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Executive Summary 
 

UzMRC was established and its Charter approved on 4 November 2019 by the Ministry of 
Finance on the basis of resolution of Cabinet of Ministers. 

The primary objective of UzMRC is to develop primary and secondary mortgage markets 
and promote affordable housing by providing long-term resources to PFIs for provision of 
mortgages to qualifying borrowers. UzMRC will fund its operations in debt and capital 
markets. 

UzMRC will initially be funded by ADB’s USD 150mln sovereign loan channeled through 
MOF. Funds will be disbursed in UZS and at fixed rate of 12%. Some legal and regulatory 
measures are prerequisites to the success of UzMRC. Such a combination depends 
primarily on the competitive conditions at which UzMRC will eventually raise resources from 
the bond market.  

In order to achieve its objective, it is important that UzMRC remains as a reputable and 
extremely safe institution throughout its operation. This will have direct implication on how 
investors view the company and its ability to issue bonds. Factors in this respect include the 
security arrangements of its refinancing activity and a prudential supervision both of which 
ensures that UzMRC is adequately capitalized and for the nature of its business 
appropriately regulated.   

This document provides an overview and analysis of the current mortgage market and 
outlines UzMRC’s strategic plans for the first few years of its operation. The document also 
provides analyses of the regulatory environment and risks involved in running UzMRC. Key 
financial statements and ratios are presented for the next five years including scenario 
analysis under various assumptions linked to challenging business environment and CBU’s 
inflation targeting policy. 

Successful implementation of UzMRC can be the cornerstone of the mortgage market 
development as it aims to strengthen capacity of the PFIs and establish a market framework 
for mortgage lending. Starting its operations in the current environment will certainly be 
challenging and at the same time provide opportunity for UzMRC to come into market at the 
time its support needed most.  

As for any other new company the next few years will be crucial for UzMRC while it 
establishes its presence, gains a market share and demonstrates its resilience as a secure 
and stable non-bank financial institution.  
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A. Mortgage Finance Environment Analysis 

This section provides an analytical overview of the mortgage sector in Uzbekistan including 
the legal framework, mortgage market analysis, lending and borrower trends, challenges 
faced by the primary financial institutions and mortgage portfolio quality. 

A.1. Legal framework 

The mortgage market infrastructure in Uzbekistan is stronger than in many countries of 
similar income level, despite being affected by some weaknesses. 

Property rights administration. Land belongs to the State, and is provided to users on a 
leasehold basis typically through long-term or even permanent, and mortgageable, leases. 
Buildings can be privately-owned and are registered separately from land – but in a 
synchronized way. Usage rights become valid and binding upon registration in the land 
records. The latter are kept by an integrated “cadaster” administration including both the 
legal status (record of rights) and physical identification (mapping) of properties. The only 
shortcoming in the system seems to be the absence of guarantee against registration 
mistakes, as is typically the case when registration is a condition of establishing ownership 
rights – contestations must be brought to courts. This land information system covers nearly 
all the country. 

Registration is now largely automated and can be done through the automated information 
system “Notarius”. The process is very efficient, typically 2 days in the case of a transfer, but 
somewhat longer in the case of the sub-division of master title, which can only be done once 
the construction is completed. Most remarkably, the registration of the property at the 
cadaster administration is free of charge based on the Government Resolution of July 20141, 
a rare characteristic that is very conducive to the development of mortgage finance. 
Transaction costs are limited to notary fees and surveyors’ fees that are paid in connection 
with any transaction for property whether newly delineated or already possessed property.  

Effectiveness of mortgage rights. The Law on Mortgage, enacted on October 4, 2006, 
governs the use of real estate as collateral and the foreclosure process. Other relevant 
legislative provisions are included in the Civil Code and the Law on Pledge (1998) with latest 
amendments dated 9 January 2018. Mortgages must be registered in the land recording / 
cadaster administration, a basic principle in civil law frameworks: registration makes 
mortgage rights effective vis-à-vis third parties, and determines the ranking of mortgagees. 
The registration process is very efficient, in terms of timing (one or two days if the required 
documentation is complete). In terms of cost, the process is relatively cheap where the costs 
include stamp duty for notary’s certification based on the current monthly minimum wage 
and vary depending on various features. The minimum notary’s fee for individuals (as 
mortgagors) will be US$ 23 (the base estimate value) where the value of the mortgage 
contract does not exceed US$ 23,000 (1,000 times the base estimate value). The maximum 
notary’s fee for individuals (as mortgagors) will be US$ 46 (two times base estimate value) 
where the value of the mortgage contract is US$ 115,000 or above. Each supplemental 
agreement to the original mortgage agreement shall be subject to the notary’s certification 
and registration which will incur additional costs in the amount of 50% of the established 
rates. The main shortcoming that can affect the effectiveness of mortgages is the possibility 
of unregistered (“hidden”) liens such as unpaid property taxes or utility bills, which can 
supersede mortgage liens.  

 
1 Resolution of the Cabinet of Ministers of the Republic of Uzbekistan No. 186 of 10 July 2014. 



 

 

Execution of Mortgage Rights. Foreclosure proceedings in themselves seem to be relatively 
efficient in Uzbekistan. Two routes are available to lenders: a judicial one, through the 
Economic Courts (if a mortgagor is a legal entity) or the Civil Courts (if a mortgagor is an 
individual), and an out of court process, provided that the borrower has agreed to a direct 
power of sale. Grounds to contest a proceeding are limited, and the process is said to last 
around 1 - 1½ years. The main obstacle to the efficient enforcement of mortgage rights is 
eviction. If the debtor is registered as residing in the mortgaged property (“propiska” system: 
official registration of an individual’s and family members’ primary residence), eviction is 
nearly impossible if the mortgaged property is the only residence. Banks are banned from 
taking pledges on in such properties. However, many banks are said to circumvent this 
obstacle by requiring their customers to register as resident in another property, typically a 
relatives’ home. This practice is theoretically illegal.  

Credit bureau. Lenders are able to exchange credit information only with the industry credit 
bureau, the Credit Information Analytical Center, established by banks in 2012 following the 
adoption of the Law on Exchange of Credit Information (2011). The National Institute of 
Credit Information, managed by the CBU, represents a state registry of credit information 
body, and in this capacity performs regulatory functions. 

A.2. Mortgage Lending 

Size of the market. The size of the residential mortgage market to GDP was 4.10% as of 
end-2019, which puts Uzbekistan as one of the smaller mortgage finance systems in the 
world. Countries with deep and mature mortgage finance systems have ratios at 36% (e.g., 
Malaysia) and more. Countries with limited housing finance, and housing deficits are under 
15% (including Saudi Arabia, Mexico, and Jordan, see Figure 1).  

Figure 1: Mortgage Debt to GDP Ratio 

 
Source: Hofinet, Finpolconsult, Simon Walley2, Authors’ calculation 
Mortgage lender characteristics. The banking sector is comprised of 31 banks (as of 
01.07.2020) - 13 state owned and 18 private banks, of which 5 are foreign owned.  

 
2 Housing Finance Across Countries, A. Badev, T. Beck, L. Vado, S. Walley, World Bank Policy Research 

Working Paper, January 2014. 



 

 

The mortgage market is dominated by a few large state-owned banks - QQB, Ipoteka, NBU, 
Asaka Bank, UzPSB, Xalq Bank and Aloqabank. Together they account for 95% of the 
overall mortgage market as of December 2019.  

The share contribution of state-owned banks was traditionally high (89% in 2010) since the 
banking sector was dominated by the state and support was provided initially in early 2000 
to urban housing3 and starting in 2009 to rural housing. QQB was originally created to 
support the rural housing program, but starting from 2013 NBU and Ipoteka Bank joined the 
rural housing program, and three more banks joined the program in 2016. The ongoing rural 
and a few other state-sponsored programs contributed to mortgage market development.4  

Ipoteka Bank and QQB are the banks specialized in mortgage financing, with Ipoteka Bank 
traditionally being focused on urban areas while QQB mostly focusing in developing the rural 
areas. Ipoteka Bank and QQB have a combined market share of 62% (29% and 33%, 
respectively) as of December 2019. This has declined from approximately 70% in 2013 and 
2014 with the inclusion of additional banks in the GOU’s housing programs. 

Table 1: Mortgage Loan Outstanding by Lender (UZSbln) 
 Bank name Ownership 2015 2016 2017 2018 2019 

1 QQB State        2 874,70           3 772,30           4 042,35             5 031,01             6 021,32    

2 Ipoteka bank State           809,06           1 147,79           1 339,04             2 748,38             5 167,91    

3 NBU State           699,20           1 095,66           1 332,56             2 150,23             2 743,76    

4 Asaka State           339,19              499,43              702,10             1 128,27             1 086,95    

5 UzPSB State           162,89              235,65              446,46                896,45             1 786,73    

6 Agrobank State             40,14              112,25              112,12                  97,48                    0,16    

7 Xalq bank State           252,55              292,31              366,57                802,32                  83,50    

8 Aloqabank State             82,37              114,30              140,21                217,47                304,04    

9 Kapitalbank Private             59,31                68,55                90,92                138,73                191,46    

10 Hamkorbank Private             29,48                41,75              106,54                126,06                    3,30    

11 Ipak Yuli Bank Private             35,07                59,72                72,09                  88,97                107,34    

12 Turonbank State             32,21                43,53                55,14                  57,63                  74,96    

13 Savdogarbank Private             28,93                40,75                43,82                  46,76                  50,66    

14 Microcreditbank State             17,40                23,12                32,96                119,86                  67,43    

15 Infinbank Private               5,90                10,44                14,64                  26,62                  38,28    

16 Ravnaq bank Private               4,56                  6,64                12,99                  27,66                    8,81    

17 Turkistonbank Private               2,24                  3,56                  8,33                  13,61                    2,69    

18 OFB Private               3,43                  4,72                  5,78                  16,16                  12,39    

19 UzKDB Private               2,68                  3,86                  4,93                    7,43                  12,26    

20 Trastbank Private               0,98                  1,12                  3,68                  13,15                  12,53    

 
3 In addition to urban housing program of early-2000, government launched the Young Family program in 2007. 
4 President Resolution PP-2639 dd. 21.10.2016 “Program of Construction of Affordable Houses under the 

Modernized Standard Models in Rural Areas for 2017-2021.” 



 

 

21 Ziraat Bank (former 
UT bank) Private               0,93                  1,65                  2,56                    5,64                    9,32    

22 Universal bank Private               0,94                  0,77                  1,36                    2,44                    2,18    

23 Asia Aliance Bank State               1,59                  1,24                  1,09                    9,58                  26,43    

24 Hi Tech Bank Private               0,21                  1,29                  0,94                    0,74                    0,57    

25 Madad InvestBank Private                  -                       -                    0,52                    0,71                    0,47    

26 Iran Soderat Bank Private               0,21                  0,18                  0,26                    0,39                    0,22    

27 Davr Bank Private                  -                       -                       -                      4,08                152,80    

28 Poytaxt Bank State                  -                       -                       -                          -                    13,10    

29 Uzagroeksportbank State                  -                       -                       -                          -                      1,54    

30 Tenge Bank Private                  -                       -                       -                          -                      0,53    

  Total       5 486,16        7 582,58        8 939,97        13 777,80        17 983,61    
Source: ADB consultant and CBU’s Statistical bulletin  

 

Dominance of government programs. 

