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Introduction

Background to A&M's appointment

Alvarez & Marsal is a global professional services firm, affering a range of advisory services

to its clients, including complex financial investigations and regulatory advisory services.

Under an engagement letter dated 24 August 2021 {the “Agreement”} Alvarez & Marsal

Middle East Limited {“A&M") was engaged by the Republic of Lebanon as represented by

the Ministry of Finance (the “Client” or the “MoF") to perform a forensic audit and a

governance and controls assessment of the Bangue du Liban {the "Central Bank” or "BdL”).

The forensic audit comprises the following areas:

iii}

Vi)

vii)

Validate that funds relating to financial transactions that have occurred at BdL
level, or through accounts at BdL during the last five years (the “Financial
Transactions”) have been used for their intended purposes (ar if not, to indicate

this};

Examine whether any Financial Transaction prices or values were unduly

inflated or otherwise unsubstantiated;

Examine whether payments were made to fictitious companies or otherwise

served any similar improper purpose;

Assess, review and analyze any potential red flags that may indicate
inappropriate financiai reporting schemes, misappropriation, embezzlement or

inappropriate use of funds;

Assess, review and analyze any expenditures and liabilities for an improper

purpose;

Examine how the assets and liahilities of the BdL balance sheet have

accumulated and moved over time;

Examine the comyposition of BdL’s foreign currency reserves and liabilities;

a
]
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viii)  Examine conditions surrounding issuances of government bonds and T-hills and

Bdl’s subscription to these instruments;

ix)  Fxamine financial engineering transactions conducted in the last 5 years;

X Perform a detailed analysis of the breakdown of the movement in commercial
bank depasits gver time at a custamer and group level especially during the

neriod of financial engineering aperations;

xi)  Summarize the identified key commercial banks holding government debt and

the integrity of their relevant balances held on deposit with the Bdl; and

xii)  Analyze the nature of reparting of deposits and loan exposure by financial

institutions to the BdL and the surrounding governance,

The governance and controls assessment comprises the following:

i) Review the comnpliance and internal controls procedures in place at Bdy;

il Assess whether such procedures are sufficient to prevent financial irregularities

and misappropriation taking place;

iii)  Assess whether controls meet international standards followed by other leading

Central Banks around the world; and
iv)  Make appropriate recommendations and discuss initia! findings with the Client.
Our work covers the period 1 January 2015 to 31 December 2020 {the “Review Period”).

Use af this report

This report is A&M’s Final Preliminary Forensic Audit Report {the “the Preliminary Forensic

Audit Report”) incorporating the clarifications / inquiries received from the Client.

A&M'’s reports and all advice (written or orai) given by A&M to the Client in connection with
this engagement {together the “Advice”) are intended solely for the benefit and use of the
Client in considering the matters to which this engagement relates. The Minister of Finance

shall have the right, upon its sole discretion, to share the full Preliminary Forensic Audit
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Report {or excerpts thereof) with any authority forming part of the Client without the prior
approval of A&M, provided that the Minister of Finance takes reasonable steps to ensure
that they acknowledge and accept (i) that they receive the Preliminary Farensic Audit Repart
on a nen-reliance basis, (i) that A&M does not accept a duty of care ar responsibility to

them, and {iii] that the Preliminary Forensic Audit Report is confidential.

Notwithstanding the foregoing, to the extent the (lient is required to disclose the
Preliminary Forensic Audit Report in court proceedings against any individual or party
implicated by the Preliminary Forensic Audit Repont, it shall, to the extent permitted by law,
first seek A&M’s approval (which shall not be unreasonably withheld or delayed), provided
that in such event A&M may, in its sole discretion, {i} provide a revised or redacted report
for the purposes of such proceedings or (i} provide the Preliminary Forensic Audit Repaort
not marked as A&M’'s work product and without any further references to A&M as part of
the Preliminary Forensic Audit Report (the reports revised as per (i) or {ii) referred to as the
“Unmarked Report”). The Client shall be free to disclose the Unmarked Repert to other
parties as required to facilitate such court proceedings, provided that the Client (including
for the purposes of this subparagraph any of its affiliates or successors) shall not reference
A&M in connection with the Unmarked Report or Services or attribute the Unmarked Report
or Services to, or imply that the Unmarked Report or Services are provided by A&M, and to
this extent shall keep A&M indemnified as provided in clause 8 of the Agreement (including
the indemnification Provisions referenced therein). The Client undertakes to disclose the
Preliminary Forensic Audit Report or, as the case may be, the revised or redacted report or
Unmarked Report only in its entirety and including any disclaimers attached by A&M to it.
For the avoidance of doubt, the restrictions and limitations set out in this subparagraph shall
only apply in relatian to the use of the Preliminary Forensic Audit Report in connection with
court proceedings, and shall not restrict the use by the Client of the Preliminary Forensic
Audit Report in any other manner to the extent permissible under the terms of the
Agreement, including pursuant to the first subparagraph of this clause or as may be required

by any order of a court of competent jurisdiction.

summary of work performed

initial review and commencement decision
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1.3.4

In accordance with the Agreement, A&M issued a detailad Information Request List (“IRL”)
on 20 October 2020, Following delays in receipt of the data and termination of our initial
engagement, A&M was informed in October 2021 that the data would be available for

review,

BdL refused A&M’s requests to complete its review on site at the premises of Bdl and
provide direct, read only, access to BdLl’s data systems. Instead, information was provided
to A&M on a stand-alone environment set up at the Mof premises. Data was loaded to a
stand-alone server set up by BdL. A&M was granted access to the data via eight workstations
provided by Bdl. USB ports were d'isabled, and no data could be extracted from the servers

by A&M.

Because Bdl provided data in a separate work environment it was necessary te perform
validation steps to assess the intagrity and reliability of the data received. These validations
related to data exiracted from BdL's Oracle ERP system, Core Banking System (“C85”) and

SWIFT database. Validation steps included:
i) Totals checking;
i} Validation of the data extract queries;

i)  Extracting samples of data from the live production systems (CBS, ERP, and
SWIFT) alongside BdL database administrators to determine if there were any
differences between the number of records provided to us when compared to

the live systems; and
iv)  Reconciliations against Trial Balances, financial statements and other schedules.

After re-engaging with the Client, in August 2021, ARM carried out a preliminary review of
the data provided to determine whether sufficient information had been collated in order
for A&M to be able to commence the review. A&M completed its preliminary review and
issued its decision to commen.ce the review (the “Commencement Decision”] on 20 June
2022. The delay between re-engagement and the Commencement Decision was due to the
need to perform such detailed validation steps and the length of time taken to provide us

with infarmation.

All,-a
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Mobilisation and site visits

Having made the Commencement Decision and received outstanding fee payments, A&M

mobilised its review team on 20 june 2022 {the “Mobilisation Date”}. Due to repeated delays

in provision of documents requested, it was necessary to pause our review at various

intervals, AB&M was present at the MoF offices and conducted its review of the data on the

following dates:

i)

ii}

iii)

v)

vi)

vii)

viii}

ix)

x)

Xi)

Xii)

Xiii}

13 June 2022 to 17 June 2022;

27 June 2022 to 7 July 2022;

12 July 2022 to 29 July 2022;

25 September 2022 to 30 September 2022;

3 October 2022 to 7 October 2022;

10 October 2022 to 14 QOctaber 2022;

24 Qctoher 2022 to 28 October 2022;

22 November 2022 to 25 November 2022;

18 December 2022 to 22 December 2022;

15 February 2023 to 16 February 2023;

6 March 2023 to 10 March 2023;

13 March 2023 to 17 March 2023; and

20 March 2023 to 22 March 2023.

Information requests

A&M issued 13 updates to the BALIRL, as summarised in the below table, and one IRL to the

MaoF.

A

Zwn
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Table 1.1 IRL updates issued

PDate AU

3-1an-23 BdL*

28-0ct-22 BdL

4-Aug-22 Bdl

14-Jul-22 Bl )
7-Jul-22 | BdL?
| 5-Jul-22 MoF?

1-Jul-22 [ BdL
| 27-Jun-22 Bdl |
17-lun-22 BdL
L?—Mar-22 BdL

25-Jan-22 Bdl

1-Nov-21 Bdl
20-0ct-20 _ BdL
[95ep20 [eai_—

The information not provided is summarised at Appendix 5.

Questions to individuals

A&M initially requested interviews with 47 emplayees of Bdl, as listed in Appendix 1. We
were requested to reduce the number of interviewees, which we did, to nine BdL employees.
We were then refused face to face interviews, and instead requested to provide questions
in writing. We submitted written questions to 14 members of Bdl staff on 31 Octoher 20224,

We received responses from 14 staff on 13 February 2023.

Limitations

Data completeness

Bdl refused to provide access to third party data in system data extracts. Bdl gave as a
reasan for the refusal their belief that to provide such information would be a breach of the

banking secrecy law. As such, they omitted or removed the following from the data extracts:

i) Transaction description fields from CBS extracts for all transactions that are not

automatically generated in the system; and

! Appendix 2 — IRL dated 3 January 2023,

1 Appendix 3 — IRL dated 14 July 2022, The IRLs issued after this date did not include earlier requests that had been responded to.
3 Anpendix 4 - MaF IRL dated 5 July 2022,

4 Exhibit 33 ~ A&M Guestionnaires submitted to BdL staff

A
&
M
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i} SWIFT beneficiary, ariginator and descriptian fields.

This has limited A&M'’s ability to identify the ultimate originator or beneficiary of SWIFT

transfers and to understand the transaction narrative for CBS transactions.

As stipulated in the engagement letter, A&M was informed by the Client that by law number
2000 dated 29 December 2020 the banking secrecy law dated 3/9/1956 was suspended for
a period of one year initially then extended until completion of the forensic audit on Bangue
du Liban, thus allowing for the provision of information deemed necessary for A&M to
provide the services contemplated under the original engagement letter. Therefore, our

report has been prepared on the basis of this suspension.

In all other material areas, we have successfully validated the integrity and completeness of

the data provided to A&M.

Data access

Bdl's refusal to provide direct access to its systems and to allow work to be conducted on
site at BdL has significantly delayed and slowed progress on the assignment. Data was
received from BdL in unfarmatted {i.e., raw), multiple text file formats, which required us to
restare this data into another database environment and work with BdL to rebuild and verify
the connections between various sources and data tables in order to extract meaningful

information, requiring additional time and resources.

Furthermore, the requirement that we access the data through the BdL server at the MoF
caused further delays, as there were frequent power outages, which then required BdlL

employees to visit the MoF to restore gur access to the data.

Delays

Delays in the provision of data by BdL has significantly impacted the agreed deadlines on the
assignment. A&M agreed to complete its work to produce a Preliminary Forensic Audit
Report in a period of 12 weeks from the Mobilisation Date. The review was in fact completed

49 weeks after mobilisation due to the frequent delays in receipt of data.

Interviews
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1.5

1.51

BdL refused to allow face to face interviews with any employees.® As a result, we were

limited to submitting questions in writing to a limited number of employees. This limited our

ahility to ask follow up questions and to explore certain topics in depth,

Despite the above limitations we were able to validate the data provided, where there had

heen redactions; full extractions of ERP, Core Banking and SWIFT systems; and receive

significant responses to our information requests.

Structure of this report

This Report is structured as follows:

Table 1.2 Structure

Section 1
‘Introduction’

review

! Section 2
‘Executive Summary’

| Sets out the hackground to our appointment, our scope of
work, the work performed and limitations faced in our

Sets aut our respanse ta the mandate, key findings,
conclusions and recommended next steps

Section 3
‘Understanding the

Financials’

Section 4

‘Foreign currency
reserves’

Section 5

‘Financial Engineering’

1 Examines the'composition of BdL's_foreign currency

Examines the main elements of the financials of BdL and
their movements over the periad 2015 to 2020

reserves and liabilities

Details the financial engineering operations executed by
Bdl over the period 2015 ta 2020 and the consulting
commissions charged B

Section 6
‘BdL’s financial position’

Discusses the key accounting policies of'th;BdL, how the
financial statements diverge from IFRS and restates Bdl's
financial position over the period

?ection 7
“Transparency of

| financials’
Section 8
‘Commercial banks
positions’

Provides a comparison between the published balance
sheet of BdL and the audited financial statements and
discusses how the financial position was presented

Summarises the positions of commercial banks with BdL
and movements over the period 2015 to 2020

Section 9
‘Operational expenseas’

Anal\}ses the accrued and opera{iona\ expenses of Bdl

Section 10
‘Emplayee remuneration’

Analyses employee remuneration and related henefits

Section 11
‘Regulatory framework’

introduces the legal_ framework applicable to Bdl, its ’
mandate and decision-making structures ]

* See Appendix 1 for a Yist of interviews requested but denied.

A

TEP



Section 12 Considers the exercise of scrutiny and control over the
‘Unexercised scrutiny’ Bank, the Governor and operations
rSection 13 Discusses the roles of key departments within BdL and
‘BdL Operations’ unconventional monetary policies . _
Fection 14 Summarises our conclusions on the level of transparency in
‘Transparency governance, policies, operations, gutcomes and relations
Assessment’

A
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Executive Summary
information access

As detailed in the Limitations section above, A&M has encountered many challenges in
conducting the forensic audit, including that we have not been allowed access on site at Bdl,
nor have we been permitted to conduct interviews with BdL staff or leadership, Because of
these limitations we have placed significant effort in obtaining and validating full extracts of
BdL's CBS transactions, accounting system, including the General Ledger (“GL”) and SWIFT

payment database (together the “System Extracts”}.

We have also submitted numerous information requests and written questions to BdlL
employees. For several requests, no information was submitted to us and, unless otherwise
specified by BdL, where the requested information was not provided te us our assumption

is that this information does not exist.

During the course of our work, we regularly communicated with the MofF in refation to the
issues encountered and associated delays. As a result of the delays, several extensions to
the originally agreed timeframe for delivery for this Preliminary Forensic Audit Report were
agreed between the MoF and A&M. Notwithstanding the limitations, we have addressed the

scope of our engagement based on the information available.

This report is “preliminary”. As a result, the figures contained herein may he subject to
change based on receipt and analysis of additional data or new findings. Some lines of

enquiry remain open — we highlight below areas for potentia! further investigation.

Table 2.1 Key findings

“Section Key Findings

Section 4:
BdL’s FX position Bdl’s fareign currency shortage grew dramatically. Over the
deteriorated

rapidly over the
period 2015-2020 | {USD 7.2bn)® at the end of 2015 to a shortage of LBP 76.4tn {USD

period, BdL moved from a foreign currency surplus of LBP 10.7tn

50.7hn) at the end of 2020. This was driven by a 119% increase in

foreign-currency denominated deposits, fuelled by the BdL’s

®1n this repert, unless specified otherwise, LBP has been converted ta USD at the official exchange rate of 1,507.5.

A
&
M
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financial engineering programs, while foreign-currency

denominated assets fell by 18%.

Furthermore, a large, and increasing, percentage of the foreign-
currency denominated assets were domestic assets, i.e., amounts
due from Lebanese residents, from a Lebanese-incorporated firm
or bank, or from the Lebhanese government. These amounts, if ever
repaid, would be a future burden on the Lebanese state, people

and economy.

Non-domestic foreign-currency assets halved, falling from USD
35.8bn in 2015 to USD 18.4bn in 2020 while domestic fareign-
currency assets increased from USD 12.7bn in 2015 to USD 21.2bn
in 2020, driven by a growth in a MoF overdraft and holdings of

Lebanese Eurobands which are in default.

Excluding domestic foreign-currency assets, the shortage in foreign
currency reserves as at 31 December 2020 increases to USD
71.9bn, Given GDP in 2020 of USD 31.2bn,’” this equates ta 230% of
GDP.

At the official exchange rate of LBP 1,507.5 to the USD, the 2020
deficit is LBP 108tn. At end of 2020 the market exchange rate was
circa LBP 100,000 to the USD, and the LBP has since further

deteriorated.

It is perhaps not meaningful to attempt to quantify the deficit using
LBP, as that exchange rate itself is unstable. It would likely fall
precipitously due to the resultant increase in LBP money-supply, if

BdL were to attempt {using market exchange rates) to repay its

foreign-currency liahilities using LBP.

7 Gop per World Bank — see https://data.warldbank.arg/indicator/NY.GDP.MKTP.CL.




Sections 6:

Bdl’s financial
position
deteriorated
rapidly over the
period 2015-2020

For the reasons described above, the Bdl's financial position
deteriorated rapidly. However, this deterioration was not reporied
in Bdl’s balance sheet presented in its annual financial statements,
which were prepared using unconventional accounting policies,
Those policies allowed Bdl to overstate assets, equity and profits
while understating liabilities — and to close each year-end in
amounts specified by the Governor without explanation for the

amounts chosen.

A restatement of Bdl's financial statements results in a negative

equity position of LBP 77.3tn {USD 51.3bn} in 2020.

On 7 July 2023, BdL responded to the above by stating that “Cost
deferral is part of the accounting policy approved by the Central
Council. Most Central Banks adopt unconventional accounting
policies tailored to their needs and to the central banking monetary
operations. Interest paid on CDs and TDs was in line with the

prevailing Eurobond yield curve”.

Bdl's accounting policy in respect of financial engineering was
exceptional in the extent of personal, unscrutinised, discretion given
to the Governor to determine accounting estimates. Even an
unconventional accounting policy, in arder to be a policy, needs to
have certain hasic features, e.g. to be clearly stated, capable of being
audited, and not dependent upon ad hominem judgment. The Bdl's

accounting policy failed in this respect.

’;ctions 385:The
deterioration in the
financial position
from the increasing
costs of Financial
Engineering was
obscured in the
financial
statements due to
_it being reported as

In 2015, BdL reported that it had taken actions to bolster the supply
of USD to the Lebanese banking system, through a scheme referred
to as “Financial Engineering”. According to BdL, financial engineering

was designed to achieve two overall objectives:

.
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Deferred Interest
Expense and
Seigniorage

s Provide the conditions to allow lacal banks in Lebanon to attract

US Dollar degosits; and

e Further encourage the local banks to deposit these US Dollars

with BdL.

There were further financial engineering actions in subsequent

years, at increasing cost.

Based on our review, financial engineering was costly. The costs

included:

F Premium paid on the purchase of treasury hills and redeemed

CDs {equivalent to all future coupons on the instruments);
® Interest expense of term depaosits and CDs;
e High exchange rate differential paid; and

e In 2020, there were also costs arising from the difference
between the rate at which depositors were allowed to withdraw
dollars from the banks {around LBP 8,000] and the official fixed

rate {around LBP 1,500} following the issuance of circular 151.

We observed that in order to avoid hooking losses, the Bank
transferred costs to the Balance Sheet. As a result, the Bank was able
to show a profit in all years and consegquently continue to distribute
approximately USD 40m per year fo the account of the MoF. This
distribution was made in accordance with Article 113 of the Code of
Money and Credit. The Code of Money and Credit, under Article 113,
also states that the Ministry of Finance is liable to caver the losses

of the Bank. The transfer of losses fraom the P&\ to the Balance Sheet

avoided the need for the Ministry to bail out the Bank. J
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The interest expense transferred to the Balance Sheet was booked

to a liability account titled “Deferred interest Expense and Cost of

Certificates of Deposit”, known internally as the “Pool”,

The mechanism for booking the costs of financial engineering was
applied in accordance with the Accounting Manual, amendments to
which were approved by the Central Council in 27 January 2016 and
11 April 2018.

The overall cost of financial engineering is estimated at LBP 115tn as

at 31 December 2020.

rSecticm 5: Financial
Engineering
transactions were
approved only in
concept by the
Central Council,
with unsupervised
discretion given to
the Governor to
determine the
amounts, coupon
rates and
allocations

The financial engineering transactions evalved in three phases:

in 2015, BdL implemented a financial engineering program whereby
it lent to Lebanese banks for the purpose of purchasing LBP
Lebanese treasury bills, discounted by BdL in exchange for a
commission. The collected commissions were recorded in a special
account at BdL to offset the financial correction cost. The CC
authorised this in a Decision at its meeting on 7 January 2015. That
decision stated that the program was to continue until the
commission reached LBP 500bn. This appears ta be the only financial
constraint that the CC placed on the Governor in the execution of

the financial engineering transactions.

In 2016, BdL implemented a new financial engineering program in
order to attract US dollars into Lebanon. This comprised the
exchange of LBP treasury bills from BdL’s portfolio for a newly-issued
Eurobaonds. The CC authorised this in a Decision at its meeting on 27
April 2016. The decision referred to Eurobonds worth USD 2bn and

stated that the interest and maturity on the subscribed Eurobonds

‘iill be determined later by the Governor.

2
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In 2017, BdL implemented yet ancther financial engineering
program. It allowed the banks to discount BdL-issued USD CDs
conditional en them subscribing in the same amount to the
Lebanese-Government Eurobonds. The CC autharised this in a
decision dated 22 February 2017. The Decision did not reference any

financial limit to the authorised transactions.

With respect to the CC decisions, we note the following:

The CC's financial-engineering decisions appear not to have been
properly reasoned, hased on a clear articulation of the economic
rationale, e.g., benefits, costs, risks, alternatives etc. The CC minutes
include only a brief explanation from the Governar that is devoid of
any acknowledgement of the obvious risks. No written rationale
appears to have been provided to the CC to enable it to form a
judgement. We asked to be given such document if it existed and

none was provided,

To the ahove, BdL responded in July 2023, citing the ‘BDL’s Financial
Engineering’ article authored by the First Vice-Governor, and
provided academic research papers on financial engineering. As per
our analysis, later detailed in Section 5 of this report, the
documentation neither clarifies the rationale hehind the financial
engineering decisions nor supports or enables any judgment that

the CC could rely upon.

The CC decisions as to the design of financial-engineering
transactions allowed (explicitly or, by silence, implicitly) the

Governor discretion, that: {i) was unconstrained, (i) was not

required to be demonstrably equitable as between different
Lebanese banks, and (iii) the use of which was unscrutinised. We saw

no sufficient reporting back to the CC of actual transactions that
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Sections 3 & 5: The
Bank was inflating
the balance sheet
throughout the
year on hoth the
assets and
liabilities side. At
the end of the year,
the Bank used the
credit side to credit
the “pool” -
deferred interest
expense and
partially offsets
losses.

\:vould enahle the CC to understand or scrutinise the Governor’s use

of the discretion.

In these respects, the CC, in our view, fell significantly below the
minimum standards of good governance found in central bank

practice internationally.

We note a similar lack of good governance in the Open Market

Committee’s {"OMC") scruting of the financial-engineering
transactions. 'ts mandate was to supervise and discuss Bdl's open
market aperations, such as purchase or sell securities. It also
appears to have been satisfied with brief explanations by the

Gavernor insufficient to enable it to scrutinise his decisions.

Each year, close to the year end, the Governor issued instructions to
the Accounting Department for “offsetting the burdens fram the
financial correction plan ot year end”. \mplementation of the
mechanism was ta be supervised by the Organisation and
Development Department. The instructions were sent in a letter,

signed by the Governor, Riad Salameh.
Each instruction letter begins:

“Based on CC decision number 46/30/16 dated 28 Qctober 2016 you
are requested to caleulate the maximum limit of net burdens that are
assaciated with the financial correction plan that can be offset at the
current year end in accordance with the mechanism explained below
and in coordination with the Organisation and Development

Department for the purpase of supervising and completing the task.”
The offsets included:

First, the maximum possible from net income after removing the

costs of the financial correction plan, while presetving

approximately LBP 200bn in net income, allowing the Bank to meet

(%




a target of distributions to the MoF ngproximately USD 40m each

year, This amount is booked to provision for contingencies.
Second, commission due resulting from financial engineering.

Third, seigniorage — Initially seigniarage from currency, followed by
seigniorage from treasury bill swaps and then seigniorage from

financial stahility.

Eection 7:The
summary Balance
Sheets published
by BdL failed to
adequately disclose
the financial
position of the
Bank

i

The ful! audited financial statements of BdL were not made public
during the Review Period. Instead, Bdl published summary balance
sheets. No profit and loss statement, cash flow statement, audit

report or notes to the accounts were ever published.

In summary, the puhlished financials do not provide an accurate
picture of the financial position of BdL. The positions and losses of
BdL are presented through netting of assets and liabilities and
recording them in unexplained and general accounts such as “Other

Assets” and “Clearance and settlement accounts”,

The full extent of the accounting practices used to present the costs
of financial engineering, the use of the 'Pool Account’ and the
seigniorage on currency and financial stability are not disclosed. By
excluding the full details of the seigniorage and deferred interest
expense and other finance costs from the annual report balance
sheet, in addition te the absence of expandatory notes, makes it
difficult for the reader to interpret how seigniorage was created and
how the transactions related to financial engineering were

recorded,

No loss is shown at all in the balance sheet. This is before taking into
account the misstatements and accounting policies adopted for

disguising the costs of financial engineering.
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Important information was not made public over the Review Period
which did not allow the public to know the extent of the position of

BdL. Such information includes:

Bdl’s profit and loss/income statement in each of the years 2015 to

2020,

The specific interest rates it provided to the largest depositors or
creditors of the Bank, nor daes it disclose the methodology used in

setting such rates;

Details of the commercial bank deposits at BdL;

information as to the costs involved in BdL's financial engineering or
the decisions made in relation to how the intervention would be

accounted for,

Bdl's use of seigniorage increased the LBP money supply, which in
turn fuelled additional expenditure in Lebanon, including
government expenditure. Whilst all central banks sametimes take
decisions that increase the money supply, too much creates an issue

with inflation.

Increasing or decreasing the LBP money supply impacts upon the
ability to sustain a fixed exchange rate against the USD. In an
attempt to sustain the exchange rate whilst increasing LBP money
supply, BdL was using financial engineering to keep USD in the

banking system in Lebancn,

However, once Lehanon had fixed its currency to the USD, it became
unconventional and unstainable to recognise seigniorage profits.

This is because such profit is based on an increase in the LBP. Profit

recognition implies that LBP money supply increase was sustainable,

i.e. consistent with (i) low inflation, and {ii} the fixed LBP-USD
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exchange rate. Broadly speaking, this would only be so if {aver the
long-term) LBP money supply growth matched GDP growth in the
Lebanese economy, especially with respect to sectors of the

economy that would generate foreign currency earnings.

As such, Bdl’s use of seigniorage was highly imprudent and this

imprudence was not disclosed to Lebanese society.

Section 5: There is
evidence of the
payment of
illegitimate
commissions during
the period totalling
USD 1iim. This
appears to be a
continuation of the
commission
scheme under
investigation by
Lebanese and
international
prosecuting
authorities.

[n 2021, Lebanese and international news agencies published a
leaked copy of a Mutual Legal Assistance Request (“MLAR"} sent by
Swiss prosecuting authorities to the Lebanese authorities requesting
further information related to payments received by Swiss banks

from accounts held at BdL.

The letter details payments totalling USD 333m sent between 2002
and March 2015 from a BdL account with IBAN number
LB02099500000001001260632009 to an account at HSBC Private
Bank {Suisse} SA (“HSBC") held in the name of Forry Associates Ltd
{(“Forry”). Forry was a British Virgin Islands (“BVI”) registered
company reportedly owned by Riad Salameh’s hrother, Raja

Salameh.

The payments were made under a 6 April 2002 agreement between
BdL and Forry, under which Farry acted as "agent for the
introduction of 8Dt products”, earning a commission limited to 3/8
of 1% of the value of transactions in Lebanese Eurobonds, Lehanese

treasury hills, and CDs held at BdL.

A copy of this agreement has been provided to A&M by BdlL®. The
version provided to A&M contains the signatures of Riad Salameh,
signing on hehalf of BdL, and Kevin Walter, purportedly the Chief

Executive Officer of Forry. However, according to the Swiss MLAR, a

secand version of the agreement was held by HSBC Bank, which

# Exhibit 01 — Forry-8dL agreement, 6 April 2002
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contains the signatures of Riad Salameh for BdL and Salameh’s

brother, Raja Salameh, an behalf of Forry.

We have verified the 2015 payment made to HSBC for the benefit of

Forry against bank accounting and payment records.

We have identified a total of USD 111.3m during during the Review
Period in payments from the same account to seven banks — one

Swiss bank and six Lebanese banks.

Toble 1. Summary of recipients of transfers from the Consulting account, 1 January 2015 - 31 December 2020
Receiving account / bank Sum of Amount [LBP} Sum of Amount (USD§ Mo of payments
Bangue Misr Lihan 5AL 1,192 822,000 47,023,000 3
IBL Bank SAL A03,958,319,000 0,475,057 5
BLC Bank SAL 20,355, 730,000 13,445 600 4
AM Bank 54l 11,20%,600,000 7,400,000 1
Bank Audi SAL 3,13%,750,000 5,375,000 1
Fransanank SAL 8,137,750,000 5,375,000 1
HSRE Private Bank [Suisse} SA 18,292,737,500 12,134 486 4
Ministry of Finance — 83601000 S T 1 o ————

}6_8,_362.309_._5_:90_ _111,283,0& 27

We cannat confirm from the Bdi records the ultimate beneficiary
name or account of the transfers out from the consulting account as
BdL has removed both the beneficiary details from the SWIFT
extracts, and the transaction narrative fields from the Core Banking

extracts provided to A&M, citing the banking secrecy law.

Information contained in these fields would canfirm the identity of
the beneficiary of the transfers and is key to finalising our

investigation of these transfers.

We have confirmed the source of funds that generated the ability to
make a portion of the outward transfers — the amounts were
generated from financial engineering transactions and other credits
designed specifically to raise funds for the payment of these

commissions.

The book entries are not as would be expected — commissions are

not linked to the underlying transactions and are not directly

charged to the banks.
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Period end balances on the consulting account are recorded in the
financial statements under ‘Accrued Expenses’ with no detailed

explanation,

The credits were in part approved by the CC according to minutes of
the meetings. Amounts and the destination of transfers were set by

the Governor,

BdL has to date failed to provide any further documentation or
explanation of the book entries and transfers to and from the

consulting account.

We have identified no records to confirm that a service was actually

performed to justify the commission payments.

Section 5: A&M has
completed a
preliminary
analysis of accounts
held at BdL in the
name of Riad
Salameh. We have
traced USD 75m of
overseas FX
transfers to 23
banks in
Switzerland,
Germany,
Luxembourg, UK,
Lebanon, USA and
France.

The Swiss MLAR also details further information on various transfers
from the accounts of Riad Salameh held at BdL to accounts held in

his name with Swiss banks.

A&M has completed a preliminary analysis of accounts held in the
name of Riad Salameh. The accounts receive credits, net of FX
transfers between accounts, of USD 98.8m over the 6-year Review
Period, an average of USD 16.5m per year, Credits are largely in the
form of cheque deposits. Salary receipts total USD 1.5m,

approximately USD 250,000, accounting for 1.5% of total credits.

Dehits, or transfers out of the accounts, total USD 103m, USD 78m
of which are overseas FX transfers in USD, EUR and GBP. We have
traced USD 75m through SWIFT records to 23 banks in Switzerland,
Germany, Luxembourg, UK, Lebanon, USA and France. These include
the transfers mentioned in the Swiss MLAR that occurred during the

Review Period.
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Further investigation is required to confirm the source of the cheque
deposits and to identify the ultimate beneficiaries of the outward

transfers.

Section 8:
Commercial bank
positions

The assets of Bdl that relate to its interactions with the commercial
banks are represented on its balance sheet as loans and soft loans
{i.,e. loans made to support bank mergers) to banks and financial

institutions, and loans under leverage arrangement.

These assets have been analysed to show which banks these relate

to over the perigd 2015 to 2020,

The liahilities of BdlL that relate to its interactions with the
commercial banks are represented on its balance sheet under a
‘Banks and financial institution’ category and includes commercial
banks’ current and demand deposits; term deposits; CDs; and term

deposits and CDs under leverage arrangement,

These liabilities have heen analysed to show which banks these

relate to cver the period 2015 to 2020,

Eection 9:
Operating expenses

Over the Review Period operating expenses have shown a slight
drop from LBP 41bn in 2015 to LBP 38.7bn in 2016 fallowed by a
steady increase year over year reaching LBP 63.5bn in 2020, an

increase of approximately 55% from 2015 to 2020.

A&M reviewed all the accounts that had a cumulative balance
equivalent to USD 1M or more during the Review Period. We further
evaluated those accounts based on the descriptions and movements
in the balance year-on-year, which resulted in a list of 29 GL
accounts for review, which we have grouped into six main

categories:

i Aids and donations;




II.  Repairs and maintenance of assets used by the bank;:
. Prior year adjustments;
IV.  Training and conference attendance costs;
V. Advertising and publications; and
V. Fees and contracts tax of Chapter il

Our review of Bdl’s expenditures recorded under these categories
during the Review Period showed transactions that require further
investigation as significant amounts were paid towards items which
may not be considered apuropriate had BdL’s financial position been

scrutinised.

Section 10:
Employee
remuneration

A&M reviewed salaries and remuneration paid to employees and
recorded on the P&L during the Review Period and provided a
comparisan of the changes in salary expenses charged year-on-year

to identify any specific categories that show significant movements.

BdL's salaries and related charges were inthe range of LBP 155bn and
LBP 167hbn per year. A&M’s preliminary analysis of the items that
make up the balance of salaries and related charges showed
unexplained fluctuations in the amounts charged under the

“Allowances and Bonuses” and “Healthcare Services” categories.

Indemnity provisions and settlements rose significantly with a spike
in provisions in 2017. We understand from respenses received from
BdL that they had not fully accounted for the EQS indemnity related
to the early retirement scheme and that this was rectified in 2017,

necessitating the increase in provisions.

For the period fram 2015 to 2017 there were significant increases in
the amounts paid in relation to early retirement; the amount
recorded in 2017 was more than twice the amount paid in the

previous year.
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E\Fe consider the
authority
concentrated and
exercised by the
Governor goes
heyond what is
reasonably
expected in Central
Banks, with
insufficient scrutiny
over the use of
such authority

As per the Code of Money and Credit, the key decision-making
authority within Bdl is the Centra! Council, which is empowered to
decide on, among other matters, monetary and credit policies and
framework for the functioning of BdL. The Governor is vested with
extensive residual powers in the law, but subject to scrutiny through

both internal and external mechanisms.

In reality, whether exercised through the formal mechanisms of the
CC or otherwise through arganisational policies and procedures,
based on the evidence we have seen, the Governor acted as the key
decision-making figure and exercised largely unscrutinised
authority. This was possible due to weak governance and controls
framework internally, and a largely ineffective and understaffed

external supervisory mechanism.

Based on our
assessment and the
infarmation we
have been provided
with, the Central
Council was largely
ineffective as a
governing hody
with no challenge
to the Gavernor’s
exercise of decision
making power

As per the law, the CC is camposed of the Governor, the four Vice-
Governors, and two ex-officic representatives of the government,
being the Director General of the Ministry of Finance and Director

General of the Ministry of Economy and Trade.

Section 12 of this repart, “Unexercised Scrutiny”, outlining the
exercise of scrutiny and control over the Bank, the Governor and
operations, details the Central Council's quorum and voting rights,
BdL responded on 7 July 2023, stating that the Central Counclil

members enjoy equal voting powers and deliberation rights.

However, as per our analysis of the CC minutes we have been
provided with, we observe that the Governor monopolized the

discussions and decisions.

Prior to March 2019, each meeting started with a monologue from
the Governor, which formed the hackground of the decision to be

taken by the CC, followed by the approval of the decision. We have
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not identified any challenge or dissenting opinions/views in these

minutes.

Between March 2019 and June 2020, the CC did not meet nending
the nomination of the Vice-Governors, during which period the

Governor unilaterally took decisions based on his mandate.

Post June 2020, the pre-March 2019 meeting structure has been re-

established, though we have observed some challenge in relation to

the proposed decisions.

Lack of overall good

governance and As part of our investigation, we requested various documentation

risk management related to governance and risk management within Bdl, including
arrangements at o
Bdl roles and responsibilities of the Vice Governors, minutes of the
various sub-committees, and policies, procedures ar other
documentation related to the functioning of the departments, to
further understand how the three line of defence model is applied

at BdL. Our requests were in line with how central banks glohally

function.

Most of the documentation we requested did not exist at Bdl, i.e.,
there is no up-to-date charter or other document on the roles and
responsibilities of the senior management within Bdl, most of
committee charters and meeting minutes were not available, and
policies and procedures for the functioning of the departments were
either not available, or we were provided with undated versicns
which we could not verify had been approved through an
appropriate governance mechanism. BdL commented on 7 July
2023, that “ whatever documents available at BdL on Governance
policies and procedures were made available”. As outlined in the
information Access section, where the requested infarmation was
not provided to us, our assumption is that this information does not

exist, There is no dedicated risk management function and BdL and
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there is a general absence of central identification, monitaring and

managing of risk across the organisation.

We specifically requested a response from the Governor of Bdl an
the absence of a fit-for-purpose risk management function and
framework, to which we received the following response: “BDL is
governed by the articles stipulated in the Code af Money and Credit
and jts internal regulations. Although there is no dedicated risk
management department, such functions are handled by various
entities, each according to their relevant tasks, such as the
Accounting Department, REFA Department, Finance Unit, FX
Department, Compliance Unit, Internal Audit and Inspection

Department”.

Based on the infarmation provided, we have zlso not been able to
identify or determine if and how each function within BdL is able to
sufficiently manage its own risk, and how the aggregate risk at the
hank-wide level is then identified, monitored, and managed. Nor do
we see evidence that such function-level risk management, if
present at all, was relevant to enabling the GC to scrutinise the
activities of the Governor, including with respect to the operational
implementation of the financial engineering and/or the payment of

commissions.

On 7 luly 2023, Bdl responded to the above by stating that “the lack
of a dedicated risk management department is compensated for by
a distributed mechanism of checks and balances and several layers
of contrals”, Based on our analysis, we have not been zhle to

confirm the existence of such checks.

As described on Bdl's website, and in the general organization of

Bdl's departments, the Inspection and Audit Department is

respansible for internal audit and inspection procedures at BdL and

its branches, including records, operations, assets, and accounts. We
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requested the Department’s audit / inspection reports far 2015 -
2020.

The information provided exclusively related to minor operational
incidents reports as part of the day-to-day business of the Central
Bank. As a resulit, we see no evidence that the Department’s audits
or inspections were relevant to enabling the GC to scrutinise the
activities of the Governar, including with respect to the operational

implementation of the financial engineering and/or the payment of

commissions,
Lack of effective ) . _
oversight from In practice, the office of the Government Commissioner was never
Government fully able to perform the functions assigned to it.

Commissioner
For over 5 years of mandate, we have not been provided with any
documentation that would support the duties performed by the
Government Commissariat. We have only been provided with two
reparts which describe the state of the day-to-day relationships with

BdL.

The Government Commissariat is required by the CMC® to
periodically inform the MoF and the Central Council of the
supervision carried out. At the close of every financial year, he is
required to report to the Minister of Finance on the discharge of his
duties in the course of the preceding year. A copy of this report has

ta be addressed ta the Governor.

In practice, no reparting was provided.

2.2 Recommendations

221 Given the issues identified, we recommend that immediate action is taken to introduce
further governance, oversight and scrutiny measures to mitigate any further risk arising from

Bdl’'s misconduct.

% Article 45 of CMC
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2.2.2 We have not been made aware of any steps taken to strengthen the governance

arrangements at BdL. In summary, our recommendations are set out as per the following:

The CMC sets out the powers vested in the Governor, the Central Council and

the supervisory mechanisms. We recommend refreshing the CMC in light of our

findings to further include:

a)

Responsibility to maintain oversight aver BdL from external bodies, e.g.
closer aversight from the Government Cammissioner, greater
parliamentary oversight and scrutiny, and systematic independent audit

commissioned by the Ministry of Finance.

Strang accountability mechanism requiring the Central Bank to give

account of the decisions made in the execution of its responsibilities.

Considering the absence of fit-for-purpose governance arrangements within

BdlL, we recommend implementing a proper governance mechanism covering

the following:

a)

c)

d)

Clear roles and responsibilities of the senior management within BdlL
{the Governor, the Vice-Governors), including a clear mapping and

allocation documented in a statement of responsibilities;

Independent members {i.e. not Bdl employees or ex-officic} to be part
of the Central Council, providing independent oversight and constructive
challenge to the Governor, the Vice-Governors and the ex-officio

members;

Executive decision-making committees that have the power to feed the

Central Council;

Strengthened policies and procedures, including clear delegations of
authority and powers e.g., policies & procedures, management
information, escalation framewark, conduct framework and Central

Council terms of reference.

A

Zop



if)

Central banks expose themselves to a variety of financial and non-financial risks.
Effective risk management arrangements inform business decisions, enhance
strategic planning and strengthen contingency planning. Considering the
absence of fit-for-purpose risk management arrangements, we recommend
implementing function-level risk management mechanisms to exercise
oversight on the activities performed by BdL, the Central Council and
ultimately the Governor, with respect to the operational implementation of the

financial engineering and/or the payment of commissions, by:

aj Introducing a three line of defence model across Bdl, per international

practices, including:

a. Implementing strong internal controls across Bdl’s risk taking

departments as a 1°*! line of defence;

h. Establishing an independent risk management division as a 2" line of

defence;

¢. Empowering the Internal Audit function (currently reporting to the
Governor} by creating a functional reporting to the Central Council, as

a 3" line of defence.

b}  Implement fit-for-purpose, i.e. specific to a central bank, risk
management arrangements, including but not limited to a clear risk

palicy, risk appetite and risk management policies and procedures;

c) Implement functioning, up-to-date and strong risk internal controls
framework across Bdl to allow central identification, monitoring and risk

management at a Central Council level.

Considering the lack of external oversight from the Government Commissioner,

we recommend empowering the Government Commissariat as per the

following:

A
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2.3

231

2.3.2

233

a}  Refresh the CMC to further strengthen the role and responsibilities of
the Government Commissariat as per the powers vested in the function,

including but not limited to strong mechanisms of escalation, if need be;

b} Properly staff the Government Commissariat with experienced profiles,

allowing them to fully perform their assigned duties;

¢) Put in place a hinding reporting mechanism of BdL to the Government

Commissariat, avoiding the option for BdL to withhold information;

d) Ensure proper governance arrangements between the Government

Commissariat and the Ministry of Finance,

Further lines of enquiry

As envisaged when commencing the farensic audit, not all lines of enquiry have been
investigated to their full extent. To do so would require 1. a greater level of cooperation
from Bdl; 2. more complete responses to our information requests; 3. the ability to carry
out face to face interviews; and 4. full, unredacted system data extracts with transactian

descriptions and third party data fields.

Our accounting and transactional analysis has been conducted largely based on extracts
from the Core Banking, ERP and SWIFT systems with limited access to underlying
dacumentation. In particular with regards to Sections 9 and 10, we have analysed major
movements over the Review Period and identified entries and transactions that may warrant

further investigation.
Further enquiries and investigation may be warranted in relation to:

i) Understanding the internal approvals given to enter into financial engineering
transactions with certain institutions, the rationale behind the coupan rates,
interest rates, amounts and contractual terms awarded and the relative benefits

received by Lebanese banks and financia! institutions.




i)

Identifying the ultimate beneficiary of payments made out of the ‘Consulting’
account during the Review Period and justification for commissions paid on the

Financial Engineering transactions,

Understanding the justification and approvals for BdL expenses that do not, on
the face of it, appear to be related to Bdl's mandate or that appear to be

excessive in relation ta the financial position of the bank.

Understand the purpose of a number of property transactions identified in our
review and the circumstances for obtaining approval and payment for the

properties and related expenses,

Understanding the source and destination of funds passing through the

Governor's accounts.



S S ST e oa e ol e 0 i AP Bl e SR VY B = e o=y =3

3

31

3.1.1

3.1.2

3.1.3

3.11

3.2

3.2.1

3.2.2

3.23

BdL Financials
introduction

BdL produced audited financial statements for the years ending 31 December 2015 to 31
December 2018."° These have been audited by 'Big 4’ auditors, Deloitte & Touche
(“Deloitte”) and Ernst & Young (“EY”) and include an auditor report, statement of financial
position {“balance sheet”), statement of profit & loss {"P&L”), statement of changes in equity

and statement of cash flows and are accompanied by a full set of notes.

For the years ending 31 December 2019 and 31 December 2020 we have been provided with
unaudited financial statements which contain a statement of financial position, P&L and

statement of cash flows, with no notes to the accounts.

A&M has also been provided with Special Purpose Financial Statements prepared by KPMG
for the year ended 31 December 2019 which do include notes and substantial restatements

to the draft accounts, ostensibly to bring them in line with IFRS.

The financial statements were hot made public, although they form the basis of abbreviated

balance sheets published on the BdL wehbsite biweekly.

Understanding the Financial Statements

Tables 3.12 to 3.15 provide the detailed balance sheet and P&L of BdL for the years 2014 to
2020 in LBP and in USD, translated at a rate of LBP 1507.5" to USD.

Qver the period 2014 to 2020 the size of BdL's balance sheet has grown from LBP 127.5tn to
LBP 215.7tn. The figures below summarise the assets of Bdl as both actual balances [Figure
3.1} and as a percentage of the total (Figure 3.2). These show that there have been sustained
increases in the value of seigniorage and the securities portfolio (primarily Lehanese treasury

bills} over the periad, both in total and as a percentage of total assets.

There has been a decline in the foreign assets in a foreign currency, particularly after 2017,
Bdl’s loan balance increased significantly to 2018, before recording a steep decline in 2019

and 2020.

19 these audited financial statements are not appendad ta this report as they were stored at the MoF.

1 The afficial exchange rate and the rate used internally at BdL in the Review Period.
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Figure 3.1 Bdl assets - balance sheet {totals, LBP'm}
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Figure 3.2 BdL assets — balance sheet {percentage of total}
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QOver the period 2014 to 2020 Bdl's deposits from the financial sector increased from 80%
of total liabilities and equity to 82%, but peaked at 94% in 2018. The provisions and deferred
interest cost have maved from a liability position of LBP 2.3tn to a contra-liability position of

LBP 19.1tn. Summarised at Figure 3.3 are the liabilities and equity of BdL.
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Figure 3.3 BdL liabilities and equity — balance sheet {percentage of total)

10%
100%
90%
80%
T0%
60% 4
50%
404 |

nsas and olher ahiities

2014 2015 2016 2017 2018 2019 2020

Assets

Foreign assets in foreign currency

3.25 Fareign assets held in foreign currency include cash held at foreign correspondent banks;
reverse repurchase agreements; time denosits; foreign bonds; and certificates of deposit
("CDs"}, held in USD, EUR, GBP and other currencies. Foreign assets halved from 2G14 to
2020, falling from LBP 55tn {USD 36.6bn) to LBP 27.7tn (USD 18.4bn), and from 43% to 13%

of total assets.
Local assets in foreign currency

3.2.6 Local assets held in foreign currency include asset-backed and credit linked notes and
Lebanese government Eurobonds. Holdings in government Eurobonds quadrupled from
2016 to 2020 from LBP 1.35tn {USD 0.9bn) to LBP 5.3tn {USD 3.5hn), peaking at LBP 8.8tn
{USD 5.8bn) in 2019 as they increasingly served as a means of transferring USD to the

Lebanese Government as part of the financial engineering transactions.
Securities portfolio

3.2.7 The Securities portfolio consists largely of Lebanese treasury bilis. Holdings in treasury bills
tripled between 2014 to 2020 from LBP 19.6tn {USD 13bn) to LBP 58.9tn (USD 39bn),

growing at an average annual growth rate of 17%. The proportion of holdings in Lehanese

A
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3.29

3.2.10
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3.2.12

treasury bills to total assets increased from 15% fo 27%. The ratio of foreign held to locally

held assets fell from 1.9 to 0.3 from 2014 10 2020.

Table 3.1 Ratio of foreign held assets to local held assets (LBP’m)

Foreign assets | 55,183,852 | 53,904,794 | 59,300,287 | 58,169,294 | 49,853,921 | 37,545,596 | 27,723,950
Lacal assets 29426048 | 35824023 | 50,503,728 | 68,271,270 | 106,439,260 | 95,624,320 | 88,350,798
{exc. Gald, FA,

seigniorage]

Ratio foreign / 19 1.5 1.2 0.9 0.5 04 03
local assets ' .

This category also includes the excess of end-of-service indemnity investment fund. This
balance represents the excess of assets over the provision made for BdL employee end of
service indemnities, The assets held for the purposes of settling the end of service

indemnities comprise Lebanese treasury hills.

The total indemnity amount in each year is increased by a provisianed amount {charged to
the profit and loss) and reduced for the amounts paid out in the year in henefits. Thereis a
significant increase in the provisicned amount from 2014 to 2016, when the provision was

LBP 16.3bn, to 2017 when the provision was increased to LBP 68.7hn.

The end of service benefit is discussed in more detail in Section 10.

Loans

This includes loans and advances less provision for credit losses; loans to banks and financial
institutians; soft loans to banks and financial institutions; and loans under leverage

agreements,

Over the period 2014 to 2020 there was a 236% increase in the value of these loans, however
the highest value occurred in 2018 when it reached LBP 53.1tn, The most significant

maovements relate to loans under leverage agreements, as summarised below:

Table 3.2 Loans 2014 to 2020 (LBP'm}
2014 2015 2016 2018 2019

Loans and
advances, less 389,411 336,827 411,502 421,640 420,260 387,227 376,993
provision for cradit

losses J

Loans ta hanks and—| i
finangial 5,413,671 6,962 928 | B457,705 8,885,607 10,082,753 15,619,806 8,840,338
institutions L 1

A
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3.2.15

3.2.16

3.2.17

3.2.18

2014 2019

2015 2016 2017

Soft laans to banks

and financial 614,711 614,?33! 658,907 658,681 659,005 658,931 414,948
institutiary L _J
Loans under o

leverage - - - | 9,971,622 | 41,936,785 | 11,994,420 11,907,619}
agreements

_Total 6,418,29m,564,488 9,528,114 | 19,932,750 | 53,098,803 128,660,384 21,539,896—1
Investments

This balance includes investments in subsidiaries; investments in an associate; and other
investments, with the majority of the balance comprising Bdl’s ownership of Middle East
Airlines. This balance has fallen over the period 2014 to 2020 by approximately 10%. It also

includes BdL's investment in Midclear.
Gold, at market value

Bdl’s holding of gold has increased in the period 2014 to 2020 by 58%, with gold valued at
the prevailing market rate. We have not performed any work to confirm the amount of gold
held by BdL and its audit reports indicate that the auditors have also not confirmed the

amount of gold held.
Fixed and other assets

Fixed and other assets include real estate acquired in satisfaction of loans to problematic

harks; properties and equipment; and accrued income and other assets.

The fixed and other assets acquired in satisfaction of loans to problematic banks primarily
include land and buildings, with BdL reserving the right to sell these assets if the banks do

not meet certain conditions.

Property and equipment balance includes land and work-in-progress, with all other assets

(including buildings, furniture, IT equinment) written dawn to zero in the year of acquisition.

Accrued income and other assets include accounts receivable, the cost of the new bank
notes and medals in stock and prepaid or deferred charges. Traditionally, the cost of the
new bank notes and medals comprised the largest balance in this category, hut in 2019 there
was an increase in the other category from LBP 13.4hn to LBP 58.5bn that includes a LBP

30.8bn of tax refunds paid on behalf of BdL from banks.
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3.2.20

3.221

3.2.22

3.2.23

Assets from exchange operations of financial instruments and seigniorage

In monetary economics, ‘seigniorage’ refers to the profits from money creation. The Bdl
included accounting entries labelled ‘seigniorage’ in its financial statements and references
this concept as a key part of its justification for its Financial Engineering, Bdl's use of
seigniorage was highly imprudent and this imprudence was not disclosed to lLebanese

society.

On 18 July 2023, in response to A&M’s criticisms of both its accounting and its justification,
the BdL sent A&M copies of nine monetary-economics academic articles on which it had
marked selected passages with yellow highlighter. Apparently, but in A&M’s view

mistakenly, the Bdl believe these articles support their point of view.

To illustrate the A&M point, a brief description of one of the academic articles — the maost

recent {published in 2013} - is set out below.

Good and bad seigniorage

The 2013 academic article® defines three types of seigniorage:

i) Issue Seigniorage: the difference between the issue revenue (i.e., the face value

of the currency issued) and the production costs of the new issued currency.

i) Opportunity Cost Seigniorage: the interest earned on the bank’s portfolio of
government securities, where that portfolio is purchased with proceeds

obtained from the public’s holdings of outstanding currency.

iy Inflation tax seigniorage: the loss of purchasing power of currency holders’ cash

balances.

The background to all three types of seigniorage is that issued currency is a liability of the
central bank. However, the three types of seigniorage exploit different aspects of this

liability.

12 Exhibit 39 - Seigniorage: Meaning, Measurement and Managernent: Prafits from the Business of Cash, Edgar | Feige, published by Banco
de Espana {5pain's Central Bank), 2013
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3.2.25

3.2.26

3.2.27

3.2.28

The first type of seigniorage implicitly assumes that the currency once issued will remain
permanently in circulation, retaining its value. Therefore, it will never need to be redeemed,
and so can be disregarded as a liability. However, because it retains its value the holders of

the currency suffer no loss because of the central bank taking this form of seigniorage.

The second type of seigniorage exploits the fact that although issued currency is a liability of
the central bank, it is a non-interest-bearing®® liability. However, the proceeds obtained from
its issuance may he used to fund the purchase of interest-bearing securities. That interest is
the seigniorage. Here also, provided the currency in circulation retains its value, the holders
of that currency / cash suffer no loss. They have forgone interest but that for them is a fair

exchange for the liguidity and convenience of cash. The principal value is retained.

The third type of seigniarage occurs significantly where the issuance of currency is such that
it does not retain its value. In this case, although the central bank might temporarily give the
appearance of engaging in the first {or second] type of seigniorage it is in fact engaging in

the third kind.

The first {and second) type of seigniorage arise from the issuance of a stable currency. There
is a seigniorage profit to the central bank hut no loss to the public as holders of the currency.
The third type of seigniorage is a profit to the central bank that arises because there is — or

is going to be — a loss to the {present or future) holders of currency.
The 2013 academic paper states:

“Central banks have two critical responsibilities. The first is to conduct monetary policy to
maintain a relatively stable price level. This assures the public that the currency, which it
holds, will remain as a medium of exchange because it does not lose significant value over
time due the loss of purchasing power via inflation. The second key responsibility of the
central bank ... is ... to provide efficiently a secure currency and maintain its quality and ready
availability over time, The profit earned by the central bank from the provision gnd

maintenance of the currency circulation system is what we call seigniorage.”

2 That is for bank notes issued. As commercial banks hold accounts at the central banks, it may also create money by ¢rediting the account
of a commercial bank. Credit balances at a central bank somatimes are interest bearing but typically at a low interest rate (and so may still
allow for some [of the second type of) seignicrage.

A
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3.2.31

3.2.32

3.2.33
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Put simply, the first {and second) type of seigniorage occur from a central bank discharging

its responsibilities. The third from it failing to do so.

Seignioraqge and the fixed exchange rate

An important context to the Bdl's seigniorage was the twin facts that:
i} BdL was seeking to maintain a fixed (USD) exchange rate,

ii) but {due to Lebanon’s inefficient tax structurej BdL was also issuing currency /

creating maoney to finance government expenditure,

The latter if persistent inevitably leads to bad {type three) seigniorage. The farmer delays —

and may serve temporarily to disguise — but cannot ultimately prevent the latter occurring.
The 2013 academic paper states that:

“Countries with inefficient tax structures tend to rely more heavily on inflation tax
seighiorage, however, over time, the public will tend to reduce its demand for the local

currency in favor of a more stable alternative currency such as the dolar or the euro.”

This aptly describes Lebanon but is quite inconsistent with the maintenance of a fixed

exchange rate.

Accaunting for seigniorage

Seigniorage is a concept of manetary economics not accounting. Its importation inte
accounting is at best unconventional and controversial. In the context of a central bank
seeking to maintain a fixed exchange rate it is misleading. The essence of {the first type of)
seigniorage is that issued currency will never need to be redeemed, and so can be
disregarded as a liability. In contrast, the implicit promise of a fixed exchange rate is that the
central bank stands ready to purchase / redeem its issued currency and te do so by paying
US doliars at the fixed exchange rate. In that context, issued currency therefore remains a

liability incapable of propetly being disregarded.
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3,235  This point is neatly iflustrated by another of the academic papers proffered by BdL on 18 July
ta A&M. This 2003 Academic Paper* was authored by an economist formerly at the Austrian
central bank. In the excerpt below from that paper, the reference to monetary seigniorage

corresponds to the first type of seignicrage described above.

3.2.36  "The most widespread definition in the earlier literature ... uses monetary seigniorage, which
is the increment of the monetary base over g defined period {usually o year]. According to
this definition, the increment of the manetary base could be regarded as profit of the central
bank after deducting the costs that arise from the creation of the monetary base ...
Whenever the monetary base contracts, the central bank would be considered as suffering o
loss. This concept does not correspond to the current, generally accepted accounting rules,
as these consider the components of the monetary base repayable liabilities. An increase
in repayoble liabilities can be regarded os profit only in unlawfu! pyramid schemes.”

{Emphasis added)

3.2.37  The author explains that the focus of his academic paper was six Eastern Eurgpean countries
who {at the time) were aspiring to join the Euro and who therefore were seeking to achieve

stability for their national currencies against the Euro.
3.2.38  The author states.

“The ambition of all countries ... is to join the euro areq. In this case, the national banknotes
will be exchanged for eura banknotes; this process can be seen os the central bank poving

back the monetary base to the general public.”

3.2.39  In the case of Lebanan, the “paying back” in contemplation was the exchange of the

Lebanese pounds for US Dollar as and when needed to support the fixed exchange rate.

Seigniorage as applied in Bdl financial statements

33 Contrary to the economic and accounting logic just described above, BdL recognizes three

types of seigniorage in its financial statements®:

14 Ehibit 40 - Seigniarage in Selected Acceding Countries: Current Sititation and Future Prospacts on the Road towards Maonetary
inkegration, langs Kun, 2003
13 Details provided in 3 word document, undatad, unsigned. This exhikit was provided as part of infarmation revigwed.

A
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i) Seigniorage on currency: Bdl recognizes seigniorage on issued banknotes and

coins whereby the Bank records an asset and a liability balance resulting from

seigniorage representing the difference between the cost of printing the issued

money and the cumulative face value of this maney prior cost calculations, This

includes recognising the seigniorage on currency capped at 2.5% of the

cumulative annual GDP of Lebanan since 2002, effective from 2015, further to a

Central Council decision on 27 lanuary 2016. This decision permitted BdL to

recognise seigniorage in 2015 relating to the previous 13 years, based on

Lebanon’s cumulative GDP in that period.

i) Seigniorage on T-Bills: BdL recognizes seignicrage on Lebanese T-Bills swapped
against Lebanese Republic Eurobonds (policy adopted in 2008) or outstanding
inthe Bank’s portfolic (from 2014}, As such, the Bank records asset and liability

balances from this seigniorage representing the value of these T-Bills.

i)  Seigniorage on financial stability: Effective from 2018, following a decision of
the Bank’s Central Council dated 11 April 2018, BdL recognizes seigniorage on
financial stability, whereby the Bank records on a yearly basis asset and liability
bhalances from this seigniorage representing an amount deemed appropriate by

the Governor in view of the Bank's role and operations.

332 The balance of seigniorage recorded in BdL's financial statements has increased 181% over

the period 2014 to 2020, as summarised below:

Table 3.3 Seigniorage by category (LBP'm)

Seigniorage on 11,817,754 11,817,754 11,817,754 11,817,754 11,817,754 30,917,722
CUTTENCY

SeigniorageonT- | 17,378,694 17,278694 18080640 18,080,640 18,080,640 18,080,640
bills |
Seigniorage on 0 o 0] 10270279 | 24,024,809 24,024,809
Financial stability |
[ Total | 29,196,448 | 29,196,448 | 29,898,394 | 40,168,673 | 53,923,203 73,023,171 |

18 a5 sat out in BdL's Audited Financial Staternents.
7 cantral Councll Decision 47/12/18.

33
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3.3.6

During the same Central Council meeting Decision 48/12/18 was passed stating that
accumulated costs related to the financial carrection plan would be offset against the

following:

i) Net profit fram financial stability;

)] Commissions due from Financial Engineering;

iii}  Net profit from exchanging LBP treasury bills with Eurohands;

iv)  Net profit as result of payment of Lebanon’s dues in foreign currency;

v) Net profit on exporting notes and monies {with a cap of 2.5% of GDP);

vi]  Net profit an Lebanese treasury bills and public reserve.

The decision states that BdL's Governor is to determine the details of this arrangement and
the accounting department willimplement the process at year-end. This is recorded in Bdl’s
Accounting Manual which states that the seigniorage on financial stability will be "an

Ho1E

amount deemed appropriate by the Governor in view of BDL’s role and operations”.
Liabilities
Cash in circulation

The Cash in circulation included the value of the bank notes and coins issued by BdlL and
currently in circulation, Between 2014 and 2020 the value of cash in circulation increased

from LBP 4.3tn to LBP 30.9tn, an increase of 627%.
Financial sector deposits

These balances relate to deposits from commercial banks and other financial institutions
comprising current and demand deposits; term deposits; blacked deposits; CDs; term
deposits under leverage agreement; CDs under leverage agreement; and a small amount

categorised as ‘Other’.

18 The Accounting Manuals of Bdk are nat exhibited to this report as we were nat permitted to take copies of these fram the BdL server.

/M
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3.3.12

3.3.13

3.3.14

3.3.15

The largest component of the financial sector deposits comprises term deposits, which were,
on average, 63% of total deposits in each year. Over the period 2014 to 2020 this balance
increased from LBP 59.5tn to LBP 125.6tn, an increase of 111%.

CDs averaged 29% of total deposits over the period 2014 to 2020. However, the amaunts

held as a CD fell from LBP 36.2tn in 2014 to LBP 31.7tn in 2020, having peaked at LBP 50.4tn
in 2016.

In the same 2014 to 2020 period, current and demand deposits have increased by 223%
from LBP 6.1tn to LBP 20.2tn.

Public sector deposits

These balances relate to deposits from the Lebanese public sectar, including demand
depasits; time depaosits / margin accounts; blocked deposits; a small amount categorised as
‘Other’. These halances are considerably smaller than the financial sector deposits and have

fallen in the period 2014 to 2020 from LBP 9.2tn to LBP 6.9tn, a decline of 25%.

The majority of the public sector balances are held as demand depaosits, which declined fram

LBP 7.5tn in 2014 1o LBP 6.5tn in 2020.

Accrued expenses and ather liabilities

These balances include accounts payable for matured treasury hills; transitary accounts;
accrued expenses; social security dues; payables due to a problematic bank group; payment

orders; unearned income and other liabilities.

in the period 2014 to 2020 these have increased by 364% from LBP 0.15tn to LBP 0.69tn.

Unrealised gain on exchange - Article 115

The unrealised gain on exchange account is a “specially designated account” in which
unrealised and realised gains and losses are deferred instead of being booked through the

P&L.

Note 26 to the 2017 audited financial statements explains the unrealised gain on exchange

account as follows:

A
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“The unreglized gain on exchange account represents a specially designated account where
the  unrealized  appreciation/depreciation  of gold and  net  unreafized
appreciation/depreciation of transiation of assets and liabilities denominated in foreign
currencies are deferred in accordunce with Article 115 of the lebanese Money and Credit
Law. Also deferred under this account are realized fosses on treasury bill swaps and discounts
being a tool used by the Bank to support the stability of the Lebanese Pound (Refer to Note
2.28¥).”

3.3.16  Table 3.4 shows the balance on the account reflected in the financial statements at each
year end. The balance increased by 113.4% over the relevant period from 2014 to 2020, with

the most significant increases accurring fram 2018 to 2020,

Table 3.4 Statement of Financial Position — Unrealised Gain on Exchange (LBP’m)
2015 2016 2017 2018

Unrealized gain an 8,146,281 6,400,950 | 7,707,250 | 9,725,723 | 9,464,174 | 12835396 | 17,382,854
exchange - Article 115

3.3.17 Movements in the balance are summarised in the Tahle 3.5 below.

Table 3.5 Breakdown of movements in Unrealised Gain on Exchange (LBP’m)

0 U U16 U 018 019 020
Gold at market 16,508,663 14,846,181 16,138,435 18,033,092 17,743,082 21,012,714 | 25,116,388
Cost of Gold {1,244) {1,244) {1,244) (1,244) {1,244) {1,244} (1,244)
Net depreciatian on (68,4886} {68,4886) {65,436} {68,486} {68,486) {68,488) {68,486}
translation of asset and
liabilities in foreign currency
(1996)
Net depreciation on {126,851) [126,851) | (126,851} | (126,851) ) {126,851} ] 1126,951) | {126,851}
translation of asset and
liabilities in fareign currency
{1997} —_—
Net appreciation on 227,393 144,545 158,550 282,406 310,867 413,457 {143,759]
translation of assets and
liabilities in foreign
currencies {prior & current
years)
Iialam:e u6,539,4?4 14,794,144 | 15,100,444 | 18,118,916 | 17,857,368 | 21,228,589 | 25,776,048
" Transferin 2002 of prior | {156,524} {156,524) | (156,524] {156,524 {156,524 (156,524) | {156,524}
years change in currency fair
value to unrealized gain an
gold
Transfer in 2004 of prior 87,866 87,866 87,366 | 8?,@] 87,866 87,866 87,866
years change in currency fair
value to unrealized gain on
gold
Deferred capital loss on T hill {1,458,373) {1,458,373)  (1,458373) | {1,458,373) | (1,458373} | (1458373} (1,458,33}
swaps and discounts

12 Note 2.2B states: “Gold is volued ot the published morket price in an active international market at the date of the Bank's official closing
date. Unrealized gain or foss is deferred and recognized periodically under "Unrealized goin on exchange - Article 115" account based on
fluctuations in the market value of gold in accordonce with Article 115 of the Lebanese Money ond Credit taw”




Realized loss an sales of
Eurcbonds

(34,766) {34,766) {34,766) {34,766) {34,766) {34,766) {34,766)

Destroyed bank notes 164,946 164,946 164,946 164,546 164,946 164,946 164,946

Allacation to provision for {1,299,269) (1,399,269) | (1,399,269) | (1,399,269) (1,399.269) | (1,399,269} | {1,399,269]

contingencies

Distribution to MOF (5,597,074} {5,597,074) {5.597,074) | {5597,074) | (5597,074) | (5597,074) | (5,597,074}
LTotaI 8,146,281 6,400,951 ] 7,707,250 8,725,723 9,464,174 | 12,835,396 | 17,382,854

3.3.18  Movements are built up as follows:

i) Compute unrealised gain on revaluation of the cost of BdL’s gold to the market
price, with the market price of gold valued at the published market price in an

active international market.®

i}  Subtract / add "net depreciation / appreciation on translation of asset and

liability in foreign currency”.

i)  Subtract / add “transfer in 2002 and 2004 of prior year changes in currency fair
value to unrealized gain on gold”, an amount that has not changed in the periad

2014 to 2018,

iv]  Subtract “deferred capital loss on T bill swaps and discounts” and “realized loss
on sales of Eurobonds”, an amount that has not changed in the period 2014 1o

2018.

V) Add "destroyed bank notes”, an amount that has not changed in the period 2014
ta 2018.

3.3.18  The above results in a liability balance on the financial statements which has then been

partly distributed to the MoF and allocated to a provision for contingencies account.
Article 115

3.3.20  Article 115 of the Code of Money and Credit Law® covers the provisions under which
revaluations of gold and foreign currencies are hooked to a special account “in the name of

the Treasury”:

20 pudited financial statements ~ Significant Accaunting Policies - B. Gold.
2 Exhibit 02 - Lebanese foney and Credit Law
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“115. A speciol account shall be opened in the name of the Treasury for the following entries:

{a] The differences between the countervalue, at the legal parity rate, of the Bank’s gold and

currency holdings, and the actual purchasing or sale value of these holdings;

{b) The profit or loss entailed by the Bank’s gold and currency holdings from the alteration

of the legal parity rate of the Lebanese Pound or of o foreign currency;

{c) The sums referred to in articles 55 and 64.”

Articles 55 and 64 of the Money and Credit Law, and other related articles, refer to the
mechanism by which the value of notes withdrawn from circulation that have passed the

time limit for exchange is transferred to the same “special account”. Relevant articles state:

“51. The Bank may decide the withdrawal from circulation of one or several types of notes to

he exchanged for new types of nates.

52. The natice bringing this decision to the public attention must state the time limit during

which the notes subject to exchange may be presented to any of the Bank’s counters.

At the expiry of the time-limit, the Bank shall pay over the notes under exchange anly at its

central counter in Beirut,

53. Three years after the expiry of the time-limit referred to in the first sub-poragraph of the
preceding article, the amount of the notes under exchange and not yet presented for
exchange shall be carried into a provision account from which refund of the notes will be

subsequently made.

55: Seven years after the expiry of the time-limit set by article 53, the right to exchange shalf

be invalidated and the balance of the provision accaunt shall be transferred to the special

account referred to in Article 115. {(Emphasis added])
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3.3.23

3.3.24

64: The countervaiue of unexchanged subdivision notes or cains shall be posted ta a special

accotint provided for by Article 115.” (Emphasis added)

“Deferred capital loss on T bill swaps and discounts” and “realized loss on sales of Euro

Bonds”

Articles 115, 55 and 64 appear to account for the creation of the Unrealised gain on exchange
— Article 115 account and for the movements described in i, ii, iii, and v in paragraph 3.3.18

above.

Whereas, item iv “deferred capital loss on treasury bill swaps and discounts” and “realized
loss on sales of Euro Bonds”, which are netted against the unrealised gains, are not. The
notes to the audited financial statements state that these remain “subject to the appropriate

autharities’ approval”. 2 They also state:

“The deferral of losses was sustained by the Bank as a result of the monetary policies applied
to stahilize the tebanese Paund exchange rate and to contribute to the Government’s efforts
to restructure jts debt. According to the Bank’s management, this is carried out according to
the provisions of Article 115 and 116 of the Money and Credit Law and in line with the
interpretation of a legal opinion issued in 1985 by the Legislative and Consuftancy Committee

of the Ministry of Justice.”

As noted above, Article 115 does not appear to support these movements. Article 116 of the

Money and Credit law states:

“The debit balance of the special account referred to in the preceding article {Article 115]
shall nat be subject to payment nor interest-bearing, so long as it does not exceed the 25%

of the countervalue, at the legal parity rate, of the Bank’s gold and currency holdings.

Sums in excess of the 25% limit shall be covered by the State, either in cash, or by interest-

bearing Treasury Bonds, according to conditions to be loid down in agreement with the Bank.

if the special account shows a creditor balance, if shall be used for the advance redemption

of the Treasury Bonds issued by virtue of Decree No. 581 of 8 December 1949, amended by

22 50a the note in relatian to ‘Unrealizad Gain on Exchange — Article 115", The financial statements do nat define “appropriate

authorities”.
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3.3.26

3.3.27

Decree No. 3453 of 21 November 1950, and for the redemption of Treasury Bonds which will

have been issued by virtue of the preceding sub-paragraph of the present article.

In case this special account shows a creditar balance following the amartizations referred to
in the preceding subsection, it shall be necessary to retain, compulsorily, the equivalent of
twenty per cent therecf in the bank as treasury deposit, the remaining eighty per cent to be

switched to Treasury account.”

Distribution ef unrealised gains

Inthe opinion of the Bank’s management, the distribution of up to 80% of the balance of the
“unrealized gain on exchange — Article 115" account to the MoF and the allocation of the
remaining 20% to provisions for contingencies, is derived fram the pravisions of Articles 115
and 116 of the Code of Money and Credit Law® and in line with the interpretation of a legal
opinion issued in 1985 by the Legislative and Consultancy Committee of the Ministry of

lustice.

Distributions to the MoF and to the provisions for contingencies account have been made in
4 tranches, pursuant to the approval of the Central Account, as described in the notes to the

accounts:®

Table 3.6 Summary of distributions to MoF account and transfer to provisions for
confingencies

2002 | 2,700,000 200,000
3003 ' 475,000
2004 517,000 129,000
2007 | 2,380,000 595,000
| Total | 5,597,000 1,339,000

These transactions are not reflected in the income statement for the years ended December
31, 2002, 2003, 2004 and 2007 nor in the movement of general reserves within the

statement of changes in equity.

2 Exhibit 02 — Code of Maongy and Cradit Law-
** See the nate in relation to “Unrealized Gain on Exchange — Article 115"

-
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3.3.28

3.3.29

3.3.30

3331

3.3.32

Provisions and deferred costs

This balance included provisions far contingencies and deferred interest expense and other
finance costs. There was limited movement in the provision for contingencies balance in the

period 2014 to 2020, with the majority arising before our Review Period.

The deferred interest expense and other finance costs balance is a contra-liability within the
liabilities section of BdL's balance sheet. The balance was used by BdL to record transactions
related to its financial engineering program, including deferred interest on time deposits and
€D, the unamortized premium fram the redemption of CDs, and the cammissions charged

to the financial engineering counterparties.

The “Deferred interest expense and other finance costs” note to BdL's balance sheet further

breaks down the balance as follows:

Table 3.7 Deferred interest expense and other finance costs breakdown {LBP'm)

2018 2019
20,766,435 | 18,988,715

2016
12,712,363

2014 2015

Unamartized premium 14,492,790
on redemption of LBR

CDs

17,114,952

Deferred interest 1,320,257 | 1,480,196 | (2,356,773 1,993,220 | (4,978,622}  (3,931,003) | (5,954,231}
expense and cost of

{Ds

Total | 1,320,257 | 1,480,176 | 10,355,589 | 16,486,011 | 15,787,813 IiS,OS?,?lZ 23,069,183

Unamortized premium on LBP CDs - Summary of balances and movements

The unamortized premium on redemption of Lebanese Pounds CDs was first recorded in the
financial year ending 31 Decemher 2016 and the note on deferred interest expense and

other finance costs in Bdl's financial statements stated:

“During 2016, as part of its monetary policy, the Bank entered inta several financial
engineering transactions, whereby, the Bank redeemed certificates of deposit with a nominal
value of 1BP12,976billion at @ premium of LBP12,980billion {nil in 2015). The ungmortized

premium amounted to 12,712billion as of December 31, 2016.”
The more detailed breakdown in the audited financial statements is as follows:

Table 3.8 Unamortized premium on Lebanese Pound CDs

LBP’000
Balance - Reginning of the year -

12,712,362,594 14,492,790,306

Premium fram redeemed CDs 12,980,048,182 2,478,274,553 7,956,463,109

Ah g
&
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3.3.33

3.3.34

3.3.35

3.3.36

3.3.37

LBP'000

Amortization of Premium during {267,685,595) {1,022,509,514) {1,654,521,155)
the year
Other transactions 324,662,673 (28,297,379}

Balance - End of the year - 12,712,362,594 14,492,790,306 20,766,434, 881

These amounts have heen identified as the net amount of the premiums and discounts on

CDs issued by BdL.

