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The article is devoted to a comprehensive analysis of the concept of professionally motivated opinion applied by regulator (Bank of Russia) in
respect of a credit institution. This concept (category) is seen in a variety of ways: as the approach used in international banking practice, as an
institution of banking supervision, as assessment assigned by to the Bank of Russian to a credit organization, on the basis of analysis of numerous
financial parameters of the latter, the ownership structure, the risks taken and the objective economic factors. The article discusses also the main
directions of banking supervision, which includes elements of professionally motivated opinions as well as the goals of the latter.

Cmames noceAweHa 8ceCmopoHHeMy aHaIU3y NOHAMUSA NPOGECCUOHAIbHO20 MOMUBUPOBAHHOZ0 CyX0eHUS, NPUMEHAEMO20 pe2yIaimopom
(baHkom Poccuu) 8 omHoweHUU KpedumHoU opeaHuzayuu. JaHHoe noHamue (kamezopus) paccmampueaemcs 8 pasudHbIX dcneKkmax: Kaxk
Nno0oxo0, ucnonb3yembili 8 MeXOYHAPOOHOU 6AHKOBCKOU Npakmuke, KaKk UHCMumym 6aHKOBCKO20 HA030pd, KAaK OueHKd, npucedaemas baHkom
Poccuu kpedumHoli opeaHU3ayuu Ha OCHOBAHUU AHAJIU3A MHO20HUC/IEHHBIX (PUHAHCOBLIX NAPaMempo8 OesmesibHoOCMu nociedHel, Cmpyk-
mypbl cObcmeeHHOCMU, NPUHUMAeMbIX PUCKO8, a MAkxe 06seKmuUBHbIX SKOHOMUYeCcKuUX (hakmopos. B cmamee paccmampusaiomcs makxe
OCHOBHble HanpasseHUs 6AHKOBCKO20 HAO30PA, 8 KOMOPbLIX NPUCYMCMBYIoM 3/1eMeHMbl NPOpeCcCUOHAIbHO20 MOMUBUPOBAHHO20 CyX0e-
HUSA, @ Make yesu e2o 8bIHECEHUS.
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KntoueBble c1oBa: NpogeccuoHanbHoe MoOmuBUpo8aHHoe cyxdeHue, 6aHKO8CKUL Ha030p, (PUHAHCOBASA YCMOUYUBOCMb KpeOUMHOU opaa-
Hu3zayuu, bark Poccuu, 06bekmugHble SJKOHOMUYEeCKUe (hakmopbl, (huHAHCOBbIe NApamempebl, (huHAHCOB8AS OMYemMHOCMb, 6aHKOBCKUE one-
payuu, 6aHKOBCKUE PUCKU, UHCNeKMUpPOBAHUe.

The recent financial crisis has significantly increased a
number of problems in the banking sphere, which in
turn lead to the increase of losses, not only for banks but

translation that is generally used is motivated or
professional judgment. While analyzing the terms
“motivated” and  “professional” as standalone

also for other financial institutions. The measures taken
by financial regulators in different countries worldwide,
for the prevention of negative consequences for the
banking community were not able to fully mitigate the
main risks and achieve financial ability.

Professionally motivated  judgments play an
increasingly important role in the mitigation of
negative consequences of financial and economic
crises in the Russian banking sector. The term
“professionally motivated judgment” is utilized in the
Russian practice to designate not only the measures
taken by the Russian Central Bank to regulate the
activities of Russian banks, but also the measures that
are implemented by the banks themselves.

So what is a “professionally motivated judgment” in
Russia? In the Russian practice the term “professional
judgment” which is actively used in foreign countries
posses many different translations such as: motivated,
professional, valuated, qualified judgment. The

categories it is important to consider their meaning
characteristics, to do so we must understand by what
other categories the term can be alternated. (table 1).

