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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer, McKinley
4th Quarter 2000
1st Quarter 2001
02-01-02.  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 full time legal advisor.   The Law on Banks and Banking and the Law on the Central Bank have been completed, approved by the government and are now in the National Assembly awaiting consideration which is expected in the fall. Advisor is working with legal department in drafting a new law on non-bank financial institutions. Advisor is continuing meetings with legal department to monitor progress.

Meetings have also been held with other contractors and USAID to explore the need and feasibility of establishing a training program for judges who handle banking cases.  Legal advisor has also established a timeframe and identified issues with the deputy general counsel for training of CBA attorneys in the legal aspects of supervision. 

Policy 
Fralin, Wilson
03-15 to 11-30
February 2002
Ongoing
All nine chapters of the Supervisory Policy Manual were completed in July, 2000, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31, 2000 and were completed in June, 2001. Training is being revamped by the Onsite advisor in coordination with the head of Onsite.  

The presentation on the Supervisory Policy Manual to the CBA board is now tentatively scheduled for the week of August 6. The presentation is prepared.  Efforts to move this process forward will continue.  Counterpart is pushing for adoption by the end of August.

There appears to be some momentum building toward changing the CBA’s supervisory approach to one focused on risk.  In addition to the manual (see above comments), counterpart is developing a workplan for implementing it and the director of supervision advised our counterpart in writing that it should be in his department’s workplan for 2002.  Additionally, the Credit Risk Assessment Guideline developed jointly with the IMF advisor is scheduled for consideration by the CBA board during the week of August 6. This Guideline is based on risk based principles for the credit area.  

The CBA developed a new Order on Classifications and Provisioning and adopted it some months ago.  It was not effective, however, because it needed to be approved by the Minister of Finance.  Negotiations were finally successful and it has now been signed and is in effect.  This change shortens the time frames by which loans are classified and provisions set, simplifies the criteria on collateral, and creates a new “Watch” category.  While the use of judgment and subjectivity remain very limited, this clearly is an improvement and reports of examination will more accurately reflect a bank’s asset quality.



Onsite
Boren, Fralin
06-01

Ongoing
Credit risk assessment program was completed and submitted on June 26.  The board is scheduled to consider the Guideline on August 8.  

The head of onsite and advisor agreed on a workplan and schedule to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, training in credit analysis and report writing. All of this work is moving ahead.  Advisor has already reviewed and critiqued one examination report and is scheduled for an onsite examination in September.



Accounting Reform/Offsite surveillance
Fechtmeyerb
4th Quarter 2000
2nd Quarter, 2001

Next segment scheduled for mid-third quarter, 2001
12-01-01
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.  

A new advisor will be arriving in late August to remain for the rest of the budgeted time to complete this component of the contract.  This should  be completed around December 1.  

No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.  The IMF advisor is undertaking this task and has begun his work.     

Problem Bank Management and Supervisory Responses
Fralin, Boren, Wilson
N/A
Ongoing
Ongoing
Limited work in these areas.  The CBA chairman and board wants to reorganize the supervision 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


Dan Bosco
Chemontics
1 hour


Joseph Courtright
IMF 
15 hours


Weekly meetings
USAID
5 hours


Haikanush Bagratunyan
USAID
2 ½ hours (two meetings)


John Vartanian
PWC
1 hour


Jennifer O’Neil and Marie Stock
Shorebank Advisory Services
2 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.   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, three meetings with the director of supervision, four meetings with legal department, four meetings with BSD staff, and one with a board member.  The meetings totaled 24 hours.  Meetings include the other two resident advisors.  One monthly report prepared and submitted.  

The significant events of the month centered around the apparent movement toward consideration of the credit risk Guideline and the supervisory policy manual and risk based supervision.   Other significant events included the study tour to Poland for six CBA staff arranged by this project in conjunction with USAID/AED and attendance at the Toronto Institute by our counterpart and the director of supervision again arranged by USAID/AED and this project.  Planning is well along for six supervision examiners to have onsite examination training in the US in the fall.  A host regulator has been arranged and training design is underway.  The last staff person under the approved program expansion began work.  The position is financial analyst filled by local staff.