Whilst these are represented in the audited financial statements as part of the deferred
interest expense and other finance costs balance, the trial balance for Bdl includes the
transactions that comprise the above halances under the CD balance. However Bdl's
accounting function makes a manual adjustment to transfer the total balance from the CD

liability balance and to the deferred interest expense and other finance costs balance.

The impact of this adjustment is to increase the CD liability balance and to create a contra-

liability on the balance sheet of Bdl under deferred interest expense.

Deferred interest expense and costs of CDs - Summary of balances and movements

In relation to “deferred interest expense and costs of certificates of deposit” BdL state the

following in their financial statements:™

“From 2003, the Bank has deferred interest expense and the loss from discounting certificates
of deposit over the period from deferral date to the end of the year 2017 extended during
2008 to the year 2037 and during 2015 to the year 2050. Furthermore, effective 2004, the
bank has been deferring interest expense on time deposits taken from local banks. The
deferral of costs is sustoined by the Bonk as a result of the monetary policies applied to
stabilize the Lebanese Paund exchange rate and to contribute to the Gavernment’s efforts to
restructure its debt, as derived from its interpretation of the provisions of Articles 115 ond
116 of the Money and Credit Law ond in line with the interpretation of a legal opinion issued

in 1985 by the Legislotive and Cansuftancy Committee af the Ministry of Justice.”

The movement in this balance is as follows:

LEor example, see the 2016 and 2018 audited finangial statements,




3.3.38

3.3.38

3.3.40

3.3.41

Table 3.9 Movements in deferred interest balances {LBP'm)

2014 2015 2016 2017 2018
| Balance - Beginning of the year 882,075 1,320,257 1,480,176 {2,356,773) | 1,993,220 |
Interest expense deferred 2,769,270 3,118,980 3,871,115 4,411,360 5,291,437

during the year - CDs

Interest expensa deferred 2,167,397 2,546,162 2,781,815 4,688,860 8,711,654
during the year - time deposits

Amount amortized during the {57,402} {42,291} (48,772} {60,401) {96,664)
year

Amount transferred fromfto {3,262,082) 3,262,082 - {701,946)

seigniorage liability an T- bills

{a}

Amaunt transferred to - - - {10,270,279)
seigniorage liability an financial

stahbility {a)

Amount offset against {199,000 {6,447,181) -

seigriorage liability on currency

Adjustments charged against {980,000) 11,224,527) 11,250,034} {1,430,317) (2,382,980)
incame of the year {a)

Surplus from financial - {1,053,307) {9,727 ,403) {2,557.562) {8,071,861)
engineering strategy (a3}

QOther - - 536,330 - [153,449)
Balance - End of the year 1,320,257 1,480,176 {2,356,773) 1,963,220 {4,978,622)

The 2018 notes to the financial statements further state in relation to items demarcated

with an “{a)";

“The mechanism of allocating amounts from the deferred interest expense and other finance
costs is determined in aceordance with the Central Council decision number 48/12/18 dated
April 11, 2018, which stipulates thot such allocation is determined by the Governor based on

the suggestion of the Organization and Development Department.”

As shown in Tahle 3.9 above, there are entries described as amounts transferred to

seigniorage liability on currency, treasury bills and financial stability.

The financial statements indicate that these balances are recorded as a credit to deferred
interest expense and other finance costs and a debit to the seignicrage liability ledger.
Without the seigniorage balances against which to offset the deferred interest costs arising
out of the financial engineering transactions would need to have heen recorded through the

reserves of Bdl.

As discussed in the financial engineering section of this report, the deferred interest costs
on CDs and time deposits are considered by BdL to create a deferred interast pool, that is

offset against a combination of the following and specified annually by the Governor:

A
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3.342

3.3.43

3.3.44

i) The maximum amount of net income that allows USD 40m to be distributed to

the MoF;

if) Commission earned from financial engineering; and

ili)  Seigniorage.

The financial statements indicate that the creation and offset of the pool are recorded as a

cradit to deferred interest expense and other finance costs and a debit to the seigniorage

liability ledger, the P&L or commissions from financial engineering. Without the offsetting,

the deferred interest costs arising out of the financial engineering transactions would need

to have been recorded thraugh the reserves of BdL.

In the Review Period, the pool comprised the following:

Table 3.10 Deferred interest and cost of the CDs

LBP'000 2015 2016 2017 2018 2019 2020

Interest expense

deferred - CDs:

CD_EUR 0] a 0 160,204 2,822,167 3,097,074

CD_LBP 2,424,193,357 2,853,857,440 2,621,321,823 3,579,534,518 3,732,978,321 2,949,010,732

CD_usb 594,786,626 1,017,257,461 | 1,790,038,344 1,711,741,754 1,461,085,278 1,59{1,9?6,568

Interest expense

deferred - TDs:

TD_EUR 218,862,385 213,927,082 249,913,699 235,616,073 237,631,404 246,081,521

TD_LBP 865,669,810 967,871,683 | 2,435,962,975 5,399,854,386 | 88,446,053,501 8,133,524,622

TO_USD 1,466,686,233 1,601,383.350 | 1,897,109,293 2,078,674,590 4,155,113,909 4,921,044,133
" FX Interventions 0 0 0 o 0 | 10,116,034,476

TB disposal [§] a 8] 0 0 3,118,994,836

losses f interest

Fiduciary 26,327

Contracts

Interest

Total 5,670,198,411 6,654,297,016 | 9,004,346,139 14,005,581,626  98,035,684,581 11,082,770,289

FX adjustments {5,056,250) {1,367,348) 5,873,594 {2,150,750) {1,050,398) 4,771,016

Total per 5,665,142,161 6,652,929,668 9,100,219,733 14,003,3%90,877 08,034,634,184 31,087,541,305

financial

staternents

The pool comprises:

i} Interest and disposal revenues on CDs;

ii} Interest on time deposits;

iiy  Interest on Fiduciary Contracts {2020 only});

iv]  Costs of fareign exchange intervention (2020 only);




v)

treasury bill disposal losses and interest (2020 only).

3.3.45  The following were used to offset the above:
i) Excess income ahove the amount needed to ensure a USD 40m distribution to
the MoF;
ii) Amortised interest expense in the period;
iy  Commissions earned from the financial engineering transactions;
iv]  Seigniorage from currency, Treasury bond swaps and financial stability; and
v) Others, such as losses on treasury hills.
3.3.46  These offsets to the pool are summarised below:
Table 3.11 Pool offset
BP'000 0 Ulb 1 018 019 020
income {1,224526,994) | (1,250,034,037) | (1,430,316,943) | (2,382,980,265) | (3,438,808,506) {4,951,440,382)
Amortised expenses {42,290,747) {43,771,821) {60,400,614) (96,663,722} {133,576,046) {106,027,949)
Commissions {1,053,306,505) | {9,727,403,419) | (2,557,562,454) | (3,071,860,746) 0 3,000,000,000
Seigniorage - {6,447,180,805) 0 0 0 0| (19,099,967,696)
Currency
Selgniorage - ) ol 0| {10,270,278,814) | (13,754,530,628) o
financial stability
Seignigrage - TB 3,262,082,272 0| (701,946,187} 0 0 0
swaps
Other 0 536,330,190 0 {153,449,739) £60,100,699) (71,171,609
Total (5,505,222,779) | [10,489,879,088) | (4,750,226,198) | (20,975,232,790) | (17,387,015,879) | (21,228,607,636)
Equity
3.3.47  The halance includes capital; grants (restricted); revaluation reserve; ather reserves; income
after appropriations; and general reserves, The total equity balance increased from LBP
1.6tn in 2014 to LBP 1.8tn in 2019, with a decline to LBP 1.4tn in 2020Q.
3.3.48  Set out below are BdL’s balance sheet and P&L in LBP and USD.

>
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Table 3.12 Bdl Balance Sheet 2014 to 2020 [LBP)

014 015 2016 017 2018 2019 2024 Mavement
LBMF'm LER'm LBP'm LBP'm LEP'm LBP'm LEP'm )

Fogewign assets in furmpn currency
Cash at banks 3678482 8412323 3,280,200 5.092 954 713438 17,449,272 13,336,279 5
Rewerse repurchase agreemont 361197 992,382 31497 3.30R,287 058,469 - -10G%
Interest hearing time depaosits with banks 44597128 36,573,375 J3,6H6,509 43 245547 36,195,588 18,151,962 11,571,460 Bt
Fareign bonds 5,347,145 TABIBIG 6,135471 3,696,799 7,363,082 1816211 1816,211 1%
Certificates of deposit - 743.073 1975879 1437707 1618344 188,151

_ 55185952 53004784  53,394287 SE1E9.294 49353921 37,545,535 27,723 895] 50%
Scal gssets in fgigian purrengy
Asset-backed and creditlinksd notes B2 038 659,390 523,508 1,213,929 1,037,475 263,778 379,124
Gover nmant eurabands 1,792,253 1441, /40 1.351,341 2,976,792 5,760,551 4,768,757 5,336,067

_ tasaars 231,430 1474748 4,150,721 6,798,026 9632535 5,165,151
Sgturities
Labanesa trezsury kills 19,550,455 5580214 37350345 43,453 543 44 R4 EBS 55,006,627 58,943,272 i
Funits 765320 e
Exces s wn end of service Indemnity investment
Fund 43,741 65,327 47 636 4,253 b, 763 (4,523 #2494

117,534,147 245645541 37,398,001 47506706 44906428  S5691,149 55,791,048

Laans
Loams and 3dvances, |2ss pravisian far credit
lasses 449,411 IBH ALY 411,301 421,540 420,260 387,227 376,993 3%
Laans ta banks and financiai wsttunons 5,413 R71 5562524 A.457.705 £,0885807 10,082,753 15613806 £.840,336 3%
Soft loars to banks and financial institutions R14,711 b14,733 B5H,907 553,681 B53,005 538,931 413,948 -32

Laans under leverage agreements 9971622 41036785 L1,924 430 P1902619

5.418,293 7564 433 8528104 19937750 S3094BU3  2HE60,384 31533896

Investments
Investments in subsidiaries 1,123,031 1.240,646 1246646 1,275,785 1279 085 1279785 974,150 -13%
lijvestmentin an associate 344917 344912 344,912 344,912 144,912 44912 244912 0%
Onher investrrents 11,306 11,306 11 308 11306 11306 15554 15.554 33%
1A 249 1,602 Bid 1,602 864 183,003 1,436,603 1,640,251 1,334,625 -2
Gald, at market val ug 16,302,EE3 14,246,191 1R, 138,435 18,043,082 17,743,032 71,012,714 26,015383 S8%
ived 4 iz

Rioal astate acquired in satisfactian of lusns

problamatic barks 241,423 239958 233461 237,184 244,206 285,801 291,258 16%

Craperties and equi pmert 99,232 30,758 93,163 133914 103 40 107 6470 113,831 14%

Lecryed income and other assels 49,931 56,046 72,374 65939 65,971 160,748 40,138 gi%

391,786 366,200 393.928 427,044 414,569 454,730 485,285 24%

Assats Fram exchange cperaticens af finzncial

mstruments and seignicrage 26.011,43% 20,196 44% 219,196,448 29,453, 394 40,168,673 53,923,204 13023179 181

Tatal assets 127,521,798 L35158.246 A5562TB26  174,¥95.094 2146319505 208,600,053 2154699502 53%

Liabilities

Bank notes in girculanicn 4,177 548 4,004 HAY 5,199 346 5,572,723 3,766,692 10464515 30EM.278 538%

Cuing incirculation 5107 %1542 5581 B9,760 54,073 46,023 07,444 28
4,151 EBS 4,7065.431 5,264 537 3.662 453 5,860,763 10563,541 308132712 627%

nky ang finangial jngkitatign

Current and demand depasits 6,065,081 2.007.511 7.526,361 10,165,082 7,001,372 7.718,130 20,234,254

Term depasits 59,529,444 E1,057,15F  EL041,945 103583071 121351205 1368405298 135381248

Blocked deposits 115413 250,539 33,491 51,512 0,285 35,235 -

Cestificates of degosit 16206697 43,4R7,407 50448485 45,797,615 42864649 30518019 31704549

Term denasits under leveroge agresmant - - 1143418 27,439,609 - -

Certificates of depus.t under levesage agresment - - - 2,638,000 - -

Other 133687 iL7d2 9816 8,602 8,367 14,148 14,095 5%
1011949993 111814366 133,060,193 160,854,300 101 333577 185,701,929 177534144 Fas

Public s tar
Demand deposits TAGL1E0 7,829,505 F726,230 5,254 808 7.118,530 7.538 507 65,465,138
Time deprsits-margin accaunts 1,621,033 276775 535,484 535,253 444,191 257,645 953,653
Blocked depasite 31882 43,071 48,102 41,918 15,427 5,631 15,36
ther 52,567 45,950 51,783 4%.002 38,134 al,1561 58333

9172648 8,109,501 £.363,599 9,240,974 2616,272 9,263.833 5696210 -25%
Aecrued experses ard ather liasbulitics T taagsi 130,274 141,253 564 265 554,233 528 465 690,938 3649
Tatal Liabiliities L[5525,208 124300572 152849877 17621027 215364847 205157871 216435014 87%
Unrealized gain un exchange - Article 115 2146281  G40045C 7,707,250 9725723 0464174 121835395 173820854  113%
Provision for contingercies 3,615 B6Y 3697074 3,772.44% 3436517 3,364,408 3,941,003 3.875.727 1a0%
Oeferres interest expense and other finanec
Costs [1,320,257] [1460,1761 (10,355589} (16486017} (15,737,813} (15121290 [23,089.184) T4 7
Tatal provisions and delerrad cosls 1,295,411 1216398 15.583,140) {12,649.495) 11523,407) |11,192337] [19493.456] -932%
Capital 15 14 13 15 15 15 1% 0%
Grants [restrictad) 150,750 130,750 50,750 150,730 150,750 150,750 150,750 0%
Revaluator resamve 595,016 1,019,631 1,119,631 14052770 1,052,270 1.053,77 747145 -17%
Diher reserves 5,523 3 EFD 31,782 &Y 28021 33043 371749
Incarme alter appropriatiors 7,422 76,304 75,853 75,531 75,448 tal,424 - 100%
Guperal seserve 345,162 364,447 375,708 390879 405,885 421,075 436,093 26%
Tatal equiry 1.554,900 1,639,826 1,553,759 1,400,422 1,713,889 1,799,073 1,371,182 -12%
Tzl liapiliites and equily 137,521,801 135,158,246 15561/826 174,799,077 714019503 J03B00053 15655594 S50
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Table 3.13 BDL Balance Sheet 2014 to 2020 {USD}

Aagety
rgign by in Forejpn gurre
Cash at banks
Reverse rapurchase agreement
Interest bearing time deposits with Banks
Foreign bonds
Certificates of deposit

Local assets in foreign currancy
Asset-bacued and credit linked notis
Governmert enrobonds

Securilles

Lebanese frazsury bills

Funds

Excass in end-of-service indemnity i nwestrrent
fund

Lggng

logns and advances, less provision (or credit
losses

Loars te banks and finarcial instut.ons
Soft 1cans ta barks and Fnangial institutians
Laans under levarags ag-esmunty

)
tmenis in subsidianes

lnyestmentin an assaciate
Other irvesunenis

Geld, atma ket value

Eiwed and other assets

Real estale acquired in satisfaction af icans to
problematic banks

Broperties and equiament

Accroed income and other assets

Assets Trom exchange operations ol financial
instrumenls and selgnicrage

Tatal assets

Liahililies
Bank nates in circulation
Cains in orcufazion

Panks and linancia] igsitugigns
Current and demand depos’ty
Teren depas b5

Blocked deposits

Certliicates of deposit

lerm deposits under levarage agreement

Cerhilicates of depasit under levarage agreerment
Other

Pygli r

Derrand deposits

Time cupsil5-margin accaurs
Blicked deposits

Other

Accrued expenses dnd ather lizhilities
Tctal labiliities

Unrealizee gainan axchange - Article 115
Prowesion for contingencies

Deferrad intarest expense and ather finance
atts

EQuity

Canital

Geants [restrictec]
Revaluaticn feserve

Other resarves

Incame after apoeapriations
Gereral reserve

Total aguity

Tt tiahilintes and equily

2014 2015 2015 2017 2018 2013 2020 Mavement
us'm UsD'm uso'm USD'm Ustrm usD'm uso'm %
530 5713 5,223 3,375 5,780 11,535 8,847 50N
240 658 213 1585 636 - - Bl
6,167 24,251 15,661 18,687 24010 12,081 2,338 -EE%
4,210 4,964 4474 1,452 1571 1345 1,205 -A1%
= 161 1,411 247 1074 125 -

36 646 35,758 39,3497 3R.537 33,071 14,946 18,391 -50%
399 437 114 803 SEE 523 570 43%
a57 397 336 1975 3,828 5817 3333 3

1157 13314 1,310 2,780 4,509 6,330 4,103

12,995 16,969 24376 78,181 9347 36,500 %100 [t}

- - - . . - 170 new
24 43 EF] l& 41 43 5

13,024 17012 24308 3§97 29,789 16,043 39,331 202%

i 257 273 240 79 257 150 -3%
1541 4354 5610 5,824 6,688 10,3R1 5,864 53K
ang aca 437 2y 437 437 275 -37%
- - - B.als 27,612 7,956 T.2%% T
4,258 5013 G420 13,236 35243 19012 14433 238%
213 £17 827 B4 349 549 [EERN § 11
239 114 229 229 221 29 bl 0%
3 7 3 : T 11 10 38k
531 1.063 Li63 1,085 1085 Lraa 281 -10%

10851 948 10,705 11%&2 11,770 13,439 17324 54%

ta0 159 154 181 162 159 187 16%
65 64 G2 a1 89 EH E I E
i3 37 af 44 A4 67 54 21%

260 57 265 PEE] 175 328 333 4%

17,155 19357 18367  13,E33 26 AdR 34,770 4RAAD 141

ad,592 25,657 109,236 115953 241368 138,375 141,084 G5

2,371 3058 3,449 1597 3,825 6344 20,445
20 54 Erd 52 62 a4 K:1
2512 ERYY 3,506 1,756 3448 7007 213,502
2,057 4,64 2,903 6,743 4544 £ 13 13427
wWagy 40502 53759 G671 AT 91811 Bland
77 16 22 34 | 14 -
24018 28817 33465 30380 1434 AL ZLO3L
. - - 828 1BINZ .
- - 1,750 -

q d 7 [ & ] ) 5%
67R2Y 74,172 92046 106,703 133,555 123,185 119767 74y
4,945 5,194 5027 54756 4732 5.266 L1 -13%
La7s 184 355 295 795 171 235 78%
25 ! 32 2% 1 4 1 -50%

5 ac 34 33 15 a1 3% 1%
5,085 5432 5,549 5,531 5.052 5481 $575  -25%
99 120 24 EED) 364 417 458 354
T6.634 %2 853 101,393 115,764 142 862 136,091 143,300 57%

LIS

5404 4,296 5,113 6457 6,278 4514 11531 Ii3%
2,453 2,452 2,502 2,545 1563 2,608 2,637 03
1876} 1962} (6.869)  {102381 {10473 (20032 (15303  1A47%
5828 5711 Fa6 11,934) [L631} 1,050 (1,135)  -116%

a a ] 1} o u i i

1400 14049 10 100 100 e 100 0%

544 576 676 694 EE 658 456 1P
57 22 21 n a9 2 15 -57%
5L 51 S0 54 50 a4 100

229 239 249 259 269 229 A9 J6%

1731 1445 1,087 1138 1,137 1,193 410 -12%
Be5%2 89537 103235 115953 14236 138375 143084 50%
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Table 3.14 BdL P&L 2014 to 2020 {LBP)

2014 2015 2016 2017 2018 2019 2020 Change
LBP'm LB m LBP'm LBP'm LBP'm LBP'm LBF'm %
Interestincgmng
Tirre and overnight depasits with banks 143,264 165,656 322,599 559,494 477086 162404 96,604 -39%
Leans 93,371 118,745 164,399 195,062 636,850 1,379,834 4.601,567 2687
Tax on loans {113,391}
Reallocation to interest subsidy - retail loans grantad by
banks {60, GETY {72,686} (64,017}
Rewverse repurchase zgreements 527 1692 11,4950 27,4999 34,647 ag &ty 14,165 3157%
Treasury Bills, securities and certificates af deposit t,181,131 1,342,597 1,463,894 1,286,877 1,752,881 1962227 3012575 155%
Qther 7481 7448 7978 BEIS 8,641 9.044 14 666 107%
1,425,384 1,636,138 1870820 1,078,247 1288418 4289742 5.565,56% 290%
Interest expense
Banks and frnanciad wnstitutions 1119542 1,344,248 1,520,130 1715897 2874645 (IA60,334) 5279513 A7IH%
Fublic sertor 4,038 4,138 6,748 - t4 - -100%
Other 1031 44 43 14 11i) 11 -BoK
1,124,611 1348484 1526921  1,715913 2,874,650 (3.860,345) 5,279,524 35U%
Met interestincome 300,773 287,654 3438959 362,334 413,759 r 429,403 286,045 -S%
Gain an sale af Lebanese treasury bills, Governmant
bends and other securities [net) #6032 574 143,215] 33,205 43,444 [171,405) - -100%
Gain on<ale af real eslate 5,151 5,717 5,043 5,200 16,110 50 10,146 G5%
Commissions {net) 12,154 15,762 14,590 15,813 15,302 25,411 16,553 25%
Other incame 6,808 13,555 5,663 £,985 3,047 3,027 6,510 4%
Dividend income 82,771 81,773 81,773 1,773 #4890 A2,773 500 -3
wirite-back of accrued expenses 15,276 2,850 3,538 6,906 1,789 4,307 8931 -42%
Pricr year adjustments _ &DS 1,018 1423 (33,7584 732 10,207 [53,256) -3503%
Met financial income 433233 409,895 418,714 4749 458 447 985 384,373 275,425 -36%
Qiher expenses
Sarlaries and retated charges 151,904 156,609 165,655 164,500 167,199 155,634 156,698 1%
End-of-sarvice indemnity, nat of recoveries 4,134 5592 5,540 7.047 4,834 {1.294] 1,461 -&5%
Salaries and related charges  early renremnet of
empl ayess 15,874 471 038 43 816 113,524 227 10,781 2,028 -A8%
Depreciation 1,072 - - - - . -100%
General operating expenses, net of recaveries 44,200 41,037 32744 43142 49,204 51,129 63,526 44
wite-down of gropertics and equipment 50,019 e0512 14,727 10,939 53,150 10,688 1,744 97k
68203 304,828 267 486 339,858 344,649 236,949 225,457 -16%
Income for the year - 165,019 105,067 151,228 139,600 103,336 147,424 49,072 -70%
A fless
Write-hack framf{appropriaticn ta) other reserves 113,216] 52,639 - - - {6.000) 16,000) -55%
Appragriation to pravisian for contingencies 175,375} 81,405} [73,375) [64.069] 127.889) [66,230) [43,972) -4 2%
Incarme after appropriations 76,428 76,301 71853 75,531 75,447 75,094 - -100%
Incerme for the year, before appropriatian 165,019 105,087 151,228 135,600 103,330 45,972 -70%
Dther camprefiensive income
items that will nat be reclassified subsequantly to profie or Jass:
Change in fair value of investmentin an associate {56,788) - - . - :
Change in fair value of investmentin a subsidiary - - 122 615 34134 {305 ,625]
Total ather comprehensive incamef{less] fur the year (56.788) 123,615 - 33,139 - {305,625]
Tatal caomprehensive incomea far the yaar 108,231 228,682 19‘[.22_8 1?2.?__39 103,336 {255,653}
I
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Table 3.15 BdL P&L 2014 to 2020 {USD)

2014 2015 1ois 017 2018 019 20 Change
Us'm JED'm UER'm usR'm UED'm UsD'm usl'm %
Ierestincome
Time and avernight deposits with ba L 1in 214 37l 578 3034 E4 -23%
Loans a3 75 104 i2% 456 1015 1,726 JBAT%
Tax on loans - 3 {73}
Reallocation to interast subsidy - retail loans granted by
banks - - - 44) 48] {42}
Reverseragurchass a greements a I 1% 23 a6 11
Treasury Siils, securities ang certificates of deposit 734 391 05 254 1,163 1302 1,998
Other 5 3 5 6 § 1d
344 1,085 1,241 1373 2,181 2838 3,691
Interest expense
Barks and financial institutions 743 891 1,008 1,138 1,807 f2561) 3,502 372%
Public sectar 3 i 4 o -106%
Other i i) ] o = i Q -95%
744 89S 0L 1,138 1907 {2561) 3,502 1655
Net interest incame 2048 191 223 247 274 235 150 -5%
Gain an sale of Leba nese freasury bills, Government
bonds and other sacurities (net) & [H {29} 12 (4] {L1g) - -106%
Gain unsaleof real estate 3 4 3 3 11 4 7 95%
Cammissions (net) 3 p i) 10 10 10 17 1 IFk
Other income 5 ) 2 ] 2 2 4 8%
Dividend incoma 53 35 55 53 58 5% o -59%
Write-back of accrued axpenses 10 2 i 5 i 3 & -42%
Prior year adjustments [ L i (22} 1] 7 {35} S50
MNet financial income 187 271 78 318 297 235 ig3 -35%
Other axnenses
Salaries andrefatad charges 101 k04 114 108 111 103 104 %
End-of-servics indemnity, net of recoveries 3 4 4 L 3 {1) 1 5%
Salaries and redated charges - early eativemnet of
employees 11 27 28 78 47 14 1 -ga%
Cepreciatian 1 e - = -100%
General oparating expenses, net of recoveries 45 27 24 28 it 34 a2 44%
Write-dawn of properties and equipment 3 iG L ; 35 7 1 -97%
178 293 L7 235 129 157 150 -16%
incame for the year 109 70 140 33 i) EL] i3 -70%
s-pack fromyiagoropria ion to] other reserves {91 33 - - {4} 4} -35%
Appropriation to provision for cantingencies (50} 154) {43} {43) {19} 144) {29] $2%
ingome afier appronriations 51 21 5 50 50 50 i} -100%
income for the year, before aparopnation 1ica it 144 91 9 KE} -70%
Citer comprahensive ipcome
itams that will not be redassified subsequently to peofit or loss:
Change in fair value of lnvesimantin an asscclata {38} - - - =
Change in Fair vaiue of invesiment in a subsidiary - 32 - 22 - (233
Total other comprehensivaincoma’llass; for the yaar _ (28] al 22 (203}
Total comprehensiva income for thayear 72 152 Lon 115 62 {1748




Sy T R ML (T T N AR Y T e e e e

34

34.1

3.4.2

343

344

Audit opinions

The audit reports were signed as follows:

Table 3.16 Audit reports

3 s =k g e Date Audito Auaito
31 December 2015 | 5 lune 2017 Delojtte?® EY¥
31 December 2016 | 20 July 2018 Deloitte EY
31 December 2017 | 29 May 2019 Deloitte EY
31 December 2018 | 30 June 2020 Deloitte EY

In each of these years the auditors issued a qualified opinion of the financial statements,
primarily related to the accounting for financial engineering in the financial statements. The

qualification stated:

In our opinion, except for the effect of such odjustments, if any, as might have been
determined to be necessary, had we heen able to perform further auditing procedures as
described in paragraphs (a) to (d) in the Basis for Qualified Opinion paragraph, and except
for the effect of the matters discussed in paragraph 1 in the Basis for Qualified Opinion
paragraph, the financial statements reflect the financial position of the Central Bank of
Lebanon as of December 31, 2017, and its financial performance and its cash flows for the
year then ended in accordance with the Bank’s accounting policies as included in the
Financial Accounting Manual for the Bangue du Liban approved by the Bank’s Central Council
in its Decision Number 21/3/2016 dated January 27, 2016, as set forth in Note 2 to the

gccompanying financial statements.

Whilst the auditors explain the impact of the financial engineering, they did nat consider the
accounting for the financial engineering to reflect the financial position and/or performance

of BdL, in line with the accounting standards and policies approved by Bdl's Central Council.

The auditors also note certain other limitations in their work that, had they been able to
perform their auditing procedures, may have resulted in adjustments to the financial
statements {items (a) to {d) in the ‘Basis for Qualified Opinion’ section of the auditors

report). These limitations include:

2 Deloitte & Touche, Beirut, Lebanon

T Ernst & Young p.c.c., Beirut, Lebanon
2 tytracted from the Audited Financial Staterments dated 31 December 2017,
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i) The auditors were unable to canduct a physical inventory af the gold held at

BdL; and

i} They did not receive direct confirmations of all balances outstanding in relation
to cash at bank, reverse purchase agreements, interest bearing time deposits
with banks, public sector credit balances, and bank and financial institution

credit balances.

3.5 Profit distribution

3.5.1 Bdl's audited financia! statements recorded a profit in each of the years 2015 to 2018, as

summarised below:

Table 3.17 Profit per financial statements®®

2019

LBP'm
Profit® for the year 105,067 151,228 139,600 103,336 147,424 49,972
Write-back from/{appropriation 52,639 - - - {6,000) {6,000%
ta} other resarves
Approprialion ta provision for {81,405] {73.375) t64,064) (27,889 | (66,330] | (43,972)
cantingenclas
Profit after appropriations 76,301 77,853 75,531 75,447 75,084 -

1

Allacation to General Reserves 15,231 15,171 15,106 15,039 15,015
{20%}
Distribution to the Ministry of 61,044 20,683 6,425 60,358 60,074
Finance [80%)

352 Profits after appropriations are distributed 80% to the account of the MoF and 20% to
General Reserves in accordance with the Accounting Manual and Article 113 of the Money

and Credit Law, which states:

“Excess receipts over overheads, charges, amortization and diverse provisions, constitute the

net profit,

Fifty per cent of this net profit shall be carried into an account “General Reserve Fund” of the

Central Bank and the other 50% shall be paid into Treasury.

99015 ta 2018 audited financial statements and the 2019 and 2020 income statement provided by Bel to ARM.

30 |n the Audited Financial statements the term ‘Income’ is used, rather than ‘Profit’,

A
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When the amount of the “General Reserve Fund” has reached fifty per cent of the Bank’s
capital, the net product shall be distributed in the proportion of 20% to this “Fund” and 80%

to the Treasury.

if the outcome of a financial year has been adverse, the loss shall be covered by drawing on
the “General Reserve Fund” and, if unavailable or short, by a compensatory payment from

the Treasury.”

As a result, circa LBP 61,000 million {USD 40 million) is distributed to the MoF in each year
by debiting the Equity Profit & Loss account and crediting the MoF current account, with
circa LBP 15,250 million is allocated to general reserves. Consequently, the balance on the

general reserves increased over the period, as fallows:

Table 3.18 General reserve — BdL statement of financial position
2015 2016 2017 2018 2019

General reserve 345,162 360,447 375,708 390,879 405,985 421,075 436,093

As discussed in detail above, BdL used a number of methods to manage its balance sheet
and help ensure that it reported a profit in each financial year, resulting in the payment of a

near constant amount to the Ministry of Finance.

Conclusion

Bdl’s balance sheet has grown considerably over the Review Period from LBP 127.5tn to LBP
215.7tn. Balances related to financial engineering, including seigniorage and deferred
interest, have grown more quickly than other balances. In addition, BdL's ratio of foreign
held to lacally held assets fell from 1.9 to 0.3 from 2014 to 2020, as BdL's holdings of

government debt increased.

A
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4.2.4

BdL’s Foreign Exchange Reserves

Introduction

A summary of Bdl's foreign currency assets and liabilities composition from 2015 to 2020 is
provided in Table 4.1 below together with detailed notes. Foreign currency assets are split
into foreign assets held with overseas banks {held with investment-grade banks) and locally
held assets (held with local banks and the Government of Lebanon). Liabilities
predominantly include USD denominated deposits from Lebanese banks. Section § provides

details of the banks with which loans and deposits are held.

Movement in BdL's foreign currency assets and liabilities

Over the Review Period, BdL moved fram a foreign currency surplus of LBP USD 7.2n at the
end of 2015 to a shortage of USD 50.7bn at the end of 2020. This was driven by a 119%
increase in foreign currency deposits, fuelled by the Bdl's financial engineering programs,

while foreign currency assets fell by 18%.

Furthermore, the quality of assets has declined. Foreign currency assets held overseas fell
from USD 35.8bn in 2015 to USD 18.4bn in 2020, while locally held foreign currency assets
increased from USD 12.7bn in 2015 to USD 21.2bn in 2020, driven by a growth in a MoF

overdraft and Lebanese Eurohands.

We consider it appropriate 1o consider the shortage in foreign currency reserves excluding
the locally held foreign currency assets {primarily amounts owed to BdL from the state), as

there is considerable uncertainty as to its recoverability.

Excluding domestic foreign-currency assets, the shortage in foreign currency reserves as at
31 December 2020 increases to 1USD 71.9bn, Given GDP in 2020 of USD 31.2bn,* this equates
to 230% of Lebanon’s GDP. As Lebanon has operated a deficit in its net trade in goods and
services for the past 20 years,? it is not apparent how BdL will obtain the dollars required to

fill the shortage in foreign currency reserves.

Napp per Woarld Bank — see GDP {current USS) | Data {worldbank.arg).
32 et trade in paads and sarvices - Net trade in goods and services (BoP, current US3) - Lebanon | Data {worldbank.org)
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into account the split provided by BdL.

Foreign assets |p fornian curepcies

Cash atbanks (1]

Hewarse repurchass agrement

Interest bea: ing fime depasits with banks (2]
Furaign boncs 3]

Certificates of depotit

Local agsets 1o faregn currgngi
asset-packed and credithinked notes (4
Gowernimunt surobands |5)

Loans 1o barks @and financial instilutions in fereign currency (6]
8inistry of Finance Querdralt 7]

Toral assets In foralgn currendes

Less; eposits and other liakilimes in forsign curcency
Degosi ks in faregn currency [3)
Dagosits in foreign currency under |euerdge agreement
Certificates of deposit in foreign currency (3]

Certificates of deposit in foreign currency urder leverage agreameant
Accueid nierast on farelgn currency deposirs
ther labilities in foraign currencies (10)

ot labilities in forelgn arrency

Shartage af fareign currency reserves

Shortage in fareign currency raserves-US0 equivalent (USD)

shartage of fareign currency resarves [end. local assets in FX)

Shurtage of fereign currency resenves (excl, lecal assets in FX) [USTAm]

On the 7 July 2023 BdL commented that during the last 10 months of 2020 covering the
repercussions of the disorderly default and cabinet's subsidy policies and the port explosion,
foreign currency deposits at BDL drapped by around USD 4.5 hillion. BdL also provided a
table that shows the split of foreign currency assets and liabilities from the year end of 2015
to 2020. we have compared the table provided by BdL with the numbers shown in the tabkle
below and found that they do not match. Given that BdL has not provided us with the
underlying data supporting the table and that the table below is based on the information

in the audited financial statements (2015-2018) unaudited {2019-2020] we have not taken

Table 4.1 Composition of BdL’s foreign currency assets and liabilities, 2015 to 2020%

2015 01k Wy 2018 2018 20
LEF'm LAR'm LBF'm LBF'm LAF ™ LEF'm
4612311 9,380,900 592,554 7,713,438 17,389,172 13,336 279
992,387 3711427 4,806,187 958,458 .
36,573,375 36686500 43,245,547 16,105 584 18,151,962 12,571460
7483 536 6,135,472 4,696,790 2,368,082 1,216,311 1416211
243,073 1975974 1,422.707 LA18,344 128,151
53,904,734 54,190,747 58,169,254 +9./53 921 37,545,596 17,723.950
B4, 380 513,508 113,329 1537478 364,778 259,224
1351740 1351,201 2,376,797 5760551 4,768,757 5 3767
1,380,913 2,630,108 1,730,287 1,254,436 ERELT-LE] 1167461
15,850,137 16,894 416 19.281,194 20.435,117 23,284,544 13,535,789
19,212,179 11,498,271 5,262,101 79,487,580 41,155,731 30 R88,441
73,116,973 80,889,558 81431395 78,341,501 78,701 328 59,512,382
4BBITOV 50,283,607 £7,535,312 51 300,280 57,459,150
. . : 110,351,763
7946757 13,726,282 43,198,513
11,411 oA 18,735.9°4 27801 651 21372365 73,176,618
32375078
SET.045 648,503
476,462 yigu1? 1,181,169 1,196.111 1,770,143 1,569,364
143154 1557822 1,505,366 1,438,108 1,283,641 1,235,275
62,241,604 81,486 560 56,276,106 102,620,781 127516678 136,031 450
10,475,370 {597,002) [1244471))  (23279.380)  148d25343)  [76,419,058)
7214 1196} |B411Y {15,442) (32,384 {50,693)
|B336410  (22080203)  |35106418)  (GLPGGAGD) (A9 9310811 (108307.300)
(530 [14.558] {25.278] 435003 153,685 171,846}

33 This infarmation has been abtained from BdL’s audited financial statements, its trial balance, and CBS.

A
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Mates

11] Cash at hanks consists of furds held in current accounts and averrght deposits ataverseas commercial banks ang central banks, peimarily held in USDand EUR
{2] Interest bearing time depos it with bands are maintained with internatianal hanks and centeal banks and held primarily in LS.
{3] Foreign bards 25 ar 31-Dec-20 consists of bonds issued by supranatianal entities denaminated in USD, with a ¢nipon rate af 3.5%, maturing on 30 August 2074,
{4 dsset backed and creditlinkad notes by 2020 consist primartly of three ass et barkes natas. The credit linked notes all matured hy February 2021,

Harrinal value Narinal va‘ue Uitderlying
Subscriphon date  Maturity date ILBF'm) [US0'm) Inte-ost rate 2558t8
Asset backed note 15-lun-i 7 30-lun-24 535,160 355 6%
Parpetual callable converible note 20-Nov-15 29-Dec-d9 150,750 103 8.5% Shares in
Callakle canyertibla note 21-Doc-12 30-Cet-23 150,750 10¢ B.0% Lebanese bank
{51 Lebanon remains in Restrcted Default (RN on its cutstanding stock of Eursbonds following its failure to pay the principal an the Eurotend maturing on 9 March 2020, o !

pending z deht restructur-ng. Ac at 31 Decemnber 2019 Leharese Gavernment Eurebands matire as foll s

Total
Counter yzlue in LEE 000
Accrund interest recetvahle

MNorm:nd | value

Carrying valug

Unrealized

dtaturity date usl Loupon rate ush Fairvalue LsD Gain/loss USD

S-Mar-20 15,505,000 5 38% 15,440,585 13,508,731 (1,932,154)
La-ppr 24 4,900,500 5.80% 4317018 1,998,825 1317,391)
18-Jun 20 15.000,000 6.15% 14779639 11831258 12,348,373
1i-mpe-21 50,442,000 B25% 48,615,004 28485730 (20,115,274}
4-0c1-27 14,235,000 6.40% 14,735,000 6,992,444 17,242056]
22-Apr-24 9,000,000 £.A5% 5634314 1,095,000 [2,533,514)
3-Dec-24 3,920,000 7.00% 3,920,000 1,793,400 [2,126,600)
11 fun 23 1,600,060 £.25% 1,060,600 450,000 {55¢,000)
17-Maw-15 14,663,000 X105 11,109,210 5,598,350 14.510,860)
29-Kow-27 4,008,000 575% 2,7%44232 1.200400 [994,232)
20 Mar-15 9,700,000 0 3,051,744 4,656,400 [3.394,744)
4-More- 28 1000003 f.65% 703,924 450,000 {250,526]
25-8ay-2% 5,080,008 GE5¥ 3,489,422 3,250,000 11,239.4221
I7-Now-2%  1,500,000,008 11.50%  1,500,000,000 5,065,000 [514,%35,0004
20-Now-31 1,647 060,000 7.15%  1,598,230,938 743,208,750 [855,012,188)
17-fay-33 49,460,000 £.20% 344,000,000 175,808,750 (173,131,250}
17-May-34 670,500,000 3.25% 670,500,000 336,088,125 [331,421,875)
27-Jul-35 1,500,600,000 12.00%  1,500,900,000 1,08 110,080 (433, 890,L00)
F3-Mar-37 550,100 7.25% 4,546,020 4.8%57,500 [L.583.520)
5,821,365,000 5757863850 3.396,163,155  {2,361,700,695]

E IS FO7.73R B84579979,754 5,119,715.854  {3.560,263.798]

ABFIT218
B,768,756,970

(&) Leans ta barks ard financial iosnsations i foreign currency consist at the fellowing. These are broken bown by debtor bank in Sectian 3 of this repard.

Ruvelving siort term leans (US0)]
Rewolving short leem loans (EUR)

Facilities granted 10 banks and financiat institutions {UsD)

Ouerdraft facilities {LSEH
Tatal

2015 2016 201! 2018 a01s 00
LBE'M LEP'm LEA'm LBF' i LBP'm LEP'm
1350913 1,630,105 1,750,287 072,503 7780569 1462574
- - - =. 117.071 -
- & 181,527 207,338 671,069
- - - . 33475 33820
1350913 1,630,105 1,790,287 2254435 3,238,653 2,167 463

17] MaF overdraft relates toa USD overdrafl re<orded ina Treasury liability acenunt as a contra balange, retled against Treasury LAR deposits in the Triak Balance. The audited
financials net the everdraft against the deposis. In the KPMG Special Purpose Balaee Sheet and ARM's restated balance sheet, the averdialt and deposits are stated without

newting Thereis o smatl discrepancy betweasn the Trial Balance and KPMG Special Special Purpoze Balance Sheet, The figures shawn hare are fram the Trial Balance in the year
2018 and KPMG Special Purpose Balance Sheatin 2019, where foreign currency bala nces were nat provided by Bdl for the year.
[8) Deposifs in fare-ga currency include currint, demand, term depasits and frazen accounts ant recancile ta the Trial Balance. See Section 8 fue 3 breakdown by bans. 480 was
not provided with the breakdown berwevn depasits in fareign currency and depesits in fareign currency under leverage agreement - the cambined figure is shown.

[9) Certificates of depositin foreign curréncy includes the premium and discount and reconeiles to the Trial Balance. ARM was not provided with the breakdewn between
certificates of depositin focgign currency and certificates of depositin forgign currency under leverage agreemant for the year 2028, The combined figureis shawn,

110] Other liabilities in foreign curreney consist af the fol lowing:

Publit soctor liabilities - fgrelgn currency
Damand deposit

Tirme depasit - margin accaunts

Blocked deposits

Qther [12]

Loan From Arab Fund in Kuwaiti Dinar (kWD)
other liabilities in farelgn currency

(111 2019 currency hreakdown aot provided to &M - figures decived frar §PMG Special Purpase Balanca Sheet.
112] "Other* is braken down inthe Trial Jalarce as follaws:

Current accaunts 'Governors'
Current acceunts Individuals’
Loans frem abroad
Subsidized debit interests

2015 1318 2017 013 1S ribyla]
LEF'™ LEP'm LBF'm LBP'm LEP'pa (111 LEF'm
1,143,110 1,025,563 &7h,545 632,063 238,101 3176
263,440 153 436 572,391 a07, 580 235,517 245,306
1,787 1,785 142 10t 184 205
11717 31,739 36407 25,558 50,788 48,397
1,431,054 1,552,822 1,435,535 1.268,392 1114584 1,067,006
- - 169,831 168,713 lea.047 168,270
1,421,054 1552823 1,605,366 1,438,105 1,283,641 1,235,27%
2015 2016 2017 2018 18 20
LEF'm LAP'm LEF'm LBF'm LBP'm LEF'm
12,657 23,708 16,189 19,802 26,908 19,415
P 20 2] 0 0 it
9011 10,198 9,736 23,860 26,186
- - - - - 216497
22717 31,739 36,407 29,558 50,738 48,317
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Conclusion

BdL's fareign currency shortage grew dramatically. Over the period, BdL moved from a
foreign currency surplus of LBP 10.7tn {USD 7.2bn) at the end of 2015 to a shortage of LBP
76.4tn (USD 50.7&n] at the end of 2020.

A large, and increasing, percentage of the foreign-currency denominated assets were
domestic assets, i.e., amounts due from Lebanese residents, from a Lebanese-incorporated

firm or bank, or from the Lehanese government.

Excluding domestic foreign-currency assets, the shortage in foreign currency reserves as at
31 December 2020 increases to USD 71.9bn. Given GDP in 2020 of USD 31.2hn,* this equates
to 230% of GDP.

At the official exchange rate of LBP 1,507.5 to the USD, the 2020 deficit is LBP 108tn. At end
of 2020 the market exchange rate was circa LBP 100,000 to the USD, and the LBP has since

further deteriorated.

It is perhaps not meaningful to attempt to quantify the deficit using LBP, as that exchange
rate itself is unstable. It would likely fall precipitously due to the resultant increase in LBP
money-supply, if BdL were to attempt {using market exchange rates) to repay its foreign-

currency liabilities using LBP.

¥epp per World Bank - see GDP (current USS) | Data (worldbank.org).
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Financial Engineering
Introduction

In the late 1990s, the US Dollar became the main currency in Lebanon. The government used
different strategies to increase the supply of US Dallars to the Lebanese hanking system.
One of the strategies was a ‘Financial Engineering’ scheme that was introduced by Bdl in
2015. This section first provides a background to the financial situation in Lebanon. It then
considers the two phases of financial engineering and its costs. Finally, it analyses consulting

commissions and Riad Salameh accounts.

Background to the financial situation in Lebanon

In an attempt to stabilise the Lebanese economy, in 1997, BdL pegged the Lebanese Pound
to the US Dollar. To support the peg, Bdl and the Lebanese government sought to attract

foreign currency to the country by implementing various strategies.

One consequence of this strategy was that the US Dollar became the dominant currency for
bank depaosits, while the government used LBP to meet public spending needs. A constant
flow of USD was required to pay interest on public debtissued by the state and Bdl, maintain
the peg, and cover the USD cost of subsidies on imports of goods including fuel, medication,

and food.

To attract USD, Bdl and the MoF offered interest rates above international market rates to
local banks, in return for the banks’ investment in USD Lebanese government debt and USD

CDs.

In the first half of 2002, Lebanon was facing difficult macroeconomic conditions, including a
record low in its international reserve position.®® At the Paris Il conference held in November
2002 Lebanon received commitments for assistance in the amount of USD 4.3bn. An IMF

report in 2003 notes the following developments around the time of the conference:*

i} BdL issued a large amount of CDs in order to “sterilize” inflows from abroad;

35 Exhibit 03 - IMF Public Information Notice No. 03736 iMF Concludes 2002 Article IV Consultation with Lebanon, dated 20 March 2003.
38 Exhibit 03 - IMF Public Information Notice dated 20 March 2003.
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i) The Lebanese government planned to use the Paris Il inflows and revenues from
the planned privatisation of certain government controlled entities to retire a

partion of its debt;

iiij  The Government had also agreed with commercial banks to reduce interest

payments on its deht;

ivi  BdlL cancelled USD 1.8bn of government treasury bills against the gold

revaluation account;

v) BdL's remaining holdings of gavernment debt of USD 1.8bn were exchanged for

a 15 year Eurobond carrying a 4% coupon.

From 2003, BdL deferred interest expense and the loss from discounting CDs over the period
from the deferral date to the end of the year 2017, then extended during 2008 to the year
2037 and during 2015 to the year 2050, Furthermore, effective from 2004, the Bank has
been deferring interest expense on time deposits taken from lacal banks. These deferral
costs were booked in a liahility account titled “Deferred interest expense and other finance
costs”, internally referred to as the “Pool Account”. According to the audited financials the
deferrals are derived from BdL’s interpretation of a legal opinion issued in 1985 by the

Legislative and Consultancy Committee of the Ministry of Justice.

We have included the 1985 legal opinion, and an English translation of the same, at Exhibit
04, Inthe opinion it is noted that under paragraph 2 of Article 13 of the Code of Money and
Credit law that Bdl is deemed to be a trader in its relationships with third parties and in the
context of maintaining its accounting records, but that it is not wholly and comprehensively
subject to the laws of banks and joint-stock companies. BdL is the bank of the state and were
it to become insolvent the insolvency would be made good by the state treasury. !t is 2
public national economic facility and complies with the public facilities requirements. As
such, unlike commercial enterprises, it can distribute profits and any bankruptcy losses

would be covered by the state.

From around 2007, BdlL began offsetting deferred costs in the Pool Account against
seigniorage assets created on the balance sheet and revenues transferred from the profit &

loss account.
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Triggered hy the civil war in Syria, the supply of USD began to falter from around 2011 due
to tack of confidence in the Lebanese economy, decreasing foreign investment, remittances
and capital inflow from expatriates abroad. This external pressure was intensified by the oil
crisis in the Gulf and internally by more than two years of Lebanese presidential vacuum

following 2014.

in 2015, BdL reported that it had taken actions to balster the supply of US Dollars to the
Lebanese banking system, through a scheme referred to as "Financial Engineering”.

Financial Engineering was designed to achieve two overall objectives:

i) Provide the conditions to allow local banks in Lebancn 1o attract US Dollar

deposits; and
i) Further encourage the lacal banks to deposit these US Dollars with BdL.
There were further financial engineering actions in subsequent years, at ever increasing cost.

BdL commented on 7 July 2023 stating that, “it had to engage in unconventional operations
for an extended period in response to a multiple of adverse circumstances namely: the public
sector's foreign currency needs (electricity sector...}, a prolonged presidential vacancy, the
P.M.'s resignation from abroad in 2017, the cabinet's subsidy policies”. The table below
provides a summary as provided by BdL of how Bdl’s foreign currency reserves were used

to meet the requirements of the Lebanese government between 2010 and 2021.%

Table 5.1 Summary of how BdL's foreign currency reserves were used between 2010 and
2021

Ministry of Energy and Lebanon Electricity

Credits in favor of Lebanon Electricity ’ 18,386,000,578.00

|_Direct Transfers in favar of Lebanon Electricity 543,098,409.00 |
Ministry of Energy 5,608,275,211.00
Requirements of Puhlic sector for foreign currency
Various Credits 235,944,610.00
Transfers 8,084,096,3882.00
Financing ta import all products subsidised by the government 7,572,914,075.00
Net negative balance as a result of the movement in Eurobonds 7,446,931,738.00
Net total of USD paid by Bdl from the foreign currency reserves for the period from
2010 - 2021 47,877,351,009

* This table was provided by BdL as part of their comments, We have not verified the source or accuracy of the figures in this table.
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In August 2019 the IMF published its staff report which detailed a number of issues that

were impacting Lebanon and BdL’s financial position, including:
i) The budget deficit reached 11% of GDP and the current account deficit 25%;
i) Economic activity had slowed;
iiiy 2018 tax revenues were lower than forecast;

iv]  Deposit growth had turned negative and BdL’s foreign reserves were declining;

and

v} The ratings agencies had downgraded Lebanon’s sovereign ratings in early 2019.

Financial Engineering proved insufficient and by September 2019 dollars started to be
informally rationed by banks. Following protests in October 2G19, there was a change in
government in January 2020 and on 9 March 2020 Lebanon defaulted on a USD 1.2bn
Euroband. In the period between the protests and the sovereign default, the biack market
LBP / USD exchange rate became detached from the official rate, reaching approximately

LBP 3,000 to USD 1.%

Phases of Financial Engineering

We have summarised Bdl's Financial Engineering mechanisms in two phases: Phase 1-2015
to 2018 swaps with a commission; and Phase 2 - loans under leverage. In arder to support
the understanding of these mechanisms we attach at Appendices 6 to 8 detailed extracts

from BdL meeting minutes and financial records as follows:
il Appendix 6 — Extract of relevant Central Council meeting minutes and decisions;

ii) Appendix 7 — Extract of audit report summaries of Financial Engineering

transactions;

i) Appendix 8 — Extracts from the notes to the accounts relevant to the Financial

Engineering transactions; and

33 £xhibit 05 — IMF Country Report 19/312 dated October 2019,
32 See Exhibit 06 - Blam Bank hlog charting the mavement in LBP against USD between July 2019 and August 2021.
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iv)]  Appendix 8 — Extracts from accounting policies relevant to the Financial

Engineering transactions.

5.4 Phase 1: 2015 — 2018 “swaps with commission”

5.4.1 The increasing costs of financial engineering were discussed in a 7 January 2015 meeting of
the Central Council. According to the minutes, in order to reduce the cost of the Financial
Correction Plan, the Governor suggested performing lending operations with the financia!
sector in which BdL would lend to commercial banks for the purpose of purchasing treasury
hills to be immediately discounted with BdL in exchange for a commission to partially offset
the cost of the Financial Correction Plan. The mechanisms and commissions were to be
“determined later by the Gavernor”. This was approved under Central Council decision

29/1/15, up to the point that commissions reached LBP 500bn %

5.4.2 According to the BdL’s financials, the mechanism for implementing this plan was as follows:

i] BdL acquired Lebanese treasury hills from Lebanese banks at a premium,

equivalent to the value of the complete coupans to maturity.

i} This was conditional on the banks investing in Eurobonds with medium to long

term maturities.

i} In return, BdlL charged a commission of an amount “to be determined by the

Governor”, accounted for as fees credited to deferred interest expense.

iv)  The premium is amortised and refunded over time from proceeds of interest
until maturity without generating future income which would have otherwise

been realized over time.

54.3 In order ta generate sufficient funds for the subscription to the Eurabonds, BdlL allowed
banks to discount USD CDs issued by BdL under the condition that the Banks resubscribe the

proceeds in Eurobonds*.

4 pacision 29/1/15 - 7 Yanuary 2015
! Decision 44/2/15 — 21 January 2015.
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Throughout the year, the Central Council continued to approve acceptance of additional USD
deposits and CDs with long term maturities, with the interest and maturities “to be

determined later by the Governor™.

Additional and separate commissions (which we refer to as the “Consulting Commissions”;
see further detail in Section 5.8 — Consulting Commission analysis) were approved by the
Central Council “to pay commissions on operations performed with the financial private
sector”. The commissions were paid on certain deposits raised and on a specific lending

operation designed explicitly to raise the funds for payment of the consulting commissions.

Consulting commissions were approved under two Central Council decisions:

i) Firstly, Central Council decision 38/19/15 dated 22 July 2015 approved
acceptance of deposits and CDs capped at USD1bn on which commission of 3/8

of 1% would be charged.

i) Secondly, Central Council decision 51/30/2015 dated 2 December 2015
approved lending operations by BdL to purchase Lebanese treasury hills, to be
instantly discounted at BdL, for the purpose of providing an amount of LBP 35kn
(USD 23.2m) to be recorded in account number 260632009 at BdlL “to pay

commissions on operations perfarmed with the financial private sector”.

The above approvals appear highly irregular. They indicate that consulting commissions
were not charged regularly on deals specifically introduced by certain entities but that
schemes were developed with the express purpose of raising funds to pay consulting

commissions, to unspecified parties.

The following summarises the BdL accounting entries in 2015.4

Figure 5.1 2015 treasury bills - Eurobond swap accounting
ccy DR CR

Lebanese treasury bills acquired from banks

Treasury bills {nominal) LBP 1,283

Treasury bills {premium) LBP 560

42 Dacision 28/5/15 — 25 February 2015; Decision 39/14/15 — 10 June 2015; Dedision 38/19/15 - 22 July 2015,
*2 The information used to summarise these entries was abtained from Bdl's ERP and CBS systems,
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Banks cfa LBP 1,843
Eurgbonds sold to banks
Eurchonds uso 1,436
BdlL c/a usD 1,436
Commissign charged to banks
Deferred interest expense LBP 1,053
Banks c/a 1,053
Amontisation of treasury bills
premium
Treasury bills {prermium}) LBY 67
Interest income from
treasury bilts L.BP 67
5.4.9 fn 2016, Bdl significantly increased the size of the financial engineering activities, which

followed the following steps:

i) BdL swapped treasury bills for Eurobonds with the MoF for an amount
equivalent to USD 2bn, swapping LBP government debt for USD debt at more

preferential rates,

ii) Bdl acquired Lebanese treasury bills from Lebanese banks as well as redeemed
CDs in LBP at a premium, equivalent to the value of the complete coupons to

maturity.

il This was conditional on the banks placing foreign currency deposits at BdL in the
form of CDs or investing in Eurchonds with medium to lang term maturities. This
operation enhanced Bdl’s foreign currency reserves and helped it to meet the
Government’s US Dollar requirements unti! November 2016, while lowering the

commercial banks’ assets held cutside Lebanon from USD 10bn to USD 860m.*

iv)  The premium on the treasury hills is amortised and refunded over time from
proceeds af interest until maturity without generating future income which

would have otherwise been realized over time.

v) Premium on the redeemed CDs was deferred and the unamortised amount was

reflected under deferred interest expenses.

# Central Coundil meeting minutes dated 30 Novermnber 2016.
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vi)  In return, BdL charged a commission amounting to 50% of the remaining
coupons until maturity, accounted for as fees credited to deferred interest

expense.

Similar to 2015, the Centra! Council approved acceptance of USD CDs and lending operations

on which consulting commissions would be paid:

i) Central Council decision 57/15/16 dated 1 June 2016 approved lending
operations to purchase treasury bills, ta be instantly discounted at Bdl, the
amounts of which to be determined later by the Governor, and for the earned
amounts to be recorded in account number 260632009 “to cover and pay

commissions on aperations with the financial private sector”.

i) Central Council decision 33/18/16 dated 2 June 2016 approved acceptance of
long-term deposits and CDs capped at USD 1bn, with interest and maturity to
be determined by the Governor, on which commission of 3/8 of 1% would be

charged.

iy Central Council decision 47/16/16 dated & June 2016 approved acceptance of
long-term deposits and CDs capped at USD 1bn, with interest and maturity to
be determined by the Governor, on which commission of 3/8 of 1% would be

charged.

Excess LBP liquidity in the banking sector was generated as a result of the Financial
Engineering transactions. According ta the 19 October 2016 Central Council meeting
minutes, the Governor presented that Bank Audi had offered to subscribe to LBP 1,200bn of
5-year treasury hills at 5% interest and that the offer had been presented 1o the Minister of
Finance. Acceptance of the offer was approved by the Central Council and the Governor

instructed the Head of Financial Operations to present the same offer to other banks.

In the 19 October 2016 meeting, the same was approved for other banks. The operatian
constituted 14% of amounts resulting from discounting the treasury bills and/or CDs since

May 2016.
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54.13  According to minutes of the 30 November 2016 meeting, the Financial Engineering
aperations provided the commercial banks with income of LBP 5,000bn out of which LBP
2,400bn was to be used to implement BdL circulars relating to solvency ratios as per Basel

requirements,*

5.4.14  The following summarises the BdL accounting entries in 2016.

Figure 5.2 2016 Treasury bills & CDs - Eurobonds and USD €Ds swap accounting®®

ccy DR CR
Lebanese treasury bills acquired at premium
Treasury bills {nominal) Lep 9,217
Treasury bills {premium} LBP 6,489
Banks c/a LBP 15,706
CDs redeemed at premium
CDs {nominal) LBP 12,376
Defarred Interest Expense {premium) LBP 12,980
Banks c/a LBP 25,956
Commission ¢charged to banks {50% of premium)
Deferred interest expense iBP 9,727
Banks c/a LBP 9,727
Eurobonds sold to banks
Eurohonds UshD 3,193
Bdl USD ¢/a usb 3,193
CD deposits by banks
CDs {nominal) ush 18,903
BdL USD ¢/fa Usp 18,903
Amaortisation of treasury bills premium
Treasury bills {premium) LBP 950
Interest income fram treasury bills LBP 950
Amortisatign of CDs premium
Deferred Interest Expense [premium) LBP 268
Interest income from treasury bills LBP 268

5.4.15  In 2017 and 2018, BdL continued the practice of redeeming CDs at a premium and charging
a commission in order to partially offset the costs of the Financial Correction Plan. This

practiced ended by 2019.

5 The circulars are not specified in the Central Council meeting minutes.
6 The informatian used to summarise these entries was abtained from Bdl’s ERP and CBS systems.
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5.4.16  The following summarises the BdL accounting entries in 2017 and 2018.

Figure 5.3 2017 CDs redeemed at premium for commission®

CcCy DR CR

CDs radeemed at premium

CDs {nominal) LLBP 4,056

Deferred Interest Expense {premium) LBP 2,478

Banks cfa LBP 6,534
Commission charged to banks {50% of premium

Deferred interest expense LBP 2,287

Banks c¢/a LBP 2,287
Amortisation of CDs premium

Deferred Interest Expense (premium) LBF 66

Interest income from treasury bills LBP 66

Figure 5.4 2018 CDs redeemed at premium for commission

CcCy DR CR
£Ds redeemed at premium
CDs {fnominal} LBP 5,569
Deferred Interest Expense {premium) LBP 7,956
Banks ¢/a LBP 13,525
Commissign charged to banks {50% of premium)]
Deferred interest expense LBP 8,072
Banks ¢/fa LBR 3,072
Amortisation of CDs premium
Deferred Interast Expense {premium) LBP 397
Interest income from treasury bills LBP 397
5.5 Phase 2 - Loans under leverage agreement
5.5.1 In 2017, BdL introduced a new Financial Engineering scheme (“loans under leverage
agreement”}.

i) In accordance with Central Council decision No. 39/21/17 dated 17 August 2017,
BdL granted hanks loans in LBP at an amount equivalent to 125% of USD term

depaosits placed by banks, subject to a fixed interest rate of 2%.%

47 The information used to summarise these entries was obtained from BdL's ERP and CBS systems,
4 Bl Audited Financial Statements dated 31 December 2017, Nate $2.F. {page 45 and 46)
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i)

iih)

The banks were required to invest the loan proceeds in treasury bills or time
depoesits acquired from Bdl and pledged against the loans, at the prevailing

interest rates.

The Central Council decision approved the Governor to determine the

percentage of USD deposits required ta benefit fram the facilities.

In accordance with Central Council decision No. 45/27/17 dated 25 October
2017, BdL increased the interest on term depaosits in LBP by 3% in exchange for
commercial banks increasing the interest rates on their clients’ deposits and

extended the maturities.®

The Financial Operations Department caonfirmed to us that the purpose of the
policy was to encourage banks to increase the term of their clients LBP deposits
and discourage the conversion of deposits from LBP to USD. Bdl either extended
banks’ LBP deposits for longer maturities ranging between seven and 30 years,
at interest rates between 9.32% and 11.92% or received new LBP deposits for
seven to 30 years tenors at interest between 11.08% and 13.68%. A&M has
reviewed the ERP/CBS data and confirmed that these deposits were recorded at

the aforementioned interest rates,

5.5.2 During 2018, upon approval of the Governor, Bdl granted banks loans under leverage

agreement conditional on proceeds heing reinvested in the following USD and other foreign

currency items:

i)

if)

if)

iv)

Purchases of CDs;

Purchase of Eurohonds;

Foreign exchange transactions; and

Placement of term deposits in foreign currency.®

43 Central Coundll decision No. 45/27/17 dated 35 Qctober 2017
50 B4l Audited Financial Statements dated 31 December 2018, Note 14 {page 48).
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5.5.3 By 31 December 2018, the loans under leverage amounted to LBP 41,766bn {USD 31.7bn)
against foreign currency investments held by banks equivalent to LBP 32,817bn (USD
21.8bn).

5.5.4 The ‘Loans Under Leverage Arrangement’ note to the 2019 Special Purpose Balance Sheet

states:

“Management's abjective of increasing foreign currency reserves by these varied underlying
transactions is consistent with the objective of the Central Council decision mentioned
above®. By mid-2018, foreign currency inflows from remittances decreased significantly, and

as such, management’s abjective became to retain foreign currency deposits.”

5.5.5 Minutes of the Central Council meeting dated 20 March 2019 includes commentary from
the Governor on the requirement of Lebanese banks to comply with IFRS 9 in preparing their
audited financial statements. The Governor noted that banks are netting facilities they are
provided by BdL against the deposits they had placed at the Bank, so as not to inflate their
halance sheet {and in agreement with their auditors). The Governor stated that BdlL will

perform the same offsetting in preparation of its own balance sheet.

5.5.6 During 2019, loans under leverage arrangement in the amount of LBF 56,178bn and LBP
2,638bn were offset against term deposits and CDs under leverage agreement respectively.
The comparable figures for 2018 indicated LBP 27,440bn and LBP 2,638bn of the loans under
leverage were offset against term deposits and CDs under leverage agreement

respectively.’
5.5.7 The 2018 year end balances are broken down in the table below.

Table 5.2 Breakdown of loans under leverage agreement by deposit and transaction
type, Bdl 2018 audited financials

Loans under leverage Fareign currency Loans / Foreign currency
agreement investments investments investments
{LEP'000) {LBP'000) _ fusg)
Loans against:
Purchase of COsin USD 681,346,409 545,040,952 125% 161,552,870
Purchase of Eurobonds in USD 4,116,984,455 3,3293,380,342 125% 2,184,663,577
Foreign exchange transactions in USD 3,959,586,000 2,745,345,938 144% 1,821,125,000

51 cantral Council decision number 19421717 dated 17 August 2017,
22019 Special Purpose Balance Sheet, Note 13 ‘Loans Under Leverage Agreement’ and Nate 23 ‘Banks and Financial Institutions”.
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Placerment of term depasits in foreign currency

Total loans under leverage against term deposits

Purchase of CDs in USD
Purchase of Eurobhonds in USD
Placermnent af term depasits in foreign currency

Total Loans under leverage against treasury bills

Purchase of Eurohonds in USD

Total Loans under leverage against CDs

Grand Total

9,899,252,709

14,266,594,156

27,856,921
234,502,388
5.839,574371

6,102,333,680

1,400,000,000

1,400,000,000

21,768,527,836

18,681,781,874 14,923,123,458 125%
27,439,698,738 21,506,890,690
52,629,748 41,994,308 125%
435,236,946 354,115,350 124%
11,195,995,555 8,803,158,365 127%
11,687,862,249 9,19%,268,023
2,638,000,000 2,110,500,000 125%
1,638,000,000 2,110,500,000
41,765,560,987 32,816,658,713
5.5.8 The following summarises the BdL accounting entries.
Figure 5.5 Loans under leverage accounting entries®?
CCY  DR{LBP)  CR{LBP)
Loans under |everage against term depgosits
BdL USD ¢cfa Usb 545
CDs UsD 545
Loans under leverage agreements LBP 681
Banks c/a LBP 681
Banks c¢/fa LBP 681
Term deposits LBF 681
BdLUsSD ¢c/fa usb 3,293
Eurobands usD 3,293
Loans under leverage agreements LBP 4,117
Banks ¢/a LBP 4,117
Banks ¢/a LBP 4,117
Term deposits LEP 4,117
BdL USD c/fa USD 2,745
Banks ¢/a usp 2,745
Loans under leverage agreements LBP - 3,960
Banks ¢fa LBP 3,960
Banks ¢/a LBF 3,960
Term deposits LBP 3,560
BdL LISD ¢/a usD 14,923
Term deposits Usp 14,523

>3 The informatian used to summarise these entries was obtained from BdL's ERP and CBS systems.
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Loans under leverage agreements LBP 18,682
Banks cfa LBP 18,682
Banks c/a L8P 18,682
Term depasits LBP 13,682
Loans under [everage against treasury hills
BdL USD ¢/fa ush 42
CDs from Banks uso .y
Loans under leverage agreements LBP 53
Bariks c/a LBP 53
Banks ¢/a LBP 53
Treasury bills LBP 53
Bdl USD ¢/fa usD 354
Lebanese Government Eurobonds usb 354
Laans under leverage agreements LBP 438
Banks c/a LBP 439
Banks ¢/a LBP 439
Treasury bills LBP 439
BdL USD ¢/a usD 8,803
Term deposits from banks uso 8,803
Loans under leverage agreements LBP 11,196
Banks c/a LBP 11,196
Banks ¢/a LBP 11,186
Treasury bills LBP 11,196
Loans under leverage against CDs
BAL USD cfa usp 2,111
Eurohonds UsD 2,111
Loans under leverage agreements LBP 2,638
Banks ¢/a LBP 2,638
Banks c/a LBP 2,638
{Ds from Banks LBP 2,638
5.6 BdL public statements regarding Financial Engineering

5.6.1 BdL published two papers to explain the rationales behind the Financial Engineering

transactions;
a) November 2016 — paper on Financial Engineering transactions.

b) 4 April 2017 — paper authored by the First Vice Governor, which we

retrieved in the archived versions of BdL's website. This document was

A
AI‘“‘
™M




5.6.2

563

not publicly available during the period of our investigation, i.e., taken out
from the public domain of Bdl's website. Commenting on our analysis,
BdL responded in July 2023%, referring to the 'BDL’s Financial Engineering’
article authored by the First Vice-Governor, as the reference for its

financial engineering public statements,

November 2016 paper on Financial Engineering transactions

BdL published a paper dated November 2016 titled “Bangue Du Liban’s Financial
Engineering: Background, Objectives and Impact”* The paper outlines the “additional
financial engineering” policies adopted “as part of its monetary policy ohjectives”. It
describes the mechanism as heing carried out on orders in place hetween May and August

2016 as follows:

“First, BDL swapped Lebanese Pound (LBP) treasury bills (TBs) held in its portfolio with

equivalent Eurobonds issued by the Ministry of Finance, amounting to USD 2 billion.

Second, BDL sold the recently ocquired Eurobonds and issued USD Certificates of Deposits

{CDs) to commercial banks against fresh USD inflows provided by banks.

Third, BDL discounted at 0% on amount equivalent ta the previous fransaction (Eurobonds
and USD C0s) of LBP denominated debt held by commercial hanks in their portfolic. This

transaction was subject to voluntary 50% haircut™ on interest in favor of BDL”

The paper then lays out the impacts of the 2016 financial engineering mechanism, stating

that the objectives of the mechanism were achieved, as follows.

i) “Strengthening Bdl’s foreign currency assets”. After the Financial Engineering,
BdL foreign currency assets reached a historical record level of USD 41bn,

conferring stability to the Lebanese Pound and to interest rates.

* The article had been made publicly available on BdL's website in luly 2023
** Exhihit 07 - Banque Du Liban’s Financial Engineering: Background, Objectives and Impact, www.hdl.gov.1b

56 The ‘haircut’ are the commissions paid to BAL
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if)

i)

iv)

v)

vi)

vii)

"Beefing up the capital base of banks”. Bdl instructed banks to book the
proceeds fram the mechanism to their Tier Twa Capital, enabling them to add

additional general reserves ahead of the implementation of IFRS 9.

“Increasing liquidity in local currency”. After Financial Engineering deposits
growth increased on an annualised hasis from 2% to 5%. The fresh liquidity
would enable banks to expand their credit portfolio, particularly to small and

medium sized entities.

“Improving the government debt profile” by reducing the cost of borrowing -
decreasing the interest rate of 5 year treasury bills from 6.74% to 5% and
lowering the interest rate on long term LBP denominated CDs and time deposits

from 9% to 8.4%.

“Improving the balance of payments”, turning a cumulative deficit of USD 1.7bn

in May 2016 to a cumulative surplus of USD 555m in September 2016,

“Targeting positive inflation rate below 4%" — inflation rate rose to 2% in

September 2016, in line with objectives.

“Improving the country’s rating and outlook” —in September 2016, S&P revised

Lebanon’s cutlock from negative to stable.

The paper concludes:

“this financial engineering was based on a win-win situation, whereby it didn’t burden the
Central Bank neither the Lebanese Government with any costs. On the contrary, it enhanced

both BDL’s balance sheet and Lebanon’s credit profile.”

4 April 2017 paper on Financial Engineering transactions

In BdL's Financial Engineering article published on 4 April 2017%, the First vice-governor
details the background behind the “unconventional” financial engineering policies. This

article was deleted from the public domain of BdL's website. The article cutlines the reasons

57 Exhibit 34 - 8DL's Financial Engineering: A financial, monetary and ecanomic leverage; authored by first vice-gavernor Raed H.
Charafeddine; archived version {document deleted from accessible domain of the website during the period of A&M'’s assessment)
2017 Ol (il o Maasbiasily Zeadig A dle Aedly; 3d1adl B B i sl L3 W
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behind Bdl’s unconventiona! monetary policies in the second half of 2016, namely {i) to

preserve monetary and financial stability, (i} maintain the government's solvency, and (iii)

to stimulate internal demand and economic activity.

5.6.3 The article® quotes articles 33, 70, 76 and 104 of the CMC, as legal provisions conferring to

BdL by law the power to imunlement the financial engineering transactions. The article then

lays out the implementation decisions and measures issued in accordance with the legal

provisions:

b)

c)

Annual reports

First, Bdl's Central Council has unanimously decided to issue four
decisions, the content of which was published in the form of intermediate

circulars®.

Second, the Governor acted under the provisions of Article 26 of the CMC,

"to implement the Central Council's above-mentioned decisions".

Third, “the application of these decisions on banks was subject to the
same standards that were circulated to all banks. However, it is noted that

it is normal that results differ from one bank to another”.

Fourth, Article 151 of the CMC requires each person working or having
worked in any manner at the central bank to comply with the Banking
Secrecy Law of September 3, 1956; restricting BdL from giving detailed
information about the identity of the banks benefiting from the financial
engineering and about the extent to which each has separately benefited

from this engineering.

Fifth, the Governor of BdL has explained the financial engineering
mechanism and objectives in the mass media through newspaper and

television statements and interviews.

3% Ehibit 34 - BDL's Financial Engineering: A financial, monetary and economic leverage; authored by first vice-governar Raed H.
Charafedding; archived version {document deleted from accessible domain of the website during the period of A&M’s assessment}
2017 Il s0ld 1 pme " LdbentBlg Ak Adla Aadly: AT LY U8 paa A ddl B 201

32 Pubdicly available circulars, intermediate Circular 428 of June 25, 20186, Intermediate Circulars 439 and 440 of November 8, 2016;
Intermediate Circular 446 of December 30, 20186.
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5.6.5

5.6.6

5.6.7

5.6.8

5.7

The BdL annual reports published on its website note aspects of BdL's financial engineering
in 2016 through to 2020.% In the 2016 annual report financial engineering is discussed under
the section for non-traditional mechanisms and the report notes that financial engineering
has been adopted to provide monetary stability, solvency and improve economic drive. The

benefits of financial engineering in this year are reiterated in this report.