Table 1.1

A comparative table of synonyms for the word
"motivated" and "professional '

NE n/n Synonyms for Synonyms for
"motivated" "professional"
1 explanatory qualitative
2 argumentative immaculate
3 proving qualified
4 rightful -
5 legitimate -

As we can see from the table above the terms are not
interchangeable and they should rather be used in a
complementing way, because individually each term

"the above list of synonyms is not exhaustive, the ones shown are those that we believe are most appropriate in conjunction with the

judgment
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has a unique meaning. It should be noted that the
use of the terms has a unique meaning. It should be
noted that the used of the term motivated judgment,
professional judgment, motivated decision by a
significant number of economists was the result of
the implementation of these terms in many normative
documents. But there is yet to be a clear definition of
what exactly is a motivated judgment. A small number
of economists, scholars and experts have attempted
over the years to define the term, but their results have
not caught on.

One of the earliest attempts to define the term was
done in the year 2000 by the first deputy head of
the Russian Central Bank A. Kozlov: “A motivated
judgment is a professional evaluation of objective
economic factors, which must be implemented not
only by the Russian Central Bank but also by the
numerous commercial banks. It's absolutely different
from voluntarism or subjectivism” this definition notes
both sides of the relationship, the commercial banks
and the regulatory body.

One of the corner stone problems in defining the
term “professional motivated judgment” is that there
is no legal definition of the term, which leads to
certain controversies in its use by banks and financial
regulatory bodies. Another problem is that in the
process of deliberating a professional motivated
judgment certain subjective and objective factors
may alter the result. The amount of subjectivity is in
a professional motivated judgment is determined by
a number of factors such as: the competence and
professionalism of the personnel, their point of view
and their professional experience. Thus the subjective
factors are determined by the people directly involved
in deliberating the professional motivated judgments.

Obijective factors also affect the activities of banks;
among them are economic, political and legal issues.
While creating a professional motivated judgment of
obijective factors play a key role because their analysis
allows the expert that carious of the judgment to
create the judgment. For instance, among the factors
are the materials, information, documents created
accordingly to the legislation that are amended at a
certain point in time.

Thus in the wide sense, the professional motivated
judgment should be regarded a professional
subjective  evaluation of  objective  economic,
political, legal and other factors performed in order
to accomplish the necessary functions and goals of
the subject necessary for taking the appropriate
decisions.

One of the important aspects that plays a key role
in achieving financial stability of the banking sphere
are the preventive measures implemented in order
to expose the possible risks as soon as possible

and minimize the possible negative consequences.
One of these measures is the use of the professional
motivated judgments by the financial regulators in
risk oriented control of banks.

Recently there have been many discussions about the
possible use of this method in risk oriented control
of banks. The term, acquires a new meaning where
as rule, commercial banks do not usually require
this term. For example, a motivated judgment is a
professional evaluation of objective economic factors
that must be implemented y the regulatory body that
evaluate the activities of commercial banks [1].

Examining the use of the professional motive judgment
from the point of view of the regulatory body (Russian
central bank) we can see that the terms semantic load
will include the need to assess the credit institution on
the basis of compliance with both the formal rules and
requirements, and in terms of the economic content of
operations and accompanying interpretation risks.

There are several factors that require the Russian
Central Bank to use the professional motivated
judgment among them are the risks associated with
the activities of banks which sometimes lead to the
bankruptcy of banks, which affects the stability of
the banking system as a whole. The absence of a
possibility to perform the necessary control of banks,
that do not work within the set regulations on the limits
of allowed concentration of risk to capital.

One the other hand, a significant effect is achieved
by implementing the documentation of the Basel
committee, in which special attention is given to
the use of the professional motivated judgment.
The global banking community has been moving
away from the formal evaluation of risks by using
documents towards the analysis on the basis of
the professional motivated judgments, which itself
is base on the thorough analysis of the strategies
development structure of ownership and corporate
governance, internal documentation and risk
management procedures, apart from that, the use of
the motivated professional judgment can positively
affect the development of a new model of the Russian
baking system of control that would not only set the
formal criterion, but also a quality analysis of the risks
of the baking activities which will in turn resolve the
issues of the development of quality approaches in
the banking sphere.

