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PRINCIPAL PROTECTED 
NOTES ON THE CREDIT 
RATING OF NATIONAL BANK 
OF UZBEKISTAN 

Abdug‘aniyev Abdulaziz Alisher o‘g‘li
Uzbekistan, Tashkent State University of Economics, Assitant teacher, 
Banking and Investments Department

Abstract:	Main	purpose	of	this	article	is	to	disclose	new	type	of	financial	instrument	how	it	works,	what	is	underlying	asset,	
and	of	course	how	our	commercial	banks	can	benefit	from	issuing	this	debt	instrument	in	order	to	finance	their	projects.	
Last	but	not	least	the	issuance	of	this	financial	product	might	encourage	our	people	to	purchase	it	since	in	our	example	
underlying asset is the credit rating of National Bank of the Republic of Uzbekistan that means more reliable and attractive 
derivative to invest in.

Key words:	NBU,	net	profit,	total	assets	and	liabilities,	loan	portfolio,	non-performing	loans	(npl),	underlying	asset,	credit	
ratings,	PPN	(principal	protected	note),	derivatives,	financial	markets,	PPN	holder,	International	Rating	Organizations.
Annotatsiya: Ushbu maqolaning asosiy maqsadi yangi turdagi moliyaviy instrumentning qanday ishlashi, asosiy aktivi nima 
ekanligini va albatta, o‘z loyihalarini moliyalashtirish uchun ushbu qarz vositasini chiqarishdan bizning tijorat banklarimiz 
qanday foyda ko‘rishi haqida ma’lumot berishdan iborat. Va albatta, ushbu moliyaviy mahsulotning chiqarilishi xalqimizni 
uni sotib olishga qiziqtirish uyg‘ota olishi mumkin, chunki bizning misolimizda asosiy aktiv O‘zbekiston Respublikasi Milliy 
bankining kredit reytingi bo‘lib, bu investitsiya uchun yanada ishonchli va jozibador derivativ degan ma’noni anglatadi.

Kalit so‘zlar: O‘zbekiston Milliy Banki, sof foyda, jami aktivlar va majburiyatlar, kredit portfeli, muammoli kreditlar, asosiy 
aktiv, kredit reytinglari, PPN (asosiy himoyalangan obligatsiya), derivativlar, moliyaviy bozorlar, PPN egasi, Xalqaro 
reyting tashkilotlari.
Аннотация:	Основная	цель	этой	 статьи	–	раскрыть	новый	 тип	финансового	инструмента,	 как	он	работает,	 что	
является	базовым	активом	и,	 конечно	же,	 какую	выгоду	наши	коммерческие	банки	могут	получить	от	выпуска	
данного	долгового	инструмента	для	финансирования	собственных	проектов.	И	последнее,	но	не	менее	важное:	
выпуск	этого	финансового	продукта	может	заинтересовать	наших	людей	покупать,	поскольку	в	нашем	примере	
базовым	активом	является	кредитный	рейтинг	Национального	банка	Республики	Узбекистан,	что	означает	более	
надежный	и	привлекательный	производный	инструмент	для	инвестиций.

Ключевые	слова:	НБУ,	чистая	прибыль,	совокупные	активы	и	обязательства,	кредитный	портфель,	просроченные	
кредиты,	базовый	актив,	кредитные	рейтинги,	PPN	(основная	защищенная	нота),	деривативы,	финансовые	рынки,	
держатель	PPN,	международные	рейтинговые	организации.

I N T R O D U C T I O N
Prior to disclose the crux of this article, I would like to run through what PPN stands for and how it actually 

works and generates yields with secured principle back. So, a principal protected note (PPN) is a structured 
finance	product	that	guarantees	a	rate	of	return	of	at	least	the	principal	amount	invested,	as	long	as	the	note	
is held to maturity. A PPN is structured as a zero-coupon bond – a bond that makes no interest payment until it 
matures	–	and	an	option	with	a	payoff	that	is	linked	to	an	underlying	asset,	index,	or	benchmark.	As	the	name	
suggests, principal protected notes are a type of structured product that combines a bond with a derivative com-
ponent	that	offers	a	full	or	partial	return	of	principal	at	maturity,	regardless	of	how	the	underlying	assets	perform.	
These products might have safe-sounding names that include some variant of “principal protection,” “capital 
guarantee,” “minimum return,” “absolute return” or similar terms, but they’re not risk-free but it is necessary to 
mention	that	PPNs	are	the	least	risky	derivatives	in	the	financial	markets.