Financial engineering in 2017 and 2018 is discussed under the section of the annual report

that comments on traditional monetary instruments. The report notes that:

i) BdL continued its operations with hanks to attract long term deposits in foreign

currency to improve its reserves;

ii) Cooperation between MoF and BdL stahilized the interest rate on foreign and
local currency issued government bonds. BdL perfarmed financial operations to
motivate banks to attract foreign currency long term deposits and deposit them
at BdL against LBP long term deposits which stabilized interest on foreign

currency; and

jij  BdlL paid the government’s debt principle and coupons in the international

market.

In 2018 the annual report alsc notes that BdLi paid all Eurobonds due during 2018, with BdlL
exchanging USD 5.5bn of treasury bills for Eurobonds to provide the required liquidity. This

significantly reduced BdL's foreign currency reserves.

In 2019 the repart notes the exodus of funds in local currency and fareign currency from the
hanking sectar as pecple were withdrawing their funds due to the economic situation in
Lebanon and the creation of a second exchange rate (black market rate). It states that BdL

continued to focus on attracting foreign currency deposits.

Costs of Financial Engineering

Summary

& Ses Exhibit 08.




5.7.1

5.7.2

5.7.3

57.4

Each year, the financial correction plan generated substantial costs, which were partly offset
by revenues and by inflated seigniorage assets. The costs and offsets were transferred to the
balance sheet, resulting in a substantial overstatement of the profit of the BdL, avoiding the
requirement for a bailout by the MoF and allowing the continued distribution of a target
USD 40m to the account of the MaF in years in which the actual losses were several billions

of dollars.
Costs
Financial engineering was costly. The costs included:

i) Premium paid on the purchase of treasury bills and redeemed CDs {equivalent

to all future coupons on the instruments);
ii) Interest expense of term deposits and CDs;
iiiy  High exchange rate differential paid; and

iv)  In 2020, there were also costs arising from the difference between the rate at
which depositors were allowed to withdraw dallars from the banks {around LBP
8,000) and the official fixed rate {around LBP 1,500) following the issuance of

circular 151,

In crder to avoid booking losses, BdlL transferred costs to the balance sheet. As a result, the
Bank was able to shaw a profit in all years and consequently continue to distribute
approximately USD 40m per year to the account of the MoF, This distribution was made in
accordance with Article 113 of the Code of Money and Credit. The Code of Money and Credit,
under Article 113, also states that the MaF is liable to cover the losses of the Bank. The
transfer of losses from the P&L to the balance sheet avoided the need for the Ministry to

hail out the Bank.

The interest expense transferred to the Balance Sheet was bocked to a halance titled
“Deferred Interest Expense and Cost of Certificates of Deposit”, known internally as the

“Poal”.

l lp‘
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57.5

5.7.6

5.7.7

5.7.8

The mechanism for booking the costs of financial engineering was applied in accordance
with the Accounting Manual, amendments to which were approved by the Central Council

in 27 lanuary 2016 and11 April 2018. The Accounting Manual states:®

“BDL operations on deposits taken from local hanks either by issuing a certificate ar as a
reguiar time deposit are considered as intervention in the market which is part of monetary
policy. Interest expense on these certificates of deposit and time deposits, in addition to
related cost of discounting Is deferred as an offset to provision for contingencies and reversed
to the credit side of seigniorage to the extent of available credit balances in seigniorage
accounts. Similar treatment applies to capitol gains and losses, finance costs and costs paid

over foir value of financial instruments. {..]”

On 7 July 2023 BdL commented that Financial engineering operations’ cast by no means
resulted from the payment of exchange rate differentials, let alone "high” such differentials.
The only costs that relate to exchange rate differentials are those corresponding to later
circulars such as 151 ..., not having anything to do with financial engineering operations that

had been conducted.

However, we note that Central Council decision 39/21/17 pravided commercial banks with
LBP facilities at 2% interest to purchase LBP T-hills, this {ransaction was conditional on
commercial hanks placing a USD deposit at BDL to benefit from these facilities. Based on
notes to 2017 financial statements, specifically note 12 F (b}, the value of those LBP 2% loans
were based on exchanging the value of the USD deposit at 125% of the prevailing exchange
rate, this caused an interest rate differential from 1,507.5 to 1,884.375 or in the value of
376.875 LBP for each USD exchanged. This differential has been a cost borne by BDL due to

this intervention in 2017.

The costs of the deferred interest and foreign exchange costs of financial engineering can be

broken down as follows:

Table 5.3 Costs in the Pool Account®?

LBP'm 2015 2016 2017 2018 2019 2020
Interast expense deferred - |
ChDs:

81 gL 2018 Accounting Manual — “Deferred Finance Costs’ {page 7)
52 Data obtained from BdL CBS data.




5.7.9

5.7.10

5.7.11

5.7.12

EUR _ ] i 160 2,822 | 3,097 ]

LBP . | 2224293 2,853,857 | 2621322 | 3579535 | 3,732,978 | 2,945,011
| USD 694,787 | 1017257 | 1,790,038 1,711,742 1,461,085 1,594,977 |
Interest expense deferred - B
TDs: o
| EUR 218,862 213,927 | 249514 235,616 237,631 246,062
=z —_P 865,670 967,872 | 2,435963 5,399,854 8,846,054 8,133,525
_UsD 1,466,686 | 1,601,383 1,997,109 |  3.078675 | 4155114 4,921,044
[ Costs of FX Itervention 4_ ' N 10,116,034
[ Treasury bitl disposal lasses 3,118,995 |
and interest o
Fiduciary Cantracts Interest | ]
Total 5,670,198 | 6,654,297 | 0,094,346 | 14,005,582 | 18,435.685 | 31,082,770 'rm
FX adjustments [ e (1,367) | 5,874 (2,191] {1,050} 4771
Total ger financial 5,655,147F 6,652,930 | 9,100,220 = 14,003,391 | 18,434,634 1,087,541
statements _ r

The premiums paid on treasury bills and CD’s are summarised as follows:

Table 5.4 Treasury bill and CD premiums

2016
Premium paid - Treasury Bills 6,489

Premium paid — CDs - 12,980 | 2 m—] 956
Total o 560 19,469 2,478 195

The total of the above costs is LBP 115tn.

On 7' of July 2023 BdL commented on the abave by stating that “the amount of 115 TLL
referred to as “cumulative cost of financial engineering” covers both costs channelled to the
deferral pool {oround 85 TLL) and premiums on TBs and CDs faround 30 TLL). 1t's worth noting
that the 30 TLL considered as part of the “cumulative cost of financial engineering” will be
fully offset by coupon revenues till the maturity of the said T8s and (Ds. Hence, the cost
during 2015-2020 is ground 85 TLL and not 115 TLL”

A&M disagrees with Bdl’s view that that the premiums paid on TBs and CDs of 30tn will be
fully offset by the coupon revenues received till maturity for the reasons explained below:

i) The market value of a T-bill is the present value of future cash flows (coupon
payments and eventual principal repayment) discounted at the market discount
rate;

i) Giventhe T-hills were newly issued, the coupon rate was presumably the market
discount rate for the Lebanese government. That being the case, the present
value of the future cashflows from the T-bills would be equal to their nominal
value;

iiy  Therefore, unless this discount rate is zero, BdL bought the T-bills at a price that
was in excess of the market vaiue and so incurred a loss at point of purchase.

Qffsetting
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5.7.13

5.7.14

5.7.15

5.7.16

5.72.17

The Bank was inflating the balance sheet throughout the year on both the assets and
liabilities side. At the end of the year, the Bank used the credit side to credit the ‘pool’ -

deferred interest expense and partially offsets losses.

Each year, close to the year end, the Governor issued instructions to the Accounting
Department for “offsetting the burdens from the financial correction plan at year end ox™,
Implementation of the mechanism was to be supervised by the Qrganisation and
Development Department. The instructions were sent in a letter, signed by the Governor,

Riad Salameh.
Each instruction letter begins:

“Based on CC decision number 46/30/16 doted 28 October 2016 you are requested to
calculate the maximum limit of net burdens that are associated with the financial correction
plan that can be offset at the current vear end in accordance with the mechanism explained
below and in coordination with the Organisation and Development Department for the

purpose of supervising and completing the task.”
CC decision number 46/30/16 states:

“The cumulative burdens subject to the financial correction plan are reduced by the end of

each year from the following sources:

Current net profit, commissions charged on Financial Fngineering, net proceeds from the
swap of LL T-bills for Eurobonds, net praceeds from payment on Government foreign currency
dues, net proceeds from issuing currency {considering the cap of 2.% of cumulative GDP since
the implementation of the financial correction plan in 2002), Net proceeds from LL T-bills and

general provisions.

The Governor, based on suggestions from the Organization and Development Department,
determines prior to year end the details of reducing the cumulative burdens subject to the
Financial correction plan for the current year. The Accounting department implements the
mechanism specified by the Governor by year end and prior to implementing the financial

correction plan.”

The offsets included:




S T S e e e [ e T [ SRR T ey
i) First, the maximum possible from net income after remaving the costs of the

financial correction plan, while preserving approximately LBP 200bn® in net

income which allows the Bank to meet a target of distributions to the MoF of

approximately USD 40m each year. This amount is booked to provision for

contingencies,

i) Second, commission due resulting from financial engineering, boaked to

account 182606001 {LBP) under GL account 01.65.10.20.02.

i) Third, seigniorage — Initially seignicrage from currency, followed by seigniorage
fram treasury Biil Swaps and then seigniorage from financial stability, booked to

account 190989002 (LBP) under Gl account 01.65.90.09.03.

5.7.18  The offsets are set out in the table below:

Table 5.5 Offsets

Income {1,224,527) {1,250,034) | (1,430317) (2,382,380} (3,438,309) (4,951,440)
Amortised interest {42,291} {48,772 (60,401} . {96,664} {132,576} {106,028)
| expense SN
Commissions | {1,053.307)  19727,403) {2.557,562) {8,071,861) o 3,000,000
| seigniorage - | {644718) | 0O 0 0 0| (19,099,968 '
Currency
Seigniorage - 0 T 0 0| (10,270,279} | (13,754,531} ) l
financial stability
sefgniorage - T8 3,262,082 q {701,946} ol D D
swaps . | )
“Other 0 536,330 0 {153,449} {60,101} {71,172]
| Total | i5505223) [ (10,489,879} | (4,750,226] | (20,975,233) | {17.387,016) | (21,228,608}
Balance

5.7.1%  The conclusien of each instruction letter summarises the estimated total cost of the financial
correction plan. In each year costs in all accounts related to 01.65.10 with the exception of
account 182 606 001 {LBP} are offset. The balancing amount remains and is reflected in the

Balance Sheet under deferred interest expense and cther finance costs.

Profit distribution

521 8P 200bn does not reconcite ta the net income preserved, however we have not heen able to determine why this armount is noted in

the Jetter.

0



5.7.20

57.21

5.7.22

In the first quarter of each year, the accounting department sends a letter to the Governor,
reguesting approval for the appropriation of net income to provisions for contingencies and
for the remaining income to be distributed 80% to the MoF and 20% to general reserves. In
2020 there was no request for distributions — the full appropriated amount was boeked to

general reserves.

The distribution of 80% of BdL’s reported profits was recorded in the CC meeting minutes as

follows:

i) During the CC meeting held on 16 March 2016 it approved the distribution of
80% 2015’s net profit of LBP 76bn to the MoF and 20% to be retained in the

general reserves of BdL;

ii) During the CC meeting held on 22 February 2017 it approved the distribution of
B0% 2016’s net profit of LBP 76kn to the Mof and 20% to be retained in the

general reserves of Bdl;

iif}  On 25 February 2020 the Governor passed a decision that 80% of Bdl's 2019 net
profit be distributed to MoF and 20% ta be retained in BdL.

In 2002, 2004 and 2007 Bdl made distributions to the MOF using the unrealised gain on
Bdl's holding of gold and recorded against the unrealised gain on exchange balance on Bdl's
balance sheet. Bdl's audited financial statements state that such a distribution is, in the
opinion of the Bank’s management, derived from the provisions of articles 115 and 116 of

the Maney and Credit Law and in line with the 1985 Legal Opinion.

A
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5.8

5.8.1

582

5.8.3

5.8.4

Consulting Commissions

Mutual Legal Assistance Request — Forry Associates

In 2021, Lebanese and international news agencies published a copy of a Mutua! Legal
Assistance Request ["MLAR")™ sent by Swiss prosecuting authorities to the Lebanese
authorities requesting further informatian related to payments received by Swiss banks

from accounts held at BdL.

The MLAR details payments tatalling USD 333m sent between 2002 and March 2015 from a
Bdl account with IBAN number LB02099900000001001260632009 to an account at HSBC
Private Bank {Suisse) SA {“HSBC”) held in the name of Forry Associates Ltd (“Forry”). Forry
was a British Virgin Islands ("BV)”) registered company reportedly owned by Riad Salameh’s

brother, Raja Salameh.

The payments were made under a 6 April 2002 agreement between BdL and Forry, under
which Forry acted as "agent for the introduction of BDL products”, earning a commission
limited to 3/8 of 1% of the value of transactions in Lebanese Eurohonds, Lebanese treasury

hills, and CDs held at Bdl.

A copy of this agreement has been provided to A&M by BdL.% Along with the Forry
Agreement, A&M was provided with a copy of a document purportedly providing Central
Council approval to contract with Forry®®, The letter is on Bdl letterhead and states the

following:

“Subject: Contracting with Forry

in reference to the subject referenced above, we inform you that the Central Counsel meeting

which took place on 26 December 2001 tack the decision number 23/41/01 as follows:

Assign the Governor the autharity to contract with Forry Associates Ltd as an agent ta market
financial products for the benefit of Banque du Liban in return for commissions paid from

outside the bank’s maney”.

B4 Exhibit 09 — Swiss MLAR, https://int.nyt.com/data/documenttools/swiss-investigation-into-riad-salameh-and-raja-
salameh/b4062a5chacbe72d/full.pdf, Movember 2020. See Appendix G for a translation of this document.

55 Exhibit 01 - Forry-BdL agreement, 6 April 2002
B8 Exhibit 01 - Central Coundil appraval re Forry
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5.8.5

5.86

587

The version of the Forry agreement provided to A&M contains the signatures of Riad
Salameh, signing on behalf of Bdl, and Kevin Walter, purportedly the Chief Executive Officer
of Forry. However, according to the Swiss MLAR, a second version of the agreement was
held by HSBC Bank, which contains the signatures of Riad Salameh for BdL and Salameh’s

brother, Raja Salameh, on behalf of Forry.
Bdl drafted a memo on Forry in response to A&M’s draft report on 7 July 20239, stating:

“It was gt the request of HSBC, the bank of Forry Associates Limited, that an additional copy
of the contract was signed in july 2015 by Raja Salame on behalf of Forry Associates Limited,
as evidenced by the e-mail dated Jjuly 21, 2015% sent by Raja Salame to HSBC's
representatives. It was signed after the end of the relationship between BDL and Forry
Associates Limited. The content of such additional copy is identical in all respects to the copy
signed on April 6, 2002, except for the address of [sic.] behalf of Forry Associates Limited and

the signatory on behalf of Forry Associates Limited.

The fact that additional copy was requested by HSBC in July 2015 was alsa confirmed by HSBC

itself in a letter dated 18 June 2021, sent to the Swiss Confederation Prosecutor’s Office...#”

An article published by the National Newspaper in February 20237, explains the reason for
the existence of twa versions of the contract, by reference to French judiciai documents™,
including an attachment order drafted by Aude Buresi, a French judge investigating the flow
of funds from BdL. The anticle claims that in 2015, HSBC requested an additional copy of the
contract which was signed, this time, by Raja Salameh. The article also reports that the
judicial investigators have been unable to identify or locate Kevin Walter and that his identity
“does not appear in any document provided to the HSBC bank”. Raja Salameh reportediy
stated in evidence to the Lebanese investigating judge that Kevin Walter was an employee

of Forry.

&7 Exhibit 35 - BdlL memorandum addressing the “Forry case”

8 Exhibit 36 — Emall dated 21 July 2015 sent by Raja Salame to MSBC representatives.

& Exhibit 37 - letter dated 18 June 2021 sent by HSBC ta the Swiss Confederation Prosecutor's Office

70 exhibit 10— Revealed: How investigators say Riad Salameh conducted central bank embezzlement operation, The National News, 2
February 2023

" Nate, ARM has not seen the documents referenced in the National News article and has not verified their authenticity.




5.8.8

5.8.9

5.8.10

5.8.11

5.8.12

The National News article goes an to state that neither Kevin Walter nor Raja Salameh were
listed as directors of Forry, leading the French judge to conclude that “Riad Salomeh engaged
the Bdl with o company under the terms of a legally non-existent cantract”. To be legally

binding the contract would need to be signed by one of the directors of the company.

BYI public records do not provide details of the ultimate beneficial owners of companies.
However, we have obtained documentation from the BVI registry that confirms that Forry

was incorporated on 20 November 20017 and dissolved on 17 May 20167,

According to the MLAR, the HSBC account held in the name of Forry received more than USD
326m via 310 banking transactions between April 2002 and Octoher 2014 as well as a
transfer of USD 3,663,294 on 4 October 2014 and a transfer of USD 3,554,255 on 9 March
2015, whose origin is BdL account LBO2099900000001001260632009. HSBC records marked

the transfers as "commissions” or “fees”.

The MLAR summarises the onward transfer of USD 210m (approximately two thirds of the
received amounts) of the Forry funds back to accounts in Lebanon held in the name of Raja
Salameh at four Lebanese hanks (BANKMED, BLM BEIRUT, CREDIT LIBANAIS, BANK AUD! and
SARADAR BEIRUT) and the transfer of various remaining amounts to entities controlled by

Riad Salameh and associates seemingly for the purchase of real estate in Switzerland.

A&M review of the ‘Consulting’ account

A&M has identified in the CBS records of BdL the account with IBAN number
LB(2099900000001001260632009 which is referenced in the MLAR as the source of the
payments ta Forry. The account is a liability account in the CBS general ledger with the title
‘Consulting’ {CBS account number 260632009]). The accocunt maps to a miscellaneoaus
accrued expenses account in the ERP general ledger which maps to the line item on the

financial statements, ‘Accrued expenses and other liabilities’,

72 Exhibit 11 — Farry Certificate of [ncarporatian.
72 £ xhibit 12 - Farry Certificate of Dissolution.
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Table 5.6 Summary of ‘Consulting’ account core banking and ERP details
Account CBS account CBS IBAN number Currency Branch CBS GL name ERP GL ERP GL Account description

type number account account no.

name

Liabilities ’260632009 j 405080301 |Other habilities-Attachment &

ettlement Accounts-Accrued

Expenses Payable-Othe
| payable Expenses: Miscellaneous

l_
|
|

5.8.13  Bdl stated in the 7 July 2023 memo:

“The account No. 01260632009, entitled “consulting account”, Is actually a clearing account

opened with BDL. it js not an occount of BDL, 1t s on off-balance sheet account.

The clearing {consulting) account can be identified by its own IBAN which is different from

the IBANSs of the accounts of BDL on which funds owned by BDL are deposited.”

5.8.14  A&M disagrees with Bdl’s description of the Consulting account as an “off-balance sheet
account”. The term “off-balance sheet” refers to certain assets and liabilities that do not
appear an an entity’s balance sheet. Between 2015 and 2020, the Consulting account
recorded an outstanding credit balance in all years that was reflected in the liabilities section
of BdL's balance sheet. While an accrued expenses account can sometimes be referred to as

a clearing account, it cannot be referred to as an “off-balance sheet account”.

5.8.15  A&M also disagrees with the statement, “it is not an account of 8dL”. While it is not a bank
account or cash account of Bdl, it is a liahility account which reflects shori term payment

obligations of BdL.

Movements on the Consulting account, 2015-2020

5.8.16 A detailed listing of movements from 1 lanuary 2015 to 31 December 2020 across the
‘Consulting’ CBS account, including the corresponding debits and credits, is shown in Table
5.9 below. The account contains a total of 35 debit and credit entries during the Review
Period; 27 debit entries and eight credit entries. We searched and extracted details of all

the SWIFT messages related to the entries from the SWIFT database extract and were able

A
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5.8.17

5.8.18

5.8.19

5.8.20

to confirm the originator / beneficiary banks of incoming / outgoing transfers. The
beneficiary name fields were removed fram the SWIFT extracts by BdL and so the uitimate

heneficiary or account holder cannat be seen from the data available.
Debits / transfers from the Consuiting account

The 27 debit entries totalling LBP 168,362,309,500 {USD 111,283,000) mainly represent
transfers out of the account to accounts held at HSBC and Lebanese banks, with a small

amount credited to a MoF account as summarised in Table 5.7 below.

Table 5.7 Summary of recipients of transfers from the consulting account, 2015 - 2020

Receiving account / bank Sum of Amount (LBP) Sum of Amount (USD}  No of payments
Banque Misr Liban SAL 71,192,822,000 47,023,000
IBL Bank SAL | 30958319000 | 20,475,057 5
" BLC Bank SAL 20,355,730,000 13,445,000 4
[ AM Bank SAL 11,203,600,000 7,400,000 1
Bank Audi SAL | 8131750000 5,375,000 1]
' Fransabank SAL 8,137,750,000 5,375,000 1
HSBC Private Bank {Suisse] SA 18,292,737,500 12,134,486 4
[ Ministry of Finance 83,601,000 55,457 5
168,362,309,500 111,283,000 rg 27 |

The outward transfers include four SWIFT transfers made between January and March 2015
to HSBC totalling USD 12,134,486 from Bdl's USD account at Standard Chartered Bank.
These transfers include the amount of USD 3,544,305 referenced in the MLAR and confirmed
as being transferred for the ultimate benefit of Forry. No further transfers were made to

HSBC after 23 March 2015,

Between 22 April 2015 and 9 September 2019, a further 18 SWIFT transfers were made,
debited to the consulting account and credited to six Lebanese banks for a total of LBP
149,985,971,000 (USD 99,093,057}: Banque Misr Liban SAL; IBL Bank SAL; BLC Bank SAL; AM
Bank SAL; Bank Audi SAL; and Fransabank SAL.

We cannot confirm from the BdL records the ultimate heneficiary name or account of the
transfers out from the consulting account as BdL has removed both the beneficiary details
from the SWIFT extracts, and the transaction narrative fields from the Core Banking extracts

provided to A&M, citing the banking secrecy law. Information contained in these fields




would confirm the identity of the beneficiary of the transfers and is key to finalising our

investigation of these transfers.

5.8.21  A&M asked BdL for an explanation of all transactions booked through the consuiting account
260632009, together with underlying documentation for each transaction. BdL has, at the

date of this report, failed to respond to our information request,

AN
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Credits / how the payments were funded

£.8.22  The account bhegan the period at 1 January 2015 with an opening credit balance of LBP
27,866,153,322 (USD 18.49m). We do not have the records to show how this balance was
funded. The balance effectively funded the first five debits to the consulting account. This
includes the four payments to HSBC and the payment which we know to have heen made

for the benefit of Forry,

5.8.23  During the Review Periad, a total of eight credits were bocked to the consuiting account as

summarised in Table 5.9, The credits total LBP 146,602,901,930 (USD 92,969,930).

Table 5.9 Summary of credits to the consulting account, 31 lanuary 2015 to 31 December

2020
NPS account name Sum of Amount Sum of Amount No of
/ SWIFT Receiver {LBP) (USD) entries
Opening balance 27,866,153,322 18,485,016
Financiat Operations RTGS: payment
system clearance: operations Consulting  Optimum Invest SAL 54,226,535,290 35,917,803 2
Commissions receivahle resulting
from financial engineering Consulting  {blank) 65,785,967,000 43,451,762 3
Payment system RTGS: payment
system clearance; operations Consulting  AM Bank SAL 23,550,399,640 13,600,000 3
Grand Total 168,469,055,2_52 111,454,575 8

5.8.24  The credits were booked in 3 different ways.

1. By entering intg financial engineering transactions via Optimum Invest SAL

designed explicitly ta create commissions to be paid to third padies

5.8.25  Two credits were created by entering into financial engineering transactions with Optimum

Invest SAL designed explicitly to create commissions to be paid to third parties.

5.8.26  The first was for an amount of LBP 35,488,500,000 (USD 23,541,294) credited to the
consulting account on 17 Decemhber 2015 which results from Central Council decision

51/30/2015 dated 2 December 2015, which states:

“Perform lending operations to purchase Lebanese T-bills to be instantly discounted ot BDL

for the purpose of providing an amount of LL 35b and recording the LL 35b in account number

A
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260632009 at BDL to pay commissions on operations performed with the financial private

sector’”.

5.8.27 The meeting minutes do not state the identity of the third parties to receive the

commissions.

5.8.28 The book entries are summarised in the table below and include the following steps:

i) Bdl sells treasury bills to Optimum fnvest SAL with face value of LBP
49,000,000,000 (USD 32,504,146) and accrued interest receivable of LBP
1,503,500,000 (USD §97,347).

ii) BdL immediately buys back from Optimum Invest SAL the same treasury bills at

a premium of LBP 35,488,500,000.

iii)  The additional premium of LBP 35,488,500,000 is transferred {debited} from the
Financial Operations RTGS clearing account and credited to the consuiting

account, increasing the credit balance on the account.

iv] At the year end, on 30 December 2015, the balance on the accrued interest
receivable account is transferred to an Issuing Premium account. This is reversed

on 2 January 2016.

™ £¢ Decisian 5143042015, Central Cauncil meeting minutes, 2 December 2015, translated by ARM from Arabic to English
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5.8.29

5.8.30

5831

The second credit was for an amount of LBP 18,738,035,290 (USD 12,429,874) credited to
the consulting account on 30 June 2016 which results from Central Council decision

57/15/16 dated 1 June 2016, which states:

“Perform lending operations to purchase T-bills to be deducted instantly at BDL, the amounts
of which will be determined by the Governor later. Record the earned amounts in account
number 260632009 to cover and pay commissions on operations with the private financial

sectar”" ™.
The baok entries are summarised in Table 5,10 and include the following steps:

i) Societe Financiere Du Liban SAL subscribes to treasury bills with a face vatue of

LBP 228,000,000,000 (USD 151,243,781).

i) BdL buys the treasury hills from Saciete Financiere Du Liban SAL at face value,

iii}y  Bdl sells LBP 55,619,170,000 (USD 36,894,972) of the treasury hills to Optimum

Invest SAL at face value.

iv)  BdL immediately buys back from Optimum Invest SAL the same treasury bills at

a premium of LBP 18,743,660,290 (USD 12,433,605).

v) The additional premium of LBP 18,743,660,290 (USD 12,433,605) is transferred
(debited) from the Financial Operations RTGS clearing account and credited to

the cansulting account, increasing the credit balance on the account.

2. By transferring credits from the account “Commissions receivable resulting from

fingncial engineering” {01.001.182606001) to the consulfing account

Three credits to the consulting account totalling LBP 65,785,967,000 (USD 43,451,762) were
debited from the account ‘commissions receivahle from financial engineering’ on 24 June
2016 (LBP 3,874,467,000 {USD 2,559,093)), 6 July 2017 (LBP 37,687,500,000 {USD
24,892,668)) and 26 October 2017 {LBP 24,224,000,000 (USD 16,000,000)).

8 ¢ Decision 57/15/16, Central Council meeting minutes, 1 June 2016, translated by ARM from Arahic to English
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5.8.32

5.8.33

5.8.34

5.835

5.8.36

The ‘commissions receivable from financial engineering’ account contains commissions
charged to banks for the purpose of creating a credit balance that could be used to offset
the costs of financial engineering (See decision 36/4/15 “Central Council adopted Financial
Engineering through BOL lending commercial banks amounts to purchase Lebanese T-bills to
be discounted at BOL for o commission. The commissions wilf be recorded in a special account
that offsets the cost of the financial carrection plan. The mechanism and commission will be

determined later by the Governor.”)

We have not identified any specific Centra! Council decisions or instructions related to these
credit entries but note that there are 3 Central Council decisions which approve acceptance

of depaosits and CDs on which commission of 3/8 of 1% would be charged:

i Decision 38/19/15 dated 22 July 2015 - “Accept deposits and (Ds with a cap of
UsD 1b for long-term moturity where the interest and maturity will be

determined by the Governaor later at a commission of 3/8”.

i)  Decision 47/16/16 dated 8 June 2016 — “Accept lang-term deposits and CDs with
a cap of USD 1b in which the interest and maturity will be determined later by

the Governar at a commission of 3/8”.

i}  Decision 33/18/16 dated 22 June 2016 — “Accept deposits or CDs with a cap of
USD 2b for fong maturity, the interest and maturity will be determined later by

the Governor with a commission of 3/8”

3. From payment transfers received from AM Bank SAL

Three credits to the consulting account totalling LBP 20,590,399,640 {USD 13,600,000) were
dehited to the operations payment systems RTGS account as payments received from AM
Bank SAL on 13 June 2017 (LBP 13,474,599,640 (USD 8,900,000)}, 23 January 2018 (LBP
1,059,800,000) (USD 700,000)) and 7 February 2019 {LBP 6,056,000,000 {USD 4,000,000)).

We have not identified any specific Central Council decisions or instructions related to these

credit entries.

The ahove approvals appear highly irregular. They indicate that consulting commissians

were not charged regularly on deals specifically introduced by certain entities but that

Y/ %
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schemes were developed with the express purpose of raising funds to pay consulting

commissions, to unspecified parties.
Impact on the audited financial statements

5.8.37  As stated above, the consulting account maps to the accrued expenses and other liabilities
line item in the audited financial statements of BdL. A credit balance is maintained on the
account at each year end as summarised in Tahle 5.11 helow. The notes to the financial
statements {usually Note 25 or 26) break down the accrued expenses under several sub-
headings. There is no explanation in the notes of the consulting commission payments — the
credit balances are included in a line item titled ‘Accrued Expenses’. The mavement in the
consulting account each year accounts for a large part of the movement in the overall

accrued expenses line item.,

Table 5.11 Credit balance remaining on the consulting account at each year end —
included in accrued expenses”

Balance on consulting account YaY movement Balance in 'accrued expenses’
LBP usD LBP usD LBP uso
31-Dec-14 27,866,153,322 18,485,010 63,236,668,000 41,948,038
31-Dec-15 27,350,765,822 18,143,128 {515,387,500) {341,882) 85,895,195,000 56,878,570
31-Dec-16 1,268,112 BA1  {27,348,497,710) (18,142,287} 50,866,309,000 33,742,162

31-Dec-17 43,593,367,752 28,917,657 43,592,099,640 28,916,816 118,016,354,000 78,286,139
31-Dec-18 16,760,745,752 11,118,239 {26,832,622,000}  (17,799,418) 107,696,356,000 71,440,365
31-Dec-15 106,745,752 70,810
31-Dec-20 106,745,752 70,810

Commercial bank contracts

5.838  A&M has requested sample contracts and agreements related to the consulting commission
payments and the transactions they supposedly relate to. We have heen provided with one
Forry agreement dated 6 April 2002 and a summary of the commissions, but we have not

been provided with any other agreements, invoices or information on the beneficiaries of

the cammission payments which occurred during the Review Period.

5.8.39

Findings

" Information fram BdL's audited financial statements 2015 — 2018; CBS and ERP records.




iif)

vi)

vii)

viif)

We have verified the 2015 payment made to HSBC for the benefit of Forry

against bank accounting and payment records.

We have identified a further USD 107,728,745 million in payments from the

same account to 7 banks — one Swiss bank and 6 Lebanese banks,

We cannot confirm from the BdL records the ultimate beneficiary name or
account of the transfers out from the consulting account as BdL has remaoved
both the beneficiary details from the SWIFT extracts, and the transaction
narrative fields from the Core Banking extracts provided to A&M, citing the

banking secrecy law.

Information contained in these fields would confirm the identity of the
beneficiary of the transfers and is key to finalising our investigation of these

transfers.

For transfers made to unknown beneficiaries hetween 22 April 2015 and 9
September 2019, credited to six Lebanese hanks for a total of LBP
149,985,971,000 (USD 99,093,057, we have confirmed the source of funds that
generated the ahility to make the transfers out — the amounts were generated
from transactions designed specifically to raise funds for the payment of these

commissions.

The book entries are not as would be expected — commissions are not linked to

the underlying transactions and are not directly charged to the banks.

Year end balances on the Consulting account are recorded in the audited
financial statements as Accrued Expenses with no detailed explanation. A&M
disagrees with BdL’s description of the Consuiting account as an “off-balance
sheet account”. The term “off-halance sheet” refers to certain assets and

liahilities that do not appear on an entity’s balance sheet.

The credits were in part approved by the Central Council according to minutes
of the meetings. Amounts and the destination of transfers were set by the

Governor.

/%
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5.8.1

5.9.2

ix}  BdL has to date provided no further documentation or explanation of the hook
entries and transfers to and from the consulting account during the Review

Period.

x) We have identified no records to confirm that a service was actually performed

to justify the consulting payments,

Riad Salameh accounts analysis

Swiss MLAR

The Swiss MLAR also details further information on various transfers from the accounts of

Riad Salameh held at BdL ta accounts held in his name with Swiss hanks, inciuding:

i) Transfers totalling USD 7.5m to a UBS account in the name of Riad Salameh
between April 2012 and January 2018 from an account held at BdL with [BAN
no. LB38 0999 0000 0001 0029 1285 0112, invested in financial bonds,

i) Transfers totalling USD 4.15m to a Credit Suisse account in the name of Riad
Salameh since June 2016 from an account held in the name of Riad Salameh at

BdL, largely invested in financial bonds.

i} Transfers made on 8 November 2018 ta a Banque Pictet & Cie SA account in the
name of Riad Salameh ~ EUR 2m from his BdL account IBAN nec. LB30 0999 0000
0001 0699 1285 0112 and USD 3m from account with IBAN no. LB38 0999 0000
0001 0029 1285 0112 — invested in financial bonds.

Analysis of Riad Salameh accounts

AB&M has conducted an analysis of accounts held at Bdl in the name of Riad Salameh.
Salameh maintains five accounts at BdL: an LBP salary account; an LBP loan account; a USD
account; a EUR account and a GBP account. The total movements {debits and credits) by
year and by account are shown in USD equivalent in Table 5.12 below, net of FX transfers
hetween accounts. A more detailed breakdown of the dehits and credits by transaction type

is included in Appendix 10.




5.9.3 Over the &-year period from 2015 to 2020 a total of USD 98.8m, an average of USD 16.5m

per annum, was credited to the accounts and USD 103m was debited to the accounts.

Tahle 5.12 Summary of annual debits and credits across five Riad Salameh accounts
{excluding FX transfers}, 2015 to 20207 (USD equivalent values)

IBAN Cey  Year Cr Dr
LE23095900000001001812850113  LBP 2015 301,902 1,137,394
‘Salary account’ 2016 305,861 1,211,939

2017 103,072 1,151,296

2018 32,450 1,513,759

2019 2,169,927 1,871,767

2020 320,824 1,683,954

Total 31,703,736 8,570,114
LB57099900000001041512850871  |EF 2015 19,985 19,933
'Loan accaunt’ 2016 19,9883 20,042
2017 20,042 13,958

2018 15,9588 13,388

2019 15,388 19,958

2020 13,988 20,042

Total 119,980 120,035
LEIRA53900000001002912850112  USD 2015 17,772,732 9840847
S0 accaunt’! 2016 35,505,000 21,351,125
2017 13,375,000 7423935

2018 12,672,500 13,748,309

2018 12,451,513 6,122478

2020 1,125,000 5,222 686

Tatal 92,901,795 62,709,380
[B3005390000000106991 2850112 EUR 2015 1,408,210 10,285,566
'EUR accaunt’ 2016 5483255
017 3212359

2018 2,639,373

1019 1,212,015

2020 546,383

1,408,210 23,378,856

LB970999000006001005312850212  GBP 2016 575,000 8,275,500
'GBF account’ Tatal 675,000 8,275,500
All accaunts 2015 19,502 842 21,283 300
20167 36505849 7 36,341,860

2017 13,683,114 11,807,477

018 12,594,538 16,921,435

2019 14,641 428 9,226,247

2020 1,465,912 7,473,065

Grand total 98,808,722 103,053,585

5.9.4 The LBP salary and loan accounts show salary receipts of a total of approximately USD 1.5m,
approximately USD 250,000 per annum, USD 20,000 per annum of which goes towards
interest on a loan. Salary receipts account for just 1.5% of total credits to the accounts. The
vast majority of credits are from cheque deposits, totalling USD 95.9m aver the 6-yéar
period, 97% of which are USD deposits, with small amounts in LBP and EUR. We have not

confirmed the source of receipts of the cheques.

78 sourced from CES.
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5.9.5 With regards to debits or transfers from the account, 76% of the funds {USD 78m) is
transferred out through FX transfers in USD {USD 46.4mj}, EUR (USD 23.4m} and GBP (USD
8.3m).

Tahle 5.13 Summary of credits and debits to Riad Salameh accounts by transaction type

(USD equivalent)

Desc CR DR
Chegue deposit 95,880,320

Salary and interest 1,500,387 126,648
Transfers in 1277018

Expenses 81,840 5,332
Cash deposit B8,657

F¥ transfers out 78,004,934
Payments 17,252,551
Qther transfers aut 3,888,673
Transfers within branch 2,009,991
Transfers hetween head office and branch 780,771
Cash withdrawal 760,521
Cheque payments 224,464
Grand Total 98,808,722 103,053,335

5.9.6 We have traced all transfers over USD 100,000, totalling USD 75m through the SWIFT
database. These include a total of 75 overseas FX transfers made to bank accounts held in
Switzerland {USD 32.6m), Germany {U5D 12.4m), Luxembourg {USD 9.8m}, UK {USD 6.6m),
Lebanon {(USD 5.1m), unknown {USD 3.7m), USA {USD 2.6m) and France {USD 2.3m). See
Appendix 10 for the full listing of transfers broken down by jurisdiction, beneficiary bank,
currency and year. These transfers include those mentioned in the MLAR that occurred

during the Review Period.
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Table 5.14 Summary of traced FX transfers out by country, bank and currency {in USD
equivalent at average FX rates for the year)™

Couniry Combinad beneficiary
Switzerland Bangue Pictet el Cie 54

BS1 A Lugano, Switzeriand
Credil Sulsse [Schwelz) AG
JP Morgan Suisse {SA)

_UBS Switzerfand AG
Swizerand Total i
Gemany Coimmerzbank AG, Germany

Germany Tatal

Luxembaurg Bank Jullug Bagr Europe 54, Luxembourg
Bank Jullus Baer Luxembourg SA
Ci bank AG, 1 bourg
HSBC Private Bank {Luxembourg) SA

Lu_x_errlhourg :I'utal = —
Ut Byblos Bank Europe 38, UK

Credit Agricole GIB, UK
UK Total
Lehanon AM Bank SAL
Audi Private Bank SAL
Bank Audi SAL, Lebanon
Byblos Bank SAL
Fransabank SAL
_ SaradarPank SAL

(blank)

L JP Morgan Chase Bank

USA Tatal ~

France Bank Audi, France
Banque du France
Caisse des Depots el Consignations, France
Fransabank France 84

France Tatal S )

Grand Tatal

Coy

uso
ELR
ELR
UsD
Uso
EUR
uso

UsG
GHP
EUR

L&D
ELUR
ELR
EUR

GBF
EUR
uso
uso

usD
Uso
sl
uso
usno
usp

usD
Uso
ELR
ELR

EUR
UsD

2015

1,665,000

3,600,000
4,665,000
4,465 BOQ
4 466,800
7,215,000

333,000

222,000
7,770,000

344,899
344,893

44, 550

544,899
17,734,598

019

150,000

150,000

550,000
540,000
504,000

020

500,000

560,400

560,000

100,300
200,000
400,630

018 2017 018
3,000,000
2,360,900
3,000,500 1,00, 060
11,000,000 2.000,000
4,444 [¥})
1,400,060
18,440,000 2,000,000 7,360,000
1400000 )
3,375,000
333,000 2,280,060
5,108,000 2,260,000
00,000 1.000,000
500,000 1,000,000
4860000
500,000
£47 300
5,507,300 500,000
104 454 112,056
2,150,000
200,000
100,060 119,000 100,000
204,454 231,086
946,092 160,080
346,092 160,080
: 800,500
2,000,000 600,000
555000 438,440 118,000
179,241
555,000  §17,680 118,000
31,260,848 7,268,817 12,969,970

204,000
200,000
3,982,530

1,400,000

1,509,000

Grand Tetal
3,000,000
2,360,000
1,565.000
4,150,000

13,000,004
4,440,000
4,000,000

32,645,000
5,866,800
3,375,000
3.153,000

12,334,500
2,000,000
7,215,000

333,000

530,000
500,000
647,300

6,567,300
218,510

2,250,000

1,800,000
400,000
319.000
1@'@

5,085,510

3,706,571

3,705,571

114,000 1,225440

200,004
314,000
1,814,000

179,241
544,893
400,000

2,349,580

75,087,761

5.9.7 We note that some of these transfers may be for onward transfer to other banks and may

not be the ultimate beneficiary banks of the transfers. We are not able to confirm the

beneficiary customer or account of the transfers as such information was redacted from the

SWIFT database extracts provided to A&M by BdL.

5.9.8 The remainder of the debits to the accounts are primarily USD and LBP payments, other

outward transfers and cash withdrawals.

5.10 Conclusion

5.10.1 In 2015, BdL reported that it had taken actions to bolster the supply of US Dollars to the

Lebanese hanking system, through a scheme referred to as “Financial Engineering”.

Financial engineering happened in two phases: Phase 1 — 2015 to 2018 swaps with a

commission; and Phase 2 — loans under leverage.

72 5qureed fram Bdl SWIFT extracts.
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5.10.2

5.10.3

5.10.4

5.10.5

5.10.6

5.10.7

5.10.8

5.10.9

Financial engineering generated substantial costs, which were partly offset by revenues and
by inflated seigniorage assets. The costs and offsets were transferred to the balance sheet,
resulting in a substantial overstatement of the profit of the Bdl, avoiding the requirement
for a bailout by the MoF and allowing the continued distribution of a target USD 40m to the

account of the MoF in years in which the actual losses were several billions of dollars.

Ultimately, financial engineering praved insufficient and by September 2019 dollars started

to be informally rationed by banks.

A&M has completed a preliminary analysis of consulting commissions, however, A&M could
not confirm from the Bdl records the ultimate beneficiary name or account of the transfers
out from the consulting account. The funds that generated the abifity to make the transfers
out were generatedfrom transactions designed specifically to raise funds for the payment of

these commissions.

The book entries are not as would be expected — commissions are not linked to the

underlying transactions and are not directly charged to the banks.

The consulting commissions are recorded in the financial statements as accrued expenses

with no detailed explanation.

A&M has also completed a preliminary analysis of accounts held in the name of Riad
Salameh. The accounts receive credits, net of FX {ransfers between accounts, of USD 98.8m
over the six-year Review Period, an average of USD 16.5m per year. Credits are largely in the
form of cheque deposits. Szalary receipts total USD 1.5m, approximately USD 250,000,

accounting for 1.5% of total credits.

Debits, or transfers out of the accounts, total USD 103m, USD 78m of which are overseas FX
transfers in USD, EUR and GBP. We have traced USD 75m through SWIFT records to 23 banks
in Switzerland, Germany, Luxembourg, UK, Lehanon, USA and France. These include the

transfers mentioned in the Swiss MLAR that occurred during the Review Period.

Further investigation is required to confirm the source of the cheque deposits and to identify

the ultimate beneficiaries of the outward transfers.
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6.1

6.1.1

6.1.2

6.1.3

BdL’s Financial Position
Introduction

In preparing its financial statements, Bdl adopted uncanventional accounting policies that
it stated were aimed at supporting its duties and authorities under the Code of Money and
Credit Law®™, and in particular, Article 33, which authorises Bdl's Central Council to identify
the bank’s monetary palicies and Article 70 which details the Bank’s objectives of

“safequarding a sound Lebanese currency”; “developing the monetary and financial market”

and “safequarding economic stability”.

The adopticn of these unconventional accounting policies enabled BdlL to present the
financial position of the bank in @ manner that is nat fully transparent. This was done by

applying the following accounting treatments;
i} Deferral of interest costs to increase profitability;

i} Creation of seigniorage halances to offset part of the deferred cost of matured

CDs and paid coupons on outstanding instruments to increase profitability;

i)  Overstating the carrying value of the Lebanese treasury hills by not recognizing

the impairment in their value;

iv)  Recording of unrealized appreciation / {depreciation} of gold on the balance

sheet resulting in understatement / (overstatement) of assets and equity;

v)  Offsetting the MOF USD overdraft liability to Bdl against treasury LBP deposits

resulting in an understatement of both assets and liabilities; and

vi)  Offsetting the loans and deposits under leverage agreements resulting in an

understatement of both assets and liahilities.

In the following sections, we address each of the unconventional policies applied by Bdl and
pravide our opinion on the restatements required to enhance the transparency and accurate

presentation of the financial statements.

9 Exhibit 02 - The Code of Maney and Cradit Law promulgated by Decree No. 13513 of 1 August 1963.
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6.2

6.2.1

6.2.2

6.2.3

6.24

6.2.5

Policies covering the unconventional accounting

BdL’s financial statements are produced in accordance with accounting policies detailed in
the Financial Accounting Manual developed by BdL (the “Accounting Manual”) and approved

hy the Central Council.

The Accounting Manual was amended, subject to Central Council approval, on 27 January
2016 {decision 22/3/16) and 11 April 2018 {decision 49/12/18), the major changes applied

across these years included the following:

i) The recognition of seigniorage on currency capped at 2.5% of cumulative annual
gross domestic product of Lebanon since 2002 was included from the 2016

Version;

iij  The introduction of seigniorage on financial stahility from the 2018 version; and

i)  Extension of the amortization period of the remaining deferred interest cost
from the deferral date until the year 2050 based on the central council decision

44/7/15.

We have reviewed the Accounting Manuals dated June 2013, January 2016, and June 2018
and the accounting policies as stated in Bdl's financial statements agree to the policies

included in the Accounting Manuals.
The “Basis of Preparation’ note to Bdl's financial statements states:

“The Central Council, considering its responsibilities for managing the Lebanese monetary
policy, adopted the above mentioned accounting policies manual that differs from
international Financial Reporting Standards which according to the Bank’s Central Council

are not appropriate for adoption considering the Bank’s objectives and functions.”
BdL's financial statements, under the note on accounting policies, further states:

“[...] the odopted framework encompasses the application of policies which are specific to

the execution of the role of a Central Bank. These include the recognition of seigniorage

51 Bl audited financial statements for the year ended 31 December 2018
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assets and ligbilities on currency, treasury bills and financial stability, deferral of finance
costs, deferral of unrealized gains and losses on revaiuation of Gold together with the effect
of transtation of assets and liahilities denominated in foreign currencies, and recognition of

the value of currency in circulation in liabilities net of cash held by the bank.”*

6.3 Overview of the restatements

63.1 Qur assessment of BdL's balance sheet showed that six adjustments needed to be made to
enhance the transparency and accurate presentation of Bdl's financial position. The table
helow summarises the balances on Bdl’s balance sheet that are impacted by the

adjustments made:®

Table 6.1 Summary of adjustments

82 pglL audited financial statements for the year ended 31 Decernber 20138
83 plsa see Appendix 11 which sets out a matrix of the adjustments made.
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6.3.2

6.33

The table below summarises the balances on BdL’s balance sheet that are impacted by the

adjustments made:®

Table 6.2 Balances impacted by adjustments in LBP'm

de ptio U14 d Ul6 0 0138 019 020

| Assets
| Lebanese treasury bills [ 19590 [ 25580 | 37,350 | 42483 [ 44,844 | 55627 | 58843

Loans and advances, less provision for | 390 287 a2 Lm J‘sa? 377

credit losses

11,994
40,169 53,923

11 a08
T73022 |

Loans under leverage agreements j ) ,_

Assets from exchange operations of 26,011 29,196 29,196

| financial instruments and seigniorage

Liahilities |
Term deposits under leverage - EiE - 1,248 27, 440

agreement L

CDs under leverage agreement ) |- - - 2, 638
Demand deposits 7461 | 7830 | 7728 8255 [ 7119 L 7,039 |

Unrealized gain on exchange - Article [s,ms 6401 | 7,707 | 9726 | 9464 | 12835 | 17,383

g

115
Prawision for cantingencies

Deferred interest expense and ather
finance costs

3,616 3,772

{10,356

3,837 3,864

[16,485) | {15,788)

3,931 3,976
{23,069)

{1,480}

Revalustion reserye 896 1020 | 1020 1,053 1,053
Income after appropriations | 6 76 76 76 ‘ 5
B T
L@enera, resorve 345 360 376 291 406

If the above balances were to be restated to enhance the transparency and accurate
presentation of the financial statements, the following balances would na longer be included

as an asset or liability on BdL's halance sheet or restated ta reflect their value:

i) Assets from exchange operations of financial instruments and seignicrage (i.e.

the seigniorage on currency, treasury bills and financial stability);

i) Deferred interest expense and ather finance costs ~ which would have been
recorded through the profit and loss statement, ultimately reducing BdL's equity

reserves;

iii)  Unrealized gain on exchange - Article 115 — which would have been recorded
through other comprehensive income, ultimately impacting Bdl's equity

reserves; and

5 plso see appendix 11 which sets out 3 matrix of the adjustments made.




6.3.4

6.3.5

iv)  Lebanese treasury bills — which would have been reduced to reflect their fair

value as at each year-end to account for the impairment in value due to the
difference between the asset carrying value and the present value of future

anticipated cash flows discounted at the financial asset’s original effective

interest rate.

The adjusted balances of the financial statements are shown in the tahle below.

Table 6.3 Adjusted balances in LBP’bn

Line-item description 2015 2016 2017 2018 2019 2020
Assets
Lebanese treasury bills 24,024 30,026 34,538 35,383 47,294 58,943
Loans and advances, less provision for credit losses 187 412 422 20,855 23,672 23,513
Loans under leverage agreements ) 5972 41,937 70,811 11,908
Assets from exchange operations of financial - -

__ingtruments and sgigniorage .
Liabilities
Term deposits under leverage agresment 1,248 27,440 56,178
{Ds under leverage agreement 3 1,638 2,638

|\Demand degosits 7,830 7,728 8,255 27,554 31,223 30,005
Unrealized gain on exchange - Article 115 )
Prowision for contingencies 2141 ) 3,976
Deferred interest expense and other finance costs } }
Revaluation resarve 15,745 17,051 19,103 18,841 22,213 26,455

131,929) | (46,714) | {51,745} | {62,805) | {74,835} | {9742

Income after appropriations 1)
General reserve —| {6,636} {6,621} {6,605} {6,550} | {6,575} {6,560)

The complete adjusted balance sheet for the Review Period is also shown in the table below.

The balances affected by the adjustments are shown in RED.

A



Table 6.4 Adjusted financial statements for the year 2015 to 2020
2016 2017

LBP'bn  LBP'bn

Cash at banks 8,612 9,381 5,993 8,713 17,389 13,336
Rewverse repurchase agreement 992 3,211 3,806 358 - -

Interest bearing time deposits with barks 38,873 38,687 43,246 36,186 18,152 12,571
Lebanase treasury bills 24 024 30,026 34 538 35,383 47 294 58,943
Azset-backed and credit linked notes 1] 6524 1.214 1,037 864 259
Funds - - - - - 265
Government eurabands 1,252 1,351 2,977 5761 8769 5,326
Foreign bonds 7,484 5,135 3,697 2,368 1,816 1,816
Certificates of deposit 243 1.876 1.42§ 1,618 188 -

Loans and advances, less provision for credit losses 87 412 422 20,855 23,672 23,913
Loans to banks and financial institutions™ 6,563 8,458 8886 10,083 15,620 8,840
Soft loans to banks and financial institutions 815 L1] 659 559 659 415
Loans under leverage agreements - - 9,572 41,937 70,811 11,908
Investments in subsidiaries 1,247 1,247 1.280 1,280 1,280 974
Investment in an assocaite 345 3448 345 345 345 345
Other investments 11 f1 11 11 16 16
Gold, at market value 14,846 16,138 18,033 17,743 21,013 26,118
Real estate acquired in satisfaction of loans ta problematic banks 240 233 227 244 286 281
Properties and equipment 91 93 134 103 108 114
Accrued income and other assets 568 72 GE 67 101 90
Excess in end-of-senvce indemnity investrment fund 65 48 24 g3 65 82

Assets from exchange operations of financial instruments and seigniorage - -

Total assets 104,406 119,107 136,956 185,425 228,446 166,212
Bank notes in circulation 4 628 5,199 5573 5767 10,463 30.820
Caing in circulation 82 86 g0 94 96 97

4,706 5.285 5682 5,861 10,564 30,918

Banks and financial institutions

Current and demand deposits 7.008 7,526 10,185 7,001 7718 20,234
Term deposits 81,057 31,042 103,583 121,351 138,405 125581
Blocked deposits 251 33 52 30 36 -
Certificates of deposit 43 487 50,448 45,798 42,385 39,528 31.708
Term deposits under [everage agreement - - 1.248 27440 56,178 -
Certificates of deposit under leverage agreement - - - 2,638 2,638 -
Other 12 10 9 8 14 14

111,814 138,08 180,854 201,334 244518 177,534

Bublic sector

Demand deposits 7,830 7. 728 8,255 27.554 31,223 30,005
Time deposits-margin accounts 277 534 555 444 258 54
Blocked deposits 47 48 42 18 7 16
Other 46 52 49 38 81 _ 58|
_ 8200 8,364 8941 28,051 31,548 30,432
Accrued expenses and other liabiliies 180 141 554 554 628 681
Total liabilities 124,901 152,850 176,022 235,800 287,269 239,575

Unrealized gain on exchange - Article 115 2 -

Provision for contingencies 2,141 - 3,976
Deferred interest expense and other finance costs 2,357 - - -

Capital 0.015 0.015 4015 0015 0.015

Grants {restricted) 151 151 151 1561 1581

Revaluation reserve 15,745 17,051 19,103 18,841 22,213

Other reserves 33 32 31 29 33

Income after appropriations (31,929) (46,714) (51.745) (62,805) (74,635)

General reserve (6,636) (6.621) (6605 (6.590) (6,575)

Total equity _ (22,636) (36,100} (39,068) (50,375) {58,814) (77,338)
Total liabilites and equity 104,406 119,107 136,956 185425 228,445 166,212
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6.4 Loans and Advances

6.4.1 The adjustment to the Loans and Advances line item pertains to the recognition of the
ministry of finance overdraft amount for the years from 2018 to 2020.

6.4.2 We consider the adjustment necessary as it enhances the transparency and accurate
presentatian of the adjusted line items,

6.4.3 The adjustment does not have an impact on the overall equity of Bdl as the assets and
liabilities are increased by the same amount. The table below shows double sided entry for
the adjustment made,

Table 6.5 - Adjusting entries made to the loans and advances line item in LBP'm
0 014 ) Olb L) 018 019 020
Loans and advances, less provision for credit losses Dr . = = - 20,435 23,285 23,536
2=
Demand deposits Cr - ‘ - - - 20,435 23,285 23,536 1

6.5 Loans under leverage agreements

6.51 The adjustment to the Loans under leverage arrangements line item pertains to the offset
of the LBP loans provided to the commercial bank against the fareign currency deposits
made with BdL. The arrangements and accounting related to the underlying arrangement
made in relation to these loans and deposits are discussed in further detail in the financial
engineering section of this report.

6.5.2 For the period from 2015 to 2018 the audited financial statements presented the loans
provided by BdL and the deposits made against them as separate line items without
offsetting the twa.

6.5.3 In 2018 BdL implemented a change in how it presents its lcans under leverage on its balance

sheet, offsetting the loans under leverage against the associated deposits. During a CC
meeting on 20 March 2019 the Governor explained that the auditors of the commercial
banks had requested that they offset their loans under leverage related loans and deposits
in order to comply with IFRS 9. The Governor further explained that BdL would perform the
same offsetting exercise so that its balance sheet reflects the presentation of the

commercial hanks’ balance sheets.




6.5.4

6.5.5

6.5.6

6.5.7

BdL has commented on the above by stating that “The Auditors at the time suggested that
these loans, specifically loans under leverage agreements against Term Deposits ond
Certificate of Deposits, be offset against their underlying collateral in order to match the
consolidated balance sheet of the commercial banks who have in turn netted their respective
positions in their financiol statements. Current auditors have also confirmed the legal right

of BDi to offset these loans with their respective credit positions”,

In our opinion, each of the loans and deposits need to be presented at gross amounts
separately given that the loans provided, and deposits made were in different currencies.
Therefore, for enhanced transparency and accurate presentation the amounts recorded in
the year 2019 were adjusted in line with the presentation made in the prior years. Although
we have not adjusted the 2020 balances due to not having the notes that include the

breakdown, we still consider it necessary to be done once the balance sheet is issued.

BdL’s opinion is that the netting was conducted in accordance with accounting standards
and not to conceal the true size of the assets and liabilities related to local banks on its

balance sheet,

The adjustment does not have an impact on the gverall equity of Bdl as the assets and
liabilities are increased by the same amount. The table below shows double sided entry for

the adjustment made.

Table 6.6 Adjusting entries made to the loans under leverage line item in LBP'm

D 014 0 016 { (18 019 020

Loans under leverage agreements Dr - - - - - 58,816

Term depasits under leverage agreement Cr - - - - r - 56,178

[_CD?u—nderleuerageagreement cr - N - . 2,6381 -

6.6

6.6.1

6.6.2

Assets from exchange operatians of financial instruments and seigniorage

Seigniorage in BdL’s balance sheet is recorded as an asset that is used to reduce the balance
on which the amortized interest expense is calculated. Seigniorage as a concept and the
accounts that make up the balance recorded on the balance sheet are discussed in more

detail in section 3 of this repert on understanding the financials.

In our opinion, seigniorage is not an asset given that it is not a resource that is controlled by

the entity as a result of past events, nor will it have any future economic benefit, Therefore,

/B



we have completely reversed the effect of the seigniorage balance recorded on Bdl's

balance sheet.

6.6.3 As we have reversed the amount of seigniorage from BdL's balance sheet we have also
adjusted the bhalance against which the interest expense amortized in the year is calculated.
However, for the portion of deferred interest related to prior periods, we adjusted these

amounts against the opening equity balance.

6.6.4 The adjustment is deemed necessary to ensure BDL’s financial statements reflect actual
interest cost, net loss, assets, liabilities, and eguity. The table below shows double sided

entry and the net effect of the adjustment made.

Table 6.7 Adjusting entries made to the Seigniorage asset line item in LBP'm

Line Item Dr/Cr 2014 2015 2016 2017 2018 2019 2020
Assets from exchange operations of financial 26,011 53,923 73,023
instruments and seigniorage
Income after appropriations pr 26,011 29,1%‘] 29,196 | 29,898 L 40,169 53,923 ?3,01]
6.7 Deferred interest expense and other finance costs
6.7.1 In relation to the adjustment made to the deferred interest expense, during the Relevant

Period the unamortized premium on CDs in Lebanese Pounds and the deferred interest
expense oh CDs and terms deposits were recorded in the deferred interest expense and

other finance costs balance.

6.7.2 We consider that the complete reversal of the balances related to deferred interest costs
enhances the transparency and accurate presentation of the balance sheet as these balances

are recorded as contra liability and were merely used to reduce the impact of the

accumulating costs of the deferred interest expense to enable BdL to overstate it's profits.

6.7.3 IFRS 9 requires that the effective interest method is used to calculate the amartized cost of
a financial asset or a financial liability and to allocate the interest cost aver the number of
periads in which the payments are due for the financial instrument. For simplicity, we have
used a one-year amortization period, if we were to use more than a year the interest

expense would be less.




6.7.4

6.7.5

Qur adjustment to Bdl's financial statements recognises the unamortized premium on
redemption of LBP CDs as an expense in the period that it is charged, impacting the

statement of profit & loss, or against the opening equity balance for prior period balances.

The recognition of Deferred interest expense led to the understatement of liabilities and
overstatement of equity on the balance sheet, while understating the overall loss. The table

below shows the net effect of the double-sided entry for the adjustment made.

Table 6.8 Adjusting entries made to the deferred interest expense line item in LBP'm

Line Item Dr/Cr 2014 2015 2016 2017 2018 2019 2020
Deferred interest expense and other finance L 1,320 1,480 12,712 | 16,48 | 15,788 | 15,123 | 23,069 |
Costs
Income after appropriations Dr ] 1,320 1,480 12,712 | 16,486 | 15,788 | 15123 23,069 ]
6.8 Impairment in fair value of Lebanese treasury hills
6.8.1 We consider a more prudent approach towards the recognition of the value of the Lebanese
treasury bills is to be conservative and recognize the lower of the carrying value vs the fair
value of the asset. Given that there were potential impairments with their value we have
adjusted the bhalances to reflect the fair value of the asset given it is lower than the carrying
value.
6.8.2 Paragraph 12 of 1AS 36 on Impairment of Assets® sets out the criteria which should be

considered when assessing the possibility of impairment of an asset which includes the

following:

i) significant changes with an adverse effect on the entity have taken place during
the period, or will take place in the near future, in the technolagical, market,
economic or legal environment in which the entity operates or in the market to

which an asset is dedicated; and

ii) market interest rates or other market rates of return on investmenis have
increased during the period, and those increases are likely to affect the discount
rate used in calculating an asset’s value in use and decrease the asset’s

recoverable amount materially.

86 Exhibit 15 —1A5 36 on Impairment of assets

>
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6.8.3

6.8.4

6.8.5

6.8.6

6.9

6.9.1

According to the 2013 SPBS note 5 on the Lebanese treasury bills, “The fair value of the
Lebanese treasury bifls is determined based on the future cash flows discounted at o rate
determined based on the yield curve applicable to Lebanese treasury bonds adjusted for
illiquidity factor as applicable. Should impairments be taken into consideration and based on
the above fair valuations, there could be a potential impairment trigger in the amount of

LBP8,33billion for the year ended December 31, 2019 (LBP3, 745billion in 2018).”

In line with the requirements of IAS 36, the fair value of the Lebanese treasury bills was
potentially impaired. Therefore, their fair value recorded on the balance sheet has heen

adjusted to reflect the effect of the impairment,

The impairment of the fair value of Lebanese treasury bills affects results in a decrease in
the balance of Lebanese treasury Bills line item against a reduction up to the balance of the
provisions far contingencies line item with the balance of reduction being recorded as & loss

against the income after appropriations line item.

Although we have nat adjusted the 2020 bzalances due to not having the notes that include
the breakdown, we still consider it necessary ta be done once the balance sheet is issued.

The table below shows the net effect of the double-sided entry for the adjustment made.

Table 6.9 Adjusting entries made to the Lebanese treasury bills line item in LBP’m

Line Item Dr/Cr 2015 2016 2017 2018 2019 2020
Lebanese treasury bills Cr 1,556 7,325 7,945 9,461 8,333 =
Provision far contingencies or 1,556 3,772 3,837 3,864 3931
Income after appropriations Dr - 3,552 4,108 5,596 4,402

Unrealized gain on exchange - Article 115

Article 115 of the Lebanese money and credit law states that “A special account shall be

opened in the name of the Treasury for the following entries:

i) The differences between the countervalue of the legal parity rate, of the Bank's
gold and currency holdings, and the actual purchasing or sale value of these

holdings;

ii) The profit or loss entailed by the Bank’s gold and currency holdings from the

alteration of the legal pority rate of the Lebanese Pound or of a foreign currency,

b
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6.9.2

6.9.3

694

6.9.5

6.10

6.10.1

fii)  The sums referred to in articles 55 and 64.”

Naote 27 of the 2018 audited balance sheet states “The unrealized gain on exchange account
represents a specially designated account where the unrealized appreciation/depreciation of
gold and net unrealized appreciation/depreciation of translation of assets and liabilities
denominated in foreign currencies are deferred in accordance with Article 115 of the
Lebanese Money and Credit Law. Also deferred under this account are realized losses on
treasury hills swaps and discounts and loss on sale of Eurcbonds being a tool used by the

Bank to support the stability of the Lebanese pound”.

Gold held as a store of value is not specifically addressed in IFRS, however the World Gold
Council has issued a Guidance for Manetary Authorities on the recommended gractice in

accounting for monetary gold. &

It states “On recognition of unrealized revaluation gains, a monetary authority shall report
the voluation gains as other comprehensive income in the statement of other comprehensive
incame for equivalent statement). The revaluation shall combine the price and foreign
exchange movements as a single valuation entry. The monetary authority shall allocate the

gold revaluations to a dedicated gold unrealized revaluation reserve within equity.”

Therefore, in line with the recommendations of the guidance issued by the world gold
council we have adjusted the balance of the Unrealized gain on exchange - article 115-line
item to reflect the balance recorded in under the equity section of the balance sheet. The

table below shows the net effect of the double-sided entry for the adjustment made.

Table 6.10 Adjusting entries made to the unrealized gain on exchange line item in LBP’m

Line Item Dr/Cr 2014 2015 2016 2019

Unrealized gain on exchange -

Article 115

Revaluation reserve Cr 16,471 14,725 | 16,032 18,050 17,7858 21,180 25,707 ]

Genaral reserve br 6,996 6,996 6,996 6,396 6,996 4,996 6,996

|ncame after appropriations Dr 1,328 1,328 1,328 1,328 1,328 1,228 1,328 ]
Conclusion

As discussed above, BdlL prepares its financial statements following accounting policies

agreed by the Central Council and codified in its Accounting Manual. Some of these policies

87 Exhibit 14 - Guidance for Monetary Autharities on the recommended practice in accounting for monetary goid.
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diverge from the standards applicable under IFRS, which BdL states is appropriate due to the
objectives of the Central Bank under the CMC Law. Itis not uncommon for central banks to
prepare financial statements that diverge from IFRS, but best practice is to disclose such

infarmation in their publicly available audited financial statements.

6.10.2  OQverall, the impact of the approach taken by BdlL in adopting the accounting policies
described above to present its financial position in an uncanventional manner allowed the
Bank to overstate assets, equity and profits while understating liabilities by the amounts

shown in the table below?®s;

Table 6.11 - Impact of accounting policies applied by BdL in LBF'm

Impact 2015  Jg16 20017 2018 2019 2020
Over { {Under) statement of Assets 31 37 38 29 {209 49
I Under / {Over) staterment of Liabilities - - - 20 82 24
Under / [Over) statement of Equity 31 37 £ 14| a2 73
‘ Under / {Over] statament of Profits | {32) {47) {52) {63) {75) L {97

% The calculation does not take into account changing interest rates.

A
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7 Transparency
71 Reporting
7.11 The full audited financial statements of BdL were not made public during the Relevant

Period. Instead, Bdl published summary balance sheets, No profit and ioss statement, cash

flow statement, audit report or notes to the accounts were ever published.
7.1.2 BdL made its balance sheet publicly available through three principal disclosures:

i) A summary balance sheet published biweekly on the BdL website - see Table

7.1 below for a summary of the positions reported at each year end from 2014

to 2020%.

i) A ‘Manthly Bulletin’ published on the BdL wehsite which contains a balance

sheet that is reported in the same way as the biweekly balance sheets® and
includes an update on economic indicators in Lebanon, details of banking sector
interest rates, foreign assets held by the banking sector, Bdl's FX reserves,
commercial bank deposits, the dollarization rate in Lebancn, developments in

Lebanon’s financial markets.

7.1.3 An annual report which contains a balance sheet that has more detailed breakdowns of the
balances when compared to the biweekly balance sheet or monthly bulletin® - see Table 7.1
below for a summary of BdL balance sheets as per the annual reports from 2015 to 2020,
The reports discuss various aspects of Bdl's monetary policy over the previous year. In
general, the reports include commentary on the global, regional and Lebanese economic
situation; commentary on BdLl’s manetary policy; discussion around the performance of the
Lebanese banking sector; commentary around non-traditional operational mechanisms
used by BdL, such as subsidized loans, housing loans and loans to the energy sector;
discussians around the regulatory framework of BdL's monetary policy; and money issuance

information.

9 Fxhibit 16— Exarnple of @ biweekly balance sheet.
0 Exhibit 17 — Examile of 3 monthiy bulletin,
=L Exhibit 08 - 2016 Annual Report,
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Table 7.1 Biweekly summary BdL balance sheets at year end, 2014 to 2020

Astets

Gold

Foreign Assets

Securitias Portfolin

Laans ta Public Sector

Leans o Lecal Financial Sectar
Valuation Adjusiment

Assets From Exchanga Cperatians OF
Finangial Instruments

Other Assets

Fixed Assets

Total Assets

Liahilities

Currency in Cireulation Qutside BOL
Finaneial Sector Depasits

Fublit Secter Deposits

Waluation Adjustment

Other Liabilities

Capital Accounts

Total Liabilities

Nate 1
31-Dec-14 31-Dec-15 31-Dec-16 15-De¢-17 11-Dec-18 31-Dec12 31-Dec-20

LBM'm LBF'm LBFM'm LBP'm LBP'm LBF'm LBP'm
15,504,863 14,846,181 16,138,435 17,476,364 17742878 21,012,511 26,116,185
57,078,272 55,615,924 £1,365,037 63,000,245 58,797,440 56,187,358 36,312,965
211.071,630 17,186,003 38,956,135 44371025 45,482,593 57,269,802 60,280,822
4] ¢ 0 0 & 0 a
6,361,341 7,574,000 9644911 17,629,624 50,668,613 11,523,148 21,524 587
&} a 0 a a 0 a
a 17,378,694 17,378,694 17,375,694 18,080,640 18,080,640 18,080,640
27,831,302 13,804,803 10,438,945 17,317,311 12,831,716 37,627,391 51,344,095
341,855 130,754 326 624 361,591 347667 393,472 346,151
129,134,062 137,036,359 154,248,720 177,934,861 211951547 213,094,722 224,074,844
4,253,665 4,706,431 5,284 926 5419083 5,860,765 16,563,541 30,917,322
101,736,857 111,571,108 126,874,300 143,377,581 130,568,304 168,860,882 162,736,244
9,123,144 8153551 83114816 11,393 348 7578,138 8,202,378 6837477
8,146,181 ©,400,951 7.707,250 9,153,770 2,464,174 12,835,396 17,382,434
T60,552 4644913 641,383 3,189,503 2,808947 6,964,696 850,313
5,173,483 5338525 5425113 5,401,572 5,581,219 5,687,423 5,349,834
128,194,069 137,036,352 154,248,790 177,934,861 211,951,547 213,094,722 224074 844

Mate 1: the 31-De¢c-17 summary balance sheet s not available anline. The table shows the postion as at 15 Decernber 2017

Source: Bdl website




Table 7.2 BdL balance sheet per annual report 2015 to 2020

Assets
Gold

Foreign Assets

Acceunts with banks

Acecounts with International bodies
Securities

Ftnancial portfolia
Securities portfolio
Lebanese lreasury bills

Loans

Laans b Pubhic Sector

Loans to Local Financial Sector
Loans ta Lacal Private Sector

Receivables and clearance accounts
Varicus dehtors

Value of receivables

Clearance and seltlement accounls
Assets From Exchange Gperations Of
Financial Instruments

Fixed assets

Stored assets

Fixed assets owned 10 meet a debt
Fixed assets for bank use

Total Assets
Liahilities
Cash in clroulation

Deposits

Banks

Financial sectar

laternational badies and institutians
Government

Public sectar

Private sector

Payables and clearance accounts
Payables

Various creditors

Clearanee and settlement accounts

Querseas loans

Provision for contingengies
Diffarences In Article 115 valuation
Total Liabilities

Equity

Differences in the revaluation of
fnancial assets

Reserves

Assigned denations

Capital

Earnings

Total Equity & Lizhilitias

Note 1
QOriginal Restated
31-Dec-i5 31-Oec-16 31-Dec-17 31-Dec-18 31-Dec- 19 31-Dec-20
LBP'm LRF'm LBF'm LBP'm LEP'm LBP'm LBF'm

14,846,181 16,138,434 18,032,889 17,742,878 17,742,819 21,012,512 26,116,185
55,915,924 61,365,037 54,150,292' 548,797,440 59,787,440 56,187,358 36,312,965
44,969,440 50,066,081 51,835873 45,512,022 45,512,022 34,784 326 24 552774
1,208,645 121275k 1,208,505 1,220,704 1,220,704 754,345 1,206,379
9,737,833 10,086,200 11,1055t4 13,064,714 13064714 20,648,687 10,553,812
27,186,003 38,956,135 44,121,4?0’ 46,482,593 46,482,593 57,269,802 60,280,832
1,605,789 160574849 1,638,928 1,638,928 1638928 1643176 1,337,551
25,580,214 37,330,346 43,482,542 44 843 665 44,243,665 55,626,626 54,943,271
8,025,262 10,056,443 13,?50,900' 51,200,848 23,621,196 22,910,400 21,801,891
0 ] 0 ¢ 0 0 s}
7,574,000 9,644,921 18,329,241 50,780,565 23,200,513 22,523,148 21,524,987
451,262 411,522 421,659 420,233 420,283 387,252 377,004
30,706,951 27,376,833 32,824,567 v 36,153,084 36,353,080 55,299,209 79,426,250
11,792 11,741 10,862 11418 11,418 7,280 7432
10,234 11,509 10,2940 103,923 10,923 40,184 14,552
13,306,231 9,874 439 14722375 18,250,099 14,250,093 37,171,105 £01,927 5660
17,378,694 17,378,694 18,080,640 18,080,640 14,080,640 18,080,640 18,080,640
356,034 155,908 388,886' 374,708 374,708 415,441 436,631
25,284 29,284 27,785 27,041 27,041 21,970 41,481
132,955 233,461 227,185 244,206 244,206 285 601 281,258
90,795 03,163 133916 103,461 103,461 137,870 113,882
137,036,359 154,242,790 178,269,004 211,951,547 184,371,896 213,004,722 224,074,844
4,706,431 5,284,926 5,662,483 5,260,766 5,860,765 10,563,541 30,217,722
120,473,831 135,230,116 155,895,225 v 188,176,303 160,596,652 177,226,187 169,643,335
68,108,012 88,767,764 115,299,420 155,416,150 127,845,929 147,356,456 147,294,812
43,848,813 318,082,915 31,650,887 251359548 25,130,118 21,485,750 15,419 869
13,282 13,622 12,495 12,605 12,6405 18,682 21,563
303,135 4] o 4] ¢ 4] a
3,153,551 4,311,816 8.891,977 7578138 7.578,138 B8.202,773 G,837.877
47,038 43933 40,386 19,862 23,862 162,520 74,214
183,623 645,846 1,275,535 2,722,811 2,722,821 5,690,713 617,609
36,309 27425 210,417 922,049 922,043 63,330 414989
102,730 110,286 112,680 583,238 583,238 526,841 347509
44614 508,135 952,438 1,217,534 1,217,534 6,100,542 227711
a 49,011 180,030 178,443 178,449 192,907 194,455
31,692,740 3,778,583 3,289,611 3,805,504 3,895,504 3913310 3,542,688
6,400,951 7,707,251 9,125,723 0,464,174 9,464,174 12,835,396 17,382,853
135457576 152,655,733 176,628,607 210,258,017 182,718,366 211,422,054 221,703,662
1,578,783 1,593,057 1,640,397 i 1,653,530 1,653,530 1,672,668 1,371,182
1,019,631 1019631 1,052,770 1,052,770 1,052,770 1,052,770 747,144
408,347 422 A6l 436,862 449935 449,995 459133 473,273
150,750 150,750 150,750 150,750 150,750 150,750 150,750
15 15 15 15 15 15 15
a a 0 4 o] ] L]
137,036,359 154,248,790 178,269,004 211,951,547 184,371,896 213,094,722 224,074,844

Mate 1: The 2018 summary accounts were restated in 2019 to net loans under loverage agreement against the related deposits

Source: BdL websita
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7.2 Reconciliation of audited financials to the published balance sheets of BdL

7.2.1 A&M has completed a comparison of the published financials against the audited financials

of BdL. Table 7.3 summarises the reconciliation differences.

