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Credit risk management 

Principles for the Assessment of Banks’ Management of Credit Risk 

A.   Establishing an appropriate credit risk environment 

Principle 1: The board of directors should have responsibility for approving and periodically (at 

least annually) reviewing the credit risk strategy and significant credit risk policies of the bank. 

The strategy should reflect the bank’s tolerance for risk and the level of profitability the bank 

expects to achieve for incurring various credit risks. 

Principle 2: Senior management should have responsibility for implementing the credit risk 

strategy approved by the board of directors and for developing policies and procedures for 

identifying ٬ measuring ٬ monitoring and controlling credit risk. Such policies and procedures 

should address credit risk in all of the bank’s activities and at both the individual credit and 

portfolio levels. 

Principle 3: Banks should identify and manage credit risk inherent in all products and activities. 

Banks should ensure that the risks of products and activities new to them are subject to adequate 

risk management procedures and controls before being introduced or undertaken ٬ and approved 

in advance by the board of directors or its appropriate committee. 

B.   Operating under a sound credit granting process 

Principle 4: Banks must operate within sound ٬ well-defined credit-granting criteria. 

These criteria should include a clear indication of the bank’s target market and a thorough 

understanding of the borrower or counterparty ٬ as well as the purpose and structure of the credit ٬

 and its source of repayment. 

Principle 5: Banks should establish overall credit limits at the level of individual borrowers and 

counterparties ٬ and groups of connected counterparties that aggregate in a comparable and 

meaningful manner different types of exposures ٬ both in the banking and trading book and on 

and off the balance sheet. 

Principle 6: Banks should have a clearly-established process in place for approving  

new credits as well as the amendment ٬ renewal and re-financing of existing credits. 



 

 

 

Principle 7: All extensions of credit must be made on an arm’s-length basis. In particular ٬ 

credits to related companies and individuals must be authorised on an exception basis ٬ 

monitored with particular care and other appropriate steps taken to control or mitigate the risks 

of non-arm’s length lending. 

C.   Maintaining an appropriate credit administration ، measurement and 

monitoring process 

Principle 8: Banks should have in place a system for the ongoing administration of their various 

credit risk-bearing portfolios. 

Principle 9: Banks must have in place a system for monitoring the condition of individual 

credits ٬ including determining the adequacy of provisions and reserves. 

Principle 10: Banks are encouraged to develop and utilise an internal risk rating system in 

managing credit risk. The rating system should be consistent with the nature ٬ size and 

complexity of a bank’s activities. 

Principle 11: Banks must have information systems and analytical techniques that enable 

management to measure the credit risk inherent in all on- and off-balance sheet activities. The 

management information system should provide adequate information on the composition of the 

credit portfolio ٬ including identification of any concentrations of risk. 

Principle 12: Banks must have in place a system for monitoring the overall composition and 

quality of the credit portfolio. 

Principle 13: Banks should take into consideration potential future changes in economic 

conditions when assessing individual credits and their credit portfolios ٬ and should assess their 

credit risk exposures under stressful conditions. 

D.   Ensuring adequate controls over credit risk 

Principle 14: Banks must establish a system of independent ٬ ongoing assessment of the bank’s 

credit risk management processes and the results of such reviews should be communicated 

directly to the board of directors and senior management. 

Principle 15: Banks must ensure that the credit-granting function is being properly 

managed and that credit exposures are within levels consistent with prudential standards and 

internal limits. Banks should establish and enforce internal controls and other practices to ensure 



 

 

 

that exceptions to policies ٬ procedures and limits are reported in a timely manner to the 

appropriate level of management for action. 

Principle 16: Banks must have a system in place for early remedial action on deteriorating 

credits ٬ managing problem credits and similar workout situations. 