So, it is worth to create this type of debt instrument in our country. In our instance, PPNs’ value would 
derive from the credit rating of one certain commercial bank (NBU) of the Republic of Uzbekistan being under-
lying asset. Thus, I have selected the strongest commercial bank in Uzbekistan with the highest credit rating 
graded by the International Rating Organizations among the rest of commercial banks in Uzbekistan, so it is 
NBU. In this article, I have analyzed 4 main indicators of chosen bank such as:
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■	 Net	profit;
■	 Difference	between	total	assets	and	total	liabilities;
■	 Loan	portfolio;
■ Number of non-performing loans.
Based on these indicators above, I carried out my own research and realized that NBU would be the most 

suitable to take their credit ratings as an underlying asset for principal protected notes but it doesn’t mean that 
other banks are inappropriate. Certainly, there has been given a result of my research below.

First	and	foremost,	net	profit	of	NBU	provided	below:

Category Total In UZS in foreign currency (equivalent in UZS)
NET PROFIT 1 244 009 896 316 020 462 927 989 434

Above all numbers are in thousand UZS by 30th June 2023. Within last six months of current year National 
Bank	of	Uzbekistan	generated	tremendous	amount	of	net	profit	being	1	trillion	244	billion	UZS	in	total.	That	
means	first	and	second	quarters	of	2023	came	out	profitable	periods	 for	National	Bank	of	Uzbekistan,	and	
regarding	net	profit	in	UZS	316	billion	20	million	UZS	based	on	my	analysis	this	portion	of	net	income	flowed	
from	internal	market	mostly	from	loans	to	individuals.	With	respect	to	net	profit	in	foreign	currency,	so	it	was	
generated	half	from	corporate	loans	and	half	is	foreign	exchange	operations.	To	put	it	briefly,	this	indicator	does	
appear to be positive in issuing PPN. 

Assets Total In UZS in foreign currency (equivalent in UZS)
Total assets 123 168 172 709 36 476 799 021 86 691 373 688
Next	is	the	difference	between	total	assets	and	total	liabilities	of	NBU	Bank	but	first	it	is	worth	to	consider	each	indicator	
separately	so	the	first	is	Total	Assets.
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Concerning	Total	assets,	so	data	above	in	thousands	released	on	30th	June	2023-on	the	official	site	of	
NBU1, total did consist of at about 123 trillion UZS out of this, is 89 trillion in foreign currency being equivalent 
in UZS and the rest is 36 trillion UZS respectively.

Liabilities Total In UZS in foreign currency (equivalent in UZS)
Total liabilities 105 666 538 030 22 673 059 777 82 993 478 253

Above all numbers are in thousand UZS by 30 th June 2023. Within last six months of current year National 
Bank of Uzbekistan had 105 trillion 666 billion total liabilities out this is 82 trillion 993 billion, which was equiva-
lent in UZS in foreign currency and only is 22 trillion 673 billion in national currency UZS. 

The difference between total assets and total liabilities is following:

As	it	is	visible	in	the	line	chart	above,	the	difference	between	Total	assets	and	Total	liabilities	is	17	trillion	
501 billion UZS which meant that Total assets were 14.6% higher than Total liabilities. Thus, Total assets have 
exceeded Total liabilities at 14.6% being positive result for issuing PPN. 

Penultimate	financial	category	is	loan	portfolio	of	NBU.	

Loans to customers 30 June 2023 31 December 2022 1 January 2022
Total corporate lending 83,126,161 82,672,336 98,942,427

Total loans to individuals 10,292,977 9,312,772 6,208,146

1 https://nbu.uz/en/about-bank/annual-reports/
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All numbers above are in millions of UZS. Here, it is clear that loan portfolio of NBU is suitable to issue PPN 
bonds since by 30th June of 2023 total corporate loans reached 83 trillion UZS and total loans to individuals 
recorded 10 trillion UZS respectively.

