ARMENIA – CENTRAL BANK OF ARMENIA 

Monthly Report
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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer
4th Quarter 2000
1st Quarter 2001
12-31-01.  First segment completed 2-16-01
Short-term advisor completed his first three-week visit on 2-16-01.  The next visit will be in June.  The first segment concentrated on the bankruptcy of banks law and advisor completed the draft on 2-15-01. Advisor received excellent cooperation from CBA legal department which  completed details of the draft  and gave it to the CBA chairman and board members on 2-27-01.  This is a high priority for CBA and was approved by the CBA board in March.  It has cleared the Ministries of Justice and Finance and is expected to be submitted to the national assembly within a month.  Legal advisor began work on other banking laws which will continue in subsequent trips or by the new full time legal advisor expected by June 1.  Advisor is continuing meetings with legal department to monitor progress.

Draft Core Chapters of Supervisory Manual and Adoption of Manual
Ruder/Gilbert/Fralin
03-15 to 11-30
February 2002
Ongoing
All nine chapters of the manual were completed in July, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31 and will be ongoing until all chapters are covered and all BSD staff exposed to its content.  Classes are one hour twice a week.    

The new director on the CBA board who now provides oversight for bank supervision continues to express interest in seeing the manual process move forward.  He has now distributed copies to the chairman and other board members.  In a meeting with the chairman on 4-18-01, he agreed to set a board meeting where the advisor can present it to the CBA board.  Counterpart Javadyan is following up. Efforts to move this process forward will continue.  

Onsite
Fralin
06-01

Ongoing
The first onsite advisor observation and critique was performed in April, 2000.  The critique of that work was completed and submitted on 12-19-00.  A second onsite presence by the advisor commenced on 10-11-00 and concluded on 11-9-00.   Critique of that report and work along with recommended changes completed on  3-20-01and is attached.  Considerable comment has been provided on loan analysis. Credit assessment project initiated by CBA board began 2-26-01 with the first visit to a bank for loan review.  Four banks have been completed.  The head of onsite and advisor agreed on a workplan to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, and training in credit analysis and report writing.  Full time onsite advisor arrived 4-28-01 and will assume responsibility for this area. The advisor met with the chairman on 4-18-01 to discuss this critique and he indicated his agreement with it.  Key points regarding CAMELS policy and lack of analysis were emphasized as was the need to move toward risk based supervision.  Counterpart Javadyan later indicated the chairman told him that the critique was good work and very useful.  

The head of onsite requested several classes on report format.  These were held and resulted in two significant changes in the report that are now in practice.  Format is still under review for additional changes.  New onsite advisor will continue work and follow up.

Accounting Reform/Offsite surveillance
Gilbert/Gordon/Fralin
4th Quarter 2000
2nd Quarter, 2001
12-31-01
Short-term advisor arrived in country 4-20-01.  Total time allotted for the year is four months.  Short-term advisor is working with CBA accounting department on a new policy manual and render advice to it and the supervision department on procedures, chart of accounts, international accounting standards and other matters as needed.  Advisor will be here until 5-23-01 and work is going well with excellent cooperation from CBA accounting.  No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.

Problem Bank Management and Supervisory Responses
Fralin/Gilbert/Wilson
N/A
Ongoing
Ongoing
The advisor has not done any further substantive work in these areas other than follow up on establishing a problem bank unit.  BSD wants to reorganize the department and the new unit is scheduled to be part of those changes.  Advisor commented on the supervisory response to the examination critique just completed.  The legal advisor also plans to suggest needed changes in laws and normatives to institute cease and desist powers and corrective plans.  This area will have increased activity upon the arrival of the full time legal advisor.





























Comment s on revisions of due dates
 Due dates revised to coincide with workplan and to reflect actual events.

Outside Contacts
Name
Affiliation
Time spent


Joseph Courtright
IMF
18 hours


Weekly meetings
USAID
2 hours


Economic and Project Overview
USAID and State Department
2 hours


Jeff Horwitz and George Ginieris
US State and Treasury Departments
1 hour
















Additional assistance requested or furnished
Additional assistance has been requested for a short-term legal advisor and an accounting advisor to review and assess legal  framework and provide accounting technical assistance.  Legal portion is underway with first segment completed.