Because of the limitations of commercial bank funding in 2019 76% of mortgage lending 
volume is originated through subsidized government programs. In this way, final borrowing 
rates are subsidized down to 7% (for the first five years and then pegged at the refinancing 
rate of the Central Bank which is currently 15%)5, and loan terms are expanded to 15 - 20 
years.  

These programs are typically funded by the fiscal budget and partially augmented by hard 
currency loans from international development partners (international financial institutions, or 
IFIs). The IFI loan exposes the GOU to substantial financial risk (exchange risk). Subsidizing 
lending in this way may be costly for the government and its sustainability needs to be 
reviewed, even though the commercial banks take the credit risk. 

As shown in Table 2, between 2014 and 2019 government programs on average funded 
80% of all mortgage loans originated. Private sector loans – in the sense of non-government 
funding sources attracted by the commercial banks - made up the remaining 20%. As of 
2019, the share of commercial loan originations comprised 24.19% while the share of 
government programs 75.81%. 

  

Table 2: New Mortgage Loan Originations, Volumes and Numbers 

Loan 
Originations 
(UZS mln) 

2014 2015 2016 2017 2018 2019 

 
5 The CBU refinancing rate has been decreasing over 2011-2016 from 12% to 9%. However, CBU increased its 

rate from 



 

 

Private Sector 
Mortgage 
Lending 

230,847 266,947 425,039 488,790    1,349,176 1,652,528 

State Mortgage 
Lending  1,285,181 1,697,670 2,130,641 2 138,010    3,439,532   6,100,392 

Total  1,516,029 1,964,617 2,555,679 2 626,800    4,788,709 7,752,920 

  2014 % of 
Total 

2015 % of 
Total 

2016 % of 
Total 

2017 % of 
Total 

2018 % of 
Total 

2019 % of 
Total 

Private Sector 
Mortgage 
Lending 

15.23% 13.59% 16.63% 18.61% 28.17% 21.31% 

State Mortgage 
Lending  84.77% 86.41% 83.37% 81.39% 71.83% 78.69% 

Total 100.00% 100.00% 100.00% 100.00% 100,00% 100,00% 
# of Mortgage 
Loans Issues 2014 2015 2016 2017 2018 2019 

Private Sector 
Mortgage 
Lending 

3,271 2,837 3,155 4,718 10,115 14,199 

State Mortgage 
Lending  13,320 14,558 16,311 17,753 29,441 53,062 

Total  16,591 17,395 19,466 22,471 39,556 67,261 
Source: ADB consultants and UzMRC computations 

Recent lending dynamics.  

Driven by the growth in government programs, the market has been developing dynamically 
in recent years. At the end of 2017 housing loans for all the banks totaled UZS 8,939.97bln 
or about 8.08% of the banking sector’s aggregate loan portfolio. By the end of 2019 loans for 
housing had increased two-fold totaling UZS 17,983.61bln and represented 8.5% of the 
sector’s aggregate loan portfolio.  

Nevertheless, the smaller commercial mortgage market has been more dynamic, at least 
until the FX devaluation of 2017. Between 2014 and the end of 2019 commercial mortgage 
lending on average grew by 57% per year while government programs grew at 39%. 

The market has room for much faster growth by extending its reach to more households. 
Average loan sizes grew over the last six years due to inflation as well as an increase in the 
demand for higher end housing. As a result, while origination volumes have increased 
appreciably, the number of loans has increased much more modestly. The average annual 
increase in the number of commercial mortgage loans originated since 2014 has been 34%. 
For the same period the increase in government loans was 29% (see Table 2). 

Main development constraints. According to the commercial banks surveyed for this report, 
the main reasons for the small size of the market are: (1) lack of long-term funding, (2) high 
credit risk among all but the most creditworthy borrowers and (3) high inflation and a low-
income population who cannot afford a mortgage of any size. 

Of these factors, funding is particularly pressing: apart from highly subsidized, thus rationed, 
government programs, the commercial banks do not have access to long-term funds needed 
for mortgage lending. For example, there is no bank bond market – and in fact a very small 
bond market in general. They therefore need to fund mortgages from the small and fragile 
deposit base and take high interest rate and liquidity risks (maturity transformation risks). 

Interests rate levels for corporate deposits, by far the main component of deposit bases in 
Uzbekistan, are high. In September 2017, the country went through a major devaluation of 
the national currency UZS. High inflation and a widespread lack of trust in the banks leads to 



 

 

a very low share of consumer deposits in bank funding and high real interest rates. Lending 
on ‘commercial’, non-subsidized, terms is expensive to the borrowers because of these 
factors. Interest rates on commercial (non-subsidized) mortgage loans start at 15%, while 
loan tenors are extremely short, with a range of 7 - 10 years. The preferred amortization 
method is serial, to ensure a fast repayment of capital, i.e. a low ‘duration’. 

Strong interest by lenders in the market. In the past, commercial banks in Uzbekistan have 
evolved to become more market oriented and responsive to household credit demand, as 
the rising share of retail credit shows (see Figure 2).  

Figure 2: Retail Lending Dynamics in the Uzbek Banking System 2017-2019 

 
Source: CBU’s Statistical Bulletin 2019 

The shifts of market shares inside the state-owned banking sector are an indicator that 
newcomers may grow fast, if supported by the right financial conditions. Most of the banks 
now have installed sophisticated information systems including retail systems such as 
internet banking. Most banks are working on introducing online automated underwriting. In 
short, most of the commercial banks – government and non-government owned – do have 
the technology and experience to underwrite quality residential mortgages.6 

A.3. Mortgage Demand Dynamics and Affordability 

High-level demand analysis. The main driver of mortgage demand is increasing pressure 
from a large pent-up demand for housing. According to Dübel and Zhelezova (ADB, 2018), 
there is likely an unmet demand for housing of over 1mln units. Contributing to this demand 
is a young population in need of housing (the population of Uzbekistan has been growing 
from 20mln in 1990 to 34mln in 2020); 60% of the Uzbek population is under the age of 30 
years. The estimated household formation rate of approximately 2% and the ongoing 
requirements to replace aging housing stock add further pressure on the housing market. In 

 
6 However, it is not clear how effectively all of them deploy their technology. The UzMRC will be positioned well to 

help the banks hone their underwriting and servicing programs stringent lending rules. 



 

 

short, the country would need to provide approximately 145,000 housing units per annum 
until 2040 to address the quantitative and qualitative deficit as well as meet the additional 
need, estimated to 122,000 units, that accumulates each year.  

These results stand in stark contrast to the number of mortgages that have been originated 
over the past decade. In 2019, the entire banking sector originated 67,261 loans of which 
14,199 (21.1%) were market-rate mortgages and 52,062 (78.9%) were subsidized. 

The main takeaway from this analysis is that the potential demand for housing finance is 
extremely high. As a thought experiment, consider that the banking system were to fully 
finance the 145,000 new apartments and houses needed each year. Assume moreover an 
average housing loan in 2019 of UZS 180mln7 (US $17,650), per unit built under 
government programs and UZS 240mln8 (US $23,530) per unit built under non-subsidized 
programs. Then this would require nearly UZS 28 trillion (US $2.8bln) in total mortgage 
lending (see Ошибка! Неверная ссылка закладки. below). This amount equals 31.10% 
of all commercial bank deposits.  

Table 3: Estimated Required Loan Originations 

 
Target 

Housing 
Loan  

(UZSmln) 

2019 
Mortgage 

Production  
(# of Loans) 

Estimated 
Required 

Production 

Required Loan 
Volume Production 

(UZS mln) 

% of All 
Commercial 

Deposits 
(end of 
2019) 

Government Loan 
Programs 180.00 52,062 107,922 19,425,960 21.30% 

Commercial Bank 
Loans 240.00 14,199 37,078 8,889,120 9.80% 

  67,261 145,000 28,315,080 31.10% 
Source: ADB consultants’ computations, CBU  

Bank intentions to accommodate future demand. In January 2018, 27 banks participated in 
an ADB Mortgage Finance Market Survey by returning a detailed questionnaire but failed to 
answer many of the questions. In one question, the banks were asked if they intended to 
expand mortgage lending. Thirteen of the 14 or 93% of the responding banks indicated that 
they would indeed expand mortgage lending and that the cumulative expansion over the 
next 36 months would be in the 10% to 50% range – assuming available funding via 
deposits and government programs (see Table 4 below). 

Table 4: Bank Interest in Mortgage Lending and UzMRC 

 Yes % Yes** No No Answer* 
Bank will Expand Mortgage Lending 13 93% 1 13 

Bank will Invest in UzMRC 11 85% 2 14 
*13 Banks did not respond to survey; 1 bank failed to answer investment question 
**Less No Answer 
Source: ADB Mortgage Market Finance Survey 

 
7 Presidential decree #4701 from 1 May 2020, from maximal cost of 2-room apartment in rural area (UZS 240 mln) minus 
25% down payment amount. 
8 Presidential decree #4701 from 1 May 2020, from maximal cost of 3-room apartment in rural area (UZS 320 mln) minus 
25% down payment amount. 



 

 

One-on-one interviews were conducted with QQB, Ipak Yuli Bank, NBU and Kapitalbank in 
November and December 2017. In each interview the executives indicated that there was an 
exceptionally strong demand for long-term housing finance that could not currently be met. 
Banks also indicated that there is strong demand for housing finance and are planning on 
expanding lending over the next three years but are ultimately constrained by their reliance 
on deposit funding.  

Affordability. The average size of commercial mortgage loans originated during 2018 was 
UZS 133.4mln. The average mortgage term was approximately a low 7 - 10 years at an 
average interest rate of 22-24%. The average government loan size was UZS 116.8mln, with 
a typical starting interest rate of 7% for the first five years, then increasing to the official 
Central Bank refinancing rate (currently 15%).  

This results in a monthly payment of UZS 1,050,000 (US $103) for government programs 
and a monthly payment of UZS 3.1mln (US $304) for an average commercial mortgage 
(non-subsidized) loan. This calculation is based on an annuity loan which has equal total 
monthly payments. Furthermore, based on the average Debt Servicing Coverage ratio of 
70% this translates into a minimum annual net income requirement to servicing the 
government-funded and commercially-funded loans of UZS 18.0mln (US $1769) and UZS 
53.6mln (US $5268), respectively, (see Table 5 below). This means that without government 
assistance, only about 10% of the Uzbek households can afford borrowing their housing 
investment, while that subsidies enable about 60% of them to do so. An important caveat is 
that the 70% DSC limit is extremely high and should not be applied systematically, especially 
not in the case of lower income groups. 

