBHMHE yCTaHOBAaMU
Hasii); | |

Iiszennoi Kopei (Barx Kopei);



- Hopeerii (Yrpaprinss Bariany 3a KpeXHTHAME YCTAHOBAME);
- Isenii (Yopaeniena sarnaay 3a gpizancoramu mocayramu [isenii);
- Slmonii (Ynpasninns Hariafy 3a $iHAHCOBHME TOCHYTaME)

Byno Takox oTpEMano meBHY iHdopMaIilo MOZO Oprami3anii BaBYAHHS T4 PO3BETKY Kap’€pH
HepCOHANy pAfy iHWEX KpaiH — B OCHOBHOMY 9epe3 peTel-HE BHBYCHHA 3a3HAYCHHX BHINE
CaiTiB.

Oprauisanis ¢ysxnit EapyaHHT Ta PO3BHTKY Kap”ep HepcoHANy PO3FISHANACS TA ONIHIOBANACK
3 ypaxyBaHHAM TaKeX akTopiB:

- JeKIapoBaHi 3aBAAHWHS Ta I MO0 HABYAHHS Ta PO3BATKY Kap’e€p NepCOEAY;

- TPHATHNY HAaBYaHHY EPCOHATY;

- opraHizanig QyHKiii HABYAHHA HePCOHAIY, HABYANEE] HEHTPH.

CKNAPOBAHI 3aBAHES Ta M1 IN0A0 HABYAHHS TA PO3B Kap’€pH HepCOHAY.

OcHoBH fiexapoBani 3aBRAHES T2 I/ ATHTCTB Ta CIyx6 GaHKiBCEKOr0 RAMIALY Ppi3HHEX Kpain
CBITY MOXXHA BEKAACTH TAKAM YHHOM:

- HeoOXifHICTE BiIIOBIAATH BEMOTAM CEpe/IOBHINR, MO OCTINHO SMIHIOETHCS;

- HeoOXigmicTh 3a6e3nedyBaTH HaNCKHHA PiBeHS 3HANE TA HABAYOK [EpCoHAy;

- MOZATKOBa MOTHBAIi% Ta 30epeXXeHHA IepCoHany,

Bci arenTcTBa Haribsigy Ta IeHTpaNsHi GaHKA HAroNONIYIOTHCA Ba HEOOXIIHOCTI HaRTaHES
IEPCOHANY i ASKAaPYIOTh OPrani3oBaHe HABIAHHES TIEPCOHANY SK CBOE MPiOPHTETEE 3aBAaHHAS. B
HEpOTy Yepry Ie HOSCHIOEThCA HeoOXiTHicTIo miTpAMyBaT] Hanexxaui npodeciinmii pisess Ta
piBeHE 3HaHb Y CEPeJIOBHIL], IO HOCTIHHO 3MiBIOETHCA.

Kpim Toro, mpiopaTeTHIM 3aBAaHAAM € 3a6e3NeYCHAS TAKOTO PiBAS 3HAH TA HABHIOK
HepcoHaiy, sKuil BiAnosinas 61 moTpeGaM GaHKIBCHKOTO BArNsy Ta JO3BOJLIB iM JOCTOHRHO
NIPe/ICTABIATH OPrafy Harsagy B OavkiBChKil crinpaOTI. Lle 3a3Ha9anocs ma caiftax Beix
POSTIiHYTHX OpraHizaniii. [IporpaMe mAroTOBKE HepcoHATY psy Kpail mepeRfayaoTh SK
npodeciliauif TpeHAAT, TaK | HABYAHHA MeTO/]aM KepiBHHIITBA Ta OCHOBAM
MCHEIDXMERTY,0CKLTBKH 49ac Bil 9aCy 0arareoM Harfa/IOBISM HOBOJMTECS BEKOHYBATH QYHKIIT
KepiBBRKIB, HANPHK/Iaj, Ha BRI3HHX iHCHCKTYBaHHIX. B nepmy gepry ne cTocyerscs cy®6 Ta
areHTCTB GaHKIBCHKOro BALAAY 3aXifHAX KpaiH - Benmkoi BpaTanii, Ascrpanii, Cnonygerax
Illtaris (OCC), Kauanm, xe Tpapuniino BeAKa ypaara NpAAUISCTECS HPHEIHIAM POGOTH “B
KoMaHzi”, sxmit nepeabagac TicHy npodeciiy B3aeMoxito sK NpaniBAAKIE Mbk co6050, TaK i
TIpaliBHMKIB Ta MPEACTABHUKIB KEPIBHANTBA.

