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CURRENT STATE OF INTERNAL

AUDIT IN COMMERCIAL BANKS OF
UZBEKISTAN: AN EMPIRICAL ANALYSIS
OF SYSTEMIC CHALLENGES

Narziev Khayotjon Azamatovich
Independent Researcher, Tashkent
State University of Economics

Abstract. Based on data from eight leading commercial banks in Uzbekistan, this article provides an
empirical assessment of the state of internal audit during 2020—2024. It examines organisational capacity, audit
coverage, the implementation of recommendations, the dynamics of identified deficiencies, and the level of
compliance with the relevant domains of international standards. Alongside the progress observed, the findings
identify several systemic challenges, including resource constraints, partial implementation of the risk-based
approach, limited digitalisation, and insufficient development of quality assurance programmes. Based on the
results, recommendations are proposed for commercial banks and the supervisory authority to support the
alignment of internal audit practices with international standards.

Keywords: internal audit, commercial banks, audit coverage, implementation of recommendations,
international standards, compliance, audit resources, empirical analysis.

AHHoTauus. Ha ocHoBe [daHHbIX BOCbMM BegyLUMX KOMMEpYecknx OaHKOB Y3bekucTaHa B cTaTbe
npeacTaBrneHa aMnMpuyeckas oLleHKka COCTOSHUS BHYTpeHHero ayauTa 3a 2020—2024 rogpbl. Paccmatpupatotcs
OpraHn3auVoHHbIN MOTeHUMan, oxBaT ayAuMTOM, BbIMOMHEHME PpeKoMeHOauun, AMHAMWKa BbISIBMEHHbIX
HeJoCTaTKoB, @ Takke ypOBEHb COOTBETCTBUS TpebOoBaHMAM COOTBETCTBYHOLLMX ObnacTter MexayHapoaHbIX
cTaHgapToB. Hapsagy ¢ AOCTUIHYTbIMU MONOXUTENBHBIMY pedyrbTaTtaMy BbiSBIEH psg CUCTEMHbIX Npobrem,
BKITHOYas OrpaHNYEeHHOCTb PECYPCOB, YAaCTUYHOE BHEAPEHWE PUCK-OPUEHTMPOBAHHOIO MOAX0A4a, HEJOCTaTOUHbIN
YPOBEHb LMEPOBM3ALMM N HEAOCTATOMHOE pa3BuTME MporpaMm obecneyeHus kadectBa. [1o pesynbratam
nccnenoBaHns paspaboTaHbl pekoMeH4auny Anst KOMMepYeCckmx 6aHKOB M HA430PHOIO OpraHa, HanpaBneHHbIe
Ha npuBedeHVe NPaKkTUKN BHYTPEHHETO ayanTa B COOTBETCTBME C MEXAYHAPOAHLIMU CTaH4apTamu.

KnroyeBble cnoBa: BHYTPEHHWMA ayauT, KOMMep4deckue OaHKku, OxBaT ayAuMTOM, BbINOMHEHNE
pekoMeHOaunni, MexxayHapoaHble CTaHAapTbl, COOTBETCTBUE, ayAUTOPCKME PECYPChl, IMMMPUYECKNIA aHaNns.

INTRODUCTION

The banking system of Uzbekistan has undergone rapid growth and fundamental transformation in recent
years: the volume of assets has increased severalfold, the privatisation process of state-owned banks has
begun, and digital banking services have become widespread. Presidential Decree No. PF-5992 of 12 May
2020, “On the Strategy for Reforming the Banking System of the Republic of Uzbekistan for 2020-2025” [1], and
Presidential Decree No. PF-60 of 28 January 2022, “On the Development Strategy of New Uzbekistan for 2022—
2026” [2], provide the broader policy framework for improving corporate governance in commercial banks and
bringing banking activities into line with international standards, including the development of an independent
and effective internal audit function. Under such circumstances, an objective, data-based assessment of the
actual state of internal audit is necessary for determining the subsequent directions of banking-sector reform.

