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(Legislation)

1. Banking law
General Provisions
Banking Activities

Incorporation of Bank

(

BOM

GTZ ADB

PCM
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(Legislation)
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Banking Management, Structure and Organization
Penalties and Other Enforcement Measures Against a Bank
Imposition of Conservatorship on Banks

Receivership of banks

Liabilities

2. Central bank law
General Provisions
Currency of Mongolia

(Regulations)



Activities of the Bank of Mongolia
Supervision of the Bank of Mongolia
Management of the Bank of Mongolia
Relations of the Bank of Mongolia with Others
Capital of Bank of Mongolia and Allocation of Income
Financial Statements and Accounts of the Bank of Mongolia
Miscellaneous Provisions
3. Bills law
General Provisions
Acceptance of the payment, basis for rejection of payment and claims for payment

Guarantees for the payment of bills and the transfer of rights of ownership of
bills

Miscellaneous Provisions
4. Non-bank Financial Activities law
General Provisions
Engaging in nonbank financial activities
Prohibitions and requirements for the entity engaging in nonbank financial
activities
Capital and financial statements
Supervision of the nonbank financial activities
5. Currency Settlements law
General Provisions
Powers of state bodies with respect to currency settlements
Currency operations
Control of currency circulation
6. Deposits, Loans and Banking law
General Provisions
Deposits
Transactions
Bank loan operations
Other provisions
7. Securities law
General Provisions
Issuing and trading in securities
Participants in the securities markets, their duties and competence
Securities market regulatory and Supervisory authority
The requirements to the issuer and participants of securities market
Inspections and investigations
Other provisions
8. Treasury law



General Provisions

State power on treasury

Conducting activities and organization of treasury
Powers of treasure owner

Other

(Regulations)
1997.04.03 Number 129 Verification and registration of banks legal acts
2000.08.07 Number 375 Licensing of the bank and its unit
2000.08.10 Number 383 Instructions for completing the banks foreign transactions
reporting form
2000.08.11 Number 388 Imposing a conservatorship on a bank
2000.12.27 Number 614 Asset classification and provisioning
2000.12.29 Number 623 Sample manual on internal control activities of the bank
2000.12.29 Number 627 Controlling of the commission liquidating a bank
2001.9.27 Number 444 Regulation on the full scope on-site examination and evaluation
of the banks activities and its financial conditions.
2001.10.03 Number 459 Prudential ratios regulation
2002.12.01 Number Recommendations on issues related fighting money laundering
activities for the banking and financial organization
2002.12.01 Number 566 Regulation on the executing consolidated supervision at bank,
non-bank financial institution.
2002.12.19 Number 600 Methodology of implementing the corporate governance at a
banking organization.

0 N O O

2003.10.09 Number 039 Activity of the supervisory board of the Bank of Mongolia
2005.04.03 Number 174 Audit charter of the BOM



1996
BOM
Regulation and Governance Program(FRGP)
4 @
@) 10 BOM

BOM

2004 3

Tg

3-2.

2006 11  Mr. O.Chuluunbat
(Ikh Hural)

12 12

2007 1 Draft Report

BOM
ADB
©)
4
4
IMF
1

TA34135 Mongolia: Financial

2001

Tg
2006 3 8
IMF

Mr. A.Batsukh  BOM

IMF



BOM (MOF) Financial Regulatory Commission FRC

2006 11 10 BOM A _BATSUKH N.BAYARTSAIKHAN  FRC
D.BAYARSAIKHAN 3 (Memorandum of Understanding: MOU)
BOM, MOF, FRC MOU ( )
2
FRC 2006 1 25 3 Commissioners 4
5 Commissioners
Chairman BOM
BOM
Z00s Bank
Z00s Bank FRC
BOM FRC
FRC Code
(Savings Bank) 100 2006 12
12 6 Savings Bank 12
5 12 25
20Million$
MD

(BOM Report Bulletin: Research on Loan
Report of 2002-2005, 2006.11)

4) ®) Q)
BOM
(BOM Report Bulletin: Research on Loan Report of 2002-2005, 2006.11)

10



BOM

2005 BOM 83.5

2001
17 2005 8.5

BOM Report Bulletin: Commercial Banks spread in
Mongolia, 2006.11

Zoos Bank  CEO 90
2.8
3-3.
BOM
BOM 6 Administration Department
Monetary Policy and Research Dept. International Dept.
Internal Audit Dept. Supervision Dept. Accountring

and Information Technology Dept.
Supervision Dept.