Table 7.3 Summaries of reconciliation differences between published and internal

accounts®
31-Dec-15 31-Dec-16 31-Dec-17 3-Dec-13 31-Diec-19 31-Dec-20
LBP'm LBP'm LBFm LBP'm LAP'm LBP'm
Total assets - published 137036355 154,248 730 174, 268,004 211,551.547 213,094,722 324,074,844
Cachand equivalents 0 1 o -885,231 2,563 148,586
Fareign hanads, (05, Government Furctonds, Assat-
Fareign securities backed ard credit inked notes a V] 1,790,287 9,011,790 2,287,080
brvestmants in subsidiaries and 2ssociate -2.4971 -3,915 2,825 <1525 -2526
Laans ta lacal private sactos 54,435 -0 -19 -4 -1
Laans, saff laans and loans under leveroge
Laans ta local financial sector agreament 396,339 86,869 | ! 3
Debtars and receivables Accrued income and other gssels 8,736 17,002 17,519
igrmarage on Thills, Seigricrage on financio!
siabifity ond Deferred inferest exgense and cost of
Clearance and seltlernent 2ccounts s 1,458,47 1,843,265 2,905,021 1,328,54.
Excess in end of sendce indemnity
investment fund 65,33 47 656 24,253 62,763 64,523 2,494
Reconelllatlon differences [{over] J under reporting] -1,878,113 1,379,036 -3470,118 1,667,753 -4,494,872 -8,375,455
usn'm 1,745 15 -24,302 17 -3,932 5,556
Total assets - internal 135,158,246 155,627,826 174,798,886 214,619,300 108,599,850 115,609,382
Tetal llabilities & equity - published 137.036,355 154,248,790 178,264,004 211,951,547 113,094 727 F24,074 244
Luwrra:nt, demand. rerm degosits and term depasits
Bark deposits unger leyeroge qarecmeant 217,947 156,051 -242 795 Al4, 378 ~1,182,546 -1,465, 217
Certificares of depasit oo certifieates af degosit
Deaos 15 af Faancial secter urder Biverage agreement 161,40¢ 12,355,570 14,146,728 20,363,101 18,042,269 16
Depasits af intematianal badies -13,232 13,622 -12,495 -12,605 18,682
Gowernment depasits -302,135 a n 4] a
Frivate sector depasits -L058 2734 2516 301,363 15,881
Payables and hiansitional accannts Aceried expenses aod ofker liabilitias -3,349 504,593 711,270 2,1 6,062,244 73,339
Loans frarm abraad q -5011 - 180,030 -192,907 -154,455
Pravisions far cantingueacias 4,334 6,134 63,094 17,693 33,039
keseres 15,261 -15,106 -15,018 1
famings 76,304 31 i)
Deferred interast expenss ant cost of (N 1,480,176 4.9 3,931,003 1
Unamartized gremium on LAP COs {1 {1 790} (20 5] {18, 15| (1 }
Reconclliatlon differences [{over] / under reporting} 1,878,112 1,379,036 -3,469,076 2,667,057 4,429,003 .8,375,152
Lso'm -1,246 915 3,302 L7 -2,938 -5,556
Tatat liahilities & 2quity - internal 135,158,247 155,627 526 174,795,078 114,619,504 208,665,629 215,659,552

7.2.2 In comparing the published summary balance sheets to the audited financial statements of

BdL we can see there is misreporting of the financial position in all years from 2015 to 2020:
i) 2015; overstated by LBP 1.8tn (USD 1.2kn);
ii) 2016: understated by LBP 1.4tn {USD 0.9bn);

) 2017: overstated by LBP 3.5tn {USD 2.3bn);

) 2018: understated by LBP 2.7tn {USD 1.8bn);

%2 for the years ended 31 December 2015 to 2018 these internal accounts were audited.




7.2.3

7.2.4

v)

vi)

2018: overstated by LBP 4.5tn (USD 3bn); and

2020: LBP 8.4tn (USD 5.6hn}.

The primary causes of the misstatements are as follows:

Assets:

if)

iii)

‘Foreign securities’, which are broken down in the audited financials into foreign
bonds, CDs, asset-backed and credit linked notes and government Eurobonds,
are significantly overstated in the published accounts from 2017 to 2020, 2017:
LBP 1.8tn {USD 1.2bn); 2018: LBP 2.3tn (USD 1.5bn}; 2019: LBP 9tn {USD6 bn);
2020: LBP 2.3tn {USD 1.5bn).

It should also be noted that foreign securities include foreign currency assets
held bath overseas and locally {i.e. with the Lebanese government in the form
of Eurgbonds). The published balance sheet daes not allow the reader to know
the split of fareign currency assets held overseas and locally. During the period,
the ratio of foreign held to locally held foreign currency assets declined
significantly as holdings in foreign bonds fell to be replaced by holdings in

Eurohonds.

‘Leans to local financial sector’ which include loans, soft loans and loans under
leverage agreement were overstated from 2017 to 2019. 2017: LBP 1.2tn {USD
0.8bn); 2018: LBP 1.9tn (USD 1.3bn); 2019: LBP 5.8tn {USD3.8 bn).

In addition, in 2019, BdL restated the accounts to net the deposits under
leverage agreement against the loans under leverage agreement. The netting
does not allow the reader to see the size of the asset and liability with local

banks.

In the annual published accounts, BdL has included seigniorage on currency,
seigniorage on financial stability and the Deferred interest expense and cost of
CDs portion of the ‘Poal Account’ in “Clearance and Settlement Accounts” on

the asset side of the halance sheet,

A
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vi)

vii)

In the internal financial statements ‘Deferred interest expense and cost of CDs’,
which includes the costs of financial engineering, is included in liahilities as a
contra balance. This has the effect of presenting the cost of financial engineering
and the nature of the “Clearance and settlement accounts”, In the biweekly
published balance sheet the position is even more opaque; Clearance and
settlement accounts are included under “Other Assets” along with loans to
private sector; debtors and receivables; accrued income; and stored assets {cost

of new bank notes and medal in stock).

BdL contributes to an investment fund that acquires Lebanese treasury bills in
order to offset the end-of-service indemnities accrued by BdL employees. An
‘Excess in end-of-service indemnity investment fund’ recorded in the internal

accounts is not included anywhere in the published accounts.

7.2.5 Liahilities and equity:

‘Bank deposits’ broadly reconcile to current deposits, term deposits, blocked
deposits and term deposits under leverage agreement. However, there is an
increasing unexplained difference between the published and internal accounts
which peaks in 2020 at LBP 1.5tn {USD 1bn). Note also that from 2018 to 2020,
the term deposits and CDs under leverage agreement are netted against the
loans and therefore not included in the liabilities shown in the publishad

accounts.

‘Deposits of financial sector’ in the published balance sheet include CDs and CDs
under leverage agreement. From 2016, the BdL published balance sheet nets
the unamortised premium on LBP {Ds, part of deferred interest expense and
cost of CDs, against CDs, reducing the liability position as follows: 2016: LBP
12.4tn (USD 8.2bn); 2017: LBP 14.1tn {USD S.4bn); 2018: LBP 20.4tn (USD
13.5bn}; 2019: LBP 18tn {USD 12bn); 2020: LBP 16.3tn {USD 10.8bn). The
unamortised premium on LBP CDs represents a cost of financial engineering
which should have been expensed as a cost in the P&L and recorded as loss in
reserves [see Section 6 - BdL's financial position). This understates liabilities and

overstates equity.




iii)

iv)

vi)

‘Other liabilities’ in biweekly BS inc. Government deposits; Private sector
deposits; payables; creditors; clearance and settlement accounts; loan from

abroad. Small unreconcilable difference.

‘Payables and transitional accounts’ in the published accounts include Accrued
expenses and other liabilities from the audited financials. The main sub account
is titled “Clearance and settlement accounts”. This account grows significantly
up to 2018 to an amount of LBP 6.1tn {USD 4hn}. It is not clear what this balance

includes.

Deferred interest expense and cost of CDs and unamortised premium on LBP

CDs are not included in the liahilities and equity of the published balance sheet.

‘Retained earnings’ in the equity section of the published accounts is shown as
zero in all years. This is reflected as "income after appropriation” in the internal
financials and ranges from LBP 76bn {(USD 51m) in 2015 to LBP 141bn {USD 94m)
in the internal financials. Given no P&L is published the reader of the published

accounts has no information about the profit and loss of BdL.

7.2.6 Other observations:

iii)

‘Securities Portfolic’ largely canstitutes Lebanese treasury bills, which reconcile
to the audited financials. The remainder of the "securities portfolio” consists of
investments in subsidiaries, investment in associate and other investments.

These reconcile with a small unexplained difference.

Debtors and receivables partially reconcile to the Accrued Income account in the
audited financials {not including "cost of hank notes and medal in stock"} with
unreconcilable differences. Note there is an "Other" category in Accrued Income
which appears to account for some of the reconciling differences that may be

part of clearance and settlement accounts.

Assets from Exchange Operations of Financial Instruments reconcile to

Seigniorage on Treasury bills in the notes to the audited financials in all years.
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iv]  Deposits of international bodies and institutions, government deposits do not

directly reconcile.

v) "Loans from abroad" does not reconcile to the audited financials.

vi)  The following balances are materially consistent between the published balance

sheet and the audited accounts and are accurately disclosed:
a) Foreign currency cash and cash equivalent balances;
h) Lebanese treasury hill assets;

c) The value of gold held by BdlL;

d) Loans to private sector;

e]  Fixed assets;

f} Cash in circulation;

g) Puhlic sector deposits;

h) Provision far contingencies;

i) The unrealized gain on exchange under article 115; and
i) Capital and reserves

73 Conclusions

7.3.1 In summary, the published financials do not provide an accurate picture of the financial
position of BdL. The positions and losses of Bdl are presented through netting of assets and
liabitities and through recording them in unexplained and general accounts such as “Other

Assets” and “Clearance and settlement accounts”.

7.3.2 The full extent of the accounting practices used to present the costs of financial engineering,
the use of the ‘Pocl Account’ and the seigniorage on currency and financial stability are not
disclosed. By excluding the full details of the seigniorage and deferred interest expense and

other finance costs from the annual report halance sheet, in addition the absence of
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7.33

7.3.4

7.3.5

7.3.6

737

explanatory notes, makes it difficult for the reader to interpret how seigniorage was created

and how the transactions related to financial engineering were recorded.

No loss is shown at all in the balance sheet. This is before even taking into account the
misstatements and accounting policies adopted to reduce the impact of the costs of financial

engineering {see Section 5).

Important information was not made public over the Relevant Period which did not allow

the public to know the position of BdL. Such information includes:
i) BdL's profit and loss/income statement in each of the years 2015 to 2020;

i) The specific interest rates it pravided to the largest depositors or creditors of

the Bank, nor does it disclose the methodology used in setting such rates;
iii)  Details of the commercial bank deposits at Bdl;

iv)  Information as to the costs involved in Bdl’s financial engineering or the

decisions made in relation to how the intervention would be accounted for.

Lebanese society has a stake in the stewardship of the Lebanese currency and everyone with
maoney in the Lebanese banking system had a financial exposure. As such, the Lebanese
public had a reasonable expectation that BdL would be transparent as to its financial

positicn.

The audited financial statements of BdlL (including the notes to those statements) would
have provided at least some clarity, however these were not made available. In other
countries, such as the UK or Irag, the audited financial statements are made publicly
available. However, only the CC appear tc have been provided with Bdl’s audited financial

statements.

As discussed at Section 6, the financial position of BdL has deteriorated such that the amount
of USD liahilities far exceeds the ability of the Lebanese economy to repay the USD

outstanding.
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8.1

8.11

8.1.2

8.1.3

8.14

8.1.5

8.1.6

8.2

8.2.1

BdL balances with commercial banks and financial institutions
Introduction

To better understand the movement in the asset and liability balances at BdL in relation to
Lebanon’s commercial banks and other financial institutions we have analysed Bdl’s

financial statements and CBS data to break down the balances by bank.

The assets of BdL that relate to its interactions with the commercial banks are represented
on its balance sheet as loans and soft loans to banks and financial institutions, and loans

under leverage agreement.

The liabilities of BdlL that relate te its interactions with the commercial banks are
represented on its balance sheet under a ‘Banks and financial institution’ category and
includes commercial banks” current and demand deposits; term deposits; CDs; and term

deposits and CDs under leverage agreement.

We have also identified a temporary clearing account used by the Financial Operations
Department under the number 190901061 named “Financial Operations: RTGS Clearing
Account: Operations” {"RTGS-61"}, This account is used to record transactions relating to
CDs, term deposits, treasury hills, and any ather financial instruments in various currencies,

but mainly in LBP.

We have therefore analysed the RTGS-61 account to understand the ultimate beneficiary of
the financial operations transactions in these instruments, as set out below in section 8.4

and in Appendix 12.

However, all CDs are held by Midclear as they function as a financial intermediary and
custodian aver these instruments. We do not have the data held by Midclear and according
to BdL no detailed schedules can he provided due to the bank secrecy law. Therefare, we
are unable to identify the ultimate beneficiary of the CD subscriptions or related

transactions.

Assets related to commercial banks and financial institutions

The tables below show the balances related to lnans and soft loans to banks and financial

institutions, and loans under leverage agreement.
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Loans to banks and financial institutions

Table 8.1 — Loans to banks and financial institutions balances as per the audited financial

statements {LBP’'m)*
2014 2015 2016 2017 2018 2019 2020
Term lpans {LBP) 1,300,438 1,257,043 975,863 862,217 855,451 864,258 791,477
Rewvalving shart term loans
(LBP]“ g oan 401,312 404,297 50 50 38,065 44,017 107,031
Revolving short term loans
{USD]W g © 1,358429 1,350,913 2,630,106 1,790,287 2,072,508 7,780,569 1,462,574
Revolving short term loans
(EUR) 717,071
Facilities granted to banks and
Financial nstitutions (LBP) 2,383,492 3,550,676 4,851,687 €,205,693 f,867,730 6,365,305 5,716,506
Facilities granted to banks and
) 1,

Financial institutions {USD) 181,927 207,338 671,069
Loans under real-esta

e 27,560 67,071 57,858 57,858
repurchase agreements
Owerdraft 23,675 33,820
Tatal 5,413,671 6,562,928 8,457,705 8,885,807 10,082,753 15,620,131 8,840,335

8.2.2 These loans increased over the period 2014 to 2019, before decreasing in 2020 following a
significant decrease in revolving short term loans in USD. Tables 8.2 to 8.4 below, detail the
balances by bank for the three largest categories of loan {term logns, revolving short term

loans in USD, and facilities granted to banks and financial institutions in LBP).

Table 8.2 Term loans by bank {LBP'm)

Al-Bilad 1slamic Bank for Investment, - - - - 3,478 1,922
& Finance

Al Mawarid Bank SAL 300,000 300,000 300,000 300,000 300,000 300,000
Al Mawsarid Bank SAL 2,449 2,449 - - - -
Bank AR - - 3,000 - -
Bank Audi SAL 31,271 n2n -

Bank of Kuwait and Arab countries 57,790 57,790 - - -

Bankmed SAL 90,938 - - - - -
BBAC SAL - - 6,610 - - -
BBAC SAL 6,610 6,610 - - -

BLC bank SAL 17,734 17,734 17,734 17,734

BLC Bank SAL 200,000 - . - - -
Byhlos bank SAL - 115,000 115,000 115,000 121,000 121,000
Byblos Bank SAL 1,387 - - - - -
Cedrus bank SAL 73,157 73,157 73,157 73,187 73,157 -
First national bank SAL 2,745 2,745 2,745 - - -
Fransabank SAL 10,858 10,858 - - -

Fransahank SAL 774 774 - -
Saradar Bank SAL - - - 20,000 20,000
Saciété Générale de Bangue au Liban 483 483 483 - - -
SAL

B rha figures are based an the audited financial statemeants of 2015, 2016, 2017 and 2018.
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Société Géndrale de Bangue au Lihan 8,745 9,745

SAL

Ste financer du Lelanon SAL 342,405 342,408 342,405 342,405 342,000 342,000

Tatal 1,248,343 871,020 858,133 851,296 859,634 786,922
823 The audited financial statements contain some additional details in relation to some of the

term loans. Some of the loans in this category were related to the July 2006 war in Lebanon
and were granted to over 60% of the liquidity deficit faced by the banks due to defaulting
loans pertaining to customers directly affected by the war. The interest rate earned on these
loans were set to be equivalent to the interest rate earned on the instrument in which the
loan funds were invested less the interest spread required to offset the payments made by

the banks. The loans were secured by Lebanese treasury bills.®

8.24 in 2010, Al Mawarid Bank SAL was granted a LBP 300bn loan that was not subject to interest
and was secured by mortgaged three year treasury bills. In addition, certain shareholders of
the bank pledged their shares in the bank as collateral for the loan. This was amended in
2012, when the loan became subject to interest of 2% per annum, with the loan secured

against five year treasury bills.*

8.2.5 Credus Bank borrowed LBP 73bn in 2015 to cover its commitments at a rate of 2% per annum

and secured by treasury hills.

8.2.6 Byblos Bank borrowed LBP 115bn in 2016 to cover its commitments at a rate of 2.1% per

annum and secured by treasury bills.

8.2.7 Societe Financiere Du Liban was granted a back-to-back renewable loan for LBP 343.4bn in

2014. The interest rate on the loan was 1.875% and is secured against Lebanese treasury

bills.

8.2.8 BdL also provided USD revolving short term loans to assist with banks’ temparary working
capital needs. There was a large increase in these loans in 2019, as banks that had not
previously utilised such loans started to borrow funds in USD. In addition, certain existing

borrowers substantially increased their borrowing.

94 as stated in the 2018 audited financial statements.
% ag stated in the 2018 audited financial statements.




Table 8.3 USD revolving short term loans {LBP’m)

2015 2016 2017 2018 2019 2020
Bank Audi Sal - 1,085,400 603,000 1,371,835 2,736,113 720,585
Bankmed 540 376,875 904,500 376,875 527,625 2,080,350 376,875
National Credit Bank SAL - - - 15,075 75,375
Syria Lebanese commercial bank - - 7538 -
SAL
Saciété Générale de Bangue au R803,383 580,388 429,638 128,138 931,635 6,030
Liban SAL
Finance hank SAL 37,688 37,088 37,688 57,285 67,838
Bank of Beirut SAL - - 188,438 625,613 -
Al Mawarid Bank SAL 105,525 150,750 150,750
Bank Misr Lebanon SLA - - 37,688 - -
Fransa bank SAL 188,438 - -
BLC bank 3AL 165,825 - - -
Blom Bank SAL - - - §75,858 -
Credithank SAL - - 188,438 -
Federal Bank of Lebanon - - 18,090 15,075
MEAB SAL - - - - 26,381 43,6412
Saradar Bank SAL - - - 52,763 -
Total 1,345,213 1,607,075 1,778,850 2,050,200 7,743,214 1,456,170

8.2.9 The interest rates in the above short term loans varied. For example in 2018 the rates varied

between the 4.4% offered to Bankmed on LBP 376.9bn of the amount it had borrowed and

14% on LBP 768.8bn of Bank Audi’s short term USD borrowing {the remainder of Bank Audi’s

short term USD borrowing was at 8%).

8.2.10  The balances relating to facilities to banks and financial institutions in LBP were granted

against loans made by the banks to their customers that met certain conditions. Interest on

the loans by the banks were 1% and there was a sustained increase in the LBP facilities

granted in the period 2015 to 2018, with an approximately 10% decrease in 2020.¥ The

barks that had the largest facilities included Bank Audi, Bank of Beirut, Fransabank, Banque

de Habitat and Credit Libanais.

Table 8.4 Facilities granted to banks and financial institutions in LBP by bank {LBP’'m)®

Al Mawarid Bank SAL

Arab Bank PLC

Bank Audi SAL

Bank Misr Liban SAL

Bank of Baghdad [Private 5A)
Bank of Beirut SAL

Bankrmed SAL

Banque BEMD SAL

Banque de Credit National SAL
Bangue de Habitat SAL
Bangue Libano Francaise SAL
BBAC SAl

BLC Bank SAL

% The difference between the totals in this talie and the table above relates to accrued interast receivable.

97 as stated in the 2018 avdited financial statements

%8 The diffarence between the tatals in this table and the table above relates to accrued interest recaivable.

2015
69,794
9,974
327,589
27,895
1,575
364,372
104,274
7,458
1,473
313,241
190,450
9,500
236,542

2016
89,087
9,874
613,476
35,757
1,657
486,926
158,024
9,225
2,071
433,174
260,151
12,545
302,684

2017
198,574
9,439
753,446
49,291
3,177
527,837
192,961
11,799
744,494
352,610
11,861
348,291

2018
222,341
8,150
751,919
48,799
3,025
553,308
245,591
15,241
1,931
986,476
398,302
22,731
362,385

2019
211,761
6,748
796,907
44,312
2,31
530,902
202,764
13,185
1,815
961,355
382,552
21,350
153,988

2020
191,446
5,193
648,197
35,697
1,985
480,346
168,105
11,401
1,680
431,845
313,784
20,005
111,541

/N
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8.2.11

Blom Bank SAL 432,976 491,340 475,487 493,574 449,680 400,724
BSL Bank - - - - 32,961 31,208
Byblos Bank SAL 66,044 115,086 198,850 314,117 296,322 255,948
Cedrus Bank SAL 163 6,517 26,046 26,550 24,4132 20,793
Cedrus Invest Bank SAL - 37,175 76,170 76,165 77,575 76,659
Credit Bank SAL 75,201 105,151 140,953 143,383 134,860 120,692
Credit Libanais Investment 934 2,018 3,399 3,830 3,369 2,902
Bank Sal

Credit Libanais SAL 566,779 727,472 814 280 776,120 714,716 631,392
Federal bank of Lebanon SAL 11,435 13,547 15,812 14,912 13,353 12,103
Fenicia Bank SAL 47,377 43,926 46,565 48,342 45,167 36,432
Finance Bank SAL 14,339 33,285 31,483 575 3,179 2,649
First tational Bank SAL 15,665 19,098 35,787 51,977 47,646 42,929
Fransa Invest Bank SAL 113 113 a0 67 46 23
Fransabank SAL 206,461 364,247 494,457 568,361 559,620 515,744
IBL Bank SAL 34,810 37,976 64,311 05,162 145,402 125,936
IBL Invest Bank SAL 6,374 37,253 52,234 51,107 50,611 49,960
Jammal Trust Bank SAL 20,650 22,431 21,690 18,480 21,872 14,481
Lebanese Swiss Bank SAL 18,005 19,204 17,109 16,829 14,751 12,586
Lebanese Syrian Commaerizal - - 1,312 1,000 - -
Bank SAL

Lebamon and Gulf Bank SAL 34,632 37,513 35,840 45,193 41,508 35,955
Libank SAL - - - - FEYS 724
MEAB SAL 39,190 50,065 68,063 66,860 62,141 56,214
Mational Credit Bank SAL - 2,073 - - -
MNECB SAL 1,142 - - - - -
Saradar Bank SAL - 7,786 8,805 32,621 30,243 26,752
Société Générale de Banque 243,923 222,952 292,940 303,106 278,234 248,456
al Liban SAL

Societe Nouvelle de a banque - 1,413 24,479 33,823 2,496 2,110
de syrie et du Liban 5AL

Total 3,520,940 4,810,234 6,152,625 6,802,413 6,580,980 5,855,103

Soft loans to banks and financial institutions

Soft loans were granted by BdL to support mergers between local banks in Lebanon. The
balance of the soft loans to banks increased by less than 10% between 2014 and 2019, but
then decreased by 37% between 2019 and 2020 as a loan to Fransabank was settled. The

table below sets out the individual loan movements by bank:

Table 8.5 Soft loans by bank (LBP'm)

2014 2015 2016 2017 2018 2019 2020
BLC Bank SAL {2.6%) 48,766 48,766 - - -
Société Générale de 170,000 170,000 170,000 - - -
Banque au Liban SAL
{29}
Société Générale de 150,000 150,000 - - - - -
Bangue au Liban 54L
{1.97%)
Société Générale de - - - 176,000 170,000 170,000 170,000
Bangue au Liban SAL
{1.85%])
Fransabank SAL {3%) 243,589 243,589 243,589 243,589 243,589 243,589 -
Saradar Bank SAL - - 138,500 138,500 138,500 138,500 138,500
{1.41%)
Byhlos Bank SAL - - 106,000 106,000 106,000 105,000 106,000
[2.05%)

Total 612,355 612,355 658,089 658,089 658,089 658,089 414,500
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Loans under leverage

8.2.12  The loans under leverage, part of Phase |l of BdL's financial engineering scheme, increased
significantly in the period from 2017 to 2020, although there was a decrease between 2019
and 2020. The loans received by the banks were leveraged against Lebanese treasury hills,

term deposits or CDs, as summarised below:

Table 8.6 Loans under {everage agreement balances as per Bdl financial statements

(LBP m)*®
2017 2018 2019 2020
Laans under leverage against Lebanese T-bills 8,685,028 11,687,862 11,657,411 11,657,411
Laans under leverage against term deposits 1,248,418 27,439,699 56,178,471 46,391,434
Loans under leverage against CDs 2,638,000 2,638,000 2,638,000
accruad interest receivabie 38,175 171,224 135,684 250,208
Total 9,971,622 41,936,785 70,810,566 60,937,053

8.2.13  All of the loans under leverage against CI’s were to Bank Audi SAL. The loans under leverage
against term deposits and Lebanese treasury bills to each bank are set out in Tahle 8.7 and

8.8 below:

Table 8.7 Loans under leverage — term deposits, by bank {LBP'm)

2017 2018 2019 2020
Al-Mawarid Bank SAL = 274,894 446,165 568,649
Bank Audi SAL - 4,772,032 9,254,889 6,487,490
Bark Misr Liban - 152,957 283,086 283,985
Bank of Beirut SAL - 475,616 4,595,733 3,303,500
Bankmed SAL - 2,885,596 3,202,614 1,520,503
Bangue BEMO SAL . 330,367 386,939 386,939
Banque Libana Francaize SAL - 1,631,368 2,644,192 2,657,006
BBAC SAL - 776,004 2,097,083 2,168,701
BRAC SAL - 44,337 - -
BCN SAL - - 146,734 156,156
BLC Bank SAL - - 343,295 355,831
BLOM Bank SAL - 4,197,910 7,379,241 5,723,853
BSL Bank SAL - - - 398,950
Bybios Bank SAL - 2,334,095 4,570,557 4,677,315
Cadrus Bank SAL - 97,604 220,671 174,317
Cedrus Invest Bank SAL - 72,673 240,316 211,674
Credit Bank SAL - 180,534 587,132 416,298
Credit Libanais Investment Bank SAL - - 65,954 65,954
Credit Libanais SAL - 999,349 2,186,714 1,958,890
CSC Bank SAL - - 14,133 14,133
Federal Bank of Lehanon - 18,916 38,055 39,751
Fenicia Bank SAL - 64,258 160,057 165,709
Finance Bank SAL - 31,0483 283,094 336,194
First Matianal Bank SAL - 472,879 842,030 834,681

93 The figures are based an the audited financial statements of 2015, 2016, 2017 and 2018,
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Fransa Invest Bank SAL 11,306 10,160 10,160 10,160
Fransabank SAL 565,313 1,824,653 3,019,817 3,623,021
IBL invest Bank SAL . 93,520 92,540
|IBL Bank SAL - 1,078,133 2,783,569 2,751,911
lammal Trust Bank SAL - 20,352 .
Lebanese Swiss Bank - 453,388 513,354 851,835
Lebanon and Gulf Bank - 471,557 1,536,539 1,515,203
Libank - 15,834 27,018 27,018
MEAR SAL - 35,343 70,524 58,652
More Capital SAL - 941 250,091 300,969
Natianal Credit Bank SAL - - 662 - -
Morth Africa Commercial Bank - 995 57,527 57,527
Optimum Invest SAL - - 31,001 31,091
Saradar Bank SAL - 655,085 503,194 674,128
Société Générate de Bangue au Liban SAL 671,749 2,826,963 5,673,778 3,486,880
Societe Nouvelle de |a banque de syrie et du Liban - 162,811 404,606
ShL

1,248,418 7.439,69% 56,178,471 45,391,434

Table 8.8 Loans under leverage — Lebanese treasury bills, by bank (LBP’m)

2017 2018 2019 2020
AL Mawarid Bank - 8,334 8,334 8,334
Arab Bank PLC 46,833 46,833 46,833 46,833
Bank Audi SAL 2,449,688 1,479,141 1,979,141 1,879,141
Bank Misr Liban 172,150 118,133 118,133 118,133
Bankmed SAL 277,960 814,364 814,864 314,864
Bank of Beirut SAL 152,049 422,798 422,798 422,798
BBAC SAL 159,536 416,970 416,970 416,970
Banque BEMQ SAL 57,346 64,884 54,823 64,823
BLC Bank SAL 90,980 88,846 88 846 88,846
Bangue Libang Francaise SAL 565,312 473,802 473,802 473,802
BLOM Bank SAL 1,707,573 2,321,271 2,321,271 2321271
Byhlos Bank SAL 504,085 1,013,933 1,013,862 1,013,862
Cedrus Bank SAL 213,960 415,570 415,570 415,570
Cedrus Invest Bank SAL 128,733 275,304 275,304 275,304
Credit Bank SAL 93,650 105,150 105,150 105,150
Credit Libanais SAL 339,770 483,673 483,673 483,673
Matianal Credit Bank SAL 4,405 11,754 11,754 11,754
Emirates and Lebancn 18,850 18,850 18,850 18,850
Federal Bank of Lebanan 17,093 20,242 20,242 20,242
Fenicia Bank SAL 56,963 126,683 126,683 126,683
First National Bank SAL 197,037 274,174 274,174 274,174
Fransabank SAL 187,820 376,181 376,181 376,181
Fransa invest bank SaL 11,306 1,111 1,111 1,111
IBL Bank SAL 194,907 396,687 396,587 396,587
lammal Trust Bank SAL 30,146 30,146 - -
Lehanese Swiss Bank 131,219 142,894 142,894 142,894
Lebanaon and Guif Bank 225,337 448,033 448,033 448,033
Libank 6,656 6,656 6,656 5,656
Lucid Investment 7,538 15,546 15,544 15,546
MEAB SAL 2571 15,762 15,758 15,758
Narth Africa Cormmercial Bank 43,669 48,669 48,668 48,665
Saradar Bank SAL 124,480 199,835 199,665 199,665
Societe Financiere du Liban SAL - 8,480 8,480 8,480
Société Géndrale de Bangue au Liban SAL 436,783 436,783 436,783 436,783
Soriete Nouvelle de la bangue de syrie et du Liban 29,821 59,971 59,971 59,971
SAL
Total 8,696,334 11,687,862 11,657,411 11,657,411




83 Liabilities related to banks and financial institutions
831 As is typical with a central bank, BdL has liabilities to banks and other financial institutions
on its balance sheet, including CDs and term deposits from commercial banks. These are
summarised in the table below:™
Table 8.9 —-Banks and financial institutions balances per financial statements
LBP'm 2014 2015 2016 2017 2018 2019 2020
Depasits in fareign 47,800,986 48,922,074 50,283,607 57,635,222 53,300,280 100,647,666 113,494,502
CUrvency
Deposits in foreign - - 7,946,757 23,726,282
currency under
leverage agreament
Deposits in LBP 17,267,374 18,708,197 17,473,617 46,926,164 48,973,465 08,142,323 61,414,646
Depasits in LBP under - - - 1,248,418 27,439,609
leverage agreement
€Ds in foreign currancy 7.640,152 11,411,608 28735914 27,907,652 22,372,865 23,825,231 19,754,707
CDs in foreign currency - - - - GR7,035
under leverage
agreement
CDs in LBP 26,021,993 31,228928 20,743,000 17,071,000 19,061,000 17,464,000  1%,481,000
CDs in LBP under - - - . 2,638,000
levarage agreement
Cantra-CDs - - 17,134,952
Adjustment ta Deferred
Interest Expense
Eurg CDs 1,841,021 . - - . - -
100,571,525 110,270,808 137,242,138 158,735,213 198,098,627 240,079,720 223,259,807
Accrued interest an LBP 916,244 1,066,690 903,844 937,978 2,038,739 2,668,539 1,734,408
deposits
Accrued interest an 462,228 476,868 914,217 1,181,109 1,196,211 1,770,140 1,569,364
foreign currency
deposits
Total 101,949,997 111,814,366 135,060,198 160,854,300 201,333,577 244,518399 226,563,578
8.3.2 Detailed in tables 8.10 and 8.11 below are the balance by bank for deposits in a foreign

currency and deposits in LBP. The CBS system shows all CDs as held by Midclear and as

discussed ahove, we have not been provided with a breakdown of these by bank.

Table 8.10 Deposits in a foreign currency by bank {LBP’m}

Al Baraka Bank SAL

Al Rayan Investrnents
Halding Societs SAL
Al-Bilad Islamic Bank far
Investment & Finance

Al Bank SAL

Arab African International

Bank

Arab Bank {Switzerland)
Lebanon SAL

Arab Bank PLC

Arab Finance House SaL
Aregba SAL

100

2015
136,917
1
410

263,145
3,648

11

270,488
77,380

2016
116,561
1
1,246

254522
3,610

3,403

250,224
£9,359

2017
178,147
1

1,767

340,569
3,746

1,470
265,382

114,344

2018
247,282
1

352,723
4,097

8214
251,125

168,789
75

2019
295,949
1

450,224
7,789

260
528,110

15,372
77

2020
438,350
1

668,457
13,807

335
1,040,870

249,317
698

These figures have been extracted from the ‘Banks and Financial Institutions’ note of BdL's audited financial statements {2015 — 2018)
and the financial statements {2018 — 2020). The 2019 and 2020 figures include the deposits linked to the loans under leverage.
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Audi Investment Bank SAL
Audi Private Bank SAL
BLZ Bank SAL

Bank Al Madina SAL
Bank Audi SAL

Bank BERMO SAL

Bank of Baghdad

Bank of Beirut Invest SAL
Bank of Beirut SAL

Bank of New York - Depasit
{Nominees) limited
Bankmed SAL

Bangque de Credit National
SAL

Bangue de U'Habitat SAL
Bangue Libano Francaise
SAL

Banque Misr Liban SAL
Bangue Pharaon Et China
SAlL

BEAL SaL

BLC invest SAL

Blarm Bank sAL

Blom Deveiopment Bank
SAL

Blamlinvest Bank SAL
BSL BankSAL

Byblos Bank SAL

Byblos Invest Banic SAL
Capital Market Authority
Cedrus Bank SAL

Cedrus Invest Bank SAL
Central Bank of Kuwait
Centra de Traitement
Monetique SAL

Citibank SAL
Camrnission Des
Communautes
Europeennes

Credit Cornmercial Et
Foncier SAL

Credit Financier SAL
Credit Libanais Investment
Bank SAL

Credit Libanais SAL
Credit Bank SAL

CSC Bank SAL

Ermirates Lebanon Bank SAL
Emkan Finange SAL
Federal Bank of Lebanon
SAL

Fenicia Bank SAL

FFA {Privata Bank) SAL
Fidus SaL

Finance Bank 5AL

First Abu Chabi Bank SAL
First National Bank SAL
FNB Capital SAL

FMB Finance SAL

Fransa Invest Bank SAL
Fransabank SAL

Hahib Bank Limited
HSBC Bank Middle East
Limited

IBL Bank SAL

IBL irmvestment Bank SAL

2015
23,622
253,781
539,374
21
8,709,080
353,503
5,682
4,968
2,671,116

2,101,454
73,449

853
2,816,430

340,003
62,739

880,922
761
8,398,671
98,334

11,918
157,974
5,131,338
1,228
3
35,241
7,030
753,750
76

52,481
10,910

130

9
153,346

1,814,574
560,388
16,131
477,463

118,841

314,255
24,274
56
35,994
150,750
651,504
1,475

17,909
2,460,496
5,777
166,398

1,036,270
9,241

2016
17,513
336,924
312,852
15
9,425,142
384,377
3,705
1,626
2,940,535

2,140,360
72,068

867
1,365,619

353,218

989,025
7
§,631,789
101,450

31,219
178,101
5,675,193
3,118
3
45,073
12,511
753,750
77

51,853
9,299

138

9
136,711

1,869,048
687,031
27,033
482,589

125,609

32230
25,674
493
34,710
832,729
1,572

16,955
2,266,114
6,749
134,200

1,093,980
9,678

2017
7,118
284,035
437,534
236
9,812,399
531,569
2,633
5,167
3,104,046

2,441,209
90,589

914
2,841,208

673,026

1,410,301

13,165,216
100,647

22,843
201,537
7,289,187
2,414
3
308,393
118,495
753,750
78

59,250
8,076

53

g
137,795

2,588,545
818,495
30,792
493,408

140,514

427,267
18,929
13
14,317
1,137,221
443
23,741
3,047,447
10,517

1,507,180
7,060

2018
1,284
252,793
759,008
21
8,935,717
646,446
4,478
3,431
3,744,469

3,875,112
77,544

1,065
3,486,397

730,494

2,331,143

16,206,460
151,749

23,347
366,539
8,438,014
3,172
3
494,656
127,581
753,750
77

61,222
3,076

622

9
112,654

3,358,825
950,508
28,178
508,517

118,716

520,885
18,727
664
30,947
1,413,510
120
22,617
4,198,995
6,750

1,691,962
6,808

2019
3,314
179,424
1,001,026
169
11,668,375
867,058
9,276
3,160
5,688,467

4,520,634
235,471

2,736
4,854,693

784,798

3,148,384
20,089,773
173,537

23,114
636,511
11,43%,376
2,780
3
579,038
126,193
753,750
77

111,232
14,156

1,514

9
147,322

4,281,225
1,175,008
25,668
773,615

139,527

585,262
16,255
897
121,712
1,660,400
145

21,613
5,687,949
11,511

3,128,353
4,825
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2020

1,623,823
164
12,107,9%
1,969,991
17,288
3,978
5,678,209
2,442,150

3,932,907
237,854

51,361
6,826,491

987,683

3,699,513
20,036,603
161,228

10,073
821,508
12,873,177
1,863
3
573,000
126,570
753,750
78

113,348
14,095

157

9
107,893

5,125,281
1,379,616
18,088
1,329,205
2,100
201,474

820,652
14,518
8,343
151,817
1,733,194
64
111
17,892
6,428,239
36,574

3,307,264
1,996
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2015 2016 2017 2018 2019 2020
International Payment 546 5940 a7 518 503 504
Metwork SAL
Invest Bank 21,088 27,858 32,676 32,873 34,693 92,389
JTB Bank SAL 144,652 136,243 164,118 161,641 19,017 17177
Kafalat SAl Guarantees for 25,467 15,707 13,604 28,629 19,816 21,345
loans to small & med.
Enterprise
Kingdom of Saudi Arabia - 301,500 - - - -
Ministry of Finance
Kuwait Investment 150,750 154,750 150,750 150,750 150,750 150,750
Authority
LCB Finance SAL 98 98 58 g9 100 100
l.ebanese Iskamic Bank SAL 19,450 20,025 27,496 27,034 27,594 29,026
Lebanese Swiss Bank SAL 218,827 234,006 453,580 624,181 1,033,791 1,287,558
LGB Bank SAL 559,156 596,978 1,561,044 2,053,613 2,982,541 3,395,589
Libank SAL 17,693 13,640 34,002 38,239 56,4971 213,074
Lucid Investrnent Bank SAL - - 10,963 16,024 17,070 44,503
MEAB SAL 200,416 243,352 243,740 280,785 329,943 441,287
MWedinvestment Bank SAL 12,768 13,281 13,688 12,637 12,603 4,517
Midclear 105 36 124 16,016 346 1,114
Middle East Airlines - - - - 123,385 37,293
More Capital SAL - - - 7,540 192 343 243,297
Natinnal Bank of Kuwait 65,038 76,777 65,569 75,295 95,985 96,941

{Lebanon) SAL
Mear East Commercial Bank 171,301 - -

SAL

North Africa Commercial 200,415 188,724 275,677 267,242 421,577 914,680
Bank SAL

Optirmum Invest SAL 1,253 4,031 1,319 931 28,952 14,629
Piciet & Cie Banguiras 117 1,351 223 218 3 35
Qatar Central Bank 40,450 90,450 90,450 20,450 90,450 90,450
Qatar Mational Bank 61,408 56,091 79,028 59,470 95,659 237,796
Rafidain Bank - Iraq - - - - - 707,525
Rafidain 8ank 758 2,060 2,001 1,838 320 33223
Saradar Bank SAL 151,525 398,793 769,195 1,179,051 1,433,434 1,338,456
Saudi Fund for 159,511 158,328 157,723 157,718 156,842 156,853
Development

Saudi Lebanese Bank SAL 5,144 7,822 7,186 3,907 2,602 697
Saudi National Commercial 22,747 1,536 769 769 769 769
Bank

Societe Financiere Du Liban 7,555 7,544 4 5,790 6,824 6,862
SAL

Societe Generale De 4,024 868 4,223,935 6,418,054 £,132,372 7,054,891 5,578,932
Bangue au Lilban SAL

Sogelease Liban SAL - - - - - 38
United Credit Bank SAL 4 4 4 4 4 4
Bitas SAL - - - - _ 2,724
Warka Bank for Investment 362 142 104 103 103 104

& Finance

Unspecified - - - - - 78,172
Total 48,922,074 50,283,607 65,581,979 77,027,195 100,647,643 113,494,502

Table 8.11 Deposits in LBP by bank (LBP'm)

Ahmad Majzoub and Son for 150 - -
Exchange

Al Amir Exchange Co.Maher a

lihad Saber & Associate

Al Baraka Bank Sal 23,254 400,326 38,905 46,825 22,303 30,764
Al Fares for Exchange - Al 150 - - - - -
Masri and Talet and

Associate

A
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2015 2016 2017 2018 2019 2020
Al Bitad Islamic Bank for 282 174 355 371 0 0
Inyastment and Finance
Allied Business Investiment 91 51 24] g0 - -
Corporation SAL
AM Bank SAL 77,714 86,241 79,390 668,849 898,236 1,067,215
Antalias Center for Exchange - - - 400 - -
Arab African International 1,338 2,040 257 235 258 1,390
Bank
Aral Bank {Switzerland) 116 12 ¥ g 13 15
Lebanon SAL
Arab Bank 89,227 a0,734 78,536 1,618 54,410 173,419
Arah Finance Carporation - - 1 Q 1 1
SAL
Arab Finance Hause SAL 7,960 14,219 29,394 11,761 19,762 48,386
Arab Monetary Fund 628 606 543 627 624 651
Areeba SAL - - El0) 30 3,365
Atlas Bank SAL 8 8 8 8 8 8
Audi Investment Bank SAL 249,445 169,023 13,018 401,558 288,494 -
Audi Private Bank SAL 7,928 14,821 22,221 18,274 964 -
BLC Bank 361,182 791,288 260,474 883,219 1,192,329 968,760
Bank Al Madina SAL 345 1,393 50 501 101 569
Bank Audi SAL 684,108 4,954,079 5,739,451 10,907,076 14,824,430 10,373,580
Bank BEMO SAL 65,738 175,761 78,437 392,741 460,258 575,123
Bank of Baghdad 2,530 4,213 5,578 473 788 6,158
Bank of Beirut Invest SAL 1,821 4,092 1,287 1,288 7,017 226
Bank of Beirut SAL 1,068,757 1,753,049 2,126,340 2,684,599 5,900,463 4,799,831
Bank Saderat lran 41,854 56,014 48,464 36,707 37,146 64,156
Bankmed SAL 1,592,033 504,219 429,172 3,843,626 3,886,170 2,168,604
Bangue Almashrek SAL 0 0 5} i} 0 0
Bangue de Credit Mational 15,675 17,808 24,158 30,616 188,001 228,647
SAL
Bangue de L'Hahitat SAL 4,465 5,214 9,412 4,087 37,545 219,743
Bangue Libano Francaise SAL 503,384 1,757,990 2,075,497 3,800,665 4,782,997 4,876,386
Bank Misr Liban SAL 55,271 63,811 409,254 471,066 574,075 380,201
Bangue Pharaon Et Ching 50,536 - - - - -
SAL
BBAC SAL 413,345 810,234 854,458 1,738,716 2,602,324 2,783,528
BLC Invest SAL 33 121 . - - -
BLOM Bank SAL 3,570,643 7,187,513 9,178,248 13,312,088 15,163,716 12,118,009
BLOM Development Bank 9,732 10,563 47 822 42,206 41,111 39,800
SAL
BLOMINVEST Bank SAL 989 429 301 447 573 164,573
BSL Bank SAL 76,012 143,184 244 823 432,951 662,729 620,554
Byblos Bank SAL 1,511,670 2,481,586 4,083,024 6,964,662 7,430,038 6,678,150
Byblos Invest Bark SAL 138 138 134 934 927 912
Capital Market Authority 211 1,008 1,195 426 538 1,788
Cedrus Bank SAL 4,595 19,160 182,588 179,599 341,032 307,880
Cedrus Invest Bank SAL 36 54,360 183,870 227,374 416,604 233,103
Centre de Traitemeant 110 111 110 109 108 108
Monetique SAL
Citibank 30,490 28,848 38,592 51,794 122,259 08,2549
Credit Cammercial Et Foncigr 42 22 28 780 g3 23
SAL
Credit Financier S4AL 7 7 4] 5 7 742
Credit Libanais Investment 13,472 129 204 462 66,161 66,333
Bank SAL
Credit Lihanais SAL 1,350,807 1,873,719 2,359,166 3,623,547 4,300,666 4,056,814
Credit Suisse {Lebanon) - - - - 1,000 -
Finance SAL
Credit Bank SAL 427,885 917,933 1,410,029 1,643,706 2,042,331 1,329,756
CSC Bank SAL 4,408 32,572 4,670 1,939 34,671 45,479
Emirates Lebanon Bank SAL 173,016 129,222 148,276 108,714 221,025 243,984
Establishment Abou - 250 - - - -
Chanakeh for Exchange
Eurcclear Bank 324 661 323 323 325 327
Excillis Finance Ca SAL - - - 1,156 -

/A
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2015 2016 2017 2018 2019 2020
Extra for Exchange i} . - - . -
Federal Bank of Lebanan SAL 81,103 238,198 250,097 284,535 280,211 231,871
Fenicia Bank SAL 81,095 130,682 163,849 317,899 413,872 350,679
FFA {Private Bank) SAL 159 1,694 76 183 228 3,214
Fidus Bank SAL 7 113 10 10 9 29
Finance Bank SAL 112,328 152,420 140,277 127,740 350,212 357,870
First Abu Dhabi Bank 0 0 0 0 0 2,500
First Matianal Bank SAL 443,651 832,839 1,253,769 1,581,901 1,845,059 1,717,079
FNB Capital SAL 1 3 2 3 i 3
FNB Finance SAL - - . - - 1
Fransa Invest Bank SAL 22,218 28,941 50,482 58,352 36,331 36,330
Fransabank SAL 2,427,914 3,566,562 3,795,398 4,594,368 6,191,325 5,121,461
Habib Bank Limited is1 503 528 282 434 5322
Halawi For Exchange - 27 - - - -
Mahmaoud Halawi and
Associate
Hasan el Masriand - - - 250
Associates for Exchange
HSBEC Bank Middle East 57,580 109,751 -
Limited
|bda'a Microfinance SAL - - - : - 0
IBL Bank SAL 674,839 2,712,581 2,408,907 2,725,276 4,105,005 3,841,669
IBL Investment Bank SAL 185,159 235,137 446,093 313,114 636,839 307,786
Imternational Bank for 31 263 323 283 283 283
fReconstruction and
Developiment
International Development 1 1 1 1 1 1
Association
Internationai Finance q o 0 8] [0 o
Carparation
International Monetary Fund 1,638 3,389 3,389 3,355 3,654 3,554
Intarmational Payment 347 431 525 529 497 483
Network SAL
Invest Bank 2,549 1,732 2,664 1,609 3,041 7,013
JTB Bank SAL 62,476 120,032 132,544 159,306 {109,469) 70,658
Kafalat SAl Guaramees for 12,331 12,404 17,625 16,136 22,893 12,98
inans to small & med,
Enterprise
Laurent Karam and Associate . - - 2541 -
for Exchange
LCE Finance SAL 894 893 893 893 893 883
Lebznese |slamic Bank 5AL 1,305 1,402 1,470 15,955 16,223 15,735
Lebanese Swiss Bank SAL 194,603 208,943 438,559 1,015,377 1,235,619 1,133,042
LGB Bank SAL 231,851 417,467 1,386,468 1,989,873 2,895,645 2,494,539
Libank SAL 23 6,418 499 16,108 31,158 42,778
Lucid tvestment Bank - 4 4,908 25 51 1,088
MEAB SAL 133,912 160,010 157,000 228,683 245,675 125,869
Medinvestment Bank SAL 1,845 2,743 974 631 549 594
Midclaar 17 25 27 27 29 43
Middle East Airlines SAL 0 0 226 226 656 3,600
Miga's General Account 64 64 64 G4 64 64
Milano For Exchange 150 - - - - -
More Capital SaL - - . 3,423 25,398 IN2,037
National Bank af Kuwait 22,858 26,269 35,281 37,609 53,966 58,233
{Lebanon) SAL
MNear East Commercial Bank 31,754 - - -
SAL
Morth Africa Commercial 38,097 59,479 130,711 98,384 153,132 162,383
Bank SAL
Dptimurm Invest SAL 32 579 94 417 31,216 32,694
(Qatar National Baink 1,192 10,301 5076 a74 1,080 21,082
Raftdain Bank 79 88 82 72 228 1,196
Saradar Bank SAL 43,345 223,153 289,267 1,039,356 1,153,507 964,591
Saudi Lebanese Bank SAL 2,142 2,778 1,790 2,574 2,455 3,746
Saudi National Commercial 10,012 - - - - -
Bank
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2015 2016 2017 2018 2019 2020
Shouman far Exchange 1 - - - . -
Soc. Gostanian Pour e G - - - -
Change - Yeprem Gostanian
Et Associes
Saciete Financiere du Liban 44 7 108 68 133 4,287
SaL
Sofigte General De Bangue 1,072,742 3,822,398 6,014,089 9,012,792 10,357,453 4,505,658
Au Liban SAL
Syriagn Lebanese Commercial 2147135 193,519 16,922 191,469 198,924 363,307
Bank SAL
United Credit Bank SAL 40 LY 53 1,822 1,410 911
United Nations Refugees - - - - 2,915
Welfare Agency
Yitas SAL - - - - - 23
Warka Bank for Investment 175 113 141 12 1 o
& Finance
Unspecified - 651,357 1] - {17,114,952)
Total 18,702,356 37,473,617 48,825,897 76,412,531 98,142,846 61,414,646

a.4 Banking movements — Financial instruments
8.4.1 The RTGS-61 account was analysed to identify the movements relating to CDs, Term

Deposits, treasury hills, including the following categories of transaction:

i)

iii)

iv)

Subscription — BdL purchased financial instruments (primarily treasury hills)
fram the MoF on behalf of the commercial banks,'™ however the interest rate

on the financial instruments is not specified in these transactions.

Buy/Sell — This relates to the purchase and sale of financial instruments
between the commercial banks and Bdl in the secondary market, including any
premiums or discounts. The interest rate on the financial instruments is

specified in the remarks field of these transactions.

Coupon — This relates to the coupon payment on the financial instruments
owned hy the commercial banks. The coupon payment transaction will go
through a series of ledger accounts prior to being netted against the current

account of the commercial banks.

Maturity — This relates to the maturity of financial instruments and repayment
of the principal to the commercial banks. The interest rate on the treasury bills

is not specified in the remarks field for these transactions.

101
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v) Commission — These transactions relate to three types of commissions:

a)

b)

Commission —the 50% commission on the future interest that would have

been earned if the financial instrument was held to maturity and not

discounted at 0% by BdL.

Financial Instrument commission — amounts paid to intermediaries when

buying and selling a financial instrument.

Reporting commissian — amounts paid to a financial intermediary when

the intermediary reports on the holdings of financial instruments on

behalf of 8dL or commercial banks.

vi)  Liquidation — This relates to the liguidation or breaking of a financial instrument

prior to the maturity.

842 Other categories were also identified, such as various types of taxes, but these categories

have heen removed fram our summaries as they comprise small amounts. We have also

removed financial instrument commissions and reporting commissions from our summaries

for the same reason. It should also be noted that not all transactions with the commercial

banks would have gone through RTGS-61, sa it anly gives us a sample of the transactions

executed.

8.4.3 Table 8.12 below summarizes the averall movements between 2015 and 2020 across all

banks and financial institutions:

Table 8.12 Breakdown of overall bank movements across various financial

instruments'®:
0 0 016 0 018 019 020
Certificates of Deposit Caupen {2,572,849) {3,012,014) {2,816,811) {3,630,626)| (4,252,610} (4,175,798
Certificates of Deposit hMaturity {601,636} (3,488,405} (4,835,652} {852,571} {3,025) {2,867,092)
Certificates of Deposit Buy / Sell 1 42,3297 14,963 85,787 (1,203,194} {14,000)
Certificates of Deposit Commission 6,376,125 2,212,798 7,943,340 = -
Certificates of Deposit Subscriptian 5,568,000 3,475,000 5,745,024 12,716,000 312,000 35,000
hurabaha Deposit Maturity 2 (22,926) (127,854) {134,384} (38,116) {118,292}
Murabaha Deposit Coupon {650) {2,305} {4,374 {5,326) {4,799)

102 gpp appendix 12
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8.4.5

Financial Instrument

Transaction
Type

2015
(LBPm)

2016
(LBPm)

2017
(LBPm)

2018
(LBPm)

2019
(LBPm)

2020
(LBPm}

|Term Deposits Maturity {90,432,732)| (327,284,987)| (134,265,773)| (117,283,426)| (56,372,665) {133,897,6%6)
| Term Deposits Liquidation (1,211,101} (16,122,649)| (14,387,826)| (6,808,258} (37,785,971)
Term Depasits Coupon {802,255) {784,528) (2,040,673}  (4,195144) (7,919,188} (8,164,013}
Term Depasits Buy / Sell - i133,084) - - -
Term Deposits Subseription 90,610,175 347,052,225 158,574,829 161,952,599 86,518,217 151,498 688
Treasury Bills Sell (9,558,683} (21,387,707)|  (19,030509)| (21,253,635)| (16,849,403)|  {9,442,643)
Treasury Bills Maturity {8.049,964)| (5,269,180} {7,215,991)|  (5,390,093)| (2,220,634} (2,387,518}
Treasury Bills Coupon (2,307,745)|  {1,932,233) {1,918,255)|  11,774,869)| (1,927,282)| (1,786,116}
Treasury Bills Buy / Sell (305,102} 5 {5,119} {25,000)
Treasury Bills Commiission 520,741 3,373,891 364,794 634

Treasury Bills Buy 1,173,480 1,125,850 747,249 1,866,871 12,399 3,327
Treasury Bills Subscription 13,273,352 17,983,230 22,229,330  23,857,254| 16,850,162 9,612,202

Treasury Bills

According to Bdt, all financial instruments’ transactions get netted in the current accounts,

as mentioned above, except for the Term Deposits placements which get netted in the

Placement Accounts.

Table 8.13 below summarizes the five largest bank movements for treasury bills between

2015 and 2020 categorised by transaction type:
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8.4.6

8.4.7

848

Term Deposits

The placement accounts of each commercial bank or financial institution will include ali the
Term Deposits placed by the entity in Bdl, however, the interest earned on the Term

Deposits will be credited to the current account of that entity.

BdL highlighted that the placement accounts value should be higher than the sum of the
loan accounts value at any given time because the placement accounts are used as collateral

against the loans provided by Bdl to the commercial banks.

Table 8.14 below summarizes the five largest bank movements across Term Deposits

between 2015 and 2020 for each transaction type:
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8.4.9

8.4.10

8.4.11

8.4.12

Certificates of Deposit

Midclear acts as an intermediary and custodian in relatian to the CDS.  According to Bdl,
Midclear provides them with regular financial schedules summarizing positions and profile
of maturities, however, due to bank secrecy law BdL is unwilling to provide the detailed
information by commercial bank. As such we have bean unable to determine each bank's

position in relation to CDs, the interest rates, or maturities.

Summarized below are the overall movements for CDs between 2015 and 2020 for each
transaction type to the extent the information was available. Midclear is the sole entity that
subscribes to the new issuances of the CDs since it is the custodian on these financia!

instrurments.

The data also shows movements in the secondary market as commercial hanks acquire CDs
and would be entitled to a coupon on the CD. BdL confirmed that Midclear is the
intermediary and custodian on these financial instruments but did not provide further
explanation on the commercial banks’ transactions in these financial instruments. There are
certain entries in CBS in relation to Optimum Invest SAL, Bank Audi, IBL and Bank of Beirut,
hut BdL have not provided an explanation as to why some of these transactions are included

whilst the remainder go through Midclear.

The commissions in 2016 to commercial banks relate to the discounting of CDs and providing

50% of future interest that would have been earned if the CDs were held to maturity.
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Table 8.15 Breakdown of bank movements across CDs:1%5

Transaction

Type

Bank Name

2015
(LBP'000)

2016
(LBP’000}

2017
(LBP'000)

2018
(LBP'000)

2019
(LBP’000)

2020
(LBP’000)

Subscription | MIDCLEAR 5,568,000,000 3,475,000,00 | 5,745,024,396 12,716,000,000 | 312,000,000 35,000,000
8}
Coupon MIDCLEAR {2,572,849,000) | (3,012,014,2 | {2,316,811,300} | {3,630,626,300) | {4,273,989,938) | (4,177,652,277)
am
Coupen Optimurm Invest - 1,854,000
SAL
Coupon Bank Audi SAL - - - - 26,380,000 -
8uy / (Sell} MIDCLEAR - {5,568) 14,562,700 75,786,390 11,212,585,618) | {14,000,000}
Buy / [Sell) Bank of Beirut SAL | - - 1,052 - -
Buy / [3ell) IBL Bank SAL - 19,204 - - -
Buy / (Sell) Optimum Invest 1,238 42,287,595 9,391,849
SAL
ttaturity MIDCLEAR 1601,635,897) {3,488,405,2 | {4,835,651,555) | (852,570,507} {3,025,052) (2,867,091,677
48)
Commission | Federal Bank of 834,282 -
Lebanon SAL
Cammission FFA {Private Bank) 439,700 - - -
SAL
Commission | Fransa Invest Bank | - 1,304,848 - - -
SAL
Commission | ITB Bank SAL 5,313,668 - -
Commission Oatar National 6,507 416 - -
Bank {QPSC)
Commission Cedrus Bank SAL - 7,282,217 -
Commission Credit Libanais - 3,056,177 -
SAL
Carrmission | BSL Bank SAL - 12,770,843 -
Commission | CreditBank SAL 16,176,140 -
Commission | AM Bank SAL - 16,234,767 - -
Commission LGB Bank SAL 20,792,036 -
Commission | Lebanese Islamic 30,984,780 -
Bank SAL
Commission Banque Misr Likan 42,665,995 - - -
SAL
Commission Saradar Bank SAL 48,475,715 - -
Commission Bank Bemo SAL - 57,620,397 - -
Commission | 8BAC SAL - 70,954,634 -
Commission BLC Bank SAL - 110,388,833
Commission First Naticnal - 116,126,025
Bank SAL
Commission | Bank of Beirut SAL 209,475,596 - -
Commission Byhlos Bank SAL 241,017,107 | - - -
Commission FransaBank SAL 258,401,433 - - -
Commission BankMED SAL 346,007,438 - - -
Commission Bangue Libano - 373,922,231 - -
Francaise SAL
Commission | IBL Bank SAL - 389,604,019
Cammission BLOM Bank SAL - 496,732,121
Commission Saciete Generale - 1,139,275,35
De Bangue Au i3
Liban SAL
Commission Bank Audi SAL 2,347,361,16 - - -
3
Commission Optirnum [rvest 2,212,797,592 7,943 340,294
L SAL
105 5o Appendix 12.
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Impact of financial Engineering

8.4.13  Commercial banks have benefitted from the financial engineering scheme detailed in
Section 5 by attracting deposits from the Lebanese diaspora and other investors and
exchanging these for high yielding government Eurobonds and deposits with BdlL well above

their required reserves,

8.4.14 At Appendix 13 we have estimated the prefit made by the banks through participation in the
loans under leverage agreement hased on the assumption that the loans taken by the banks
were at an interest rate of 2% and their foreign exchange deposits returned 6% and LBP

deposits returned 11%.

8.4.15  The summary of the profits made are summarised in Tables 8.16 ta 8.19 below, which show

that an estimated profit of LBP 7.3tn was made by the commercial banks :

Table 8.16 Summary of estimated profits made by the commercial banks in relation to
loans under leverage agreement {LBP'000)
Estimated profit made on 2017 2018 2019 2020

loans under leverage on:
Treasury Bills 1,198,533,390 1,603,863,684 1,599,686,426 1,538,618,160
5,940,702,159
Term Deposits 43,688,309 288,091,274 620,128,546 525,911,667
1,482,815,796
CDs - 102,888,000 102,888,000 102,838,000
308,664,000
Total 1,247,222,198 1,994,842,958 2,322,7G2,972 2,167,417,827 | 7,732,185,955

8.4.16  The estimated profit made by each bank in relation to loans under leverage agreements

against treasury bills is as follows:

Table 8.17 Summary of estimated profits made in relation to loans under leverage
against treasury bills (LBP'000)

2017 2018 2018 2020
I AL Mawarid Bank - 1,143,691 1,143,692 -
AM Bank - - - 1,150,153
Arab Bank PLC 6,462,899 6,426,591 6,426,587 6,462,899
Bank Audi SAL 338,056,875 271,587,043 271,587,291 273,121,421
Bank Misr Liban 33,762,222 16,210,811 16,210,826 16,302,397
Bank of Beirut SAL 20,082,728 58,018,375 58,018,428 53,346,160
Bankmed SAL 23,358,480 111,819,424 111,819,526 112,451,167
Bangue BEMO SAL 7,913,803 8,903,675 2,895,306 8,945,553
Bangue de Credit national SAL - 1,612,909 1,612,911 1,622,022
Bangue Libana Francaise SAL 78,013,125 65,017,322 £5,017,382 65,384,649
BBAC SAL 22,016,020 57,218551 57,218,604 57,541,817
BLC Bank SAL 12,555,171 12,191,865 12,191,876 12,260,745
BLOM Bank SAL 235,645,034 318,535,821 318,536,112 320,335,444
BSL Bank SAL - - - -

All a
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8.4.17

Byblos Bank SAL 55,563,730 138,135,700 139,137,112 139,913,007
Cedrus Bank SAL 29,526,480 57,026,452 57,026,504 57,348,632 |
Cedrus Invest Bank SAL 17,765,085 37,778,490 37,778,524 37,991,926
Credit Bank SAL 12,923,770 14,429,122 14,429,136 14,510,642
Credit Libanais SAL 46,888,260 £6,371,907 20,371,968 06,746,887
Emirates and Lebanon 2,601,300 2,580,686 2,586,638 2,601,300
Federal Bank of Lebanon 2,358,834 2,777,650 2,777,653 2,793,343
Fenicia Bank SAL 7,860,853 17,384,078 17,384,094 17,482,293
First National Bank SAL 27,191,158 37,623,478 17,613,513 317,836,029
Fransa invest bank SAL - 152,501 152,501 153,362
Fransabank SAL 25,919,126 51,621,317 1,621,364 51,912,960
IBL Bank SAL 26,397,104 - - 54,729,033
Intercantinental Bank of Lebanon - 54,421 569 54,421,619 -
lamimal Trust Bank SAL 4,160,148 4,136,777 - -
Lebanese Swiss Bank 18,108,138 19,608,527 19,608,545 19,715,308
LGB Rank SAL - - - :
Lebanon and Gulf Bank 31,096,558 61,481,144 61,481,200 -
Libarnk 918,528 913,368 913,369 d18,528
Lucid investment 1,040,175 2,133,308 2,133,310 2,145,360
MEAB SAL 354,828 2,162,915 | 2,162,455 2,174,670
Mational Credit Bank SAL 1,310,282 - - -
Maorth Africa Commercial Bank 6,716,328 6,678,596 6,678,602 6,716,328
Saradar Bank SAL 17,175,430 27,422,337 27,398,972 27,553,742
Societe Financiere dy Liban SAL - 1,163,717 1,163,718 1,170,291
Saciété Générale de Banque au Liban SAL 60,276,082 59,937,455 59,937,509 60,276,082
Societe Nouvelle de la bangue de syrie et 4,115,308 8,229,514 8,22951 -

du Liban SAL

Grand Total

1,158,533,8590

1,603,863,684

1,599,686,426

1,538,618,160

The estimated profit made by each hank in relation to loans under leverage against term

deposits is as follows:

Table 8.18 Summary of estimated profits made in relation to loans under leverage

against term deposits (LBP'000)

Al-Mawarid Bank SAL

- 10,453,462 17,106,628 -
AR Bank S.AL - - - 22,177,311
Bank Audi SAL - 181,467,222 354,846,167 253,012,101
Bank Misr Liban - 7,337,623 10,888 445 11,075,454
Bank of Beirut SAL - 18,086,366 176,209,139 128,836,500
Barntkmed SAL 109,731,267 122,792,973 53,299,617
Banque BEMO SAL 12,562,952 14,835,820 15,080,626
Bangue De Credit National S.A.L - - - 6,090,084
Banque Libano Francaise SAL 62,036,431 101,382,245 103,623,234
BBAC SAL 31,195,290 20,405,639 84,579,320
BCN SAL - - 5,625,000 -
BLC Bank SAL - - 13,354,147 13,877,409
BLOM Bank SAL - 159,634,950 282,931,046 223,230,267
BSL Bank SAL - - - 15,560,610
Byblos Bank SAL 48,759,203 175,241,937 182,415,285
Cedrus Bank SAL 3,711,611 8,460,854 6,798,363
Cedrus Invest Bank SAL 2,801,581 9,214,072 8,255,286
Credit Bank SAL 6,876,619 22,894,927 16,235,622
Credit Libanais Investment Bartk SAL - 2,518,774 2,572,206
Credit Libanais SAL 38,002,489 83,841,859 76,396,714
CSC Bank SAL - 541,880 551,187
Federal Bank of Lebanon 1,099,596 1,459,085 1,550,289
Fenicia Bank SAL - 2,443,555 6,136,823 6,462,651
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8.4.18

8.5

8.5.1

8.5.2

8.5.3

- 0 018 019 D20
Finance Bank SAL - 1,182,381 10,854,244 13,111,566
First National Bank SAL - 17,982,280 32,284,674 32552554
Fransa Invest Bank SAL 440,944 386,357 389,549 396,240
Fransabank SAL 22,047,192 69,386,513 138,789,140 141,297,804
IBL Bank SAL - 40,998 414 " 107,324,514
IBL Invest Bank SAL - - 3,547,354 3,608,280
Intercontinental Bank of Lebanon SAL - - 106,726,151 -
Jammal Trust Bank SAL - 773,93 - -
Lehanese Swiss Bank 17,621,369 31,186,733 33,231,565
LGB Bank SAL - - 59,248,917
Lebanon and Gulf Bank 17,932,014 58,913,185 -
Lihank 604,405 1,035,910 1,063,702
MEAB SAL 1,363,011 2,703,995 2,287,428
Mere Capital SAL 358,293 §,588.860 11,737,791
Naticnal Credit Bank SAL 29,174 - -
Narth Africa Commercial Bank 37,837 2,205,671 2,243,553
Optimum Invest SAL - 1,192,075 1,212,549
Saradar Bank SAL - 24,911,078 30,795,650 26,290,992
Société Générale de Bangue au Liban 26,200,173 107,501,627 217,541,078 135 988,332
SAL

Societe Nouvelle de fa bangue de syrie 6,191,254 15,513,194 -
et du Liban SAL

Grand Tatal 48,688,309 288,091,274 620,128,546 525,911 667

follows:

Bank Name
Bank Audi SAL

2017 2018
- | 102,888,000

2019
102,888,000

The estimated profit made by each bank in relation to loans under leverage against CDs is as

Table 8.19 Summary of estimated profits made in relation to leans under leverage
against CDs (LBP'000)

2020
102,888,000

Conclusion

and leans under leverage agreement.

deposits, CDs and term deposits and CDs under leverage agreement.

The assets of BdL related to commercial banks and other financial institutions are

represented on its balance sheet as loans and soft laans to banks and financial institutions,

The liabilities of BdL related to commercial banks and other financial institutions are

represented on its balance sheet as commercial banks’ current and demand deposits, term

The five commercial banks that obtained the highest average loans under the leverage
agreement over since 2017 are Bank Audi; 8lom Bank; Byblos Bank, Bankmed; and Societe

Generale de Banque au Liban. The banks that utilised facilities offered by BdL, based on the
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8.5.4

8.5.5

highest average balances aver the Review Period were Bank Audi; Bank of Beirut; Bangque

de Habitat; Blom bank; and Credit Libanais.

The five commercial banks that maintained the largest deposits (both LBP and foreign
currency) at BdL in the Review Period were Bank Audi; Byblas Bank; Blom Bank; Fransabank;

and Societe Generale de Banque au Liban.

Commercial banks have benefitted from the financial engineering scheme through
participation in the loans under leverage agreement. Bank Audi SAL and BLOM Bank SAL

appear to have made the largest profits in relation to loans under leverage agreement.
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9.1

911

8.1.2

9.1.3

9.2

921

9.2.7

Operational expenses
BdL's P&L

We have reviewed Bdl's P&L in the Review Period, comprising the audited P&L in the years
ending 31 December 2015 to 2018 and the unaudited P&L produced by BdL for the years

ending 31 December 2019 and 2020. These are summarised at Appendix 14,
Included within BdL's P&L are the following, non-finance related expenses:

Table 9.1 Non-finance related expenses on Bdl's P&L 2015 to 2020 (LBP ‘000,000)

Wwrite-back of accrued expenses [2,850) {8,538} {6,906) (2,789) {4,907) {8,931)
Salaries and related charges 156,609 | 165,659 | 164,900 | 167,199 | 155,634 | 156,688
End-of-service indemrity 5,592 5.540 7,047 4,834 {1,284) 1,461
jalaries and related charges - early retirement 41,038 42,816 | 113,822 70,222 20,781 2,028
Depreciation - - - - -
| General operating expensas 41,077 38,744 43,148 49,204 51,123 63,528
Write-down of praperties and equipment 60,512 14,727 10,939 53,1590 10,688 1,744

As discussed in Section 3, the P&L was engineered to ensure that a consistent profit was
achieved in each financial year, facilitating a payment to the MoF. As Bdl was reporting a
profit in each financial year that did not refiect its underlying financial positian, it permitted
expenditure on costs that may not have been approved if Bdl was reporting a loss. As such,

we have reviewed non-finance related expenses,

Operating Expenses

Over the Relevant Period the general operating expenses of BDL increased from LBP
41,077m in 2015 to LBP 63,525m in 2020. We have reviewed the transactions and ERP
accounts used to record the operating expenses line item on BdL’s P&L using a schedule

prenared by BdL that maps annual P&L balances to the ERP system.

On extracting the relevant data from the ERP system, we categorized the accounts based on
the name attached to the GL account in the ERP system. This provided an overview of the
type of expenses that make up the operating expenses, as indicated in the ERP system. The

table below provides a summary the categorisation:
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9.23 The ERP data was further analysed using two approaches:

i) Review of the GL Accounts —we reviewed the GL account balances that
make up the operating expenses line item of the P&L to identify
accaunts with large balances and significant increases year over year,
which we then analysed in more detail to understand the underlying

transactions.

ii) Review of vendor balances — we analysed the invoice data in the
payables module to identify vendors of interest based on invoice

amounts and transaction descriptions.

9.3 Review of the GL accounts

8.3.1 All the accounts that had a cumulative balance equivalent to USD 1M for the
Review Period were analysed. We further evaluated those accounts based on the
descriptions and movements in the balance year-an-year, which resulted in a list
of 29 GL accounts for review, as shown in table 9.3, and which we have grouped

into six main categories:
i) Aids and donations;
i Repairs and maintenance of assets used by the bank;
jii) Prior year adjustments;
iv]  Training and conference attendance costs;
v) Advertising and publicaticns; and
vi)  Fees and contracts tax of Chapter iii.

Table 9.3 List of GL account combination reviewed (LBP’000}
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Aids and Donations

9.3.2 A review of Bdl's general ledger identified three accounts where the name
indicates they relate to aid and donations during the Relevant Period.'% The total

amounts recorded in these accounts are summarised in the table below:

Table 9.4 Total amounts recorded in the aid and donation accounts (LBP'000)

6,992,125 3,482,339 5,591,143 | 7,410,980 6,319,866 581,612 30,778,067

9.33 Approximately 9% of the transactions do not include a ‘vendor’ {i.e. heneficiary) in
the "VENDOR_NAME" field. Where this is the case, the vendor is listed as

“miscellaneous supplier” or the field is left blank.

9.3.4 Bdl's general ledger further categorises certain of the entries in the aid and
donations related accounts, as summarised in Tahle 9.5 below. Although some of
the entries are not categorised {those that are ‘Null’}, the most significant
categories are those that are 'Vendoer, followed by donations and event

grganisers.