Hapenmri, TpertiM RaifBadBinmaM 3aBJaHEAM OPOrpaM MiTOTOBKH IEPCOBANY € HeOOXimmicTs
3a0esiredeHHs AOAATKOBOI MOTHBAN Ta 30epexerns nepcorany. MoxmeicTs mpodeciiinoro
3pocravHA Ta HalyTTd 3HABD € Jly’Ke CHIBHHM MOTHBOM JUIS NPAIBHAKIB i POITIIARACTECH
KepiBHANTBOM 0araTeOX HAMVBOBHX OpraHisamiif AKX OJHH i3 mUIIXip 36epexeHns NEPCOHANny Ta
PO3BHTKY €HOI I BCIX KOPIOPATHBHOI KyIbTypH. X04a B Tilt ur inmiit dopmi ne
JeKIIapyEThes Maiike BCiMa POSIIIAHYTHMHE OpTaHi3ailiAM¥, CJIJ 3a3HAYHTH, MO 0COBIHBO Te
3aBJIAHES IAKPECIIOCTECA CiTyx6aMu Haryisny Kpai asiatcekoro periony (Ilisnersoi Kopei,
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Stnowii, Ton-Korry, Craranypy) 3 iXHB0I0 iepapXiqHOIO KOPEOPATHBAOIO KYNETYDOIO, AK2
Hafae oco0Mee 3HAYCHAS 1HBECTYBaHHIO B TIEPCOHAT.

Hpurnung Hapgannsg HepceoHaTy,

Coupatodncs Ha 3i6pany indopManiio, MOXHA CTBEP/DKYBATH, 110 OCHOBHI IPAHIHIH
HiIFOTOBKH Tepconany, népeniveni B “Kornenmii KoMItexcRol mporpaMu 3 Hi{BUICHHS
Kpanidixaamnii llpaIIiBHHKiB 6aHKiBCHKOTO Harum” (Ilocranopa l'IpaBnimm HBY Ne 153 Bin
25.04.2002 poxy), BiAmOBiAAKOTH CBiTOBi npax'rnm HaranaeMo 11i OCHOBHi npnmmma
GeanepeppHEicTs, YHi(IKOBAHICTE, CAMONOCTATHICTD, Pi3HOMAHITHICTE.

SaransHEM IS BeiX POSMJIHYTHX YCTAHOB € Te, MO B Til uu ismikk cbopm BOHH MAIOTh

IpOrpaMu HaBYAHHS CBOTO NepcoHaly. To6To mixroToBka IpaniBEAKIB 1 poGoTH Ha nocagj y

cryx0i GaHKiBCEKOTO HArIALY

- BigOyBaerheA OPraHi3oBaHO,

- € 000B’A3KOBOKO A1 BCHOTO npoq)ecxﬁuoro nepconany (MHA He TOBOPHMO TIPO cynponmm
$yHEKmii, HANpPUKRAZ, cereTapm 'romo)

- CKHAJaeThCd 3 PISHOMaHITHAX KypeiB, SKi BKIFOYAIOTh TpOrpaMu plSHHX piBaiB, OpicHTaNi
T4 TEMATHKH, a TAKOXK MOXKYTh 6ym AK yHiBEpCaNBHAMY, TAK i cHelianizoBaHAME;

- 3ilCHIOCTRCA HA MOCTilHil OCHOBI;

- - MOEHHYE p13Hl THIM BaB4yaHus (y KiIaci, Ha poﬁoqouy MicHi, c*ramynanm TOI]IO)

- HOEmHYE pidHi JpKepesna HapYaHus (K BHYTPIllHi, Tax i 30BHINHI).

B yciX posrIMHyTAX YCTaHOBAX iCHye oxpema (YHKHIf MiATOTOBKE HepCoHany cnyxou
GaHKiBCEKOTO HATIAAY. YV 3a/IeXHOCTI BiZ TOT0, AKHMH THHOM Opraizopana QyHxumia
GaHKIBCEKOTO HArIAMY JAHOT KpaitH, e Moxe Gy TH HiIpo3aiN yIpapiiHHEA IEpPCOHATY
TCHTPANBHOTO GanKy abo BiHOKPEMICHOIO HATNAAOBOrO areHTCTB, JIo T0T0 X B PAAi Kpain
iCHYIOTS BiUIiNE HARYAHTA ICPCOHANY Y CKIARi miaposzinis GaHKIBCHKOIO Harsny
[EHTpAbHMX OaHKIB (Ha.anKnan, B Peseprromy Garky Iaii).