The urgency of the issue is reinforced by two circumstances. First, the “Global Internal Audit Standards”,
which came into effect on 9 January 2025, require banks to reassess their internal audit activities in accordance
with new and more stringent requirements (IIA, 2024), while the Basel Committee’s BCBS 223 document
expects supervisory authorities to periodically assess the internal audit function (BCBS, 2012). Second,
comprehensive, multi-year, and multi-bank empirical assessments of internal audit in Uzbek banks remain
limited in the national academic literature, while existing studies have focused primarily on normative and
theoretical aspects.

econoscitech-integration-journal.uz
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The purpose of the study is to empirically analyse the state of internal audit activities in the leading
commercial banks of Uzbekistan during 2020-2024, identify the progress achieved and systemic challenges,
and develop proposals for addressing them. The tasks are to describe the context of banking system
development; assess the organisational support of internal audit services; analyse the dynamics of key
performance indicators, including audit coverage, implementation of recommendations, and identified
deficiencies; determine the level of compliance with international standards across the relevant domains;
assess structural shifts in the allocation of audit resources; generalise systemic challenges; and formulate
proposals. The object of the study is the internal audit activities of the leading commercial banks of the
Republic of Uzbekistan.

LITERATURE REVIEW

Empirical assessments of the state of internal audit across countries and sectors have a long
tradition in the international literature. Studies conducted in emerging-market contexts are particularly
valuable. A case study of the Ethiopian public sector showed that internal audit effectiveness depended on
management support and the implementation of recommendations (Mihret and Yismaw, 2007). A survey
of the Saudi Arabian public sector found that skilled staff, independence, and management attitudes were
critical factors in ensuring effectiveness (Alzeban and Gwilliam, 2014). The interaction between internal
auditor characteristics and top management support has also been empirically substantiated (Endaya and
Hanefah, 2016).

Research conducted in developed markets has enriched the assessment criteria. It has been found that
the extent of internal audit use depends on organisational size and risk structure (Goodwin-Stewart and Kent,
2006). Organisational drivers of effectiveness have been systematised (Arena and Azzone, 2009), an empirical
model of the determinants of effectiveness has been proposed (Cohen and Sayag, 2010), and the quality of
relations with the audit committee has been substantiated as a key factor (Sarens et al., 2009). A synthesis of
the empirical literature shows that a unified measurement system has not yet been developed and that a multi-
criteria approach to assessing the situation is therefore necessary (Lenz and Hahn, 2015). Research in the era
of digitalisation has also made technological capacity an independent dimension of the assessment framework
(Betti and Sarens, 2021).

In the national and CIS literature, internal audit and internal control are generally examined from
methodological and organisational perspectives. At the same time, the analysis reveals the following research
gaps: first, there is no quantitative, evidence-based diagnosis of the state of internal audit in Uzbek banks
covering several years and several banks; second, existing assessments have not been conducted across
the domains of the new Global Internal Audit Standards; and third, structural aspects, such as audit resource
allocation and digitalisation, remain insufficiently examined in the national literature. This article aims to address
these gaps.

RESEARCH METHODOLOGY

The study is based on an empirical and analytical research strategy. The sample consisted of eight leading
commercial banks, which account for the bulk of the banking system’s assets. Despite its limited size, this
purposive sample provides an indicative assessment of internal audit practices in major commercial banks,
although it does not represent the entire banking system. The analysis covers the period 2020—-2024, while data
for 2019-2025 were used to describe the macroeconomic context. Three groups of sources were combined
during data collection: official statistics from the Central Bank, banks’ annual reports and corporate governance
documents, and data provided by internal audit services and expert assessments. The reliability of the results
was supported by comparing the sources through triangulation.

The analytical methods included dynamic and compositional analysis, including growth rates and
shares; comparative benchmarking, involving comparisons of national indicators with international
criteria and the domains of the Global Internal Audit Standards; document content analysis to assess
the compliance of internal audit systems with regulatory requirements; and generalisation. The level
of compliance was assessed on a percentage scale across five domains of the Global Internal Audit
Standards. A list of requirements was compiled for each domain, and the extent to which they were met
in bank documents and practices was determined through expert assessment (l1A, 2024). The accuracy
of the assessment was supported by directly linking the criteria to the primary source, namely the text of
the standards.
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ANALYSIS AND RESULTS

Development context of the banking system. Within the broader contextual period, total banking assets
increased from 272 trillion soums in 2019 to 866.8 trillion soums in 2025 (Table 1). Financial stability indicators
remained relatively stable overall; however, the share of non-performing loans increased from 1.5 percent in
2019 to 5.2 percent in 2021 before gradually declining to 3.7 percent in 2025. This rapid change in the banking
sector’s risk profile highlights the importance of the early-warning function of internal audit.