Table 9.5 Aid and Donations categorisations per Bdl's general ledger in the
Relevant Period {LBP'000)

Vendor 8,448,168
Tonations - Other Assodiations 7,211,516
Donations - Charity ASS. 3,433,439
Events Qrganizers 3,244,139
Subscriptions - News / Mag 3,008,324
Null 2,874,550
Employee 946,735
Services Providers 579,836
Educational Institutians 204,885
Retirees 160,000
Futura Employees 156,652
Public Sector © 150,750
Travel Agencies 107,677
Trainers 43 846
Services Providers - Doctors 34,354
Hotels 20,350
Consultants - Experts 19,537
Tax Authority 17,795
Restaurants 10,828
Subseriptions - Others 4595
Total 30,778,067

106 gea Appendix 14 for a breakdown of the total amounts by account,
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9.3.5 The five largest vendors listed within the aid and donations account are the

fallowing:*"”

i} The Beirut Marathon Association (LBP 2,109,856,614);

a) This includes three payments of LBP 678,375,000 dated 27 Jan
2015, 27 July 2015 and 29 September 2015 made to the
association to support the marathon in accordance with a
contract between the association and Bdl, per CC decision no.

30/38/12 dated “12/12/201”

b) A payment to the association dated 28 December 2017 for LBP
46,430,879 where the description indicates that the payment
was far Bdl employee’s participation, but there is no further
information on what the participation relates to (although it

may be assumed it is participation in a marathon).

) Payment to the association for Bdl employees participation in

the marathon dated 3 December 2018 for LBP 28,300,735.

ii)  Chamber of Commerce Industry and Agriculture® (LBP

1,354,437,500);

al  This includes 3 payments of LBP376,875,000 dated 01 August
2017, 19 June 2018 and 16 July 2019 each made to the Beirut
Chamber to support the establishment of HEC Paris university

branch in Beirut.

h} Payment against BdL contribution to help establish a training
centre for food safety dated 11 February 2015 for LBP
263,812,500

fiiy  The Commerce and Business Company'® (LBP 1,114,049,998);

107 gee Appendix 14 for addition infarmation and further vendors.
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a) Comprising multiple payments made to sponsor various

conferences across the period from 4 April 2015 to August 2018.

iv]  First Protocol SARL {LBP 942,187,500); and

aj Multiple payments made to sponsor various conferences acrass

the period from 4 March 2015 to june 2019.

v) Hariri Bahia Bahaeddine {LBP 829,125,000).

a) Single payment made on 2 September 2015 for the spansorship
of canference titled as “Lebancn home of knowledge” for the

amount of LBP §29,125,000.

Repairs and maintenance of assets used by BdL

9.3.6 A review of Bdl's general ledger identified four accounts where the name indicates
they relate to maintenance during the Relevant Period.'*® The total amounts

recorded in these accounts are summarised in the table below:

Tabhle 9.6 Total amounts recorded in maintenance accounts {LBP’'000)

3,344,786 4,548,564 4,508,948 5,313,376 6,406,365 4,492,875 28,614,917

9.3.7 We have also reviewed the vendoars listed within the transactions recorded under
the maintenance related accounts in Bdl’s accounting systems, which are

summarised below:

Table 9.7 Total amounts recorded in maintenance accounts (LBP'000)

Vendor Category Total
MULL 20,531,495

Bloomberg 1,376,538
Connexions Services SAL 1,287,606
Broadbank Plus 1,273,070
Rackspace - 1,183,487
|\Cedarcom _ 725,617
Aibmall g jlatin! Ralall & palt YL 3549 242,617
) Ministry of Finance 230,720
Masterz jiels pgiuell didl juas 168,613
Exotica S.ALL 124,625
Engineered Systems International sarl - ESI sarl 106,276
Ezedean Hussein Shatila 100,438
Others 1,249,816
Total 28,614,917

10 500 Appendix 14 for a breakdown of the total amounts by account.
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Training and conference attendance costs

9.3.8 Six accounts have been identified in the Relevant Period where the name indicates
they relate to transactions for training and conference expenses.’*! The total

amounts recorded in these accounts are summarised in the table below:

Table 9.8 Total amounts recorded in training and conference related accounts
{LBP'000)

2,049,231 1,286,674 903,922 920,276 645,301 354,013 6,059,418

89.3.9 The vendor names included for the entries in these accounts are summarised

below:

Table 9.9 Vendors listed in the training and conference related accounts

(LBP’000)

Vendor Name Total
Miscellanegus Supplier 2,629,139
NULL 715,938

| MENAFATF o 601,565
Jiachl) Jledl dgaoh [ 419,809
M. Khaiil Hassan Ghalyini &/0r Mrs. Nicole Edgard Canaan Sp. Ghlayini 301,500
Institute of International Finance 175,052
IFSB Islamic Financial Services Board T ] 154,519
ArabNet Sarl - 113,063
Others 948,833 |

[ Total 6,059,418

9.3.10  'Miscellaneous supplier’ comprises over 43% of the total balance in the relevant
period, however further review has revealed that this amount primarily™*? relates

to cash provided to Bdl's Governor as travel allowances when he was abroad.

Advertising and publications

9.3.11 Three accounts have been identified that were used in the Relevant Period to
record transactions related to advertising and publication expenses.!* The total

amounts recarded in these accounts are summarised in the table below:

Table 9.10 Total amounts recorded in advertising and publication accounts
(LBP’000)
Total

924,764 1,351,819 1,531,548 1,368,765 744,469 308,815 | 6,230,579

1 gap Appendix 14 for a breakdown of the total amounts by account.
112 gp 150,750,000 af the total under ‘Miscellaneous supplier’ ralated to travel allowanges for ather 8dL Employees.

Ah:.
&
M

113 500 Appendix 14 for a breakdown of the total amounts by accaunt.
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9.3.12  The vendor names relating to the five largest vendors in these accounts are

summarised below:

Table 9.11 Five largest vendors listed (LBP’000)

Lebanese company for information & studies (LCIS) SARL 498,982
M.I Associates Sarl 482,400
Street smart SAL 410,906
Dar Assayad SAL 382,500
Georges Ghanem 313,937 ‘

9.3.13  The expenditure in this category includes the creation of films about Bdl and

payments in relation to a book {M.1. Associates Sarl).

i) Fees and contracts tax of Chapter ifi

9.3.14  Asexplained by BdL in response to our questions, fees and contracts tax of Chapter
iii relate to invoices for lawyers, experts, consultants, studies, auditors, doctors

allowances, and services management all subject to 7,5% tax fees.

9.3.15  Ten accaunts have been identified that were used in the Relevant Period with a
description that relates to ‘Chapter iii’ tax, however further review indicates that
the transactions recorded here primarily relate to fees paid to consultants.’*? The

total amounts recorded in these accounts are summarised in the tahle below:

Tahle 9.12 Total amounts recorded in Tax of Chapter iii accounts (LBP'000)

2,470,901 2,410,903 1,374,793 2,021,745 1,476,078 1,960,446 11,714,866

9.3.16 The five largest vendors listed within the aid and donations account are the

following:**s
i) Teleport Company SAL {LBP 1,080,515,700);
ii} Olws g uwl bis (LBP 576,000,000);

i)  Management Solutions Experts Sarl — MSE (LBP 459,335,249) ;

14 ge Appendix 14 for a breakdawn of the total amounts by account.

5 6an Appendix 14 for addition infarmation and further vendors.
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iv] M.l Associates Sarl (LBP 331,643,970) ;"¢ and

v) Nahil Abdallah Brax {LBF 325,620,000).

9.3.17  ltis also noted that transactions totalling LBP 886,800,000 do nat have a vendor
listed in the vendor category and LBP 3,868,041,194 are listed as 'Miscellaneous’.

i) Prior year adjustments

9.3.18  According to BdL, the prior year adjustments account is used to record expenses
from previous years that have not been recognized by any provisions. For example,
any accounting entry regarding expenses or revenues (correcting invoices) is

recorded on the prior year adjustment account.

9.3.18  In terms of the approvals or recording transactions ta the prior year adjustments

account the following apgplies:

i) Transactions in the amount of up to LBP 3,000,000 are approved by

the accounting department director alone;

i) Transactions between LBP 3,000,000 and LBP 1,000,000,000 require

approval of the Governor; and

i) Transactions of more than LBP 1,000,000,000 should be approved by

the Central Council.

9.3.20 At the end of each year the difference between prior year adjustments payable
and receivable is recorded on the “Current Financial Cycle’s Results” account and
put through the statement of profit and loss. The table below summarizes the

accounts used to record the transactions related to prior year adjustments’:

Table 9.13 — Summary of account descriptions used to record prior year
adjustments {LBP'000)

2018 2019

Account Description
Other liabilities - Attachment and
settlerment accounts -Prowisions-
administrative services and equipment
expenses: Consulting

2020 Grand Tatal
= 132,130

16 Thare are paymants to this vendor also included under the advertising and publications category.
17 The “TRANS_REFERENCE” field was blank for all the entries recorded in this table; therefore we were unable ta identify

any further details in relation to these entries.
AI :
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Account Description 2020 Grand Total

Other liabilities - Attachment and 104,319 104,319 231,520 1,040,158
settlement accounts -Provisions-
administrative services and equipment
expenses: External Auditors

| Other liabilities - Attachment and - 389,278 973,758 393,173 1,756,208
settlement accounts -Frowisions-
Assistance and Donatigns: Various
Assistance and Donations
Other liabilities - Attachment and - - - 266,931 266,931
sattlerment accounts -Provisions-Salary,
Compensations, Expenses: Different
Grants

[ Other Yabilities - Attachment and - 21,780 - - 21,780

settlement accaunts -Provisions-Salary,

Compensations, Expenses: Education

Grants

Other [ahilities - Attachment and 75,430 612,940 921,205 2,909,?5?‘ 4,519,324

sattlernent accounts -Pravisions-Salary, {

Campensations, Expenses: end of service

grants

Other liabilities - Attachment and —| - 1 453,121 | 1,391,704 73,325 1,918,150

sattlernent accounts -Prowvisians-Salary,

Compensations, Expenses: Hospital

Expenses

Other liabilities - AMltachment and IR - i - 77,752 |

settlement accounts -Prowvisions-Salary,

Compensations, Expenses: Hotel

expenses

Other liabilities - Attachment and 190,183 r 198,673 140,347 529,203

settlemeant accounts ~Provisions-Salary,

Campensatians, Expenses. Medical

expenses

4,615,047

Grand Total

9.4 Review of the vendors balances

941 We also aralysed the invoice data in the payables module to identify vendors of

interest based on invoice amounts and transaction descriptions, as follows:

i) the data was categorised by vendor name and by amounts invoiced
per year, with vendors paid a cumulative amount of USD 1M or more

over the Review Period identified. This resulted in a list of 51 vendors;

i) The list of 51 vendors was then reviewed and 12 vendors of interest

were identified based on the following criteria:

a) High value one off payments;

h) Local vendors with high value contracts relative to their size; and

1€ a1l amounts recorded in the extract from the local currency LBP calculated in the system to USO based on a rate of 1 USD =

1507.5 LBP
Y/
&
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) BdL employees.

ili)  The entire payables module data was then reviewed for transaction
references that included descriptions of items that appeared to be
outside the normai course of business for BdL or where there is a
higher risk of misappropriation of funds. Far example, purchases of
high value art; donations to charities; and sponsorship of conferences

and events;

iv}  Finally, a list of 86 transactions was sampled and copies of all invoices,
purchase order/agreements, delivery notes, payment advice and
relevant approvals for procuring, delivering and payment were
requested. The results from the sample review are set out in detail

under section 9.5.

9.4.2 Based on an analysis of the 51 vendors that were paid a cumulative amount of over
JSD 1M during the Review Period, 12 vendors of interest were identified. The
transactions recorded under each of these vendors were traced and the stated
purpose of the expenditure was assessed based on the transaction descriptions in

the ERP data. The table below schedules the 12 vendors of interest:

Table 9.14 List of vendors of interest identified (LBP'000)

Vendar
Name 2020 Total
Miscellaneo 28,022,610 91,222,473 | 59,904,528 | 78,604,670 | 44,981,724 | 331,429,836
us supplier |
2 [ Aland ar 52,295,045 -] - { - - < | 52,295,045
Fatima
Zahraa
Mahoulsi L
3 | ks dama 18,090,000 - T - - -1 18,090,000
Sl . |
4 | assladidga o - 8,476,673 | 4,748,625 - 1 13,225,208
doizeaall
oo ]
5 el agaadt 503,513 | 2,125,849 | 1,311,912 1,264,547 468,469 585,992 £,260,283 |
Ulac™
6 | Eciffice 1,279,257 1,171,145 786,980 844,994 991,937 893,100 5,967,422
7 | Beirut ’ 2287521 | 273,991 26,431 28,300 - - 2,636,244
htarathan
Association
8 | Wb Ly 394,668 453,795 472,092 408,713 336,213 22,613 | 2,088,094
9 | Nada 401,334 | 279,980 | 492,870 | 743,724 - -1 1,917,908
Baulos Al
| Asssao |
10 Intermeuble 461,105 368,658 17,795 793,866 {6595) -1 1,640,728
Design sal |
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dodpg

362,088

310,348

120,977

472,820

361,483

2020

Total
1,628,383

12

Byl 43,
dclually
Jaclplly
NN
i

|

176,875 |

376,875

376,875

376,875 [

1,507,500

Tatal

104,09?,1417 33,5??,59?] 103,325,086—! 69,586,993

§1,138,952

46,860,972

438,686,741

5.43

Miscellaneous Supplier {LBP 331.43bn) — Transactions recorded under this vendor

name that totalled USD 10,000 or more, covering 99.94% of the total population

of transactions, were scheduled. We then further categorized all of the

transactions that were above USD 10,000. The summary of those transaction

categories is shown in the table below.

Table 9.15 Categories of transactions recorded under the Miscellaneous
supplier {LBP'000)

Category
EQSB / Early
Retirement
expenses

17,218,897

16,300,001

68,678,132

21,036,020

20,641,089

13,651,499

157,525,638

Real Estate
expenses

13,145,400

24,176,454

40,508,893

332,152

78,162,900

Cost of
manufacturin
g and printing
Coins, nates
and chague
books

15,607

6,711,660

5,463,209

7,525,723

22,389,229

432,105,428

Loan Waivers

1,061,551

2,388,346

2,796,004

3,067,023

3,395,513

3,692,523

16,400,965

No
Description

4,894,281

5,984,068

395,043

50,926

383,687

11,708,006

Medical
exXpenses

1,118,118

1,187,138

1,306,930

1,634,698

1,813,832

1,791,620

8,862,338

Settiing
acoounts

186,089

16,500

795,160

2,068,165

3,065,913

Canferences
attendance
COsts

930,454

733,455

196,575

365,343

313,390

2,589,222

Midclear fees

149,999

348,607

389,603

431,923

409,095 1,730,233

10

Legal Fees

764,453

75,701

452,250

347,550

1,639,953

11

Consulting
fees

120,380

327,170

233,959

560,759

84,503

1,326,811

12

Employee
reimburséme
nts

67,050

618,063

135,000

275,642

1,085,734

13

Money
transport
CO5tS

658,938

94,368

753,366

14

Department
al expenses

45,513

54,035

35,341

182,438

375,156

693,483

15

Yehicle
purchases,
rent and
repairs

177,430

78,390

299,598 (

555,417

A
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Category 2020 Total

Foreign 253,929 | 98,256 : - - 352,185
Yendars
Customs - - - I'352,186 1 - - 352,166
17 | Duties
Prafessional . - - - - 329,188 —, 339,188
18 | Feeg
Sponsarship - 169,111 30,150 60,300 . 75,275 raaa,gaa
19 | Expenses _
advertising 242,533 Féﬁoo - - - . 272,033
20 expenses
Clothing 18,000 58,300 55,000 60,000 60,000 - 251,299
21 | expenses
Unknown 170,997 14,443 - - . - [ 205,441
22 | Beneficiaries L
[ ravel 35,809 - 37088 | - 8,753 19,504 182,055
23 Expenses [
Arts and - 150,750 - - - - 150,750
Statues ,
acquisition
24 | costs
Aids and 45,700 29,300 56,700 17,526 - - 149,236
25 | Donations
Fines - - 129,958 - - - 129,959
26 | expenses
Entertainmen | - - 20,270 33,423 21,241 Var720 T 107,684
27 texpenses
Gifts - - 92481 | - - ) 92,481
28 | expenses W l
Other - 26,999 - - 49,405 - 76,405
i expenses
LED Tax Expenses b ’ | 26,707 ) | 26,707 r
JTotaI 27,306,704 Lz?,933,199 95.109,408_’ 59,064,860 77,703,560 | 44,120,218 | 331,737,949 I
9.4.4 The Miscellaneous Supplier vendor name appears to be used to record various

categories of transactions that do not appear to be related. We also analysed the
IBAN numbers that were used to record the payments made under this vendor and
found that these were linked to accounts used to make cash or cheque payments.

The accounts used were as follows:

=

-
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Table 9.16 List of IBANs used to record payments to Misc supplier {LBP'000)

CBS_Account

IBAN Number _Description c:é;(;;—::_lme
_INAFAIDN  —
LB170589000000 [ wi
0100119063110 | fuyin - Rikisea | fegdin cios) i 804 629 545 52 188 2,218
7 kil G
- lociug calue . _
- - - L5yl
LB500999000000 | e s Lﬁii i; J
2| 0100118095620 | - Jsaias e 2035 | 1,002 | 9824 134 sog | 1030 | 15941
3 SONTRTIE bt o
Lot Lt
- Jacag olows .
e - digedi 3 Jolyyl
LB309999000000 | oo gase Lﬁ*ﬁi f;- 2
3| 0100119099616 | - il P e l 4| - 24
3 50 - Ltoglas el calads |
Lokl G o
4] nuLL 25,272 | 26127 | 84,856 | 57,179 | 77219 | 42,902 | 313,255
Total 27,307 | 27,933 | 95109 | 59,065 | 77,704 | 44,120 | 331,238

3.4.5 Ali and or Fatima Zahraa Naboulsi (LBP 52.3bn) — Analysis shows that this amount
related to a property acquisition from this vendor in the amount of LBP
52,295,045,355. This payment was made in USD currency and amounted to a tota!
of USD 34,689,914. As per the transaction description the property acquired was
labelled as “REAL ESTATE# 83",

9.46 5k adld 2ana(Mohamed Hisham Tabara) (LBP 18.1bn} - Analysis shaws that this
amount relates to a property acquisition from this vendor in the amount of LBP
18,090,000,000. As per the transaction description the property acquired was
labelled as “REAL ESTATE# 50”.

9.4.7 Joach ddauall dggaill 4S,5 (The Cooperative Newspaper Company) (LBP
13.23bn} — These entries relate ta acquisition of a property building. The

transaction descriptions included the following description “Al Nahar real estate”.

948  Jued Ah yeali (ESA Business School) (LBP 6.26bn) — The total amount of
invoices charged during the period is USD14.4m. This primarily comprises the

following items:
i) “Barring {sic] costs of Villa Rosa Rental”;

i) Aids, donations and contributions to the school.




9.4.9

95.4.10

9.4.11

9.4.12

9.4.13

8.4.14

9.4.15

Eciffice (LBP 5.97bn} — Analysis shows that the amounts paid to this vendor related
to the rental of an office space by BdlL in Paris. The payments were made in EUR

currency.

Beirut Marathon Association [LBP 2.64bn} ~ Analysis shows that amounts paid to
this vendor were categorised as aid and donations made in accordance with an

agreement. The payments were made in four tranches and in LBP.

Nada Boulos Al Assaad {LBP 1.92bn}— Analysis shows that payments made to this
vendor were in relation to acquisitions of paintings and high value art. Several of

the invoices and payments made were in USD currency.

Intermeuble Design sal (LBP 1.64bn} ~ Analysis shows that invoices recorded
under this vendor relate to contracts for procuring furniture for the Capital
Markets Autherity building and executive/Gavernar lounge. The main elements of

the contract according to the invoice descriptions are:
i) INV#IDO0010431-GOV FURNITURE-CMA Building;
i) INVHID0008848-GOV LOUNGE FURNITURE.

Jact Jue g duaBY) 4S54 {The Economics and Business Company) (LBP
1.63bn} - Cur analysis showed that payments made to this vendor were in
relation to sponsoring several conferences and towards subscriptions to the

economics and business magazine.

Gl Jay g g m B Asi M g deliall g3 jlasli 48 £ (1BP 1.51bn) - Our analysis
showed that payments made to this vendor were in relation to contributions
made by BdlL to support the opening of a hranch for the HEC university Paris in

Beirut.

A 4l (LBP 2.1bn) - Our analysis showed that payments made to the
Governor's account related to travel expenses, conference attendance costs and

expense reimbursements.

Sponsorship fees

Y/
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9.4.16  Areview aof the payables modu'e raw data showed that Bd!. was spensoring several

events, conferences and charities. Over the Review Period the total amount paid

by BdL totals LBP 11,484,122,940 [USD 7,617,922,

9.4.17  Qur approach to the review consisted of conducting keyword searches across the

transaction description field of payables module. The keywords used were

“Sponsor” / “Sponsorship” or “ a=2*. Accordingly, the search resulted in a total of

23 vendors that were paid a total of above LBP 150,750,000 (USD 100,000). The

table below lists out the names of the vendors and the amounts paid across the

Review Period.

Table 9.17 List of vendors paid sponsorship fees across the Review Period
{LBP"000)

Vendor Name

Hariri Bahia
Baheddine

829,125

2017

2018

2019

2020

Total
829,125

Al Sharg
Mewspaner

82,913

113,063

263,813

150,750

150,750

761,288

ICE
Internaticnal
Corporate
Events SAL

753,750

753,750

Bairut
tarathon
Associatian

678,375

673,375

Assaciatian of
Lebanese
Industyialists

150,750

150,750

150,750

150,750

603,000

Arabnat SAL

165,325

167,333

180,900

514,058

Lebanese
International
Finance
Executives
{LIFE}

150,750

150,750

150,750

452,250

Green Mind

150,750

150,750

75,375

376,875

Miscelleneaus
Supplier

15,075

169,111

30,150

84,503

95,375

394,214

10

The lebanese
cammittes
for the south
and tyre
festivals

150,750

150,750

301,500

11

imarn Sadr
Foundation

288,712

288,712

12

Al Bustan
Festival

45,225

82,913

113,063

241,200

13

3 3Lyl AT 5
- dlesYl

120,600

120,600

|

241,200

115

We have sampled a total of LBP 2,530,330,270 {USD1,678,484) transactions and the documents provided are in line with

those exﬁla‘med in section 1.3.2 belaw.

A
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Vendar Name 2017 2018 2019 2020 Total

Friends of - - 226,125
Beiteddine
14 | Palace and
fMuseum
Association
15 il 38 - - - 75,375 150,750 | - 226,125
ME_@'M.U
il ga A3 75000 | - - 75,000 75,375 - 225,374
16 ;
JLCpY-
Lebanese 67,838 | - - 75,375 75000 | - 218,212
17 | Franchise
Association
Festival 37,688 75,375 37,638 37,688 | - - 188,438
18 | Imternational
De Baalbeck
19 | Nudgeco Sarl " : 169,006 | - 169,008
lLebanese - - - - 167,333 | - 167,333
Company For
20 | informaticn &
Studies {LLIS)
SARL
Jounieh . - 45,235 75,375 45,225 | - 165,825
21 | International
Festival
22 | Gsibabunle - - - 155,000 - 155,000
yq | s Ose - - 75,375 75,375 | - - 150,750
FATET
24 | other L 395,862 461,339 529,938 663,986 804,465 | - 3,156,390
Total L2,9?4,112 1,256,063 1,457,050 2,931,405 2,468,619 396,875 | 11,484,123
N

i) Artwork and paintings acquisitions

9.4.18  Qur review of the payables module raw data showed that BdL has been acquiring
artwork and paintings. Over the Review Period BdL has paid a total of LBP
2,684,133,484 (USD1,780,524). Based on the transaction descriptions it appears

that these purchases were always approved by the Central Council.

9.4.19  Qur approach to the review consisted of conducting keyword searches across the
transaction description field of payahles module using the keywords “Paintings” or
“Paint”. Accordingly, we fecused on the top 5 vendors paid in relaticn to paintings
acquisition. The table below lists aut the names of the vendors and the amounts

paid across the Review Period.

Table 9.18 List of vendors paid for acquisition of paintings {LBP'000)

Total
1,822,558

2019

2017
492,870

2018

743,724
384413

1 —|[ _261,4311 Lzsl,em

All“
&
M

# Vendor Name

2020

305,985 279,980

Nada Boulas Al Assaad

4,4
2 | Maya Joseph Ragy 138 13

=T
3 | NB Auction Sal




9.5

95.1

9.52

2016

2018 2019 2020

132,660

Total
132,660

= - . - e
5 | Charhel Joseph Raji J _ ] 82,61
13,869 | 179,702 271,312 190,003 48,843 - 466,579
| 6 | Other | —
Tatal L319,854 836,842 1,016,427 310,274 3,150,552

Samples review

In response to aur request for supporting documents relating to 86 transactions,

Bdl provided documentation relating to 30 transactions in the sample'?, for which

we provide a summary of the following:

Types of documents that were typically provided by BdL in respanse to
the request made for all documents held in relation to the sample

selected; and

Transactions that we have identified potential issues within the

documents provided.

Our review of the documents provided in response to our sample request

identified a certain set of documents/forms are used to document the payment

process, from initiating the request to purchasing an item to the final payment

made to the vendor. The documents typically comprise:

i)

Purchase Order issued in the name of the vendor. This appears to be
an Oracle system generated document issued by the purchasing

department.

Internal transfer memos which document the relevant approvals
sought from the different departments involved to proceed with the

acquisitions / purchase.

Transfer of budget item / request for expenditure approval document

which includes the fallowing:

12 phg samples were requested using the invaice (B, it is possible that multiple invoice 1Ds were covered as part of a single

vendar.
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a) approval of the relevant department along with a separate
section for the Governor's / Governor's office approval.
Although the annual budgets are approved by the Central
Council, we have seen expenditure approved by the governor

out of the allocated budget.

b)  whether the item requiring approval has been included within
the year’s budget / out of budget / exceeds the current budget

allocated.
c) GL account that is to be used to recard the item; and

d)  type of reserve to use to be used when the item is out of budget

or exceeds the current allocation.

iv}  Payment instructions that included fields showing the name of the
heneficiary, the name aof the beneficiary’s bank, their IBAN, type of
payment (Cash, Swift etc.), currency and the payment date. There
were several instances where the payment type was shown as “SWIFT”
and the beneficiary name was a BdL core banking account name and

the beneficiary bank was titled as BdL.
v) Invoice from the vendor for the services provided.

vi)  Letter from the accounting department to the relevant department
setting aut the procedure to follow and Gl account to be used in

recording the transaction.

vii)  Depending on the amount required, the Governor would send a letter
to the relevant department informing them of the Central Council

approval and decision number.

9.5.3 QOverall we consider the transaction samples reviewed to be in conformity with the
nature of the operatians of the bank with the exceptions of those set out in the

paragraphs below.
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Paintings and Artwork

854 Purchase of paintings from Maya Joseph Rady

i) The sample documents reviewed included an internal transfer memo
signed by Second Vice Governor (9 February 2016), Governor (15
February 2016) and Services Department {16 February 2016). It
included a note that the invoice and IBAN are attached however, no
IBAN details were attached nor included on the invoice. It also
included a note seeking approval from the governor to purchase the

painting from the collection of the late “Fouad Al Turki”.

i) The transfer of budget item / request for expenditure approval
document dated 31 March 2016 stated that the item was out of
budget given that the original budget was LBP 10,251,000 and the
current available balance was zero. The justification for exceeding the
budget field shows a note stating that it was not included in the 2016
budget and would be allocated from the recycled reserves hased on
governor approval dated 15 March 2016. It also states that the account
to he used to record this transaction is

01.1551110903.00.101.00.0.0000 ~ Fixed Assets.

iiij  The payment instructions dated 11 April 2016 issued to Maya Joseph
Rady for the amount of USD 255,000 (LBP384,412,500]. It is not clear

who this is and how they are related to the Turki Family.
8.55 Purchase of paintings from Nada Boulos Al Assaad

i) The transfer of budget item / request for expenditure approval
document dated 19 March 2016 stated that the tem was out of
budget given that the original budget was LBP 10,251,00C and the
current available balance was zero. It does nat provide justification as
to why the item was out of budget and specifies that it would be
allocated from the recycled reserves based on governor approval. It
also states that the account to be used to record this transaction is

01.1551110903.00.101.00.0.0000 - Fixed Assets.

All :
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ii) The payment instructions document dated 13 April 2016 shows the

beneficiary as Nada Boulos Ep. EL Assaad through Société Generale
Bank for the amount of USD 82,225 although the invoice is from “At
Auction” in the name of Nada Boulos Al Assaad dated 10 March 2016
for the purchase of seven paintings for a price of USD 71,500 plus
Fremium USD 10,725 for a total of USD 82,225

9.5.6 Purchase of wax statue / Misc Supplier

i) The transfer of budget item / request for expenditure approval
document dated 9 May 2016 stated that the item was out of budget
given that the original budget was LBP 10,251,000 and the current
available balance was zero. It does not provide justification as to why
the item was out of budget and specifies that it would be allocated
from the recycled reserves based on governor approval. It also states
that the account to be used to record this transaction is
01.1551119703.00.101.00.0.0000 - Fixed Assets. It was approved by
the Governor on 9 May 2016

i} The payment instruction states HUS GALLERY LIMITED, IBAN:
GB78COUT18000206226221, and an address of 10 Hanover Street
London, W15 1YQ. The proforma invoice was dated 6 May 2016 in the
amount of 100,000 GBP*2L,

iy The purchase order is issued for “MISC Supplier” without any

reference to HUS Gallery.
9.5.7 Purchase of paintings from Martha Gearges Hraoui

i) The transfer of budget item / request for expenditure approval
dacument dated 15 September 2016 stated that the item was out of
budget given that original budget was 18P 539,617,750 and available
balance was LBP 45,813, There is a note stating that item was out of

budget and to be allocated from recycled reserves. it does not provide

121 \whilst the invoice states 100,000 GBP, it also includes a '$” symbol.
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justification as to why the item was out of budget and specifies that it
would he aliocated from the recycled reserves based on governar
approval. It also states that the account to be used to record this
transaction is 01.1551110903.00.101.00.0.0000 - Fixed Assets. It was

approved by the Governor on 9 May 2016

ii) Payment instruction dated 6 Octoher 2016 showing heneficiary as
Martha Gearges Hraoui through Fransbank for an amount of LBP

51,255,000 {USD34,000).

i) Invoice no.32 dated 14 September 2016 for two paintings with the
value of USD 18,000 and USD 16,000 for a total of USD 34,000. The
invoice is handwritten and appears to be from a printed invoice

register.
9.5.8 Purchase of painting form Wajih Nahle

i The ftransfer of budget item / request for expenditure approval
document dated 27 January 2017 stated that the item was out of
budget given that original budget was LBP 539,617,750 and available
halance was LBP 45,813. There is a note stating that original budget
was zero and available balance was zero. 't does not provide
justification as to why the item was out of budget and specifies that it
would be allocated from the recycled reserves based on governcr
approval. it also states that the account to be used to record this
transaction is 01.1551110903.00.101.00.0.0000 — Fixed Assets. It was
approved by the Governor on 9 May 2016.

i) Payment instruction dated 11 February 2017 showing beneficiary as
Wajih and/Or Mounira Nahle through Bank Audi for an amount of LBP

37,687,500 (USD25,000j.

i) Invoice issued in the form of a handwritten note on the letterhead of
Wajih Nahle requesting payment of USD25,000 for the oil painting. It

has the governor signature for approval an 20 lanuary 2017,
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Furniture and Fixtures

9.5.9 Furnishing of Governor's office / lounge at CMA

i) The transfer of budget item / request for expenditure approval
document dated 10 April 2018 stated that the item was out of budget
given that the original budget was LBP zero and the current available
balance was zero. There is a note stating that it would be allocated
from the recycied reserves based on governor approval. The amount

approved was EUR 297,768.

i) Letter from purchasing unit manager to Governor after review of
second VG providing the results of the bids received and
recommending Intermeuble option 2. This was not the lowest aption,
and no explanation was provided for the selection. The bids received
were as follows: Obegi 01 — 79,164 EURQ, Obegi 02 — 64,746 Euro,
Intermeuble 02 — 88,000 Euros and intermeuble Q1 — 134,667.501#

i} The furniture purchased appears to have custom specifications and

appear to be excessive in nature.

Vehicles acquisitions

9.510  Purchase of JAGUAR XE 2017 and JAGUAR XJ 2016

i) The transfer of budget item / request for expenditure approval
document dated 28 November 2016 stated that the item (laguar Xl
2016} was out of budget given that the ariginal budget was LBP
1,362,750,000 and the current available balance was zera. There is a
note stating that it would be allocated from the recycled reserves
hased on governor approval on 5 December 2016. The amount

approved was LBP 158,287,500.

ii) A quote from Saad et Traad SAL for Jaguar XJ 2016 was provided with

a total price of USD 105,000 and includes trade in value for an existing

122 This information was pravided as part of a different sample for intermeuble; therefore it is not clear if this relates to the

same order.
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Jaguar (2012 model) for USD 50,000 hence, resulting in a net purchase

nrice of USD 55,000.

i) Payment instruction dated 5 May 2016 showing the beneficiary as
Saad ET Trad SAL, with payment to be done by cheque for an amount

of LBP 78,390,000 for a Jaguar XE 2017 model.

iv)  Itis not clear why a second Jaguar XE 2017 was necessary.

Aids and donations

9.5.11  Purchase of purifiers from Direct Marketing Sales

i) Invoice from Direct Sales Marketing dated 1 October 2019 for 100

“Icleen HealthPremium Air Cleaners” for USD 300,000,

i} Email from Imad Tawil {Imad . tawil@gmail.com) specifying the account
details for the USD account with Credit Libanais SAL bank to transfer

the funds to.

iii}  Payment instructions dated 19 August 2019 showing beneficiary as
Messrs Direct Marketing And Sales Me (DMS ME ) SAL through Credit

Libanais bank for an amount of LBP 226,125,000 {USD 150,000}.

ivl  According to the invoice, the cost of each device was USD 3,000.
Online searches showed that the same device models were priced at
USD 800 to USD 1,300 resulting in an overpayment hetween USD
170,000 and USD 220,000,212

v) It is also not clear why the purifier devices were recorded under aids

and donations rather than a fixed asset owned by BdL,

9.5.12  Payment to PWC for IT reporting software

i) Although all the relevant approvals were in place and the payments

were done directly to the account of PWC, it is not clear why this

123 hrips:/ fwww.igair.com/us/air-purifiers
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transaction was recorded under account no.

01.4653990001.00.401.00.0.0000 "Aids and Donations” when it
related to the setup of a software for exchange of tax information as

stated in clause 6 of law on information sharing for tax purposes.

9.5.13  The total project value was USD 554,000 plus VAT based on the letter from the
Governor to the accounting department dated 10 Gctober 2018 notifying them of

the Central Council approval.

9.6 Conclusion

9.6.1 During the Review Period operating expenses have shown a slight drop from LBP
41hn in 2015 to LBP 38.7bn in 2016 followed by a steady increase year over year
reaching LBP 63.5bn in 2020, an increase of approximately 55% from 2015 to 2020.

9.6.2 Our review of Bdl's expenditures during the Review Period showed significant
amounts paid towards items which may not be considered apprapriate had Bdb's

financial position been scrutinised, including the following:

i} The use of a miscellaneous supplier vendor name to record

transactions of around LBP 331.4bn,

i) Aids and donatians of LBP 30.7bn paid out. There is no particular policy
that governs the spend on aids and donations as it is completely

decided at the discration of the central council.

ii)  Sponsorship of several events, conferences and charities by BdL for a
total amount of LBP 11.4bn. There is no policy governing this type of
spend as it is completely decided at the discretion of the central

courncil.

iv)  Rental of BdL's office in Paris for an amount of LBP 5.97bn made in

their equivalent amount in Euros.

v) Acquisition of paintings and artwork for a total of LBP 2.7bn. There is
no policy governing this type of spend as it is completely decided at

the discration of the central council.

AII 8
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vi)  LBP 2.1bn of payments made in cash to the Governor on account of
travel expenses, conference attendance costs and expense

reimbursements.

vii}  Purchase of furniture and fixtures for the governor’s office at the CMA

building and other executive’s offices for LBP 1.6bn

9.7 Accrued expenses

Introduction

9.7.1 A&M has carried out an analysis of the Accrued expenses and other liabilities line
item in the Liabilities secticn of the BdL financial statements. The analysis is based

on the following steps:

i) Reconciliation of the notes to the financial statements and the
breakdown of sub-categories to the Trial Balance and assessment of

the accuracy of the descriptions in the notes; and

i Deep dive inte significant movements through analysis of CBS

movements and GL movements.

Findings

9.7.2 The annual movements in Accrued expenses and other liahilities is summarised in
Table 9.19 below. The balance grows from LBP 180bn (USD 120m) in 2015 to LBP
691hn {USD 458m) in 2020. The notes below explain A&M’s understanding of each
balance and the key drivers for significant movements in each sub-category based

on the analysis performed to date.
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Table 9.19 Categorisation of accrued expenses and other liabilities, 2015 - 2020

Accounts payable - Matured treasury Bills  Public (1)
Transitory accounts {2}

Accrued expenses {3)

Social security dues

Payahles - Problematic bank’s Graup - Previously called Al
Madina (4]

Payment orders in favor of Public and Private sector {5}
Unearned lncome (6]

Withholding tax on interest

Interest subsidy - retail loans granted by banks {7}
QOther [8)

Total {recondile to finandal statements}

Adjustrrent {3
Gross

2020 2019 2018 017 2016 2015
LBP'm LBP'm LBP'm LBP'm LBP'm LBP'm
3,792 8,729 8,290 8,957 5272 2,333
51817 19,214 19,024 20,327 18,942 19,248
46,637 43,259 107,696 118,016 50,866 25,895
1,047 1229 1,054 1,128 1,535 1,665
6,165 6,165 6,165 6,165 6,260 6,269
414 232 10,348 159,927 6,250 5,483
4,735 2,407 4,397 1021 4,116 6,115
184,626 209,575 122,646 23,638
149,703 105,542 63,106 : -
207,001 232,073 211,507 222,086 48,003 52,165
690,938 628,425 554,233 564,265 141,253 180,274
925,589 60,425 60,683 61,043
1,479,822 524,690 201,936 241,317

>
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Motes

{1) Transactians recorded as "Accounts payable - matured treasury bills - Public' trace to a GLaccount titled 'matured Thills and counan held by the public',
Transaclions are debited to the MOF account and credited to Accrued expenses, then Dr Accrued expenses.

{2] Transitory Accaunts' includes @ LBP10.6bn opening balance in 2015 that stays throughout the penod. Mavements are debited to RTGS and currency
clearing accaunts, unearned revenue-rents and miscellaneous rents account. The largeinerease in 2020 is haoked to 'Foreign currency intervention accounts
LBP v USD'

{2) Accrued expenses includes 3 significantitems: 2. Consulting commissions which are described in the Section of this report related te consulting
cammissions and paymants to Forry and others; b. provisions for carly retirement as discussed further in the section an Early Retirernent; and ¢, Sudden
expense which related ta 2 balance booked prior to the period under review for which further information is required.

2020 2019 2018 2017 2016 2015
Ledger accaunt LEP'm LBP'm LEP'm LEP'm LBF'm LBP'm
Accrued Expenses Payable-Other Expenses:Miscellaneous
[Cansulting commissions) 107 107 16,761 43,5493 1 771
Pravisions-Assistance and Donations:Early Retirement - - 46,500 33,073 8,250 22,174
Provisions-Sudden Expenses:Sudden Expenses 22,058 22,059 22,058 22,059 22,059 22,059
Other 24477 21,084 22,377 19,291 20,556 13,951
Total 46,637 43,259 107,686 113,016 50,866 85,895

[4) Payablas - Problematic bank's Group amount is an adjustment ta the financial statements at year end accarding to schedutes provided by BdL According
ta the notes to the audited financial statemants, "Payables - Problematic bank's Group represents amounts due 1o the problematic group as a result of the
Bank's acquisition in previous years of assets in satisfaction of loans granted to that group and recorded under "Real estate acquired in satisfaction of loans
to problematic banks". In accordance with the original loan agreement and the Central Council's decision, payables on acquired assets in excess of the
amoeunts used by the problematic group to settle its loans granted by the Bank and settle the group's customers' deposits are written off to the incame
statement”,

(5] Payment arders in favar of Public and Private sector: The [arge increase in 2017 relates to @ payment arder of USO10Zm debited to the treasury account of
Ministry of Finance dated 29 December 2017, settled an 2 Jan 2018, The nates ta the audited financials state: "Payment arders in favor af Public and Private
sectors includes an amount of LBP154 hillion as at December 31, 2017 payatble to a fareipn bank on behalf of the Ministry of Finance. This amount was
subsequently settled in 2018".

{6} The Unearned i ncorne amaunt is booked as an adjustment to the financial statements at year end according to schedules provided by 8dL

{7) Interest subsidy - retail loans granted by banks is explained in the notes to the financial staternents as follows: "During 2018, the Bank set up an intarest
subsidy credit balance in the amount of LBPE6.65 billion againstinterest income fram loans ta banks granted pursuant to Central Bank of Lebanon basic
decision number 6116 dated March 7, 1996 and its subsequent amendmants in particular intermediary circular 485 dated Fetiruary 1, 2018, An aggregate
amount of LBP 3.58 billion was distributed to banks as a subsidy of interest an retail loans granted by these hanks ta thelr customers,

{8) 'Other' includes a loan received from an Arab Fund in the amaunt of KWD34 million (LBP170 billion) which accounts for thelarge increasc in 2017,
According to the notes to the 2018 audited financials, "The purpose of the loan is to finance housing loans through a Lebanese housing bank. The role of the
Bank is to manage the lgan against commission fees. The loanis subject to an interest rate equal 1o 3% and is repaid through 37 semi annual install ments of
K\WD920,000 {LBP4.6 hillion) each, starting February 1, 2021, with a final instaliment of KWD88(,000 {LBP4.4 billian] on February 1, 2033", The remainder
agpears to relate ta accrued tax expenses, accaunts payalle and varipus creditors, based on descriptions of the sulb Yedger accounts.

{9) Adjustments are year end entries which are booked ta adjust the final year end balances as reflected in the audited financial statetnents and are broken
down as fallows:

2020 2019 2018 2017 2014 2015
LBP'rmi LBP'm LBP'm LBP'm LBP'm LBP'm
Payables - Problematic bank Graup - Previausly called Al
Madina 5,165 6,165 6,165 6,165 6,269 6,269
Unearned income - - 912 912 812 912
Other - profit (10} {6,165} 16,209 {67,435} {67,502 {67,864} {58,225)
Other - deposits againstloans {saftloans [ repoes against
COs/TB/TD) - - 1865,231) - - -
Total adjustments - {44} {925,589) {60,425} {60,683) (61,043)

{10} The most significant adjustment at each year end involves entries related to the distribution of profit of USDMQ million to the Ministry of Finance each
year. The entries inciude a credit on 31 December of each year to the Accrued expenses accaunt for an amount always approximately equal ks USDA0 million,
debit the Equity-profit ar losses account. In March or Apeil of the following year, there iz 3 debit to the Accrued expenses account, credit Ministry of Finance
account, reflecting the distribution of 0% of income after apprapriation to the Ministry of Finance. In arder for the Trial Balance ta recencile to the financial
staternents as at 31 December, the credit to the Accrued Expenses account is manually adjusted to transfer the balance to the Eguity accaunt,
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Conclusion

973 A&M has heen able to reconcile the notes to the accounts to the Trial Balance and
underlying movements in most instances. The following key findings have been

identified:

i) BdL booked unpatd Consulting Commissions in Accrued expenses and
other liahilities under a sub-category with the generic title “Accrued

Expenses”.

ii) The annual distribution of net income after appropriation to the
Ministry of Finance was pre-determined at approximately USD 40m
each year and booked in Accrued expenses and other liabilities as a
credit to the account an 31 December each year. In order to not show
the amount related to this entry in the year-end bhalance sheet as a
payable, BdL reversed the credit entry to net income through manual

adjustments.

i)  ltems booked to Accrued expenses and other liabilities under the
generic sub-categories “Accrued Expenses” and “Other” warrant

further investigation, including:

a}  Amounts related to provisions for Early Retirement hooked in
Accrued expenses and other liabilities under sub-category

“Accrued Expenses”.

b) Amounts labelled ‘Payables - Problematic bank's Group’ bocked

as an adjustment entry each year end.

c) An amount of LBP 22bn {USD 15m) recorded under the account
‘Provisions-Sudden Expenses:Sudden Expenses’ included in the

sub-category “Accrued expenses”.

iv)  Deposits against loans (soft loans / repos against CDs/TB/TD)
amounting to LBP 865bn (USD 574m) manually adjusted in 2018.
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Properties and Equipment

Introduction

Our review also identified significant property related expenditure, BdL's balance

sheet carries the following amounts in relation to property and equipment:

Table 9.20 Property and Equipment!?*

LBP million 2015 2016 2017 2018
Land 53,881 54,341 54,341 54,341
Butldings 140,246 142,622 142,743 153,572
Freehold improvements 15,765 18,815 20,072 19,665
Fretures and furniture 36,085 38,902 41,108 47,971
Officer and computer equipment 6h,733 83,252 89,392 118,256
Wark In Pragrass 37,056 38,960 79712 49,258
_Olher 1,958 1,966 2,179 2,179
Sub-total 351,724 378,857 425,548 451,248
Write down of PEE {260,924) [285,693) {295,632 (347,787}
Total 90,799 93,163 133,916 103,462

As stated in the Accounting Manuals, Bdl follows a policy of depreciating!® all

asset categories in the year the asset is acquired, except for work-in-progress and

land, which is not written down. As such, Bdl's expenditure on items such as

fixtures, office equipment and furniture etc, is valued at zero In Bdl's year-end

balance sheet.

The amounts written down in each year are either recorded through Bdl's P&L or

Other Reserves, as set out helow:

Table 9.21 Property and Equipment Write Downs

Write-downs through P&L 60,512 14,727 10,939 53,180
Write-downs through QOther Reserves 682 369 377 996
Total write downs 61,194 15,095 11,316 54,186

A&M has requested further documentation in relation to a sample of these assets,

our review of which is summarise below.

123

125

This information is contained within the property and equipment note to Bdb's Audited Financial Statements,

in Bdl's Audited Financial Statements the phrase “write Down” is used to refer to the depreciation amounts in each year.

/
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Samples review

9.8.5 We have reviewed a total of 24 sample responses provided by Bdl {47 samples

were requested), which we summarise as follows:

i) The types of documents we that typically were provided for each

transaction; and

ii} Transactions for which we have additional questions or concerns,

9.8.6 During our review of the samples received indicates that a certain set of
documents/forms are typically used to document the process cycle, from the initial

request to purchase an item to the final payment made to the vendor, specifically:

i) Issuance of a Purchase Order in the name of the vendor. This appears
to be an Oracle system generated document initiated by the

purchasing department.

ii) Internal transfer memos which document the relevant approvals
sought from different departments in order to proceed with the

acquisition / purchase.

iiiy  Transfer of budget item / request for expenditure approval document

which includes the following:

a)  approval of the relevant department along with 2 separate

section for the Governor's / Governar’'s office approval,

b}  The document also shows whether the item requiring approval
has been included within the year’s budget / is out of budget /

exceeds the current budget allocated;

c} The GL account that is to be used to record the item; and

d}  Which type of reserve to use to allocate budget when the item

is out of budget or exceeds the current allocation.

All“
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iv)  Payment instructions that include fields showing the name of the

heneficiary, the name of the beneficiary’s bank, their IBAN, type of
payment (Cash, Swift etc.}, currency and the payment date. There
were several instances where the payment type is shown as “SWIFT”,
the heneficiary name is a BdL core banking account name and the

beneficiary bank is titled as BdL,
v) Invoice from the vendor for the services or goods provided.

vi)  Letter from the accounting department to the relevant department
setting out the procedure to follow and GL account to be used in

recording the transaction.

vii)  Depending on the amount required, the Governor would send a letter
to the relevant department informing them of the CC approval and

decision number.
viii] A sale contract, in the case of property acquisitions.

9.8.7 We note that none of the documents provided in support of property acquisitions
included the reason behind why BdL is entering into such a transaction. Property
acquisitions from our sample that raise further questions as to their purpose are

set out below:

i) Purchase of plot 83 from Fatma Al Zahra Nowery and Ali Mohamed
Naboulsi for USD 17.5m.

ii) Purchase of plot 50 frem Mohammed Tabara for USD 7m.
iiiy  Purchase of Al Nahar Newspaper building for USD 13.5m.

9.8.8 Furthermore, we have identified three fransactions from the sample reviewed
have potential issues. These details of those transactions are explained in the

paragraphs below.

' 2
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Payment of expenses related to Plot 84 to the Engineering Syndicate

9.8.9 The documents provided in relation to this land deal included an email from Adel
Mardelli (Senior Project Manager at Engineered Systems International SARL)
includes the following text ” Please arrange for reimbursement of this amount, if
possible by cash payment in order not to have to invoice it, since ES| is paying this

on behalf of BDL and not as o task within some scope of work, The next steps are:

il ES51 will register this at the Municipolity of Beirut and notify you of its

receipt officially.

ii) Facilitation fees have to be paid to the person in charge. We should

discuss this separately.”

9.8.10  As per the Internal transfer memo, the 2" Vice Governor approved the transaction

on 18 December 2014 and the Governor on 23 Dec 2014,

9.8.11  On 17 December 2014 the Services department sent a letter to the Gavernor
requesting approval to open a budget item for the settlement on plot 84 Ras Beirut

for the amount of LBP 15,883,000.

9.8.12  According to the payment instruction dated 13 Dec 2013 for an amount of LBP
15,883,000 with payment method noted as “CASH”.

9.8.13  The Engineering Syndicate issued two transaction recording certificates / dated 11

Dec 2013 for an amount of LBP 13,283,500 and LBP 2,599,500.
9.8.14  We have additional concerns around the above expense transaction as:

i) There is a request not to invoice the amount, which raises issues

around internal contrals;
ii} There is a suggestion that the payment was in cash;
iii) It was not clear what the payment was actually for; and

iv)  There is also a mention of a facilitation payment, without reference to

why such payment is required.

Vi
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9.8.15  Asset retirements

Asset retirements —Header 3213132 & 3213136

9.8.16  The documents included a letter from the Sour branch to the services department
dated 7 Dec 2017 detailing a list of assets to be retired. The main item retired is

listed as building improvements with a book value of LBP 167,108,878.

8.8.17 On11lJan 2018 the Services department sent a letter to the Governor requesting
approvalto retire the assets referenced in the letter received from the Sour branch
at a book value of LBP 187,599,043, stating that some of it is no longer usable,

partially due to the renovation works.

9.8.18 The documents provided in response to this sample request further included an
internal transfer memo approved by inspection department on 23 Jan 2018,
services department on 29 Jan 2018, the Governor an 16 jan 2018, and the 2nd

vice governaor on 16 Jan 2018 authorising the retirement.

9.8.19 MNone of the documents provided provide an explanation of how the assets were

to be retired nar how they were disposed of.

Asset retirement — Header 3356556

9.8.20 ©On & May 2018 the accounting department sent a letter to the Services
department stating that based on the inventory counts done by lounieh, Sayda,
Nabteya, Bekfaya and Alleyeh branches certain assets would need to be written
off, based on the governor approval dated 03 May 2018. The list included the
sample item for building improvements for LBP 223,536,488 at Alleyeh Branch.

9.8.21  None of the documents provided provide an explanation of how the assets were

to be retired nor how they were disposed of.
Conclusion

9.8.22 During the Review Pericd BdL engaged in a number of high value property
transactions, which were recorded as real estate assets on the balance sheet and

incurred related expenditure through its P&L. As discussed at Section 6. BdL's

A




5.8.23

financial position was considerably worse than disclosed and scrutiny of such

transactions may have been higher had the financial position been known.

Further work is required to understand the purgose of a number of property
transactions identified in our review. Furthermore, we suggest further
investigation is required into the circumstances for obtaining approval and

payment for the properties and related expenses.
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10 Employee Remuneration

10.1 Salaries and related charges

10.1.1  In this section we summarize the results of our review of the salaries and related
charges amaounts paid out to employees and recorded on the P&L during the
Review Period. We further provide a comparison of the changes in salary expenses
charged year-on-year and identify any specific categories that show significant

hikes in amounts.

10.1.2  BdL's salaries and related charges were between LBP 155bn and LBP 167bn during
the Review Period. The tab'e below provides a summary of the expense amount

charged during each year.

Table 10.1 Salaries and related charges recorded on the P&L (LBP'm)

Categary 2015 2016 2017 2018 2019 2020

Salaries and related charges 156,609 165,659 167,199 155,634 156,698

10.1.3  Tofurther analyse the changes in salaries and related charges recorded on the P&L,
we identified the GL accounts that make up the balances. We then further
categorized the accounts used based on the account description field to
understand the different types of pay received by BdlL employees. The categories

are set out in the table below.

Table 10.2 Breakdown of pay categories making up the salaries expense in
(LBP’m)

Category

. 8,789 89,225 89,474 87.414 82,790 85,465
Staff, Contract Employees and Day Warkers Salaries 8

. ) L 18,476 21,029 21,555 20,258 18,447 19,727
General Compensation: Basic and Additional

12,909 18,717 15,871 .20,386 15,572 18,901
Allowancas and Bonuses

i 12,338 12,428 13,230 13,965 16,171 14,289
Heaith Care Services

— o ) 12,537 12,556 12,710 12,353 11,710 12,242
Contributians to Social Security

. 7,086 7,942 8,264 8,754 7.661 3,168
Mission Expenses

! . , : " 1,346 1,327 1,284 1,272 1,230 1,205
Sacial Security Compensation: Basic and Additional

. 875 864 a82 1,115 1,084 807
Transportation Expenses
. A70 717 944 1,014 247
Erpiayee Training
. 251 271 307 299 287 #50
Clothing Expenses
1,026 - - - -
End of Service Compensation fram the Bank
) 58 74 111 180 283 -
Compensation and Related Expenses: Day Warkers
118 256 2 10 10 -

Miscellaneous

A
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Category 2015 2016 2017 2018 2019 2020
Medical Care & Hospitalization Expenses - = - - - j
42 46 50 54 45 44

Insurance Expenses

156,609 | 165,659 | 164,900 | 167,189 | 155,634 | 155,698

Total

10.1.4  We have reviewed three of these categories in more detail:

i) Allowances and bonuses;

i) Health care services; and

i)  End of service compensation from the Bank.

Allowances and Bonuses

10.15  The Allowances and Bonuses category recorded as part of the salaries expenses
shows significant fluctuations in the amounts charged every year, as illustrated

helow.

Figure 10.1 Year-on-year change in allowances and bonuses

Allowances and Bonuses
50% 44 99%

40%
o 28.45%
30% 21.37%
20%
10% l
0%
ire 15.21%
-30% 2361%

10.1.6  In response to our request to the HR department to provide an overview of the
Bonuses received by employees, Bdl's HR department stated that “Bonuses in the
context of this question are the ones related to retirement, hence it is granted upon
retirement of emplayees at age of 64, such a decision is taken by central council
based on Bdl Employee Regulation [“B.E.R") article 73. On the other hand, if the
term bonuses means salary bonuses, it is stated in some accounts names as bonus

while it is merely payroll related subject as stated in B.E.R”.
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10.1.7  According to clause 8 of article 73 of the B.E.R “The central council is permitted to

pay out an odditional bonus on EOS for employees whose service ends due to
reaching the legal retirememnt age and have shown dedication and devotion in

performing their duties.”

10.1.8  Furthermore, article 16 of the B.E.R describes the bonus salary that is paid to
employees as follows: “An employee receives a monthly pay called salary which is

paid out to them 16 times per year at the folfowing date:

a) Monthly salary at the beginning of each month of the year.

b] A monthly salary for every 3 maonths paid in the middle of March, June,

September and December of each year.

The salary paid out in accordance with "b"” comprises of the basic salary and alf
reloted compensations. The amount of salary paid out is calculated based on the
months of service completed within every 3 months of the year and every part of

the month is considered a full month.”

Health Care Services

10.1.9  From 2015 to 2019 the health care services expenses showed g sustained increase
year-on-year, including a 15.8% increase in 2019. However, in 2020 the expense
amount decreased hy 11.64% which is considered an anomaly due to the impact
of the COVID-19 pandemic. It would be expected that the healthcare services
expenses increase similar to prior years or remain the same. Therefore, there is an

unexplained drop for the year 2020 as shown in the chart below.
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10.1.10

10.1.11

10.2

10.21

10.2.2

Figure 10.2 Year-on-year change in health care services
Health Care Services

15.76%

6.46%

> 0.72% .
0%

5% -11.64%

End of Service Compensation fram the Bank

End of Service Compensation from the Bank was only recorded in the year 2015

far an amaunt of LBP 1bn.

BdL’'s P&L records EQS expenses under a separate line item titled as "Employees’s
end of service indemnity, net of recoveries.” We confirmed that this account does
not record a balance in any of the years post 2015 and it is not known why this

amount was recorded in the salaries account in 2015.

End of Service Indemnity

Since 1999 BdlL has been contributing to an investment fund that acquires
Lebanese treasury bills in order to offset the end-of-service indemnities accrued

by BdL employees (the “EOS Indemnity Fund”).

The costs and associated investments of the EQS Indemnity Fund are reflected in

the audited financial statements in two places:

i} Balance Sheet: the balance sheet shows a single line item in Bdl's
assets titled ‘Excess in end-of-service indemnity investment fund’. The
nates to the accounts {in most years Note 21) provide a hreakdown of
the excess. The balance includes accumulated EQS indemnities, net of

loans issued to employees against those indemnities, netted against

Alﬂ
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the investments in Lebanese treasury bills made on account of the

fund.

ii} Profit & Loss: the related provision for the year is reflected as an
expense in the P&L under ‘EOS indemnity, net of recoveries’, net of

interest income earned on the treasury hills.

10.2.3  The calculation of EOS indemnity is illustrated mathematically as follows:

Opening balance of indemnities

(+) additional provision for the year
(-) final settlement of ECS indemnities
(-] loans against EQS

(+) Investment in treasury bills

{=) Ending balance of indemnities

10.2.4  In the following sections, we address the policies governing each part of the

calculation and summarize our findings from the analysis done.

10.2.5  There are two types of EQS henefits that are accounted for by BdL. The first type
includes monthly contributions that are made to the National Social Security Fund
{(“NSSF”) by BdL which are managed completely by the NSSF. The second type is
the indemnity provisions that are taken by BdL and are managed by the
Organizaticn and Development Department through investment in Lebanese

government treasury hills.

10.2.6  Weunderstand, from the responses to our interview guestions put to Bdl's human
resources department, that for employees subject to social security fund
regulations the contributions are borne completely by BdL. Whereas the amount
of indemnities not subject to NSSF regulations relate to employees not enrolled,
such as the Governor, his deputies and employees that have already cashed their

indemnities at the age of 60,

10.2.7  According to clause 1 of article 73 of the B.E.R employees end of service is

indemnity entitlement which is calculated as follows:

“An employee is entitled to the following EOS compensation whether or not they

are enrolied with the NSSF;

One month salary for every year of service till the 10th year.
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One month and a half salary for every year of service after the 10th year to the 20th

year.
Two manths’ salary for every year over the 20th year of service.

The employee is not allowed to combine the compensation received under this

clause with any compensation received from the NSSF for whatever amount in

relation to EQS compensation.”

10.2.8  Our analysis of the accounts that make up the EQS indemnities showed two
categories of FOS compensation: those that are subject to NSSF regulations; and

those that are not, as shown in the table below.

Table 10.3 Breakdown of EOS indemnities in LBP’m
Category

Subjected to NSSF regulations {96,819) | (87,023) | {117,296} | (106,151} | {77,093} | (67.547)
Not Subjected to NSSF {9,633) | {10,583) 113,153} {15,191} | {15,191} {14915)
regulations

Total EOQS Indemnities {106,452) | {97,607) | {130,450} | {121,342) | {92,289) | {82,462)

10.2.9  During the Review Period indemnity provisions and settlements rose significantly
with a spike in provisions in 2017. We understand from responses received from
BdL that they had not fully accounted for the EQS indemnity related to the early
retirement scheme and that this was rectified in 2017, necessitating the increase

in provisions. The movement in EQS indemnities is shown in the chart below.

Figure 10.3 EOS indemnities

Provision for the year

10.2.10 The EQS amount recorded on the P&L for each year is calculated as the amount of

EQOS provision for the year netted off against the amount of interest accrued on the
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investment in Lebanese government treasury bills. The breakdown of the halance

recorded for each year is shown in the table below,

Table 10.2 ECS provision charged to the P&L (LBP'm)

¢ ; 15,500 15,55 16,57 17,250 11,266 12,850
End of Service Compensation fram the Bank - i

12,416 12
End of Service Compensation Interest an treasury bills (9.908) | (10,0100 | (3523 | (12:416) | {12,550} | {11,389

5,592 it 4
Employees' EQS indemnity, net of recoveries ! 2240 7047 4834 (1,284) 1,461

10.2.11 Furthermore, we extracted data from the GL in relation to the EOS expense
account which confirms the initial debit to the expense account and credit to the
accrued expenses. A number of bookings to the provision account were either nat
expensed or moved from the expense account at the year end. The table below
summarizes the provisions analysis conducted. The amounts in red indicate the

accounts that reconcile to the amount recorded on the P&L.

Table 10.5 — Summary of provisioning analysis conducted {LBP'm)
Account 2015 2016 2017 2018 2019 2020

Expensed to EOS indemnity expense
accaunt 15,
Expensed to EQS indemnity expenses
account and transferred {debited) 800
thraugh adjustment at the year-end to
Accrued income and ather assets
account (19.4) - Expenses Of The
Defaulting Custamers Unit

Expensed to Salaries and related
charges expenses account 919 - - - 43 40

L
[, )
(=]

n

A
Ln
o

16,570 17,250 | 11,266 | 12,850

Debit to commission accounting
through end of year adjustment '381 - 750 720
Actuals Transfer’

Dehit to Early retirement expenses
account - - 16,318 3,786 2,892 fa52
Debit to Prior Year Adjustrment an P&L

- 35,070 Le7 - -

Debit to Early retirement provisions
account - - - - 6,307
Dehit to allowances and banuses
expense account - - - - 50 -
Unspecified

- - - - 128 70
Total 17,219 | 16,300 | 68,678 21,603 | 20,701 | 13,652

Loans and Advances against ECS

10.2.12  As BdL employees are not permitted to borrow from commercial banks, they can

obtain credit from BdL. Such loans are offset against the value of EQS indemnities
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that BdL records in its financials statements, reducing the amount of the EQS

indemnities.

10.2.13  The amounts that can be borrowed by BdL employees are governed by clause 5

and 6 of article 73 of the B.E.R which states that:

” 5. An employee whaose completed 20 years of service at Bdl and did not settle his
EOS with the NSSF is entitled to benefit from an advance on account of his EOS with
Bdl at the value of 5 months’ salary to be paid by Bdl without any interest subject
to being deducted from his final EOS settlement. The employee is entitled for
another advance with the same conditions when they complete 30 years of service

with BdL.

6. An employee who decides to voluntarily settle their FOS with BdlL after
completing 20 years of service and having benefited from Clause 5 above is required
to return the amount received under clause 5 in addition to interest equal to holf of
the yeorly interest on T-bills. Although the employee EOS settlement is done in
gccordance with clause 3, the calculation of their entitlement is done based an

clause 1.”

10,214 As part of our analysis, we identified and reviewed the accounts that make up the
balance of the lcans against E0S. We also requested sample documentation in
relation to advances paid ta three employees on account of EQS, the names of the
emnployees selected were Rita George Baghazi, Randa Saed Faraj and Sami Joseph
Aoun. The samples reviewed were all in line with the applicable policies and

procedures for the following reasons:

i) All three employees have completed more than 20 years of service;

and

ii) All three employees were paid an amount equal to five months of their

salary and allowances.

10.2.15 Furthermore, the analysis showed that during the Review Period the loans against

EQS have declined year-on-year as shown in the chart below.
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10.2.16

10.3

10.3.1

10.3.2

Figure 10.4 Decline in loans against EQS during the Review Period

Loans against EOS
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Investment in treasury bilis

As explained above, BdL setup an investment fund that acquires Lebanese treasury
hills in order to offset the end-of-service indemnities accrued by BdL employees.
The balance of Lebanese treasury bills held in fiduciary for settlement of the staff
EQS consists of the amount of treasury bills coupons and the accrued interest
receivaile as at the end of each year. The table below summarizes the amounts

charged under each category.

Table 10.6 Coupon and interest receivable on treasury bills (LBP'm)

Category 2015 2016 2017 2018 2019 2020

. ’ 4,231 3,827 4,058 4,972 4,404 4,905
Accrued interest raceivable

153,462 | 128508 | 140,041 | 168183 143,066 151,887

Coupon treasury bills

Early Retirement

On 18 September 2007 the Central Council approved the implementation of the
early retirement scheme for Bdl employees who have completed 20 years or more
of service with BdL and subject to nat being in their last year. The decision was

then amended by decision number 25/15/08 dated 5 June 2008.

Initially, this scheme was anly available to employees who expressed their interest
by applying during the two months window from 1 October 2007 to 30 November

2007. The Central Council amended the decision and extended this scheme to all

A
V!
M




employees that were eligible, subject to being approved by the Central Council on

a case-hy-case hasis.

10.3.3  Underthis scheme BdlL employees who met certain criteria were entitled to benefit
from a package of additional compensation on top of the EOS compensation
required as per the law. The details of the benefits included under this scheme are

explained in the section below,

10.3.4 During the Review Pericd BdL recorded the amounts shown in the table below in

relation to the early retirement scheme.

Table 10.7 Early retirement costs recorded on BdL’s P&L in LBP’'m
2015 2016 2017 2018 2019 2020

Salaries and related charges - early 113,824
retirement of employees

10.3.5  As illustrated in the above tahle, there were significant increases in the amounts
naid in relation to early retirement in the period 2015 to 2017, the amount

recorded in 2017 was more than twice the amount paid in the previous year.

Benefits under the early retirement scheme

10.3.6  BdlL employees that were found eligible to apply for the early retirement scheme
and gained approval by the Central Council were paid additional salaries and

allowances in accordance with the table helow:

Table 10.8 Schedule of benefits under the early retirement scheme

Years of Service Benefit
1 4 years or less Salaries and allowances for the remaining period
2 4 years and 1 month Salaries and allowances for the remaining period
3 4 years and 2 months Salaries and allowances for the remaining period
4 4 years and 3 months Salaries and allowances for the remaining period
5 Between 4 years 3 months and 5 years Salaries and allowances far 4 years and 4 months
f Between 5 and 6 years Salaries and allowances for 4 years and 8 manths
7 Batween 6 and 7 years Salaries and allowances for 4 years and 12 rmanths
| 8 Moare than 7 years Salaries and allowances for 5 years

10.3.7  Every employee resigning under this scheme is paid an extra bonus of eight
months’ of pay, calculated based on the basic salary and allowances applicable at

the time of resignation subject to not being less than LBP 30 million.
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10.3.8  Employees who resign under this scheme are still entitled to benefit from the

medical benefits along with their dependants as stipulated in article 41 from the

employee regulations as per the conditions in clause 9 of the same article.

10.3.9 Employees who resign under this scheme can benefit from the educational support
provided to their dependants as at the date of resignation. BdL decides on the

amounts of support provided.

Conditions for the early retirement scheme

10.3.10 The employee is required to settle all ameunts due to BdL from the sums received

under this scheme,

10.3.11 The employee indemnifies BdL from any claims or rights completely from the date

the resignation is approved.

Findings from samples reviewed

10.3.12 We received two sample approval letters issued by the Governor to the HR
department informing them of the Central Council’s approval for early retirement
applications submitted by Mrs. Huda Al Shadiaq Alsableeni and Mr. Riad Afif
Malaaeb.

10.3.13 The sample approval letter for Mrs. Huda Al Shadiag included the following

benefits:

i} Increase in salary up to the maximum limit for a director's salary

subject to not exceeding LBP 1bn.

i} Waiving of the current account red card outstanding balance up to LBP

100 million

i) To continue benefiting from the medical services and educational

scholarships provided by BdL for her and her dependants.

iv)  Apply the maximum threshold of a director’s salary in calculating the

EOS compensation due under the NSSF and by BdL.
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10.3.14 The sample approval letter for Mr. Riad Afif Malaaeb included the following

henefits:

i) Increase in salary up to the maximum limit as per his designation.

ii) Waiving of the current account and red card outstanding balance up

to LBP 100m.

iii)  To continue benefiting from the medical services and educational

scholarships provided by BdL for him and his dependants,

10.4 Conclusion

10.4.1  During the Review Period Bdl's salaries and related charges were in the range of
LBP 155bn and LBP 167bn per year. A&M'’s preliminary analysis of the items that
make up the balance of salaries and related charges showed unexplained
fluctuations in the amounts charged under the “Allowances and Bonuses” and

“Healthcare Services” categories.

10.4.2  Asexplained above, there are two types of EQS benefits that are accounted for hy
BdL: 1. monthly contributions made by BdL to the NSSF which are managed
completely by the NSSF; and 2. indemnity provisions in accordance with the B.E.R
that are taken by Bdl and are managed by the Organization and Development
Department. To cover it's EQS indemnity liakilities BdL has been contributing to an
investment fund that acquires Lebanese treasury bills in order to offset the end-

of-service indemnities accrued by BdL employees.

10.4.3  Indemnity provisions and settlements rose significantly with a spike in provisions
in 2017. We understand from responses received from BdL that they had not fully
accounted for the EOS indemnity related to the early retirement scheme and that

this was rectified in 2017, necessitating the increase in provisions.

10.4.4  Inline with the Central Council decision number 25/15/08 dated 5 June 2008, BdL
introduced the “Early Retirement” scheme to its employees. Under this scheme
BdlL employees who met certain criteria were entitled to benefit from a package of

additional compensation on top of the EOS compensation required as per the law.
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10.4.5  For the period from 2015 ta 2017 there were significant increases in the amounts

paid in relation to early retirement, the amount recorded in 2017 was more than

twice the amount paid in the previous year.
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11 Regulatory Framework

11.1 Legal Framewaork

11.11  The Banqgue du Likan {“BdL”, “the Bank” or “the Central Bank”} was established by
the Code of Maney and Credit {“CMC")** promulgated on 1 August 1963, by
Decree no. 135137, It started to operate effectively on 1 Aprii 1964*%,

11.1.2  The capital of Bdl is constituted from a State appropriation authorised by law, or
through the incarporation of reserves as may be authorised by decree fraom the
Council of Ministers, upon the request of the Bank and on the proposal of the

Minister of Finance',

11.1.3  Central bank legal frameworks vary across the henchmark countries. In most of
them the roles and functions of the central bank are set in primary legislation in
the form of a specific central bank law. Only in a few countries are the central
hank's roles and respansibilities defined in the constitution, and even in those

cases provisions are specified in a central bank law?®,

11.1.4  From a formal perspective, the governance of central banks is always established
in, or pursuant to, the “central bank law.” Because they are essentially creations
of the State, central banks are established by a law, or a law authorizes their
estahlishment through another legal instrument, This legislation, called “central
hank law,” operates as the “organic law” of the central bank and accordingly
establishes the basic governance framewark at the institution. BdlL governance and

powers are pursuant to the CMC.

11.1.5 Beyond primary law, related secondary legal instruments {e.g. by-laws, internal
regulations, codes of conduct) often provide for the more detalled aspects of the

decision-making processes (i.e. the procedures, as will be discussed below).

125 where we refer to articles of the Code af Money and Credit {CMC), the exhibit of the translated CMC can be reviewed at
Exhibit 02.

127 Article 12 CMC

128

129 anticle 15 CMC

130 Eyhibit 18: OECD Central Banks' Governance and Operations, Canstitutions, Central banks laws and websites of the
benchmark countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-

eni’index.htmI?itemId:‘contenticomEonentég?bboaad-en
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Table 11.1 Comparative overview of legal frameworks for central banks in

bhenchmark countries™™

Relatad provisions
Central Year Legal in constitution or  |Primary
| bank established |tender international treaty |legislation Ownership
Lebanon |Bangue du |August |Lebanese |Decree 13513 Code of Money  Fully owned by the
Liban 1363 Lira angd Credit state.
Australia  |Reserve January Australian - Reserve Bank Fully owned by the
Bank of 1960 dollar Act, 1959 state.
Australia
Brazil Central December |Brazilian |Articles 52, 84 and |Law No.4.595,  |Fully owned hy the
Bank of 1564 real 164 of the 1964 state.
Brazil Constitution of the
Federative Republic
of Brazil
Costa Rica |Central January Costa Articles 188 and Organic Law of  |Fully owned by the
Bank of 1950 Rican 189 of the Costa the Central Bank |state.
Costa Rica colon Rica Constitution  |of Costa Rica,
1995
Euro area \Eurcpean |lune 1998 |Euro A number of articles|Statute of the Owned by all EU
Central in TFEU**? European System |central banks;
Bank of Central Banks |ownership of these
and of the central banks varies
European Central |{mast are owned by
Bank, 2016 the Member State).
India Reserve April 1935 Wlndian - Reserve Bank of |Fully owned by the
Bank of rupee India Act, 1934  [state.
India
Mexico Bank of September [Mexican lArticle 28 of the Bank of Mexico  |Fully owned by the
Mexico 1925 peso Political Law, 1993 state.
Constitution of the
United Mexican
States
New —‘Reseme August —‘an - Reserve Bank of |Fully owned by the
Zealand Bank of 1934 Zealand New Zealand Act, state.
New dollar 1989
Zealand
Poland National lanuary Polish Article 227 of the  Act on Narodowy ‘Fully owned by the
Bank of 1945 ztoty Constitution of the |Bank Polski, 1997 state.
Poland Republic of Paland
Sweden Sveriges September |Swedish |Articles 13 and 14 Sveriges Riksbhank|Fully owned by the
Rikshank 1668 krona of Chapter 9 of the Act, 1988 state.