10 35

11



CAMELS

BOM Basel (Box ) Ganbaatar
Organization for
Economic Co-operation and Development (OECD) Principles of Corporate Governance, 2004

BIS
BIS

1988 BIS

12



2004 6 BIS

Basel
BIS 1
2 3
BOM
BOM BOM
2003 4 23
BOM
BOM
BOM BOM BOM
1 2 50
3 4
CAMELS 1 2 3
4 18 5
3
Off-site
3 IT
website DISC 7,000 Tg
BOM
BOM ( )

13



CAMEL

Ms.Chinbat
4.6-5.0
IT-MIS
PC
1T
IT
BOM
BOM IT
3-4.
Golomt Bank 1 3
10

Erdenet

On-site

14

Darkhan

2003 12 30
-1.5

Mr Enkhtur 5
BOM
Off-site
IT-MIS
BOM

( )



07 4

Khan Bank Committee IT
2 Directors
JICA
(
)
5-6
Zoos Bank
MIS
IT
IT

Golomt Bank IT 70-80

15



BOM

BOM PDM
( )
(Methodology of implementing the corporate governance
at a banking organization) 8
16 5
4 7

BOM
3-5.
MOF

ADB
BOM

98

16



BOM

IT TA

GTZ
GTZz TOT

ADB
ADB JICA

ADB

TA34135 Mongolia: Financial Regulation and Governance Program(FRGP) Objectives

(i) improving the efficiency and governance of the banking sector,

(i1) promoting the nonbank financial sector by strengthening the legal and regulatory
framework,

(iii) strengthening governance and improving investor confidence in the financial
sector,

(iv) removing the tax impediments to the development of the capital markets and the
nonbank financial sector, and

(v) establishing an effective anti-money-laundering regime.

FRGP
(ADB, Report and
Recommendation of the President to the Board of Directors: Proposed Program Loan and
Technical Assistance Grant Mongolia: Project Number: 34135 Financial Regulation and
Governance Program, November 2005)

DEVELOPMENT COORDINATION MATRIX (Banking Sector)
Technical advice to BOM for bank supervision, payment and settlement system, and
accounting and internal audit in commercial banks (IMF)
Financial Capacity Development Project to improve risk management of banks and
modernization of payments systems and instruments (World Bank)
Credit line for on-lending to private sector and risk management training to

17



qualifying commercial banks (World Bank)
Subordinated loan to Khan Bank and micro credit loan and technical assistance to
Xac Bank (IFC)
Equity participation and subordinated loan to the Trade and Development Bank (ADB
and IFC)
Housing Finance Project supporting the development of mortgage loan market (ADB)
Support to Khan Bank through two credit advisors to introduce a fixed-asset,
term-lending techniques (EBRD)
Resident advisor to BOM (JICA). Feasibility study for two step loans to smalland
medium-sized enterprises through selected commercial banks (JBIC).
Study and seminar on deposit insurance scheme (Deposit Insurance Corporation of
Japan)
FRGP (ADB)

(i) Improve the collateral framework

(i1) Strengthen corporate governance and consolidate supervision

METHODOLOGY OF IMPLEMENTING THE CORPORATE GOVERNANCE AT A BANKING ORGANISATION

1) Defining the bank ¥ s strategic objectives and moral standards of management within
an organization.

The Representative Governing Board (RGB) is required to set up strategic objectives
of a daily activity of an organization and this strategy shall contain values and
moral standards to be followed.

The Board of Directors shall monitor whether executive officers of a bank carry out
a policy that prohibits or limits activities that are against the principles of the
corporate governance. This includes the following:

- Conflict of interests between management and staff

- Loans offered to the staff (loans to be offered to the staff shall be limited by
means of current market terms and conditions, an information about this loan product
shall be provided to the board at a regular basis, this product shall be audited by
internal or external auditors)

- It is required that information such as discounts to be offered to insiders (loans
with discounted interest rate, loss compensation, freeing from fees) as well as
information about various violations shall be provided to the RGB at a regular basis

2) To set up a definite responsibility structure of an organization.

The RGB is required to determine the precise responsibility of its own and that of
executive management.

The executive management shall be responsible for establishing the type of management
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of staff responsibility and shall realize its responsibility toward the RGB regarding
the bank ”s activity.

3) To have RGB members who fulfill professional requirements, realize their
responsibilities within the management of the organization, free from external and
executive management influence.

Since the RGB bears the final responsibility for bank s activity and its financial
positions, it shall be provided with information, which is required to assess an
activity of the executive management. The most of RGB members shall be capable to
assess independently, without any influence from executive management, big
shareholders or government.

The Board of Directors shall regularly monitor the implementation of its work, find
out its weaknesses and shall implement correction activities.

The RGB shall observe the following principles in order to strengthen ““corporate
governance”” of an organization:

- To realize its responsibilities,

- To be capable of setting certain inquiries and receiving a report from the executive
management on those inquiries,

- To not exceed its authority,

- To avoid conflicts of interests,

- Regularly meet the executive management and internal auditors, supervise an
implementation of strategic objectives, set up the standards of internal
communication and safeguard policies and regulations,

- In the event if it has no proper advise, it shall not interfere into a decision
making process,

- To not excessively participate in a daily management of the bank.