TIpodeciiiniit mpaniemwuka ciyx6 HargAy Beix xpaiH, AKi ME POSIIIAHYIH, HiAATatoTh
cmerianizosaniii migrorosni. Y 6iNbInocTi HArAAAOBHUX Opragisauiii Ta cryx0 HATILATy
HeHTpaTbHAX OaHKiB nepeAbdadena iAroToBKa MoIomx (axiBIiB MPOTATOM Hepiofy Bif
OIHOTO 710 YOTHPHOX poxiB. I{e minkoM BiamoBinae morpebam cixy k0 HATIEIY, OCKIIBKY
GasKiBCHKMI HArMAZ Hepeadayac HaABHICTH 3HaUHOI KiBKCOCTI By3hbKOTEXHIYHAX 3HAHE Ta
HABHMYOK, AKi He BIEBYAIOTH Y BHIAX yI0oBux 3arstanax. Caliru cnyxcﬁ Harjsagy 0ararbox Kpain
(CUIA, Bemika Bpuranis, ABc*rpamsi, Ilispenna Adpuxa, Ka"ana) MiCTAT: JOCHTE JOKIARHY
indopMattito mozo TOro, Axul TPEHIAT KEOOXiAHO NPOATH MONOIHMM IIpaIIIBHHKaM, mob

. posuoqam DPOCYBAHESA 10 CJIY)KGI Ta OTPHMATH NPABO BUKOHYBATH 3aB/IAHHS BiJTIOBiTHOTO
PiBHA CKIAIHOCTI.

ITporpaMH HABYAHHS NEPCOHALY BCIX PO3IVIAHYTHX HAMH aTeHICTB T HERTPAIbHEX GaHKis
no6ynoBaHi B 3anexHocTi Bifl ocoGnuBocTel Janoi yerarosn. Hanpuxian, Mae 3HaveHHA Te, T
icHye B nmaHiil ycraHOBi crienjanisalig 3a pisHuMM HanpsMKaMH ((axiBni B ranysi Kpeamry,
iHBeCTHI I TOI0). BpaxosyloTECH TAKOXK 0COGIHBOCT Opranizanii HarIAoBHX dyHKIH —
10610, W 3MiHCHIOETECA BUi3HEI Ta Ge3BHI3AMI HArIa/| PISHIMA 9M OJHMMH i THMH X CaMUMHE

204/



OpaiBEAKAMH, 9 iCHYE B YCTAHOBI OKpeMuit mApo3 i MeTomonorii abo Bei MeTooNOriUEi
HapOOKH CTBOPIOIOTHCS MPAKTHKAMH ToImo. B 2amexsocti BiZ 0BOTO HABYANEHI MPOrPaMH, SKi
TIPONOHYIOTECH Pi3HIM KATEropiAM IpamiBHHKIB, MOXYTS BIIPI3HATHCH OZHi Bif OHEX, abo
Oyru yHiBepcamsHIME. '

TaxuM arHOM, B KesKEX KpaiHax HOMTHKA MO0 HABYAHHA IEPCOHANY OpPICHTOBaHA Ha
HiaroToBKy daxiBuis yHiBepcansHOro THIY B NOCIHAHB] 3 NEBHOIO KiBKICTIO IpamiBHHKIB, SKi
MaioTh CIejaNbHi 3HAHHA B NEBHil o6nacti (Hanpaxiax, B Ascrpanii, Kanazi, Jasii, CIIA,
Slnowii, Beymkii Bpuranit,), ipmi KpaiHy BaroROMyIOTh Ha OpicHTaNi] Ha CHEIATaniio iXmix
npanisavkis ([Ipenis, Cirramyp, Hopseris). B sanexsocti BiZl UBbOTO pisni opramizanii MoxyTs
HpAALIATE 0co6IHBY yBary yHihikoBaHiH miaroTosmi ¢axisnip, koM Bci npaniBEEKA

30608’ s3aHi MpoifTH Yepes MEBHY KilLKICTH yHiBepcanmsHHX KYpCiB i 6yTH y 3Mo3i BHKOHYBaTH
Pi3Hi HArNIANOBI 3aB/AHHS Ta 3aMiHATH OJIHi OJTHEX.