Table 5: Current Loan Characteristics (in UZSmln)  

 Interest Rate Term 
(Months) 

Payment-
to-Income LTV Min annual net 

income 
Government Loan 
Programs (for houses 
constructed by IC 
“Qishloq qurilish 
invest” and IC 
“Uzshahar qurilish 
invest”) 

7.00% starting 
rate, CBU at 

year 5 
240 70% 

90% (for 4 flat 
houses) 

75% (for others) 
18 

Commercial Bank 
Loans 22-26% Up to 120 70% 75% 53.6 

Ministry of Finance 
resources on market 
principles (decree 
#5886) 9 

18-21% 
(banks decide) 

240 70% 
90% (in rural 

area) 
80% (in cities) 

N/A 

 
The level of interest rates must be seen in relationship to inflation. Although inflation reduces 
the debt burden over the years – provided that incomes appreciate in parallel, it is a strong 
obstacle to the affordability of housing finance because of the impact of high interest rates in 
the first years of a loan, as well as to the supply of finance – lenders and investors will not 
engage in long-term transactions if the real value of their investments and intermediation 
margins are expected to decrease significantly. This report takes the view that the recent 
hike of inflation – around 15% – is a temporary phenomenon, mostly due to the liberalization 

 
9 Presidential Decree # 5886 dd. 28.11.2019 on additional measures to advancements of mortgage mechanisms in Uzbekistan 



 

 

of the foreign exchange market and of regulated prices. If this were not the case, the 
development of a specific approach could be considered to address the inflationary 
environment. In particular, a CPI indexation of the mortgage loans to be issued under the 
ADB program would tremendously increase the initial affordability of mortgage loans by 
using the rate in real terms in the first year of a loan, and also offer investment instruments 
well suited to the long-term horizon of pension funds and life insurance companies.  

A.4. Funding Structure of financial institutions 

Funding commercial mortgages with liquid or semi-liquid deposits is limited by the relatively 
small size of bank deposits, about 18% of GDP10, high interest rate and liquidity mismatch, 
given the current Uzbek legal and financial environment. Liquidity risk exists even in the 
case of retail term deposits because of a Civil Code provision guaranteeing households a 
universal withdrawal option.11  

The volume of consumer deposits is small and fragile.12 They only represent 23.1% of the 
total deposits in the banking system. A widespread lack of trust in the banks leads to a very 
low share of consumer deposits and high real interest rates. Interests rate levels for deposits 
in Uzbekistan in addition are high. Only in 2017 the country went through a major 
devaluation of the national currency UZS, which has pushed up inflation expectations.  

Corporate deposits in Uzbek banks are significantly larger in size than household deposits 
and are available for maturities up to five years. According to a recent Statistical Bulletin of 
the Central Bank of Uzbekistan, as of end 2019 the percentage of corporate deposits was 
around 77%. However, as the monetary shock of 2017 has shown, they reprice very quickly. 
According to bank interviews and information from the recent ADB Mortgage Finance Market 
Survey conducted in November 2017(ADB survey), bank cost of funds has shifted upwards 
by 300 - 500 bps since liberalization. Furthermore, availability of corporate deposits is 
subject to the investment cycle and few banks have truly stable access to corporate 
deposits. Often such deposits come from owners, or affiliated corporations in the same 
holding company. 

 

 shows the funding structure of Uzbek banks in 2019. The FX devaluation and regulatory 
amendments may result in changes going forward. The high share of government funding, 
inter alia from their mortgage programs, the bias towards corporate deposits and against 
retail deposits are unusual in international perspective. Only few banks have systematic 
access to potentially long-term foreign bank funding. 

This is confirmed by the ADB survey. Based on the results, state banks have access to a 
wider range of funding sources, including retail deposits, corporate funds, in the interbank 
market, as well as to the funds from foreign banks and IFI’s. Additionally, the state-owned 
banks together with some of the joint-stock holding banks (with mixed type of ownership) 

 
10 In Central Asia, the ratio of bank deposits to GDP varies from 20% - 25% (Kyrgyzstan, Azerbaijan) to 45% 

(Turkey). 
11 Banks in Uzbekistan are required by law to pay back deposits to customers on any types of deposits under the 

depositor’s requirement. However, Article 762 of the Civil Code stipulates that in case of premature withdrawal 
of the time deposits, the interest payments accrued on the deposit would not be paid out, if some other 
stipulations are not set in the deposit agreement. The penalty envisages the possibility of not only reducing the 
level of interest rate to the rate of demand deposits, but even worse, of not making the interest payments at all. 

12 Household deposit base as for 1 January 2020 is estimated at UZS 21.05 trillion (4.1% of GDP), according to 
the official data published by the Central Bank of Uzbekistan.  



 

 

have access to long-term government funds. This funding is typically linked to state housing 
programs, particularly the New Urban program. The resources provided by the State explain 
the very high loan-to-deposit ratio of the commercial bank sector (184% in January 2020) 

Figure 3: Funding Structure of Uzbek Banks 
 

 
Source: CBU’s Statistical Bulletin 2019 

The main reasons given by the banks in the ADB survey for the low level of housing finance 
are (1) lack of long-term local currency funding that can be used by all banks to offer 15-year 
or longer tenor loans and (2) the high absolute level of interest rates on both deposits and 
loans. Banks have obviously difficulties attracting long-term funding beyond government 
programs. The banks also indicated that long-term funding should be cost competitive and 
the process of obtaining the funds should be simple – an expected request that does not 
reflect the more complex trade-offs to be made between risks, profitability and stability. This 
is encouraging for the development of the UzMRC as these banks see mortgage lending as 
an important product line and the UzMRC as a critical tool. 

 

A.5. Asset/Liability Mismatches 

The Uzbek mortgage lending practice is based on asset/liability mismatches today. Banks 
extend long-term mortgage loans without raising long-term resources – with the exception of 
the government subsidized programs. Deposits can be considered as stable funding to an 
extent, but their stability depends on certain characteristics. The predominant corporate 
deposits can be considered more volatile than retail deposits as they are highly sensitive to 
return levels and prone to switching to competing offers. Currently, banks reduce the 



 

 

maturity mismatch by limiting the tenors of loans, (on average 7 – 10 years), which are 
making housing loans affordable to very few; this is the first factor of market 
underdevelopment. Its effect is exacerbated by the widespread, although non-exclusive, 
practice of serial amortization (“differentiated installments”), which entails a shorter loan life 
than constant installment (“annuity”) schedules. 

The second factor is the interest rate risk incurred by lenders on each mortgage loan, which 
stems from setting fixed rates for their whole maturity without having symmetrically priced 
resources or hedging instruments. Furthermore, the way these fixed rates are determined is 
arbitrary: using the spot value of CBU’s policy rate as a benchmark is totally independent 
from any funding considerations. The only economic justification would be the need to use 
CBU’s liquidity support in the event of a liquidity shortage such as the case of deposit run-
offs, but this rationale would hold only if the policy rate were stable. By definition, it is not, 
since it is an instrument of monetary and foreign exchange policy. The implied interest rate 
risk drastically materialized in 2017, when the policy rate was raised from 9% to 14% 
following the switch to the new foreign exchange regime. Granted, lenders’ exposure is to 
interest rate increases, while they might benefit from decreases. The lack of long-term fixed 
rate funding would also mitigate the impact of a large prepayment wave – the current 
practice is not to charge prepayment penalties to borrowers. 

Overall, however, as stated in the ADB survey, the financial imbalance assumed by lenders 
for each mortgage loan is a major reason why mortgage lending is not more developed in 
Uzbekistan: the potential impact of A/L mismatches can be bearable up to a certain extent 
by diversified banks, but would become a real issue at a larger scale. This situation points to 
an adjustment of the prudential regulation through implementation of proper risk 
management policies and introduction of penalties for breach of thresholds.  Without it, 
banks will naturally tend to choose the profits generated by deposit-based funding over a 
more prudent hedged position, and the fact that this is a policy common to most institutions 
makes it an instability factor for the entire banking system. Mitigating this risk and, as a 
consequence, helping the mortgage market to expand on a sound basis is the primary 
rationale to promote market-based funding, at least for part of this long-term, fixed rate 
lending activity. 
 

A.6. Portfolio Quality 

Lenders typically seem to maintain NPLs at a low level, between 1% and 2% in the 
institutions met, despite the very high limit for the Debt Servicing Coverage (DSC) Ratio – 
70% of household income after tax. This probably first reflects a cautious lending approach 
by banks. This is true for commercial lending, which primarily targets relatively high-income 
households.  But it seems to also apply to state-assisted programs: Ipoteka Bank rightly 
assesses the DSC based on the full installments after the 5-year phase of low interest rate, 
including a 3-year grace period in the Urban housing program. In addition, two factors also 
contribute to the soundness of mortgage lending: (1) the fairly efficient foreclosure 
mechanism; and (2) the widespread practice of loss mitigation, through which lenders offer 
work-out solutions to delinquent borrowers to help them become current again without 
having to initiate foreclosure proceedings. Overall, the good quality of mortgage lending is a 
strong starting point to promote capital market instruments directly or indirectly backed by 
residential mortgage portfolios. 
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B. UzMRC 
UzMRC is a specialized, wholesale financial institution that operates in the secondary13 mortgage 
market and serves as a secure source of long-term funding for its participating financial institutions 
UzMRC is strictly a wholesale institution and neither takes deposits nor lends directly to individual 
borrowers. It aims to achieve social purpose on commercial principles to attract investment from 
private parties and raise market-based funding for PFIs on attractive conditions. Its narrow and 
specialized mission strengthens the credit quality of its investments and its transparency and 
simplicity should reduce its regulatory requirements. 

B.1. Objective 

The primary objective of UzMRC is to be a private sector driven company with the public purpose of 
developing the primary and secondary mortgage markets by providing secure, long-term funding to 
the mortgage lenders, thereby increasing the availability and affordability of mortgage loans. 

There are presently no long-term local currency fixed rate funding options available to PFIs in 
Uzbekistan, so they mostly rely on short-term deposits to finance their mortgage portfolios. Some 
PFIs consciously keep the size of their mortgage portfolios small to avoid increasing the 
corresponding maturity mismatch risk. The lack of long-term funding has also resulted in many PFIs 
offering mortgage tenors/terms that are 7 to 15 years instead of the 20 to 25-year terms needed to 
make the housing finance more affordable for borrowers. 

The following are the benefits of resources provided by UzMRC to the PFIs: 

• Increased long-term funding at attractive rates that supports the PFIs in lengthening tenors and 
offering fixed rates. 

• Improved liquidity management for PFIs as they gain the ability to cover unexpected short-term 
deposit outflow, thereby avoiding potentially costly short-term borrowing or asset liquidation.  

• Blending of deposit resources with funding from UzMRC to increase overall mortgage lending 
volumes. 

• Decreased maturity mismatch risk for PFIs, greater availability of fixed rate mortgages, and 
longer available loan terms. 

• Standardized lending practices from setting eligibility criteria for refinance, which creates safer 
mortgage products, drives market efficiency and helps develop the mortgage market. 

• Reduced barriers to entry for smaller lenders, which can now access the capital markets on the 
same terms and conditions as large lenders. 

• Greater competition in the mortgage market with new institutions, a more diversified set of 
lenders and broader product offerings. 

• Lower overall transaction costs by pooling issuance. 
• Creation of a new asset class for bond investors, through the regular issuance of long-term, high 

quality investment instruments needed by institutions with long-term liabilities such as pension 
funds and insurance companies. 

• Improved mortgage affordability and increased number of qualifying borrowers. 
• Potentially increased efficiency of the government housing assistance policy: if mortgage lending 

is made more affordable due to longer maturities, reduced A/L mismatches and enhanced 
competition, three important drivers of lower intermediation margins, subsidies will not have to 
off-set flaws in the provision of finance that make it expensive. 

 
13 The primary housing market includes real estate that has not yet been registered with the right of ownership and without registration 
with the relevant authorities. This can be any residential real estate, the construction of which has not yet been completed, or which 
have already been completed, but no one has lived in them yet, or even existing only at the design stage. The rest is secondary estate 
market. 