4) The RGB of the Bank shall establish the following specialized committee and shall
carry out its activity through this committee:

- The risk management committee shall supervise activities of management of a bank
managing loans, marketing, liquidity, legislative, banking and other risks /in order
to implement this responsibility, it shall regularly get information from the
management about risks and risk management activity/.

- The audit committee shall supervise activities of internal and external auditors
at the Bank. This includes: to set scope and frequency of audit activity, review a
report issued by auditors, monitor whether the management errors are corrected in
a proper way. Independence may be strengthened if the committee members do not belong
to the bank.

- The remuneration committee shall conduct an implementation of policies related to
rewards and commissions of the management and other staff and monitor whether policies
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issued are consistent with the bank ”s objectives and strategy.

- The candidacy committee shall assess the committee activity, renew committee members
and conduct a committee member renewal process.

5) The executive management shall control in a proper way

The executive management is a main part of ““the corporate governance”” and shall
monitor bank s middle level management, which is in charge of certain activities.
Executive management of the bank means a group of employees, which are responsible
for bank s activity and it includes a chief executive officer, a senior specialist
in charge of financial affairs, directors of the departments, divisions and a senior
auditor.

An important decision at any bank shall be made in presence of more than one person
(four eyes principle). The management shall avoid the following:

- Over-interfering with lower level managements decision-making process,

- Assigning incapable, non-professional persons to high positions,

- Excessively relying on capable, professional personnel thus loosing control over
them.

6) Efficient implementation of assessments and recommendations of external and
internal auditors.

The bank s executive management shall pay attention to the following issues in order
to efficiently carry out the external and internal audits necessary for bank~s
activity:

1/ to realize an importance of audit activity,

2/ to carry out measures that increase autonomy of auditors,

3/ to correct errors and omissions revealed by auditors,

4/ to provide the full autonomy of a senior auditor,

5/ to ask to correct the errors and omissions revealed by auditors within appointed
time limit.

7) To connect trends of remuneration with bank s strategic objectives, moral
standards and audit environment.

IT remuneration policy is not in line with the bank s strategic objectives, that
situation might lead the management and staff to concentrate more on shorter-term
profit-maximizing activities despite of long-term risks to the bank. This
particularly reflects on officers related to loan and commercial activities.
Therefore, the RGB shall monitor whether the structure of remuneration, rewards of
the management and other outstanding officers are consistent with bank ™ s objective,
strategy and audit environment. For the purpose of increasing motivation and interest
to work for the bank s benefit, it shall set reasonable reward system.
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8) Transparency of the corporate governance.

In order to enforce accountability of the bank”s management, the following
information should be disclosed to the public:

- A structure of the board (size, membership, committees and professional skill);
- A structure of the management (responsibilities, experience, professional skill);
- A structure of the organization (lines of business structure, legal structure);
- Information on the remuneration policy of the bank (an award policy, compensation,
additional wages, encouragements for the staff to allow them purchasing capital
shares). The nature and standards of activities of inter-related sides with voting
rights.

METHODOLOGY OF IMPLEMENTING THE CORPORATE GOVERNANCE AT A BANKING ORGANISATION
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Unofficial translation

Memorandum of understanding between the Bank of Mongolia, the Ministry of Finance

and the Financial Regulatory Commission

10 November 2006

This memorandum of understanding (hereinafter referred as the

Ulaanbaatar
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establishes a framework for co-operation between the Bank of Mongolia, the Ministry
of Finance and the Financial Regulatory Commission (hereinafter referred to as
parties) to develop financial markets, to elaborate and implement consolidated
policies to ensure stability of financial markets. It sets out the duties and
obligations of the parties.

One. Collaboration principles
The duties and obligations of the parties are based on the following guiding
principles:

Clear accountability. Each party has unambiguous responsibilities, clearly defined
in this memorandum.

Transparency. Any party must discuss with other two parties prior to make decisions
regarding the financial markets. Decisions must be disclosed to the market
participants and public.

Avoidance of duplication. In order to avoid inefficiency and the unnecessary
duplication of effort, parties must operate coherently with each other.

Regular information exchange. In order to duly execute their basic obligations as
stated in the laws and other coherent regulations, parties shall engage in regular
exchange of information for the reason of discussing the financial sector issues.
The regulation of this activity shall be confirmed by the joint decree between the
Governor of the Bank of Mongolia, the Minister of Finance and the Chairman of the
Financial Regulatory Commission.

Two. Functions of the parties
Parties perform following basic activities to develop and to ensure the stability
of financial markets.