Final category is non-performing loans2 of NBU

Bank name Total loan portfolio (in billion UZS) NPL (in billion UZS)
NBU 89 410 2 638

As it can be seen from data above, total loan portfolio by January 1st 2023 accounted for 89 trillion UZS, 
and out of that NPL making up only 2 trillion UZS. In other words, the result was excellent so as to issue PPN 
bonds. 

Looking at data in percentage, so in this case, the vast majority of loan portfolio was performing loans 
(reliable loans) and only a tiny fraction was non-performing loans being 3 % out of 100 %.

2 Non-performing loans, or “NPLs”, are bank loans that are subject to late repayment or are unlikely to be repaid by the borrower.
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Practical part of the article
In	this	part,	I	will	explain	how	it	works	in	reality,	so	the	first	is	par	value3 of PPN on the credit rating of NBU 

(It is necessary to keep in mind that all trading processes would be in USD). For instance, each PPN would 
have a one-year maturity and be issued at 1250 USD and coupon payments would be paid out twice a year 
(semi-annually)	total	pay-off	would	be	26%.	However,	it	is	important	to	bear	in	mind	coupon	payments	taxation	
making up 5% for residents of the Republic of Uzbekistan. There is a detailed explanation below:

PPN – 1250$ (one year maturity)
Coupon payments – 26% twice a year (semi-annually)
Coupon payments taxation – 5% (for residents of the Republic of Uzbekistan)
X – Ultimate yields after taxation on coupon payments 
X	=(1250×26)÷100=325	(total	26	%	pay-off	before	taxation)
X=(325×5)÷100=16.25 (5% tax from coupon payments)
X=325-16.25=308.75	(net	profit)
X = 308.75 USD
Besides, PPN principal would be paid back to PPN holder accounting for 1250 USD
1250 + 308.75 = 1558.75 (Total net income for holding one PPN contract)

C O N C L U S I O N
To	sum	up,	PPN	issuance	might	be	one	of	the	best	options	to	attract	funds	to	finance	other	banking	proj-

ects and PPN is likely to be more attractive and lucrative than ordinary deposit savings for internal investors 
(residents of the Republic of Uzbekistan) since all trading processes would be in USD as I mentioned above 
in	the	Practical	part	of	the	article.	What	is	more,	it	would	be	profitable	for	NBU	as	well,	since	PPN	would	be	
traded at USD, of course investors would purchase them in USD which means the increase of foreign currency 
in balance sheet of the bank. Last but not least, I would like to emphasize that other commercial banks of the 
Republic of Uzbekistan could issue PPNs using own credit ratings as an underlying asset. Certainly, this pro-
cess does appear to be time-consuming but would provide new stream of income for both banks as well as 
investors due to trading in USD. 

References:
1. https://nbu.uz/en/to-shareholders-and-investors/transparency-of-information/
2. https://nbu.uz/en/about-bank/annual-reports/
3. Financial statements as of 30 September 2023 NBU
4. IFRS Consolidated Financial Statements as of 30 June 2023 NBU
5. https://cbu.uz/en/statistics/bankstats/1279596/
6. https://www.investopedia.com/terms/p/principalprotectednote.asp
7.	 https://www.finra.org/investors/insights/structured-notes-principal-protection
8.	 Bertero,	E.	 1994.	The	 banking	 system,	 financial	markets	 and	 capital	 structure:	 some	new	evidence	 from	France.	

Oxford Review of Economic Policy, 10(4): 68-78.
9.	 Bonfiglioli,	A.	&	Mendicino,	C.	2004.	Financial	Liberalisation,	Bank	Crises	and	Growth:	assessing	the	links.	Economics	

and Finance Working Paper No. 567.
10.	 Brealey,R.	A.,	Myers,	S.	C.	&	Allen,	F.	2007.	Principles	of	corporate	finance.	9th	Ed.	New	Jersey:	McGraw	Hill.

3	 Par	value,	also	known	as	nominal	or	original	value,	is	the	face	value	of	a	bond	or	the	value	of	a	stock	certificate,	as	stated	in	the	
corporate charter.
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