 

 

 

B.2. Organization Structure  
UzMRC is a limited purpose entity restricted to making and collecting loans to participating financial 
institutions and issuing bonds or other evidence of indebtedness to investors. Company has a 
narrow charter and conservative operations to ensure it has a good reputation and viewed as a 
high-quality bond issuer, capable of obtaining competitive yields with minimal government support.  

UzMRC shareholding structure is based on a cooperative principle in which borrowing financial 
institutions must take an equity investment in UzMRC’s capital. In this model profit maximization is 
not be an objective for UzMRC, since PFIs’ benefits would be equivalent as users to which a 
minimum margin would be charged, or as shareholders receiving dividends from a higher margin. 
This is also a motivation to grant a relatively more favorable prudential treatment, which can 
contribute to a lower intermediation cost. 

The ownership of equity in UzMRC will give a right but not guarantee PFI to borrow if the other 
requirements for borrowing are not met, nor will it affect the allocation of borrowing rights among 
member PFIs. Borrowing rights will be based on compliance with UzMRC’s criteria and overall 
allocation of borrowing rights on availability of funds and past financial performance. 

B.3.  Company Charter and Rights 

The corporate powers of the UzMRC is established by the Company’s Charter dated 04 November 
2020. A narrow charter and conservative operations have been set out to ensure the Company has 
pristine reputation necessary to ensure that the UzMRC can be a high-quality bond issuer, capable 
of obtaining competitive yields with minimal government support. 

According to its Charter, UzMRC has the following rights: 

 To borrow money and incur debt for financing banks in carrying out their mortgage loan 
activities; 

 To register and issue its debt securities on the capital markets of Uzbekistan and other 
countries; 

 To purchase, sell and own mortgage loans; 
 To purchase, sell and own other assets in support of its corporate purposes; 
 To pledge its assets to secure its debt or other obligations; 
 To enter arrangements for guarantee / suretyship or insurance of its obligations; 
 To establish the conditions of eligibility for partner financial institutions; 
 To make loans to partner financial institutions secured by pledge of mortgage loans and 

other security; 
 To establish rules and regulations for carrying out all its functions; 
 To accept grants, loans and other contributions from international development partners; and 
 To undertake activities to enhance the ability of financial institutions and other industry 

stakeholders, including potential homeowners, to participate in mortgages products. 
 

B.4.  Corporate Governance 

UzMRC has a three-tier governance structure that is consistent with the overall strategic 
objectives of the Company. The structure would be constituted as follows: 

Annual General Meeting: The ultimate decision-making body of the Company comprising 
representatives of the different shareholders. 

Supervisory Board: The second level of governance responsible for overseeing the conduct 
of the Company’s management and directing the realization of its corporate goals. 



 

 

CEO: Responsible for coordinating the day-to-day activities of the Company and ensuring the 
realization of UzMRC’s overall business and strategic goals.  

Supervisory Board  

The UzMRC Supervisory Board consists of seven people, two of which are non-executive 
independent directors. The members were nominated and appointed by the shareholder of the 
Company. 

All Board members are highly qualified and have considerable amount of work experience in finance 
sector. 

The Board is supported by the following three committees that are led by the professional with the 
knowledge and experience in the respective field:  

• Audit Committee: reviews the audit of the company’s operations as well as the effectiveness 
of the financial and internal controls and assists the Supervisory Board in ensuring that there 
is sufficient oversight in the development of policies, strategies and procedures to manage 
the risks of UzMRC. The internal and external auditors will report directly to the Supervisory 
Board Audit Committee. 

• Risk Committee: ensures that systems are in place for risk management and reviews and 
recommends strategies to manage the risks of UzMRC and the risk appetite and tolerance 
level.  

• Governance and HR Committee: sets the principles and parameters of remuneration policy 
across the Company, considers and approves the remuneration arrangements of the 
Supervisory Board, the executive directors of the Company, other senior executives, and 
exercises oversight for remuneration issues. 

The term of office for the Supervisory Board is one year with the right of re-election for another year 
by the Shareholders’ Annual General Meeting. 

Management Board comprises of ALCO, Credit and Risk committees, in line with the internal 
policies and procedures approved by the supervisory board. 

Other aspects of the corporate governance framework are the risk management framework, 
effectiveness of the internal and external audit and management structure of the UzMRC all of 
which require proper board oversight to ensure accountability and transparency in UzMRC’s 
operations. 

Figure 4: UzMRC Organization Chart 



 

 

 
 
Summary of UzMRC Operation  
Item Structure 
Charter Mortgage refinancing company: a non - bank financial institution under 

the new Law on CBU and CBU regulations 
Supervisory Board Supervisory Board comprising of 7 members of whom 2 are 

independent. 
Supervision CBU, CMDA (for share and bond issues). 
Ownership UzMRC will be owned by GOU and combination of public and private 

banks Overtime GOU shareholding will be minimized to ensure facility 
is focused on development of private sector. 

Initial Issued Capital UZS 25bln  
Activity • Refinance of mortgage portfolios  

• Financing of new mortgages 
• Financing for housing renovation 
• Issuance of bonds  

Currency • Refinancing activities will be limited to UZS (retail) mortgage loans. 
Investment Policy • Government Treasury bills and bonds. 

• Deposits in banks. 
Debt Instruments • Bonds and MBS. 

• Credit lines from financial institutions. 
Incentives for UzMRC 
Debt Investors 

• Eligible investment for banks and other institutions. 
• Eligible for bank liquidity requirements (subject to CBU’s approval). 

Incentives for PFIs • Lower general loan loss provision for mortgage loans refinanced with 
UzMRC. 

Tax Treatment • Standard corporate tax treatment. 
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B.5. UzMRC Strategy 

Start of UzMRC’s operations coincided with challenging times. There are a lot of uncertainties 
around the economy, welfare of households and the financial sector. As such this strategy focuses 
on the following four areas, as reflected in company’s KPIs (see Annex 2). 

1. Establish all internal policies and systems and ensure they meet relevant local and international 
standards on ongoing basis; 

2. Identify and establish relationship with eligible PFIs (private and state-owned); 
3. Expand refinance portfolio conservatively and in close cooperation with ADB and PFIs. 
 
1. Establish all internal policies and systems and ensure they meet relevant local and 

international standards on ongoing basis 

UzMRC is a non-bank financial institution that provides long-term resources to qualified PFIs that 
are already shareholders with the purpose of refinancing mortgage loans that meet preset criteria. 
Given its specialized mandate and intermediary role in the financial sector separate set of regulatory 
requirements and accounting guidance have been approved for the Company by the Central Bank 
of Uzbekistan. Whle the overall regulatory framework has been set up, further collaboration will be 
required with the Central Bank to ensure the regulatory metrics are applied appropriate to its 
business and risk profile.  

Additionally, as a whole-sale institution UzMRC will rely on debt and local capital markets to support 
its operations. At the same time, UzMRC will issue shares to ensure it has a robust capital base to 
support its growth and meet regulatory requirements. Both of which dictates a close cooperation 
with CMDA to ensure company gets the right attention from the investors and is able to issues 
bonds on a regular and sustainable manner.  

In addition to the collaboration with the regulators, UzMRC will aim to complete all of its internal 
policies and procedures to the internal standards to ensure it has the best reputation in both 
domestic and international capital markets.  

2. Identify and establish relationship with eligible PFIs (private and state-owned)  

Participation in UzMRC’s refinance scheme is open to financial institutions that are already 
shareholders and meet the qualifications established by the Company.  

As part of the identification process UzMRC carries out screening, against the PFI Eligibility Criteria 
presented in Table 6 in the market on potential PFIs, that have the capacity and can in principle 
raise the current performance standards in mortgage lending.  

The qualitative and quantitative threshold values for qualifying as a PFI include factors such as bank 
liquidity and capitalization, and volume of mortgage lending to date and growth over time. All PFIs 
will be required to demonstrate a commitment to mortgage lending by development of appropriate 
staffing and adherence to UzMRC’s mortgage lending guidelines and asset quality standards. A key 
step in qualifying for participation in the Company's program will be development and adoption of a 
mortgage loan origination and servicing guidelines meeting UzMRC’s standards. 

As the important next step UzMRC carries out a due diligence on the bank to complete its analysis 
and assessment, in line with ADB’s technical guidance. 

As of today 12 out 31 banks have been identified as the potential candidates to become PFIs. Eight 
of these banks are state owned and four are private banks. Participation of private banks is the 
essential aspect of UzMRC’s mandate and its presence in the Company’s activities will be 
maintained. 

Table 6: PFI Eligibility Criteria 
Eligibility Criteria PFIs 



 

 

Eligibility Criteria PFIs 

Mortgage lending experience At least 3 years (or intent to enter the mortgage finance sector within the 
next 12 months). 

Underwriting and servicing 
platforms  

Appropriate lending policies and strategies related to the housing finance in 
place. 
 

Housing finance lending 
capacity and commitment  

Staff participated in training programs offered by UzMRC, CBU or other 
specialized organizations. Dedicated department or structure within credit 
department that handles mortgage loans 
 

Operational and financial 
eligibility criteria 

Compliance with all applicable CBU prudential standards, regulations and 
guidelines, including: 
(a) minimum risk weighted capital; 
(b) income recognition; 
(c) loan classification and provisioning; 
(d) NPL ratios for housing and total loan portfolios; and 
(e) anti-money-laundering procedural requirements. 
PFIs must also: 
(a) maintain financial soundness; 
(b) operate in accordance with sound financial principles and practices (i.e. 

non-qualified/clean audit reports according to IFRS guidelines for the 
last two years); 

(c) maintain a lending and investment policy acceptable to ADB and CBU; 
and 

(d) supervise and monitor the implementation of investment projects by 
borrowers. 

Corporate governance Demonstrated compliance with CBU’s measures for corporate governance 
that promote effective identification, monitoring, and management of all 
material business risks; compliance systems for all statutory and regulatory 
requirements; financial disclosure requirements for market participants and 
observers; and corporate governance objectives, strategies, and techniques. 

Outreach Demonstrated capability for lending to mortgagees nation-wide as evidenced 
by branch operations, lending data, etc. 

Risk management 
procedures 

Proper risk management capability with adequate processes and/or 
procedures that cover: 

(a) credit risk; 
(b) asset liability risk; 
(c) market risk (e.g., interest rate and fx risk); and 
(d) operational risk. 

Safeguards compliance Environmental and social safeguards management systems to monitor 
compliance with ADB’s environmental and social safeguard policies. 

Integrity Due Diligence Has passed ADB’s integrity due diligence process 
Source: Project Administration Manual - Table 7 

3. Expand refinance portfolio conservatively and in close cooperation with ADB and PFIs. 

UzMRC has already secured a USD 150mln concessional loan from ADB through Ministry of 
Finance, which will be used to support the growth of Company’s portfolio in the initial years of its 
operation. While the start of operations is coincided with COVID and the economic uncertainties, it 
is very important for UzMRC to start its operation in order to bridge the gap between short-term 
funding banks attract from depositors and the long-term mortgage loans they extend.  
UzMRC and its products are new to the market in many ways. There are set of criteria that PFIs 
would need comply with to qualify for UzMRC’s loans and another set of criteria for loan to qualify 



 

 

for refinance. With the economic uncertainty linked to COVID it is critical for UzMRC to be selective 
about the PFIs and mortgage loans while ensuring appropriate level of collateralization is 
maintained throughout the term of the loan and the security rights transfers are properly registered 
at CBU.  
UzMRC product – refinancing of qualifying mortgage and renovation loans (see table 9) are new to 
the market and targets specific layer of the society. While an extensive research has been carried 
out in the market on the viability of providing these loan products, it would need to be tested in 
practice whether UzMRC’s can scale-up its operation on the pre-agreed terms. 