Onnax meoOXiaH0 3a3Ha9ATH, MO IKAME 6 He Gy ocofmaBocTi oprarisanii mporpam

HaBYaHHS, JUI% BCiX HUX XapaKTepHi Tdki coiNbei prcy:

1) HaBYaHHs DodYEHAETHCH 3 KOPOTKOTO KypCy Opi€HTani#fHoro Xapakrepy, axuii Jae HOBHM
TpaliBHAKAM 3araibHe YSBACHHS IO ALULHICTE YCTaHOBH, IicJI% 9010 BCi NparfiBHERE
EPOXOAATE Yepe3s IHTEHCHABHI Ta PO3IMHUperi Kypcr 6imbm KOHKPETHOIO XapaKTepy, 3 IKAX
BriacHe i GyAYIOTECH IPOTPaME IHATOTOBKH HepcoHany;

2) mporpame mifTOTOBKH HEPCOHANY BCIX PO3IJMHYTHAX YCTAHOB NEPeAGAYAIOTH HASBHICTE PaRy
PiBHiB pi3HOTO CTyIeHA CKIIAHEOCTL;

3} xpiM kypciE crnenmiamsHOTO TexHiTHOrO XapaKTepy, IporpaMHi HasJaHHA NEPCOHANY BOiX -
POSIIEEYTHX YCTaHOB BKIIOYAIOTH KypC MO0 HiAFOTOBKH MECHMOBO] JOKyMeHTamii Ta Kypc
OO TiNTOTOBKA T4 HPOBEAEHHS YCHHX nOpe3cHTanii.

Crip Takox 3a3HAYETH, M0 HABYAHHT IEePCOHANy € HOCTIHHOK yHKiicro B yCix areHTCTRAX Ta
IEeHTpaTbHAX GanKax, Hpo AKi e MoBa. BUmBNICTE areHTCTs AeKapye Ha CBOIX calitax, mio
HaBYaHH{ ICPCOHANY ¢ fesnepepBHAM MponecoM (Bennka BpaTanis, ClIIIA, Apctpanis, Kasaga,
Snonist, Ianist Tomo), OCKUTEKH mpoeciitni IHARRS Ta HABMIKH HarNAOBIIB NOBHRE]
BIINOBiNATH 3MiHaM, SKi BeCh Hac BiEOyBatoTECH B CaHKIBCHKOMY CEKTODi Ta B eKOROMIN
B3arTIl. : :

Bci npodeciiini nporpamu uigrorosxs IEPCORATY OCAHYIOTH HaBIAHHA B KNIAci (B OCHORHOMY
y dopMi cemiHapesKEX 3aHSTE) 3 HATOTOBKOIO Ba poGodomy Micii. Bei maranosi aresrersa
TaKOXK HAMAraroThes 3a0¢3MeTHTH CTaXyBaRHS (IacTo 32 KOPJIOHOM) JIF SIKOMOT2 GLIBINOT
KiBbKOCTi cBOIX DpaniBHEKis. CTaxyBaHRA 33 KOPZOHOM 0COG/IHBO 320X09Y€ETHCE ATCHTCTBAME
KpaiH asiatcpieoro periony (Iuii, ITipnernoi Kopei, Crramypy, I'on-Konry) Ta
Ckan/aHaBCoKEX Kpail (Hopserii, Hanii). ¥ 1o cameit 9ac arestersa 6ankiscrkoro Harany
Oimpmocti 3axinEX Kpail caMi akTHBHO IPOIOHYIOTh CTAXYBAHHS CBOIM KofleraM i3-3i xopzony
(CLIA, Ilipnenna Adprka, Benuxa Bpuranis, Hieetinapis). Kpim Toro, 3a0xouyerscsa
CaMOiATOTOBKA HEPCOHANY, JUI 90T0 B 6araThox Opragisanisx NPONOHYIOTHCA NECTAHIHEI
ya6osi nporpamu (CIIIA, Bemaxa Bpuranis, Hlisefinapis, Snomnis).

Bci posrnamyri arenTcTBa narmany Ta IeHTpaibHi 6aHKH, OPraHi3yIouH (yHKIHIO HapYaHHS
CBOIX IpalliBHEKIB, HOKANANAIOTECS K Ha 20BHIIINI, Tak i Ha BHYTpiIHi Jpkepena. [Ipamamun
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CaMOAOCTATHOCT] BHKOPHCTOBYETBCH /Iy Ke HEPOKO i Maibke B ycix oprasax Harmaty. Le
3po3yMifio, 3BaKAIOTH Ha BHCOKO cTiemiani3oBanui Xapakrep JAIbHOCTI GAHKIBCHKIX
HAr/ARoBNiB. Barato HAITIAXOBEX OPrami3amiil IifKPECIIOIOTS, IO ix\i mporpaM#  iATOTOBKH

TIepCOHANY CHEPAIOTECA B TIEPIIy Yepry Ha BEYTPIINHI pECYPCH, KOTH JlocBi9eH] IpaniBHAKH
AABYAIOTH MeHM focBingenux (Ascrpanis, CIIA, Bemka Bpuranis, IBexis, Snonis Tomo).