131 Eyhibit 18: OECD Central Banks' Governance and Operatians, Canstitutions, Central banks laws and websites of the
benchmark countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-
en/index.html?itemid=/content/component/97bb0aad-en

. Treaty on the Functioning of the Eurcpean Union
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Related provisions
Central Year Legal in constitution or  |Primary
bank established |tender international treaty |legislation Ownership
constitution of
Sweden
Switzerland Swiss June 1907  Swiss Article 99 of the Federal Acton  |Around half owned
National franc Federal the Swiss by the cantons and
Bank Constitution of the [National Bank, [cantonal banks, with
Swiss 2003 the remainder
Confederation owned by private
individuals.
Turkey Central June 1930 (Turkish Law on the 55% owned by the
Bank of the lira Central Bank of  [state and 45%
Republic of the Republic of  |owned privately
Turkey Turkey, 1970 {mainly hanks).
United Federal December (USdollar |- Federal Reserve |Commercial banks
States Reserve 1913 Act, 1913 hold stocks.
System
11.1.6  Since its implementation in 1963, the CMC has been updated and supplemented
to reflect Bdl's expanding role and other developments related to the functioning
of the financial markets. The following is @ non-exhaustive list of some notable
instruments:
Table 11.2 Notabie instruments updating the CMC'#
Name Key Aspects

Law n®28/1967

Establishment of the Higher Banking Commission, the Banking Control Commission, and
the National Deposit Guarantee Institution. Article 45 of this law suspended for a period
of five years [one-time renewable period} new banks licenses. This license suspension
was extended for an additional five years by Decree n® 3321/72.

Law n°6102/1973

Amendment of some provisions of the CMC, notably articles 76, 102, 105, 152, 153, 186
of this law. These amendments aimed, in particular, to remove unjustified restrictions
that impede the exercise of profession or tighten the areas of investment. The new
article 174 specified that BdL must take into account the opinian of Association of Banks
when laying down overall banking regulations.

Law n*77/1977

Amendment of some provisions of the CMC. The establishment of any Lebanese or
foreign bank requires authorisation of the BdL. The autharisation may be refused on
grounds of public interest.

[ Law n°42/1986

Prohibiting the sale of BdL gold reserve, except by a legisiative enactment of the
Parliament.

Law n°99/1991

BdL determines the required minimal capital for any Lebanese or foreign bank which has
obtained the approval after the promulgation of this law.

Law n“133/1999

Expanding the role of BdL defined in Article 70 of CMC to include the development and
regulation of the payment systems, especially regarding ATMs and payment cards,
transfer payments, including elecironic transfers; and the development and regulation of

133

Exhibit 15 : Based on the information of the association of Banks in Lebanon, httos://www.abl.org.lb/english/lebanese-

bankinﬁ—sector‘main—bankinﬁ-amu-financial—reﬁuiations
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Name Key Aspects
clearing and settlement operations related to payment systems and financial
instruments.

Law n°139/1993 Established “The Central Securities Depository - Midclear”, a "Sal” or Lebanese jaint

stock company with BdL as the main shareholder. Carries out exclusively the role of the
central depository and settlement and clearing of financial instruments and securities
included in the regulatory financial markets in Lebanon.

11.2 Mandate

11.2.1  The mandate of BdL is clearly formulated, encompassing the three interrelated

concepts that constitute a distinctly formulated central bank’s mandate.

Tahle 11.3 BdL's mandate assessment

mandated to undertake to achieve its
objectives {the “what”)}

Concept Definition Assessment

Objectives | Goals that a central bank should aimto | - Clearly articulated as per our analysis below in {i)
accamplish {the “why”)

Functions | Areas of activities that a central bankis | - Clearly articulated as per our analysis helow in {ii)

Powers Specific legal toals at the disposal of a - Clearly articulated as per our analysis below in {iii)
central bank to implement its
functions {the “how")

i)

Ohjectives of BdlL

11.2.2

11.2.3

11.2.4

The overall objective of BdL is to safeguard the currency as a fundamental
guarantee for permanent economic and social development. This is clearly

formulated in article 70 of CMC**.

The role, responsibilities, and operating framework for BdL are set out in Title Il
(Sections 1 — 10, or Article 12 — 120) of the CMC, including organisatian structure
(Section 2}, supervision arrangements {Section 4), overall mission (Section 6),

operations {Section 8}, and exemptions and privileges {Section 10).

ii) Functions of BdL

BdL is mandated to undertake four core functions to achieve its objective:
safeguarding & sound national currency, maintaining financial and econemic
stability, safeguarding the basic structure of the banking system, and overseeing

and developing the banking and financial market.

13 As modified by the Law promulgated by Dacree No. 6102 of 5 Octoher 1973
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iiij Powers of BdlL
11.25  BdL is vested and endowed by law'* to use all of the legal tools at the disposal of
the Bank to pursue its mandate and fulfil its missions. It can use all measures and
tools it deems appropriate to ensure its functions are fulfilled. The CMC alsc covers
what BdL is not entitled to transact or do.
11.2.6  Bdl's operations must be carried out and accounted for in conformity with
commercial and banking rules and practices!*.
Table 11.4 Powers of Bdl as described in the CMC
Function Key powers Notable provisions
Safeguardinga | - BdL is vested by law with the - Bullion and exchange operationst® including

sound national
currency with an
exclusive
mandate for
issuing money

exclusive right ta issue the national
currency of Lehanon¥,

- BdL is solely responsible for
safeguarding the currency of
Lehanon®, “as a fundamental
guarantee for permanent economic
and social development”, and more
specifically for maintaining economic
stability, safeguarding the structure
of, and regulating and supervising the
banking system, and developing the
monetary and financial market.

but nat limited to operations on gold and other
precious metals, operations on trade Bills and
instruments of payments and assets in foreign
currencies, operations on Bonds issue or
guaranteed by foreign Governments or
internatianal institutions.

- BdL is also obligated to retain, among its
assets, bullion and foreign exchange providing
a safe caver for Lebanese currency equivalent
in value to at least thirty per cent (30%) of the
money it issued and of its deposits at call,
provided that the ratic of the said bullion and
foreign exchange to the value of the money it
issued is not under fifty per cent {50%).**

- BdL’s balance sheets and statements must
include, under distinct postings, the amount of
the notes issued and that of the sub-divisicnal
money issued.!*

Maintaining BdL eperates as hanker and financial - BdL acts as depaositary of funds, effects
financial and agent to the public sector?®. transfer, ensures safekeeping and grants credit
economic under specific circumstances.'*#?
stability - Supervision of the banking system was later
transferred to the Banking Control Commission
of Lebanon {BCCL).
123 Title & af CMC

138 article 13 CMC
127

privilege in the Central Bank

132 Article 70 CMC

13% articles 81, 82 and 83 CMC

140 Article 69 CMC
141 Article 68 CMC

142 articles 84 to 97 CMC

Public Sector is taken to mean the State, municipalities and the juridical persons of public law referred to in article 2 of
www.interior.gov.lb/oldmaim/maim/doc/municipal act eng.dac

143

Decree-Law No, 117 of 12 June 1959, hitp:

Article 10 CMC, where the issue of money is the exclusive privilege of the State, however the State have vested this
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Function Key powers Notable provisions
Safeguarding BdL has the sale power to issue - CMC describes the operations framework of
the hasic BdL with banks'** where it can open accounts,
structure of the regulations, directives and lend, or hold depasits amangst other types of
banking system operatians.

- The banking system regulations are also set

circulars that ensure safety and
¥ out in the CMC*, including but nat limited to

acting as depository of funds, effecting
transfer, ensuring safekeeping and granting
credit under specific circumstances, defining
financial market, obligations of banks, general
management regulations, penalties etc.

soundness of the financial sector.

Overseeing and | BdL can use all measures it deems
developing the appropriate to ensure exchange rate
banking and stability'*®, specifically the

financial market | interventian in the foreign exchange
market by buying and selling foreign
currencies.

iv] Mandate comparison with peer Central Banks

11.2.7  Central banks are unique institutions that usually differ from one country to
another, While the mandates and responsibilities of central banks in the
henchmark countries are comparable, the degree of central bank independence in

terms of appointment and termination provisions varies.

Table 11.5 Comparative overview of provisions on central bank mandate and

independence!¥’
Country Mandate Responsibility
Lebanon Price stability, money issue, financial stability, |Monetary policy, prudential
currency stahility supervision
Australia Price stability, maximum employment, Monetary policy, prudential
economic prosperity, and welfare supervision
Brazil Price stahility, financial stability Monetary palicy, prudential
supervision
Costa Rica Price stability, currency stability, general Monetary policy, prudential
economic stability, financial stahility supervision
Euro area Price stability, support general economic Monetary policy, prudential
policies supervision

1% Articles 98 to 109 CMC

145 articles 121 to 230 CMC

148 article 75 of CMC modified by the Law promulgated by Decree No. 6102 of 5 Octaber 1973

Exhibit 18: GECD Central Banks’ Governance and Operations, Constitutions, Central banks laws and websites of the
benchmark countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-

en‘index.htmi?itemtd:i’content‘comﬁonentig?bh(}aad-en
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Country |Mandate Responsibility
lindia _IPrice stahility, financial stability Monetary policy, prudential
supervision
Mexico ]Price stability, financial stability Monetary policy, prudential
supervision
New Zealand Ece stability, financial stability Monetary policy, prudential
supervision
|
Poland Price stability, currency stability, financial Monetary policy, macro-prudential
stahility, support economic policy supervision
S
Sweden ]Price stability, financial stability Monetary policy, macro-prudential
iﬁ:ewision
Switzerland Price stability, development of economy Monetary policy
Turkey Price stability, currency stability, financial Meonetary policy, macro-prudential
stability, maximum employment supervision
United States Price stability, maximum employment, long- |Monetary policy, prudential

term interest rate stability

supervision

11.2.8  In comparison with selected peer countries, we consider that the mandate of Bdl

is clearly formulated, encompassing the three interrelated concepts that

constitute a distinctly formulated central bank’s mandate.

11.3 Autanomy

11.3.1  Key legal provisions governing the independence of a central bank shouid include

a well-defined mandate to attain and maintain price stability; the process for

appointing and dismissing senior officials and protecting them from unilateral

government action; the role and operation of the monetary policy committee and

the autonomy of its decisions; and a high degree of accountability and

transparency ta the government and the public?*®.

We have undertaken an analysis of Bdl's autonomy through four aspects:

institutional, functional, personal, and financial.

i} Institutional

143 .y hibit 18; OECD Central Banks' Governance and Operations, Constitutions, Central banks laws and websites of the
benchmark countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-

en‘index. html?ilemld:‘coruent;comﬁonentiS‘?beaad-en
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11.3.2  Bdlis a legal public entity that is not subject to administration and management

regulations and supervisions applicable to puklic sector organisations®*.

11.3.3  Nevertheless, al! current and former persons ‘belonging’ to the Bank, in any

capacity, are baund by the Ba.nking Secrecy Law of 3" September 1956,
ii) Functional

11.3.4  BdL does not report to any government jurisdiction, and as per our analysis, it

therefore has a functional autonomy.

11.3.5  Infulfilling its role, BdL is required to cooperate with the Government, advising it
on matters of economic and financial policy to promote alignment between its

mission and the Government’s objectives.

11.3.6  In this context, BdL is authorised by law to propose to the Government measures
which it deems are likely to have a favourable bearing on the balance of payments,
the movement of prices, public finances and, broadly speaking, on economic
development. BdL must draw the Government’'s attention to facts which, in its
judgment, may harm national economy and currency. In turn, the Government
must chtain the Bank’s advice on matters related to money and have to invite the

Bank’s Governor to join in deliberations on such questions.

11.3.7  There is a regular coordination between the BdL and the Government in order to
ensure consistency be_tween BDL's ohjectives and those of the Government.
Cooperation with the Government implies coordinating fiscal and monetary policy
measures. It infarms the Governmant on economic matters that might negatively
affect the national economy and currency and suggests measures that might
benefit the balance of payments, the price level, public finance and offers advice
on how to promote economic growth, It also ensures the relations between the

Government and international financial institutions.

139 Article 13 CMC

Article 151 CMC. Note: Banking Secracy Law establishes that managers and employees of the banking establishments are
bound ta absolute secrecy in favour of the bank’s clients and may not disclose to anyone, whether a private individual or an
administrative, military or judicial authority, the names of clients, their assets and facts concerning them; they are authorized
to open code number deposit accounts for their clients. However, law no. 318/2001 {replaced by law no. 44/2005) gave the
exclusive right for the Special Investigation Commission to decide the lifting of the banking secrecy on accounts apened with
banks or financial institutions and suspected to have been used for money-laundering and financing of terrorism purposes.

Law no. 44 is exhibited as Em of the documentation {Exhibit 20).
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iii) Personal

11.3.8  As per its statutes, BdL's key decision makers {Gavernor and members of Executive
Boards, Monetary Policy Committees and Oversight Boards) are autonomous from

political and private economic interests.

11.3.9  Pursuant to CMC articles, Gavernar and Vice-Governars must have the experience

required for their functions, and as per global standards.

iv)  Financial

11.3.10 BdL is an institution vested with financial autonomy®?, where it has all of the

financial means and tools to fulfil its duties.

11.3.11 The issue of money is the exclusive privilege of the State!®, however, this power
was vested in BdL™2. Therefare, we have cancluded that financial autonomy of Bdl

is fulfilled.

11.4 Governing body and decision-making structures

i) Governor

11.4.1  BdL is managed by the Governor™ assisted by four Vice-Governors, and the

Central Council.

11.4.2  The Governor is appainted by decree from the Council of Ministers, on the
propasal of the Minister of Finance'*®, for a renewable six-year term. He is engaged
under the regulations of private law'*, and is therefore not considered as a public

official, nor servant**”.

131 prticle 13 CMC

152 Article 10 CMC

133 Article 47 CMC

154 article 17 as madified by Law no. 4/85 of 1% April 1985

159 article 18 CMC

138 Article 33 CMC

157 “tebanon Low Nop. 159/185949, adopted in 1999 and recently amended in Qctober 2020, that criminalizes itlicit enrichment
and that defines it as the significant increase in the assets of o public servant, judge or associates, is applicable to public officials
and servants. Article 2 of Lebanan Law No. 155/1299 imposes a duty on public officials to submit a finenciol dectaration of their
gssets and their fomilies’ assets. Article 3 of Lebanon Law No. 159/1939 further specifies that the public officiols must submit
this declaration upon assuming office and upon termination of their services. The recently omended Lebanon Law No. 153/1599
imposes that an additional declaration must be submitted every three yeurs. lebanon Low No. 159/1995 ensures that there are
reqular inspections. The new emended version of Lebanon Low No. 158/1999 pushes far more transparency, which in turn affects
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11.43  The Governor is the legal representative of BdL and the CMC gives him the largest

span of autharity on the management of the Bank. He is entrusted with the
enforcement of the CMC, and the implementation of the Central Council's

rasolutions,
il  Vice Governors

11.4.4  In fulfilling his role, the Governor is assisted by four Vice-Governors. The Vice-
Governors are appointed by decree sanctioned by the Council of Ministers for a
renewable five-year term, on the praposal of the Minister of Finance after

consultation with the Governor'®,

1145  They are engaged under the regulations of private law; however, they must not be
affiliated to any political party, discharge any public duties nor be members of any

private Board of Directors'™,

11.4.6  The four Vice-Governors execute functions assigned to them by the Governor,
They assist the Governor in managing BdL, carrying out functions specified by him.

In addition, they assume their duties as members of the Central Council.

11.4.7  We have nat been provided with any documentation which details the role of the
four Vice-Governors, nor any other evidence that supports the responsibilities
assigned. Depending on new nominaticns, their roles and responsibilities have
shifted (detailed in organisation charts section). Therefore, we have deduced the
respansibilities as per the organisation charts we have been provided with and the

decisions taken during the Central Council.

itiy  Central Council

banking secrecy in muttiple ways, For instance, the definition of public officials has been extended. Previously, a public officiaf
was defined s any person exercising o public furiction, the amendment now includes any persen working on beholf of the
government.” However, it is unclear if the Gavernor, Vice-Governors or any BdL employee fall under the ahove-menticned
dispositions.[this i not part of the quote] Tohme Llaw Firm, Lebanon Bank Secrecy Law
https://www.tohmelaw.com/publications/lebanon-bank-secrecy-law

158 article 18 CMC

152 Article 33 CMC
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11.4.8  The Central Council or “CC” of the BdL is vested with the authority to establish the

executive regulations of the CMC™ and other regulations concerning the Bank’s

operations®,

11.49  As per its statutory terms of reference, the Central Council sets the manetary and
credit policies, including maney supply, discounts, and lending rates. It discusses
and decides, among other things, on issues concerning the banking and financial
sectars, the establishment of ¢learing houses, the issuing of currency and on loan
requests by the public sector entities®, It decides on the rules and procedures that
govern the staff and cperations of the Bank, and on its annual budget and

accounts,

11.4.10 It debates questions affecting the Bank’s buildings and immovable assets, the
lifting of seizure of real estate, mortgage oppositions or registrations; the
relinquishment of privileges or of titles; projects of transactions or compromise

hearing on the Bank’s interests,

11.4.11 The Board shall also validate the expenditures under the Bank’s budget, modifying

them in the course of the year as may be required.

11.4,12 It shall dose the accounts of the financial year**and shall approve the annual draft

report'® which the Government is to address to the Ministry of Finance™.

11,413 The Board cannot meet without the physical attendance of the Governor or of his
deputy, nor can it meet if the Director-General of Finance or the Director-General

of National Economy is not present.

11.4.14 The attendance of at least four members of the Board is necessary to ensure
guorum, Resolutions are passed hy majority vote of the attending members, and,

in case of a tie, the Governaor’s vote is overpowering,

iv}  Other supporting committees

180 Article 33{1) CMC

1L article 33 (7 CMC

162 Statutary terrns af reference of BdL's Central Council per Decision 51 on 19/11/1964.
183 prticle 11 CMC

184 articla 12 CMC

185 1 accordance with article 117 CMC



11.4.15 The Governor and the Vice-Governors have been assigned the oversight and chair
of executive committees. The following table maps all BdL committees chaired or

not hy the Governor and the Vice-Governors.1é5

Figure 11.1 BdL Governance bodies and committees map'®

e —T Gavernor " T - —
.
First Vice Governor Second Vice Governor Third Vice Governar
|
|

Information security o B rat =
= Hige Banks restructunng committes Ivvestrent com F stability

Islamic banking cammitiee Open market commities

Professional qualificalion

Financial inclusion committes committee
: Corporale govermnance
Commities for the sattlemant of committee
inans and payments of banks

Natianal conruimalion commiies
an fighting money laundenng

Table 11.6 Summary Table: Governing arrangements of BdL

ltem [ Analysis éngles
Legal framewaork Bdl operates on the basis of a legal framework that is similar to other
comparable centrai hanks. We have not identified any specific cancerns in this
regard.
Mandate BdlL's mandate has been estahlished through (publicly available) legislative
instrument {Code of Money and Conduct). This is in line with prevalent global
| standards.
Autonomy (by design) We have analysed this concept through four lenses:
- Institutional: Bdl is not influenced by the State or any ather private third
parties
- Functional: BdL implements its functions without any direct government
interference
- Personal: Even considering the political unicity of Lebancn, BdL's key
decision makers are autonomous
- Financial: BdL pursues its mandate by way of the financial means required
todoso
We have concluded that BdL functions as an autonomaous institution pursuant to
the CMC.
Governing body Although BdL has various decision-making bodies, the main decision

taker remains the Central Cauncil and ultimately the Governor. The

186 €4 hibit 23: Based an information available on the BdL website:

https://www.BdL.gov.|b/files/tabs/BDL OrgChart Detalled.pdf <last accessed 4th Qctober 2022
187 Exhibit 23: BdL Organisation Charts throughout the years



Governor function remains the core governing body, as it can be viewed

from the proceedings of the Central Council.

We consider the authority concentrated in the Governor goes beyond what is
reasonably expected in central banks, with insufficient serutiny over the use of
such authority.
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12 Unexercised scrutiny power

12.1 Summary of findings

12.1.1  The CMCestablishes the legal framework for the setup, organisation and operation
of BdL.

12.1.2  The CMC has instituted committees and built oversight bodies and controls to
supervise the power exercised by BdL. Be it internal arrangements (governance
dedicated bodies and structures) or external (Ministry of Finance (hereafter as
MoF} scrutiny, government commissioner or auditors) to BdL, Lehanon has
legally'®® defined bodies that are supposed to act as a shield to the power exercised
hy the BdL.

Figure 12.1 Oversight bodies around BdL'®?
Government Oversight
Geovernment Commissioner
Markel Supervision bodies Advisory
Higher Banking Commission Banki ":?:::;mn issi p (;o.l'l:'lun';issi;n The Consultative Committes
1 BdL Governance bodies and committees
| . Governor —
?
! First Vice Governor . Third Vice Govemor
' information security Banks restructuring Financial stability
2 A e Investment commitles e
15'2:: banking Open market commiltes
' Financial il:1clusion Profess::?na;q;:zﬁ:atsm
! commiitae
Committee for the Corporate govemance commidtes
seitlernent of loans and
paymants of banks Mational ceordination committes
on fighting meney laundering
12.1.3  The key figure in this setup is the Governor of Bdl, who is legislatively empowered

to exercise extensive powers. However, these powers are not intended to be used

without checks and supervision. For this reason, the CMC expects, both explicitly

188 Articles are cited as part of each of the bodies mentioned later in this report.
189 Evhibit 23: Oversight bodies as per Bdl Organisation Charts throughout the year.
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and implicitly, scrutiny through hath internal, e.g. through the Central Council, and

external e.g. through the government commissioner, mechanisms.

1214  Based on our assessment and the information we have heen provided with, we
consider the Gavernor of Bdl has exercised largely unscrutinised authority, This
was possible due tec weak governance and controls framework internally, and a

largely ineffective and understaffed external supervisory mechanism.

12.1.5  The following table summarizes these findings.

Table 12.1 Summary of Governance findings

Paragraph | Gowvernance review angle Unexercised scrutiny power
1.2 The Gaovernor reports into 12.1.6 CMC empowers the CC, and by extension its
the Central Council members, and the Governor with powers and

responsibilities. In practice, the exercise of those
powers by the Governor was approved by CC with
little to no challenge.

13 Lack of challenge by the 12.1.7 BdL has four Vice-Governors, voting members of the
Vice-Governors, CC, and independently nominated by the Council of
independent nominated Ministers. The four Vice-Governors do not have a
members of the Central clear set of responsibilities nor a delegation of power
Council from the Governor or CC that specify the span of

their powers. As part of cur assessment, we have
recognized their responsibilities as per the
depariments reporting to their governorship
function. Depending on their nominations'™, we
have seen a change in Bdl's organisation structure
that suggests that key departments sit under the
Governor up until June 2020.

12.1.8 Vice-Governors also sit as chair in different Bdl
committees which (in addition to membership of the
CC) provided them with wider opportunities to
scrutinise and challenge the Governor's actions.

12.1.9 Despite the above, from the meeting minutes and
papers provided to us by Bdl we saw little, if any,
challenge.

14 The Governor's renewed | 12.1.10 Although the CMC sets the Governor's term alimit of
term six years that can bhe renewed indefinitely. The

Governor's repeatedly renewed tenure is alse, in
A&M's view, a limitation to sound governance.

15 Ahsence of Risk 12.1.11 BdL does not have a dedicated risk management
Management arrangements department, Although we requested specific
documentation in this regard, we have not been
provided with information that shows a fit for
purpose risk governance and management
arrangements to effectively manage the risks linked
to Bdl’s financial positions.

79 prigr to March 2019 and after lune 2020
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Paragraph | Governance review angle Unexercised scrutiny power

1.6 Absence of Internal Audit 12,112 BdL has an Inspection and Audit department,
reporting into the Governor. We have not been
provided with information that shows an effective 3°
line of defence function. The Inspection and Audit
department did not exercise its 3" line of defence
role and thus did net provide vital assurance as to the
quality of BdL’s internal control system,

1.7 Absence of scrutiny from 12.1.13  CMC sets an accountability framework where Bdl
external stakeholders and was required by law to report on its CC resolutions.
commissions External banking supervision cammission were also

created in order to oversee the banking system as a
whole.

12.1.14  We have not identified any instances where
challenge of Bdl's decisions was triggered.

1.8 Absence of oversight from 12115  CMC empaowers the Government Commissioner to
the Government perform oversight duties on BdL In reality, the
Commissioner, unable to Government Commissioner did not exercise the
perform its duties powers vested in the function.

12116 Based on the information and documentation
reviewed, the Government Commissioner was
unable to fully perform its duties due ta (i) an
insufficient empowerment of the function, {ii} a lack
of staffing within the Government Commissariat and
(i) information withholding by BdL.

12.2 The Governor reports into the Central Council

i) Governor's powers as per the law

12.2.1  BdL is managed by the Governor'™ assisted by four Vice-Governors, and the

Centra! Council.

12.2.2  The Governar is appointed by decree from the Council of Ministers, on the
propasal of the Minister of Finance!™?, for a renewable six-year term. He is engaged

under the regulations of private law'™.

12.2.3  He must dedicate himself entirely to BdL and withhold from taking any legislative
mandate, other public function, or activity in any enterprise or professional work,

irrespective of whether such activity or work is remunerated!™.

171 Article 17 CMC as modified by Law na. 4/85 of 1! April 1985
172 article 18 CMC
173 article 33 CMC

174 article 20 CMC




12.2.4  The Governor cannot be relieved from his functions!™, except for physical capacity,
infringement to the duties of his functions or serious mismanagement. During the
term of their office, the Governor and the Vice-Governors cannot take, keep or
receive any interest in 3 private enterprise™.

12,25  The CMCY” details that the Governor and Vice-Governors must be university
graduates and have the experience and moral qualities required for the proper
discharge of their duties.

12.2.6  We have been provided with the Employee handhook, dated from 1968, that
details the level of salary grades and diplomas required to fulfil specific positions
within BdL. The document, however, did not include any mention of the
governorship functions’ pre-requisites.

12.2.7  The Governor has the largest span of executive power'’® within BdL. He is in charge
of executing his powers and the decisions made by the Central Council. The
Governor's section 1 of the CM (' describes his main powers as following:

Table 12.2 BdL's Governor powers
Powers Span Legislative
References
Legal - Full legal representation of BDL. Article 20 of CMC
- Signatory of any legal documentation on hehalf of BDL and Article 26 of CMC
representation of BDL in any legal praceeding.
- Signatory of acts, treaties, or conventions.
- Authoriser of all legal actions, taker of all implementations or
conservatory measures, including pledges.
Executive - Sole executive authority of the administration and the Article 26 of CMC
management of BdL.
Operational - Executive authority over BdL's operating medel, including but

not limited to BdL's units, departments and structure and
respective responsibilities, appaintments and revocation of
agents and officers of any rank.

175

of CMC

178 articke 20 CMC
177 article 18 CMC
Article 26 CMC, decision 51 on 19/11/1964

178

17% Articles 18 to 26 CMC

Article 19 CMC, infringement outline in Chapter | of Titla 11l of the Penal Code, and violations of the provisions of Article 20
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12.2.8  We have been provided with an authorised signatories’ document*®, unsigned and

undated, that lays out the delegation of powers as following:

i) The sole signature of the Governor, where no financial {imit is stated;
i} Thesignature of the Vice-Governor acting on behalf of the Governor®
where no financial limit is stated;
i) Two joint signatures from categories A and B {no further clarification
was provided as to what these two categories'® relate to):
a) Two joint signatures from category A, with a maximum value of
USE 25Mn or its equivalent in other currencies per operation;
h]  Two joint signatures from categories A and B with a maximum
value of USD 5Mn or its equivalent in other currencies per
operation;
iv]  One signature from category A or two joint signatures from category
B concerning any cerrespondence or administrative action that implies

na financial obligations.

12.29  Inthe event of his absence or unavailability'®?, the Governor shall be replaced by
the first sub-governor, according to conditions fixed by himself and, in the event
the latter is equally unavailable, by the second sub-governor. The Governor may

vest all his powers in the person replacing him.

12.2.10 We have not been provided with any other documents or information regarding

internal arrangement in the case of the Governor's absence.

ii) Central Council’s powers

12.2.11 The Central Council or “CC" of the BdL is vested with the authority to establish the
executive regulations of the CMC'™® and other regulations concerning the Bank’s

operations'®,

120 4 uthorised signatories dacument, unsigned and undated - Page 9 only. This exhibit was provided as part of information

reviewed,

181 Except for the prerogatives stipulated by articles 25-26 and 27 of the CMC in the case of the Governor's ahsence or
unavailakility

182 ps part af the Information Request List, we have not been provided with further clarificatian on category A or B
183 Article 27 CMC

184 Article 33(1) CMC

185 Article 33 {7) CMC
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12.2.12  As per its statutery terms of reference, the Centrai Council sets the monetary and
credit policies, including money supply, discounts, and lending rates. It discusses
and decides, among ather things, on issues concerning the banking and financial
sectors, the establishment of clearing houses, the issuing of currency and on loan

requests by the public sector entities'®,

12.2.13 The Central Council decides also on the rules and procedures that govern the staff

and operations of the Bank, and on its annual budget and accounts.

12.2.14 The CMC lays out the CCs high-level charter and has the basic standard
arrangements and layout of a Central Bank council charter. We have not been

provided with any supporting documentation of a detailed, up-to-date terms of

reference.

Table 12.3 Central Council Terms of Reference

Item 1 Details

Compasition'® The Governor, as chairman
- The four Vice-Governors
- The Director General of the Ministry of Finance, ex officio but strictly as member of CC
- The Director General of the Ministry of Economy and Trade, ex officio but strictly as a
member of CC

Frequency'® - CCmeets whenever necessary when requested by the Governor, and at least once a
month.
- Minister of Finance can also ask the Governor to call for a CC.

Quorum?® - CC cannot meet in the absence of the Governor or his deputy, nor in the absence of
any of the Director General of the Ministry of Finance or Ministry of Economy.
- The presence of four rmembers is required for “good” discussions.

Decision The consensus is met whenever there is an agreement of most of the participants. In the
miaking!*® case of equal votes, the Gavernar gets to decide.

Responsibilities | - Determines the Bank’s monetary and credit golicy

and Powers™ | . Establishes regulations far the application of the above

- Establishes the clearing houses

- Discusses matters related to issuances

- Discusses the requests related to credit from the public sector

- Puts in place all the framework related to the functioning of BdL

- Discusses the matters related to real estate of the Central Bank, guarantees or
insurances related to real estate

- Approves budget and expenditures, annual closing of accounts

- Determines the mandate of the Governor and the Vice-Governors

186 Statutary terms of reference of BdL's Central Council per Decision 51 on 19/11/1964.
18 Article 28 CMC

188 Article 29 €MC

289 prticle 30 CMC

% Articte 31 CMC

131 article 33 CMC as madified by Law no. 8/75 of 5 March 1975
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12,2.15 As part of the overall corporate governance, sound governance includes the

definition of the roles and responsibilities of the relevant peaple, functions, badies
and committees within an institution and how they interact’®. We have not been
provided with any supporting documentation with a clear definition of roles or
responsibilities, nor a delegation of authority of the members of the Central

Council.

iii}  Central Council composition {from January 2015 to December 2020)

12.2.16 The minutes of the Central Council reviewed show that the composition of the CC
{the Governor, four Vice-Governors and two representatives from the Ministry of
Economy and Finance) was effectively complete. The only exception spans from
March 2019 to June 2020, where the CC did not convene considering a pending
nomination of the Vice-Governors.
Table 12.4 List of CC members
Prior to March 2019 From March 2019 | From July 2020 onwards
to June 2020
Governor: Riad T. Salamé Governor: Governor: Riad T. Salamé
Riad T. Salamé

Vice Governors

1t Vlice Governor: Raed H. Charafeddine
2" Vice Governor: Saad Andary

3" Vice Governor: Muhammad Baasiri

4t Vice Governor: Haroutioum Samuelian

Representatives of Ministry of
Economy and Finance

Director General of the Ministry of
Finance: Alain Bifani

Director General of the Ministry of
Economy and Trade: Alia Abbas

Vice Governors

1% Vice Governor: Wassim Manssouri
2" Vice Governor: Bachir Yakzan

3" Vice Governor: Dr. Salim Chahine

4" Vice Governor: Alexandre Mouradian

Representatives of Ministry of Economy
and Finance

{Acting)] Director General of the Ministry of
Finance: George Maarawi

Director General of the Ministry of
Economy and Trade: Mohamad Abou
Haidar

ivi  Central Council course of events {from January 2015 to December

2020)

122 £y hipit 21: 5§ Single Supervisory Mechanism supervisory statement on governance and risk appetite, ECR — June 2016,
https://www.bankingsupervision.europa.eu/ech/pub/pdf/ssm supervisory statement on governance and risk appetite 2

01606.en.pdf
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12.2.17 Al CC minutes requested as part of our engagement, from lanuary 2015 to

December 2020, have been provided to us in Arabic*® and reviewed by us as part

of the audit.

12.2.18 It is noteworthy to indicate that rationales, analysis or documentation behind
resclutions taken during CC were not provided in the minutes taken, nor cross-

referenced with any other decision-making committee at BdL.

12.2.19 Under the assumption where the CC minutes reflect the course of the CC meeting
as it happened, we understood that CC meeting structure followed a “distinctive”

pattern as per the following that was different from

i) For the period of January 2015 to March 2019, CC usually discussed (i)
husiness as usual decisions, such as fines and other operational
requests from various banks, and most importantly (ii) decisions

around the financial engineering mechanism adopted by BdL.

ii) For the period of March 2019 to June 2020, CC meetings were not held
(physically and virtually) and only business as usual decisions would be

issued from the General Secretariat.

iy  After June 2020, CC meetings included the monetary palicy decisions,

which were labelled as such in the CC minutes.

Table 12.5 Summary of the usual structure of CC minutes (January 2015 to

December 2020)
Prior to March 2019 | March 19 to June 20 After June 2020
Manologue / intraduction of the Decisions from the General Monologue / introduction of the i
Governor, discussion with the Secretariat based on the Governar, discussion with the Vice-
Vice-Governaors {If any) | Governor's mandate Governars (if any)
Decisions based on the Decisions hased on the monologue
monologue would usually have would usually have the last number
the last number of the decisions of the decisions sequence {if any)
sequence {if any) including but
not limited to financial
engineering, real estate
transactions and seignicrage

Decisions based on the basic “Monetary policy” decisians labelled

circular 6116 {nane before March 2019)

Business as usual decisions Decisions based on the basic circular
6116

193 This exhibit was provided as part of information reviewed.
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Prior to March 2019 March 19 to June 20 After June 2020

Review reports from BCCL™ -
where they would impose fine /
exempt banks from fines (if any)
Early retirement requests (if any)

Business as usual decisions

Review reports from BCCL - where
they would impase fine / exempt
banks from fines {if any}

12.2.20 It is also noteworthy to highlight that CC meetings do nat include usual executive

items that would fall under the exercise of its powers; examples would include

monetary policy decisions, Central Bank strategy, any risk related items (in-house

or in the banking market), etc.

v) Central Council effectiveness assessment against global standards

12.2.21 The composition of the Central Council is one of the key drivers of its effectiveness.

We have therefore assessed the overall compasition of the CC in order to

determine whether the CC members were collectively in a position to adequately

perfarm its functions.

Table 12.6 Central Council functioning and effectiveness assessment®®

have an impact on the quality
of debate in the CC and hence
on its effectiveness. The size
of a board should not
adversely affect its

Item ] Consideration elements J Assessment
Central Council compaosition
Size The size and structure can Considering the size of BdL, and based on international

practices, we consider the size of CC as sufficient,
composed of:

- The Governor, as chairman
- The four Vice-Governars
- The Director General of the Ministry of Finance

should be clear in order to
avoid confusion resulting
from possible overlaps on

functioning.
- The Director General of the Ministry of Economy
and Trade
Structure The structure and scope of CC | We have requested an updated charter and terms of

reference for the CC, however this has not been
provided.
Based on our understanding, there is na further

contributes to enhancing CC
tapacity to independently
challenge senior
management.

some fapics. elaboration except the requirements as provided in the
CMC.
Independence Having independent members | The CC has two members outside of BdL from the

Ministry of Economy and Ministry of Finance,
The CC did not include any independent (i.e. neither ex-
officio nor executive} members.

1% The Banking Control Commissien of Lebanan

195 Exhibit 21: 55 Single Supervisory Mechanism supervisory statement on governance and risk appetite, ECE - tune 2016,
https://www.bankingsupervision.europa.eufech/pub/pdf/ssm supervisory staterment on governance and risk appetite 2
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understand BdL’s activities,
including the main risks
proportionate to the size,
complexity and risk profile.

Item Consideration elements Assessment

Collective CC should possess adequate The appointing body of CC members is the Council of
knowledge and knowledge, expertise and Ministers, and this component is outside of our scope,
diversity diversity to f1e able to as it is outside of BdL's internal contral.

However, we have assessed the quality of debate, that
shows the expertise and knowledge of CC members,

Given the absence of documented scrutiny / challenge
in the CC minutes, we have not been provided with
sufficient information to conclude that CC possesses the
right collective knowledge to counterbalance the
executive power of the Governor and/or identify the
risk associated with BdL's activities.

Succession BdL should show that it
planning ensures the adequate
transition and continuity of

activity of the Vice-Governors.

Same as above, this is outside of BdL's internal cantrol,
therefore has not been assessed.

However, in day-to-day business, we would expect to
have a short-term succession planning in place.

We have not been provided with any documentation
that lays out the case of the absence of the Governor or
the Vice-Governaors.

Functioning and effectiveness

Organisation of Time dedicated to debate
boards should be sufficient, with
agendas reflecting the size
and complexity of BdL. Itis
therefore essential that CC
and its

main committees meet
frequently and for a sufficient
length of time,

CC meetings take place on a weekly basis, and last on
average one and a half hour. This frequency and
duration are up to global standards'® and could be
considered as enough to reflect the size and the
complexity of BdL topics.

The minutes were largely dominated by the Governor,
i.e. the meetings hegin with a monologue.

In all the meetings held, the Governor would usually
start with a prologue on the country’s political and
econamic situation. Based on our review of the 218 CC
minutes we have heen provided with, this has rargly
changed and was rather unchallenged, most of the
time¥, by other members,

Quality of debate | Vice-Governors are expected
and the board’s to prepare thoroughly for CC

capacity to and thus be in a position to
independently identify areas in which they
challenge can challenge the

management body in its
executive functions.

We have requested CC agendas, all management
presentations'®, and analysis papers but have not been
provided with any such documentation!®. Therefore,
we have assumed it did not exist.

We have however been provided with a ane-page
analysis paper, authared by Dr Chahine presented on
October 21%, 2020 CC meeting, that detailed the money
velocity analysis. That paper, from our reading and
understanding of the CC minutes showed that the 1%

198 |1 this instance, Global standards are referrad ta Prudential Regulation Authority standards in the United Kingdom and the

European Central Bank standards in the Eurapean Union.

137 Unless specified in gur conclusians later

1%8 Genecal management information packs, that would be presented during CC and be the basis of the discussions - either

mentioned in the CC minutes or not mentioned.

199 This exhibit was provided as part of information reviewed.
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Item

Consideration elements

Assessment

Vice-Governor was laying the ground of his vision where
the economy is driven by people’s spending rather than
hoosted by the horrowings. The 19 Vice-Governor vision
was based on a M1 velacity drop from 15 in 2017 to 1.8
in 2020; indicating that people are actually holding the
money rather than spending it.

The debate around the money supply was brief
according to the minutes taken however showed a
starting paint of challenging the Governar’s vision in late
2020.

Vice-Governars are expected
to play a proactive rale in
preparing the agendas of CC,
suggesting topics to be
discussed rather than leaving
it to the Governor’s office to
set them,

Given the actual CC minutes, and the lack of agenda and
management information, our assumption is that the CC
meeting agendas and discussions cantent are driven by
what the Governar chooses to address during his
monologue.

CC should regularly ensure
that agendas cover a
comprehensive range of
topics, reflecting the size,
complexity, business model
and risks of BdL.

We have not been provided with sufficient information
to confirm that CC ensures that agendas cover a
comprehensive range of topics.

As per aur analysis on CC minutes patterns and based
on the information provided to us, CC meetings follow a
rather distinctive pattern. Based on the information we
have been provided with, we have not seen any
evidence that establishes that CC meetings effectively
address discussions around important decisions, such as
Financial Engineering decisions.

BdL should develop practices
to facilitate interaction among
the different committees and
thereby reduce information
asymmetries among the
Governor and the Vice-
Governaors.

While reading and understanding the CC minutes, we
have not seen any mention of a specific committee that
raised a concern around the decisicn-making process of
the CC. Vice-Governaors da not challenge enough the
Governor in his thinking. In the majority of CC minutes,
{prior to lune 2020}, Vice-Governors and/or ministry
representatives would only support the thinking of the
Governor rather than question it.

From lune 2020 onwards, and following the nomination
of the new Vice-Gavernors, we have seen a change in
challenging the Governor. Vice-Governors, specifically
the 1%t Vice-Governor, tend to challenge more the
Governar in his thinking.

It is notewaorthy to highlight that, based on the
infarmation we have been provided with, we have not
seen any decision that was vetoed by any members,
prior to June 2020 or thereafter.

These two conclusions show that Vice-Governors and
the Governor either did not have access to the same
level of infarmation, and/or did not scrutinise /
challenge based on the information they did have.
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ltem

Consideration elements

Assessment

Either way, CC members did not show sufficient capacity
to independently challenge the Governor.

Interactions
among board

Excessive concentration of
power, domination of the

As per our analysis of the CC minutes and based an our
partial analysis of the non-executive committee

documentation

Bdl's internal documentation
reduce the quality of dehate
of CC and as a consequence
its ability ta have an
apprapriate understanding of
the risks faced by BdL.

members debate by an individual or a minutes, we have been provided with, the Governor
group of members, and monopolizes the discussions and decisions. Before lune
information asymmetries 2019, we have not been able to see any challenge to the
among Vice-Governars reduce | Governor's decisions althaugh CC members altogether
the quality of debate and thus | or by majority outweigh the Governor’'s vote. We have
impair the oversight role of also not been able to see any challenge from the
cC Government Commissioner on any decision made by the
CC.
Please see table on CC minutes dynamic analysis.
Quality of Shortcomings in the quality of | We have requested CC agendas, all management

presentations?®, and analysis papers but have not been
provided with any. Based on the information received,
we conclude that the quality of documentaticn as
strong.

We have however been provided with a one-page
analysis paper, authored by Dr Chahine presented on
October 21 2020 CC meeting, that detailed the money
velocity analysis.

Based on that being the only such document, we
cancluded that internal communication is weak — which
therefore reduces the quality of debate and limits the
counterbalancing of the Governar’s chain of thoughts.

We also requested from the Gavernar a response in
regard to the absence of Management Infarmation
decks, to which he replied; “Central Council members
conduct their due diligence in whot relates to topics for
discussion during board meetings each in view of his
carresponding administrative oversight functions and
based on information provided regularly by the relevant
departments. As for the referenced mancgement
information documentation, BdL hos pravided whatever
such documentation is available in relation to items
requested in the IRL".

12.2.22 Below, is an extract of the CC minutes, showing in high-level the dynamic during

the meeting and the structure of discussions.

29 General management information packs, that would be presented during CC and te the basis of the discussions — eithar
mantioned in the CC minutes or not mentioned.
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Table 12.7 Central Council meeting minutes dynamics {extracted version)

Gavernment bond due in August is USD 500m
and the Ministry of Finance did not release any
issuances till date to cover the dues and
because it is difficult to reach the Minister of
Finance there is uncertainty whether there will

decision (referring
to a new issuance)
not toissue due to
the Minister being
busy.

Date Central Council Meeting Discussions Challenge® by CC | Extract of decisions
members
21% Jan - The Governor discussed at the beginning of None - Central Council approved
2015 the meeting the following: 6 requests from various
1. Swiss Central Bank cancelled the cap banks in Lebanon to utilize
between Swiss Franc and Euro which led to the the facilities provided by
impravement of Swiss Franc against the Euro BdL under Basic Circular
by 30% and against USD by 20%. This operation 6116 dated @7 March
relied on the trust in the Swiss Franc due ta its 1586.
international demand, however, this had
negative impact on the markets as it led to - Central Council approved
unexpected losses. Intermediate Decision
project to amend Basic
2. The Governor has requested from the Decision 7548.
Financial Markets Authority to communicate
with all banks and financial institutions in - Central Council approved
Lebanon and brokerage firms to gquantify the 27 other requests from
losses incurred by the entities or their clients. various Lebanese
The report will be presented to the Central banks/financial
Council as soan as it becomes ready and it will institutions to approve
be presented to the Banking Cantrol certain banking/admin
Commission following the cooperation concept operations.
between legal authorities.
- Central Council reviewed
3. The changes in the Exchange/FX market 1 report from Banking
can have negative impacts on the profits of Control Commission.
companies and impose risks on the national
wealth in case there were no precautionary - Central Council approved
measures taken and following Bdl's circulars. a bank’s request to
transfer Certificates of
4. To ensure the success of the Eurobond Deposits from its portfolio
issuance and since some banks do not own from personal to creditor
USD CDs?% due in April 2015, the Governar status.
suggested allowing banks to discount CDs at - Central Council reviewed
different maturities. 3 reports from the
Banking Controt
- Decision 44/2/15 - Cancel Central Council Commission regarding
decision 77/34/14 dated 3 December 2014 and violations in 2014.
replace it with the one allowing banks to
discaunt USD CDs issued by Bdl conditional an
re-subscribing in the amount of Eurobonds
discounted.
10% Jun - The Governor discussed at the beginning of Mr. Alan Bifani - Central Council approved
2015 the meeting the following: commented that 12 requests from various
1. The Governaor stated that the thereis no banks in Lebanon to utilize

the facilities provided by
Bdl under Basic Circular
6116 dated 07 March
1996,

20

putting the veto right.

02

Certificates of Deposits

Challenge is considered as constructively participating in the discussions, questioning a staternent or a decision and/or
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Date

Central Council Meeting Discussions

Challenge®! by CC
members

Extract of decisions

be a bond issuance or hot.

2. Due to non-issuance, BdL will be forced to
pay for the dues which will create a monetary
issue and danger on the LBP exchange rate
stability in addition to providing a negative
indication ta the market that the Government
is utilizing the BdL's reserves to pay for the
dues.

3. Out of the luly and August dues worth
USD 1bn Bdl has USD 300m in its portfolio that
will be paid to the banks which will open the
opportunity for banks to exchange for the
value of USD 700m.

4, The cost will be added to the financial
correction plan until 31 May 2015. LBP
29,000bn has been covered till the end of 2014
and before the decision to extend the maturity
on the plan the funds available to the plan
would cover the costs distributed till 2021 but
BdL must work to secure a bigger reserve. The
total sum due till date is LBP 48,000bn out of
which LBP 33,000bn is available therefore
seigniorage must be created to secure the
remaining amount to provide coverage till
2045.

5. The Governor concluded that BdL js facing
an ultimatum as it either chooses a high-cost
option ar the country’s bankruptcy. The
Government suggested allowing banks and
financial institutions ta subscribe to USD CDs
issued hy Bdl in exchange for Lebanese
Eurcbonds owned by the banks and due on 12
July 2015 and 6 August 2015

- Decision 39/14/15 - Banks and Financial
Institutions are allowed to subscribe to BdL
issued USD CDs 10-year term at 6.04% and 15-
year term at 6.5% in exchange for Lebanese
Eurobonds owned by the banks due an 12 July
2015 and & August 2015,

- Central Council approved
16 other requests from
varipus Lebanese
banks/financial
institutions to approve
certain banking/admin
operations.

- Central Council rejected
3 other requests from
various Lebanese
banks/financial
institutions to approve
certain banking/admin
operations.

- Central Council reviewed
1 report from Banking
Control Commission
regarding the decline in
value of fareign bonds
mortgaged against funding
to the foreign financial
sector at SGBL™®,

- Central Council approved
arequest from Real Estate
and Financial Assets
department for Property
232 Owner's Association
to purchase section A109
of property 232 for a total
value of USD 1,050,000,

- Central Council approved
Intermediate Decision
project to amend Basic
Decision 7299.

- Central Council approved
Intermediate Decision
project to amend Basic
Decision 7776.

202 gqciété Générale de Banque au Liban
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( Date | Central Council Meeting Discussions Challenge® by CC | Extract of decisions
members
239 Mar | - The Governor discussed at the beginning of None - Central Council approved
2016 the meeting the following: 15 requests from various
1. As a result of the meeting with Minister of banks in Lebanon to utilize
Finance it was agreed to exchange LBP T-bills the facilities provided by
held in Bdl portfolio for USD Eurobonds after BdL under Basic Circular
the issuances in April and May in the value of 6116 dated 07 March
USD 2bn. in case there was a shortage in the 1996.
subscription to the issuance Bdl has agreed to
cover the cost of subscription from Bdl's LBP T- - Central Council approved
bill partfolio. This exchange will have a positive 24 agther requests from
impact on the manetary conditions as it will various Lebanese
increase Bdl's USD assets. The Governor added banks/financial
that he would work on liquidating the institutions to approve
exchanged Eurobonds. certain banking/admin
operatigns.
2. It is better to maintain the current
interest rate as increasing the interest rate has - Central Council approved
negative impact on the financial market and intermediate Decision
the banking sector. The Governor noted that project to amend Basic
the Guif began borrowing and increased Decision 7299.
interest rate on USD which will provide
competition to the Lebanese banking sector - Central Council approved
and therefare it is a priority to maintain high 3 employee requests for
| liquidity in foreign currency market. | early retirement.
30" Nov | -The Governor discussed at the beginning of MNone | - 7he €C MoM was onr
2016 the meeting the following: signed by the Governor
1. Financial Engineering enhanced foreign and General Secretary

currency reserve which helped in fulfilling the
Government dues til! date and paid LBF 600bn
out of LBP 1,600bn during 3 months.

2. Bdl is facing an internal demand on USD
which appears ta be a trading demand rather
than from the banks purchasing USD or
exchanging LBP which is due to the
unavailability of USD in the region around
Lebanon.

3. After the election of Trump there is an
indication of increasing interest rates globally
which adds pressure to developing markets. If
interest began to rise outside Lebanon on 10-
year bonds from 1.85% to 2.35% this would
negatively impact Lebanon as deposits would
be transferred from LBP to USD.

4. Adopting Financial Engineering was timely
as BdL was able to secure USD at a lower
interest than the current prevailing interest
rate but BdL will stifl face issues in funding
Lebanon in foreign currencies given the current
environment.

{members seem to have
attended but did not sign)

- Central Council approved
21 requests from various
banks in Lebanon to utilize
the facilities provided by
BdL under Basic Circular
6116 dated 07 March
1996.

- Central Council approved
14 other requests from
various Lebanese
banks/financial
institutions to approve
certain banking/admin
operatians,

- Central Council approved
Intermediate Decision
project to amend Basic
Decision 6116.

- Central Council rejected
1 other request from

A




Date

Central Council Meeting Discussions

Challenge?* by CC
members

Extract of decisions

5 “I.'Hé-(.?;o»-f.ernment dues till end of 2017 are
no less than USD 10bn therefare the country is
in need of constant funding.

6. Even though the Ministry of Finance is
able to issue USD 3bn Eurobonds it will not be
sufficient to cover the 2017 needs and there
are na current indications on the USD supply in
the market.

7. Banks' assets held outside of Lebanon did
not decrease due to Financial Engineering as
they were approximately USD 10bn and now
they are USD 860m.

8. BdL stopped the Financial Engineering as
it resulted in LBP liquidity in the market which
was then absorbed and the remainder is LBP
2,500bn which is planned ta be used for leans.

9. The Government has the right aver LEP
3,000bn at 5% interest for 5-year term which
they can use for a new issuance.

10. There are LBP 8,000bn medium-term
deposits at BdL.

11. After decreasing interest by 4 hases
paints BdL is unable to further lower interest
as banks will lower interest on LBP deposits.

12. As a result of the operation the banks has
an income equivalent to LL 5,000b out of which
LL 2,400k to implement BOL circulars relating
to the solvency ratios as per the Basel
requirements. BDL has recorded USD 5b which
is 10% of GDP

13, The Financial Engineering was open to all
hanks therefore banks who did nat participate
did so at their own will

14. Regarding incentives, the Central Council
decided on circular for an additional USD 1b

15. 37% was allocated to various industries
while the remainder was allocated to housing
which pushes LL lending which is the main goal
of BDL

various Lebanese
banks/financial
institutions to approve
certain banking/agmin
operations.

- Central Council reviewed
2 reports from the
Banking Control
Commission regarding
viclations in 2016,

- Central Council approved
aletter from Real Estate
and Financial Assets
Department regarding a
company’s offer to
purchase property from
Bdl for USD 7m.

- Central Council appraved
3 emplaoyee reguests for
early retirerent.

28" Dec
2016

- The Governor discussed at the beginning of
the meeting the following:

1. The Financial Engineering adopted by BdL
has led to a fundamental change in monetary

|

None

- Central Council approved
13 requests from various
banks in Lebanon to utilize
the facilities provided by
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Date Central Council Meeting Discussions Challenge® by CC | Extract of decisions
members
data which crystallized in the surplus in the BdL under Basic Circular
Movember Expenditure Budget of USD 400m, 6116 dated 07 March
1996.
2. The forecast for 2017 will be huilt on facts
that are currently being recorded which is - Central Council approved
apparent by the decline in foreign currency, 38 other requests from
specifically USD, in developing markets due to various Lebanese
the increase in interest on US 10-year bonds hanks/financial
from 1.8% to 2.5% and it is anticipated that the institutions to approve
interest will increase to more than 3% which certain banking/admin
will affect the interest on Lebanon’s issuances operations.
and therefore increase public debt service.
- Central Council approved
3. Funding needs of the Government are Intermediate Decision
approximately USD 4.5bn far 2017 in addition project to amend Basic
to LBP 1.5hn debt service aside from the oil Decision 10224,
credits expected at LBP 1,400bn.
- Central Council approved
4. Ministry of Finance has approval to issue Intermediate Decision
USD 3bn Eurobonds in 2017 only. project to amend Basic
Decision 7055.
5. Governor stated that there is no apparent
intention by the Government to reduce the - Central Council delayed
deficit especially that it is possible to re-release deciding on 3 other
the salaries schedule noting that 66% of LBP requests from various
deficit is turned into USD taken from BdL. If it Lebanese banks/financial
was not for the result of Financial Engineeting institutions to approve
the fareign currency reserve would have certain banking/admin
lowered beyand USD 30bn. operations.
- Central Council approved
Bdl purchasing, for the
nurposes of providing
liquidity, multiple
properties from MEAB.
- Central Council reviewed
1 report from the Banking
Control Commission
regarding violations in
2016.
- Central Council approved
1 request from the
Procurement and Bidding
department.
- Central Council delayed
deciding on 1 request
_ from the Purchasing Unit.
22" Fely | - The Governor discussed at the beginning of 3. Mr. Raed ( - Central Council approved
2017 the meeting the following: Charafeddine 6 requests from various
B 1. The Governor mentioned an internal noted the banks in Lebanon to utilize
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Date

Central Council Meeting Discussions

Challenge? by CC { Extract of decisions

members

memorandum issued by the Banking Control
Commission which was leaked in Al Akhbar
newspaper noting the inaccuracy of
information relating to article 151 in Money &
Credit Law which imposes on everyone related
to Bdl in any way to maintain confidentiality
for all information and documents issued.

2. Based on the point 1 above and given that
the leaked document is only available at the
Banking Control Commission, it will be
reguested from the Chair of the Banking
Control Commission to investigate and take the
necessary measures against the vialators,

5. Mr. Alan Bifani presented the
Government Budget topic noting that the
intention is to withdraw the designations and
salaries schedule from the budget and that the
discussions are revolved around the tax clauses
as there are pressures to increase the VAT and
the 5% tax on bank depaosits. In case the taxes
secured funding to the Treasury in the amount
of USD 500bn then the Government deficit
would be USD 7,100bn or 10% of GDP. Mr
Bifani further added that the size of the budget
is USD 24,700bn.

6. The Governor discussed the Government
Eurobond issuance nating that the demand
fram hanks supported this issuance and Bdl
will, to support this issuance, allow banks to
discount BdL issued CDs to subscribe to the
Eurchonds.

- Decision 30/5/17 - banks are allowed to
discount BdL issued USD CDs conditional on
subscribing in the same amount to the
Eurohonds.

reaccurrence of
leaks of
documents issued
by the Banking
Control
Commission and
the necessity of
conducting the
required
investigations,

4, Mr,
Mohamad Al
Baasiri suggested
meeting with the
Chair and Member
of the Banking
Control
Commission to
investigate the
issue.

- Decision 38/5/17
- request the Chair
of the Banking
Control
Commission to
investigate the
leak of documents
to newspapers
which is evident
for the Central
Council that it is
an internal
memaorandum
issued by the
commission which
violates article 151
of the Money &
Credit Law with an
emphasis on
taking the
necessary
measures to
ensure that this
does not occur
again.

the facilities provided by
BdL under Basic Circular
6116 dated 07 March
1996.

- Central Council approved
21 other requests from
various Lebanese
banks/financial
institutions to approve
certain hanking/admin
operations.

- Central Council approved
closing BdL account far
the year ending 31
December 2016 with a
total of LBP
151,228,178,788, create
General USD Provisions
equivalent to LBP
75,375,000,000 and
distribute the profits of
2016 of LBP
75,853,178,788 80% to
Ministry of Finance and
20% for BdL.

- Central Council reviewed
1 report from the Banking
Control Commissian
regarding violations in
2016.

- Central Cauncil rejected
2 other requests from
various Lebanese
panks/financial
institutions to approve
certain banking/admin
operations.

- Central Council
exempted MEAB fram
fines imposed for viclating
Basic Decision 7274,

- Central Council approved
3 employees requests for
early retirement.
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1. BdL Gavernor and Mr. Raed Sharafeddine
will not be attending the IMF meetings in Bali
but the BdL will be represented by Dr. Saad
Alandari and Mr. Raja Abou Asli.

2. BdL is unable to reach an agreement with
IMF since IMF has not responded to any of BdL
communication regarding their report and due
to the government not yet being formed as BdlL
cannat be fully respansible for Lebanon.

3. There is an improvement in the Bdl’s
balance sheet issued in September 2018 as the
commercial banks are purchasing USD and
depositing in BdL.

4, BdL Governar concluded that Account 36
is being depleted quickly and the Ministry of
Finance must use the National deposits at
commercial banks such as Sacial Security
instead of using Bdl to repay its dues.

Date Central Council Meeting Discussions Challenge® by CC | Extract of decisions
members

3 Oct - BdL Governor discussed at the beginning of None - Central Council approved

2018 the meeting the following:

16 requests from various
banks in Lebanon to utilise
the facilities provided by
Bdl under Basic Circular
6116 dated 07 March
1996.

- Central Council approved
18 other requests from
various Lebanese
banks/financial
institutions to approve
certain banking/admin
operations.

- Central Councit approved
4 employee requests for
early retirement.

- Central Council approved
Intermediate Decision
project to amend Basic
Decision number 6116
dated 7 March 1996
attached to Basic Circular
number 23.

- Central Counci! appraved
payment of USD 250,000
to Arabnet group for a
study conducted on the
opportunities and
challenges faced by
Fintech Start-ups in
Lebanan and the impact of
Intermediate Circular
number 331 dated 22
August 2013 on the
Lebanese economy.
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1. BdL Governor mentioned the meeting
held with the Prime Minister and Finance
Minister where a detailed overview of the
financial situation was discussed and how
commercial hanks did nat subscribe for the LB{
T-bills due to lower interest rate which forced
BdL to subscribe for the LBP T-bills to pay for
Lebanan's dues which is something that cannot
continue since any LBP Yiquidity pump to the
market will increase the demand on USD and
increase the inflation to approximately 7%.

2. The balance in Account 36 is
approximately LBP 1,100kn only which is
insufficient to repay the debt due and public
sector salaries for the month of December,
therefore, BdL will be forced to subscribe for
the LBP T-hills to secure the public sector
salaries.

3. Minister of Finance has retracted his
order to pay outstanding T-hills in LBP to banks
and explained that this could affect the
country’s position and provide inability to
borraw in LBP or USD.

4. BDL Governor has agreed with the
Minister of Finance to increase the interest on
LBP T-bills to 10.5% to motivate banks to
subscribe for the LBP T-hills and to issue LBP
2,000bn with a maturity of 10 years. Also, it
was supgested that Social Security fund place
its liquidity at BdL rather than commercial
banks and BdL will be paying the same interest
to which the Minister of Finance agreed.

5. With regards to the Eurohonds, thereis a
need for a new issuance to fund the country’s
needs as there is a settlement of USD 580m
due in April 20189,

Date Central Council Meeting Discussions Challenge™ by CC | Extract of decisions
members

5™ Dec - The Governor discussed at the beginning of None - Central Council approved

2018 the meeting the following: 11 requests from various

banks in Lebanan to utilise
the facilities provided by
BdL under Basic Circular
6116 dated 07 March
1996,

- Central Council approved
12 other requests from
varicus Lebanese
banks/financial
institutions to approve
certain banking/admin
operations.

- Central Council approved
5 employee requests for
early retirement.

- Central Councit approved
Tangible Fixed Asset
budget for 2019 at LBP
27,374,530,000 and a
burden reserve at 2%
which is LBP 547,490,600.
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1. Possibility to consider real estate
revaluatian, following article 154 of monetary

a temporary
solution that could

Date Central Council Meeting Discussions Challenge® by CC | Extract of decisions
members
6% Jul CC members had an extraordinary meeting Dr Shaheen None taken
2020 following the request from the Government to | repeated that Bdl
subsidise the basket of needs of around USD strategy is to
3200: praotect central
reserves and
- Governor described the Lebanese econamy as | monetary policy.
shifting towards monetary one {while looking BdL described the
at the monetary supply numbers}. Central government
Council advised to request detailed financial monetary strategy
infarmation from the Ministry of Econamy to as wrong, as the
have a full monetary picture of the country -as | council is
Bdl is always being pointed out. questioning
- Central Council detailed the pricing for each whether Bdl can
of the necessary goods in the market. subsidise al! the
necessary goods,
There should be
an equilibrium
between prices of
goads in Lebanon,
and the countries
they are smuggled
to.
- Central Council
concluded that
Ministry of
Economy should
be held
accountable and
should provide
additional data.
6" Aug - CC members had an extraardinary meeting - Dr Mansoury and | - Agreed to law project of
2020 following the explosion investigation: Pr Yakdan helping people who are
disagree with the | victims of the explasion.
- Governor described the situation of the Governor where
country, starting from the decision of the loans following
Government not to pay interests on the Covid-19 crisis
Eurobonds, the revolution, Covid-19 and now should he
the explosion. considered as any
- Despite international help to the Lebanese other loan.
neople, Governor said that following the Governor replied
explosion, Lebanan will pay the price. that the measure
- No country wants to help Lebanon with was oriented tao
maoney, because press depicted a wrong image | encourage banks
of Lebanon. All the reports and articles point at | to give loans
corruption of the government. Governor, trelieving them
following their respansibilities, asked all the from interests).
banks to keep their doors open to serve
citizens.
28" Oct - Governor reminds CC members of the Dr Bachir - CC delayed all money
2020 country’s situation. commented policy decisions to next
saying that thisis | meetings; except for one:

Banks can buy USD from

BdlL at LBP 1,514 in

M




Date

Central Council Meeting Discussions

Challenge®® by CC
members

Extract of decisions

code, presented ta banks (that could trigger an
increase in the own funds). Dr Bachir detailed
that exceptionally, a meeting was held with the
department of legal affairs, where the
members agreed to integrate 1/3 of the gains
due to the revaluation of the fixed assets into
the own funds. Dr Bachir stressed that this
autherization for revaluation could send a had
signal to the press.

2. Governor described in details a financial
engineering operation {note that this
operations differ from FE*** flow described in
the mechanism papers; as it does not involve
the Eurobond component because it
defaulted):

i - 26/09/2020 - total FX position in banks
amounted to USD 3.119bn. Banks will buy from
BdL at LBP 1,514 USD equivalent, and deposit
100% of this amount at their current account
feither T-bills, Term deposits, Repo) with BdL.

ii - Also, banks wili have to guarantee Bdl it
¢an be sold {by a simple request made by Bdl)
at the minimum rate,

iii - With this mechanism, BdL will have made
a saving on its costs of 18% per year, for the
whole duration of the forfeited papers; and it
will not overload its foreign currency reserves
as it will keep the right of buy-hack of the
amounts sold to the banks.

The Gavernar concluded the challenge and
debate initiated by Dr Bachir hy insisting on the
fact that ncne of the banks will be obliged to
do the above-mentioned operations. Banks wiill
be presented with both solutions, will have
time to assess all the risks of these operations
and can either agree or disagree.

3, Other subject: Social Insurance. Dr Chahine,
based on a study he conducted, wants to avoid
putting pressure an the money supply - he
advises to introduce inflation indexed long-
term deposit cancept, where amounts cannot
be withdrawn in one go but 2.5% to 3% each
month.

The Governor stressed a key point where he is
wondering whao is going to pay, as the new
government will not take any respansihility on
this at the moment.

Dr Bachir insisted on the fact that the

expose Bdl to bad
consequences if
the LBP rate
decreases to its
minimum value of
LBP 3,900. Dr
Bachir said that if
Bdl reserves the
right to buy back
the amounts, it
would not anty
expose/harm the
“said” bank
to/with dangerous
consequences, but
it would expose
the whole banking
systemto a
financial turmail.
Also he added,
that it would be
quite difficult to
show their open
exposure in their
financial
statements/books;
detailing that the
amounts are over
USD 3bn in the
market including
their current and
forward losses on
their foreign
currency
XPOsSUres.

- Dr Bachir
presented another
choice, that
instead of selling
the foreign
currencies to Bdl,
banks should buy
the USD directly
from their
customers and do
the mechanism
themselves. That
way they waould
manage their
expasures and not
influence Bdl's

exchange for either Term
deposits, T-hills, Repos in
LBP with the right for BdL
to buy back these
amounts with the
indicated rate in the
electronic platform
SEYRAFA.

- CC approved decisian on
funding projects related to
the explosion,

- CCapproved 4
operational/administrative
requests and
acknowledged one.

- CC delayed 2 decisions to
the next meeting and did
not approve 2.

Other:

- Central Council approved
19 requests of early
settlement of credits of
individual/institutions
initiated by other
institutions, 1 request of
debt settlement.

- CC approved write-offs
and requests of early
settlement of credits of
individuat/institutions
initiated by several banks.

- CC approved changes in
interest rates on current
accounts and mortgages.

204 £¢ refers ta Financial Engineering mechanism




Date Central Council Meeting Discussions Challengezm bv cc l Extract of decisions
members

responsibility of exchange currency differences | money exchange
costs should remain with Ministry of Finance centre exposures,
and not BdL. which insures
financial
prosperity in the
long run.

=> Dr Chahine
didn't agree with
Dr Bachir, saying
that the
Governor's
solution is more
plausible. He
detailed that BDL
cannot give USD it
doesn't possess
via an accounting
operation in its
books. Dr Chahine
doesn't want to
have any
additional losses
on BDL's accounts
via the

_ | Dollarization.

vi)  Exercise of decision making-responsibilities

12.2.23 Centra! bank laws need to allocate three distinet decision-making responsikilities
to one or more bodies of the central bank®®, Based on the information we have
been provided with, pursuant to CC and its sub-committees terms of references,

we have conciuded the following:

i} Public policy formulation responsibility falls under the Central Council
and ultimately the Governor. In addition to monetary policy, this
responsibility pertains to exchange rates, financial stability, payment
systems soundness, and the callection, production and distribution of

statistics2%.

205 Exhibit 22: IMF “The role of beard aversight in Central Bank Gavernanga”; 2019;
https://www.imf.org/en/Publications/WP/Issues/2019/12/27/The-Role-of-Board-Oversight-in-Central-Bank-Governance-Key-
Legal-Design-lssues-48906
A|I :
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i) Regulatory decision-making responsibility falls under the Central
Council and ultimately the Governor. This responsibility entails the
adoption of normative decisions vis-a-vis third parties to implement

monetary, exchange rate, statistical and supervisory policies?’.

i)  Executive management falls under the Central Council and ultimately
the Governor. This respensibility includes the power to appaint,
promote and dismiss staff, to implement monetary and other public
policies entrusted to the Central Bank, to enter into financial and non-

financial contracts, and to legally represent the Central Bank?®,

12.2.24

In allocating decision-making responsibilities to decision-making bodies, central

bank laws should comply with the following three general legal principles. Based

on the information and information we have been provided with, the decision-

making responsibilities are concentrated around the Central Council and ultimately

the Governor. We have not been provided with sufficient information to conclude

that BdL has robust laws that allow a sound exercise of decision-making

responsihilities:

Table 12.8 Decision-making responsibilities compliance?® assessment

Legal principle

Definition

Findings

No Gaps, No Overlaps

To allow the central bank to function
effectively, laws should allocate
camprehensively and with precision all
decision-making responsihilities to and
between the central hank’s decision-
making badies.

Based on the CMC and the information '
we have been provided with, we
understand that laws allocate
comprehensively all the powers to the
Central Council.

Gaps can be avoided by specific legal
techniques by allocating the so-called
“residual powers” — the powers that
are not explicitly allocated in the
central bank law to any decision-
making body- to one specific decision-
making body of the central bank.

Based an the information and
information we have heen provided
with, CMC laws were not clearly
allocated among all BdL decision-

making bodies®",

Checks and Balances

Central bank laws need to provide for
robust “checks and balances” with a
view to avoid excessive concentration
of power, which may hinder sound
decision-making.

We have not been provided with
sufficient information to conclude that
Bdl has robust frameworks in place
that counterbalance the concentration
of power of the Governar. The

07 Summary of the vsual structure of CC minutes [lanuary 2015 to Oecember 2020)

298 symmary of the usual structure of €C minates {anuary 2015 to Decernber 2020)
209 Exhibit 22: IMF “The role of board oversight in Central Bank Governance”; 2019

119
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information we have been given {eg
the CC minutes) suggests it did nat.
Unicity As a legal entity, the central bank Based on the CMC, the information we
should be one and indivisible. Care have been provided with, we can
must be taken to avoid that the conclude that Bdl is one and
decision-making of the central bank indivisible. BdL’s decisions are not
does not become fractured. contradictory as they all fall under the
Governar.
123 Lack of challenge by the Vice-Governors, independent nominated members of

the Central Council

i} Division of responsibility between the Vice-Governors and the

Governor Vice-Governors

12.3.1  In fulfilling his role, the Governor is assisted hy four Vice-Gavernors. The Vice-
Governars are appeinted by decree sanctioned by the Council of Ministers for a
renewable five-year term, on the proposal of the Minister of Finance after

consultation with the Governorit,

12.3.2  They are engaged under the regulations of private law; however, they must not be
affiliated to any political party, discharge any public duties nor he members of any

private Board of Directors***.

12.3.3  The four Vice-Governors cannot be relieved of their functions except for the
motives designated for the Governor®s, We have identified that the continuity of
the activity of the Central Council might be jeopardized if Vice-Governors, who may
have key areas of expertise, were to depart. Usually, any systemic institutian, such

as Bdl, should have a succession planning.

12.3.4  As good practice, in most institutions, the profile of possible future candidates is
identified in advance. In a few cases, a list of potentia! candidates is drawn up as a
precautionary measure intended to address situations in which it might be difficult

for the institution to find potential successors.

2 Article 18 CMC
212 artiele 33 CMC
13 prticle 19 CMC, infringemant autline in Chapter | of Title Il of the Penal Code, and violations of the provisions of Article 20

of CMC
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12.3.5 We have not been provided with any documents regarding any consideration of
succession planning of Central Council members, as this might be the Council of

Ministers power.

12.3.6  The four Vice-Governors execute functions assigned ta them by the Gavernor.
They assist the Governor in managing BdL, carrying out functions specified by him.

In addition, they assume their duties as members of the Central Council.

12.3.7  We have not been provided with any information regarding the detailed roles of
the four Vice-Governors, nor any related documentation that supports the
responsibilities assigned. Depending on new nominations, their roles and
responsibilities have bheen shifting {detailed in organisation charts section),
Therefore, we have deduced their responsibilities from the organisation charts we
have been provided with and which we also found in the archive’s versions of Bdl

website (unavailable to the general public).

12.3.8  The Governor and the Vice-Governors have been assigned the oversight and chair
of executive committees. The figure below maps all BdL committees chaired or not

by the Governor and the Vice-Governors.

12.3.9  We were provided with responses from the Governor of BdL to our question
regarding the powers of the committees other thanthe CC, to which he stated “The
Central Council takes decisions; the Governor executes them. The various
committees aren’t decision-making ones, hut technical committees to help the
Central Council in its decisions. Committees have no oversight power vis-g-vis the

Governor, whose rofe is clearly stated in the Code of Money and Credit Art.26".

12.3.10 We have mapped BdL committees as following:




Figure 12.2 BdL non-executive committees’ map

{ Governor {

- Central Council
First Vice Governar I Secand Vice Governor Third Vice Governor

Infermation securty P . . i
management commitiee Banks restructuring commiltes Inveatment commiltes Financial stability committee

[
Isiarmic banking comimites Open market commiltes

|
Professional qualification

Finangial inetusion commiittes committea
: Carporate govemance
Committee far the setifemani of m:umr?‘l?l&ae
Inans and payments of banks

National coardination semmttee
on fighting maney laundering

12.3.11 We have heen provided with the following committees terms of reference. Some

of which were either incomplete or not up to date.

Table 12.9 Terms of reference of BdL non-executive committees {excluding CC)

Central Council related committees

Investment Committee?!

Composition - The Governor, as chairman

- 1stvice-governor

- Athvice-governor

- Director of organization and development
- Director of real estate and financial assets
- Director of external operations

- Director of financial operations

Non-permanent members:
- Head of the executive office

(Frequency None provided
Quorum None provided
Decision making None provided
Responsibilities None provided
and Powers

- Open market committee

This committee should supervise and discuss Bdl's open market operations, such as purchase or sale of
securities??®,

No terms of reference were provided.

Professional qualification committee'®

' Composition - Any vice-governar designated by the Governor {chairman)
- Member designated by the Banking Control Commission

14 Fallowing administrative note 1940 replacing text 1927 dated 28/01/2009
13 1n canformity with articles 106 to 108 of CMC
218 Article 5§ from basic decision 9286 dated 09/03/2006, fallowing basic circular 103. This exhibit was provided as part of

information reviewed.
AI' g
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F - legal counsel '
- Representative of the banking association {3 members)

Frequency Anytime at the request of its chairman
| Quorum None provided
Decision making Reports and canclusions are sent to the designated vice-governor
Responsibilities - Responsible for deciding whether specific banking industry employees, falling
and Powers under the categories specified in basic circular 9286 dated 08/03/2006, are exempt

for the certification process
- Responsible for formulating an opinion on the equivalence of certain diplomas of
the aforementioned employees

Corporate governance committee

We have assumed that this committee is a derivative of the Corporate Governance department, that
supervises and infuses the standard global practices of Corporate Governance in the banking sector,
Na terms of reference were provided.