Counterpart held a meeting with the chairman and two other board members to discuss in depth the reorganization of BSD.  Significant progress was made with a final decision due in early August on the exact structure.   Significant input and consultation has been provided by this project.
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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer, McKinley
4th Quarter 2000
1st Quarter 2001
02-01-02.  First segment completed 2-16-01.  Other work ongoing
The review of the legal framework for banking began in January, 2001.  The Law on the Bankruptcy of Banks, The Law on Banks and Banking and the Law on the Central Bank have been completed, approved by the government and are now in the National Assembly awaiting consideration which is expected in the fall. Advisor is working with legal department in drafting a new law on non-bank financial institutions. Advisor is continuing meetings with legal department to monitor progress.

Meetings have also been held with other contractors and USAID to explore the need and feasibility of establishing a training program for judges who handle banking cases.  Legal advisor has also established a timeframe and identified issues with the deputy general counsel for training of CBA attorneys in the legal aspects of supervision.  This training is expected to begin in early October. 

Policy 
Fralin, Wilson
03-15 to 11-30

Ongoing
All nine chapters of the Supervisory Policy Manual were completed in July, 2000, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31, 2000 and were completed in June, 2001. Training has been revamped by the Onsite advisor in coordination with the head of Onsite.  This training begins 9-17-01 and will flow into the anticipated change in the CBA’s supervision approach.

The presentation on the Supervisory Policy Manual and risk based supervision to the CBA board was held August 17.  It was well received and CBA chairman indicated that the board would adopt a plan and schedule for implementation. 

The significant events in this area during the last month reflect substantial movement toward realizing the project’s major goals.  The CBA chairman has made clear that the CBA is going to adopt the risk based supervision approach and the Credit Risk Assessment Guideline.  The onsite examination work is all designed to fit this approach.  Counterpart and advisor will be working over the next weeks in designing a planning process and implementation plan to begin the transition.  Significant training will be needed as well as major changes in procedures.   

This is a major undertaking and the majority of the work will be carried over in the new contract



Onsite
Boren, Fralin
06-01

Ongoing
Credit risk assessment program was completed and submitted on June 26.  The Guideline was presented to the Operating Committee on September 4.  

The head of onsite and advisor agreed on a workplan and schedule to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, training in credit analysis and report writing. All of this work is moving ahead.  The head of onsite wants his examiners tested for credit analysis knowledge and the advisor has developed a test which will be given in September.  Advisor has already reviewed and critiqued one examination report and is scheduled to participate in four onsite examinations between September and the end of the year.  This work is designed to correspond to the change in supervisory approach.



Accounting Reform/Offsite surveillance
Fechtmeyer
4th Quarter 2000
2nd Quarter, 2001

Next segment scheduled for mid-third quarter, 2001
12-01-01
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.  

A new advisor arrived in late August to remain for the rest of the budgeted time to complete this component of the contract.  This should  be completed around December 1.  

No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.  The IMF advisor is undertaking this task and his  work is ongoing.       

Problem Bank Management and Supervisory Responses
Fralin, Boren, Wilson
N/A
Ongoing
Ongoing
Limited work in these areas.  The CBA chairman and board want to reorganize the supervision 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 will begin work on supervisory responses with commencement of his onsite examination work  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







Joseph Courtright
IMF 
20 hours


Weekly meetings
USAID
1 ½ hours





















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.   Request for project expansion submitted and approved for two full time advisors and one financial analyst.  All three have been provided.

Other comments
 In addition to the meetings above, six meetings were held with counterpart, one meeting with the director of supervision, and six meetings with BSD staff and other CBA staff members.  The meetings totaled 12 hours.  Meetings of the other two resident advisors totaled 10 with total hours of 10.  One monthly report prepared and submitted.  