2.1. The Bank of Mongolia

2.1.1. Ensuring the purchasing power of domestic currency. With its basic duty to
conduct monetary policy that works to ensure purchasing power of the domestic currency
using various financial instruments as stated in the relevant legislations The Bank
of Mongolia shall bear the responsibility for the effective supervision activities
which result in stable purchasing power of domestic currency. In accordance with would
above incentive, The bank of Mongolia owns the right to monitor and supervise
individuals, legal entities and commercial banks for their submission under the
relevant acts such as banking law, charters and regulations launched with the intent
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to conduct the monetary policy and relevant governor s decrees.

2.1.2. Improving and advancing the settlements in the banking system. The Bank of
Mongolia, within its responsibilities and rights as stated in legislations shall
promote the stability and safety of the settlement activities and other day-to-day
transactions incurred in the system as well as recognizing, reducing and preventing
from the contingent risks incurred in the settlement system and transactions via its
clearing center.

2.1.3. The Bank of Mongolia has the right to supervise commercial banks, implement
conservatorship activities and grant, withdraw, suspend, revoke and resume license
of banking activities.

2.2. The Ministry of Finance

2.2.1. Ensuring the efficiency and stability of fiscal policy. It has the duty to
issue principal guidelines for economic and public development, statements of fiscal
framework, state budget - the unified financial plan of Mongolia and organizes
implementation of those.

2.2.2. It releases national development strategy of Mongolia and conducts mid-term
and long term policy for macro economy and financial sector development. The party
issues legislations jointly with other parties aimed at the efficiency of financial
sector.

2.2.3. The Ministry of Finance has an obligation to launch, analyze and evaluate the
unified policy on loans, aid, debt management, customs, taxation and insurance.

2.2.4. 1t works to improve unified management of accounting system for the purpose
of stimulating the competitiveness of the financial sector and its internal and
external auditing system.

2.2.5. Special authorization of auditing and asset evaluation activities, granting,
withdrawing, suspending, revoking and resuming the license of auditing and assets
evaluation activities and supervise these activities.

2.3. The Financial Regulatory Commission

2.3.1. The FRC issues rules and regulations within its authority, monitors its
fulfillment and imposes prudential ratios and other sanctions for the purpose of
ensuring the market stabilization.

2.3.2.The FRC grants, withdraws, suspends, revokes and resumes license of non-bank
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financial institutions, insurance and securities intermediaries, savings and credit
cooperatives, exchange units and other financial institutions stated in legislation
by setting up criterion for relevant licensing, monitors and evaluates its fulfillment
and reveals any difficulties incurred and takes measures as stated in legislations.

2.3.3. The FRC has rights to take measures within its authorities as stated in the
Laws on Non-Bank Financial Activities, Securities, Insurance, Insurance Intermediary
and the legislation regulating the activities of Savings and Credit Cooperatives.

Three. Cooperation

3.1. Issues of financial market development that are regarded crucial, based on the
any party ”s request, shall be discussed at the Board of Directors of the Bank of
Mongolia, Council of the Ministry of Finance and the Meeting of Financial Regulatory
Commission which thereafter shall be taken appropriate measures.

3.2. If not prohibited by laws, the documentations on supervision and other
information of financial markets and its participants can be exchanged between parties
upon official request.

3.3. The party receiving such information mentioned in 3.2. of this memorandum ensures
that it is not transmitted to third parties, except where permitted by law.

3.4. The FRC shall provide required data and information free of charge from its
database to The Bank of Mongolia and Ministry of Finance, The Bank of Mongolia from
its commercial-bank credit information bureau to the Ministry of Finance and Financial
Regulatory Commission and the Ministry of Finance from its credit database of credit
recovery unit to The Bank of Mongolia and Financial Regulatory Commission respectively
without a delay.

3.5. The parties shall organize and run, with or without joint efforts, meetings,
summits, trainings and discussions among representatives from the entities that
participate in the financial market on the topics of discussions such as the
development of financial markets and financial stability. Parties, where applicable,
shall provide facilities with no charge.

3.6. Concerning international cooperation, parties support each other in operating
at the international financial markets, in nominating staff of other parties for the
seminars, training, study-tours, organized by the international financial or
supervisory institutions, where subject is relevant.
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3.7. If regarded necessary, parties shall represent themselves at the banking
supervision Basel Commission, 10SCO, IAIS and other related supervisory institutions.

3.8. Any conglomerate company within its structure has a financial enterprise
(branches, subsidiaries, financial group, holdings and others) shall be supervised
by the joint guidelines approved by all three parties.

3.9. Parties shall collaborate on every aspect concerning the Money laundering,

financing of terrorism and other financial wrongdoings in order to prevent and fight
such financial abuses.

Four . Miscellaneous

4.1. The parties shall follow duties and obligations set up in this memorandum.

4.2. The parties in the scope of this memorandum shall evaluate the results and
outcomes of the collaboration not less than twice a year.

4.3. Provided this memorandum shall be amended, the initiative party shall send the
written amendments to other parties beforehand and amendments may take place after
the parties mutually agreed and confirm relevant amendments.

