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Introduction

In 1997 the EBRD achieved a higher income than
expected, particularly from its equity portfolio and a
strong Treasury performance. Due to the Bank’s evolving
risk profile and uncertainties in the operational environ-
ment, the Bank continued to take appropriate prudential
measures. Taking into account these developments and
the growth in the portfolio, the provisioning charge was
twice as high as in the previous year. Profit after
provisions for the year was ECU 16.1 million, compared
with ECU 4.9 million in 1996. Total reserves (including
provisions) were further strengthened and as of the end
of 1997 stood at ECU 508.0 million, compared with
ECU 263.3 million in 1996. This amounts to 11 per
cent of disbursed outstanding loans and equity
investments.

Banking operations continued to generate almost half
of the EBRD’s gross income, primarily due to a year-on-
year increase in the net profit from the sale of share
investments from ECU 8.7 million in 1996 to ECU 76.1
million in 1997.

The EBRD’s general administrative expenses were
well within budget and only slightly higher than those
for 1996. Allowing for additional prudential measures,
administrative expenses were below the 1996 level,
reflecting continued budgetary discipline and effective
cost controls.

In 1997 depreciation of ECU 15.1 million was
slightly higher than in 1996, following the adoption 
of a 12-month depreciation cycle for IT systems and
office furniture.

Additional provisions of ECU 177.7 million were
made during 1997. This was in line with the upward
growth in the portfolio of loan and equity investments
and the EBRD’s committed approach to providing for
existing and anticipated risks at an early stage of its
growing portfolio. As a result of the provisioning review
undertaken during the second quarter, a new general
provision on sovereign risk exposures was applied.

Banking operations

Portfolio

The Board approved 143 projects in 1997 totalling 
ECU 4.0 billion, a substantial portion of which was
approved in the fourth quarter, compared with 
116 projects amounting to ECU 2.8 billion in 1996.
Cumulative approvals at the end of 1997 amounted to
ECU 13.9 billion, net of cancellations. 

During the year 108 projects with a value of ECU
2.3 billion were signed, compared with 95 projects
totalling ECU 2.2 billion in 1996. This achievement is
in line with the Bank’s strategy of manageable growth.
Commitments at the end of 1997, net of repayments and
cancellations, stood at ECU 8.9 billion.

Project disbursements in 1997 were ECU 2.0 billion,
50 per cent higher than in 1996. ECU 332.8 million
was disbursed for share investments, which is 70 per
cent higher than in 1996. The outstanding portfolio at
the end of the year comprised ECU 3.6 billion of loans,
ECU 946.4 million of equity investments and ECU 32.5
million of project-related debt securities. The private
sector accounts for approximately 73 per cent of the
outstanding portfolio.

During the year, ECU 796.1 million was received
from loan repayments and share investments, almost
four times higher than 1996 repayments. Included in
this figure was ECU 196 million of loan pre-payments,
which are repayments ahead of schedule.

Risks

The EBRD’s loan and share investments are reviewed
on an ongoing basis by the Bank’s independent Risk
Management department, and credit risk ratings are
assigned to individual operations, ranging from 1 (low
risk) to 10 (expected loss). This rating is a determinant
of a project specific credit rating and a country risk
rating. In view of the markets in which it operates and
its transition mandate, the Bank expects its operations
to range from risk categories 4 to 6 in normal
circumstances. The average overall risk rating of new
projects signed in 1997 was between 5 and 6, reflecting
the risk profile associated with the growing share of
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operations in countries at the early and intermediate
stages of transition and the mix in products – for
example, the higher proportion of early-stage equity. 
At the end of the year 24 per cent of the Bank’s dis-
bursed loans by value (45 per cent by number) had
entered their repayment stage.

By the end of 1997 the majority of signed projects
(more than 85 per cent) were in risk categories 4 to 6,
with some projects moving to the better-rated categories
(1 to 3) and other projects being downgraded to
classification 7 (special attention) or worse. With the
portfolio beginning to mature, it is anticipated that
further credit problems may emerge, at which point the
risk rating associated with projects will be changed
accordingly. As the EBRD’s provisioning policy is risk-
based, the provisioning reflects the development of the
risk profile. The graph below shows a wider distribution
of projects over the risk categories in 1997, compared
with that recorded in 1996, with the weighted average
risk rating of the signed portfolio moving slightly to the
higher end of the range during the year.