The significant events of the month centered on the presentation of the supervisory policy manual and risk based supervision to the chairman, board, and approximately 70 staff members.  The chairman was receptive and planning is moving forward on an implementation plan to be approved by the CBA board.  In conjunction with this is the Credit Risk Assessment Guideline prepared jointly with the IMF advisor.  It was presented to the Operating Committee on September 4.  Again, the chairman moved it to the board for adoption and assigned tasks for implementation.  USAID/AED has let the contract for 10 supervision personnel to have onsite examination training in the US beginning September 10.

Reorganization of BSD is still active, but implementation has been slowed because it has now been tied to a broader effort involving other units of the CBA.  Counterpart believes it will be decided by the end of September.
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Armenia Bank Supervision Project

Benchmark
Adviser
Original Date
Revised Date
Date Completed
Status

Legal Framework Evaluation
Fralin, Gegenheimer, McKinley
4th Quarter 2000
1st Quarter 2001
02-01-02.  First segment completed 2-16-01.  Other work ongoing
The review of the legal framework for banking began in January, 2001.  The Law on the Bankruptcy of Banks, The Law on Banks and Banking and the Law on the Central Bank have been completed, approved by the government and are now in the National Assembly.  The governing committee of the National Assembly approved the laws this month and the Assembly had the first reading.  The second reading should come in October which is final approval and then they will go to the president for signature. Advisor is working with legal department in drafting a new law on non-bank financial institutions. Advisor is continuing meetings with legal department to monitor progress.

Meetings have also been held with other contractors and USAID to explore the need and feasibility of establishing a training program for judges who handle banking cases. This needs further exploration with USAID and separate funding. Legal advisor has also established a timeframe and identified issues with the deputy general counsel for training of CBA attorneys in the legal aspects of supervision.  This training has six modules and the first will be held in October. 

Policy 
Fralin, Wilson
03-15 to 11-30

Ongoing
All nine chapters of the Supervisory Policy Manual were completed in July, 2000, translated, and delivered to BSD for review and changes to ensure that it is Armenia specific.  Training classes on the manual began July 31, 2000 and were completed in June, 2001. Training has been revamped by the Onsite advisor in coordination with the head of Onsite.  This training begins 9-17-01 and will flow into the anticipated change in the CBA’s supervision approach.

The presentation on the Supervisory Policy Manual and risk based supervision to the CBA board was held August 17.  It was well received and CBA chairman indicated that the board would adopt a plan and schedule for implementation. 

The significant events in this area during the last month and a half reflect substantial movement toward realizing the project’s major goals.  The CBA chairman has made clear that the CBA is going to adopt the risk based supervision approach and the Credit Risk Assessment Guideline.  The onsite examination work is all designed to fit this approach.  Counterpart and advisor will be working over the next weeks in designing a planning process and implementation plan to begin the transition.  This work has begun.  Significant training will be needed as well as major changes in procedures.   

This is a major undertaking and the majority of the implementation work will be carried over to the new contract.

Onsite
Boren, Fralin
06-01

Ongoing
Credit risk assessment program was completed and submitted on June 26.  The Guideline was presented to the Operating Committee on September 4.  It is now out to the banks for input.  CBA staff is designing a questionnaire to ascertain how well current practices in credit risk assessment conform to the proposed new ones.  Credit risk guidelines were requested from each bank for review and critique.

The head of onsite and advisor agreed on a workplan and schedule to provide ongoing critique of examination reports, development of an onsite procedures manual, revising report format, training in credit analysis and report writing. All of this work is moving ahead.  The head of onsite wants his examiners tested for credit analysis knowledge and the advisor has developed a test (attached) that will be given October 5.  Advisor has already reviewed and critiqued one examination report and is scheduled to participate in four onsite examinations between September and the end of the year.  He is presently in the first of these examinations.  This work is designed to correspond to the change in supervisory approach.  More detail is provided in attachments to this report.  