C. UzMRC Operation 
The goal of UzMRC is to enable PFIs to increase the availability of affordable finance for housing in 
Uzbekistan. It will do so by funding itself in loan and debt capital markets and providing a source of 
liquidity and long-term finance to PFIs.  

C.1. Financing Mechanism 

UzMRC provides long-term funding, with recourse to PFIs for refinancing eligible mortgage loans on 
full collateralized basis.  

UzMRC will make loans to PFIs secured by their mortgage loan portfolios or the government bonds 
and cash as an alternative security. The PFIs register a pledge on the mortgages in favor of 
UzMRC. The Company does not acquire or assume direct credit risk on the mortgage loans; the 
mortgage loans remain on PFI’s balance sheet for purposes of calculating capital requirements and 
risk-based reserves. 

UzMRC requires 10-25% overcollateralization on the refinance loan. Recourse to PFIs will ensure 
that required collateralization level is maintained as loans pay off or become non-performing. The 
PFIs will also be given sufficient flexibility to substitute other forms of collateral (e.g. Government 
securities, cash, etc.) should they not have adequate eligible mortgages for replacement. At the end 
of the refinance period, the PFIs may either repay the loan in full or roll over the refinance for an 
additional period based on UzMRC’s interest rate at that point in time. 

Figure 5: UzMRC Collateralized Lending  
 



 

 

 
 

The PFIs will keep the mortgage loans on their balance sheets, continue to service the loans and 
will also establish and maintain accounting records in accordance with the agreements and 
regulatory requirements. UzMRC will also have the right to audit all records, request regular 
reporting and conduct periodic inspection to check the compliance of mortgage loans with its 
eligibility criteria. 

Prior to availing refinance loans from the UzMRC, mortgage originators execute a Master Refinance 
Agreement (MRA) with the UzMRC. The MRA contains the general terms and conditions governing 
the pledge of mortgage loans to the UzMRC as well as all other conditions relating to the refinance 
scheme. 

C.2. Capitalization & Funding  

As shown in Figure 5 below, UzMRC is capitalized with debt and equity. Due to the restricted 
wholesale nature of the on-lending activities, UzMRC will be highly leveraged than other retail 
oriented financial institutions. However, all of its assets will be fully collateralized and lend to PFIs 
who are also shareholders of the company at 1% margin. 

Figure 6: Balance Sheet Items 

Assets Refinance loans Equity Paid-in capital from MOF  
Capital contribution from Banks 



 

 

Deposits at banks 
Liability 

Credit lines 
Government bonds Corporate Bonds 

 

Credit Lines. One of the important sources of funding for UzMRC are the credit lines. At initial 
stages of its operation and in the absence of proven track record of performance it will be difficult for 
UzMRC to secure commercial loans. UzMRC would therefore may need to rely on credit lines from 
development financial institutions until it firmly establishes its presence in the market. At initial stage 
of its operation UzMRC has access to USD 150mln sovereign loan through the Ministry of Finance.  

Corporate Bonds. Although UzMRC will need to rely on loans from ADB and other IFIs in short to 
medium term, in the long run it is anticipated that the primary source of funding will be the issuance 
of debt instruments. The main target market for UzMRC debt are domestic financial institutions, 
primarily the banks, insurance/pension companies. There is growing domestic demand today for 
long-term debt securities of good companies as there are few such investments available. On the 
Tashkent Stock Exchange (TSE), the volume of bond trades is also currently very low. In 2020 over 
the first quarter there were 17 deals concluded in TSE for total amount of UZS 13.83bln (in 2019, 
there were 126 deals totaling UZS 38.57bln approx. $3,8mln). 

The potentially largest source of investments in Uzbekistan are two pension funds. The first is the 
extra budgetary pension fund under the Ministry of Finance of Uzbekistan. In the beginning of 2020, 
the fund had approximately UZS 3 trillion (US $294mln) under management. As of the 31 March 
2020 the fund had more outflows than inflows (7.386 trillion and 5.672 trillion respectively), so it 
might be less likely to participate substantially. The second pension fund is the cumulative defined 
contribution pension system with assets of UZS 2.0 trillion (US $196 mln.), which is managed by 
Xalq Bank, is rapidly accumulating assets each year and needs new investment opportunities. 

The second potential source of long-term funds are insurance companies. In particular, life 
insurance companies hold policies that can have a duration of over 30 years. In Uzbekistan, as of 
June 30th 2019, there were 30 insurance companies, 6 of which provide life-insurance making up 
24% of total insurance premiums. However, property/casualty insurance could also hold bonds 
issued by UzMRC in reserve against claims due, if accepted as liquid assets by CBU. The size of 
insurance market with currently only UZS 3.46 trillion (around US $339mln) in total assets 
(December 2019) is still very small14. The investments are biased towards banks, as 55% are 
deposited into banks and 30% into securities.  

A rough first estimate of the size of institutional investors’ assets is UZS 7 - 8 trillion (US $8 75mln to 
$1bln) or around 1.5% of GDP. The market is therefore still in its infancy. However, with the strong 
expected growth at the cumulative pension fund and a continuation of the historic growth rate of the 
insurance system, it can be safely expected that investments held by institutional investors will grow 
to 2.5% - 3% of GDP in the next five years. 

Table 7: Terms of UzMRC Bond Issuance 
Instrument Non-amortizing term bonds. 

Target Market Domestic financial institutions, pension funds and insurance companies, wealthy 
individual investors, Central Asian investors (subject to the mitigation of FX risk). 

Listed Private placement initially. 

Amount TBD 

 
14 0.35% of the country’s GDP (compared with Korea – 11.9%, Japan – 11.1%, France – 9%, China – 3%, Russia – 

1.3%). 



 

 

Term 3 – 10 years. 

Interest rate Treasury rate plus market liquidity premium. 

Callable No 

Collateral Open; none or pledge of PML loan receivables. 

 

Equity. Ownership of UzMRC is made up of UZS 25bln from the Ministry of Finance, with further 
UZS 75bln expected to be received from 12 PFIs, including 8 state owned and 4 private banks. 
These funds are invested in government bonds or kept in deposit accounts in line with the 
Company’s internal policies.  

It is important to note that due to the undeveloped state of the Uzbek capital markets, UzMRC will 
need to rely primarily upon credit lines and equity during its early years. This may constrain its on-
lending activities as leverage from the capital markets is how UzMRC can have a catalytic effect on 
mortgage lending volumes. 

C.3.  Pricing of PFI Loans 

The assumed pricing of the UzMRC loans in the current Uzbekistan environment and its effect on 
mortgage interest rates for borrowers is shown below in Table 8. The loan from the ADB will be 
based on ADB’s standard LIBOR-based pricing for sovereign loans (in US$) plus a FX charge 
applied by the Government and for the purpose of this business plan will reach a total on-lending 
charge of 12%. 

The UzMRC will charge a spread above its funding costs to cover operating expenses; initially, 
UzMRC will add 100 basis points to cover these expenses and once refinance volumes increase to 
sustainable levels this spread may be adjusted.  

For UzMRC funding to be attractive to PFIs it should be priced favorably with respect to their other 
funding sources, but also consider the value added by the new company. At present, there are no 
other long-term funding sources in local currency, but banks may still be reluctant to take on the 
higher costs of long-term borrowings, especially those that have large liquidity. To make UzMRC 
funding attractive to the mortgage lenders, initially, the funds will be on-lent at 13%, which is very 
competitive vis-à-vis banks’ other funding sources. This level is slightly below the current deposit 
rates. To be able to access these funds, UzMRC together with the Government will dictate a target 
market segment, defined by income and / or property price limits, as well as loan conditions such as 
tenor, so that the appropriate population target is reached. 

Once UzMRC has on-lent the funds from the ADB loans, further capital must come from other loans 
or from the Uzbek bond market. Loans, depending on the lender, may also be favorably priced but 
would still most likely carry some restrictions in terms of on-lending. Under present circumstances, 
raising capital from the bond market would be difficult due to the low level of capital market 
development and consequently would be an expensive source of funds. However, a domestic 
funding strategy could be tested early by assessing the interest of the pension funds in purchasing 
UzMRC bonds. If this funding source appears likely, UzMRC may, even before tapping it, include its 
notional cost in its pricing with the view of avoiding a cliff effect once the concessional loans are 
entirely consumed.  

It should be noted that the pricing of the UzMRC funding is more dependent on its source and 
counterparty rather than the institutional model the Company chooses. 

Table 8: UzMRC loan pricing structure 

 Commercial 
Mortgage Loan Renovation Loan 



 

 

Component <20 years <10 years 

Sovereign Donor Loan Cost* 12.00% 12.00% 

UzMRC Operating Spread 1.00% 1.00% 

UzMRC Refinancing Rate to PFIs** 13.00% 13.00% 

PFI Margin – Capped 5.00% 4.00% 

Mortgage Rate 18.00% 17.00% 
*To be adjusted based on current situation in the market 
**To reflect changes/adjustments Sovereign Donor Loan Cost 

C.4. Mortgage Loans - Eligibility Criteria 

As a general rule, a loan will not be made to a PFI unless secured by pledge of mortgage loans 
originated by the PFI. To elevate the standards of the mortgage market and lending practices of the 
PFIs mortgage loan assets offered as collateral should meet certain eligibility criteria established by 
UzMRC and be processed and underwritten in substantial compliance with the UzMRC’s Mortgage 
Loan Refinancing Guide. Some flexibility will have to be introduced, however, with the acceptance 
of substitute collateral, a standard feature of MRCs or covered bonds. Substitute collaterals are 
particularly important for a newcomer to the housing finance market, or one that only can offer as 
security existing mortgage loans that do not meet all UzMRC eligibility criteria. Such collateral must 
be of the highest credit quality available, and be replaced by eligible mortgages as soon as possible. 
This can include Treasury bills or bonds, other types of collaterals used in large amount payment, 
systems or cash kept in escrow accounts. 

The following is the criteria for mortgages that will be eligible for UzMRC funding. The proposed 
UzMRC loan parameters are included in Annex 3. 

Table 9: UzMRC Mortgage Loan Eligibility Criteria  

Loan Standard Value 
Purpose 1. For the purchase of an existing residential property to be 

occupied by the owner; 
2. For the purchase of a fully commissioned residential property 

to be occupied by the owner; or 
3. For the renovation of a residential property occupied by the 

owner and does not involve structural alterations or expansion. 

Type of Eligible Property Single house or apartment in a multi-unit building. Financed 
property must be owner occupied. 

Second Loans Not permitted. 

Eligible Borrowers Must have stable source of income. Only natural persons are 
eligible to borrow. Borrowers must be civil servants, self-
employed persons or salaried employees. 

Borrower Age Minimum – age of legal contract – 18 years.  