Currently there are some elements of the professional
motive judgmentin the Russian legislation, for example
it is stated the representatives of the Russian central
bank can issue a professional motivated judgment
[2], or other acts that determine which tactics must
be subjected to the professional motivated judgment
and other deter the way the professional motivated
judgments must be carried out.
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For example, according to the current Russian
legislation a professionally motivated judgment can
be carried out by the following:

* The Board of Directors of the Bank of Russia — a
professional motivated judgment determines the
possibility of a re-check of credit institution (or its
affiliate ) on the same issues for the same reporting
period of the credit institution (or its affiliate) for
an already checked period in order to control the
activities territorial branches of the Bank of Russia,
checks, or at the request of the respective structural
units of the Bank of Russia in order to assess the
financial condition and quality of the assets and
liabilities of a credit institution;

« regional branches of the Bank of Russia, overseeing
the activities of credit institutions [3];

* Department of licensing and financial Restructuring
of Credit Institutions and the Bank of Russia's
Banking Supervision Department of the Bank of
Russia, which present to the main inspectorate a
motivated opinion on the appropriateness of audits
of banks on the proposals of the deposit insurance
agency [4];

« authorized representatives [employees) of the Bank
of Russia;

* representatives (employees) of the Bank of Russia
and representatives of the Deposit Insurance
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Agency — a professional motivated judgment of
the financial position of the bank that is a member
of the obligatory deposit insurance in banks of the
Russian Federation to address the usefulness of the
participation of the Deposit Insurance Agency in
the implementation of measures for the prevention
of its bankruptey [6].

Now let’s take a closer look at how the profession
motivated judgments is applied in risk oriented
control of commercial banks.

The most clear and evident example of its use by the
Russian central bank is the performing of analysis of
the activities of commercial banks. Application of the
professional motivated judgment in this case can be
considered at several stages:

1. Scheduling the inspections.
2. Conduct pre-audit preparation for the audit.

3. Checking the credit institution and its registration.

While checking the commercial bank the professional
motivated judgment is used starting from the planning
of the check, when the list of the bank that need to be
check is created it is important to note that on obligatory
criteria of the check is the definition on the boundaries.
The type of the check, the period and the time of the
check, the question to be analyzed (scheme 1).

Consolidated plan of inspections of credit institutions (branches)

P J

. rds
kind and type
check 3
list of credit

Y
verification
list of issues; factors and period
risks affecting the operations
of the credit institution

(punana)

Professional motivated judgment

Scheme 1. Influence of the professional motivated judgment on the formation of the consolidated plan of inspections
of credit institutions (branches)

The banks that to be inspected are determined
based on the analysis of its activates. It's important to
pay special attention o the special problems in the
activities of the bank which are hard to check without
an onsite inspection. Besides that during the creation
of the professional motivated judgment it should be
considered whether the following information should
be analyzing facts or event that affected the bank in a
negative way, the concentration of risks the commercial
banks takes other events that might lead to the negative

consequence of the bank.. While preparing for the
check the matters that are to be studied are analyzed in
a detailed way, individual assignments are given to the
members of the workgroup.

At the stage of pre-audit preparation for the audit the
details of the issues to be examined on the basis of
the list of issues and an inspection of the structure and
content of the audit report of the credit institution ( or
its branch ), and, if necessary , individual assignments
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are made members of the working group. During the
pre-audit preparation for the audit on the basis of
professional motivated professional it is necessary to
determine:

* The preliminary amount and composition of the
list of documents to be analyzed , as well as other
information necessary for the audit , for the audited
period;

* Validation method.

For example, when choosing an audit method the
following parameters can be used:

* Continuous test method in which the data are
subjected to verification of each balance sheet
date the audit period;

*The method of random checks, which are
determined by the most significant balance sheet
dates in the audited period or specific dates
that contain data on individual transactions and
operations;

* Combined method, which uses a method and a
spot check and continuous verification method
depending on the nature of operations and
transactions. In addition, the sample is determined

Task for checking

by the documents (information) necessary for the
examination (for example a selective list of balance
sheet accounts, customer documents).