Other comments


In addition to the meetings above, five were held with counterpart Javadyan, four with BSD staff, two With legal, one with the chairman.  These meetings totaled 10 hours.  Seven hours were spent in bank

on the credit assessment program. Seven training classes taught totaling seven hours.  

The most significant events of the month was the month were the arrivals of the short-term accounting advisor and the full time onsite advisor.

Two papers submitted with the one on BSD Reorganization the major work.   
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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer
4th Quarter 2000
1st Quarter 2001
12-31-01.  First segment completed 2-16-01
Short-term advisor completed his first three-week visit on 2-16-01.  The next visit is tentatively scheduled for the summer.  The first segment concentrated on the bankruptcy of banks law and advisor completed the draft on 2-15-01. Advisor received excellent cooperation from CBA legal department which  completed details of the draft  and gave it to the CBA chairman and board members on 2-27-01.  This is a high priority for CBA and was approved by the CBA board in March.  It has cleared the Ministries of Justice and Finance and is expected to be submitted to the national assembly this summer.  Legal advisor began work on other banking laws which will continue in subsequent trips or by the new full time legal advisor arriving June 6.  Advisor is continuing meetings with legal department to monitor progress.

Draft Core Chapters of Supervisory Manual and Adoption of Manual
Ruder/Gilbert/Fralin
03-15 to 11-30
February 2002
Ongoing
All nine chapters of the manual were completed in July, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31 and will be ongoing until all chapters are covered and all BSD staff exposed to its content.  Classes are one hour twice a week.    

The new director on the CBA board who now provides oversight for bank supervision and has expressed interest in seeing the manual process move forward.  He has a copy  and advisor has discussed it with him.  He has agreed to work with advisor in getting it presented to the CBA board. This presentation is now tentatively scheduled for July 12 or 13. Efforts to move this process forward will continue.  

Onsite
Fralin
06-01

Ongoing
The first onsite advisor observation and critique was performed in April, 2000.  The critique of that work was completed and submitted on 12-19-00.  A second onsite presence by the advisor commenced on 10-11-00 and concluded on 11-9-00.   Critique of that report and work along with recommended changes completed on  3-20-01.  Considerable comment has been provided on loan analysis. Credit assessment project initiated by CBA board began 2-26-01 with the first visit to a bank for loan review.  Six  banks have been visited which completes the bank work. The head of onsite and advisor agreed on a workplan to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, and training in credit analysis and report writing.  Full time onsite advisor arrived 4-28-01and has assumed responsibility for these areas.  

Onsite advisor is well into his work in substantive areas such as developing an onsite procedures manual for which he has prepared an outline that is close to being finalized, revamping the training format, and reworking the onsite examination regulation.  He has also received his first examination report for critique and review.  



Accounting Reform/Offsite surveillance
Gilbert/Gordon/Fralin
4th Quarter 2000
2nd Quarter, 2001
12-31-01
Short-term advisor arrived in country 4-15-01 and left 5-25-01.  Total time allotted for the year is four months.  He worked with CBA accounting department on a new policy manual and rendered advice to it and the supervision department on procedures, chart of accounts, international accounting standards and other matters as needed.  He also performed some diagnostic work in banks determining compliance with accounting standards. He received excellent cooperation from CBA accounting and plans to return in late August for approximately two months.

No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.

Problem Bank Management and Supervisory Responses
Fralin/Gilbert/Wilson
N/A
Ongoing
Ongoing
The advisor has done limited work in these areas.  The CBA chairman and board wants to reorganize the department and advisor recommendations have been submitted.  Advisor commented on the supervisory response in the last examination critique.  Further work will be done on supervisory responses by the onsite advisor.  The legal advisor also plans to suggest needed changes in laws and normatives to institute cease and desist powers and corrective plans.  





























Comment s on revisions of due dates
 Due dates revised to coincide with workplan and to reflect actual events.

