
Pursuant to Article 17, paragraph 1 point 2 of the Law on the Central Bank of Montenegro 
(Official Gazette of the Republic of Montenegro No. 52/00) and Articles 35 and 37 of the 
Law on Banks (Official Gazette of the Republic of Montenegro No. 52/00 and 32/00), the 
Council of the Central Bank of Montenegro, on its session held on August 3, 2002, 
enacted 
 
 

D E C I S I O N 
on Minimal Standards of Credit Risk Management 

and Operations with Bank Related Parties 
 
 

Article 1 
 
This Decision regulates in detail: 
 

• rules for managing credit risk, 
• manner of determining bank exposure to an individual beneficiary and to a 

group of connected beneficiaries; 
• exposure limits and operations with bank related parties. 

 
 

1. Rules for Credit Risk Management 
 

Article 2 
 
The bank is obliged to manage efficiently credit risk and to maintain the bank’s loan 
portfolio within parameters set by credit risk strategy and credit policy.  
 
The term “credit risk”, in the context of this Decision, means the possibility that a borrower 
or other bank client would not fulfill their obligations timely and/or completely. 
 
The Management Board of the bank is obliged to review periodically, but at least annually, 
the credit risk strategies and significant credit risk policies of the bank.  
 
Credit Risk Management Committee is responsible for implementation of the credit risk 
strategy, and development of policies and procedures for identifying, measuring, 
monitoring and controlling credit risk. 

 
Article 3 

 
To implement its credit risk management strategy, the bank is obliged to establish: 
 
1) Detailed rules for granting loans that would, as a minimum, define the obligation of the 

bank in the process of granting a loan to obtain information on: 
- the loan beneficiary’s financial condition, 
- the purpose of the loan, 
- sources of the loan repayment, 



- value of the loan security; 
 
2) Rules for changing contracted conditions of outstanding loans, loans used in 

restructuring non-performing assets and in other cases, given it is provided that risks of 
these activities are subject to adequate risk management and control procedures; 

 
3) A system for monitoring the condition of risk exposures, including information systems 

and analytical techniques that enable competent body of a bank to measure the credit 
risk inherent in all kinds of transactions and also give sufficient attention to non-
quantifiable risks, as well as to the relationship between credit risk and other risks, with 
obligation of bank management to perform systematic portfolio reviews and asset 
quality assessments on a quarterly basis, as a minimum; 

 
4) A system for monitoring the overall composition and quality of the loan portfolio 

managed by bank, credit risk of the whole portfolio as well as credit risk of individual 
credits and transactions; 

 
5) Internal risk rating system in accordance with the nature, size and complexity of bank’s 

activities, provided that credits rated as “non-performing assets” under the regulations 
of the Central Bank’s bank asset classification regulations should be subjected to 
additional consideration and supervision; 

 
6) Rules that determine obligation of the bank credit risk management committee, when 

assessing individual credits and overall credit portfolio exposure, to take into 
consideration their credit risk exposure under potential stressful conditions, including 
changes in economic environment; 

 
7) The process of timely undertaking remedial actions to improve deteriorating credits and 

other exposures, particularly “non-performing assets”. 
 

Article 4 
 
The bank is obliged to establish and develop policies and procedures that should ensure 
adequate diversity of the bank’s portfolio and, for that purpose, set exposure concentration 
limits, in accordance with given target markets and general credit strategy.  
 
“Exposure concentration”, in the context of paragraph 1 above, means a number of credits 
and other exposures that are, directly or indirectly, extended to an individual beneficiary, 
group of connected beneficiaries, bank related parties, individual industry or economic 
sector, geographical region, as well as other groups of credits and other exposures that 
have similar risk characteristics. 
 
The bank is obliged to establish supervision system over the composition and quality of 
different parts of its portfolio in accordance with the nature, size and complexity of the 
bank’s overall portfolio. 
 



The bank should consider imposing additional, comparable and significant constraints and 
other reasonable measures that need to be established depending on complexity and 
volume of the bank’s operations.  
 
The Central Bank of Montenegro (hereinafter: the Central Bank) shall assess the 
adequacy of the prescribed lending limits and exposure risk policies and procedures in a 
bank through the examination process.  
 
 

2.  Exposure to Individual Beneficiaries or Groups of Connected Beneficiaries 
 

Article 5 
 
The total exposure towards an individual beneficiary or a group of connected beneficiaries 
represents the sum of all the loans extended to that individual beneficiary or group of 
connected beneficiaries, including the off-balance-sheet items. 

 
The calculation of the total exposure referred to in paragraph one above shall not include: 
 
1. Claims that are secured by: 
 

a) unconditional guarantees of the Zone A central governments or central banks; 
b) cash in convertible currencies which is, at all times, equal to minimum 100% of the 

unpaid loan amount and which is deposited in the bank as collateral and blocked on 
a special account; 

c) collateral in the form of the Zone A central government or central bank securities, 
provided that their market value is at least 25% larger than the unpaid loan amount; 

d) collateral in the form of money market instruments issued in the developed financial 
markets, approved by the Central Bank, and provided that their market value is at 
least 30% larger than the unpaid loan amount. 

 
2. Credits and other exposures to the Zone A central governments or central banks. 
 

Article 6 
 

Before approving a loan or other exposure, the bank shall provide a written statement from 
the borrower containing information about all of the borrower’s related interests to other 
parties, and a commitment from the borrower to keep the bank informed on any changes 
that may affect the amount of the bank’s exposure to that borrower. 
 