TIpoTe i/ TAKOX 3a3HAMTH, IO IMPOKO NPaKTAKYIOTEC i cTasKyBaHHS, HPOCIYXOBYBaHHS
MiCIIeBEX T2 MKHAPOJHNX CeMiHapiB 3a yIacTIo ¢axipnis pizsux mpodenis — BEKIAAB

yHIBEPCHTETIB, KOJIE/KIB Ta TPCHHATOBHX OCHTPIB. Jo y4acti B HiIFOTOBII] HEPCOHANY TAKOXK
sanmyqatorsea Gamxipm (CHIA, Ascrpanis, ITisnenna Adpuxa, Kanaza, SImowis, Tanis).

Hapuansai nearpH.

Ille ofuicko 0COBIMBICTIO, KA CHOCTEPITAETECS B opramizaitii HaBYaHHS NEPCOHANY Pi3HAX
KpaiH, € HASBHICT IEHTPiB HiATOTOBKY NICPCOHATY. 1{i menTpy Opi€HTOBaRi K IPABWIO HA
pisHoMaHiTHi hopMu HaBYaHHA. B HEX MOXYTH IPOXO/HTH [i/IFOTOBKY MpalliBHUKE Pi3SHOTO
piBHSA, IOUHHAIOYH Bif BHIIAX KepiBHHUKIB i 3aKiHTyI0YH MOIOIHUMI npaiiBHAKaMHA 3 Pi3HAX
perioHiB Kpaifm.

Kpinm Toro, Ha 6a3i IeSxAx HeHTpiB TaKOK opranizoBaHi crierianizopani KPOTPaME IiITOTOBKY
BHITyCKHHKIB BiIOBUIHIX BY3iB 3 METOIO IXHROTO MO/AIBLIOTO HaliMaHHA Ba poboTY B
HeHTpansHOMYy Oanky abo B oprasi garmaay. Taxi cxeMu IPaiOIOTh, HAMPAKIAN, ¥ Bemuxiii
Bprrasii, [lisnennii Adpu, Aectpanii, CILIA. Born MoxyTs 6yTH po3paxoBasi AK Ha ABa-TPH
pOKH, TaK i Ha GLIbIT KOPOTKEIE TIEPiox (Bizx 5-6 MicAIiB IO OJHOTO POKY). SIK IpaBHIIO, Ha
HIOJABIEY poOOTy 3ampoImy10TEC HalfKpaimi cxyxadi noAi6HAx KypeiB micis ycHilmHo 3XaHUX
icrrip. Tlo cyTi, 6araTo TaKux IERTPiB 32 CBOIM XapaKTepoM MOENHYIOTH ($yHKOIT BHINOTO
ya60BOro 3aKIaAy, AC FOTYIOTh GaxiBliB y rany3i GaHKiBCHKOI CIIPaBH, Ta HABIANLHOL YCTAHOBH
neHTpansHOro GaHky Ta/afo oprady GarKiBchKoTo Hariury. BaraTo HapYa BHAX HEHTPIB HABITE
HA3ABAIOTHCS KOJIEDKaMH 1 GYIIH CTBOPEHi caMe 3 TaKOIo METOI0 (HalpuKial, B Isnii).

V Cronyuenux IlITaTax oprand HarjsEy CTBOPHIA CHi/IBHAI I BCiX HaBYaIbHO-
METOJOIOTIMHMIE EHTp Il Ha3Bolo Pajia IATAHb iHCIICKTYBAHHI denepamsayx GiHAHCOBHEX
yeratos (Federal Financial Institutions Examination Council). Mera uiei opragisarii —
BHpPOGEHHs CIUIBHMX U BCiX HAMUIOBHX areHTCTS MiAXOAiB Ta HaBYaHHs IXiHbOrO
MepCOHANY 3 YPaxyBaHHAM AX nimxoxis. Paja nponoHye CBOI HOCHYTHE MO0 MATOTOBKH
TIepCOHANY Ciy6 Harnsty He mume y CromyIeHux IlITarax, axe i DeAKUM iHIIAM KpaiHaM.
Hanpuxia/, TaM HPOXOAATH HaBIaHHA TaKOX NpaliBHUKH OPTaHiB 6aHKIBCEKOTO HAMTLTY
Kananu.