Performance

Gross income from core Banking business amounted 
to approximately 50 per cent of the Bank’s overall
income in 1997. In value terms Banking gross income
increased by over 68 per cent compared with 1996.
Interest earned on loans increased by almost 50 per
cent to ECU 220.4 million, accounting for 62 per cent
of Banking operations gross income. Fee and commis-
sion income was ECU 2 million lower than in 1996, 
at ECU 44.1 million.

Profits of ECU 76.1 million from the sale of 
share investments were considerably higher than the
ECU 8.7 million reported in 1996. This was due to the
variability in the timing of exits and their generated
profit, leading to substantial changes in the pattern of
the Bank’s income. In particular, the timing of equity
exits is primarily linked to the date that projects have
come to completion. The future number of exits is
expected to increase as the growing equity portfolio
continues to mature. However, it is difficult to predict
the potential income from these sales.

The equity portfolio in 1997 generated ECU 16.2
million from dividend income compared with ECU 7.7
million in 1996, reflecting the growing maturity of
equity investments and the increasing profitability of
these operations.

Treasury operations 

Portfolio

The value of assets under Treasury management
decreased during 1997 by ECU 660.8 million, to 
ECU 6.5 billion at 31 December 1997. This reflects a
combination of ongoing disbursements for Banking
operations together with a lower level of short-term debt
maintained during the year. Assets comprised ECU 5.3
billion of debt securities and ECU 1.2 billion of
placements with credit institutions. In addition to these
liquid assets, derivatives were carefully used as part of
the Bank’s strategic investment programme (see below).

At the end of 1997 ECU 997.4 million or 15.1 per
cent of the total investment portfolio was managed by 
14 external asset managers. The externally managed
portfolios comprised ECU 489.3 million of an ECU-
denominated interest rate trading programme and 
ECU 508.1 million of a US dollar-denominated asset-
backed securities programme. The funds are placed
with independent managers in order to obtain
specialised services and investment techniques and to
establish third-party performance benchmarks. These
independent managers are required to comply with the
same investment guidelines that the Bank applies to its
internally managed funds.

Risks

The aggregate market exposure of the EBRD remained
relatively modest throughout most of 1997, and well
within the Bank’s overall risk appetite. Outright interest
rate positions were selectively taken from time to time;
most strategies, however, were with a view to the
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changing shape of individual yield curves in the 
major currencies or to the convergence/divergence of
European interest rates across markets. Direct exposure
to interest rate volatility was rare and quite small, with a
limited use of options on interest rates. Exposure to
foreign exchange risk was minimal.

At 31 December 1997 the Value at Risk (VaR) of the
EBRD’s internally managed portfolios, calculated with
reference to a 99 per cent confidence level over a 10-
day period, was ECU 0.7 million.1 Over the year the
Treasury VaR moved within a range of ECU 0.5 million
to ECU 3.2 million, as seen in the accompanying graph.

Overall, the figures for 1997 were very much in line
with those of 1996. VaR numbers – even at the high end
of the curve – should be interpreted against the
background of the total portfolio of ECU 7.5 billion on
average during the year and a conservative basis for the
calculation. The market risk of externally managed
funds was also modest during the year and did not
contribute significantly to the overall risk profile of the
total portfolio.

The overall credit quality of the Treasury portfolio
remained high in 1997, with 89.1 per cent of the port-
folio with AA- or better counterparties or issuers. The
portfolio is spread across 26 countries, including some
which were affected by the financial crisis in South East
Asia which were principally sovereign-related debt
issues from Korea. Countries with more than 7.0 per
cent of the total exposure were the United States of
America at 35.3 per cent and Japan at 19.6 per cent.

Performance

Investments managed by the Bank’s Treasury generated
gross income for the year of ECU 354.2 million, an
increase of ECU 129.6 million compared with 1996.
This was a result of managing higher volumes and a
performance which exceeded expectations.

At the end of the year Treasury’s total return was 
67 basis points over their Libor benchmark. The invest-
ment return was 34 basis points over the benchmark,
and the benefit of sub-Libor funding was 40 basis points.

Funding

Capital

Initial capital

At the end of 1997 paid-in capital received in cash 
and promissory notes totalled ECU 2.9 billion. During
the year an amount of ECU 18.2 million relating to
previously overdue subscriptions was received and 
ECU 10.5 million was paid in by Korea, relating to a
special increase in that country’s share allocation. In
addition, encashments of promissory notes amounting to
ECU 81.7 million were received. At the end of the year
outstanding overdue amounts of ECU 13.2 million from
12 members represented less than 1 per cent of initial
paid-in subscribed capital.