E.   The role of supervisors 

Principle 17: Supervisors should require that banks have an effective system in place to 

identify ٬ measure ٬ monitor and control credit risk as part of an overall approach to risk 

management. Supervisors should conduct an independent evaluation of a bank’s strategies ٬ 

policies ٬  procedures and practices related to the granting of credit and the ongoing management 

of the portfolio. Supervisors should consider setting prudential limits to restrict bank exposures 

to single borrowers or groups of connected counterparties. 
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Abstract : 

 The banking scene has witnessed many developments in recent years  ٬ These changes have 

resulted in a variety of risks and Credit risk is considered the most dangerous of theme  because 

of his serious impact on the world financial performance ٬ which has led to develop methods to 

manage this type of risk. In response to these developments and changes the happened , the 

Basel Committee issued norms and proposals that would regulate the banking system as well as 

enhance supervision in order to ensure the soundness and stability of the banking system. 

 Based on the above ٬ In this context is articulated the problematic of this thesis ٬ which we 

tried to address through two theoretical chapters and one practical chapter The theoretical 

background of the subject is defined by the definition of bank credit and its main components as 

well as the risks it bears and the role of managing credit risk in controlling them. as we defind 

also the prudential rules in order to present the Basel Committee on Banking Supervision and 

their principles on managing bank risk. 

  The practical aspect of this research has been addressed through the presentation of the 

methods used by the Algerian banking system in  managing credit risk and the reality of the 

application of this system to the Basel principles. Finally our study of the mechanisms used by 

the National Bank of Algeria. « BNA » on credit risk management . 

The research concluded with a number of results ٬ As follows : 

 There is almost no banking transaction without a credit risk Therefore ٬ the credit risk 

managent is a necessary process that helps decision-makers in taking the right credit decision ; 

 The Algerian banking system is still unable to applie all Basel principles. 

Keywords:  Bank Credit ٬ Credit Risk Management ٬ Basel Committee ٬ Supervisory 

organisation  ٬ prudential rules. 

 



 

 

Résume : 

La scène bancaire a connu de nombreux développements au cours de ces dernières années. 

Ces changements ont engendré une variété de risques notamment le risque de crédit qui est 

considéré comme le risque le plus dangereux en raison de son gravissime impact sur la 

performance financière mondiale ٬ ce qui a mené à la mise au point des méthodes et des  mesures 

qui permettent la gestion de ce type de risque. Face à ces développements survenus ٬ le Comité 

de Bâle a publié des normes et des propositions visant à réglementer le système bancaire et à 

renforcer la supervision afin de garantir un système solide et stable. 

Compte tenu de ce qui a précède ٬ s’articule la problématique de cette thèse ٬ que nous 

avons essayé de traiter à travers deux chapitres théoriques et un chapitre pratique. Le contexte 

théorique du sujet est défini par la définition du crédit bancaire et de ses principales composantes 

ainsi que par les risques encourus par le crédit bancaire et le rôle de la gestion du risque de crédit 

dans leur contrôle. Nous avons également défini les règles prudentielles afin de présenter le 

Comité de Bâle et ses principes sur la gestion des risques bancaires. 

 L'aspect pratique de cette thèse a été abordé à travers la présentation des méthodes utilisées 

par le système bancaire algérien pour gérer le risque de crédit et son Engagement aux principes 

de Bâle. Enfin notre étude ce termine par découvrir et connaitre  approche et les mécanismes 

utilisés par la Banque nationale d'Algérie. «BNA» pour gérer le risque de crédit. 

La recherche a abouti à un certain nombre de résultats ٬ comme ce suit: 

- Il n’existe pratiquement aucune transaction bancaire sans risque de crédit. Par 

conséquent ٬ la gestion des risques de crédit est un processus primordial. qui aide ceux qui sont 

en charge à prendre la bonne décision en matière de crédit; 

- Le système bancaire algérien n'est toujours pas en mesure d'appliquer tous les principes 

proposés par le Comité de Bâle. 

Mots-clés: crédit bancaire ٬ gestion du risque de crédit ٬ comité de Bâle ٬ organisation de la 

surveillance ٬ règles prudentielles. 