Accounting Reform/Offsite surveillance
Fechtmeyer, Smith
4th Quarter 2000
2nd Quarter, 2001

Next segment scheduled for mid-third quarter, 2001
12-01-01
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.  

A new advisor arrived in late August to remain for the rest of the budgeted time to complete this component of the contract.  This should  be completed around December 1.  Advisor has completed review of chart of accounts.  It has been sent to banks for review before finalization and CBA board approval.  Visits to banks to assess IAS compliance has been completed and training materials provided to the department on IAS.  Instructions to banks are being prepared on five issues. This area is on schedule to meet deliverables and benchmarks by the end of the contract on February 10, 2002.

No work is scheduled for offsite surveillance under the workplan for the remainder of this contract.  The IMF advisor is undertaking this task and his  work is ongoing.       

Problem Bank Management and Supervisory Responses
Fralin, Boren, Wilson
N/A
Ongoing
Ongoing
Limited work in these areas.  The CBA chairman and board want to reorganize the supervision 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 work on supervisory responses will coincide with his onsite examination work  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


Thordur Olafsson and Bjorn Walle
IMF Mission Team to CBA
7 ¾  hours (6 meetings)


Joseph Courtright
IMF 
25 hours


Weekly meetings
USAID
4 ½ hours (4 meetings)


Haikanush Bagratunyan
USAID
1 ¾ hours
















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.   Request for project expansion submitted and approved for two full time advisors and one financial analyst.  All three have been provided.

Other comments
 In addition to the meetings above, three meetings were held with counterpart, three meetings with the director of supervision, two meetings with the CBA chairman, one meeting with a board member and four meetings with BSD staff and other CBA staff members.  The meetings totaled 10 hours.  Meetings of the other three resident advisors totaled 6 with total hours of 7.  One monthly report prepared and submitted.  

The Credit Risk Assessment Guideline prepared jointly with the IMF advisor was presented to the Operating Committee on September 4.  The chairman moved it to the board for adoption and assigned tasks for implementation. 

The September issue of the bi-monthly newsletter of the USAID mission in Armenia included a feature article on the project.  Newsletter is attached.

Reorganization of BSD is still active, but implementation has been slowed because it has now been tied to a broader effort involving other units of the CBA.  Counterpart believes it will be decided by the end of October.

This report marks the end of the quarter and it is appropriate to assess compliance with the workplan benchmarks for the quarter ending 9-30-01.  The benchmarks for each area are as follows:

ONSITE

· Participate in 1 onsite examination providing training and testing policy changes – This benchmark was met as onsite advisor commenced an examination on 9-17-01 and is providing training, developing procedures, testing report format change, and drafting changes in onsite regulation.

· Test changes to improve non-credit process – This is being met through onsite examination work.

· Written critique of prior quarter examination report including comments on policy changes – This benchmark was met through critique of an examination report and needed policy changes to improve process.  Policy changes included restructure of report format and examination pre-planning.

· Develop revised examination report and instructions – This was met by providing a revised report given to the supervision department.  Testing of new format is underway at present onsite examination and instructions are being developed during that process.

SUPERVISORY POLICY MANUAL AND HUMAN RESOURCES

· Training in new bank supervision policies – 8 sessions – The intent of this benchmark was met although not technically through 8 formal sessions.  See attached memoranda.

· Provide written and verbal comments on stategic and policy issues – Benchmark met on issues involving deposit insurance, proposed Law on Financial Credit institutions, control of capital stock subscription account for new banks, reorganization and a variety of other issues.  See attached memoranda.

· Key CAMELS-based policies adopted and implemented – This is underway and will be part of the move toward the new supervisory approach of risk based supervision.  

As the above list indicates all benchmarks were met or are underway in the larger movement toward adopting a new approach to supervision and a new approach to assessing credit risk.
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