Governor

Minister

Chairman

The Bank of Mongolia

Ministry of Finance

The Financial Regulatory Commission

A.BATSUKH N._BAYARTSAIKHAN D.BAYARSAIKHAN

2006.12.14
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MINUTES OF MEETINGS BETWEEN
JAPAN INTERNATIONAL COOPERATION AGENCY
AND
THE BANK OF MONGOLIA, SUPERSIVISION DEPARTMENT
OF
MONGOLIA
ON
JAPANESE TECHNICAIL COOPERATION
FOR
CAPACITY BUILDING FOR BANKING SECTOR

The Japanese Ex-ant Evaluation Study team of Japan International Cooperation Agency
(hereinafter referred to as “JICA™), headed by Mr. Takayuki OYAMA, Economic Policy and
Finance Team, Economic Development Department of JICA, visited the Mongolia from November
26 to December 15, 2006, in order to survey the environment for the technical cooperation project
on Capacity Building for Banking Sector (hereinafter referred to as “Project™).

The representatives of JICA (hereinafter referred to as “Japanese side™) an
representatives of the Bank of Mongolia (hereinafter referred to as “Mongolian side™) had a series of
discussions and exchanged views for the contents of the Project.

Both sides agreed on the draft of Record of Discussion attached herewith. For the matters that
are not displayed in this document, JICA Mongolian Office and the Mongolian side will continue to

have a series of discussions to work out the framework and detail of the project.

Ulaanbaatar, Mongolia, 14 December, 2006

K&\?}\{T QT“S“‘;

Mr. Takayuki OYAMA Mr. GANBAATAR Jambal

Head of the Preliminary Study Team Director of the Supervision Department

Japan International Cooperation Agency The Bank of Mongolia
ff,E/G/Ochlrkhuu

D1r ctor-General, Department of Policy and
Coordination for Loans and Aid,

Ministry of Finance,

Mongolia



DRAFT

RECORD OF DISCUSSION BETWEEN
JAPAN INTERNATIONAL COOPERATION AGENCY
AND
THE BANK OF MONGOLIA, SUPERSIVISION DEPARTMENT
OF
MONGOLIA
ON
JAPANESE TECHNICAL COOPERATION
FOR
BANKING CORPORATE GOVERNANCE AND INFORMATION TECHNOCLOGY
PROJECT

With reference to the technical cooperation project concerning the project for Banking
corporate governance and information technology project (hereinafter referred to as “the project™),
the Resident Representative of Japan International Cooperation Agency (hereinafter referred to as
“JICA”) in Mongolia exchanged views and had series of discussion with the supervision depariment
of the Bank of Mongolia (hereinafter referred to as “supervision department™) with respect to
desirable measures to be taken by JICA and Mongolian government for the successful
implementation of the above-mentioned project.

As a result of discussions, and in accordance with the provisions of the Agreement on
Technical Cooperation between the Government of Japan and the Government of Mongolia, signed
in Tokyo on 5™ December 2003 (hereinafter referred to as “the Agreement”), the Resident
Representative of JICA Mongolia Office and Mongolia authorities concerned agreed on the
matters referred to in the document aitached hereto.

Ulaanbaatar, Mongolia, XX December, 2006

Mr. Tsutomu MORIYA Mr. GANBAATAR Jambal
Resident Representative of Director of the Supervision Department
JICA Mongolian Office The Bank of Mongolia

Mr. ERDEMBILEG Ochirkhuu
Director-General, Department of Policy and
Coordination for Loans and Aid,

Ministry of Finance,

Mongolia
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ATTACHED DOCUMENT

L PROJECT TITLE
Both sides agreed that the project title is “Banking Corporate Governance and Information
Technology Project (BCGIT).”

II. IMPLEMENTING AGENCY
Mongolian side: The Bank of Mongolia, Supervision Department
Japanese side: Japan International Cooperation Agency (JICA)

ITL. PROJECT SITE
Ulaanbaatar, Mongolia

IV. PROJECT PURPOSE
Commercial banks in Mongolia are operated and managed in a disciplined manner.

V. PROVISIONAL PLAN OF THE TECHNICAL COOPERATION PROJECT

Overall Goal:
Corporate governance of commercial banks in Mongolia is strengthened.

Project Purpose:
Commercial banks in Mongolia are operated and managed in a disciplined manner.

Outputs:

1. Project is established.

2. Commercial banks in Mongolia fully comply with the Corporate Governance Guidelines revised
according to the international codes such as Basel 11 and Organization for Economic Cooperation and
Development (OECD) principles.

