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1. Credit risk – e.g. the risk that the borrower may default

(does not fulfil the contract terms and causes a loss to

the creditor). The case of bankruptcy is just one of the
(excessive) cases of default. Credit risk is embodied in
credit activities as well as in business and investment
activities, payments and securities settlements. It is the
oldest and still the most material risk.

2. Market risk – e.g. the risk of changes in market prices
of financial or other instruments as a result of nega-
tive market development. Market risk includes interest
rate risk, equities risk, commodity risk and currency
risk.

3. Operational risk – e.g. the risk caused by mistakes, in-
observance of procedures and fraud.
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Abstract: The objective of this paper is to enable a bank’s view towards a credit obligor. Banks are subject to a lot of
financial risks. Credit risk is the most important one. Banks also have to manage the objective of maximum profit on one
hand, the prudential rules on the other hand. Recently, the Bank for International Settlements submitted a new concept of
prudential rules (The New Basel Capital Accord) that should be accepted by national regulators and applied from 2006/7.
This concept brings relatively strict conditions which should improve bank management of credit risk but which are
unpleasant for loaning of small and medium enterprises including agricultural ones that are mostly part of this category.
Very important role will be still played by non-market supporting instruments, especially guarantees provided by sover-
eigns. They can improve the competitiveness of agricultural enterprises in the credit market.
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– the security of clients and public creditworthiness of

banking system,
– running of the banking system,
– running of the economy as a whole and prevention of

contagion effects,
– monetary stability support.
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– the standardised approach that is based on current ap-

proach described above with some amendments e.g.
the strengthened role of external rating assessment;

– internal ratings based (IRB) approach according to the
stipulated conditions.
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– to inform management about the quality structure of

the credit portfolio and range of risk exposure to indi-
vidual rating grades,

– as a basis for provisioning and allowances,
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– as a basis for credit pricing and for bank profitability
analysis.
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– the obligor is unlikely to pay debt obligations in full,
– a credit loss event (charge-off, specific provision, re-

structuring etc.),
– the obligor is past due more than 90 days,
– the obligor has filed for bankruptcy or similar protec-

tion from creditors.
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– historical and projected capacity to generate cash to

repay debts and support other capital requirements;
– capital structure and the likelihood that unforeseen cir-

cumstances could exhaust its capital cushion and re-
sult in insolvency;

– quality of earnings (degree to which revenue and cash
flow emanate from core business),

– quality and timeliness of information about the borrower,
including audited financial statements, applicable ac-
counting standards and conformity with the standards;

– degree of operating leverage and impact of demand vari-
ability on profitability and cash flow,

– financial flexibility resulting from access to resources
(debt and equity),

– depth and skill of management to effectively respond to
changing conditions,

– position within industry and future prospects,
– risk characteristics of the country it is operating in.
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