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I. Introduction

Barents Group, LLC has been contracted for this technical assistance project to provide expertise and training to the Central Bank of  Armenia (CBA).  The overall objectives of the project are to:

· Strengthen the CBA’s bank supervision institutional capability; and 

· Strengthen the ability of the Bank Supervision Department (BSD) to regulate the banking system and individual banks effectively.

The scope of work includes the following:

1. Institutional development of supervisory policies, procedures and regulatory infrastructure through periodic technical assistance and training.

2. Enhancement of on-site inspection capability through advisor-assisted inspections.

3. Enhancement of off-site surveillance activity through advisor-assisted bank profile development.   

4. Integration of International Accounting Standards in the CBA and banks themselves.

5. Strengthening of the legal framework, include the CBA’s enforcement activity and regulatory authority, and training and technical assistance concerning statutory and other law relating the CBA and the banks themselves.

6. Enhancement of the CBA’s ability for dealing with problem banks.

7. Analysis, advice, and potential implementation of a deposit insurance scheme.

8. Organizational development, including strategic planning, managerial and supervisory training, and technical proficiency of the BSD staff.  

The activities described below are in addition to and complementary of initiatives undertaken by other donor-sponsored advisors in 1999-2000, and specifically as a precursor to a possible continuing program to be undertaken by the CBA under its own initiative or with donor agency sponsorship. This scope of work is designed to emphasize supervisory policy development and enforcement, implementation through training activities integrating on-site inspection and off-site supervision, and both legal and accounting framework strengthening. 

This report is for the month of November, 1999.  The Resident Advisor began work in-country on November 12, 1999, so this first report is for the period from November 12, 1999 through November 30, 1999.  Verbal updates on the project status are provided to local USAID officials at least weekly, and usually more frequently.  

II.
Current month’s objectives:

· Within one month of arrival in-country, the Contractor shall provide USAID and the CBA a written Proposed Implementation Plan and Timeline “Proposed Workplan” for achievement of all Tangible Results and Benchmarks.  

III.
Steps completed:

The Resident Advisor presented on November 29, 1999 a draft of the Proposed Workplan to the USAID officials in Yerevan.  The draft Proposed Workplan is also being reviewed at the senior level in Barents’ Washington office, and will be presented to the CBA by the one-month deadline.  

Several other notable activities were concluded during November.  Meetings were held with the Chairman of the CBA and the BSD Director.  The scope of the project was explained to them, and their input sought.  Their input will be considered in finalizing the Workplan.  Additionally, the Resident Advisor and USAID representative met the World Bank on November 29, 1999, to verify what financial sector projects it currently has underway.  It indicated it has no projects underway now, but did furnish a comprehensive financial sector analysis done by it earlier this year.  

Meetings were also had with the Rule of Law/Commercial Law project (Chemonics), to discuss reforms needed in the legal framework, and to ensure coordination between the two projects.  A meeting was also held with the Accounting Reform Project (Sibley International), to begin the process of coordinating the CBA accounting reforms with the Sibley International project.

Assessments (as required by various parts of the Task Order) have also begun.  These relate to the CBA’s regulations on the licensing process, prudential regulation, and off-site reporting.  Assessments have also begun of the legal framework, and IAS as applied to the CBA and banks.  Finally, numerous logistical activities were completed concerning the establishment of the project office in the CBA.

Training Development


No training development activities were scheduled for November.

On-Site/Off-Site Training Inspections

No training Inspections were scheduled for November.  
Training

No other training activities were scheduled for November.  

Examiner Certification Program


The CBA expressed considerable interest in the Examiner Certification Program (ECP).  Barents has developed materials for ECPs in two other CIS states.  Those materials are being sent to the Resident Advisor so work can begin in December on the ECP program.

IV.
Steps not completed or necessary:

Not applicable at this time.

V.
Impediments to progress:

Not applicable at this time.

VI.
Plan to address gap or shortfall:


Not applicable at this time.

VII.
Following Month’s Objectives:

· Comment on regulations, accounting framework, and legal framework, as requested.

· Commence a comprehensive Legal Framework Assessment, to be completed by January, 2000.  

· Conduct a comprehensive deposit insurance assessment, in close conjunction with the IMF, to be concluded by January, 2000.  

· Finalization of Proposed Workplan and Presentation to the CBA.  

· Finalization of logistical activities to implement project office on-site in the CBA.  

· Periodic meetings with the CBA’s BSD heads, Accounting Department, and Legal Department 

· Commence development of Examiner Certification Program

VI.
Workplan:

The Proposed Workplan outlines a flexible and responsive program to provide technical assistance and training.  The project will be flexible in that the advisors will assist mainly in the areas in which the CBA is working to develop its own system of supervision.  Thus, while the workplan outlines projected broad areas of assistance, the actual topics to be developed may vary and will depend on the work schedule of the CBA (such as its on-site examination schedule).  As more discussions take place with the CBA as to its goals and desires for the program, adjustments to the Workplan may be required.

Generally, efforts are focused on tying the program closer to the Armenian banking sector through the development of the supervisory, accounting, and legal frameworks.  Training programs will also be developed based on the comprehensive assessments of the BSD, the Accounting Department, the legal framework assessment, the problem bank assessment, and the findings and knowledge gained from the advisor-assisted inspections and profiles. 

VII.
Progress Versus Benchmarks:

The project is proceeding according to plan as set forth in the Task Order.  The program has met the relevant benchmarks for the month.
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I. Introduction

Barents Group, LLC has been contracted for this technical assistance project to provide expertise and training to the Central Bank of  Armenia (CBA).  The overall objectives of the project are to:

· Strengthen the CBA’s bank supervision institutional capability; and 

· Strengthen the ability of the Bank Supervision Department (BSD) to regulate the banking system and individual banks effectively.