3. The Bank of Mongolia (BOM) is capable to carry out IT audit for commercial banks.

4. Information system that links BOM and commercial banks are improved.

Activities:

1-1 Convene Joint Coordinating Committee (JCC) meetings at least quarterly,

1-2 Assign counterparts (C/Ps) (management, inspectors, inspection staff and administrative staff for
the Project) and experts (long-term and short term) to the Project according to the record of discussion
R/D),

1-3 Define division of duties among staff and experts,

1-4 Prepare and approve annual plan of operation for approval by JCC,

1-5 Call the Banking Corporate Governance and Information Technology Working Group
(BCGIT-WGQ) meetings,
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1-6 Monitor the project activities and publish biannual reports for submission to BOM and JICA
through JCC, and

1-7 Carry out workshops to explain the content and rationales for the technical assistance (TA)
outputs to various departments, key Parliament members, and key financial sector participants.

2-1 Assess the current adoption of the legal documents regarding banking corporate governance of
BOM,

2-2 Improve the current guideline and regulations in accordance with the international codes such as
Basel I and OECD principles,

2-3 Advise BCGIT-WG members to develop the action plan to strengthen banking corporate
governance,

2-4 Develop an evaluation model to monitor progress of banking corporate governance after the new
banking corporate governance guidelines adopted,

2-5 Organize seminars and other means to introduce the regulation and the guidelines to key board
committees,

2-6 Organize and implement training programs for staff of BOM and relevant bank executives on the
new banking corporate governance guidelines in cooperation with other consultants and relevant
agencies, and

2-7 Monitor the commercial banks’ implementation through BOM's on-site inspection and amend the
guidelines.

3-1 Review the current BOM procedures of supervision on information technology (IT) systems of
commercial banks,

3-2 Review IT systems used in some commercial banks and identify the system risks to be monitored
by commercial banks and BOM supervisors,

3-3 Develop a procedure manual of IT inspection (IT inspection manual) to commercial banks,

3-4 Train relevant BOM staff members enforcing the IT inspection manual developed under the
Project,

3-5 Amend the IT inspection manual based on BOM's on-site inspection,

3-6 Develop IT audit guideline based on the IT inspection manual and train staff of commercial banks
concerning the IT inspection manual, and

3-7 Prepare a recommendation to BOM the appropriate staffing level and qualifications needed to
operate the IT inspection.

4-1 Review the quality and timing of reports from commercial banks; examine information
technology-management information system (IT-MIS) used in some commercial banks; and identify
the BOM’s IT-MIS needs,

4-2 Develop a blueprint that covers purpose, input/output and system outline for IT-MIS between
BOM and commercial banks in consultation with the team leader and IT-inspection experts of BOM,
4-3 Carry out workshops to inform the blueprint by inviting relevant BOM staff members,
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4-4 Prepare a recommendation on BOM staffing and procurements of software and hardware
necessary to establish the IT-MIS in BOM,

4-5 Develop a core system of IT-MIS of BOM as a pilot program according to the blueprint, and

4-6 Examine the implementation of IT-MIS developed according to the blueprint and advise on
necessary actions for the maintenance and better functioning of the systems.

V. COUNTERPART
The Bank of Mongolia will act as the counterpart agency and both sides agreed that Supervision
Department will act as the main counterpart.

VI. JOINT COORDINATING COMMITTEE

Both sides agreed that the Mongolian side would establish a Joint Coordinating Committee
(JCC) for the smooth implementation of the Project. JCC will have meetings at least once every 3
months whenever need arises. The functions of JCC are as follows:

(1) To supervise the annual plan of the Project in line with the Provisional Plan of the Technical
Cooperation Project that was formulated based on the Minutes of Meetings;
(2) To review the overall progress of the Project and to evaluate the achievement of the objectives;
and
(3) To find out proper ways and means to resolve major issues arising from or in connection with the
Project.

Expected members of the Joint Coordination Committee

Mongolian side
The Bank of Mongolia, Supervision Department
Director of Supervision Department, Director of Policy Regulation Division, Director of
Supervision Division and Director of Banking Division
Ministry of Finance
Mongolian Banking Association

Japanese side
JICA Mongolia Office
JICA Experts
Japan Embassy in Mongolia (Observer)

VII. MEASURES TO BE TAKEN BY JICA
In accordance with the laws and regulations in force in Japan as well as common procedures

under the Technical Cooperation scheme of Japan, the Government of Japan will take, at its own
expense, the following measures through JICA.
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1. Dispatch of Japanese Experts
JICA will provide the services of Japanese experts as follows
- Team Leader/ Corporate Governance Specialist

* Banking IT inspection Specialist
* Banking MIS Specialist

Regarding to the output 4 (activities 4-1 to 4-6), JICA will make the best effort to recruit qualified
local / TT-MIS system engineers as a supporting staff for the project activity. However, both sides
understand that 1t maybe difficult to recruit quite qualified system engineers on a short term basis in
Mongolia. In the event that this recruitment fails, JICA and the Bank of Mongolia agreed to establish
the MIS within the capacity of the Japanese expert and the system engineers of the Bank of Mongolia.