Outside Contacts
Name
Affiliation
Time spent


Bankers Association of Armenia
Professional association of banks
2 hours


Joseph Courtright
IMF 
15 hours


Weekly meetings
USAID
3 hours


Laurie Landy and H. Bagratunyan
USAID
2 hours


Ararat Ghukasyan
HSBC Bank
1 hour


Michael Hammes
FSVC
1 hour






Additional assistance requested or furnished
Additional assistance has been requested for a short-term legal advisor and an accounting advisor to review and assess legal  framework and provide accounting technical assistance.  First segment completed for both areas.

Other comments
 In addition to the meetings above, three meetings were held with counterpart, three meetings with the full CBA board, four meetings with other CBA staff including one with the chairman.  The meetings totaled 11 hours.  Six hours were spent in one bank on the credit assessment program.  Eight training sessions were held totaling eight hours.  One monthly report prepared and submitted.  

The last month focused on getting the onsite advisor established.  The full time legal advisor arrives June 6.  It is anticipated that the final report and Credit Risk Assessment Guideline will be completed by the end of June and presented to the board.  This program was initiated by the CBA board and is a cooperative effort with the IMF advisor.  

The other significant event of the month was establishing a tentative date for a board and staff presentation on risk based supervision approach as outlined in the supervisory policy manual.  

Four papers were written during the month and are attached.
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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer
4th Quarter 2000
1st Quarter 2001
12-31-01.  First segment completed 2-16-01.  Other work ongoing
Short-term advisor completed a three-week visit on 2-16-01.  This first segment concentrated on the bankruptcy of banks law and advisor completed the draft on 2-15-01. Advisor received excellent cooperation from CBA legal department which  completed details of the draft  and gave it to the CBA chairman and board members on 2-27-01.  This is a high priority for CBA and was approved by the CBA board in March.  It has cleared the Ministries of Justice and Finance and sent to the national assembly in mid-June.  CBA expects passage by late summer.  Legal advisor began work on other banking laws which is now being continued by the new full time legal advisor who arrived June 6.  Priorities are amendments to the Law on Banks and Banking and the new Law on Reorganization of Banks. Advisor is continuing meetings with legal department to monitor progress.

Draft Core Chapters of Supervisory Manual and Adoption of Manual
Ruder/Gilbert/Fralin
03-15 to 11-30
February 2002
Ongoing
All nine chapters of the manual were completed in July, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31 and will be ongoing until all chapters are covered and all BSD staff exposed to its content.  Classes are one hour twice a week.  This training is being revamped by the Onsite advisor in coordination with the head of Onsite.  

Our counterpart who is on the CBA board and provides oversight for bank supervision  has expressed interest in seeing the manual process move forward.  He has a copy  and advisor has discussed it with him.  He has agreed to work with advisor in getting it presented to the CBA board. This presentation is now tentatively scheduled for the week of July 23. Efforts to move this process forward will continue.  

Onsite
Fralin
06-01

Ongoing
The first onsite advisor observation and critique was performed in April, 2000.  The critique of that work was completed and submitted on 12-19-00.  A second onsite presence by the advisor commenced on 10-11-00 and concluded on 11-9-00.   Critique of that report and work along with recommended changes completed on  3-20-01.  Considerable comment has been provided on loan analysis. Credit assessment project initiated by CBA board began 2-26-01 with the first visit to a bank for loan review.  Six  banks have been visited which completes the bank work. The final report and the Guideline were completed during the month and are attached. This program was a joint effort between our project and the IMF advisor and is considered a major piece of work.  The board is to consider it in late July.  The head of onsite and advisor agreed on a workplan to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, and training in credit analysis and report writing.  Full time onsite advisor arrived 4-28-01and has assumed responsibility for these areas.  

Onsite advisor is well into his work in substantive areas such as developing an onsite procedures manual for which he has prepared an outline that is close to being finalized, revamping the training format, and reworking the onsite examination regulation.  He has also received his first examination report for critique and review which is completed and attached.  His other papers are also attached.  His presence is adding considerable depth to this important area.   



Accounting Reform/Offsite surveillance
Gilbert/Gordon/Fralin
4th Quarter 2000
2nd Quarter, 2001

Next segment scheduled for mid-third quarter, 2001
12-31-01
Short-term advisor arrived in country 4-15-01 and left 5-25-01.  Total time allotted for the year is four months.  He worked with CBA accounting department on a new policy manual and rendered advice to it and the supervision department on procedures, chart of accounts, international accounting standards and other matters as needed.  He also performed some diagnostic work in banks determining compliance with accounting standards. He received excellent cooperation from CBA accounting and plans to return in late August for approximately two months.