For example, when determining the list of balance
sheet accounts to be audited, it is advisable to use
the notes to the statements, information on the
causes of changes in the scope of the reporting
period (indicating the balance sheet accounts, which
occurred the most significant changes.)

The check of all the documentation (information) is
appropriate in the following cases:

* Checking the available documents does not allow
to achieve the needed results;

* The amount of documents is so small that analyzing
them does not seem reasonable;

* A reasonable result can only be achieved by
analyzing all of the documents.

At the stage of pre-audit preparation, the professional
motivated judgment allows us to conclude whether it
is necessary to check these or other matters in order to
identify forward methods and means of verification and
to establish the required minimum list of information and
documents to be checked (see scheme 2).

Selecting the
list of issues

Selecting the
method

Determination
the list of
information

?

T

Professional motivated subject

Scheme 2. Impact of the professional motivated judgment on the preparation of the tasks of checking
of the commercial banks (branches)

At this stage of formation of the professional
motivated judgment the current state and trend of
financial and economic activity of the audited entity is
considered (credit institution, subsidiary or non-bank
credit organizations, and other structural units) which
allows the Russian Central Bank to implement a risk-
based supervision approach.

It should be noted that at the stage of verification,
the methods of validation and the sample size of
documents (information) might be corrected during the
check based on the analysis of the causes (character)
of violations (deficiencies) of the audited credit
institution (for example, intentional act or a technical
error, misuse of the official position, multitude of

violations and their materiality, deficiencies in the
regulatory processes and internal controls).

The validation phase of the credit institution and
its registration in the implementation of risk-based
supervision is the most important because the
acquired results allow the use of measures of
supervisory response to the subject audit.

At this stage, the professional motivated judgment
is the basis of the audit results, which is formed on
the basis of the conclusions (opinions) of inspection
units or territorial institutions of the Bank of Russia
(if subordinated inspection units are available),
interregional  inspectorate  and  the  General



HayuHo-npakTnuecknii xxypHan

/
!\

check REPORT

Registration of the check
results by the Inspectorate —

anpenb-nioHb 2014

Interregional
Inspection

territorial office of
the Bank of Russia

.

|

Conclusion of the working group members and the
head of the working group - inspection staff

I
1
]
I
|
1
I
1
I
i
I 5 . 5
: Professional motivated subject
]
I
I
]
I
I
I
I
I
1
I
1
I

Scheme 3. Influence of subjective factors on the check results

Inspectorate of Credit Institutions (GICO), which
in turn have a certain degree of influence on the
formation of the final results.

We will demonstrate the level of influence of subjective
factors on the test result (see scheme 3).

As we can see from the scheme, the effect of structural
units on the test results can be divided into three zones:

* The impact of the first zone is characterized by a
strong direct influence of subjective factors, since
the subject of the inspection and the inspection
body are located in the same territory (Inspection
and territorial office of the Bank of Russia), access
to primary documents and direct contact with the
audited personnel, obtaining clarification and
explanations from the latter on key issues make
up 60%;

The second zone is characterized by a less strong
influence of subjective factors — both direct and indirect —
during the check done by the interregional inspectorate
of the Bank of Russia or in approving and reviewing
the results of an inspection carried out inspection units,
respectively — 30% (with an indirect effec);

The third zone is characterized by a weak influence
of subjective factors in the case of indirect
participation: when considering the approved test
results in order to make the response — 10%.

Thus the more remote the consideration of materials
verification, examination of information and other
necessary documents, the less the influence of
subjective factors on decision-making. In addition,
the analysis of the issue (test results) by individual
structural units ensures high objective assessments. As
a result, the resulting material allows the supervisory
unit of Bank of Russia to make more informed
decisions on the use of supervisory measures to the
audited entity.

Within the framework of the supervision of credit
institutions, theinspection activities of the Bank of Russia
is connected with the need to make recommendations
on specific issues of credit institutions motivated
professional judgment containing a reasoned point
of view on the state of the credit institution based
on qualitative characteristics of the processes in the
activities of the organization being audited.