National coordination committee on fighting money laundering?!’

Camposition - Any vice-governor designated by the Governor (chairman)

- Secretary of the Investigation commission

- One of the members of the Banking Control Commission

- One designated member from the deputy public prosecuter

- One designated member fram the customs director

- One designated member from the general director of the police

Adding to the above, the Governor suggests by this circular to add the invited
members below, This request was approved by the ministries’ cauncil {1024/1 dated
31/8/2007).

Invited members {depending on the request / subject) from:

- Ministry of justice

- Ministry of finance

- Home office and ministry of municipalities

- Ministry of foreign affairs

- Ministry of econamy and trade

- Beirut Exchange

_Frequency None provided
Quaorum None provided
Daciston making Nane provided
Responsihilities None provided
and Powers

First Vlice-Governor chaired committees

Information security management committee

No terms of reference were provided.

Islamic banking committee

No terms of reference were provided.,

Financial inclusion committee

No terms of reference were provided.

Committee for the settlement of loans and payments of banks*®

Composition - First Vice-Governor {chairman)
- Banking Cantrol Commission (2 members)

27 committee launched follawing a Ministers Council request {dated 12/09/2007}, effective on 10/07/2020. This exhibit was

provided as part of information reviewed.
/IIIA
A
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' - Representative of the banking association {2 members)

L Frequency Anytime at the request of its ¢chairman
Quorum None provided
Decision making Reports and conclusions are sent to the designated vice-governor
Responsihilities - Analyse the settlements technigues and the accounts of the banks in the local
and Powers currency

- Unify the palicies, legal procedures and accounting related to the settlement of
foans

- Establishing controls for calculating the foreign currencies that banks receive
without their actual value

Second Vice-Governor chaired committees

Bank restructuring committee

Composition - Second Vice-Governor {chairman)
Legal counse!
- Head of compliance Director of the stability of the financial sector division
- Banking Control Commission {2 members)
- Representative of the banking association

Frequency - Anytime at the request of its chairman

Quorum None provided

Decision making | None provided

Responsihilities - Study the amendments of basic circulars 12713 dated on 7/11/2017, and 6939
and Powers dated 25/3/1998

- Analyse the structure of the banks in Lehanon

- Suggest the necessary amendments on prudential regulations

- Understand the financial sector functioning and propose the necessary framework
in order to preserve its safety

Third Vice-Governor chaired committees

Financial stability committee®?

Compasition - Third Vice-Governor {chairman)

- President of the supervisory commission, or any of his representatives
- Legal counsel

- Directar of the stability of the financial sector division

- Director of banks

- Director of the statistics and economic research division

- Head of compliance

Frequency - Anytime at the request of its chairman, at least ence a month

Quorum None provided

Decision making The committee has the responsibility for the secrecy of the banking issue discussed,
and the minutes shall be taken, and original copies kept with the Governor,

Responsibilities - Activate the relations between all the supervisory bodies in order to ensure the

and Powers financial stability

- Define the risks that the financial sector could face
- Issue recommendations to avoid the above risks from any systemic risk to incur,
with the sole abjective of protection of the financial sector

13 pacision 12524, pursuant to Article 70 of CMC, published on April 21%, 2017

/T



Fourth Vice-Governor chaired committees
None

12.3.12 We have not been provided with sufficient information relating to the minutes of
BdL's key committees. However, based on the minutes of both the Investment and
the Open Market Committees that we have been provided with, we have observed

a lack of challenge from the Vice-Governors as permanent members.

Table 12.10 Summary of BdL's non-executive committees’ minutes [excluding
Cc)

| Central Council related committees
Investment Committee???

Minutes Partially provided.
We have been provided with 10 meeting minutes.
Decisions Discussions usually start with the Governor’'s menologue.
Money instruments decisions.

Open market committee
Minutes | Partially provided.
We have been provided with 7 meeting minutes®?* - one of which undated, and 1
| meeting agenda {September 2279, 2015),
Decisions | Discussions around the financial and economic situation of the country. =
From our reading and understanding of the minutes provided, this is not a decision-
| making committee but rather a consultative one,
Professional qualification committee???

Minutes Provided

Decisions Exceptions to individuals’ certifications in the banking sector to practice regulated
functions.

Corpoarate governance committee

Minutes { None provided

National coordination committee on fighting money laundering?®

Minutes [ None provided

First Vice-Governor chaired committees
information security management committee

Minutes | None provided

Islamic banking committee

Minutes I None provided

Financial inclusien committee

Minutes —[ None provided

Committee for the settlement of loans and payments of banks??*

Minutes None provided
We have been provided with 3 meeting agendas dated July 13, 2020, July 23%, 2020,
and July 26t 2020.

Second Vice-Governor chaired committees
Bank restructuring committee

220 Following administrative note 1340 replacing text 1927 dated 28/01/2009

221 This exhibit was provided as part of information reviewed.

222 article 5 from basic decision 9286 dated 09/03/2006, following hasic circular 103, This exhibit was provided as part of
information reviewed.

2 committee launched fallowing a Ministers Council request (dated 12/09/2007), effective on 10/07/2020

224 p drinistrative note 2271 dated July 10%, 2020, This exhibit was provided as part of information reviewed.
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Minutes —LNone provided

Third Vice-Governor chaired committees

fFinancial stability committee?®

Minutes Partially provided — 19 meeting minutes from 2017 to 2018

Wecisions None taken.
Meeting usually discusses the financial situations of the banking sector including but
not limited to the financial sector aggregates, NPLs, capital buffers.

Fourth Vice-Governor chaired committees

None

12.3.13  We have compiled the meeting minutes we have been provided with, and we have

not been alile to see sufficient challenge or analysis of the situation from the Vice-

Governars.

Table 12.11 Extracts of the Financial Stability meeting minutes

Date | Members present | committee | Discussions [ Facts Response /[ tack |
| of challenge
igh - 3rd Vice-Governor Financial Discussians were around the renewal | The canclusions
May | - Legal affairs Stability of the mandate of the Governor and of the topics
2017 | - Banking department the American imposed sanctions discussed are
- Statistics (discussions not disclosed in the capital flight,
- Compliance document]. dallarization of
- Financial Stability Then discussion araund specific topics | the economy {no
department of the banking sector: Comman further analysis
Reparting Standard. was provided).
4t - 3rd Vice-Gavernor Financial Discussions were around the financial | Vice-Governor
Cct - Legal affairs Stability situation of SME’s and advises that
2017 | - Banking department implementation of IFRS9 in the hanks shall
- Statistics banking sector, constitute
- Campliance A member of the commitiee additional buffers
- Financial Stability questions the financial turmoil thatis | and increase their
department ahead of Lebanon, where assets and reserves.
liabilities are not balanced in the
hanking sector (as the Banks’
liabilities are way higher than their
~ assets). .
igth - 3rd Vice-Governor Financial Topics of discussions were araund: 3rd Vice-
Jan - Legal affairs Stability SWAP mechanisms with Bdl, [FRS9 Governor made
2018 | - Banking department deployment in the banking sector, the conclusion
- Statistics liquidity, and foreign capital, that Lebanon has
- Compliance Meeting started by discussing the seen an outflow
- Financial Stability decrease in the Interbank rate to 4%. of around USD
department Then, the members discussed the ibn from the
proposal to impose a tax on the banking system,
interests at 7%, and how this would and that the
impact the profitability of hanks. demand for LBP
improved {no
further details
I were provided).

25 pecision 13524, pursuant ta Article 70 of CME, published on Aprik 21%, 2017, This exhibit was provided as part of
information reviewed.
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12.3.14

Regarding the Investment Committee meeting minutes?® we have been provided

with, and despite aur requests for further management information presentations,

we have not been able 1o see strong challenge from the members of the

committee on engaging in financial operations conducted by BdL.

Table 12.12 Extracts of the Investment Committee Minutes

Date | Members present Committee | Discussion / Facts Decisions [ Lack of
R | Challenge

39 | . The Governar, as Investment | Governor’'s monolague stating 1. To introduce to the

Mar chairman Committee | the following: Lebanese yield curve

2015 | . 1stvice-governor -1C* policies considered as long term CDs of 20 and

- 4th vice-governor conservative were correct based | 30 years.

_ Director of on last year's results 2. To see with Optimum
organization and -The p!étform the govemment !nvest how it can move
development has designed has given BdL USD | in the market. Based on

, 46m in less than a year that, rates given on LBP

- Director of real . . . . .

- All financial engineering in the new platform
Ejstate'and approved by CCwas dedicated would be reconsidered,
financial assets to cover the Financial Reform 3. Ta refill CLNs®® upon

- Director of Plan {USD 300m) and the every maturity until a
external seigniorage out of the TBs228{LBP | total of USD 180m is
operations 500bn). reached.

- Director of - 60% of Financial Refarm Plan is | 4. Since new platform
financial already covered and 100% will took off in March 4,
operations be covered in the coming 2 years | 2014, it has generated

- Eurchonds issue has USD 48.9m for the
introduced USD 1bn by BdL that | Central Bank. Turnover
were held in its accounts as on the portfolioin
CDs?%, USD 1bn is now outside | dollars and L BP was
the records and it has the presented. Total of USD
possibility to issue USD 2bn. 183mCLN will mature
- Gavernar intends to issue this year, the Governor
longer term CDs i.e. to introduce | decided to refill CLNs
to the Lebanese yield curve 20- upon every maturity
and 30-year CDs. Scheme being | until a total of USD
prepared and will be launched 180rm is reached.
soon.

2nd - The Governar, as nvestment | Based on a presentation, the 1. Ta take 1-year CLNs

Jun chairman Committee | Governar took decision to take with Barclays.

2015 | - 1stvice-governor 1-year CLNs from a foreign bank. | 2. To sell Bdl's CDs since

- 4th vice-governar Further, he stated that BdL had | it generates revenues to

. Director of an interest in selling CDs the Central Bank.
organization and because it generates profit to 3. To’kegp.thg Central

the Central Bank. Bank’s [imit with
develepment
|

226 ppeetings minutes of Investment Cammittee dated 03/03/2015, 02/06/2015, 14/08/2015, 01/01/2016, 22/03/2016,
06/06/2016, 09/12/2016, (3/10/2017, 21/06/2022. This exhibit was provided as part of information reviewad.

227 | refers to the Investment Committee

s Treasury Bills or T-Bills
2 cantificate of Deposit
230 ¢redit Linked Note
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- 1stvice-governor

- 4th vice-governar

- Director of
organization and
development

- Director of real
estate and
financial assets

- Director of
external
operations

- Director of
financial
operations

conservative. BdL is making
enough revenue from its local
market without forgetting other
market operations that also
ensure profit.

- Last year’s revenue record LBP
900bn and this year BdL have
already reached LBP 300bn of
revenue,

Then discussions mentioned:

- Eurahonds are at USD 760m,
USD 200m of which will mature
in April, May and November.
Remaining is USD 560m.

The Governor stated that the
figure of USD 560m could rise
due to an exchange of TBs in LBP
with TBs in USD. This exchange
will ensure arevenue in dollars.
- CLN maturity

- Platform has generated since
inception i.e. 1.5 years ago a
capital gain of USD 122m.

- Revenue from financial sector

investments,

2. To place USD 250m
with Credit Suisse. The
limit with Credit Suisse
should always remain at
UsD 650m.

3. To place USD 250m
with CitiBank.

4. To complete the
necessary subscription
by paying TBs in LBP in
case there were not
enough subscriptions in
the Ministry of Finance
issue.

Date | Members present Committee | Discussion f Facts | Decisions [ Lack of '
Challenge
- Director of real Director of financial operations Commerzbank at USD
estate and stated he waould contact Antoine | 650m
financial assets Salame (Optimum invest] and 4. Governor stated
- Director of get back to H.E. Central Bank’s deposits
external should be divided taking
operations - Governor asked about circular | into consideration
_ Director of according to which the Central Director of real estate
. . Bank would get revenues from and financial assets’
finandial - . .
) fees an the financial sector and canstraints. Revenues
operations seigniorage. Director of financial | from foreign currencies
operations replied that it was are to be fargotten now.
running, and revenues were Focus should be mainly
being generated. Revenues from | on revenues from TBs,
the platform were estimated to | the platform and
reach a net of USD 70m. revenues from the
financial sector.
- Director of International
Operations degartment
provided an update on foreign
currencies portfolio. Records
show large availability of funds
and reserves, Contrarily,
Director of real estate and
financial assets’ list shows a
drop of BdL's deposits in banks.
22 - The Governor, as Investment | Governor started the meeting by | 1. To remain
Mar chairman Committee | stating the following: conservative in the
2016 - Bdl's policy to remain Central Bank’s foreign
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| Date | Members present

Committee

Discussion [ Facts

Decisions / Lack of
Challenge

amounts to LBP 1,000bn.
Governor commented that the
Central Bank had paid
commissions and fees during a
long period in the past,

- Average rate of return 82hps
with average cost 4.3%.
Governor stated that whatever
BdL lose in dollar we are
recuperating in LBP,

- Volatility has slightly dropped.
Governor mentioned thatin
case of insufficient subscriptions
in the Ministry of Finance issue,
the Central Bank will fill the gap
and pay the TBs in LBP,

6(h
lun
2016

The Governar, as
chairman

1st vice-governor
4th vice-governor
Director of
organization and
development
Director of real
estate and
financial assets
Director of
axternal
operatians
Director of
financial
operations

Investment
Committee

Governar stated:

- “No investment opportunities
far now. The market is giving us
enough revenues especially with
the latest operation BdL has
done.”

Director of Financial operations
department commented the
following:

- Operation which Bdl has lately
executed is done by discounting
TBs at 0% and the proceeds go
to BdL where the profits were
USD 1bn. The estimate of profit
in 2016 is USD 700m and USD
1.2bn of gross revenue. We are
also selling CDs and BdL has a
new ceiling.

Governor explained the
engineering dane as follows:

1. BdL has given TBs in its
portfolio into the Government’s
account equivalent to USD 2bn.
2. Government issued
Eurobonds of USD 2bn as a
counter value of TBs in LBP.

3. Banks were told that they
have TBs in LBP. If they decide to
give these TBs ta the Central
Bank, the Central Bank will pay
them interest rates in advance
on the life of the TB, on
condition that the bank brings in
as many dollars. Banks will also

1. To prepare a detailed
summary reflecting the
Central Bank's position

after the Financial
Engineering done.
2.70 check why the

numbers of the financial

operation are not

reflected in the figures

presented.

L.

A
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Date | Members present

Committee

Discussion / Facts

Decisions / Lack of
Challenge

o

have to buy USD 2bn of
Eurobonds for the Central Bank.
The gain that any bank has shall
be split 50/50 with the Central
Bank. And since there was very
high demand, the Central Bank
issues CDs of USD 1bn. The total
being then USD 3bnB.

- Both CDs of Lebanon and banks
have risen, The Gavernar
referred this to the attack on
Bdl.

3 -

Oct

2017 | . 1stvice-governor

- dthvice-governor

- Director of
organization and
devalopment

- Director of real
estate and
financial assets

- Director of
external
operations

- Director of
financiai
operations

The Governor, as
chairman

L

Investment
Committee

Governor introduced the
meeting by stating the following:
- Saudi Arabia has issued USD
12.5hn Eurobonds at difference
of 2.5% rate with the Lebanese
Gavernment. Being rated A, the
issue could have been
performed at lower rates, Whole
region is in difficulty. 8dL need
to manage its portfalio in the
least risky way and minimum
loss possible to remain liguid.

- Gavernor emphasized starting
point would be through the
Central Bank's aperation with
the Government, although the
aperations will not be enough to
cover the Government's
expenses. Bdl was ahle to maop
up USD 9bin of long-term
deposits. Bank ta collect as
many dollars as possible and
reduce the cost.

Then discussions diverted an
how the cammunication with
the Ministry of Finance
regarding the exchange was
ambiguous. Governor clarified
that the main idea hehind this
exchange was to pay the price of
Government EBs** and to make
an issue of 1%. If BdL takes USD
2bn from the Government, it will
make an exchange in TBs
amounting to LBP 3,000bn.
Noting that in 2017, BdL still

1. Strategy is to collect
as many dollars as
possible and to reduce
the costs.

2. To raise the limits
with BNY and HSBC as
well as any other
potential nan-US Bank,
3. To increase the limit
with DBS Singapore
from USD 200m to
USD300m.

4, To focus anly on
floating or variahle
rates.

5. To cooperate with
Mr. Skaff an increasing
the hank limits,

needed from the Government L

131 ERg refer to government Eurobonds.
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Preliminary Forensic Audit Report

Discussion / Facts

Members present 7 Committee

Decisions / Lack of
Challenge

—

UsSD 3bn.

rate.

Directar of Internationat
Operations commented that:

- Bdl is forced to have an
overnight deposit with the
FED* fram end of June till now
hetween USD 1.5bn and USD
4.5bn at a rate of 1% which is
considered as a loss to the
Central Bank, Increasing Bdl’s
reserves by 19% to reach USD
43bn of total reserves. Gaps still
remaining in Bdl's investments.

Governor underlined he is apen
to any suggestion as long as it is
either a variable or a floating

i)

Organisation structure

12.3.15 We have been provided with the current operating organisational structure, that

is also made public on BdL’s website®.

Figure 12.3 BdL current organisation chart

e arnan l Governor = |
51 First ¥ice Governor i Second Vice Governor | ;[ Third Vice Governor l | _t
ELCT N Financiaioperations [ | Siatiatics & scanomic research (1T
Fureign currency unit - L Forex & intl operations ( Monetary & financial statistics section Core Azcounting section

Engineering seclion

Issuance section

nternational relalions section
o i i Intemationst aperatichs seclion
5 Inspection & Audit

Shredding section ’
Mad secion )

Cashiers’ section
Gomphences & conbiol secton
Banking

Cash counfing and soring saction

i | {T sudil section

Banking shudies sechion

Accounting & cash analyss saction Financial audil sechon

Central olfice tor retumas checks Org ion & De p
Ciganzation section

Development apetations seclion

Mongy museun Sechon

Ank-freud & counterfeiling section | Cential affies for credil sk

Treasury bills sates sechon Creail intoligance

b Coporss govermance un |

Human resources

( Techmical troublesnooling section
Planmng seclicn
Legal Resrutment sechion
Employee section

Sglanes section
Madical services sechon

Shudes & iegal cansultation section
} Legsl proceedings section
Archivnng seChcn
i Real-pstate & Financial assets

Expcutive affica unit

- Sacutlty & cantral contrel nnil
Finantial asssls managemsril

I Hranghes 2
F Lompliagncs unit

Media & public ralations unit

32 EED refers to Federal Reserve, the U.S Central Bank,
23

https://www.bdl.gov.lb/tabs/index/1/285/BDL-Organization-Chart.htm{

External sector & balance of
payments stalistics section

Esonomic resedrch section
Training & Development
Financing unit
Purcfiasing unit

Exhibit 23: Organisation Charts throughout the years. Current arganisation chart is available publicly on BDL's wehsite:

Budget preparation & monitaring
S

Atiglysis & development section
Systemy sdrvinistration section
Gperations seclion
Operations sechon
Quersight sectien

Ressaich & studies secton
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12.3.16 The ahove organisationai chart is consistent with hoth {i} the 2021 employees list

we have been provided with as it reflects a consistent picture with the staffing data
we have been provided with; and (ii} the departments’ charter®* that we have also

been provided with.

ili}  Changes in reporting lines over the years

12.3.17  As part of our assessment, we have requested historical organisational charts,

however we have not been provided with the any related documentation.

12.3.18 As part of our analysis, Bdl’s archives website shows mulfiple versions®® that
indicate a change in the reporting line of some of the key departments at BdL. The

main changes in the organisational structure happened around Octoher 2020,

12.3.19 As per the archive’s versicns, the following highlighted key departments were

directly reporting ta the Governar:

a) Real Estate & Financial Assets;

b) Financial operations;

c) Foreign exchange & international operations.

12.3.20 The banking department was directly linked to the first Vice-Governor.

*# pocument provided: General arganization of the departments of BDL - Amendrment o the decision 1222 published on 7
February 1978, document published in Microsoft Word version. Note: the charter is not signed, ner there is any mention of its
circulation within Bdl. This exhibit was provided as part of informatian reviewed.

25 Eyninit 23: Bdl Organisation Charts throughout the years. Archive PDF versions of 10/10/2017, 13/10/2017, 22{12/2018,

12/10/2019, 25/09/2020, 19/10/2020.
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Figure 12.4 Organisation structure of BdL before October 2020

12.3.21 As per the current versions™, we have been provided with, the same

aforementioned departments were moved as follows:

a) Real Estate & Financial Assets department was moved to report

to the first Vice-Governor.

b}  Financia! operations and banking departments were moved to

report to the second Vice-Governor.

c) Foreign exchange & international operations department

remained reporting to the Governor.

— — —— o — L Gayernor "— ————— — —
{ T
L Firsl Vice Governor I Second Vice Gavernor

GCash operations Stanistics & econemic research Genera} secretarial

tntormation technology Foraign affairs Inspection & Audit

I Banking | Training & development Forex & lmernational Ops

{Real Estate & Financinl Assets |~ Real Estate management

[— Financiaioperativns _] Translation

Human resources
Rataii Banking Unit
Compliance unil
Media & public relations unit

Purchasing Unll

235 Exhibit 23: BdL Crganisation Charts throughout the years. Version published on 80L website

https://www.bdl.gov.lb/tabs/index/1/285 /BDL-Organization-Chart.ntml , 2021 emplayees list [not exhibited], departments

charter document. This exhibit was Erovided as Rarl of information reviewed.
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Table 12.13 Length of term and reappointment of central bank governors®*®

3-4 years 5-6 years ]?-8 years Not specified |Life tenure
Length of term 6 64 17 13 0_
[Reappointment not limited 0 45 111 0 0

1243  The table above provides a frequency distribution of the statutory length of term
in office for the governor. In about two thirds of the central banks, the governor's
term lasts five or six years. While a few central banks have somewhat shorter or
longer terms, only six do not have any term length specified in the law. Most
countries’ central bank statutes place no limit on the number of times the
president/governor can be reappointed.
Table 12.14 Comparative overview of provisions on Governor's mandate*®
Provisions for I ppointed solely
dismissal of |Governor’s ¥ executive Dismissed salely by
Country gavernor tenure Accountable to ranch executive branch
= o SN o e A : di]
Lebanon Yes 6 years Described below  [Yes (decree from [Yes {not that he can be
the Councif of dismissed in all
inisters) circumstances}
mstralia Yes 7 years Gavernment Yes 'Yes
Brazil Mo Not specified National Monetary [No (Senate’s Yes
Council and approval is
Congress necessary)
Costa Rica Yes 4 years Legislative No (Legislative No
Assembly Assembly’s
approval is
necessary)
— -
Euro area Yes 8 years ,EU Parliament and No No j
EU Council
India Yes Evears Government es Yes
— — ]
Mexico Yes 6 years Congress No [Senate’s No (Senate’s apnroval
Japproval is is necessary)
ecessa
;_— n ry) ]
New Zealand |Yes 5 years Government Yes No (Council’s Order is
L necessary)
Poland Yes 6 years Parliament Mo Na
Swaden Yes 6 years Prarliament No No

15 Eyhibit 24: BIS - 1ssues in the Governance of Central Banks, a report from the Central Bank Governance Group -
https://www.bis.org/publ/athp04.pdf

20 £yhibit 18: OECD Central Banks' Governance and Operations, Constitutions, Central banks laws and websites of the
benchmark countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-

enfindex.htmt?itemld=i’c:ontentimmﬁonent‘g?bhﬂaad—en
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Country

Provisions for
dismissal of
governor

Governot’'s
tenure

|

Accountable to

Appointed solely
by executive
branch

Dismissed solely by
lexecutive branch

Switzerland

Yes

& years

Confederation

KYES

Yes

Turkey

Yes

5 years

Government

[

Yes

United States

Partial

4 years

jCongress

Na {Senate’s

Unclear

approval is
necessary)

12.44  We did not have access nor information on the nomination nor reappointments of
the Governor e.g., the basis aof the nominations, such as skillset assessment,

interviews or vision.

125 Absence of risk management arrangements

12.5.1  The capital position of a central bank?*!, entrusted with the management of public
funds, its profitability and the degree of financial risk protection provided by its
risk control framework are crucial elements that contribute to its credibility, hence

facilitating monetary policy.

12.5.2  Risks taken in central banking activities need ta be analysed in a holistic manner,
considering the interaction of different portfolios and operations. For that
purpose, a comprehensive risk monitoring and reporting framewark is required,
capable of providing decision-making bodies with appropriate risk management
input. As a key element of the risk management function at a central bank, the

highest governance standards need to be observed, both in terms of the reporting

lines and organisation of the risk management function.

12.53  Inorder to evaluate the risk management and reporting at BdL, we have based our
assessment following the risk management maturity assessment of central

banks?* published by the IMF to all its country members.

12.5.4  We have requested a specific response from the Governor of BdL on the absence

of a fit-for-purpose risk management function, to which we received the following

1 Speech by Lorenzo Bini Smaghi, member of the executive board of the ECB, 2011 risk conference;
https://www.ech.europa. eu/press/key/speaker /om/html/index.en.htm|

242 Eyhibit 25: Risk management maturity assessment of Central banks, IMF Publication December 2014;
https://www.imf.org/en/Publications/WP/|ssues/2019/12/27 /Risk-Management-Maturity-Assessment-at-Central-Banks-

48860
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response: “BDL is governed by the articles stipulated in the Code of Money and

Credit and its internal regulations. Although there is no dedicated risk management
department, such functions are handled by various entities, each according to their
relevant tasks, such as the Accounting Department, REFA Department, Finance

Unit, FX Department, Compliance Unit, Internal Audit and Inspection Department”.

12.55  We have hased our assessment on effective risk management practices, guided by

the following high-level principles:

a) Accountabhility: Risk management is facilitated through a clear
mandate and a comprehensive approach as an integral part of

all activities.

b)  Robust governance: Risk management roles and respansibilities
are well defined with clear reporting lines, providing for
independence from operations and adequate “checks and

balances” at al! levels, including Board oversight.

c) Proportionality: Risk management is enabled by a dedicated
structure {framewark and processes) that is tailored to a central
bank’s risk profile and operational environment and maturing

along with other organizatianal processes.

d]  Adequate resources: The risk management function shouid
have appropriate capabilities to fulfil its mandate, including the

right mix of skills, competencies, tools and systems.

e} Transparency and effective communication: Risk management
maintains a systematic and timely monitoring and reperting on

risk exposures and action plans at all levels.

fj Assurance and continuous improvement: Risk management is
dynamic and cantinually improved with experience and periodic

reviews {e.g., audits and external assessments].

12.5.6 We have assessed for each one of the above principles, against information

Ah 8
&
M

provided, covering the following sections;
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a) Risk Management Strategy and Policies;

b]  Risk Governance and Accountability;
c) Risk Management Pracess, Tools, & Methodologies;

d) Evolution and continuous improvement.

12.57 However essential a risk management function that has decisive role within a
central bank; we have not been able, based on the information we have requested
and not been provided with, ta state that BdL has a fit for purpose risk
management arrangements and control frameworks in place.

12.5.8  We have analysed the decumentation we have been provided with and we can say

that there might be some functions that could appear to embody that role, yet the

absence of a proper framework shows a lack of a robust risk management function.

Table 12.15 BdL risk management maturity assessment>*

trategy & Paolicy

management}
icommitment and
approach to risk
management

integration with other processes.
No dedicated resources committed to risk
management.

Risk item IAssessment [Findings
Senior management’s The Central Bank has no formal risk Mo evidence has been
{Board and executive management strategy, no policy and no provided.

Based on the
information reviewed,
risk management

axonomy {aggregates,
financial indicators] is
not used during CC
meetings.

Risk Management
Strategy and Policy

No formal risk management strategy is in place.
The Central Bank has no risk management
policy.

The approach to risk management is embedded
in other policies for departmental business
activities.

No evidence has been
provided.

f(isk taxonomies

Some definitions informally taken as
taxonomies. They are informally understood and
used.

The Real Estate and
Financial Assets [REFA]
investment strategy
document describes, in
high level, risk
taxonomies {market,
liquidity}. As per the
information we have
been provided with,
these are not raised
during CC meetings.

Bisk Appetite

243 Exhibit 25: Risk management maturity assessment of Central banks, IMF Publication December 2015;
https://www.imf.org/en/Publications/WP/Issues/2019/12/27/Risk-Management-Maturity-Assessment-at-Central-Banks-

48860
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Risk item LAssessment

Findings

Risk Appetite Statement(s)
and tolerance Levels

No risk appetite defined, there is no clarity
around how Bdl will take on or avoid certain
risks or autcomes in pursult of its activities.

No evidence has been
provided.

Risk integration Risk Management is not integrated with any
other process.

Risk management is informed about business
continuity work and vice versa, but there [s [ittle
coordination between both.

IT risks are identified and assessed as other

jcommon risks using the same methodology.

Na evidence has been
provided,

Risk Governance and Accountability

Risk Management Structure

Risk item Assessment

Findings

Central Council There is no dedicated risk governance structure
in place. CC's responsibility for risk oversight is
not defined.

CC's responsibility related to risk management is
not articulated in its charter or its by-laws.

No evidence has been
provided.

Executive {senior)
Management

Executive management responsibilities for risk
management are not formally defined or
articulated.

No evidence has been
provided.

There is na dedicated committee for risk
management and oversight of risk management
activities is not ensured through other
governance arrangements {e.g., Audit
Committee} an an ad-hoc basis,

Risk Management
Committees

No evidence has been
provided, ahsence of a
clear mandate.

Risk Management Function

(Unit/Department) management unit.
Fhe three lines of defence maodel is not

implemented.

Risk item ssessment Findings
Risk Management he Central Bank does not have a central risk  |No evidence has been
Function management team or dedicated risk provided.

There are no dedicated resources allocated to

}Staff complement
risk management.

No department found
or employee within the
employees’ list.

Staff expertise No staff with basic knowledge of risk

management principles.

Mo department found
or employee within the
employees’ list.

No middle office function, passibly merged with
front or back office. No clear mandate nor

reporting to oversight badies. The function lacks
,Lools and staff skills to conduct its role.

Middle Cffice Function

No evidence has heen
provided.

Risk Management Process, Tools, & Methodologies

Identification

Risk item |Assessment Findings
Structured approach No structured risk identification. No evidence has been
provided.

No formal risk universe in place. In addition to
comman risks, the risk universe does not
identify any horizontal / transversal risks
(affecting multiple business areas and processes
such as system failure, power shortage, etc.).

Risk universe

Na evidence has been
provided.

A
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Risk incidents register

Informal/ad-hoc documentation of risk
incidents, but no standardized templates or
procedures of incident reporting.

&é have been provided
ith the risk register
identifying marginal
operational risks.

sessment & Measurement

Risk item ssessment Findings
(Assessment No clear method af assessment is in place. No evidence has been
provided.

Risk heat map

There is no risk matrix (or similar) that illustrates
the impact/relevance/importance of each risk.
However, the values/parameters used for risk
assessment are ill defined and do not allow for
prioritization of the risks and respective action
plans (e.g., the matrix is showing too many high
risks).

No evidence has been
provided.

Risk guantification

Na guantification; no VaR calculation and
fuantitative metrics only for financial risks.

No evidence has been
provided,

isk Responses

Risk item Assessment Findings
Risk treatment / Action  |No action plans. Risk treatments/mitigation No evidence has been
plans measures have not been identified for risks, and jprovided.
Fhus not converted into formal action plans and
no mechanism ta ensure their implementation
and assessing their effectiveness.
Absence of risk treatment/mitigation plans.
iAction plans have not been recorded.
No reporting to oversight bodies.
|Cust/Beneﬁt analysis No cost/benefit analysis is performed to analyze No evidence has been
mitigation measures, provided.
ccountahility framework No one is accountable for risk treatment, No evidence has been
provided.
tontingency plans The Central Bank is not aware of its major risks, [No evidence has been
and therefare there are no contingency plans.  |provided.

'Business continuity

Business continuity function is not integrated
with risk management.

No evidence has been

Monitoring & Reporting

Risk item

ssessment

provided.
Findings

Reporting mechanism

Key staff have some awareness of risk
management developments; however, this
information is not disseminated to a wider
audience within the Central Bank.

Na risk perfarmance monitoring reports are
provided to senior management {Board and
executive management).

No evidence has been
provided.

Risk management annual
report

No annual repart is prepared. The oversight
body is informed on ad-hoc basis.

|

No evidence has heen
jprovided.

Evolution and continuous improvement

Review of risk managemen

t practices

Risk item

ssessment

Findings

Review of risk
management practices

iThe Bank does not have a periodic review (self-
assessment) of its risk management processes

__land improvements are not made.

No evidence has been
provided.

A



—|N0 participation in international risk
management initiatives (e.g., seminars,

conferences, training}.

=

12.5.9  As per the information provided and reviewed, we have not seen sufficient

information an a fit for purpose risk management framework at BdL.

12.5.10 However, detailed basic circulars were issued to bhanks and financial institutions

hroadly in Lebanon addressing risk management arrangements and frameworks.

12.5.11 The below table shows that risks are identified amongst BdL's ieadership, however

not applied in-house at BdL.

Table 12.16 Key basic circular addressing risk management framework in the
banking industry

Basic Circular [Decision LCMC

(cc decision

ey messages

Assessment”

121 of 10185
26/06/2009*

Real Time Gross Settlement “RTGS” Self-

Bdl describes how the RTGS payment
settlement system is controlled

BDL describes in detail the oversight
arrangement of RTGS {principle 2, Q.2.1.1),
framewaork for comprehensive management of
risks {principle 3] including but not limited to
contingency planning, and recovery plans, credit
risk {principle 4) including but not limited to
credit exposures or sources of credit risk

IArticles
Fo, 174

P4[06/2009

Credit risk mitigation techniques (article 1)
Hedging against risk that may arise (article 2
Credit risk mitigation approaches {article 5)
Use of real estate guarantee far mitigating
credit risk {article 9)

5 of 7705
26/10/2000%

\Articles
147,179

25/10/2000

1

Obligation for banks to report their credit risk
financial reporting in the central credit risk
system

Detailed guide on the classification of credit
counterparts [loans, NPLs) in the central credit
risk system

143 of 12713
07/11/2017%

rticles
70, 146,
174, 182

L

p2;"22f2017

Banks and financial institutions are required, as
of 1 lanuary 2018, to apply the International
Financial Reparting Standard IFRS 9 {article 1)
Banks and financial institutions must build up
provisions against expected credit losses,
according to the approaches that are
appropriate for each type of on-balance sheet
financial assets and off-halance sheet financial
liabilities involving a credit risk [article 6)

¥ \word document undated and unsigned - EDL RTGS Self-Assessment questionnaire responses. This exhibit was provided as

part of information reviewed.
245

The list of Basic Circulars is available in 8dls website: https://www.bdl.gov.|b/laws-and-circulars.html

296 The Jist of Basic Circulars is available in BdL's website: https://www.bdl.gov.lb/laws-and-circulars.htm!

247 The tist of Basic Circulars is available in BdU's website: https://www.bdl.gov.lb/laws-and-circulars.html
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Basic Circular |Decision CMC \CC decision [Key messages
- Banks and financial institutions must assess
periodically, at least quarterly, and as needed,
the credit risk associated with each type of on-
balance sheet financial assets and off-balance
sheet financial lizhilities involving a credit risk
(article 7}
- The Board of Directors shall approve the IFRS 9
implementation policies and procedures, and
shall revise them periodically (2t least annually)
(article 8)
The Audit Committee and the Risk Committee
mentioned in Basic Decision No. 9956 of 21 July
2008, shall hold periodic meetings with the
specialized committee(s) in charge of the IFRS 9
implementation. They shall also obtain periodic
reports, at least quarterly, and as needed,
concerning the implementation of IFRS 9
requirements, in order to keep the Board of
Directors updated in this respect and assist it in
the exercise of its supervisory role, notably that
of ensuring the sound implementation of IFRS 9
{article 8)
- The Risk Management Unit shall have a key role
in ensuring compliance with IFRS 9, notably by
monitoring the credit risk associated with on-
balance sheet financial assets and off-balance
sheet financial liahilities involving a credit risk,
and by setting the appropriate approach for
calculating expected credit {osses on these
financial assets and liabilities [article 10)
BdL shall prepare balance sheet models,
pursuant to the provisions of this Decision. The
BCCL of Lebanon shall issue the related
application guidance, in a way to ensure banks
and financial institutions’ compliance with IFRS
9 requirements (article 19)

1

EZG of 13103  |Articles  |N/A - Detailed credit categories terminaiogy for Banks
3/09/2015* 147 and credit risk reporting to BdlL
149

iv}  Risks identification assessment against international practice

12.5.12 Central banks play a key role in ensuring economic and financial stability. It is then
crucial ta develop and maintain risk identification frameworks that allow to detect
in good time and address potential threats to financial stability with the most

appropriate palicy tools.

248 The list of Basic Circulars is available in BdU's website: https://www.bdl.gov.lb/laws-and-circulars.html
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Figure 12.6 Central banks risk identification®®

Standard risk
Credit risk

Macroeconomic risk
Market risk

Funding and liquidity risk

Systemic risk

Time dimension

Structural dimension

Operational dimension

12.5.13 Based oninformation we have been provided with and have reviewed, BdL did not

provide sufficient information that indicates an appropriate and transparent risk

identification.

12.5.14  Our assessment of Bdl's risk identification is based on the review of the below
information:
ii) Any relevant documentation produced; and
iii) Any CC or related executive committees’ discussions,
Table 12.17 BdL risks identification assessment
Standard
Risk taxonomy Definition Findings
Standard \Credit risk The potential that the barrowing |We have not been able to review sufficient

counterparty in a debt contract
will fail to meet its obligations in
accordance with agreed terms.

information as to whether this was
assessed by BdL, including but not limited
to aggregate indicators of counterparties
financial position, corporates finangial
position, real estate market.

Macroeconomic
risk

Risks from the external
environment refer to the
patential consequences for the
country’s financial system of the
negative ecanamic, financial or
political perfarmance of those
countries in which the said

CC discussed on many occasions the
international environment indicators
{either during the Governor's monologue
ar through discussions with the Vice-
Governors), Lebanon’s current accounts
imbalances, public sector vulnerabilities
{high level discussions) and inflation (high

level discussions).

2% Eyhibit 26: How do Central banks identify risks, a survey of indicators — September 2021, Banco De Espana;
https://www.bde.es/f/webbde/SES/Secciones/Publicaciones/PublicacionesSeriadas/DocumentosOcasionales/21/Files/do212
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Standard
|Risk taxonomy Definition Findings
country’s companies and banks |[However, we have not been ahle to review
have higher investment positions, [sufficient information ar analysis relating
to adverse scenario analysis.
Market risk Defined as the risk of losses in on |We have not been ahle to review sufficient
and off-balance sheet positions  information as to whether volatility
arising from adverse movements measures were assessed by BdlL.
in market prices.
Funding and Funding liquidity is the ability to  |We have not been able to review sufficient
liquidity risk settle obligations when due. infarmation as to whether the funding and
Cansequently, funding liquidity  |liquidity risks were assessed or quantified
risk is related to the possibility of [by BdL.
failing to settle chligations with  |However, CC discussed on many occasions
immediacy over a specific Lebanon’s exposure 1o a funding crisis.
harizon.
Risks in the Solvency and profitability of Based on the information we have been
banking sector banks analysis. able to review, including public
publications, BdL runs banking sector
analysis. It also issues stress testing
requirements to the banking sectar.
We have not been able to review sufficient
analysis documentation relating to these
stress tests.
Systemic \Time dimension  |Systemic risk can be analysed We have not been able to review sufficient

either in its time dimension ar in
its eross-sectional dimension.
The time dimension is related to
the build-up of risks over time
and the

pro-cyclical accumulation of
financial vulnerabhilities.

infarmation as to whether the systemic
risk was assessed by Bdl.

Heatmaps

Visual tool that issues early
warnings about potential
systemic risks which merit in-
depth analysis.

Woe have not been able to review sufficient
information relating to risk heatmaps.

Financial stress
indices

Real-time measure of systemic
risk that summarises high
frequency financial data, usually
daily or weekly, from different
segments to proxy the

current state of uncertainty of a
specific financial system in a
single numbet.

We have not been able to review sufficient
infarmation relating ta financial stress
indices.




Standard
Risk [taxonomy Definition Findings
Conditional capital |[Capital that a financial institution 'We have not been able to review sufficient
shortfall-based would need under stressed infarmation relating to capital shortfall
measures conditions. analysis.
Structural Structural risks are related to We have not been ahle to review sufficient
Dimension long-term risks of a non-cyclical  |information as to whether the systemic
nature and to risks stemming risk was assessed by BoL.
from structural features of the
financial system or the wider
economy,
Interconnectedness|Analysis of the network of We have not been ahle to review sufficient
among banks financial exposures among information relating to a banking network
hased on network [financial institutions, such as analysis.
analysis hanks.
Interconnectedness|Analysis of counterpart exposures[We have not been able to review sufficient
across financial and relationships (assets and information relating to ¢ounterparts’
sectors: direct and |liabilities), sectors, markets or exposures and relationships analysis.
indirect instruments,
interconnectedness
Operational Risk of lasses resulting from We have not been able to review sufficient
dimension inadequate or failed internal information relating to operational risk
processes, people and systems, or analysis.
external events (such as cyber-
risks}.
v}  Risk management framework and the three-line of defence model
12.5.15 Effective central banks must have the three lines of defence model in place.




Preliminary Forensic Audit Report
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Figure 12.7 Three lines of defence model structure?®®

1° Line of Defence 2" Line of Defence

3" Line of Defence

Directorates & IT

Accountable for Day-ta-Day
Management

Owns and manages the risk

+ Risk owner - Qwns and designs controls
regarding cyber and IT security

*  Executes risk self assessments and
controls monitoring

+ Performs actions ta reduce and mitigate
risk

«  Comgplies with risk managemant
framewark, polices and standards

*  Identifies technology and cyber risks
including emerging threats

Independent Risk Management

Challenge & Oversight

Establishes risk program, policy, sets

risk talerance
Owns [T/ Cyber risk pragram (palicies,
methods, and tools)
Perfarms 2 line of defense roles for IT&
Cyber nsks, performs control tasting and
maonitars plan execution

* |ndependently identifies enterprise risk
trerds across countries, businesses and
suppart areas

Internal Audit

Independent Assurance

Provides assurance on averall risk
and control enviromment and
prograrm

»  Prevides assurance on effectiveness of
risk controls and mitigation act

Provides assurance on overall risk and
contral enviranmeant identification,
testing, and regorting

+  Owersight of cempliance with IT and
Cyber risk management policies &
procedires

*  Independently monitors and reparts on
risk activity
12.5.16 Although, based on the information we have been provided with, BdL did not have
a proper three lines of defence model, we have been provided with partial
infarmation on the operational structure of some departments within BdL that

seem to have a basic 1* line of defence function.

Table 12.18 Accounting department controls mapping?!

iCore Banking Controls
Daily Closing Procedure

Closed on a daily basis using different checking software programs.

« Inthe middle of the month interest is calculated for accrual reasons
befare the interim balance sheet while at the end of month interest is
also matured.

+ 25" of each manth is the maturity for employee current accounts. In
addition to all the daily closing procedure controls, a few extra
programs are run.

» All financial client accounts are linked to RTGS.

s End of year closing is similar to end of month, however with extra
controls.

s Every morning a set of reports are printed.

ccount Management Controls around account opening, opening new ledgers {requires—aj

and Control request to IT department)

Manual Entries » Iournal entries prepared by accounting department are mostly
automatic and some are manual.

» Automated entries are for interest and tax purposes, whereas manual
entries are for employee retirement, semi-annual bank leans against
TBs, Revaluation — Financial Assets, Revaluation — IMF, prior year
reconciliation, end of year adjusting entries.

»  Manual entries follow a maker-checker process.

20 AgM analysis

43l Accounting department procedures, undated and unsigned. This exhibit was provided as part of information reviewed.
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ore Banking Controls

ax on Interest
Declaration

Relevant departments prepare their own declaration regarding the
size of their manthly operations and total tax.

Accounting department prints out statement of accounts and other
reports to recalculate each declaration.

Financial System Controls

Periodical Controls on the
Financial System

Monthly controls around FX positions

Quarterly controls around purchasing and cost management
accounts, fixed asset accounts, payable accounts and receivable
accounts

Bimonthly controls around cash clearing accounts

Procedural Contrals

All procedures are reviewed by the Accounting Department

Mid & End of month
closing Qracle

As per Article 107 CMC, BdL is reguired to present an interim balance
sheet at the mid and end of month. In arder to do that, all Oracle
modules and controls are suspended (payables, receivables, fixed
assets, payroll, general ledger, segment opening and combinations on
Oracle)

End of Year Oracle closing
cantrols

End of year closing process on Oracle is perfarmed on multiple layers
and steps including prerequisites before the end of last working day,
last day operations before final closing and final closing operations

[The Payment Farm

Supplier: ‘Active’ for compliant and existing supplier in the system and
‘inactive’ for ones that are not used.

Budget: Shows the current budget and the available one after
deducting the pending invojces that need to be paid from the same
account.

Expense budget contral: Below LBP 3 million, accounting department
manager will sign budget,

Expense control: Abave LBP 5 million invoices, sent to the Governor.
Below LBP 5 million invoices are sent for payment in accerdance with
circulars 2041 and 8/1161.

General Budget
mendment Controls
{Monetary Circular)

Below LBP 100m: Governor’s approval for increase in budget
according to article 42.
Above LBP 130m; Central Council approval for amendment,

Prior Year Adjustment,
Pravision Creation and
Return

Below LBP 3m, accounting department management will sign

LBP 3m —~ LBP 100m Governor's approval required

Above LBP 100m: Central Council’s approval required

Pravision control; Based an trial balance a control is dane to check the
provision account deficiency, and then sent to the Governor for
approval and amendment

Placement and Reconciliation Controls

Placement

Placements.: contral over BdL's placements with fareign banks on a
daily hasis

Reconciliation

Reconciliation: Contral over BdL’s accounts in correspondent banks
and denominated in foreign currencies, by daing a monthly
reconciliation between statement of accounts and swift. J

12.5.17 The Foreign Exchange and Internationa! Operations department describes its

procedures®? in a detailed structure. it is one of the only departments that lays out

iyl

as part of information reviewed.

Foreign Exchange and international Operations department procedures, undated and unsigned. This exhibit was provided

%
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an autharity matrix as per below, where each transaction has to be authorised by

three individuals:
i) One by an employee;
i}  Another by the chief of section; and

i) Afinal clearance signature by the chief of divisian.

Table 12.19 Foreign Exchange and International Operations department
procedures®™ and controls mapping

Dealing room

Investments {assets) & Dealers use Reuters Dealing or Bloomberg to check market rates. ]

Farex Investments are placed as per the risk management matrix that sets
different types of limits.

« Dealt deals are written down on a blotter, printed and signed.

+ Two tickets are printed out by deal, one kept in the dealing room.

« Tickets are entered on ZPL>* by the dealer,

= Tickets are checked by middle office to make sure that best market
rates are selected and then signed.

+ Tickets and blotter are handed over to the treasurer for signing before
being sent to the back office for execution.

Local deposits (liabilities} |« Issue of matrix by xx (not specified) and then upload to Reuters

» Dealers take local financial sectar depaosits by recorded phone calls or
on Reuters dealing and write them down on a blotter

= Blotter is entered on ZPL by the dealer

» Matrix and blotter are handed over to the middle office for checking
and signing

+ Matrix and blotter are sent to treasurer for financial approval and
signature

= Matrix and blotter are handed over to the back office for execution

Intervention Intervention to buy or sell the national currency against USD

« Dealers receive calls on recorded phone or Reuters dealing

« Deals are written down on a hlotter and signed by the dealers

o Deals are entered on VYX {main frame}

« Deals are sent to the treasurer for final approval and signature

Deals are handed over to the back office for execution

L]
e

Back office
Investments (assets) & |0On trade date
Forex » Back office receives the hlotter and tickets, checks the operations on

hoth hard copies and ZPL entries then signs

« Accounting entries checking

» Swift preparation — two signatures required: by the generator of the
swift and by the supervisor

« Swifts are sent ta relevant Hierarchy for final signing

+  Swifts are handed over to the swift room for sending, copies are sent
to back office, rechecked and signed

On value date

53 Fareign Exchange and International Operations department procedures, undated and unsigned. This exhibit was provided

as part of information reviewed,
A]l“
&
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25% 7D refers to Zebra Programming Language



» Back office rechecks the entries moved to ZNA® as well as generated
swifts

Local deposits On trade date

» Back office receives the blotter, checks the operations on both hard
copies and ZPL entries and then signs

= Accounting entries checking

= Confirmation swift's preparation {automatically generated by the
system])

« Asked copies are received back by the back office at the end of day
and rechecked and signed

« Both sent and received confirmations are matched autamatically by
the system

On value date

» Back office rechecks the entries moved to ZNA and generated swifts

Intervention 0N trade date

+ Back office receives the blotter, checks the operations an both hard
copies and VYX entries and then signs

» Accounting entries checking

« Confirmation swift's preparation

» Asked copies are received back by the back office and rechecked and

signed

Both sent and received confirmations are matched automatically by

the system

On value date

= Back office rechecks the entries moved to ZNA as well as generated
Swifts

Cross border transactions|incoming funds

» Laocal banks send an MT210%% ta BdL to credit its account with USD on
value date X. Bdl credits the banks account on the specified value
date

o Swifts are received in the swift room, handed over to the supervisor
for signing, then handed over to the back office for execution on ZNA

+ The back office will wait during the day to receive the confirmation of
credit from its correspondents or checks on X+1 the amount on the
statement of account sent by the correspondents. in case of non-
receipt of the amount, a reversal is applied as well as a penalty

Qutgoing funds

s Local banks send their request by MT200

» Swifts are received by the swift room, handed over to the supervisar,
signed then handed over to the back office

« Back office generates the necessary swift messages automatically
from the system

» Each message will bear at least two signatures from the back office
femployee and supervisor) along with the ane executing the
necessary accounting entries

+ Message handed over to deputy director for approval and signing,

then swift sent to swift roam and capies checked and signed

Consolidation of accounting entries and correspondents closing

balances on both main frame and back office excel sheet

= Cansolidation of cerrespondent clasing balances with the deputy
director or director {make necessary replenishment or transfers}

End of day procedure

55 704 refers to a software

256 MT210 refers to a form filled by local banks

/N

Zep



ICorrespondents’ = Consolidation of accounting entries and correspondents’ statements
statements of accounts of accounts on both main frame and back office excel sheet
onsolidation

ransfers unit

Morkflow procedure Qutwards

» Crass border requests sent by public entities or internal departments
are received at the secretariat office which references every received
document in a signatory book for traceable records

» They are presented afterwards to the Executive director for review,
approval and marking his signature

» (ross horder requests are submitted later to the head of public sector
payments wha reviews them first and then hands them over to the
Chief of transfers unit who signs upon the receipt next to the
reference mentioned in the signatary book

s The chief of the transfers unit records these payments in a precise
Excel sheet template including all the details of the transactions then
distributes the documents among two employees who are fully
responsible for the preparation stage that entails reviewing the details
of the SWIFT message

= The full transaction is submitted to the assistant chief for a first
control, and ensures that the wire payments are in compliance with
international regulations and policies by checking the beneficiaries’
names and other reguirements on Reuters’ platform

» Reporis generated are revised by compliance unit

= Transaction is checked once again, and the final transfer is executed

«  SWIFT messages are usually signed by three employees: assistant
chief, chief and the head of the public sectar payments

s Cross horder request is handed over for a final examination to the
head of public sector payments who signs the swift and completes
raute ta correspondent banks

Inwards

» Local and international banks send swift messages in favor of public
entities holding accounts at the Central Bank

« Swifts are received in the swift room, handed aver to the chief of
transfers unit for signing and then given to the preparation team for
entry in the accounting system, then assistant chief controls the
accounting entries

» Chief controls as well then sends to the official accounting journal

End of day procedure » Consolidation of accounting entries and balances of mirror accounts
with correspondents’ banks

+ End of day reports, FX positions and balances of mirror accounts with
correspondent banks used for daily reconciliation are sent to the head
of public sectors and forwarded to the executive director at the end of]
each day for final consolidation

Correspondents’ s Consolidation received the day/days after on both accounting system
statement of accounts and transfers unit daily excel sheet template

consolidation

L/C = Verification of authenticity and signatures

s Checking accounting entries
« Transfer of the operation to GL
« Checking and routing SWIFTS

/"
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12.5.18 The most detailed layout of internal controls at BdL is the Real Estate and Financial

Assets ("REFA”) department. The following matrix illustrates some of the key

activities performed by REFA and the relevant controls associated with them.

Table 12.20 Real Estate and Financial Assets controls mapping?®’

Activity Internal Process / Control Independent External Auditor
Review
Selection of initiation: REFA Investment None
Correspondent Banks and  Authorisation: Governor Committee
Determinaticn of Processing: REFA FX department
Investment Limits Recording: IT
Monitoring caompliance Initiation: REFA FX department None
with the determined limits | Authorisation: Governor
for investments Processing: REFA
Recording: IT
Inception of a loan Initiation: Governar REFA (Financial Not known
Authorisation: Central Council | Assets, and
Processing: Legal Department / | Accounting)
REFA
Recording: Payment Systems
Department
Closing and Interest Initiatkon: Central Accounting  REFA {Accounting)  Not known
Calculation, accrual and Department.
collection Authaorisation: REFA
Processing: REFA
Recording: Payment Systems
Department / Central
Accounting
Provision setting Initiation: REFA REFA (Accounting) | Not known
- Authaorisation: Governor
Processing: REFA
Recording: Central Accounting
Acquisition of the shares | Initiation: Governor REFA Not known

of a company or bank in
settlement of had debts
and their sale

Authorisation: Central Council
Processing: Legai Department /
REFA

Recording: Payment Systems
Department

|Acquisition of real estate
properties from banks in
need of liquidity

Initiation: Governor
Authorisation: Central Council
Processing: Legal Department /
REFA

Recording: REFA Accounting
Section

Central Councit
approval

Bdl's auditor

ale of Assets

“Initiation: REFA

Authorisation: Central Council
Processing: Legal Department /
REFA

Recording: REFA Accounting
Section

Central Council
approval

Bdl's auditor

57 REFA department internal controls document, This exhibit was provided as part of information reviewed.
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12,5.13 Based on the above, most inception decisions {either for loan disbursement,

acquisition of shares, acquisition of real estate property) are 'initiated’ by the
Governor and sale is either initiated by a specific department (e.g., REFA} or the

Governor.

12.5.20 Itis not clear what ‘initiation’ means in this context, and if actual practice matches
what has been presented in the document. The independent review aspect is
mostly fulfilled by either the Accoaunting and internal Control Department, or by
the presentation and approval from the Central Council. There is no further

elaboration of the criteria utilised for three lines of defence challenge.

12.5.21 While the “who” aspect of internal control has been clarified, it is not clear “what”
is tested and the criteria behind this, or “how” this review/testing is performed
from a three lines of defence perspective. Further, it is not clear if the policy
matches practice as most loans are written-off by the Governor (e.g., see all CC
minutes reviewed from 2015 to 2020} and not the Central Account Department as

propased in the procedure.

12.5.22  We have requested but not been provided with any further documentation on the
operation and risk management within the REFA. There is no evidence provided
which gives assurance that REFA is operating within its mandate and the risks

associated with the department are heing adequately managed.

12.5.23 We have heen provided with the procurement unit (*PU") process and controls
mapping?®, where we have a clear layout of the authority matrix, concentrated

around the Governor’s approval, as following:

i) Goevernar preliminary approval on the purchasing and on the method
of purchasing;

i) Choaosing bidders by head of procurement unit;

iiij  Control of prices comparison internally at procurement unit and
approved by head of pracurement unit;

iv)  Recommend awarding a bidder by SD or IT;

v) Governor approves awarding a specific bidder;

258 1 procurement unit pracess and controls mapping document. This exhibit was provided as part of information reviewed,
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Table 12.21 Procure

Approval on purchase order by head of procurement unit.

ment unit controls mapping?*®

Activity

-

Internal Process / Control

Request for quatation (RFQ}:
(choosing bidder and sending
them the request for quotation
by email

Initiation: Services ar [T departments with Governor preliminary approval
Authorisation: Governor (on purchasing and method of purchasing)
Pracessing: PU

Recording: Emails for bidders

Prices comparison

tnitiation: PU ]
Authorisation: Head of PU
Processing: controlled by PU and sent by DMS to services or IT departments

Purchase order: issuing purchase
order to inform the awarded
bidder

Initiation: Governor approval

Authorisation: Governor approval, Head of PU

Processing: Governor sends approval to PU, PU {on Oracle)
Recording: DMS for all documents related to the purchase

Recording: DMS and scanned full offers

Suppliers’ management file:
entry and update of all suppliers’
bata {compliance checks and
approval)

Initiation: PU {for RFQ), any unit if supplier paid through direct invoice only
Authorisation: PU, Head of PU

Processing: Updates on Oracle, legal file completion is approved by
compliance by mail {compliance executed on Reuters), any modification of
IBAN is sent for information to Audit department

Recording: Emails from and to suppliers to complete their files, Oracle, TRSD

Fixed assets preparation and
maodifications

Preparation: caonsalidation of fixed assets needs for all BdL departments and
branches. The budget is entered an Hyperion®?, approved by services
department, IT department and heads of units. PU enters the prices of the
requested items and cammunicates the approved budgets with all the
departments.

Initiation: PYU {1 week of September)

Authorisation: Sent to Governor for CC approval

Processing: PU consolidates, controls, and approves estimated prices. Then
PU prepares budget for Governor

Recording: Hyperion

Modifications: increases in or transfers of fixed asset budget en Hyperion by
FU

Initiation: Services or IT departments request Governor approval. PU enters
it on Hyperion as per Governor's approval

Authorisation: Governor

Processing: If budget is over, 5D or IT send the Governor a request to
increase ar transfer budget; accounting and ODD are notified

Recording: Central Accounting

12,6 Absence of an Inter

12.6.1 Internal audit {IA)

nal Audit function

approach should be risk-based and in conformity with

international standards and allow for flexibility to respond to the evalution of the

259

The procurement unit pracess and controls mapping document. This exhibit was provided as part of information reviewed.

0 gragle Hyperion is a Bl (Business Intelligence] and BPM (Business Process Management] tool
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central bank’s risk profile and emerging vulnerabilities in its control

environmentt,

Table 12.22 BdL's inspection and audit function assessment?®

IA mechanism item [Assessment Conclusion
Organizational IA independence from the governing body is a pre- The IA function
independence and requisite for its mandate to provide assurance on the reports to the
Luthority internal control environment. Governor as per the

To do so, the 1A function should conduct its work various

objectively and without interference and be nerceived to jorganizational

Ko so. charts.

The 1A function reports to the Governor as per the various
organizational charts.

Qversight The organizational independence of 1A is reinfarced e have not been
through accountabhility of the function to an aversight able to review
body. Puﬁicient
The |A function reperts to the Governor as per the various information to
organizational charts. canclude that 1A

| reports into CC,

Mandate IA function is not appropriately recognized by e have not been
management or not at the right level of able to review

Bank to fulfil its mandate. information to
conclude that 1A is
recognized as g 3
line of defence.
taffing level and  [The IA function should have sufficient resources to fulfil itspfWe have not been
Fompetencies role, which should include the right mix of seniority, and [able to review
professional skills and competencies required to audit ufficient
high risk areas. We have not been provided with sufficient irnformation to
infarmation that describes the proficiency of internal conclude that A is
auditors demonstrated through appropriate qualificatians [properly staffed.
and formal professional certifications, as well as training
and continuous development programs.
udit approach he methadology and practices adopted by the |A We have not been
unction ta set its scope of work, and plan and execute its |able to review
activities, ufficient
e have seen high-level description of the |Arole in Bdl's ﬁnformation to
ebsite. However, we have not been able to review any fonclude that 1A is
other related documentation or information. has a fit for purpose
audit approach.

authority/fhierarchy within the structure of the Central Fufficient
i

[FKporting and Communication of audit and inspection findings, periodic We have not been
r’nonitoring eporting on risk exposures and contrals weaknesses. able to review
e have not been able to review any related sufficient
documentation or informatian. In reviewing the CC information to
minutes, we have not been able to review any |A related  |conclude that 1A
itemn. properly reports its

5L Exhibit 27: Effectiveness of Internal Audit and Oversight at Centra) Banks: Safeguards Findings - Trends and Observalions -
IMF 2018; https://www.imf.arg/en/Publications/WP/Issues/2018/05/31/Effectiveness-of-Internal-Audit-and-Oversight-at-
Central-Banks-Safeguards-Findings-Trends-45905

352 Euhibit 27: Effectiveness of Internal Audit and Quersight at Central Banks: Safeguards Findings - Trends and Ohservations -
IMF 2018; hitps://www.imf.org/en/Publications/WP /Issues/2018/05/31 /Effectivenass-of-Internal-Audit-and-Oversight-at-

Central-sanks-Safeﬁuards—Findinﬁ&Tr&ndg-dﬁQGS
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IA mechanism item |Assessment Conclusion
! audit and inspection
L findings.
Quality assurance  [ndependent external quality assessments every five yearsWe have not been
and improvement  jand action plans to address areas far improvement. able to review
program 'We have not been able to review any related sufficient
ldocumentation or information. information to
conclude that a
quality assurance is
conducted.

12.6.2  As described on the Bdl’s website, and in the general organization of Bdl's
departments*®, the Inspection and Audit Department is responsible for 1A and
inspection procedures at BdL and its branches, including records, operations,
assets, and accounts. It suggests measures for the improvement of administration.

This department is composed of the following:

i) General Control Division: make sure that all the departments, their
related operations and individuals are operating within the
procedures’ framework {on a daily hasis); make sure that everything

falls within the related decisions, policies and procedures,

i)  Auditing Division: make sure that everything is operating in respect of
defined parameters (cited as parameters in the document); make sure
that accounting related operations are password protected and only
authorized individuals manipulate them; make sure that any breach is

reported through automated systems messages.

iiil  Financial Control Division: supervise and review all the bills related to
expenses, medical, hospital and sacial security are review and
reconcile with their related contract; audit tax related expenses; verify
the registered entries on the P&L; make sure that the contracts signed

are well executed.

12.6.3  We have not been provided with any relevant documentation as to the duties
performed by the Inspection and Audit department, and how the three lines of

defence model is applied.

263 https://www.bdlgov.Ib/tabs/index/1/140/Departments.html
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12.6.4  We have been provided with the following documentation that does not show a

full picture of the activities of the department:

i) Complaints handling procedure flowchart?® which details the

flowchart of written complaints made formally to the 1A department;

i) Atable of the complaints and/or incidents as set out below, none of

which we have been provided with details for:

Table 12.23 Table of Inspection and Audit department complaints

| Violation of BdL rules,T
Year Violation of Bdl regulations and internal Total of
Incidents employees’ by-laws memos complaints
2016 2 2 4
2017 1 2 3
- 2018 1 6 7
L 2019 1 4 a 9
2020 1 5 6
Total of complaints 1 9 19 29
Of which reported to the 21
Governor

iii}  Wae have requested additional information and received a total of 42
dacuments, part of the IA Incidents repaorts. The reports were provided
in Arabic, from the IA division and addressed to the attention of the
Governor, The incidents reports provided refate to minor operational
incidents as part of the day-to-day business of the Central Bank, Based
on the information received and reviewed, we have not been able to
confirm that the IA was fully performing its assigned duties as to
ensuring a periodic reporting to the governing body of BdL on risk and

controls. Below is an extract of the documentation received:

Table 12.24 Extracted table of the IA Incidents Reports

T Reference
File hame English title Sender Receiver number Date Description

Letter regarding an accident in the
parking lot which is caused by the
negligence of the cleaning staff where

Flabale Statement on Inspectian the manager of the cleaning company
Rigall  accidentinthe | & Audit Bel paid USD 150 to compensate for the
Foada)l  parking lot unit Gavernor 18/300 26-Feb-15 | damages caused

254 ndated document, provided in Ward format. This exhibit was provided as part of infarmation reviewed.
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Reference
File name English title Sender fReceiver number Date Descriptian
Latter regarding the cash deposit by an
Cash depositin | Inspection employee into his account in Jouniah on
JaB gl | Employee & Audit BdL 10-mar- | 28 February 3015 to cover the interest
chbga Llws | Account unit Governar 97153 15 | difference
Chegue Inspection
gsaelsbaled bouncesdusto & Audit BdL Letter regarding chegue bounce due to
sy N0 balance unit Gavernar 784341 08-Apr-15 | na halance on 28 lanuary 2015
it ol ]
JJlwd | Fire Systern lnspectian
Gl jillas | Alarm & Alert & Audit Bdi 27-May-  Letter regarding floading incident in
E g4 | Incident unit Gaverngr 94243 15 Building E an 3 April 2015
Renting an ] Letter regarding an employee renting a
) 4k a2 | apartmentin Al Inspection section of her owned property without
adbia | Mansourieh & Audit Bdl notifying Bdl which defies the Bdl
dygaaiall | area unit Governar 9/259 17-lun-15  articles
I Man-adherence
to the work
timings and Letter regarding the noa-adharence of
il pde | repelitive Inspection ane employee to the work timings and
flab addsge | leaving during & Audit Bdl the repetitive absence for lang periods
el | working hours unit Governar 9/261 18-lun-15  during working houss
Letter regarding a cheque lost due to
miscommunication between the
departments and lack of sufficient
ermplayees to perform the daily tasks.
inspection An assessment of the number of
Mas &l Chegue lost & Audit Bdl. employees required at the relevant
<l incident unit Gaverncr §/281 07-Jul-15 | departments must be carried out.

r Letter regarding the cash cheque issued
by the municipality where the wrong
chegue baoks were delivered ta the
wrong entities hence there was an issue
in the accounts but was then later
rectified by the parties. The Inspection

Cheque & Audit unit has prepared an incidant
e &> | withdrawal Inspection repart providing details and assigning
SRS | incidentatthe & Audit BdL accountahility amongst the {redactedj
d=j g4  Zahle branch Uit Gavernor 9/293 20-1ul-15  partias
Latter regarding the absence of the
Head of the Central Security and Control
Unit along with their Assistant
Head/Deputy and Secretary at year end.
Letter from the It appears that leaves were requested
Central Security | Inspection through telephone canversations with
Sdusa daflsea | and Control & Audit BdlL the Unit's Secretary rather than by any
cathgal | Unit unit Governor 3/1/49 J6-Jan-16 | formal/official procedure.
Errorin
axecuting Letter regarding a printing error of
chegue chegue baoks for the commercial banks.
a3 4 s deposits in This error has created an accounting
ghagt Cldas | Tripoli branch errar as one hank had the details of
o] 3 S | due to an error another bank an the cheque. The issue
L iyl | iR printing of inspection was then rectified, and the appropriate
aclls lus | the cheque & Audit Bl accounting treatment was
sl pas | hooks unit Gavernor G/82 03-Feb-16 | implemented.
Letter regarding the renting of a
Renting of a generator from 8 August 2015 Gl 17
Myga jlxifal - generator for Al Inspection Movermnber 2015 at Nabatieh branch
¢ eyl Nabatieh & Audit BdL where the renting cost exceeded the
Azt branch unit Governor 71/67 21-Apr-16  cost of purchasing a new generator.
Letter regarding ane of the employees
Trading of being a partner in an electronic device
53421 =3 | telephones and | Inspection trading company and there is na fegal
dsa i8I electronic & Audit BdL 05-May- | statute that forbids the employee in
L (2)iisas | devices (2 L it Governor 9/1/2939 16 | engaging in such matters
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Reference
File name English title Sender Receiver number Date Description
Letter regarding the operations of
cheque boaks printing and that the Cash
Qperations Department did not visit the
printing company throughout the
engagement period therefore having no
Cantrol on its operations. The printing
company does print a carbon copy of
Inspection the cheque book without notifying Bdl
Ay azlls | Cheque book £ Audit Bdl 06-May- | and there are 10,000 sheets of printing
{2) OB | printing (2} unit Gavernor 9/184 16 | paper that appear to be missing
Letter regarding one of the employees
being a partner with an electranic
device trading company and upon
further inspection it was discovered that
the employee is managing the
Trading of company's finances which conflicts with
Egxl Gimd  telephones and Inspection Management Memorandom number
adg 8k electronic & Audit Bdl 11-May- | 2065 dated 20 February 2012 based on
wilghs  davices unit Governor 07143126 16 | article 49 of the Employee Canduct
Nan-
implernentation Letter regarding the non-
of the Head of implementation of the instructions of
Central Security the Head of Central Security and Control
deiii 2oz | and Contral Inspection Unit regarding taking inventary of the
ey Slaadsd | Unit & Audit BdlL Banks' keys by the Head of the unit by
syl | instructions unit Governar 33/169 10-lun-16 | praxy.
Letter regarding the finding of 63 notes
Report on of LBP 100,000 that are forged in the
forged maney Inspection Sur branch. A full repart was drafted
Jigadl 821> | notes in Sur & Audit Bdl providing details of the incident and
s90 3 Bajelt | branch unit Gowvernar 9/346 11-Mov-16 | assigning accountability.
Letter regarding the manipulated
cheque which sufficed all the legal
Uncovering a requirements and upan discussian with
cheque Inspection the legal team it is clear that BdL is not
s faus | manipulation & Audit BdL ligbte for the cheque as it suffices all the
OB LM | pracess unit Governar 9/1/816 21-Dec-16 | legal requirements
Letter regarding the early departure of
Inspection employees between 1 and 1:30 pm on
£ 3l | Work timings at | & Audit Bl the days between 30 May 2017 till 22
i, | Bikfia branch unit Governar /386 30-Jun-17 | June 2017
Letter regarding the update of
hlanagement Memarandum and
impravement of processes in the Safe
& dal | Incident on the Inspectian unit and Counting department as majar
£,2 @ale | Zahleh branch & Audit Bdl {oopholes were identified in the current
als} | countersfsafe unit Gowernor 9/502 13-Sep-17 | processes
| Letter regarding how most departments
is able ta cancel and rectify invoices
after the closing of the accounting
journal without natifying the Inspection
& Audit Unit. Inspection & Audit Unit
requests BdL Gavernor office to inform
Cancelling and the IT department to provide the
rectifying privilege of cancelling and rectifying
ey el | invoices after invoices only to the Inspection & Audit
das pilad | the closing of Inspection Unit in accordance with Management
dpe i Ja3] | the accounting | & Audit BdL temorandurn number 1438 dated 30
detlaadl | journal unit Gavernor 9/45 11-lan-18 | April 1998.
Missing wall Inspection Letter regarding missing wall lamps and
Zhilplads | lampsand hose | & Audit Bdl hose covers as they were not yet
@bl | covers unit Governor 9 30-lan-18 | delivered to the facilities department

A




1 Referance
File name English title Sender Receiver number Date Description
Letter regarding the stoppage of CCTV
systemn between 7 am and & pm due to
a software bug on 2 January 2018. The
Complete stap issue reaccurred over the next couple of
of the days with partial steppage throughout
Peadgll | surveillance inspection the days. An operating system
4.8lall allasl | systern at the & Audit Bdl upgrade/patch was installed, and the
aaalt @ | bank unit Gavernor 9/131 31-Jan-18  issue was rectified.
Letter regarding one of the employees
fiving a sandwich heater machine in the
receipl counter/safe using tools from his
desk. This was noticed during the daily
inspection of the surveillance footage by
ncident on the the Inspection & Audit Unit Agent at the
receipt Inspection branch and the afficial visit of another
£a4 g s counterfsafe at & Audit BdL 06-Mar- | Inspection & Audit Unit Agent to the
LSy | Bekfia branch unit Goverhor 9,203 18 | branch.
’— Latter regarding the investigation of
{redacted], assistant managerin T
department, depositing cash into his
aceount to cover chegues without
Inspection enough balance. Tha transactions relate
d G & Audit BdL 03-May- | toloans provided to the employee upon
idbae il | Incident unit Gowvernor 07282 18 | his reguest .
Letter regarding the periodic review of
BdL branches in terms of departments,
processes and operations. |t was
Wiglation of highlighted ta the Inspection & Audit
public money Unit that no mistakes were noted in
OF s | deposit process Inspertian deposits during 2016 and one mistake in
#;4 &l | -lounieh & Audit Bl 31-May- 2017 but in fact the mistakes were not
iy | branch incident | unit Gavernor /312 128  being racarded,
| Violatian of —,
Management Inspection . Latter reparding the viclation of
55l dallses | Memorandum & Audit fdtL : Memarandum number 1848 relating ta
1848 20,¥1 | number 1848 unit };Gmemor 9/35Q 11-Jul-18 | nan-smoking
‘ Vigtation of { Inspectian Letter regarding the violation of
8,550 Aide | Memarandum & Audit Bdl . Memorandum nurmber 1848 ralating to
1848 number 1848 unit Governar 9/407 24-Sep-18 | non-smoking
1
Exposing the ’ Inspection Letter regarding storage room B2-28 in
eadl jan=s  main branch to B Audit BdL Blac A building cantaining equipment
Sasdl et risk/danger unit Gavernar 77/245 02-0c1-18  Far maintenance.
’_ Letter regarding the lack of surveillance
oana  Exposing the equipment on the buildings next to tha
Waaalt | bank to tha Inspection BdL main building and various access
Sites pady | maximum risk & Audit BdL areas in the walls surrounding Bdl main
eliadl | levels unit Gavernor 771239 02-Qct-18 | huilding.
Letter regarding the utilization of the
Inspection & Audit Unit Agent in Tripoli
branch to manage the branch instead of
the Tripoh branch manager who has
taken leave during 15 October 2018 till
20 Octaber 2018 withaut referring back
Utilizing the to the Inspection & Audit Unit. The
assistance of responsibilities assigned to the Agent by
alazyl | the Inspection the Inspection & Audit Unit conflict with
Samg Jegewar & Audit Unit Inspection the responsibilities of managing the
£ g adsd agentin Tripoll | & Audit Bdl branch. The issue occurred again in the
el branch unit Gowernar 57440 25-0ct-18 | week of 25 October 2018.