No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.  The IMF advisor is undertaking this task and is beginning work.  He just received approval from the chairman for this task.   

Problem Bank Management and Supervisory Responses
Fralin/Gilbert/Wilson
N/A
Ongoing
Ongoing
The advisor has done limited work in these areas.  The CBA chairman and board wants to reorganize the department and advisor recommendations have been submitted.  Meetings on the matter are continuing with counterpart who wants it to coincide with the expected change in the CBA’s supervisory approach to risk based supervision.  Onsite advisor has a request for information on supervisory responses to begin our work in depth.  The legal advisor also plans to suggest needed changes in laws and normatives to institute cease and desist powers and corrective plans.  





























Comment s on revisions of due dates
 Due dates revised to coincide with workplan and to reflect actual events.

Outside Contacts
Name
Affiliation
Time spent


Vahram Nercissiantz
Chief Economic Advisor to President of Armenia
1 hour


Joseph Courtright
IMF 
25 hours


Weekly meetings
USAID
5 hours


 Haikanush Bagratunyan
USAID
1 ½ hours (two meetings)
















Additional assistance requested or furnished
Additional assistance has been requested for a short-term legal advisor and an accounting advisor to review and assess legal  framework and provide accounting technical assistance.  First segment completed for both areas.  Request for project expansion submitted and approved for two full time advisors and one financial analyst.  

Other comments
 In addition to the meetings above, six meetings were held with counterpart, one meeting with the CBA operating committee, two with legal department, four meetings with BSD staff, and one with the chairman.  The meetings totaled 20 hours.  The other two resident advisors held a number of meetings with related staffs.  One monthly report prepared and submitted.  

The last month focused on preparation of the final report and Credit Risk Assessment Guideline and getting the new resident legal advisor on board and into his work.  The credit risk program was completed and the report submitted which is attached.  

Of the above listed meetings, the one with the chairman is deemed significant because we established a procedure for release of information to advisors needed for accomplishment of our objectives and to provide maximum benefit to the CBA.  This procedure is being tested and thus far appears to be working.   

This reports reflects the end of the second quarter, therefore it is appropriate to report on meeting the benchmarks of the workplan.  

ONSITE

· Participate in one onsite targeted examination segment providing training and review of policy changes of revised CAMELS -  This was accomplished through three onsite visits associated with the Credit Risk Assessment Program.  Training occurred for the BSD staff who accompanied us.  CAMELS policy has not yet been revised although advisors have provided written and oral advice that it should be.

· Test changes to improve credit review process – This was accomplished during onsite visits where proper credit analysis techniques were demonstrated that would improve the process and how the changes would benefit examination findings.

· Written critique of examination report – This was accomplished and critique is attached.

SUPERVISORY POLICY MANUAL AND HUMAN RESOURCES

· Training in new bank supervision policies, conducting at least 8 sessions – Accomplished with 18 sessions held.

· Provide written and verbal comments on strategic and policy issues with required comments on reorganization of supervision department – This was accomplished and papers on the various subjects were submitted with monthly reports.  The reorganization paper was submitted last month.

ACCOUNTING

· Recommend changes and provide advice on CBA accounting policy manual, accounting standards and practices (short term advisor) – This was accomplished with the first visit of the short-term advisor for six weeks.  Work was initiated in these areas as well as some diagnostic work with banks and CBA accounting department.  

SUPERVISORY REPONSES

· Review and critique supervisory action on one problem bank – Although some review has been done on supervisory responses to two banks, this benchmark was not accomplished per se.  The onsite advisor has requested information on responses so that he can begin his in depth work (see comments above under this section).

LEGAL/REGULATORY FRAMEWORK

· Provide draft amendments to Law on Banks and Banking – Accomplished and paper is attached to this report. 

As the above reflects, all of the benchmarks, except one, were accomplished during the quarter.  There is also some momentum toward the two overarching goals of the project in revising the CAMELS policy and adopting a risk based supervision approach.  However, it may require until the end of the project, 2-l-01, to accomplish them.
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