The example above of the application of professional
motivated judgment by the Bank of Russia at various
stages indicates the following:

First, professional motivated judgments play «a
decisive role for all of the stages, thus, determine the
priority actions of the regulatory body;

Secondly, the professional motivated judgment
is limited by regulatory standards and internal
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management of of risks

Inspection activities
in credit institutions

licensing activities

Assessment of the

Control over

financial condition of
the credit institution

Prevention of insolvency

from crime or the financing
of credit institutions

of terrorism

Operations, transactions
related to legalization
(laundering) of proceeds

Scheme 4. The main directions of banking supervision in which there are elements
of professional motivated judgments

administrative guidance documents and is reasoned;

Thirdly, the professional motivated judgment is used
only in those areas of activity of the regulatory body,
which allows performing the tasks assigned to it and
the attached tasks.

The foregoing suggests that the importance of the
use of professional judgment motivated the Bank of
Russia in the framework of risk-based supervision is:

* Increasing the efficiency of banking regulation and
supervision,

« Feasibility of "comparability" powers of the Central
Bank of Russia to international standards and
requirements,

¢ Infroduction of rules and regulations of Basel Il and
Basel llI,

« Strengthening the role of the substantive approach
to risk assessment of credit institutions,

* Supervision on a consolidated basis,

* The development of risk-based approaches to
supervision.

These and other factors indicate the need for further
improvement of the system of banking regulation
and supervision, including the use of professional
motivated judgment on the basis that in turn it will give
greater flexibility to banking supervision.

Currently, professional motivated judgments are used in
individual stages of the supervision of credit institutions.
However, it should be noted that the level of its
interpretation, its study and application is insufficient, as
evidenced by, inter alia, taking place ambiguity content
and applications in separate regulations of the Bank
of Russia. There are still many unresolved questions
regarding the application of principles and criteria for
exercising a professional motivated judgment.

Nevertheless, the basic directions of the Bank of
Russia, in which there are elements of a professional
motivated judgment in the ongoing supervision of
credit institutions is presented below. (see scheme 4).

Given the fact that the elements of a professional
motivated judgment are present in almost all of the
most important issues of banking supervision (see
Diagram 4), the need to implement the professional
motivated judgment in the supervisory practices of
the Bank of Russia emerges more and more clearly
since professional motivated judgments with systemic
study of this issue and the disclosure of this concept
in the regulations for the implementation of effective
regulation.

In deciding on whether to apply the category
"professional motivated judgment” in the legislation,
as well as the definition of its scope of "influence" when
making supervisory response measures it is necessary
to resolve some problems during the formation of the
new tool of banking supervisory practice.

Soin this regard, experts focus on the following issues
in the application of professional motivated judgment
"by increasing the circulation of documents between
supervisor and supervised banks , increasing
intervention of supervisory authorities in the economic
activities of the banks there is a risk of corruption; there
are questions about the level of qualification and
experience of officials of the Bank of Russia, which will
make a reasoned judgment and prepare supervisory
proposals based on it (for this reason, the Bank of
Russia has launched an educational program for
banking supervisors and inspectors) "[8] . Resolving
these and other issues will allow the use professional
motivated judgments in order to improve the stability
of the banking system.
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Summing up the above, it should be noted that for
the purposes of banking supervision professional
motivated judgments are professional, regulated
and reasoned assessments of financial, economic,
legal and economic factors of the activities of
the audited entity. A professional application of
professional motivated judgment, based on results
of a comprehensive analysis of the activities of
credit institutions and their divisions, the study of
the development strategy, structure, ownership
and management of documents regulating the
organization of the internal control procedures for
the implementation of risk management, allows to
target the supervision [7] primarily on :

» |[dentification of areas of activity of credit institutions
and their branches , bearing the greatest risks for
the activities of these organizations, most of the risk
in force defects management, monitoring , and ( or)
other intra- systems;

« Identifying weak (unstable) of credit institutions and
the implementation of them in a more intensive
supervision mode than credit institutions, whose
condition is not serious .
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