2. Provision of Equipment

JICA will not provide any equipments or materials (hereinafter referred to as "Equipment") in
principle. If need arises, Mongolian side needs to consult with JICA Mongolian Office and JICA
headquarters.

3. Training of Mongolian Personnel in Japan
JICA will receive Mongolian personnel associated with the Project for a technical training program
in Japan when it will be considered necessary and appropriate.

VIII. MEASURES TO BE TAKEN BY THE GOVERNMENT OF MONGOLIA

1. The Government of Mongolia will take necessary measures to ensure that self-reliant operation of
the Project will be sustained during and after the project, through full and active involvement of all
related authorities, beneficiary groups and institutions.

2. The Government of Mongolia will ensure that the technologies and knowledge acquired by the
Mongolian nationals as a result of Japanese technical cooperation will contribute to the economic and
social development of Mongolia.

3. In the scope of technical cooperation by JICA, the Government of Mongolia will take necessary
measures to grant, in Mongolia, privileges, exemptions and benefits as listed below no less favorable
than those granted to experts of third countries or international organizations performing similar
missions to the Japanese experts and their families.

(1) The Government of Mongolia will take necessary measures for exemptions including income tax
and charges of any kind imposed in connection with allowances remitted from abroad to the Japanese
experts;
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(2) The Government of Mongolia will take necessary measures for exemption from the payment of
custom duties in respect to importation of personal effects by the Japanese experts and their families
as well as the importation of machinery and equipment related to their activities; and

(3) The Government of Mongolia will undertake necessary measures to indemnify the Japanese expert
from any damages for actions performed in the course of his official duties.

4. The Government of Mongolia will take necessary measures to ensure that the knowledge and
experience acquired by the Mongolian personnel through technical trainings in Japan will be
effectively utilized for the implementation of the Project.

5. In accordance with the laws and regulations in force in Mongolia, the Government of Mongolia
will take, at its own expense, necessary measures to provide:

(1) Assignment and services of the Mongolian counterpart personnel and administrative personnel as
follows;

- At least One (1) Counterpart lecturer to each Japanese expert

- Counterpart administrative and secretarial staffs to the Project management

- Assignment of the Project Manager and Members of the Joint Coordinating Committee

(2) Facilities as follows;
-~ Furnished office for Japanese experts
- Domestic Telephone and Internet Service

- Other facilities mutually agreed upon as required

(3) Supply or replacement of machinery, equipment, instraments and any other materials necessary for
the implementation of the Project;

(4) Transportation and traveling allowances for the Japanese experts for official travel within
Mongolia; and

(5) Assistance to find suitably furnished accommodations for the Japanese experts and their families.

6. In accordance with the laws and regulations in force in Mongolia, the Government of Mongolia
will take necessary measures to meet:

(1) Expenses for transporting equipments provided by JICA within Mongolia as well as their
installation, operation and maintenance;

(2) Procedures concerning importation of Equipments provided by JICA, imposed in Mongolia; and
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(3) Running costs necessary for the implementation of the Project.

IX. ADMINISTRATION OF THE PROJECT

1. Director of Administration Department of Mongolia, as the Project Director, will bear overall
responsibility of the Project.

2. Director of Supervision Department of the Bank of Mongolia, as the Head of Counterpart Group,
will be responsible for the managerial and technical matters of the Project.

3. The Japanese experts will provide necessary recommendations and advice to the Project Director
and the Head of Counterpart Group on any issues pertaining to the implementation of the Project.

4. The Japanese experts will provide necessary technical guidance and advice to the Mongolian
counterpart personnel on technical matters pertaining to the implementation of the Project.
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ANNEX 2 Plan of Operation

Bank Corpeorate Governance Project (BCGP) IMPLEMENTATION SCHEDULE
Activity 2007 2008 2009 2010
112[3{ 4] 5] 6] 7] 81 9l+0ls1]12] 1] 2 3] 4] 5] 6] 7] 8] 8] 10]1:112] 112[ 3] 4[ 5] 6] 7] 8] Sroixtir2| 1] 2] 3
ished.]

1-1  Convene Joint Coordinating Committee
(JCC) meetinas at ieast quarterly,

1-2  Assign counterparts {C/Ps)
{management inspectors, inspection
staff and administrative staff for the
Project) and experts (long-term and

short term) to the Project according to
tha rarard of dieruiecinn (R
1-3 Define division of duties among staff

and experts.
1-4 Prepare and approval annual plan of

operation for approve by JCC.
1-5 Call the Banking Corporate Governance
and Information Technology Working

|..Groun (BCGIT-WG) meetinas
1-6 Monitor the project activities and publish

biannual reports for submission to BOM
and JICA through JCC.

1-7 Carry out workshops to explain the
content and rationales for the technical
assistance (TA) outputs to varicus
departments, key Parliament members,
and key financial sector participants,

[Activities for Output 2. “Commercial banks in Mongolia fully comply with the Corporate Governance Guidelines revised
according to the international codes such as Basel Il and OECD principles.”]