Maximum Borrower (household) Monthly 
Income 

UZS 10mln 

Tenor of Mortgage Loan  For the purchase of a residential property: 
Minimum tenor of 10 years, maximum 20 years 
For the renovation of a residential property: 
Maximum tenor of 10 years. 
Banks have to disclose to clients/applicants’ total interest to be 
paid (in accordance with repayment schedule for different 
maturities (e.g. for 10, 15, 20 years) as well as monthly payments 



 

 

Loan Standard Value 
for those cases). 

Mortgage Loan Limit UZS323mln for mortgage loans, UZS 80mln for renovation loans. 

Interest Rate Structure Mortgage interest rate must be fixed. The PFIs will on-lend these 
funds to end-borrowers at a maximum spread of 5% for 
mortgage loans and 4% for home renovation loans. 

Currency Uzbek sums only. 

Down payment  Minimum 25% from Borrower 

Loan–to-Value Ratio Maximum 75% 

Monthly installment–monthly income ratio 
(DSC) 

<50% of net monthly household income of the Borrower and any 
co-borrower or guarantor living in the same household. 

Geographical Concentration Nationwide. 

Delinquency All loans submitted must be current and have no unpaid 
balances.  

Property Title Good legal title free from encumbrance. 

Property Insurance Required, 100% of replacement cost. 

Borrowers’ credit history No unpaid amortization of more than 30 days during the last 12 
months 

Mortgage loans amortization Monthly repayments, fully amortized, on annuity basis, no grace 
period 
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D. UzMRC Financial Analysis 
D.1. Financial Model 

The financial model (available in an Excel workbook) assessing the financial structure and viability of the Uzbekistan Mortgage Refinance Company 
has been developed based on market data, input from stakeholders, business strategy, and learning from similar companies operating in other 
countries. Based on a set of underlying assumptions, the financial model forecasts the yearly financial results for 10 years of operations from an 
assumed inception in 2020 (Year 1); UzMRC formation activities would be expected to begin in Q3 2020. It should be noted that this financial model 
is meant to give an insight into the financial viability of UzMRC but does not guarantee UzMRC’s future performance15. 

D.2. Key Financial Assumptions  

The primary assumptions underlying the UzMRC the financial projections are shown in the table below: 

Table 9: Key Financial Assumptions for UzMRC Program 

Parameter Value Explanation Baseline/Rationale 

UzMRC  
Tax Rate 15% Constant 15% tax rate on income earned by UzMRC. As per new Uzbek tax regime. 

Operating Expenses 
(excluding loan loss 
reserves) 

UZS 9.1bln in 
2020. 

Operating expenses include staff costs, IT licenses and 
fees, consultancy, traveling, insurance, depreciation, etc. 
 

Inflation rate in Uzbekistan was 14.5% in 2019 and averaged 
9.58 percent from 2006 until 2020, reaching an all time high 
of 20.10 percent in January of 2018 and a record low of 2.40 
percent in March of 2008. While it is expected that CBU will 
try to achieve 5% in the long run, 10% is expected to be more 
realistic assumption over the next five years. 

Return on Cash & 
Investments 

16% Average short term (181-365 days) deposit rate for 2019 CBU statistical bulletin 2019 

Uzbek Commercial Mortgage Market  
Volume of Commercial 
Mortgage Lending in 2019  

UZS 1.65 
trillion 
(US 

$173.8mln) 
 

Growth of commercial mortgage loans is done based on 
volume of actual commercial mortgages originated in 
2019 totaling volume UZS 1,653bln). It is assumed that in 
2020 new commercial mortgage loans growth rate will be 
40%. 

There is not enough historical data for projecting “natural” 
growth of commercial mortgage loans. Moreover, data of 
commercial mortgage loans yearly disbursements (both 
number and volumes) for 2012-2019 period are volatile and 
not consistent. In average, number of mortgage loans 
increased by 38% while average growth in volumes 
constituted 55%. Given that with increasing volumes growth 
rate goes down it is assumed that new commercial mortgage 

 
15 The assumptions and accordingly financial projections were adjusted based on current situation in the market.  
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Parameter Value Explanation Baseline/Rationale 
loans growth rate will be minimum 30% in 2020. 

Growth of Commercial 
Mortgage Lending – 2020 
and beyond 

 Due to entrance of UzMRC it is anticipated that the 
growth rate will increase to 40% in 2020 – 2022. As 
market matures growth rate will gradually decline to 10% 
in 2029 (30% growth is projected for year 2023, 20% for 
2024 – 2025 and 10% after that). 

The commercial mortgage market volume is difficult to 
forecast as it depends on several macroeconomic and 
monetary factors. These growth assumptions are 
conservative and can be refined going forward as further 
mortgage market data for 2020 and from the individual PFIs 
is obtained. 

UzMRC Market Share – 
Proportion of Commercial 
Mortgage Loans Refinanced 

 UzMRC is assumed to start business in 2020. Based on 
the business strategy and conservative estimates, 
UzMRC begins refinance activities starting with a market 
share of 6% in the first year of operations increasing to 
9% over 3 years and stays at that level. 

As noted previously as banks prefer cheaper deposit-based 
funding, MRCs typically only refinance less than 20% - 25% 
of total mortgage debt outstanding so 9% is a conservative 
estimate. UzMRC’s market share is highly dependent on its 
refinance rate compared to other funding options that the 
PFIs may have.  

Average Commercial 
Mortgage Loan Amount 

 Increasing from UZS 133.4mln (US $ 15,650) in 2018 to 
UZS 150mln (US $15,777) in 2019 and UZS 180mln (US 
$17,693) in 2020 and beyond.  

The maximum loan amount for the program is USZ 323mln (~ 
US $31,800). As the UzMRC funded loans will have lower 
interest (17-18% compared with 24-28% current market loans 
rates) the average commercial mortgage loan size should 
increase. 

Number of Commercial 
Mortgage Loans 

 Number of commercial loans growth calculated based on 
forecasted growth of annual lending. 

Calculated based on total commercial mortgage 
loans/average loan size. 

Commercial Mortgage 
Interest Rate (PFIs) 

18% Capped at 18% for loans refinanced by UzMRC in order 
to promote affordability for low to mid-income borrowers. 

As per ADB’s Proposed Parameters for UzMRC. (See Annex 
3) 

Uzbek Renovation Loan Market  
Projected Volume of 
Renovation Loans – 2020 

UZS 150bln 
(US 

$14.74mln) 

New market of UZS 150bln (US $14.74mln) in year 1. 2,500 renovation loans at USZ 60mln (US $5,900). Given the 
high demand for making improvements to existing housing 
units this number is reasonable. 

Growth of Renovation Loans 
– 2020 and beyond 

 There is no statistical historical data on renovation loans. 
Thus, projections starts with assumed volume of 
renovation loans at UZS 150bln in 2020. Further 
projections were done as in case of commercial mortgage 
loans. Renovation loans growth is estimated to be 10 pp. 
higher than commercial mortgage market growth rate due 
to higher demand for renovation loans. Outstanding 
balance of renovation loans is calculated based on 
estimated volume in 2020 and projected annual 

The renovation loan market is a very desirable product with 
strong take up by existing homeowners to improve their living 
conditions. 
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Parameter Value Explanation Baseline/Rationale 
disbursements.  

UzMRC Market Share – 
Proportion of Renovation 
Loans Refinanced 

 UzMRC’s market share for renovation loans is assumed 
to be quite high at 50% per annum in year 1 and in years 
2 – 10 it is expected to decline to 10% per annum. 

Renovation loans market share is assumed to be quite high 
at initial stage. With market maturing and banks offering new 
loan products (consumer loans) the share will gradually 
decrease. 

Average Renovation Loan 
Amount 

 Estimated at UZS 60mln (US $5,900) with a UZS 80mln 
(US $7,865) maximum. 

Reasonable range for renovation projects. 

Number of Renovation 
Loans 

 Estimated at 2,500 in year 1. Following growth of 
renovation loans number is calculated based on 
forecasted growth of volumes. 

Calculated based on total renovation loans/average loan size. 

Renovation Loan Interest 
Rate (PFIs) 

17% Capped at 17% for loans refinanced by the ADB loan. As per ADB’s Proposed Parameters for UzMRC. (See Annex 
3) 

UzMRC Loans to PFIs  
Refinancing Disbursement  PFI loan disbursements begin during the first year of 

operations. 
Based on the respective total volume of commercial and 
renovation loans X market share Refinancing is done 
continually throughout each year. 

Gross Rate on UzMRC 
Loans to PFIs 

13% Based on UzMRC cost of funds on the LOCs plus a 
margin. 

1% operating margin to cover UzMRC costs added to 9% 
initial cost of funding for ADB loan.  

Term/Repayment   It is assumed that the loans to PFIs will be approx. 20% 
shorter than the actual tenor of the mortgage loans 

 UzMRC will endeavor to match the PFI loan terms as closely 
as possible to the terms of the MOF’s on-lending of the ADB 
line of credit.  

Overcollateralization 10% - 25% As security for refinancing loans the PFIs will pledge 
mortgage and renovation loans having a nominal principal 
value at the time of pledge of 110% - 120% of the loan 
amount. The pledged collateral will be increased from 
time to time as necessary to account for amortization of 
the mortgage loans. 

Does not affect the UzMRC financials but increases its 
creditworthiness. The overcollateralization will have an impact 
on each PFIs’ overall funding costs. 

Credit Line Funding  
Initial Cost of Funding – ADB 
loan 

12% On-lending of concessionary loan given by ADB to GOU 
in hard currency with FX charge. 

This is the rate based on the current market and could 
change depending the on the terms of the loan from the GOU 
to UzMRC. 

Cost of Funding – Other 
loans 

12.5% From domestic or international private sector lenders – 
local rate equivalent. 

This funding would most likely be more expensive than the 
ADB loan. 

Source: ADB consultants and UzMRC 
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Variable Assumptions and Projected Mortgage Market Performance 

The following assumptions were used for updating the UzMRC financial projections. 

1. UZS/USD exchange rate is 10,173 for the whole projected period 
• CBU published rate was fluctuating around in Jan-July 2020 

2. The UzMRC starts with UZS 25bln authorized  capital 
• UZS 25bln will be invested by Ministry of Finance at UzMRC establishment as set 

in the President Decree; 
• Additional UZS 75bln will be invested by the PFIs as per the approved Charter of 

the Companhy. 
3. Within 12 months share capital of UzMRC increases to 100bln UZS due to banks 

investments and will stay at the same level for foreseeable future.  
4. UZS 5bln from share capital will be held as cash for current expenses and acquisition of 

fixed assets and the rest will be invested in HQL interest bearing assets (government 
bonds and/or deposits at average 15.8%; Currently deposit rates are around 15-17%) 

5. Growth of commercial mortgage loans is done based on volume of actual commercial 
mortgages originated in 2019 (in 2019 in total banks disbursed mortgages totaling UZS 
1,652.52bln). There is not enough historical data for projecting “natural” growth of 
commercial mortgage loans. Moreover, data of commercial mortgage loans yearly 
disbursements (both number and volumes) for 2012-2019 period are volatile and not 
consistent. In average, number of mortgage loans increased by 38% while average 
growth in volumes constituted 55%. Given, that with increasing volumes growth rate goes 
down it is assumed that new commercial mortgage loans growth rate will be 20% in 
2019. However, due to entrance of UzMRC it is anticipated that the growth rate will 
increase to 40% in 2020 – 2022. As market matures growth rate will gradually decline to 
10% in 2029 (30% growth is projected for years 2023, 20% for 2024 – 2025 and 10% 
after that)16. Number of new commercial mortgages is calculated by dividing volume to 
average loan amount (UZS 150mln for 2019 and UZS175mln for the rest of period).  