Capital increase

On 3 April 1997 the doubling of the EBRD’s authorised
capital base to ECU 20 billion became effective, allow-
ing the Bank to continue its strategy of manageable
growth.

As of 31 December 1997, a total of 48 members had
deposited their instruments of subscription for an aggre-
gate of 845,035 shares, representing about 85 per cent
of the general capital increase. Some of the remaining
12 members are in the process of completing the
necessary internal procedures for subscribing to the
general capital increase. It is therefore anticipated that
a further increase in the Bank’s subscribed capital will
follow in the near future.

Capital adequacy

The increase in the EBRD’s authorised capital to 
ECU 20 billion, approved in April 1996, was intended
to allow the Bank to continue to implement its manage-
able growth strategy on a sustainable basis without
further recourse to capital replenishments. In light of its
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commitment to be self sustaining, the Bank has been
proactive in pursuing efforts to ensure effective and
efficient use of capital.

In implementing its operational strategy, the EBRD’s
capital usage is guided by the Bank’s statutory and
financial policy parameters. In this regard, the Bank
continues to refine its processes for assessing capital
usage and capital adequacy by supplementing quantita-
tive measures of headroom with risk assessment.2

Further work in this area will continue as part of regular
financial policy and capital reviews.

Capital hedging

The EBRD put in place hedges for the ECU equivalent
amounts of anticipated capital payments in US dollars
and Japanese yen in 1997 in accordance with the policy
established in 1993. Differences between the ECU
amounts actually received and the amounts determined
by the fixed exchange rates were taken to the conver-
sion reserve. During the year this generated a net gain
in the conversion reserve of ECU 50.7 million. 

Borrowings

The EBRD’s borrowing policy is governed by two key
principles. First, it seeks to match the maturity profile
of its assets and liabilities to minimise refinancing risk.
Second, it seeks to ensure the provision of long-term
funds at optimum cost effectiveness for the Bank.

Total borrowings at 31 December 1997 stood at 
ECU 7.4 billion, an increase of ECU 0.4 billion com-
pared with 1996. This figure reflects the net impact of
new issues, maturities and buy-backs. There were 
27 new issues under the Bank’s medium to long-term
borrowing programme at an average after-swap cost of
Libor minus 47 basis points. The average remaining life
of medium to long-term debt outstanding at the end of
the year was 5.5 years. Notable issues included the
Bank’s first public bond issues in sterling, Korean won
and New Taiwan dollar, as well as a first Euro issue
under the Bank’s Euro Medium Term Note programme.

Short-term issues categorised as debts evidenced by
certificates saw 20 transactions achieved at an average
after-swap cost of Libor minus 45 basis points.

Expenses

Total expenses including depreciation for the year were
ECU 152.1 million, which was ECU 5.7 million higher
than in 1996. The EBRD’s administrative costs for the
year were ECU 3.9 million higher than in 1996,

primarily due to a prudential accrual made at the end of
the year for the 1997 employee bonus (8.0 per cent of
total salaries) which is due to be paid in March 1998.
This was undertaken to comply with a recently approved
international accounting standard on employee benefits
and follows the Bank’s policy of adopting material
aspects of new standards as soon as possible. After the
impact of this bonus accrual was taken into account,
general administrative expenses were around ECU 
1.0 million lower than in the previous year.

Administrative expenses were well within the 1997
budget, reflecting the Bank’s continuing commitment to
budget discipline, effective cost controls and a proactive
cost-recovery programme.

The Bank’s policy of entering into exchange rate
contracts to ensure that the largely sterling-denominated
expenses, when translated into ECU for reporting
purposes, are not adversely affected by movements in
the ECU/sterling exchange rates positively affected the
expense level by ECU 25.4 million. Sterling expenses
were converted into ECU at an average rate during the
year of 1.453 sterling to the ECU. As a result of the
exchange rate contracts, an average sterling to ECU
exchange rate of 1.2295 was achieved. The Bank also
entered into a series of option contracts to hedge the
cost of sterling required for future general administra-
tive expenses. At 31 December 1997 the market value
of these options showed a gain of ECU 39.8 million,
which in accordance with the Bank’s accounting policy
was deferred and will be recognised in the appropriate
future year.

Depreciation at ECU 15.1 million was ECU 1.9
million higher than in 1996 due to the accelerated
depreciation to 12 months of all the Bank’s fixed assets
(except for improvements to leaseholds) following a
useful economic life review. This accelerates the write-
off of older assets and moves current and future
expenditure to a 12-month depreciation cycle.