The current scope of work includes the following:

9. Institutional development of supervisory policies, procedures and regulatory infrastructure through periodic technical assistance and training.

10. Enhancement of on-site inspection capability through advisor-assisted inspections.

11. Enhancement of off-site surveillance activity through advisor-assisted bank profile development.   

12. Integration of International Accounting Standards in the CBA and banks themselves.

13. Strengthening of the legal framework, include the CBA’s enforcement activity and regulatory authority, and training and technical assistance concerning statutory and other law relating the CBA and the banks themselves.

14. Enhancement of the CBA’s ability for dealing with problem banks.

15. Analysis, advice, and potential implementation of a deposit insurance scheme.

16. Organizational development, including strategic planning, managerial and supervisory training, and technical proficiency of the BSD staff.  

The activities described below are in addition to and complementary of initiatives undertaken by other donor-sponsored advisors during the course of this project.  This scope of work is designed to emphasize supervisory policy development and enforcement, implementation through training activities, integrating on-site inspection and off-site supervision, and both legal and accounting framework strengthening. 

This report is for the month of December, 1999.  The Resident Advisor began work in-country on November 12, 1999.  Verbal updates on the project status are provided to local USAID officials at formal weekly meetings, and usually more frequently.  

II.
Current month’s objectives:

· Review and comment on existing banking laws and norms, accounting framework, and legal framework, as requested.

· Commence a comprehensive Legal Framework Assessment, to be completed by January, 2000.  

· Conduct a comprehensive deposit insurance assessment, in close conjunction with the IMF, to be concluded by January, 2000.  

· Finalization of Proposed Workplan and Presentation to the CBA.  

· Finalization of logistical activities to implement project office on-site in the CBA.  

· Periodic meetings with the CBA’s BSD heads, Accounting Department, and Legal Department 

· Commence development of Examiner Certification Program.

III.
Steps completed:

The Proposed Workplan was presented to senior US AID officials in Yerevan on December 1, 1999.  After incorporating their comments and changes, the Proposed Workplan was presented in a briefing session to a CBA Board member, and to the BSD Director.  Further comments concerning the Proposed Workplan are expected from the CBA.  These will likely be received next month, as part of the comprehensive assessment discussed below. 

The Legal Framework Assessment (LFA) has begun.  Materials have been identified which need to be reviewed as part of this assessment (see Exhibit A).  These materials are being centrally located in the project office in the CBA.  Translations of necessary materials are being done as needed.  Reviews have been done of major laws, norms, and regulations.  

A major issue facing the CBA is revision of its Code of Penalties (the Code).  The CBA Board in July, 1999 passed a resolution that the Code of Penalties (supervisory enforcement procedures and substantive penalties for unlawful or unsafe banking practices).  The Code has been reviewed in detail, along with suggestions from the Off-Site Supervision Department of the CBA.  Exhibit B outlines in more detail the issues concerning the Code of Penalties.  A more thorough analysis is being done of the Code, and will be completed by mid-January.  

A minor issue dealt with early in the month concerns legislation proposed by USAID’s Capital Markets Development program.  This legislation establishes a framework for securities markets in Armenia.  The CBA has publicly expressed opposition to this legislation, despite having numerous opportunities to help formulate the legislation.  Because of the critical need to enact the securities legislation, it is recommended that the project provide little or no technical assistance in this area.  However, Armenian banks do act as broker-dealers, provide loans for security purchases, and engage in other securities activities.  Additionally, bank secrecy laws are being overlaid in the securities legislation.  Accordingly, it is recommended the project periodically monitor the legislation.  The CBA and Armenian banks will need to comply with the legislation when it becomes effective.  Exhibit C is a preliminary report outlining the legislation, particularly as it affects the CBA.

The project office physically relocated to the Central Bank in early December.  A number of operational and administrative issues were dealt with as part of this move. 

Training Development


No training development activities were scheduled for December.

On-Site/Off-Site Training Inspections

No training inspections were scheduled for December.  
Training

No other training activities were scheduled for December.  

Examiner Certification Program


The CBA initially expressed interest in an Examiner Certification Program (ECP), which would provide a career path and long-term institutional knowledge in the supervisory area.  The potential for this particular program will be reviewed during the comprehensive assessment scheduled for next month.

IV.
Steps not completed or necessary:

A deposit insurance assessment was not done during this month.  Consideration is being given to modifying the task order to eliminate references to deposit insurance.  However, an IMF report on deposit insurance was received and reviewed during the month.

V.
Impediments to progress:

None

VI.
Plan to address gap or shortfall:


Not applicable 

VII.
Following Month’s Objectives:

· Comment on Code of Penalties

· Provide technical assistance as needed in revising the Code of Penalties

· Conduct Basle Core Principals assessment

· Conduct assessment of the CBA’s Bank Supervision Department

· Finalize Workplan

VI.
Workplan:

The Workplan as it currently exists outlines a flexible and responsive program to provide technical assistance and training.  However, finalization of the Workplan has been delayed because of changes in the banking system and recent Armenian economic and political developments.  

In January a Basle Core Principals Assessment will be done of the CBA, as well as an assessment of the Bank Supervision Department.  The results of these assessments will impact the scope of work of the Project, and assist in developing a meaningful Final Workplan.  

VII.
Progress Versus Benchmarks:

The sixty-day benchmark for a comprehensive assessment of the Bank Supervision Department will be met in January.  The assessments performed in January will determine relevant benchmarks for the Final Workplan.  
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