Methodological considerations of data compilation and adjustments in historical data series for the IMF Financial Soundness Indicators

In connection with the transition to new reporting forms of the International Monetary Fund (IMF), Kazakhstan is introducing an updated reporting format, which includes particular changes in the compilation of data on the total balance sheet and income statement of second-tier banks.
1) [bookmark: _GoBack]According to the updated IMF reporting format (2019 Guide)[footnoteRef:1], income statements are presented on a cumulative basis from the beginning of the calendar year to the end of the reporting period. Previously, the NBRK presented data on income and expenses generated for a respective reporting period (quarter). In connection with the IMF requirement for all countries to apply a single approach, income data was re-calculated on a cumulative basis, which resulted in a revaluation of some financial soundness indicators (FSIs). [1:  https://data.imf.org/?sk=51b096fa-2cd2-40c2-8d09-0699cc1764da] 

2) According to the updated methodology, the following indicators have been added for the deposit takers sector: the ratio of Common Equity Tier 1 capital (CET1) to Risk-weighted assets (RWA); the ratio of Tier 1 capital to total assets; loan concentration by type of economic activity; the ratio of reserves (provisions) to non-performing loans (NPL 90+); liquidity coverage ratio (LCR); net stable funding ratio (NSFR); private sector lending growth. The data series for the new indicators starts in 2022.
3) Data on Reserves (provisions) for financial assets is divided into two categories: Reserves for non-performing loans (Specific provisions), reflected on the Assets side of the balance sheet, and General and other provisions - on the Liabilities side of the balance sheet.
It is worth noting that such classification of Reserves (provisions) is nonexistent in the regulatory data collected by the NBRK. Reserves (provisions) are created following international financial reporting standards (IFRS 9) and the requirements of the legislation of the Republic of Kazakhstan on accounting and financial reporting. According to the form of the administrative data 700-N(D)[footnoteRef:2], the total Reserves (provisions) for the loan portfolio are recorded on the active side of the balance sheet with a minus sign, reducing the amount of assets and reflecting deductions aimed at covering potential losses for the entire loan portfolio. [2:  The administrative data form “Report on balance and off-balance sheet accounts” (index - 700-N(D)) was approved by the Resolution №54 of the Board of the National Bank of the Republic of Kazakhstan dated April 21, 2020. The accounts in the Form are indicated in accordance with the Standard chart of accounts for accounting in second-tier banks, mortgage organizations, joint-stock company "Development Bank of Kazakhstan" and branches of non-resident banks of the Republic of Kazakhstan, approved by the Resolution №3 of the Board of the National Bank of the Republic of Kazakhstan dated January 31, 2011.] 

Thus, to collect the above data series and reflect them in accordance with the IMF reporting template, the following method is used:
· On the Assets side:
[bookmark: _Ref174372211]Reserves against non-performing loans (Specific provisions) = Provisions against loans for which payments of interest or principal are past due by 90 days or more[footnoteRef:3] [3:  The information is published on the NBRK website in the “Information on the structure and quality of the loan portfolio” section of the Financial indicators of the banking sector.] 

· On the Liabilities side:
General and other provisions = Provisions under IFRS for the entire loan portfolio3 – Provisions for loans overdue by over 90 days
As a result of applying the above approach to forming the data series, the final amount of total assets and liabilities of banks will be higher than the amounts published on the NBRK website by an amount equal to General and other provisions, since according to the FSI methodology this part of the reserves (provisions) is reflected with a positive sign on the passive side of the balance sheet.
The historical data was adjusted accordingly to comply with IMF requirements.
4) The loan portfolio breakdown by economic sectors was based on the data from 700-N(D) based on the “Economic Sector Code” information. The data on the loan portfolio (excluding interbank loans) is compiled using amounts recorded in the following accounts: 1401, 1403, 1405, 1407, 1409, 1411, 1417, 1420, 1421, 1422, 1423, 1424, 1425, 1426, 1427, 1429, 1461, 1462.
We note that accounts 1426 and 1427 record the amounts of Islamic banks’ claims against their clients for trade financing transactions and overdue debt on them. In this case, the amount on the specified balance sheet accounts includes both principal and markup amounts for these transactions.
The markup amounts for transactions to finance the trading activities of Islamic banks are recorded in account 8714 of the administrative data form “Report on individual indicators of bank activity” (index – ADD). However, the markup amount can only be excluded at an aggregate level since the ADD reporting does not provide the ability to break it down by economic sectors or other detailed features (currency, residency, etc.).
In connection with the above, to correctly reflect the total loan portfolio, the total markup amount is excluded from only one data series, which comprises a sizeable part of the loan portfolio (in particular, from data series 18 (i.ii.v). Other sectors of the economy).
5) Considering the above, we note that Indicator 53. Loans in foreign currency reflects the loan portfolio (including interbank loans) in foreign currency, except for the amounts of claims of Islamic banks for trade financing transactions recorded in accounts 1426 and 1427.
6) The methodology for calculating the indicator “Large exposures to capital” has changed, resulting in a significant change in the dynamics of the coefficient starting in 2022. In particular, to calculate the indicator, a data series on the sum of all exposure per borrower, where the risk size of each exceeds 10% of the equity capital of the banks, serves as a numerator.
7) The following annualization and averaging methods are used in the calculation following IMF requirements:
Annualization for income/expense items (data presented with a cumulative total from the beginning of the calendar year to the current reporting period.):
For Q1 (annualized) = data for Q1 *4
For Q2 (annualized) = data for Q2 *2
For Q3 (annualized) = data for Q3 /3*4
For Q4 (annualized) = data for Q4

Averaging for balance sheet items (data presented as of the end of the current reporting period):
At the end of Q1 (average) = (data as of the end of Q1 + data as of the end of Q4 of the previous year) / 2
At the end of Q2 (average) = (data as of the end of Q2 + data as of the end of Q1 + data as of the end of Q4 of the previous year) / 3
At the end of quarter 3 (average) = (data at the end of quarter 3 + data at the end of quarter 2 + data at the end of quarter 1 + data at the end of quarter 4 of the previous year) / 4
At the end of quarter 4 (average) = (data at the end of quarter 4 + data at the end of quarter 3 + data at the end of quarter 2 + data at the end of quarter 1 + data at the end of quarter 4 of the previous year) / 5