Reference
File name English title Sender Receiver number Date Description
Lettar regarding the assistant manager
of Inspection & Audit department who
was hired in February 2011 having the
full administrative and IT authaority over
the Audit Command Language (ACL)
systern as a Local Administrator and
having Full Remote Access ta BOLACL
Inspection servers and CA - agents” workstations
dlaglas 2 | [T sabotage & Audit BdL which enabled him to delete, change
Gers | orime unit Gavernor 9/261 repeatad 03-Jun-19  and add any file, pragram or database.
" Letter regarding the violations in
constructing the main electrical room
Viclathans in which is nat in line with the pre-
oMglasdl constructing appraved instructions. This was done by
GJuosally  Electricity room  Inspection the branch manager in Bekfia hranch
adh <li3)  in Bekfia & Audit BdL withaut nobifying the facilities
wiSy 3 <bgS  branch unit Governar 9/306 06-Mov-19  department
Letter regarding the renting of 8dL
morigaged property by two employees
Renting of BOL Inspection as the mortgage was not provided on
wrgill | mortgaged & Audit Badl 13-Mar- | the property to be rented but rather it
4l L3S | property unit Gowernor 44110 20 | was a residential mortgage.
Letter regarding a confidential
atpwd B3l | Confidential information leak from the computer
Ao ilaglas  information Inspection reom in the IT department at Bdl and
Spma e leak from Bdl & Audit BdL there are two (redactad) employees
ulid  incident unit Gavernar 97119 15-Apr-20 | suspécted of the leak.
Jaaasll | Strict Latter regarding the leak of information
Gulai | enforcement of from the IT department without
doedl kulgaall | controls to identifying how it was leaked, The
Solda e | mitigate Inspection Inspection & Audit Unit urges stricter
et Jalall | Hurnan riskson | & Audit Bl enforcement of controls to mitigate
Seglaell Ae | information unit Gavernar 9/146 03-Jun-20 | against disgruntled user risk.
Deposit of
banker's
chegue inthe
Aley branch Letter regarding the degosit of cheque
Sk gl | manager issued by the National Social Security
d dnae | account and Fund dated 16 October 2020 into the
ke ol | withdrawing Inspection account of the Aley branch manager and
demeay Fid | the amount in & Audit BdL perfarming a cash withdrawal of tha
{13 | cash unit Gavernor 9/241 26-Oct-20 | same amaunt on the same date.
- Letter regarding the incident of farged
LBP 10,000 nate when a customer has
exchanged BPL 20,000 note for change
with one of the employees. The forged
nate was confiscated
- The employees inwalved in the intident
- Incident of are {redacted names far three
forged LBP employeas}):
10,000 note at 1. Head of Department - personnel
Sur branch who provided the forged note
- Names of 2. Head of Cashiers - personnel wha
oeelbgalt  employees - 6-Mar- identified the forged note
g ouinadl  involved In the Inspection 18 3. Cammissionaire - persannel who
ilac A= forgedincident | & Audit AdL -15-Mar- | received the forged note and did not
a3 38 atSur branch unit Gaverngr 4204 18 confiscate it
12.6.5  The internal inspection and audit function should ensure periodic reporting to

governing body of the Central Bank on significant risk exposures and contral

weaknesses, This should include root-cause analysis and a summary of

recommended remedial actions, as well as progress updates on the status of the
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annual audit plan, and the implementation of recommendations. The function
should also maintain a formal follow-up process for manitoring the resolution of
audit findings and ensuring that the remedial actions have been effectively

implemented®,

12.6.6  Regarding the reparting and monitoring activities of the department, we have not

been provided with any additional documentation.

12.6.7 However, based on our research, BdL has required from banks and financial

institutions the following:

i} Banks and financial institutions shall establish the 1A and internal
contral framewark in their respective organisation® where articles 3

and 4 impose to have aninterna! contro! and I1A departments,

iy Banks must establish an independent audit committee®”, and this
committee shall review the internal control framework, conduct |1As an
a periodic basis or ad-hoc when needed; and conduct inspection

missions?®s,

12.6.8  Quality assurance is another aspect needed to maintain adherence of the IA
function to international standards, including through independent external
quality assessments every five years and action plans to address areas for

improvement. We have not been provided with any quality assurance information.

12.7 Absence of scrutiny from external stakeholders and commissions
i) Accountability and scrutiny from external stakeholders
12.7.1  Since an independent central bank is not an elected body yet has sweeping

economic powers, in a democratic society it should be accountable to lawmakers

and public. On the one hand, central banks need independence, since the best

255 Exhibit 27: Effectiveness of Internal Audit and Oversight at Central Banks: Safeguards Findings - Trends and Observations —
IMF 2018; https://www.imf.org/en/Publications/WP/|ssues/2018/05/31 /Effectiveness-of-Internal-Audit-and-Oversight-at-

Central-Banks-Safeguards-Findings-Trends-45905
268 pacic circular no.77, basic decision no. 7737 dated on December 15", 2000

87 Article 1 of basic circular no.118 of basic decision no. 9956 dated luly 16th, 2008
Article 4 of basic circular no.118 of basic decision no. 9956 dated July 16th, 2008

268
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policy for the economy may not be aligned with the political goals of

governments*®,

12.7.2  Onthe other hand, in fulfilling their mandate, central banks must be accountable

1o society through their elected representatives.

Table 12.25 Constitutional provisions regarding central banks’ accountability*”

Article of Stipulated Relevant provisions in the constitution or an
canstitution accountability partner [international treaty

Euroarea |Article 284(3) |EU Parliament and EU |The ECB shall address an annual report an the activities
(TFEW) Council of the ESCB and an the monetary policy of hoth the
previous and current year to the European

Parliament, the Council and the Commission, and also to
the Eurapean Council. The President of the ECB shall
present this report to the Council and to the European
Farliament, which may hold a general debate on that
basis {(Article 284(3}).

Poland Article 227(6)  |Parliament The Council for Monetary Palicy shall annually formulate
the aims of monetary policy and present them to the
Sejm. Within 5 manths fallowing the end of the fiscal
year, the Council for Monetary Policy shall submit te the
Sejm a report an the achievement of the purposes of
monetary policy {Article 227(6}).

Switzerland|Article 99 Canfederation The Confederation is responsible fer money and
currency, and it has the exclusive right to issue coins and
banknotes. The Swiss National Bank, as an independent
central bank, shall pursue a monetary policy that serves
the overall interests of the country; it shall be
administered with the co-operation and under the
supervision of the Confederation {Article 99).

12.7.3  The CMC establishes rules that constitutes Bdl’s accountability framewaork:

i) The Ministry of Finance may request the Governor to summon the

Central Council*.

i}y  The Government Commissioner? shall be kept informed of the CC

resolutions and may require the Governor tae suspend any resclution

289 OECD Central Banks' Governance and Operatians, Constitutions, Central banks laws and websites of the benchmark
countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-en/index.html?itemld=/content/component/97bb0aad-en

10 5ECh Central Banks' Governance and Operations, Constitutions, Central banks laws and websites of the benchmark
countries, 2021, https://www.oecd-ilibrary.org/sites/97bb0aad-en/index.htmi?itemld=/content/companent/97bb0aad-en

27 articla 29 of CMC
AII :
a
M
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that he deems cantrary to the law and regulations, referring the

matter to the Minister of Finance.?”?

iii}  The Government Cammissioner shall periodically infarm the Minister

of Finance of the supervision he has carried out®.

iv)  BdL shall use means as it may deem capable of ensuring exchange
stability, and more specifically operate on the open market, following

agreement with the Minister of Finance?”,

v) Before lune 30 of every year, the Governor shall table before the
Minister of Finance the balance sheet and the Profit and Lass Account
of the previous fiscal year as well as a report on the Banks operations

in the course of the said year?™.

12.7.4  We have not been able to review the above, with the exception of the below:

i) A full section below is dedicated to the Government Commissioner

role and the analysis we have conducted as part of our audit.

ii) Communication between BdL and any other government body was not

part of our scope.

iiij  Communication relating to financial position of BdL is disclosed in the

Farensic sections of this report,

12.7.5  We have not been informed of any other accountability arrangements between
BdiL and any other public institution. Although the CMC set an accountability

framework, we have not seen any instance where challenge has been triggered.

ji) External Commissions

12.2.6  There are four external commissions, all chaired or supervised by the Governor.

273 article 43 of CMC
73 Article 45 of CMC
75 anticle 75 of CMC
278 Article 117 of CMC



12.7.7  We have not been provided with the minutes of those committees as these are

external to Bdl.

i}  Higher banking commission

12.7.8  The Higher Banking Commission {"HBC”)*7 is a special quasi-judicial body forming
part of the BdL. It functions as a tribunal, with power to impose administrative
sanctions (based on reports presented by the BCCL to the Governor) should it
determine that a hank has violated its by-laws, the applicahle provisions of the
CMC and/or measures prescribed by BdL or has submitted incomplete or
inaccurate reports or infarmation to the BCCL. 1t is chaired by the Governor of the
BdlL and consists of a Vice-Governor selected by the Central Council, the Mof
Director General, a high-ranking judge (with at least a 10-year experience,
approved by the Higher Judicial Council and appointed by decree), the member of
the BCCL proposed by the Association of Banks and the Chairman of the Nationa!

Deposit Guarantee Institution {(“NDGI”).

12.7.9  According to BDL's website?™, the HBC (the Commission) was estahlished at Bdl in
1867, pursuant to Article 10 of Law No 28/67.

12.7.10 The main mission of the HBC is to:

i) Impose administrative sanctions on any bank¥®, leasing company®?,
financial institution or financial intermediation institution®! that:
a}  violates its by-laws.
b}  violates the provisions of the Code of Money and Credit;
c) violates the measures prescribed by BDL;
d) submits incomplete or inaccurate reports or information.

i) Impose administrative sanctions an any exchange institution®? that:
a) violates its by-laws;

b)  violates the provisions of the Code of Commerce,

277 becision 50 of luly 15%, 1983. This exhibit was providad as part of information reviewed.
278 www BdL.gov.lh
Articte 208 CMC

280 article 29 of Law No 160 of Decernber 27, 1339, on Regulating Leasing Operations
28

73

Article 23 of Law No 234 of June 10, 2000, on Regulating the Financial Intermediation Profession
282 Article 18 of Law No 347 of August 6, 2001, on Regulating the Money Changer Profession in Lebanon
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c) violates the provisions of Law 347 of August 6, 2001, on

Regulating the Money Changer Profession in Lebanon;
d)  violates the recommendations or measures prescribed by Bdl;
e) submits incomplete or inaccurate statements or informatian;
f) undertake any activity that damages the reputation of Lebanon

in the field of tourism or finance.

12.7.11 In addition, the Commission approves the by-laws and employees’ statutes of the

BCCL™:,

12.7.12 The HBCis composed of:

i) The Governaor of Bdl, as Chairman;

ii)  AVice-Governor selected by the Central Council of BdL;

iiiy  The Director General of the Ministry of Finance;

iv] A high-ranking judge, with a 10-year experience at least, approved by
the Higher Judicial Council and appointed by Decree;

v)] A member of the Banking Control Commission, nominated by the
Association of Banks in Lebanon;

vi)  The Chairman of the NDGI.

12.7.12 The HBC's incumbent members are:

i) Governor of the Bdl;

i) Third Vice-Governor of the BdL;

i) Director General of the Ministry of Finance;

iv]  President of the Court of Appeals Division Eight;
v) Member of the Banking Control Cammission;

vi)  Chairman of NDGL.

12.7.14 The HBC meets upon the request of its Chairman or two of its members. The legal
quorum is reached with the attendance of four members, and decisions are taken
by a majority of three of the attending votes. In case of equality of votes, the

Chairman shall have a casting vote®,

253 article 8 of Law Mo. 28/67 of May 9, 1967
284 art 10 of Law No 28/67 of May 9,1967

5
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12.7.15 The procedures to be followed hefore the HBC are as follows:

i) The Governor of BdL shall: {a) summon the Chairman, or in case of
impediment, the manager of the concerned institution”®, either
directly or through the Central Bank’s employees in charge of serving
the notification; (b} give the concerned Chairman or manager a copy
of the Banking Control Commission’s report forwarded to the HBC; and
(c) set a date on which the Chairman ar manager must appear hefore

the HBC®,

ii) The Chairman or his duly mandated delegate may submit to the BdlL
Governaor, in his capacity as Chairman of the HBC, written comments
on the Banking Contral Commission’s report, within three days from
reception of the repart. The Governor may, with a justified decision,

extend this time limit for three additional days®’,

iii}  !fthe Chairman or manager does not appear before the HBC on the set
date, the HBC may decide to postpone the final decision and grant an
additional time limit, or to settle the case in the absence of the

Chairman or manager or without receiving their reply?®.

iv)  The minutes of each meeting held by the HBC are recorded in a special

register and signed by its Chairman and members®.

12.7.16 The decision of the HBC must be justified. When a decision concerns the
appointment of a temporary manager or a supervisor, the Commission shall specify

the powers vested in each of them®®.

12,7.17 Decisions taken by the Commission regarding the appointment of a temporary

manager or delisting of a bank must be published®*.

5 Bank, financial institution, financial intermediation institution, exchange institution or leasing campany

236 article 1 of Decres No.7977 of August 16, 1967

27 prticle 2 of Decree No.7977 of August 16, 1967

282 Article 3 of Decree No.7977 of August 16, 1967
283 article & of Decree Nb. 7977 of August 16, 1967

290 article 4 of the decree Nb.7977 of August 16, 1957
21 antice 210 CMC
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12.7.18 The BdL Governor shall notify the Commission’s decision to the contravening

institution®2,

12.7.19 The decisions of the HBC shall not be subjected to any ordinary or extraordinary

form of administrative or judicial review?®®,

12.7.20 The HBC may impose the following administrative sanctions:

a. lssue a warning;

h. Prohibit specific operations or imposing ather limitations or restrictions
on professional activities:

c. Appoint a controller;

d. Delisting;

e. Reduce orsuspend credit facilities granted by the Central Bank;

f.  Prohibit the owner of the institution or any of the partners from carrying
out their professional activities, either temporarily or in a permanent
manner

a) Sanctions {a}, (b}, (c}, (d} and (e} are applied against banks and
financial institutions®*.

b}  Sanctions {3}, {b), (¢} and {d} are applied against financial
intermediation institutions®® and leasing companies®®.

£) Sanctions {a), (b}, (d) and {f) are applied against exchange

institutions®”,

12.7.21 The administrative sanction of issuing a warning is imposed by decision of the

Governar of Bdl, while the other sanctions are imposed hy decision of the HBC,

iv)  Banking Contro! Commission of Lebanon

12.7.22 The Banking Control Commission of Lebanon {BCCL)**® was established in 1967 by

Law N2. 28/67, as an administratively independent body to replace the banking

22 Article 5 of Decree No.7977 of August 16, 1967

23 articie 209 CMC

I3 Article 208 of CMC

25 article 23 of Law No 234 of June 10, 2000, on Regulating the Financial Intermediation Profession
2% particte 29-1 of Law No 160 of December 27, 1999

297 Article 19-1 of Law No 347 of August &, 2001, on Regulating the Money Changer Profession in Lebanan

2 www.bccl.gov.lb
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control department of BdL. The commission is composed of five members who are

appointed by the Council of Ministers for a five-year term.

12.7.23 The BCCL’s function is to supervise banks, financial institutions, exchange
institutions and comptoirs. It acts as the prudential supervisor for banks and other
regulated entities™. The BCCL performs its supervisory functions as an
independent body, but in close coordination with the Gavernor of the Central Bank

(who has the legal prerogative to ask for all reports of the BCCL)™™,

12.7.24 The BCCL has a separate budget approved by the HBC and funded hy the Central
Bank. A hoard member of the Banking Control Commission cannot be remaved

from office, except for physical incapacitation or gross negligence of duties.

12.7.25 The BCCL performs its duties mainly through periodic on-site and off-site
examinations of the entities it supervises by its highly qualified {and continuously

trained) examiners.

12.7.26  The BCCL evaluates financial soundness of regulated entities. This is done through
on-site and off-site reviews. The reviews include the analysis of financial

statements and manitoring the implementation by these institutions of:

a. The provisions of the Lebanese Code of Money and Credit;

b. Basel committee requirements, especially the Core Principles for
Effective Banking Supervision;

¢. The Central Bank’s regulatians;

d. The BCCL's circulars and instructions;

e. International Accounting Standards;

f. Corporate Governance.

12.7.27 Furthermore, the BCCL can impaose corrective and remedial measures on individual

hanking institutions if found necessary.

12.7.28 The BCCL supervises the following institutions®*:

3 \White Book, July 2017 - Payments and securities settlement systems in Lebanan

360 www.BdL.gov.lb

Ak www.bccl gov.lb



i) Banks {63);

it) Financial Institutions {42);

iiij  Exchange Institutions (301);

iv]  Comptairs {21).

12.7.29 We have been provided with a Bdl self-assessment document®™, from which we

understand that the Governors Vice-Governars and the head of the Banking

Control Committee meet with Banks’ representatives monthly and discuss with

them major issues related to the safety and efficiency of the banking sector.

However, we have not been provided with those minutes.

12.7.30 We have reviewed the minutes of the BCCL meetings®®® and below is a summary.

The meetings will usually impose fines on non-compliant institutions with

prudential rules. Other than this, the minutes, as taken hy the secretary, do not

show any discussion around prudential supervision,

Table 12.26 Extract of summary of BCCL meeting minutes®

Report Date

Reference no.

Content Summary

8-Feb-16

110/13B

Extent of compliance with percentage of net funds available in foreign
currencies as at 30 September 2015 (BdL Circular 72).

11-Feb-16

120/13B

Banks violating BdL circular no. 62 during October 2015.

Includes list of banks fined, remarks on why the limit was exceeded and
recommendations by committee.

28-Apr-16

386/138

Banks violating BdL circular no. 62 during January 2016.

Includes list of banks fined, remarks on why the limit was exceeded and
reccmmendations by committee.

11-jul-16

608/138

Banks not complying with maximum limits allowed under article 152 of
Money and Credit Law as at 31 March 2016.

Includes list of banks fined, remarks on why the limit was exceeded and
recommendations by committee,

11-Jul-16

609/13B

Commercial banks not complying with the percentage of medium- and |
long-term loans and contributions in LBP to liabilities in LBP as at 31 March
2016 (BdL Circular no. 22).

Includes list of banks fined.

382 pacument provided undated. This exhibit was pravided as part of information reviewed.
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We have not been provided with the members list. This exhibit was provided as part of information reviewed.

304 This exhibit was provided as part of information reviewed.
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Report Date

Reference no.

Content Summary

11-Jul-16

610/138

Banks not complying with maximum limit of hanking facilities as of 31
March 2016 {BdL Circular 48).

Includes list of banks fined and list of banks with waivers and special
circumstances.

22-Aug-16

763/13B

Some electronic money transfer companies not providing Bdl. with manthly
required reports {CET-1) as electranic money transfers are no longer being
conducted.

24-Sep-16

841/13B

Recording provisions and increasing salvency ratios in accordance with
decision 12290 subject to circular 428 dated 25 June 2016 to comply with
requirements of IFRS 9 that comes in effect as at 1 January 2018,

26-0ct-16

888/13B

Bank not complying with maximum limit allowed under decision 11717
dated 8 March 2014 attached to Bdl circular 132 as at 31 July 2016.

Includes list of banks fined, remarks an why the limit was exceeded and
recommendations by commitiee.

13-1ub-17

612/13B

Bank viclations during March and April 2017 of decision no. 7274 dated 15
April 1999 in relation to non-resident sectors subject to BdL circular 62,

Includes list of banks fined, remarks and recommendations by committee.

12-]Jan-18

52/13B

Banks violating the maximum limit allowed for daily clearing centres for
December 2017,

Includes list of banks fined, remarks on why the limit was exceeded and
recommendations by committee.

20-lan-18

66/138

Letter fram BCCL to the Governor suggesting not allocating unspecified
banking risk reserve in line with decision 7129 dated 15 October 1998 (BdL
Circular 50} to assist with the requirements of IFRS 9,

v) Special Investigation Commission

12.7.31 The Special Investigation Commission (SIC) is a multi-function financial intelligence

unit®® (FIU} with judicial status. It is the centre piece of Lebanon’s AML/CFT**

regime, a platform for international cooperation and plays a vital role in

safeguarding concerned sectors from illicit proceeds.

12.7.32 The SIC’s tasks include receiving and analyzing suspicious transaction reparts

{(STRs), conducting financial investigations, lifting hanking secrecy, freezing

accounts and/or transactions and forwarding them to concerned judicial

autharities.

305
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12.7.33  Withrespect to terrorism and the financing of terrorism, the SIC is alsc empowered
to prevent the use of movable or immovable assets. In addition to sharing ML/TF?
intelligence with counterparts and coordinating with foreign/local competent
authorities an requests of assistance (ROAs), the SIC also proposes AML/CFT

regulations and issues regulations and recommendations to concerned parties.

12.7.34  AML/CFT supervision via risk-based compliance examinations that cover banks and
other reporting entities to ensure proper implementation of prevailing regulations

is also among its tasks.
12.735 The SICis composed of*®:
i) Chairman: The Governor of BdL, or the Vice-Governor designated by
him;
i} The Judge appointed to the HBC, or his alternate judge;

iij The President of the BCCL, or the member of the Commission

designated by him;

iv]  The professional appointed by the Council of Ministers, or his

alternate.

12.7.36  Article 6 of Law No. 44 of November 24, 2015 establishes “the Special
Investigation Commission” or “the Commission” as an independent legal entity
with judicial status at BdL, which shall discharge its functions without being subject

to Bdl's authority.
12.7.37 The missian af the SIC, as per Law No. 44, is to:

i) Receive STRs and requests of assistance; to investigate operations that
are suspected to be money-laundering or terrorism financing offences;
to decide on the seriousness of evidence and circumstantia! evidence

related to the commission of any such offence(s); to take in this regard

307 MLJFT refers to money laundering and terrorist financing
308 shecial Investigation Commission 2020 annual report, https://www.sic.gov.b/en/publications/10

3% The Law on Fighting Maney Laundering and Terrorism Financing is publicly available in
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the adequate decision, particularly the precautionary and temporary

freezing of the suspicious accounts and/or transactions, for a
maximum pericd of one year renewahle once for six months
concerning foreign requests of assistance, and for a maximum period
of six mon.ths renewable once every three months concerning local

STRs and requests of assistance.

i Ensure compliance by the parties referred to in Articles 4 and 5 of this
law with the obligations stipulated in this Law and in the regulations
issued in relation thereto, except for lawyers, certified accountants,
and notaries, without prejudice to the provisions of Paragraph 2 of

Article 17 of this Law.

i) Collect and retain the informaticn received from the parties referred
to in Articles 4 and 5 of this law, as well as the information received
from Lebanese and foreign official authorities, and all other collected
infarmation, and to share such infarmation with the Commission’s
counterparts, in its capacity as the competent autharity and the official

centre to undertake such a task.

iv)  Issue regulations on the implementation of the provisions of this Law
addressed to the parties referred to in Article 5 of this law, and to issue

recommendations to all concerned parties.

v) Permanently freeze the concerned accounts and/or transactions,
and/or lift the banking secrecy in favour of the competent judicial
authorities and the HBC represented by its Chairman on accounts or
transactions suspected to be related to money laundering or terrorism

financing.
vi)  Keep suspicious accounts as traceable accounts.

vii)  Attach an encumbrance on the records and entries pertaining to
mavable or immavable assets, indicating that such assets are under
investigation by “the Commission”. The encumbrance shall be kept

until doubts are erased ar until a final decision in this regard is taken.

/"
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viii) Request the Public Prosecutor of the Court of Cassation to take

preventive measures concerning the movable and immovable assets
that have no records or entries, so as to prevent the use of such assets

until a final judicial decision in this regard is taken.

ix)  Require from concerned persons and parties, whether public or
private, io take the necessary measures to prevent the use of movahle
or immovable assets belonging to any names designated or to be
designated on the national lists issued by the competent Lebanese
authorities or any other lists it circulates concerning terrarism and
terrorism financing and any acts related thereto. The concerned
persons and parties, whether public ar private, must comply without

any delay with this requirement.

vi}  The Consultative Committee

12.7.38 A Consultative Committee may be established at BdL in accordance with article 35
of the Code of Money and Credit. As per Bdl's website®®, the Consultative
Committee is currently not functicning, and no designated members were

appointed.

12.7.39 The Consultative Committee is composed of six members who, upon proposal by
the Minister of Finance in consultation with BdL, are appointed by Decree of the
Council of Ministers for a two-year, renewable term. Four memhbers must be
respectively experts in banking, trade, industry and agriculture. One of them is to
be selected by the Planning Council {currently non-existent), and another must be

a university professor of economics of Lebanese nationality.

12.7.40 The Consultative Committee advises the Governor on general issues, including
monetary and credit policy. It submits to the Governor, with its own
recommendations, studies on the general economic situation, or on regional or

sectorial economic issues.
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12.8 Absence of oversight from the Government Commissioner

12.8.1  OQversight is defined as the decision-making responsibility through which an
organization and its stakeholders ascertain and ensure that the organization is well
managed. The focus of oversight is on ensuring that an organizaticn operates
within its legal boundaries, is financially and operationally sound, utilizes its
financial resources effectively and efficiently, and is transparent and accountable

to its stakeholders™,

12.8.2  While allocated to an external body, this form of oversight, with decision making
powers, over the central bank is exercised on behaif of the State and ultimately

alsa on behalf of society.

12.83  Specifically, the oversight responsihility entails the power to adopt certain key (i)

general and (i} specific decisions of an institutional nature:

i) General decisions: The Oversight Board should have the legal power
to adopt the internal organizational policies and regulations of the

organization.

iij  Specific decisions: The Oversight Board will operationalize those
internal policies by the adaption of specific oversight decisions. In
some countries, this includes more operational decisions that go
beyond “day-to-day” management, such as the opening/closing of

hranches or the acquisition of premises,

12.8.4  Effective Board oversight is crucial to the sound governance of central banks: it will
lessen the probability that the institution operates outside its mandate, thus
avoiding palitical criticism, castly litigation and reputational harm to the central

bank.

12.85  The CMC establishes the office of 2 ‘Government Commissariat with the Central

Bank' at the Ministry of Finance. This office is led by the Commissioner, who

1 Exhibit 22: The Role of Board Quersight in Central Bank Gowvernance; IMF working Paper by Wouter Bossu and Arthur Rossi,

20189, https://www.imf.org/en/Publications/WP/Issues/2019/12/27 /The-Role-of-Board-Oversight-in-Central-Bank-

Gouernance-KeE-Leial—Desiﬁn-Issues-48906
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reports directly to the Minister of Finance, and is a Civil Servant graded as Director-

General*'?.

12.8.6  The Commissioner performs the main supervisory function over BdlL by

undertaking, among other, the following roles:

i} Supervising the implementation and applicaticn of the Code of Money

and Credit*%

i) Verifying the legality of Central Council meetings and its exercise of

power in accordance with law®;

i}  Supervising BdL’s accounts. In this task, the Commissioner is assisted
by a Civil Servant of the Ministry of Finance belonging to at least Grade
M. The Commissioner and his assistant shall have access to all
accounts, books and documents of the Bank, except third parties’

accounts and files under the protection of banking secrecy law™*.

12.8.7  The Commissariat is also required to include a study section concerned with

matters of money and credit®®,

12.8.8  BdL is expected to immediately inform the Commissioner of any Central Council
resclytions. The Commissioner, in turn, within two days may require the Governor
to suspend any resolutions in case he deems them to be contrary to law and
regulations, referring the matter to the Minister of Finance. If the case is not dealt

with within five days of suspension, the resolution may be carried out®’.

12.8.9  The decree 16400 dated 22 May 1964°1® and named “$ dssSadi dubghn adais
&35 aaall” goes beyond the CMC by enforcing some of the rales around the

312 prticle 41{a} CMC
313 Article 42 CMC
34 Article 4 0f, 5Spell s nandl 5] dangSnll &b gin a5 Decree 16400 dalted 22 May 1964, provided as part of the requested
documentatian. Exhibit 28; 55l el s dogSanll dubgis wedaii in Arabic and translated in Englisn

313 Article 44 CMC

36 i

317 article 43 CMC

HB o8l 3 naall 5l dagSinl! A gis i Decree 16400 dated 22 May 1964, provided as part of the requested
documentation. Exhibit 28: $iSpall L3 nas)l (54 dagSall &ubsia o2 in Arabic and translated in English.
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Government Commissioner's function. It states the respansibilities of the

Commissianer towards the Central Council as per below:
i) The government commissioner must constantly verify***:
a}  That the meetings of the Central Council are legal.

b) Ensure that the council exercises its full powers and performs all

the obligations imposed on it by law.

i The decisicns of the Central Council must be notified to the
Government Cammissioner, and a special record must be kept of such

notifications3,

i} The Government Commissioner can only request the suspension of
any decision he deems as violating the law and regulations, if and after
stating the reason for the viclation in writing by a letter he sends to
the competent courts, and a report addressed to the Minister of

Finance®®.

iv}  The Government Commissioner must verify that BdL maintains in its
assets a quantity of gold and foreign currencies, the propartion of
which is not less than the proportion imposed by Article 69 of the CMC.
For this purpose, the Gavernment Cormmissioner must check the

issuance records and BdU's accounts at least once a month®2,

v) The Government Commissioner shall express his considerations of the

following matters®3:

18 Article 4 of, Sisall B paall $ 4o gSol duirgin walats Decree 16400 dated 22 May 1964, provided as part of the requested
documentation. Exhibit 28: ($35e)h L3 aaell 154 dagSoelt &b gis widati in Arabic and translated in English.
329 article 5 of §55adl b acandl (61 dagSiandl Boin e @ula's Decree 16400 dated 22 May 1964, provided as part of the regquested
documentation. Exhibit 28; 5350 Ol Sl LagSanll Lubigan mliis in Arabic and translated in Enghish.
21 Article 5 of &Sl B paall 54 LagSioell Guiagin i Decree 16400 dated 22 May 1964, provided as part of the requested
documentation. Exhibit 28: 35hell w3 paall (5] da¥adl dhaghs o333 in Arabic and translated in English.
322 prticle 6 of St Lhrasdt () agSandl &b s il Decree 16400 dated 22 May 1964, provided as part of the requested
documentation. Exhibit 28: §iSedl L8 aaall (545 dagSaall Lusgia wul2id in Arabic and translated in English.
32 Article 8 of S35l L paal! (5] B g8l A gia i Decree 16400 dated 22 May 1964, provided as part of the requested
documentaticn. Exhibit 28: §35,a)l i paall Sab ds i 23 in Arabic and translated in English.
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a)  The measures praposed by Bdl to the Gavernment, which he

considers affecting the balance of payments, price movement,

and financial and economic conditions of the country.

b) Operations and measures that require the approval of the
Minister of Finance, especially those aimed at ensuring the

stability of the prices.

c) Requests of Treasury to obtain fund facilities, and requests for

loans issued by the public sector,

d}  The Government Cammissioner must verify that all public sector

funds are deposited with the Bank®,

e) The Government Commissioner should have an annual audit
program for supervision purposes of Bdl, as per the law.
Through that audit and menitoring the Government
Commissioner verifies that the Bank is in compliance with the
provisions of the law, and upon discovering any violation, it shall

draw the attention of the Governor to it.

f) The Government Commissianer has a permanent authorization
to view all the Bank’s records, documents, funds and accounts.
He may, at any time, request the management of the Bank to
provide him with any information or statistics that help him in
carrying out the task entrusted to him*>, All of this except for

what the laws stipulate to keep it secret.

g) The Government Commissioner must verify that the annual
audits imposed on banks are carried out regularly in accordance

with the regulations in force.

324 Anticle 9 of @35all L paall g0 degSondl A pia walaid Decree 16400 dated 22 May 1964, provided as part of the requasted
documentation. Exhibit 28: ¢35l 3 aandl (5l &agSadl dubigha eulai3 in Arabic and translated in English.

325 Article 11 of el Jmaalt 5ol Lot dub yia wlats Decree 16400 dated 22 May 1964, grovided as part of the requested
dacumentation. Exhibit 28: (535,l! < naall (5 dagSanll 4 4ia a2 in Arabic and translated in English.
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12.8.10 As per the documentation reviewed, the Government Commissicner function

should have been structured as follows, where each department shall be headed

by an employee at the rank of chief accountant?®?®:

i) General secretariat {4 resources);

i)  Control and Audit Department (3 resources);

iiiy The Department of Research on Money and Credit Affairs (5

resources).

12.8.11

In practice and based on the information we have been provided, the office of the

Government Commissioner was never fully able to perform the functions assigned

to it.

We have conducted two brief meetings™ with the Government

Commissioner that was appointed on June 18™, 2020, Below are the findings:

Table 12.27 Key findings from the interviews conducted with the Government

Commissioner

Item

Findings

1 Restrictions

Mission

The Government Commissioner
described the mission as per
the law as general and not
sufficiently detaited

As per article 11 of the decree 16400 dated 22
May 1964, as modified on 2 September 1964,
where it stipulates that the Government
Commissianer can act only within the secrecy
dispositians, BdL has interpreted the secrecy
within the decree as binding and imposed the
following:
- Documents are only accessible at Bdl
premises
- Itis not clear what the Government
Commissioner can request as information
from BdL

Organisational
independence and
authority

Direct reporting to the Ministry
of Finance

Oversight

As per our review of the former
Gavernment Commissioner, we
have not seen any oversight
power exercised over BdL.

The Government Commissicner did not have
access to the full financial information and
when information was provided, it was
described as insufficient.

Frequency of
supervisory activities

Ne pattern identified

We were not able to review any related
documentation or information.

Staffing level

Two resources

We were not able to review any related
documentation or infarmation.

325 Article 15 aF &35l G paall 50 2 ySodl &pirgia el Decree 16400 dated 22 May 1964, provided as part of the requested
documentation. Exhibit 28: &Syl <3 paadl (5] &agSiadl dungha pulaid in Arabic and translated in English.
327 |nterviews conducted on October 18, 2021, and July 4™, 2022. This exhibit was provided as part of information reviewed.
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ltem | Findings Restrictions |
Competencies None specified We were not able to review any related ]
decumentation ar information.

Reporting and The Gavernment Commissioner | We were not able to review any related
monitoring shared that he was not dacumentation ar information.

provided with sufficient

resources to fully perform his

duties.
Quality assurance We have not been provided W 2 were not able to review any related

with detailed information or do. imentation or information.

documentation to make an

informed decision.

12.8.12  We have not been provided with any documentation that would support the duties
performed by the Government Commissariat over 5 years of mandate. However,
we have been provided with two reports*® which describe the relationship

situation between the Government Commissioner function and BdL.

Table 12.28 Findings regarding the Government Commissariat performance

Supervisory functions Findings Restrictions

Supervision of the We have not been provided with any | We understand that the l

application of CMC information that would suggest that | information was not provided
this function was performed. by BdL.

Oversight on the j We have not been provided with any | We understand that the K

Central Council information that would suggest that ! information was not provided
this function was performed. by BdL.

Oversight on BdlL's We have not been provided with any | We understand that the B

accounts information that would suggest that | information was not provided
this function was performed. | by BdL. 1

12.8.13 The first report® received by the Minister of Finance on July 22", 2019, describes
how the Government Commissioner was not able to perform its assigned duties.
The Government Commissioner reported in the report, that the function should be
retitled to a “Ligison Officer”, considering that the function rather acts as an
intermediary between the state bodies and Bdl, therefore not fulfilling its
oversight role®®, The same report descrihes how the commission was prevented

from performing its duties as follows:

328 This exhibit was provided as part of information reviewed.
323 This exinibit was provided as part of information reviewed.

B article 14 of S5l Lo paalt sl LagSoll L gie et Decree 16400 dated 22 May 1964, provided a5 part of the requested

docurnentation. Exhibit 28: (351 L saal) 5] da g8l Mﬁ 33 in Arabic and translated in English.
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i) Pursuant to the CMC®! the Government Commissioner’s office

struggled since its inception from vacancies in staffing (detziled in
article 15 of the decree 64/16400). And without the initiative of BdL
that transferred an employee to work on the secretarial and

administrative duties, the reporf would have been even more delayed.

i) BdL natifies about decisions without any explanation, nor
documentation in order for the Government Commissioner to be

informed in time and make the necessary arrangements2.

i) BdL is said to be withholding information and not providing any

financial analysis nar details.

iv)  BdL{and sometimes Ministry of Finance} proposes law bills covered by
the CMC without any review from the Gavernment Commissioner
{role of the Government Commission described in article 14 of decree

64/16400).

v)  Government Commissioner does not have access to any financial
situation documents {accounts, balances, general ledger; role of the

Government Commission described in article 11 of decree 64/16400).

vi)  Government Commissionaer does hot have access to the
correspondence hetween treasury reserve of the Ministry of Finance

and BdL.

12.8.14  Within the same report, the Government Commissionar makes some suggeastions

to the Ministry of Finance:

i] Refresh/change some of the decrees in order to give the Government

Commissioner the right ta access to the full financial information.

3L Article 41 CMC
33z '
Article 70 CMC

A
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ii) Include a member of the Government Commissioner in the AML

commission, and during the counting/audit of the money removed

from the market.

i} Do not authorize any communication between BdL and other Ministry

of Finance department, only through the Government Commissioner.

W)  Recruit the required resources / staff the commission in order to he

able 1o perform the assigned duties.

12.8.15 The second report, also addressed to the Minister of Finance on March 1%, 2020°%,
suggests improvement measures to activate the role of the Gavernment
Commissioner at Bdl, and rephrases the inability of the Government

Commissioner to perform the duties assighed if the following is implemented:

i) Cancel any article, law or jurisprudence that forhids from aceessing any
backlogs, hooks, financials of BdL and allow asking at any time the
senior leaderships of Bdl for any additional information that would

allow the Government Commissioner to exercise the duties assigned.
i) Refresh the following articles:

a) Allow the Government Commissioner to access any data
without any exception, bearing the banking secrecy law

extends.

b) Cancellation of the decision to exclude the Government
Commissioner from the HBC; based on article 12 from decree

16400 dated 1964/5/22,

iy Fill the Government Commissioner position with “originality” (unique

and irrevocalle).

iv)  Form an administrative body that has the authority and power to fulfil

the duties assigned in arder to supervise BdL.

333 This exhibit was provided as part of information reviewed.
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12.8.16 Finally, the Government Commissariat is required hy the CMC* to periodically

inform the Ministry of the Finance and the Central Council of the supervision
carried out. At the close of every financial year, the Government Commissioner is
required te report to the Minister of Finance on the discharge of his duties in the
course of the preceding year. A copy of this report has to be addressed to the

Governar.

12.8.17 In practice, we were not able to review any reparting. The information and
documentation provided by the Government Commissariat as part of our audit was

related to updates regarding the staffing of the commission, as per the following:
i) October 26, 2018: Request for a 1-month handover period;
ii) December 9%, 2018: Vacancy in the Government Commissariat;

iii)  December 20", 2018: Retirement of a member in the Government

Commissariat;

iv]  December 23", 2018: Request for exemption for payment of halance

on current account of the retiring member;

v) March 26", 2020: Filling positions within the Government

Commissariat {14 open positions).

12.8.18 Based on the information and documentation we were provided with, the
Government Commissariat, and by extension the Government Commissioner, was

unable to fully perform the oversight duties as per the dispositions of the CMC,

334 article 45 CMC
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13 BdL Operations

13.1 Introductiaon

13.1.1  Bdl’s operationa! structure is detailed in document referring to the general
organization of the departments of BDL {mentioning an amendment to the
decision 1222 published an 7 February 1978). The document is published in
Microsoft Word version, undated, unsigned and without mention to its circulation

within BdL.

13.1.2  The document details the role of each department within BdL. The roles and
responsibilities are described on a high-level hasis. We have also based our
understanding of the functioning af the department on the description provided
on BdL's website, as we were unahle to interview the heads of the departments.
However, as part of the responses received to our written guestionnaires®* by the
Vice-Governors around their responsibilities regarding their assigned
departments, we received the following: “As per the CMC, the Governor enjoys the
widest powers to manage the bank and, in this capacity, he arganizes the Bank
departments and defines their duties. He also assigns the functions that shall be
carried out by eoch vice-governor. In this regard, decision number 13251 dated
20/7/2020 assigned each vice governor’s scope of work which covers specified
departments in the bank, and for which the concerned vice governor follows up on
the department’s activities and supervises them administratively. As per the
currently defined process, any request or decision related to the department under
supervision has to be approved by the governaor. No decisions can be taken gt the
fevel of vice governar. As such, uftimate decisions lie with the governor. All
executive directors including those under the administrative supervision of the vice

gavernors have direct access to the Governor. *

13.1.3  The following section details the key internal departments mandates at BdL: the
cash operations department and the real estate and financial assets departments.
The processes relating to bath departments, as pivetal in BdL financial cperations

as per our understanding, are also described on a high-level basis.

35 Exhibit 33 — ARM Questionnaires submitted to BAL. The responses were provided as part of information reviewed on Bdl
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13.1.4  As per our analysis in section 12 around the changes of responsibilities at BdL, and

because of the arganisational structure in place, we have concluded that the
internal functioning of BdL is unclear and mostly influenced by the Governor’s,

uttimately the CC's, decisions,

13.2 Cash operations department

13.2.1  As described in the general organisation of Bdl's departments document, the cash

operations department has the fellowing responsibilities:

a) manage all operations related to the issuance of the national
currency, medals and other commemorative coins which
include design, safekeeping, supply, withdrawal, and shredding;

b) safekeep gold and other valuable assets;

c) manage daily cash related operations;

dj gather data related to counterfeited notes in order to enhance
security features; and

e) promote national currency.

13.2.2  The cash operations department is composed of the following sub-departments:

a) Issuance: give description of the Lebanese currency;

k)  Vault: in charge of the management of the storing of money;

c) Shredding: in charge of collecting and shredding cash money no
longer in use;

d) Cash counting and sorting: receive money from vault sub-
department and counting;

e)  Technical troubleshoating: in charge of keeping the machines,
maintaining their use;

f) Accounting and cash analysis: usual accounting function;

g} Money museum: management of museum {including
communication, sales, marketing to banks);

h) Anti-fraud and counterfeiting: consolidating, counting, storing
counterfeited money, suggest policies to avoid money
counterfeiting; and

i) Treasury bills sales.

A
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13.2.3

The organisation chart and the employees list show that there is a fareign

currencies unit within the department; however, the general organisation paper

does not mention it nor its duties.

Figure 13.1 Cash operations department structure®

Museum &
Currency
Awareness

Currency Anakysis
R Budgering

Amti-Fraud &
Counterfe

Cash Operatians

Qperations

Director

Currency

lsanancs

a) Currency Analysis & Budgeting

Oversee budget expenditure and variance from budget
plans;

Ensure accounting entries and general ledger are kept
up to date and transfer information to related
department;

Oversee currency analysis activities and identify reason
behind dallarization fluctuations;

Lead the development of performance review systems
to analyse the Lebanese Pound; and

Keep abreast of the world’s economic markets and

provide relevant predictians,

b)Y  Anti-Fraud and Counterfeit

336

Analyse and classify all received suspicious banknotes
and cheques;
Specification of currency;

Ensure counterfeit database is updated;

This exhibit was provided as part of information reviewed.
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iv. Lead cross-functional initiatives to proactively detect

and prevent fraud; and

v. Knowledge transfer.

) Operations

i. Ensure batches are handled and distributed accordingly;
ii. Investigate reasons for discrepancies;
iii. Monitaring packaging; and

iv. QOther operational activities,

d}  Other departments undertake more operational activities.

13.3 Real Estate and Financial Assets Department

13.3.1  There are different overviews available on the organisation of REFA. The
organisational chart available on BdL's website” shows one sub-department {the
Financial Assets Management Section) and department overview clarifies that

there are two sub-departments (Real Estate Division and Financial Assets Division).

1332 Finally, based on internal documentation®® provided, there appear to be 4 sub-

departments (this is the view adopted for the purposes of this repart):

a) Reserves Management & Investments;

b} Corporate Lending & Participations;

c) Real Estate; and

d)  Accounting and Internal Control.

37 version published on BOL website https://www.bd|.gav.|b/tabs/index/1/285/B0L-Organization-Chart.html , 2021
employees list [not exhibited], departments charter document. This exhibit was provided as part of infarmation reviewed.

All 3
&
M

338 This exhibit was provided as part of infarmation reviewed.



Figure 13.2 Overview of REFA sub-departments®*

Real Estate and
Financial Assets

Reserves and
Management
Investments

Corporate Lending &
Participations

Accounting and
Internal Control

13.3.3  We have requested but not been provided with a division of the roles and

responsibilities of each department.

13.3.4  The “BdL investment policy”*® document describes REFA investment policy as “Bdl
investment portfolio comprises mainly USD-denominated assets and partly other
FX holdings mostly in EUR in addition to the Gold. Bdl reserves sources are mainly

commercial banks’ term depaosits and current accounts.”

i) Investment objectives: Reserves management is a process by which
public sector assets are managed in a manner that provides for
immediate availability of funds, prudent management of risks, and
generation of a reasonahle return on the invested funds. Its objective
to maintain an appropriate level of liquidity in foreign currencies and
to protect the value and safety of investments and derive maximum

return implies:

332 Thig exhibit was provided as part of information reviewed.
30 nyestment Policy 2/26/2020, document unsigned, scanned, page 7/7 not scanned. This exhibit was provided as part of

informatian reviewead.
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i) Investments should include assets that are acceptable with regards
to the definition of reserves assets, Based on our analysis and
assessment, and despite what there is no explanation as to what is

considered acceptable.

iiij]  Investments should be sufficiently safe. Based on our analysis and

assessment, there is no explanation as to what is considered safe.

iv)  Investments should be sufficiently liquid to be able to meet potential
demands to ensure financial and monetary stability. Based on our
analysis and assessment, there is no explanation as to what is

considered liguid.

V) Investments are supposed ta generate a reasonable return that will
preserve the long-term purchasing power of the reserves assets.
Based on our analysis and assessment, there is no explanation as to

what is considered reasonable.

13.3.5  Based aon the above, reserves management has 3 main objectives; safety, liquidity
and return whereby safety and liquidity objectives should be considered before
return maximization. The document specifies that “safety is important to 8D
becouse the bank cannot afford to incur any capital losses on investments’¥.
Liquidity is important because of the need to maintain a sufficient amount of funds
to meet government payments and other needs in fareign currencies and to
intervene in the FX market. Based on our analysis and assessment, there is no

evidence how the above is mitigated.

13.3.6  To evaluate each objective, a benchmark should be set to compare the

performance in order to capture a deviation and take the necessary steps.

13.3.7  The benchmark will specify the constraints that the governing body could accept.
It sets limits for the permissible instruments to invest in, specifies portfolio
duration or portfolio tranches duration, defines currency camposition, credit

limits, expected return, etc. that reflects the management tolerance for exposure

3L | nyestment Policy 2/26/2020, document unsigned, scanned, page 7/7 not scanned. This exhilit was provided as part of

information reviewed.
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to liquidity, credit and market risks. That is why, setting benchmarks is one of the

most important decisions reserves management undertakes.

13.3.8  Based on our analysis and assessment, we have concluded the following:

i) The document goes into high level description of general and
thearetical concepts. The document was not accompanied by any
other attachment that details the benchmarks for liquidity, assets

allocation and expected returns.

ii)  The document highlights that any investment decision follows a risk
management process, for example to match the assets and liabilities.
Woe specifically asked for the supporting documentation, but we have

not been provided with the risk management framework of BdL.

ili)  The investment policy reference that past-benchmarks and tests of
worst-case scenarios are conducted. We specifically asked for the
supporting documentation, but we have not been provided with any

related analysis or results of such scenarios.

iv)  The investment policy 1s quite evasive in the terms employed. Far
example, when descriling the liquidity investments, it says “how much
liquidity Js sufficient is the core guestion”. We specifically asked for the
supporting documentation, but we have not been provided with any

supporting response or proof of analysis.,

13.4 Foreign exchange and international operations department

13,41  The main functions of the department are:

i) Intervention in the local foreign exchange market;

i} Handling af foreign central banks, hanks and infernational financial
institutions deposits;

i)  Investments abroad and the management of the foreign assets of BdL

in the international markets. This function not refiected in the general

A
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organization of BdL's departments document®? however it is
mentioned on the website;

iv)  Handing of issuance of documentary credits and collaboration with
different public sector institutions in relation to that service;

v) international transfer of funds related to all clients who are allowed to

open accounts with Bdl, i.e,, private and public sectors.

¥ pocument provided: General organizatian of the departments of BDL - Amendment to the decision 1222 published on 7
February 1978, document published in Microsoft Word varsian, Note: the charter is not signed, nor there is any mantion af its

circulation within BdL. This exhibit was Erovided as ﬁart of infarmatian reviewed.
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14 Central bank Transparency assessment

141 Transparency assessment framework

14.1.1  Bdl has a number of responsibilities that have been delegated by the State. Those
responsibilities come with a high level of autonomy and resources. As per the
analysis in other sections around the powers and governance arrangements of Bdl,
accountability also encompasses the capacity of stakehalders to exercise scrutiny

through transparency disclosures.

14.1.2  Central banks are usually subject to some disclosure requirements. However, many

central banks today go beyond the mandatory disclosures.

14.1.3  The IMF issues a list of codes, guides and good practices applicable to zll its
members’ central banks. The Centra! Bank Transparency code® {"CBT") provides
guidance and practical suggestions on reviewing the transparency practices of
central banks, to allow for more informed choices on transparency, including
confidentiality, and more effective communication between the central bank and
its varicus stakeholders, including explaining why specific information is not

disclosed.

14.1.4 A transparency review provides a better understanding of the rationale for the
central bank’s mandate and governance, policies, operations, cutcomes, and
official relations, as well &s reducing uncertainty and facilitate a public dialogue

that can anchor public expectations and foster better policies.

14.1.5 We based the transparency review on the CBT’s 5-pillar framework, covering

transparency in every area of central banking, as follows:
i) Transparency in governance - covering institutional issues.

i} Transparency in policies - focusing on the economics of central bank

policy decisions.

i) Transparency in operations - highlighting how policy decisions are

implemented.

343 £y hibit 31: The Central Bank Transparency code {CBT).
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iv)  Transparency in outcome - focusing on how the outcome of central
bank policies and other actions are reported to stakeholders to

facilitate accountability,

v) Transparency in official relations - covering the central bank
interaction with government and other domestic agencies, and

international relations and commitments.

1416  We reviewed the information and documentation provided as part of the audit as
well as the information and documentation disclosed online and publicly availabla.
The detatls of the information and documentation provided was analysed as part

of all the other sections in this report and is also detailed in the exhibit list.
14.1.7  We considered four dimensions in assessing the transparency of a principle.

] Means of disclosures: although BdL can use different means of
disclosure {e.g., website, official gazette, circulars, publications,

articles ...}, we assessed the consistency of those means.

i) Timeliness of disclosure: we assessed whether BdL communicated or

disclosed infarmation when the need of disclosure has already passed.

iiij  Periodicity of disclosure: we assessed whether BdL communicated in
a timely and periodic manner around decisions relating to monetary
policy {e.g., interest rates), organizational structure or other legal

changes.

iv)  Quality of disclosure: we assessed the quality of the information

disclosed in relation to its accessibility and ease of understanding.

14.1.8  We assessed whether or not Bdl meets each requirement as set-out in the CBT
review, evaluating Bdl’s transparency practices to the CBT practice categories for
each principle according to the cansiderations that are outlined the CBT Guidance

Note3,

4 Evhibit 32: IMF Central Bank Transparency Code — Guidance Note for reviewing the CBT.
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14.19

For each finding, structured as per the dimension it analyses, we formulated our

conclusions as per the below:

Table 14.1 CBT analysis of BdL reading table

Calour ceding | Finding

Interpretation

We have been grovided with sufficient information or
documentation to state that BdL discloses the
information in a clear and easily accessible manner.

Up 1o global practices

We have been provided with partial information or
documentation.

Needs further
enhancement as per
global practices

We have not been provided with sufficient
infermation ar documentation.

To be disclosed and/or
made public to
stakeholders

14.2

1421

Transparency in Governance

We have not bean provided with sufficient information or documentation that

indicate that BdL is fully transparent in disclosing its governance arrangements,

Tahle 14.2 Transparency in governance assessment

Legal Structure

o

The central bank discloses its legal framewark to the public in @ manner that is
clear and easily accessible.

Finding

We have been provided with sufficient information or documentation to state that
Bdl discloses its legal framework in a clear and easily accessible manner.

‘ Mandate

The central bank discloses its mandate—including its abjectives, functions, and
legally defined powers—in a manner that is clear and easily accessible to the
public.

Finding

We have been provided with sufficient information or documentation to state that“
BdL discloses its mandate in a clear and easily accessible manner to the general
public.

Autonomy

The central bank discloses its autonomy—as defined in relevant legislation or
regulations, allowing it to reveal the extent to which it is autonamaous ar nat, in
what forms, and under which conditions—in a manner that is clear and easily
accessible for the public.

Finding

We have been provided with sufficient information or documentation to state that
BdL discloses its autonamy arrangements in a clear and easily accessible manner ta
the general public.

Institutional{Operational
Autonomy

There is clarity on whether the central bank is prohibited from seeking or taking
instructions from any private or public body. The extent to which the central bank's
autonomy varies for the various elements of its mandate is clearly disclosed.
Where appropriate, a central bank’s governing law clarifies whether it has goal or
instrument autonomy concerning its various objectives.

Finding

We have been provided with sufficient infermation or documentation to state that

| Bdl has a full institutional /operational autonomy.

A

ZpEn



Functional Autonomy

There is clarity on whether the central bank can perform its duties without prior —|
approval from the government.

Finding

We have been provided with sufficient infermation or documentation ta state that
BdL can perfarm its duties without prior approval fram the government.

Persanal Autonomy

Whether there is security of tenure for the members of the central bank's decision-
making bodies is clear, as is the nature of such security. In this respect, security of
tenure encompasses the eligibility and disqualification criteria for the appointment
of the members of a central bank’s decision-making bodies, the appointment
procedure, the dismissal criteria and procedure, their remuneration, and the
duration of their tenure.

Finding

We have been provided with partial information or documentation.

Financial Autonomy

The central bank’s financial resources available to fulfil its mandate, and the nature
af thaose resources, are clearly disclosed. In this respect, there is clarity regarding
the central bank's capital, the rules governing any recapitalization of the central
bank, its budget, reserves, provisions, profit distribution mechanism, manetary
financing, and applicahle accounting standards.

Finding

We have been provided with partial information or documentation. [

Decision-Making

The central bank discloses a clear overview of the organizational structure or

Arrangement allocation of responsihilities to its decision-making bodies: policy making, day-to-
day management, and internal oversight of the central bank.
; s |
Finding We have not been provided with sufficient information or documentation.

Risk Management

The central bank discloses the principal risks that it needs to take to meet its
chjectives {such as financial, operational, and legal risks), and the framework to
manage these risks. This includes information on the risk governance structure and
risk strategy.

Finding

We have not been provided with sufficient information or documentation.

Risk Exposure

The central bank discloses the principal risks that it needs to take to meet its
ohjectives,

Finding

We have not been provided with sufficient information or documentatian.

Risk Framework

The central bank discloses the process for identifying financial and nonfinancial
risks, the overall risk strategy, and the accompanying risk gavernance structure
designed to monitor and evaluate risks effectively.

rF;ding

We have not been provided with sufficient information or documentation.

Accountability The central bank discloses its accountability framework that provides transparency

Framewark and reporting mechanisms to internal decision-making bodies, political institutions,
and the general puhlic.

Finding We have not been provided with sufficient information or documentation.

Arrangements Accauntability arrangements are clearly identified, including {i) internal and
external audit arrangements and compliance; {ii) reporting to an audit committee
or Board having an oversight responsibility; and (iii} the external publication of
audited financial statements and annual reports.

Finding We have not been provided with sufficient information or documentation.

Tools Independently Audited Financial Statements: The central bank discloses its

auditing and accounting standards and compliance frameworks and gives the
public sufficient infarmation to assess and understand the central bank’s financial

V(B



perfarmance, use of resources, and transactions with the government and other
stakeholders.

internal audit function, discloses its framewark and compliance with the
framewaork, and the scope of its responsibilities.

Board exists, and which of the activities are published.

Internal Audit: The central bank provides the public with information regarding its

Audit Committee; It is clear whether an internal oversight bady that reports to the

Finding

1
We have not been provided with sufficient information ar documentation.

Anti-corruption

Measures and Internal

It is clear whether domestic anti-corruption legislation and measures apply to the
decision-makers, staff, and agents of the central bank. The central bank discloses

Code of Conduct its internal Code of Conduct with additional requirements specific to central bank
management and staff,
(Finding We have not been provided with sufficient information or documentation,
Human Capital The central bank disclases its policies and practices concerning the gavernance and
Management management af human capital.
Finding We have not been provided with sufficient information or documentation.

Communication

disclosure of information to its stakeholders.

The central bank discloses means and methods of communication and the forms of

Finding We have not been provided with sufficient infarmation or documentation.
T A — B = = P - —— =
Arrangement _‘ The central bank discloses the organizational structure, resnonsihilities, and 1
processes relevant for communication.
Finding We have not been provided with sufficient information or documentatian,
Strategy/Tools The central bank discloses the objectives, target audiences, channels, and toals of
communication policy.
Finding We have not been provided with sufficient information or documentation.
Confidentiality i The central bank discloses its policy on confidentiality or secrecy of central bank
information, including the reasons underlying the choices it has made on disclosure
or non-disclosure of sensitive infarmation.
|
Finding The state has a bank secrecy law in place that prevent such disclosures.
14.3 Transparency in policies
14.3.1  We have not been provided sufficient information or documentation that suggesis
that BdL is fully transparent in disclosing its policies and procedures in place.
Table 14.3 Transparency in policies assessment
Wionetary Policy rThe central bank publicly and clearly discloses the objectives, palicy framework, and
'i[_nftruments of monetary policy.
| —— e g il
Finding We have been provided with partial information or documentation.
Objectives and The central bank discloses its monetary palicy framewerk and strategy for achieving its
Framework objectives,
rFinding ] We have not been provided with sufficient information or documentation.

A



Policy Decisions

The central bank discloses its monetary policy decisions in a timely manner and indicates
how the decisions foster the achievement of its monetary pelicy objective(s). The central
bank discloses the process by which policy decisians are taken, including with respect ta
the meeting calendar of its monetary policy decision-making bodies and their voting
pracedures.

Finding We have not been provided with sufficient information or documentation.

Supporting The central bank discloses relevant economic information and supporting analysis that
Analysis inferms its monetary policy decisions.

Finding We have not been provided with sufficient information or documentation.

Cross-Border
Financial Flows
and Foreign
Exchange
Administration

The central bank is clear about its rale in determining and implementing the policy on
crass-border financial flows and foreign exchange administration. It discloses the
objective(s), the legal and institutional framewaorks it is acting under, its policy decisions,
as well as the process by which palicy decisions are taken.

Finding

We have not been pravided with sufficient infarmation or documentation,

Objectives and

The central bank discloses the policy’s objective(s), fegal and institutional frameworks,

Framework and the strategy ta achieve the policy objectives. There is clarity whether the central bank
can delegate seme of its functions to implement policy decisions to other entities and on
the modalities of such delegation,

Finding We have not been pravided with sufficient information or documentation,

—

Policy Decisions

Policy decisions, whether an new actions or changes to standing policy or other changes
in the regulatory framewark, are publicly announced, explained, and disclased in a timely
manner. The central bank is clear about the process by which policy decisions are taken.

Finding We have not been provided with sufficient information or documentation,
Supporting The central bank discloses in a timely manner the supperiing analysis, including the
Analysis intended outcome that informs its policy decisions.

| Finding We have not been provided with sufficient information ar documentation.

Foreign Exchange

The central hank clearfy and publicly discloses its foreign exchange policy objectives,

Management including the hierarchy of objectives and the operatignal framework and instruments of
foreign exchange interventions.
Finding We have not been provided with sufficient information or documentation.
Objectives and The central bank discloses its policy objectives and legal, operational, and institutional
{ Framewark frameworks, cansistent with the chosen foreign exchange regime.
Finding | We have not been provided with sufficient information or documentation.

Policy Decisions

The central bank discloses its decision-making process, including the rationale for foreign
exchange management instruments, and the means and methods of reaching a decision.
The potential impact of its policy decisions is explained in a timely manner.

Finding ILWE have not been provided with sufficient information or documentation.
e =
Supporting The central bank discloses its assumptions, transmission channels, and analysis backing
Analysis the intervention policy decisions, as well as ex-post evaluation of economic impact.
0
Finding We have not been provided with sufficient information or documentation.
Foreign Exchange | The central bank discloses its policy objectives for foreign exchange reserve management,
Reserve along with key considerations behind the policy, details on how oversight responsibility is
Management allocated, and the potential impact of the policy.

!



Finding We have not been provided with sufficient information ar documentation,

Objectives and The central bank discloses broad investment objectives, operative models, how it
Framewaork allocates oversight responsibility, and the institutional framewaork of its policy decisions.J
Finding We have not been provided with sufficient information or documentation.

Policy Decisions

The central bank discloses key elements of policy farmulation, related risk exposures,
instruments, decision-making hierarchy, and the aversight allocation process.

Macroprudential

Finding We have not been provided with sufficient information or documentation.
Supporting The central bank discloses the key assumptions and review process related to its palicy
Analysis decisions.

ljnding We have not been provided with sufficient information or documentation.

The objectives, decision-making process, and instruments of macroprudential policy are
clearly communicated to the public. [ndicators and supporting analysis to assess the need

for macroprudential measures are disclosed alongside policy decisions.

Finding We have not been provided with sufficient information ar documentation.

Objectives and The central bank discloses its macroprudential policy framework, including its ohjectives,
Framework instruments, angd strategy for achieving its objectives.

Finding We have nat been provided with sufficient information or documentatian.

Policy Decisions

The central bank publicly announces its macroprudential policy decisions in a timely
manner and discloses the decision-making process leading up to macroprudential action.

=
Finding We have not been provided with sufficient information or documentation.
Supporting The central bank discloses the key indicators and analyses used o assess the need for
Analysis macrogrudential measures. It explains the rationale and the expected transmissian

channels of policy instruments in achieving their objectives.

Finding We have not been provided with sufficient information or documentation.
Emergency The central bank discloses the scope and objectives of emergency liguidity assistance,
Liquidity while maintaining the necessary confidentiality, to preserve financial stability and in
Assistance support of monetary policy and its implementation.
Finding We have not been providad with sufficient information or documentation.

Financial Integrity

The central bank discloses its policies and powers for Anti-Money Laundering/Countering
the Financing of Terrorism supervision, and a description of its internal control framework
. relating to the activities or services that may give rise to Money Laundering/Terrorist
Financing risk.

Finding We have not been provided with sufficient information or documentation.
Consumer The central bank discloses its policies relating ta consumer protection, conducted solely
Protection | or jointly with other agencies. A
Finding bNe have not been provided with sufficient infarmation or documentation.

14.4 Transparency in operations

1441  We have nat been provided sufficient information or documentation that suggests

that BdL is fully transparent in disclosing its operations.
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Table 14.4 Transparency in operations assessment

Maonetary Policy —l The central bank discloses its operational framework with a well-defined aperational

target, objectives, instruments, collateral, and access criteria.
ﬂnding We have not been provided with sufficient infarmation or documentation.

Instruments The central bank discloses its manetary policy instruments. =

Finding We have not been provided with sufficient information or documentation,

Coverage The central bank discloses: (i) the type of instrument (open market operations, standing
facilities, other facilities, reserve requirements, and direct instruments of monetary
control}; (i} the characteristics of each instrument; and (i} the collateral framework.

d =L : = LD gl S S

Finding We have not been provided with sufficient information or documentation,

Access The central bank discloses the monetary policy counterparties’ framewark.

Finding We have not been provided with sufficient information ar documentation.

Cross-Border
Financial Flows

The central bank discloses how it implements this policy in terms of the instruments and
the scope of its aperations and actions.

and Fareign

Exchange

Administration

- : -

Finding We have not been provided with sufficient information or documentation.

Instruments The central bank’s instruments for implementing the policy and the circumstances in
which they can be used are clearly defined and disclosed.

. . - -'—]

Finding We have not been provided with sufficient information or documentation.

Coverage The central bank discloses information about the persons {entities and individuals),
transactions, and other aspects of the foreign exchange system that it can and does
regulate; persons, transactions, and activities that it can license, approve, monitor, and
sanction; and fareign exchange transactions that it can perform.

Finding We have not been provided with sufficient information or documentation.

Foreign Exchange

L = R —

The central bank discloses how it implements its foreign exchange policies framework in

Management [ terms of instruments, markets, size, and mode of access.

Finding l We have not been provided with sufficient information or documentation.

Instruments —l The central bank discloses the set of instruments used for foreign exchange management
policy, key considerations under which these instruments are chosen, and eligibility
criteria of counterparties and mode of access.

Finding We have been provided with partial information or documentation.

Pkl £

Coverage The central bank discloses the markets and agents who are targeted by the foreign
exchange management policy.

Finding We have been provided with partial information or documentation.

Fareign Exchange
Reserve

The central bank discloses the general principles governing its foreign exchange reserve
management operations, including relationships with counterparties and service

Management providers. _‘
Finding We have not been provided with sufficient information ar documentation.
Instruments The central bank discloses the broad selection criteria far eligible asset classes,

composition of instruments, investment harizon and constraints.




|
Finding We have not been provided with sufficient information ar documentation, i
Coverage The central hank discloses the criteria to select eligible market counterparties and service
providers and eligible markets to conduct its aperations.
Finding We have not been provided with sufficient information ar documentation.
Review The central bank discloses ¢riteria to assess adequacy and liquidity parameters and
discloses such analysis regularly, at predetermined times.
Finding We have not been provided with sufficient information or documentation.
Financial Stability | The central bank periodically discloses its review of domestic financial stability to the
Reviews and public and is transparent about the methods used for such reviews, including its
Stress Testing framework for stress testing. J
Finding We have not been provided with sufficient information or documentation.
Financial Stability | The central bank periodically provides to the public its review of risk to financial stability,
Reviews including new and emerging sources of vulnerability. —
Finding We have not been provided with sufficient information or documentation.,
Macroprudential The central bank discloses the methods and key assumptions of the stress testing
Stress Testing framework,
fethods
Finding We have not been provided with sufficient information or documentation.
Stress Testing The central bank discloses the caverage of the stress testing exercise.
Coverage |
Finding We have not been provided with sufficient information or documentation.
Central Bank Use There is clarity about the ways the central bank uses the stress test results.
of Stress Test
Results
=
Finding We have not been provided with sufficient information or documentation.
Macroprudential The central bank discloses how it implements macroprudential policies, including the
Palicy design of policy instruments and enforcement arrangements.
umplementation
Finding We have not been provided with sufficient information or documentation.
. =
Instruments The central bank discloses the precise design and objectives of its macroprudential
instruments, including the scope of entities and financial instruments subject to
macroprudential constraints. |
Finding We have not been provided with sufficient information or documentation. |
Enforcement The central bank discloses enforcement mechanisms and responsibilities for all entities
L and financial instruments subject to macroprudential constraints.
[Finding We have not been provided with sufficient information or documentation.
14.5 Transparency in outcome
14.51  We have not been provided sufficient information or documentation that suggests

that BdL is fully transparent in disclosing the autcome of its policies.

M



Table 14.5 Transparency in outcome assessment

The central bank is transparent ahout the outcome of its monetary policy conduct.

Manetary Policy

Finding We have not been provided with sufficient information or documentation.

Governance The accountability of the central hank on monetary policy is clear as ta whom

Actions accountability is owed and how it is discharged.

Finding We have not been provided with sufficient information or documentation.

Policies The central bank discloses progress toward achieving its monetary palicy ohjective(s) as
well as prospects for achieving them.

Finding We have not been provided with sufficient information or documentation.

,T)perations The central bank discloses the volumes and interest rates of the aperations, as well as the

level of the operational target achieved.

Finding We have not been provided with sufficient information or documentation.

Cross-Border
Financial Flows
and Foreign
Exchange
Administration

The central bank discloses the outcome of its policy implementation.

Finding We have nat been provided with sufficient infarmation or documentation,

Governance The central bank discloses information about to whom its accountability on the policy is
Actions owed and how it is discharged.

b 25 e

Finding We have not heen provided with sufficient information ar documentation.

Policies The central bank discloses on a regular basis infarmation about the results in achieving

the policy objectives,
Finding We have not been provided with sufficient information or documentation.

Implementation

The central bank discloses on a regular basis information about the results of the palicy
implementation.

Finding

We have not been provided with sufficient information or documentation.

Foreign Exchange

The central bank discloses how its governing committee is accountable for undertaking

Management and reporting on foreign exchange interventions.
Finding We have not been provided with sufficient information or documentation.
Governance The central bank discloses its decision-making structure and how it is accountable for
Actions Foreign Exchange Management.
Finding We have not been provided with sufficient information or documentation.
Palicies The central bank discloses the role of Foreign Exchange Management toward achieving its
policy objective(s) as well as its interaction with broader monetary policy objectives.
Finding We have not been provided with sufficient information or documentation.
Operations The central hank discloses the results of its market operations, the volume of activity, and
the direction of interventions on its website at a predefined time lag.
I [ - . .
Finding | We have not been provided with sufficient information or documentation.




Foreign Exchange l The central bank discloses any changes to the general principles of internal governance

Reserve and provides clarity on the outcomes of its policy decisions about foreign exchange
Management reserve management.
Finding We have not heen provided with sufficient information or documentation.
Governance The central bank publicly discloses the generai principles of internal governance to ensure
Actions the integrity of its policy formulation and operations.
r;inding | We have not been provided with sufficient information or documentation.
Reporting on The central bank discloses data relating to the level and compasition of reserve assets,
Implementation short-term liabilities, and drains that can lead to demand on reserves at a predefined
frequency.
Finding We have not been provided with sufficient information or documentation.
Financial Results There is clarity in audited financial statements on the amount, compaositian, profit/loss, |
and risks arising from foreign exchange reserves.
Finding We have not been provided with sufficient information or documentation.
Macroprudential The central bank discloses outcomes and evaluatians of its macroprudential policy actions
Policy and its accountability for such actians.
Finding We have not been provided with sufficient information or documentation.
Gavernance The accountability of the central bank on macroprudential palicies is clear as to whom
Actions accountability is owed and how it is discharged.
Finding We have not been provided with sufficient information or documentation.
Policies The central bank discloses ex-post evaluations of its macroprudential policies.
Finding We have not been provided with sufficient information or documentation.
Emergency The Emergency Liquidity Assistance framework allows for appropriate disclosure of the
Liquidity provision of liquidity support, terms and conditions, and amounts provided, while
Assistance maintaining confidentiality as long as required.
Finding We have not been provided with sufficient information or documentation.
Financial The central bank discloses the outcome of its Anti-Money Laundering/Countering the
Integrity Financing of Terrorism supervisory actions as well as detazils abaut the oversight of its
internal Anti-Money Laundering/Countering the Financing of Terrorism controls.
Finding We have not been provided with sufficient information or documentation.
Consumer There is clarity about the results and implications of cansumer protection policies and
Protection operations conducted solely or jointly with other agencies,
Finding We have not been provided with sufficient information or documentation.
146 Transparency in relations
14.6.1  We have not been provided sufficient information or documentation that suggests
that BdL is fully transparent in its relations with its stakeholders.
Tahle 14.6 Transparency in relations assessment
Government The central bank discloses its relationship with the government. This includes the

exchange of information, the coordination of policies, and financial aspects such as rules

/"



on praofit distribution, clearly distinguishing the different roles and modalities this can
take.

Finding

We have not been provided with sufficient information or documentation.

The institutional relatianship hetween the central bank and the gavernment/its agencies
is clearly defined and publicly disclosed.

Finding

We have been provided with sufficient information and elements where we can
understand the relationship between the government and its agencies and BdL.

The central bank publicly discloses its policies and terms and conditions governing
financial transactions with the government, including its fiscal agent role, the
management of the current account, deposit taking, advances, guarantees, loans and
credit arrangements to the public sector, as well as agency services performed on behalf

| of the government.

Finding

The instruments used in interaction {including the financial transactions} between the
central bank and the government/its agencies are clearly defined and publicly disclosed.

Finding

We have not been provided with sufficient information ar documentation.

The central bank discloses publicly on a regular basis the ocutcome of its interaction
{including operations) with the government/its agencies.

Finding

We have not been provided with sufficient informatien or documentation,

Domestic Financial
Agencies

The central bank discloses its relationships with domestic financial agencies as relevant to
the pursuit of its mandate and the execution of its functions.

Finding

We have not been provided with sufficient information or documentation.

The relationship between the central bank and relevant domestic financial agencies is
clearly defined and publicly disclosed, including cooperation and (co-) decision-making
meodalities and arrangements for the formal/informal sharing of infermation,

Finding

We have not been provided with sufficient information or documentation.

The palicies and instruments used in the interaction of the central bank with domestic
financial agencies, and the outcome of the interactian are transparent.

Finding

We have not been provided with sufficient information or documentation.

With respect to macroprudential policy, the central bank discloses its role, respensibly,
and actions—and those of any other authority it collaborates with. The central bank also
discloses any advice it receives.

Finding

We have not been provided with sufficient information or documentation.

With respect to financial stability, all arrangements to restore or maintain financial
stability are clearly disclosed, including arrangements on data sharing, liquidity support,
and who is responsihle for which type of decision or action at what stage.

Finding

We have not heen provided with sufficient information or decumentation.

Foreign Agencies

The central bank discloses its dealings with international organizations foreign
gavernments, other central banks, and other relevant foreign agencies, including the
nature of the involvement or interactions, and any obligations and commitments that
may arise from these relationships.

Finding

Woe have not been pravided with sufficient infarmaticn or documentation,




The relationship for the exchange of information and coordination of actions and policies
between the central bank and international organizations, foreign governments, other
central banks, and other relevant foreign agencies is clearly defined and publicty
disclosed.

Finding

We have not been provided with sufficient information or documentation.

The central bank publicly discloses iis policies, terms, and conditions governing
interaction with international organizations, foreign governments, other central banks,
and other relevant foreign agencies.

Finding

We have not been provided with sufficient information or documentation.

The instruments used in the interaction {including financial transactions) between the
central bank and international arganizations, foreign governments, other central banks,
and other relevant foreign agencies are clearly defined and publicly disclosed.

Finding

We have not been provided with sufficient information or documentation.

The central bank discloses publicly on a regular basis the outcome of its relationship with
international organizations, foreign governments, other central banks, and other relevant
fareign agencies. _‘
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Finding

We have not been provided with sufficient information or documentation.

Other Relations

The central bank discloses its involvement with private or semi-public institutions.

Finding

We have not been provided with sufficient information ar documentation.

The central bank discloses its investments in and ownership of subsidiaries and joint
ventures with private, semi-public, or public entities.

Finding

We have not heen provided with sufficient information or documentation.
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