Article 7 
 
In the case of breaching the limits that are set forth in the Law and this Decision, the bank 
is obliged to immediately inform the Central Bank, which shall, depending on the reasons 
and amount of the breach and other circumstances, determine the time and measures for 
removing such incompliance. 
 



 
3. Business Operations with Bank Related Parties 

 
Article 8 

 
Exposures to bank related parties are subject to the following restrictions: 
 

a) the total exposure to a person that is member of bank management bodies 
(management board and committees), including the person’s immediate family 
members (spouse and children) may not exceed 1% of the bank’s first class capital; 

b) the total exposure to the legal parties controlled by the persons referred to in point 
a) above, or their immediate family members, may be maximum 10% of the bank’s 
first class capital; 

c) the total exposure to an employee who is not a member of the bank management 
body may be maximum 24 net monthly salaries of that employee; 

d) the total exposure to a shareholder holding from 5% to 10% of voting stock or 
interest in the bank’s capital, including the exposure to the legal parties controlled 
by that shareholder, may not exceed 10% of the bank’s first class capital; 

e) the total exposure to all the shareholders with qualified participation in the bank, 
including the exposure to the legal parties controlled by such shareholders, may not 
exceed 20% of the bank’s first class capital. 

 
The criteria established in Article 5 of this Decision shall apply in the calculation of 
exposure to the bank related parties. 
 

Article 9 
 
The bank may perform business transactions with its related parties, only in accordance 
with the bank’s business policy, which in the part that concerns business transactions with 
bank related parties, has to fulfill the following conditions, as a minimum: 
 

a) The bank may conduct business with bank related parties only with the approval of 
the credit risk management committee of the bank; 

b) Bank related parties cannot participate in making decisions on business 
transactions between them and the bank or between the bank and any other person 
that is related to them; 

c) The bank is obliged to form and maintain orderly records and documentation 
regarding transactions with bank related parties. 

 
The decisions of the credit risk management committee on any business transaction 
between the bank and the bank related parties must be based on full review of the 
documents and establishment of all the relevant facts relating to that business transaction, 
including: 
 



a) the total loan amount, interest rate, repayment period, borrower financial 
information evidencing the creditworthiness and capacity to repay according to the 
contracted terms, as well as the data on the loan collateral value, determined by 
independent assessment; 

b) for purchase or sale of assets, the selling price and information confirming the value 
of the assets; and 

c) for investments, the justifiability of the investment and relevant risk assessment. 
 

Article 10 
 
The bank must not perform any transaction with bank related parties, if the transaction 
conditions are more favorable than those that the bank would approve to another party not 
related to the bank. 
 
The more favorable conditions, in the meaning of this Decision, include but are not limited 
to: 
 

a) charging lower fees or interest rates on loans and other exposures than those 
charged to non-bank related parties; 

b) paying higher interests on deposits than those paid to non-bank related parties; 
c) accepting collateral of lower value, or such collateral that the bank otherwise would 

not accept from non-bank related parties; 
d) extending loans or other exposures that, because of the type of the transaction, 

level of risk involved, creditworthiness of the borrower or kind of offered collateral, 
would not be extended to non-bank related parties; 

e) sale of assets at lower price, or purchase of assets at higher price, than the bank 
would otherwise pay to a non-bank related party; 

f) purchase of shares in a legal entity in which a bank related party is a shareholder, 
which the bank otherwise would not purchase because of the risk level inherent in 
such transaction; 

g) paying goods or services, or leasing assets, at a price higher than that that the bank 
would pay to a non-bank related party. 

 
The bank shall not purchase “non-performing assets” from a bank related party. 
 

Article 11 
 
An exposure towards the party controlling the bank or controlled by the party controlling 
the bank shall, at any time, be secured by: 
 

a) cash in convertible currency, in the amount of minimum 100% of the unpaid amount 
of the exposure; 

b) securities issued by the Government of the Republic of Montenegro, with market 
value equal to at least the unpaid amount of the exposure; or 



c) other marketable securities, with market value at least 30% higher than the unpaid 
amount of the exposure. 

 
Article 12 

 
The bank is obliged to submit to the Central Bank reports on exposures and reports on 
operations with bank related parties, in accordance with separate decision of the Central 
Bank.  

 
Article 13 

 
The bank shall reduce the exposures to bank related parties that have been approved in 
accordance with the Decision on Minimal Standards of Loan Concentrations Management 
and Operations with Bank Related Parties (“Official Gazette of RM”, No. 24/01) and 
exceeded the limits set forth in this Decision into the prescribed ranges in accordance with 
the contracted terms, provided that the bank must not influence the process of reducing 
such exposures to the prescribed ranges by approving new exposures or in any other way. 
 

Article 14 
 
On the date this Decision comes into effect, the Decision on Minimal Standards of Loan 
Concentrations Management and Operations with Bank Related Parties (“Official Gazette 
of RM”, No. 24/01) shall cease to be valid. 

 
Article 15 

 
This Decision shall come into force eight days after its publishing in the "Official Gazette of 
the Republic of Montenegro". 
 
 
 

COUNCIL OF THE CENTRAL BANK 
 

Decision No: 0101-43/1-2002       PRESIDENT, 
Podgorica, August 18, 2002       Ljubisa Krgovic 
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