Provisions

The EBRD’s provisioning policy ensures that the level
of general provisions is determined by the credit-risk
rating of individual loans and equity investments, as
determined by the Bank’s independent Risk Manage-
ment department. In addition, the Bank makes a
provision against general unforeseen risks to the total
portfolio of 0.75 per cent of signed commitments
outstanding, in view of the Bank’s regional concentra-
tion and the presence of a small number of large
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exposures in the classified portfolio. As a result of the
provisioning review undertaken during the second
quarter, an additional general provision of 3 per cent on
outstanding disbursed sovereign risk exposures is now
applied.

In addition, the Bank continues with its policy of
making specific provisions as required on a case-by-
case basis.

The combination of the different elements of the
provisioning policy resulted in a charge for the year of
ECU 177.7 million, which is an increase of more than
90 per cent compared with the total in 1996. The
increase in total provisions reflects the continuing
growth in the portfolio of operations and the related
prudent increase in general portfolio risk provisions.
Included in the charge for 1997 are new specific
provisions of ECU 57.8 million, reflecting the maturing
portfolio, with the total of such specific provisions
reaching ECU 81.0 million by the end of the year. 
The impact on the 1997 charge of the introduction of
provisions on sovereign risk exposure relating to the
existing portfolio was ECU 33.3 million.

As a result of this charge for 1997, total provisions
reached ECU 409.4 million, which together with
reserves amounted to 11 per cent of the outstanding
disbursed portfolio of loans and equity investments.

Outlook for 1998

The EBRD is projected to continue on its path of
sustainable profitability in 1998. The financial position
will, however, remain vulnerable to the potential for
adverse developments in the portfolio and to uncertain-
ties in the operational environment in which the Bank 
is working.

The Bank’s priority is to continue to build reserves
and to take all necessary prudential measures, with a
view to consolidating its financial viability.

Additional reporting and disclosures
Through its reports and disclosures, the EBRD follows the report-
ing conventions of private sector financial institutions, in line with
its policy to reflect best industry practice.

Principles of financial management and risk management
The financial policies of the EBRD follow the guiding principles of
sound financial management, building on the Agreement
Establishing the Bank and providing the financial framework within
which the Bank pursues its mandate.

The EBRD’s financial management aims to:

❚❘ pursue financial viability

❚❘ build up reserves and ensure sustainable profitability

❚❘ follow market and performance orientation in all its activities

❚❘ work within a comprehensive risk management framework

❚❘ ensure transparency and accountability at all levels and support
effective corporate governance.

The EBRD is exposed to credit risk in both its ordinary operations
and its Treasury activities. Credit risk arises since borrowers and
Treasury counterparties could default on their contractual
obligations or the value of the Bank’s investments could be
impaired. The vast majority of credit risk is in the Banking portfolio.
The Bank’s independent Risk Management unit seeks to ensure
that any risks are correctly identified and appropriately managed
and mitigated through a comprehensive and rigorous credit
process. This is reviewed annually to determine its effectiveness
and efficiency and fine tuned, taking into account experience
gained. All ordinary operations are reviewed on a regular basis to
identify promptly any changes required in the assigned risk ratings.

The EBRD’s main market risk exposure is that movements of
interest rates and foreign exchange rates may adversely affect
positions taken by the Bank, particularly in its Treasury portfolio.
The Bank aims to limit and manage market risks to the extent
possible in its portfolio of Treasury assets through active asset
and liability management and management of foreign exchange
exposures. Foreign exchange transactions are entered into only for
the purposes of hedging and no active positions are taken. Interest
rate risks are managed through a combination of matching the
interest rate profile of assets and liabilities and the use of
derivative financial instruments. Through a combination of limit
reporting and VaR reporting, exposures to foreign currency and
interest rate risks are measured independently of the Treasury
function to ensure compliance with authorised guidelines.

Early in 1997 the EBRD enhanced its risk measurement framework
by implementing a proprietary stress-testing package as a
complement to its VaR analytics. VaR analytics illustrates the
possible impact of changes in market rates on the net present
value of the Bank’s assets and liabilities, given a certain set of
assumptions and based on recent historical financial data. Stress-
testing addresses large but low-probability moves and is less
constrained by the restrictive assumptions that go into VaR. Stress-
testing as an addition to VaR samples market behaviour over the
longer run and thus permits a further check on the reliability of
some of the assumptions behind VaR.
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In a manner consistent with the EBRD’s foremost objective of
capital preservation, both VaR and stress-testing figures are
computed in terms of risk over and above the Bank’s Libor-based
benchmark for investments.3 The Bank pays particular attention to
the fact that the market risk incurred should remain well within the
boundaries of its appetite for risk; thus VaR trends and stress-tests
are closely monitored.