Baarayi HapuambHi (EHTPH UEHTPANBHAX GAHKIB T4 areHTCTB 0aHKIBCHKOT0O HANAAY Oararsox
PO3BHHEHHX Kpail € MDKHAPOAHHEMY 34 CBOEIO CYTTIO, OCKiIbKH IPOIIOHYIOTH Oararo
HABMANBHEX IIPOTPAM JUTA HATJSIHOBINB 3apyOKHMX KpalH, IpAYOMY SK I KepiBHOTO CKIa/y,
TaK i 7y (axisuis. TakuMu € mapuanbHi neTpH LleHTp AOCTiDKEHE 3 HRTAHD JUATBHOCTI
nenTpaisaux Gankis (Center of Central Banking Studies) y Bennkiit Bpurasii, xonemx
Peseprroro 6auxy Ilisnennoi Adpnaky, skail 00cyroBye pan abpAKAHCEKEX KpaiH,
HapyaTsHu nerTp HaniosansHoro 6anky IlIpeiinapii Tomo. OXpeMo BiCTOITh HABYAHHHIH

20k



uentp y Toporto, ocroBEHIt $OKYC RAMEHOCTI AKOTO — EABYAHHA CaMe KEPIBHOTO CKJIany
cyx0 GaHKiBCHKOTO HAMMIAXY KpaiH CBIiTYy.

JIgme KinbKa pokiB TOMY 3a CHpHSAEES ATEHTCTBa posBATKY Cnonydenmx lTaris Amepuxr
Gyno crBopeno HaswanEERH NenTp npA HanjoramsEoMy Ganky Tomsmi. [{emp 6ymo CTBOPEHO
B HEPIIY YEPrY 3 METOIO HalOULII eheKTHBHOIO BEKOPUCTAHES OCBi/Y, HAKOIHIEHOTO
ciyxGamu Harnaxy Tlombmi Ta iHmeX Kpaif cXiTHOEBPOIEHCEKOTO PEriOHy Ta KONHIIHEOT0
CPCP.

YEikampHEOK ocobmHEBicTIO HapdansHoro NerTpy HamiosansEoro Oanky [Tosmmi € Te, Mo #Horo
HpoTpaMH HPA3HAYCH] B AepIy Yepry JIA HaBJaHHS He KEPIBHOTO CKIany, a axiBnis-
HAr/AKOBIB, SK BIIOBIKAIOTE 32 eeKTHBHE 3aNPOBA/DKCHES HATTIANOBAX CTAEL2pTIE Ta
METOZONOTIIHIX po3po6oK, 3AiHCHEHHS NOBCAKACHROTO HArAAY 33 GaHKIBCEKEME YCTAHOBaMH
Ta poGoTy 3 mpobneMAEMH GaHKaMHF B KpaiHaX CXifHOEBPONEHCEKOTO periony.

Kypew, sxi BEKIIa21a10Th B HaBY@IEHOMY 1enTpi Hamionamsaoro 6arxy Tlonsmi, 3a3smaait
MarOTh IPaKTHYHMI XapakTep i noOyxoBaHi Tak, IMOG 3aMPONOHYBATH CyXadaM mMOChH Gimbime,
HDX IPOCTO TeOPis Ta 3araNbHOBiNOM IpaKreHri TprKiams. OCKiTEKHA i KypCH CTBOpEHi s
JOCBIYCHIX NPATiBEAKIB-IPAKTAKIB, NPAKTHYH] 3aBJAHHS, SKi PO3B”I3YIOTECA Ha HAX, MAIOTh
RiIBUMEHNH piBeHb CKIAEOCTI, IO BiAPI3HHAETECA Biff IXHBOT MOACHHOT PYTHHOX pobota.
Taxerv 9rEOM, By3bKO TEXRIUHEI XapakTep ceMiHapiB 3yMOBIIOE YHIKAILHICTb HONBECEKOTO
HaB9aIIbHOIO NEHTPY, NPH3HaYeHHS KO0 - HaBYaHHA caMe NOoCBiAdeHrX axisnis, a He ani
KepiBHANTBA, aHi MOJIOZIAX Mpai[iBHAKIB.
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