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This article presents an analysis of the bank's existing
management mechanisms of general financial risk, their
implementation  methods and  evaluation  methods.
Recommendations on the bank’s credit policy, credit risk
management policy and related procedures have been
formulated.

Introduction

In the 21st century, a new stage of banking activity is represented by the beginning of the
information age and digitization of the economy. In the past, the financial stability of banking activity
was assessed quantitatively, but the new century shows the need to change these methodologies. In turn,
the bank's financial stability is measured by minimizing risks to the maximum extent. This is reflected
in factors such as the fact that bank risks are becoming more complex, firstly, the development of deeper
integration of the world economy, secondly, the rapid penetration of digital technologies into the
financial services market, and thirdly, the need to research behavioral economics.

The Bank shall develop and maintain an effective system of identification, measurement,
monitoring and control of credit risk related to all types of its activities and products as part of an overall
risk management approach, both individually and on a portfolio basis.

Also, banks should consider indirect concentration risk, currency risk and country risk as part of
credit risk management.

Main part

As part of the bank's credit risk management, it is necessary to take into account all important
sources of credit risk, such as balance and off-balance sheet items, but only in this case: credit, leasing,
trade financing, guarantees given, interbank requirements, investments in debt and equity securities,
requirements on derivative financial instruments. should not be limited.

The loans granted during 3 months of 2022 are noteworthy (Fig. 4).

It can be seen from Figure 4 that if more loans are allocated to legal entities, long-term loans have
a higher weight in the composition of total loans. These loans total 340258.7 bln. amounting to soums,
allocated by a total of 33 banks.
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requirements apply to all of the bank's credit risk activities. At the same time, banks need to consider
the relationship between credit risk and other risks they may face.
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Figure 4. Information on loans granted as of April 1, 2022 %, billion soums

An effective structure of credit risk management includes the following main parts:

» credit risk appetite;

» credit policy and credit risk management policy;

* lending, decision-making process;

* credit management and monitoring;

* identifying problem loans and working with them;

» credit risk stress-testing;

* credit risk reporting.

The risk appetite statement should include the credit risk appetite, i.e., the level of credit risk, that
the bank is willing to accept to achieve its strategic goals and business plan.

A bank can demonstrate credit risk appetite using qualitative statements, but also quantitative
indicators such as loan-to-asset ratio, non-performing (NPL) loan/asset growth, credit risk assessment
and degree of concentration (obligors, products, sectors, etc.). should include.

Banking operations related to credit risk must be carried out in accordance with the bank's credit
policy approved by the supervisory board. The credit risk policy must be prudent (prudence), consistent
with the principles of responsible lending and applied continuously.

The credit policy must clearly reflect the bank'’s supervisory board's views on the priorities of the
bank's risk appetite and risk management culture, which are applied to loans that are expected to be
approved in the development of credit activity.

1 O’zbekiston Respublikasi Markaziy banki ma’lumotlari
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Each bank must develop and implement its own credit policy. The members of the supervisory
board are responsible for the development and implementation of the credit policy.

It is necessary to review the bank's credit policy in terms of no more than one year and, if
necessary, to change and add to it. The bank's credit policy, as well as amendments and additions to it
or its new version must be submitted to the Central Bank within three working days from the date of
approval by the bank's supervisory board.

The credit policy should consist of at least the following components:

- basic principles of implementation of bank credit policy;

- target markets of the bank, acceptable and unacceptable types of lending (for example, economic
sectors, types of credit products, types of borrowers, geographical regions, etc.)

- general or minimum requirements for assessing the creditworthiness of potential borrowers;

- general terms of granting loans: duration, volume, currency, acceptable means for security and
the limit of the maximum amount of loans granted under a certain security;

- the target composition of the loan portfolio according to various criteria (for example, maturity,
security, types of loans, currency, etc.);

- general requirements for collateral assessment;

- main financing sources for lending;

- principles of price formation for credit products;

- credit concentration requirements (if the bank's credit risk appetite is not included);

- principles of lending to employees and persons related to the bank;

- the procedure, powers and obligations of credit decision-making by the relevant persons and
bodies of the bank;

- Exceptions to the approved policy and the procedure for their consideration.

The above and other components of the bank’s credit policy may be reflected in one or more
internal documents based on the bank's decision.

Each bank must develop and implement a credit risk management policy.

The members of the supervisory board are responsible for the development and implementation
of the credit risk management policy. The bank's credit risk management policy should be reviewed
every year, and if necessary, amended and supplemented.

The bank's credit risk management policy, as well as amendments and additions to it or its new
version must be submitted to the Central Bank within 3 working days from the date of approval by the
bank's supervisory board.

A credit risk management policy should include at least the following components:

- objectives, tasks and principles of credit risk management;

- organizational structure that takes into account the distribution of obligations among the
participants of the credit risk management process, the order of their responsibility, powers and mutual
relations;

- standard setting procedure for credit risk level control;

- credit risk identification, measurement, monitoring, control, reporting and mitigation methods;

- methods of identifying and managing overdue (problem) assets at an early stage;

- format and list of forms of credit risk management reports, procedure and periodicity/terms of
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submission of reports to subjects of the risk management system.

The above and other components of the bank's credit risk management policy may be reflected in
one or several internal documents based on the bank's decision.

On the basis of the credit policy and credit risk management policy approved by the bank's
supervisory board, the bank's management ensures that more detailed procedures (processes, criteria)
are developed in the bank's internal documents and effectively put into practice for the effective
implementation of the stated policies.

It is necessary to develop these procedures taking into account the nature and complexity of the
bank's activities, to correspond to reasonable banking practices, to meet the regulatory requirements
established by the Central Bank, and to be constantly revised.

In order to prevent excessive concentration of credit risk, bank management should develop and
implement procedures to ensure adequate diversification of the loan portfolio, taking into account the
bank's target markets, its risk appetite and credit policy.

In particular, these procedures should establish risk limits for individual counterparties and a
group of interrelated counterparties, individual industries or sectors of the economy, geographical areas
and (or) specific products.

The bank must ensure that its acceptable risk limits are at least consistent with the prudential
requirements or restrictions set by the Central Bank.

To be effective, limits should be mandatory (not discretionary) and should not be changed too
frequently based on the short-term and current requirements of the bank's business structure.

Conclusion

The bank's credit policy, credit risk management policy and related procedures should be
communicated to all relevant employees. All employees of the bank must work in accordance with the
established credit policy and procedures, they are responsible for the decisions made during the
performance of their duties to the supervisory board and the bank's management through their direct
SUpervisors.

In order to improve the skills of employees involved in any credit activity, the bank's management
should periodically organize training sessions and ensure that the employees fully understand the bank's
strategic direction, its policy, acceptable risk and the bank's risk limits.

Remuneration policies should be commensurate with credit risk and should not result in
employees seeking short-term earnings that lead to an unacceptably high level of credit risk.
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