Operational risk is determined by examining all aspects of risk-
related exposure other than those falling within the scope of credit
and market risk. In broad terms, operational risk is the risk of loss
that may occur through errors or omissions in the processing and
settlement of transactions or in the reporting of financial results.
This includes all instances of fraud or failures in controls. At a
broader level, it includes a consideration of the whole control
environment, including the business ethics and leadership of 
the Bank.

While the effects of market risk and credit risk may be actively
sought as a source of profitability, the emphasis is to ensure that
such risks remain within the risk appetite of the Bank. Measure-
ment and, where necessary, mitigation of such risks, rather than
total elimination, is therefore the key consideration. Operational
risk conversely is never actively sought as there is typically only
downside risk; identification and prevention is thus the emphasis
in this field.

Within the EBRD there are policies and procedures in place
covering all significant aspects of operational risk, including:

❚❘ the Bank’s code of conduct

❚❘ disaster recovery/contingency planning

❚❘ policy on public access and disclosure of information

❚❘ procedures regarding corrupt practices and money laundering

❚❘ procedures to be followed in the event of fraud or 
suspected fraud

❚❘ information management policy

❚❘ guidelines for management of operational risk in Treasury

❚❘ procurement policies.

These are in addition to the EBRD’s high standards of business
ethics and its established system of internal controls, checks and
balances and segregation of duties, which protect the Bank from
any initial exposure to operational risk.

Use of derivatives
Derivative instruments are contracts whose value is derived from
one or more underlying financial instruments or indices. Derivatives
used by the EBRD include interest rate and currency swaps,
forward exchange contracts, futures, options and combinations 
of these products.

The EBRD’s use of derivatives is primarily focused on hedging
interest rate and foreign exchange risks arising within both its
Banking and Treasury activities. In addition, investments are made
in derivative transactions, as part of the overall investment activi-
ties of Treasury, subject to prudential limits. The Bank also uses
credit derivatives as an alternative to investments in specific
securities. The table below gives information on the credit risk
associated with the Bank’s use of derivatives.

In the area of Treasury risk management, the EBRD has adopted
the G-30 recommendations on the use of derivatives and is
committed to following best industry practice. The Bank complies
fully with all aspects relevant to end-users as defined by the G-30.

It also has elected to comply with recommendations relating to
market makers as it uses derivatives for strategic positioning
within clearly defined limits, as do market makers.

The interest rate risks arising from derivative instruments are
combined with those deriving from all other instruments dependent
on interest rates. Special care is devoted to those risks that are
specific to the use of derivatives, through, for example, the
monitoring of volatility risk for options, spread risk for swaps 
and basis risk for futures.

The EBRD has strict criteria for controlling the credit risk of
counterparties in over-the-counter derivative transactions. Such
transactions can only be entered into with AAA rated corporates, 
or AA- or better rated banks and sovereign counterparties.

The EBRD seeks to mitigate credit risks further through systematic
recourse to a variety of credit enhancement techniques. Over-the-
counter derivatives transactions are systematically documented
with Master Agreements, providing for close-out netting, and the
Bank has sought to expand the scope for applicability of this
provision through documenting the widest possible range of
instruments transacted with a given counterparty under a single
ISDA-based Master Agreement.

Furthermore, the EBRD has expanded substantially its use of
collateral agreements, with negotiations either finalised or under
way with the vast majority of its derivatives counterparties.

Corporate governance 
The EBRD is committed to effective corporate governance, with
responsibilities and related controls throughout the Bank properly
defined and delineated. Transparency and accountability are
integral elements of its corporate governance framework. This
structure is further supported by a system of reporting, with
information appropriately tailored for and disseminated to each
level of responsibility within the EBRD, to enable the system of
checks and balances on the Bank’s activities to function
effectively.

The EBRD’s governing constitution is the Agreement Establishing
the Bank, which provides that the institution will have a Board of
Governors, a Board of Directors, a President, Vice Presidents,
Officers and staff.

All the powers of the EBRD are vested in the Board of Governors
representing the Bank’s 60 shareholders. With the exception of
certain reserved powers, the Board of Governors has delegated
the exercise of its powers to the Board of Directors while retaining
overall authority.
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3 A VaR of zero, for instance, would indicate the absence of any foreign
exchange risk and that the interest rate exposure on the Bank’s assets
matched perfectly that of its benchmark. 