6. Outstanding balance of commercial mortgage loans is calculated based on estimated 
balances of commercial mortgages as of end of 2019 and projected annual 
disbursements17. Further, it is assumed that during a year 10% of mortgage loans 
balance will be repaid (schedule payments + prepayments). 

7. There is no statistical historical data on renovation loans. Thus, projections starts with 
assumed volume of renovation loans at UZS 150bln in 2020. Further projections were 
done as in case of commercial mortgage loans. Renovation loans growth is estimated to 
be 10 pp. higher than commercial mortgage market growth rate due to higher demand for 
renovation loans. Outstanding balance of renovation loans is calculated based on 
estimated volume in 2020 and projected annual disbursements. Further, it is assumed 
that during a year 10% of renovation loans balance will be repaid (schedule payments + 
prepayments). 
As in other post-soviet countries biggest share of housing stock is old and low quality, no 
maintains works were done since their construction. There is strong take up by existing 
homeowners to improve their living conditions. 

 
16All the projected growth rates as well as UzMRC desired share can be easily changed in the model for stimulating 
different scenarios. 
17 Estimation was done based on yearly disbursements of total mortgage loans and commercial mortgage loans for 
period from 2011 to 2019. Thus, during the observed period banks in total issued mortgage loans at UZS 22,675 and 
commercial mortgage loans at UZS 4,607bln (which is 20.32% of total). We applied calculated share to total outstanding 
balances as of end of 2019 (UZS 20,903bln) and got commercial mortgage loans outstanding balance to be at UZS 
4,247bln (end of 2019). 
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8. UzMRC will refinance both commercial mortgages (home/apartment purchase loans) and 
renovation loans. Share of UzMRC in both commercial mortgage loans and renovation 
loans will increase to 10.5% in 2023 and then will vary at around 10%. 

9. ADB loan will be disbursed within three years as shown: 
• USD 35mln – first year, 
• USD 55mln – second year 
• USD 60mln – third year. 

10. ADB loan is disbursed to UzMRC in tranches based on UzMRC projections (to be 
disbursed to banks within next six months). It is assumed that each year loan will be 
disbursed in two equal tranches at the beginning and end of year. 

11. For assuring mortgage loans affordability refinanced mortgage loans rate will be capped 
• UzMRC cost of funds + 5 pp for commercial mortgages (final rate to be 18%), and 
• UzMRC cost of funds + 4 pp for renovation loans (final rate to be 17%) 
• Currently commercial mortgages are offered at 24-26% 

12. UzMRC margin is 1%  
• Profitability is not primary objective for UzMRC 

13. UzMRC cost of funds is 12% (calculated as ADB loan rate (current 6-month Libor around 
2.5%) + FX hedging costs around 9%) 

14. ADB loan maturity is 20 years. UzMRC starts ADB loans repayments in year 6 (every 6-
months, 1/30 of total loan amount = 150/30 = 5mln USD every 6 months, mid and end of 
the year). For simplicity it is assumed UzMRC will repay once a year at USD 10mln,  

15. UzMRC may not invest ADB loan in government securities and/or other interest-bearing 
assets  
• ADB required that the loan may be used only for mortgage loans and renovation 

loans refinancing 
16. PFIs repays UzMRC loan on quarterly basis (principal + interest), annuity. Average 

maturity of UzMRC loans is 10 years All principal repayments will be used for financing 
new refinancing loans. Thus, outstanding balances of refinancing loans (assets part of 
balance sheet) will be equal to outstanding balance of ADB loan (liabilities part of 
balance sheet) 

17. After utilization of ADB loan, UzMRC will borrow additional funds from other 
lenders/investors to continue its operations. Cost of additional funding is assumed to be 
0.5 pp higher than ADB loan (12.5%). Amount of required borrowings is derived on the 
basis of UzMRC market share assumptions.  

18. UzMRC starts operations starting August 2020 
19. UzMRC creates loan loss reserves equal to 1% of disbursed loans to banks 
20. Suggestion on admin costs and fixed assets the same as for the initial projections 

adjusted for FX rate. 

Pricing and Assumptions: This sheet of the Excel workbook shows the main inputs into the pricing 
of UzMRC funding sources (donor and private sector loans), refinance loans to the PFIs and MRC 
operating margins. These values are linked to the other worksheets in the model. 

Please note that 5-year results are shown. The difficulty of making assumptions about market 
growth and UzMRC market share make the numbers beyond the 5th year unreliable. 
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Mortgage Market: This sheet of the Excel workbook shows the growth of the Uzbek mortgage 
market and the UzMRC refinancing activity. For each product (in this case commercial mortgage 
loans and renovation loans) the market growth rates, refinance market share and average loan 
sizes can be entered manually. There is also a placeholder for a third loan type that can be 
included as new products are developed. 
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D.3. Projected Results 

In the early years, UzMRC may incur operating losses primarily due to the assumptions about the 
time and funds needed for startup of the Company’s program and its subsequent rate of growth. 
The spread from the interest earned on the PFI loans less the interest expense on the credit lines 
will be positive but the total net interest income is a function of the size of the UzMRC’s balance 
sheet. UzMRC’s equity is not on-lent and instead will be invested to generate some interest 
income to offset operating expenses. Additionally, it is assumed in the first three years that the 
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ADB loan will be disbursed at the beginning of the year and UzMRC will earn substantial positive 
investment returns on the outstanding LOC balance throughout that year. 

Detailed UzMRC 5-year financial results are shown on the following pages on the projected 
income statement, balance sheet and financial ratios. The financial model allows for additional 
scenarios to be created. 

Key Financial Ratios under various scenarios 
 
1. Base case scenario 
UzMRC will be able to build up its capital from UZS 25bln (paid-in capital by MOF) up to at least 
UZS 50bln in 2020 and up to UZS 100bln in 2021. The company will be able to make its 1st 
disbursement by September 2020 and refinance up to USD 35mln in year 1, USD 55mln in year 2 
and USD 60mln in year 3. Another key assumption is that CBU will keep the refinance rate at 16% 
and above over the next 3 years.  
 

 
 
Output under base case scenario. 
 

 
 
2. Best case scenario 
Under the best case UzMRC will be able to secure full UZS 100bln at the outset from the state 
owned and private PFIs. Under the assumption CBU’s refinance rate will remain at15% and above, 
PFIs should be able to originated and therefore UzMRC refinance $40mln in year 1, $55mln in year 
2 and $55mln in year 3 respectively.  
 

 
 
Below is the output of key finance ratios. Given the increase in capital CAR will immediately 
improve in the first years gradually stabilizing by year 5. Profitability expressed in RoE/RoA 
worsens slightly. Return on equity is significantly higher than the RoA given the wholesale nature 
of UzMRC’s activities.  
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3. Worst case scenario 
Under the worst case UzMRC only manages to secure UZS 25bln in year 2 of its activities 
gradually building up the full UZS 100bln capita stated in its Charter by year 3 of its operations.  
CBU’s refinance rates have been stressed to worsen by year 3 below UzMRC’s cost funds at 13%. 
In the absence of provisions to pass the impact UzMRC won’t be able to operate as the its funds 
won’t be attractive to PFIs. Moreover assumption is that outstanding loans will be prepaid. 
 

 
 
It’s worth noting that UzMRC’s capitalization will remains well above the required 10% capital 
assuming its assets are indeed risk weighted at 30%. Having said should refinance rate indeed go 
below 13% UzMRC’s business model would be broken without provisions to absorb the impact. 
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E. Risk Factors and Mitigants 
The major types of risk that UzMRC will face include credit, funding (interest rate and liquidity risk) 
operations, strategic, foreign exchange and political risks. 

Credit Risk: The proposed structure of the UzMRC will allow it to operate with a low level of credit 
risk. Its refinance and purchase with recourse activities are secured by the credit rating of the PFIs 
as well as the quality of the underlying mortgage portfolios. The 10% - 25% recommended 
overcollateralization provides additional security. 

1. PFI Eligibility Criteria. To minimize the PFI credit risk, UzMRC developed standards to first 
qualify the PFI for business with UzMRC and then establish a ceiling for the maximum 
business that it may conduct with each PFI. It will also periodically assess the PFIs financial 
strength (e.g., capital adequacy, liquidity, magnitude of and trends in delinquencies) and 
adjust the business ceiling for each PFI accordingly. In the event of a default by a PFI, 
UzMRC should have the right to liquidate (sell) the mortgage collateral to satisfy its loan. In 
case of a PFI bankruptcy, UzMRC can transfer servicing of the collateral to another PFI or 
other financial institution. 

2. Mortgage Loan Eligibility Criteria. Recognizing that credit risk on mortgage loans poses a 
threat to the financial condition of its PFI borrowers UzMRC will establish and enforce 
stringent underwriting practices and minimum quality standards for mortgage loans (Annex 
3). These eligibility criteria will assess mortgage loan purpose, i.e. purchase, construction or 
renovation of residential property, borrower underwriting standards, i.e. maximum LTV and 
LTI, loan size, first lien mortgage, past credit performance, etc. 

3. Collateral Replacement Quality. All mortgages submitted for UzMRC refinancing must be 
current (less than 30 days’ delinquent) or shall be replaced immediately with other eligible 
collateral. Any loans that are part of the refinance pool that are found to be defective 
compared to the UzMRC Loan Eligibility Criteria must also be replaced. UzMRC will require 
periodic audits of collateral and will perform an onsite review of a random sample of 
collateral files to ascertain compliance with its guidelines. Additionally, any loans that have 
been subjectively downgraded by the PFI, the UzMRC’s regulator or the PFI’s External 
Auditor must be replaced. 

4. Overcollateralization. The 10% – 25% required overcollateralization will protect against 
erosion in the value of the collateral and will reflect (1) the cost of taking full legal and 
material possession of the collateral in case of default, (2) the likelihood that the quality of 
the collateral may have suffered in the time leading up to the insolvency of the PFI and 
takeover of the collateral (e.g., fraudulent origination, neglectful servicing), and (3) the cost 
of selling the collateral to another PFI or financial institution. In addition, the 
overcollateralization will consider potential changes in the market value of the collateral due 
to interest rate volatility. The overcollateralization ratio should be observed throughout the 
term of the funding provided by UzMRC. UzMRC will retain the right to adjust this 
overcollateralization percentage at any time based on market conditions and the PFIs 
financial condition and performance. 

5. Refinance vs. Recourse vs. Non-Recourse. In the early years, UzMRC will provide refinance 
to the PFIs and will not purchase mortgage loans, and thereby assumes no credit risk on 
mortgage loans.  

6. Diversification. The credit risk to UzMRC can be further reduced through diversification (e.g. 
limiting PFI loan size and the size of individual loans that serve as collateral), by requiring 
the assignment of all collateral insurance policies to UzMRC and/or contractually ring fencing 
the cash flow of the mortgage loans by requiring that the borrower loan payments are made 
in a segregated account controlled by UzMRC. 
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Funding Risk: The major forms of funding risk are interest rate risk, borrowing costs and liquidity 
risk. 