2-1 Assess the current adoption of the legal
documents regarding banking corporate
governance of BOM.

2-2 Improve the current guideline and
regufations in accordance with the
Basel Il Corporate Governance

2-3 Advise BCGIT-WG members to develop
the action plan to strengthen banking

|__corporate aovernance
2-4 Develop an evaluation model to monitor

progress of banking corporate
governance after the new banking
corporate governance guidelines

adopted
2-5 Organize seminars and other means to

infroduce the reguiation and the

____ouidelines to kev board commifiees

2-6 (Organize and implement training
programs for staff of BOM and relevant
bank executives on the new banking
corporate governance guidelines in
cooperation with other consultants and
relevant agencies.

2-7 Monitor the commercial banks’
implementation through BOM's on-site
inspection and amend the guidelines.

! ~ P.0. page 1 of 2



ANNEX 2 Plan of Operation

Bank Corporate Governance Project (BCGP) IMPLEMENTATION SCHEDULE

2007 2008

2009

2010

Activity 1] 21 3] a5 6] 7| 8] 9lro11]:2] 1] 2] 3] 4] 5] 8] 7} 8] 911°|11§12

11 2] 3] 4] 5! 8] 71 8] 9]10]r ]2

EE

3-1

i, i oy out 1T audit for comn s.”]

Review the current BOM procedures of
supervision on information technology
(IT) systems of commercial banks.

Review IT systems used in some
commercial banks and identify the
system risks io be monitored by
commercial banks and BOM
supervisors.

3-3

Develop a procedure manual of IT
inspection (IT inspection manual) to
commercial banks.

Train relevant BOM staff members
emforcing the IT inspection manual
developed under the Project.

Amend the IT inspection manual based
on BOM's on-site inspection.

36

Develop IT audit guideline based on the
IT inspection manual and train staff of
commercial banks concerning the IT
inspection manual.

37

Prepare a recommendation to BOM the
appropriate staffing level and

qualifications needed to operate the IT
insnection

4-1

| [Activities for Qutput 4 “Information svstem that lj OM and com ial hanks are imorov

" ”’

Review the quality and timing of reports
from commercial banks; examine
information technology-management
information system (IT-MIS) used in
some commercial banks; and identify
the BOM's [T-MIS needs.

Develop a blueprint that covers
purpose, input/output and system
outline for IT-MIS between BOM and
commercial banks in consultation with

the team leader and | T-inspection
avoarte.nf ROBE

Carry out workshops to inform the
blueprint by inviting relevant BOM staff
members.

Prepare a recommendation on BOM
staffing and procurements of software
and hardware necessary to establish
the IT-MIS in BOM.

45

Develop a core system of IT-MIS of
BOM as a pilot program according to
the blueprint.

Examine the implementation of IT-MIS
developed acooriding to the blueprint
and advise on necessary actions for the
maintenance and better functioning of
the svstems

Working Group{BCGIT-WG

Team

Team Leader/ CG Specialist (14MM)

Banking IT inspection Specialist (4MM)

Banking MIS Specialist (10MM)

Local /Corporate Governance (36MM)

Local /|T-MIS Senior SE
SSE

tocal7IT-Mis

B2N




Mongolian Side:

Mr. ERDENEBAYAF Gambo
Mr. GANBAATAR  Jambal

Mr. GANBAT

Mr. BATBAATAR

Mr. DELGER

Japanese Side:

Mr. OYAMA

Mr. TAZAWA

Mr. TESHIMA

Mr. KAMIJO

Mr. ONOZAWA

Ms. TAKEHARA

Mr. MYAZAK]

Danjlaa

ANNEX 3

Attendant List
Director Director of Administration Department
Director Supervision Department, The Bank of
Mongolia
Director Supervision Division, Supervision

Otgonbat Director

Khashkhu Director

Takayuki Leader

Hiroki

Naoyuki

Takashi

Masato

Atsuko

Cooperation
Planning

Governance of
Bank
Management

Banking
Supervision

Project
Evaluation

Interpreter

Kiyotaka Assistant

Ms. SAIHANTUYA A

Resident
Representative

Program Officer

Department, The Bank of Mongolia

Policy Regulation Division, Supervision
Department, The Bank of Mongolia

Banking Division, Supervision Department,
The Bank of Mongolia

Team Director of Economic Policy and
Finance Team , Economic Development
Department of JICA

Economic Policy and Finance Team
Economic Development Department of
JICA

General Manager / Chief Economist,
Economic Development Department of
Construction Project Consultants, inc.

Adviser, Global Planning Corporration

Director, Pionnier Research inc.

Training Coordinator, Japan International
Cooperation Center

Mongolia Office, JICA

Mongolia Office, JICA
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