31 December 31 December 
(ECU million) 1997 1996 
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Credit derivatives1 1,936 1,400
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Swaps and over-the-counter 
option agreements:2

Mark to market exposure, pre-netting / 
collateral agreements 617 652 
Mark to market exposure, post-netting / 
collateral agreements 353 460 

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

1 These amounts represent the maximum possible loss to the Bank in the
event that its credit derivative agreements become actionable by its
counterparties and no recovery is achievable on the specified assets.

2 These amounts represent the replacement cost to the Bank in the event 
of non-performance by the counterparties to those swap and over-the-
counter option agreements that have a positive value to the Bank. 
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Board of Directors and Board Committees
Subject to the Board of Governors’ overall authority, the Board of
Directors is responsible for the direction of the Bank’s general
operations and exercises the powers expressly assigned to it by
the Agreement and those powers delegated to it by the Board 
of Governors.

The Board of Directors has established three Board Committees 
to assist the work of the Board of Directors:

❚❘ the Audit Committee

❚❘ the Budget and Administrative Affairs Committee

❚❘ the Financial and Operations Policies Committee

The composition of these committees during 1997 is detailed 
on page 105 of this report.

The President and the Executive Committee
The President is elected by the Board of Governors. The President
is the legal representative of the EBRD and, under the direction of
the Board of Directors, the President conducts the current
business of the Bank.

The Executive Committee is chaired by the President and is
composed of members of the Bank’s senior management.

Reporting
The EBRD’s corporate governance structure is supported by
appropriate financial and management reporting. In its financial
reporting the Bank aims to provide appropriate information on 
the risks and performance of its activities, and to observe best
practice in the content of its public financial reports. In addition,
the Bank has a comprehensive system of reporting to the Board 
of Directors and its committees. Detailed information is available
to enable management to monitor the implementation of business
plans and the execution of budgets.

Compensation policy
The Bank has designed a market-oriented staff compensation
policy, within the constraints of the EBRD’s status as a multilateral
institution, to meet the following objectives:

❚❘ to be competitive in order to attract and retain high-calibre
employees;

❚❘ to take account of differing levels of responsibility;

❚❘ to be sufficiently flexible to respond rapidly to the market; 

❚❘ to motivate and encourage excellent per formance.

To help meet these objectives, the EBRD’s shareholders have
agreed that the Bank use market comparators for its staff
compensation and that pay be driven by per formance. 

The bonus programme allocations are structured to recognise
individual and team contributions to the Bank’s overall
performance. Bonus payments, although an important element of
the total staff compensation package, are limited as a percentage
of base salaries. In general, bonus payments do not exceed 30 per
cent of base salaries.

The EBRD’s Board of Directors, the President and Vice Presidents
are not eligible to participate in the bonus programme. The Board
of Governors establishes the remuneration of the Board of
Directors and the President, whereas the Vice Presidents’
remuneration is established by the Board of Directors.

Year 2000
The EBRD’s approach to the “millennium bug” or Year 2000 issue,
which threatens many computer systems, is guided by a senior
management Steering Committee. Adequate financial provision has
been made in the 1998 IT budget allocation to ensure that mean-
ingful progress towards safeguarding the Bank’s systems can be
made within the required timetable.

The Bank is relatively well-positioned to respond positively to the
challenge of the date change, due to its youth and the modernity of
most of its information systems and hardware.

A number of the EBRD’s existing systems, including packages and
bespoke applications, have already been audited and necessary
corrective actions identified to ensure a smooth transition. The
remaining systems and hardware will be assessed during 1998.
Necessary changes or replacements to ensure full compliance are
due to have been made and fully tested by mid-1999.

A parallel effort is under way to ensure that other internal
operations within the Bank will be unaffected by the date change. 

Euro
The EBRD’s reporting currency is the ECU, and consequently the
Bank has always had a full dual currency accounting and reporting
system in place. As a multi-currency borrower and lender, and as a
non-retail bank the introduction of the Euro should have consider-
ably less impact on the EBRD than on many other financial
institutions.

Legal issues relating to the continuity of the EBRD’s assets,
liabilities and derivatives contracts have been addressed and a
senior coordinator has been appointed to ensure that all opera-
tional, payment and documentation aspects of the transition are
fully addressed by the Bank in a timely fashion. The implementa-
tion plan will incorporate adequate provision for the EBRD to
participate in all applicable conversion programmes of all relevant
central banks. 
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