1. Liquidity Mismatch. UzMRC will address these possible mismatches by careful loan pricing 
and eliminating delays between commitments of loans and its borrowings and debt issuance. 
Possible approaches include standardization of transactions and documentation, tranche 
and shelf registration of company debt instruments, frequent issues and frequent use of 
private placements among institutional investors. It is expected that in most cases both 
effective maturity and rates on loans and borrowings/debts will be closely matched, and an 
asset-liability management plan establishing this principle will be implemented. 

2. Asset-Liability Management (ALM). will become complicated as the cash flow characteristics 
of UzMRC’s assets and liabilities become more complex. Initially, the UzMRC may offer only 
non-prepayable term loans to PFIs matched with non-callable borrowings and bonds. As 
noted previously, the amortizing nature of mortgage loans results in a lower weighted 
average life than for comparable maturity bullet bonds. However, as the lenders demand 
greater flexibility in their funding, the UzMRC may offer prepayable loans or begin 
purchasing individual loans subject to early repayment. Its offer of such products will depend 
on the development of the Uzbek capital markets and the ability to issue callable debt, 
interest rate swaps and options contracts. UzMRC will invest in the necessary expertise and 
systems to manage this risk subject to rigorous oversight by its Board and regulators. 

3. Liquidity. Minor liquidity issues may arise in the early years regarding start-up operating 
costs and may occur from time to time from funding of loan obligations to PFIs between 
borrowings/bond issues. More serious liquidity issues could arise in the event of a default by 
a PFI on a loan. Cash flows on its loans and borrowings/debt will be timed as closely as 
possible to avoid liquidity problems. To bridge timing gaps and the related risk, it is 
recommended that the UzMRC have access to short-term bank lines of credit and adequate 
sources to fund any operating losses in early years. 

4. Pricing Risk (Bonds). When UzMRC reaches the point that it can issue bonds it is imperative 
that it is able to achieve a modest liquidity premium over the pricing benchmarks. If investors 
deem that higher spreads or some form of credit enhancement such as a guarantee, letter of 
credit, debt insurance, etc. are necessary the additional cost for UzMRC issues could be 
considerable. Higher borrowing costs could result in on-lending rates that are unattractive to 
PFIs. 

Operating Risk: Generally, as a wholesale institution the UzMRC should have a low ratio of 
operating expense-to-assets. However, certain assumptions have been made about the trajectory of 
revenues and expenses and significant deviations could delay UzMRC reaching sustainability. 
These may include: 

1. UzMRC on-lending operations. Assumptions have been made about when the UzMRC will 
commence business and earn revenues. If the start-up is slower than anticipated additional 
operating funding may be necessary. It is believed that the current assumptions are 
reasonable based on the experience of similar startup companies in other countries and the 
Uzbek environment. Investment earnings on equity and ADB loan balances may be sufficient 
to fund operations but UzMRC should closely monitor its staffing needs and expenses to 
assure that they are kept to the minimum level necessary to achieve the objectives. 

2. Size and growth of the mortgage market. The size of the mortgage market is crucial to 
achieving financial sustainability. Assumptions have been made based on the recent growth 
in the Uzbek market and the experience of other markets once a housing finance entity has 
been put in place. Substantially smaller market growth can prevent UzMRC from achieving 
the volume necessary to support operations. The growth of the mortgage market is not just 
predicated on the UzMRC and the availability of housing finance; it is also highly dependent 
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on the development of housing supply, land and infrastructure, as well the overall 
macroeconomic environment. 

3. UzMRC share of the market. Similarly, certain assumptions have been made about the 
share of mortgage loan refinancing that will be captured by the UzMRC program, and those 
assumptions can affect Company revenues. It is believed that the assumptions are 
reasonable based upon the experience of similar startup companies in other countries, and 
upon inquiries among Uzbek banks that suggest genuine interest in the proposed UzMRC 
program and an intention to participate to some extent. To assure the attractiveness of the 
proposed program, UzMRC will endeavor to keep PFI borrowing costs as low as possible 
through controlling its own overhead costs and seeking the lowest possible cost of funds. 

4. Level of PFI participation. Although there are no long-term funding options for mortgages, 
banks may be reluctant to refinance their portfolios with UzMRC due to the high absolute 
level of interest rates and may continue to fund with cheaper deposits. The proposed margin 
caps of 5% for mortgages and 4% for renovation loans may also act as a deterrent. This 
may result in low levels of PFI participation, insufficient volume, higher losses and longer 
time to achieve profitability. In addition, a main objective of UzMRC is to improve the level of 
mortgage underwriting and risk management practice in the Uzbek market, low participation 
will undermine achievement of that objective as well. 

Strategic Risk: UzMRC, as a nascent entity in the Uzbek housing finance sector, is subject to 
several potential uncertainties that could be critical to its growth and performance. Strategic risk is 
affected or created by business strategy decisions. The challenge for the UzMRC is to identify those 
events that are most likely to occur or that could most seriously affect the Company and then put in 
place policies to mitigate the impact of such events. Examples of strategic risk may include: 

1. Governance Risk. The UzMRC must ensure that the board and staff include professionals 
who have the skills and backgrounds related to housing finance, and that they establish 
appropriate risk management policies and oversight for the UzMRC. 

2. Reputation Risk. The UzMRC must establish a culture of integrity and conduct its business 
activities above reproach so that the Company can build the strong reputation needed to 
attract capital and partners. Any damage to the UzMRC’s reputation may diminish its ability 
to perform its mission to improve housing finance in country. 

3. External Business Risk. The UzMRC is subject to risk relating to the counter-parties with 
which it does business including the PFIs, property valuers, insurance companies, 
developers, lawyer and closing agents, investment advisors, etc. UzMRC can mitigate this 
risk by establishing minimum standards that any business partner must satisfy, and by 
monitoring compliance with such guidelines. 

4. Event Risk. The UzMRC could suffer from an unforeseen event such a natural disaster or 
loss of key personnel or stakeholders. There is an unlimited range of potential events such 
as these that could adversely affect an institution. UzMRC management will envisage to put 
in place strong operational policies and procedures as well as contingency plans to mitigate 
potential event risk. 

Foreign Exchange Risk: Initially, exchange rate risk will not be applicable to UzMRC operations as 
all its transactions will be handled in the local currency. In future the UzMRC may need to tap the 
international loan and debt capital markets. In doing so it will aim to invest in the expertise and 
systems to appropriately manage foreign exchange risk. A situation may also arise where the 
UzMRC finds it necessary to take a foreign currency loan and assume the related currency risk. 
However, this is not a recommended route for the UzMRC to obtain funding in its early years. 

Political Risk: This is the risk that a major change in the legal, regulatory or tax framework such as 
the rules governing bankruptcy or foreclosure, or contractual terms of mortgage instruments could 
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have adverse consequences for the UzMRC. The support of the government in creating the UzMRC 
and government shareholding will help reduce its political risk. 
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Conclusion 
There are several factors that must be taken into account to ensure UzMRC is financially 
viable and sustainable in the long-term. The Company should be operated on a commercial 
basis without political interference. While UzMRC has a strong socioeconomic role, it is 
important to ensure that it is profitable to gain investor confidence. 

Some of the other factors that can contribute to the long-term success of UzMRC are as 
follows: 

• Incentives such as more favorable capital charges and regulatory requirements for the 
mortgage originators to refinance their loans with UzMRC. 

• Ability of UzMRC to refinance loans at a competitive price. 

• Ability of UzMRC to adapt quickly to the ever-changing market needs and demands both 
in terms of loan product innovation and methods/types of debt issuance. 

• Full protection for UzMRC of its collateral in the event of bankruptcy/default of a PFI. 

• Ability of UzMRC shareholding structure to give confidence to the market in terms of its 
viability. 

• Strong corporate governance and full disclosure of information to the shareholders. 

• Competent Supervisory Board and management. 

• Ability of UzMRC to remain lean to minimize administrative costs. 

• Ability of UzMRC to issue bonds at a competitive cost. 

• Attractiveness of UzMRC’s bonds as an investment option for investors, particularly 
insurance companies, pension funds and banks. 

Successful housing finance programs include several interventions; a single component is 
not enough to address a complex situation such as improving access to affordable housing. 
UzMRC can be the cornerstone of the GoU’s housing program, providing appropriate 
regulatory and financial support provided at least at the initial phase of its operation. Equally 
several roadblocks would need to be removed  
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Annex 1: Financial Analysis Details 
Operating Expenses: This sheet of the Excel workbook shows the annual operating costs. 
For year 1 these total USZ 9.3bln (US $910k) and include staff costs which is comprised of 
salary, benefits and training; consultant; outsourcing fees for legal, audit, tax, market 
research and strategy; office expense which includes office lease, utilities, supplies, etc.; 
travel and transportation; IT licensing fees (distinct from IT system in fixed assets); 
communications; insurance; depreciation of fixed assets and other operating costs such as 
advertising and promotion, board expenses, recruiting and banking charges. Staff costs at 
USZ 4.6bln are about 50% of total expenses – this can be further refined once the UzMRC 
business model is decided. Depreciation expense for fixed assets is USZ 1.1 and 2.1bln in 
years 1 and 2, respectively. 

As UzMRC will be operating as a purely wholesale institution dealing in relatively few but 
large financial transactions its staff and expenses, will be much smaller relative to a typical 
deposit-taking bank. UzMRC will be a lean organization, staffed by about 10 to 12 
professionals. This team will be able to handle a significant volume of refinancing which will 
allow UzMRC to improve its operating margins as volume grows. 

 
Fixed Assets: This sheet of the Excel workbook shows acquisition and depreciation of the 
Company’s fixed assets. As seen further below, total fixed assets are USZ 3.9bln in year 1 
and USZ 6.8bln in year 2. This is due to the investment in office buildout, furniture and 
equipment, IT system (2-year buildout) and personal computers for staff. UzMRC will 
continue to invest in in IT systems as technology contributes substantially to the efficient 
operations of the Company. It is also possible that the UzMRC could use a cloud-based 
system or off-the-shelf software that could reduce IT costs. 
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Annex 2: UzMRC KPIs 
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Annex 3: Proposed Parameters for ADB’s Uzbekistan Mortgage Refinance Company  
The proceeds from the ADB loan are expected to be used by UzMRC with a ratio of 75:25 among the following 2 loan products:  

 

Use of the ADB loan proceeds by UzMRC 

 

House Purchase (HP)     75% 

Improvements/Renovation (IR)   25% 

 

With the following lending terms: 

Loan Products   %       Max. Mortgage Size                 Max. Tenor 

House Purchase      75%      UZS 323 million (US$ ≈31,750) 20 years 

Improvements/Renovation 25%      UZS 80 million (US$ ≈7864)       10 years 

 

UzMRC will on-lend the proceeds from the ADB loan to the PFIs with a tenor of maximum [20] years and with an availability period of [3] years 
from the date of the signing of the participation agreement between UzMRC and each PFI. PFIs can claim the refinancing from UzMRC only 
after the equity of the mortgagee has been invested proportionally to the mortgage loan amount. UzMRC will recycle loans repaid by the PFIs 
during the lifecycle of the UzMRC loan received from ADB through the Ministry of Finance. 

The proposed interest rates for the 2 lending products will be as follows: 

Proposed on-lending rates to the PFIs and the end-borrowers 
 

Target sector Lending rate from UMRF to the PFIs Lending rate from PFIs to End-borrowers 
HP [12] % Margin of not more than [5]% 
IR [12] % Margin of not more than [4]%  
Source: Asian Development Bank. 
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