Table 1
Dynamics of the main indicators of the banking system?
Index 2019 2021 2023 2024 2025
Total assets, trillion soums 272 444 642 740 866.8
Capital adequacy (CAR), % 23.5 17.5 17.4 17.8 18.2
Return on assets (ROA), % 2.2 1.7 1.8 2.0 21
Return on equity (ROE), % 12.5 8.5 9.5 10.7 11.8
Non-performing loans (NPL), % 1.5 5.2 4.2 4.0 3.7

Organisational support. All the banks studied have an internal audit service and an audit committee
under the supervisory board. The functional subordination of internal audit services is formalised in accordance
with Resolution No. 3/2 of the Board of the Central Bank of the Republic of Uzbekistan dated 16 April 2021, “On
Approval of the Regulation on Requirements for Internal Audit in Commercial Banks”, registered by the Ministry
of Justice of the Republic of Uzbekistan on 7 May 2021 under No. 3302 [3]. This represents a significant
organisational achievement. However, resource provision varies considerably across banks: the number of
internal audit staff ranges from 7 to 18 employees (Figure 1), while differences in the volume of bank assets
are relatively smaller. As a result, some banks face a relatively high audit workload per auditor, which may
adversely affect audit coverage and quality. The impact of resource constraints on internal audit effectiveness
has also been confirmed in international empirical studies (Alzeban and Gwilliam, 2014; Cohen and Sayag,

2010).
|
NBU 18
SQB 15
Asakabank 12
Hamkorbank 12
Kapitalbank 1
Microcreditbank _ 7
|
0:0 2.'5 5:0 ?:5 1(:;.0 12:.5 15I.0 13;.5
Number of Internal Audit Staff
Figure 1. Number of internal audit staff in leading banks, 20242
1 Source: compiled by the author based on data from the Central Bank of the Republic of Uzbekistan
2 Source: compiled by the author based on bank data.
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Dynamics of performance indicators. The main performance indicators show a stable positive trend
(Table 2): audit coverage increased from 55 percent to 68 percent over five years, the implementation rate of
recommendations rose from 54 percent to 68 percent, and the internal audit quality score increased from 3.2 to
3.8 on a five-point scale. At the same time, both indicators remain below the target level of 80 percent adopted
for the purposes of this study. At the current rate of improvement, reaching this benchmark may require several
more years.

Table 2
Dynamics of the main indicators of internal audit activity®
Index 2020 2021 2022 2023 2024
Audit coverage, % 55 58 61 65 68
Implementation of recommendations, % 54 58 62 65 68
Internal assessme.nt of audit quality (5 39 34 35 37 38
points)

The dynamics of identified deficiencies also support this conclusion (Figure 2). The number of identified
deficiencies increased from 405 to 432 over three years, indicating greater capacity to identify deficiencies,
while the remediation rate improved from 68 percent to 74 percent. However, one in four deficiencies remained
unresolved at the end of the year, creating a risk of recurring findings and accumulation of unresolved risk.
Strong monitoring of the implementation of recommendations is also identified as a key factor in the empirical
literature (Mihret and Yismaw, 2007).

422 I Identified Deficiencies

400 A I Remediated Deficiencies

300 A

200 A

Number of Cases

100 -

2022 2023 2024

Figure 2. Dynamics of deficiencies identified and remediated by internal audit*

Compliance with the domains of international standards. The assessment across the five domains
of the Global Internal Audit Standards revealed uneven levels of compliance (Figure 3). The assessed levels
for “Purpose of Internal Auditing” and “Ethics and Professionalism” were relatively high, at 78 percent and
82 percent, respectively. Lower levels were observed in areas relating to risk-based planning, resource
management, methodology, and the performance of internal audit services. The overall average was
approximately 70 percent. These findings indicate that banks have made progress in formalising internal
regulations and professional requirements, while practical planning and implementation processes require
further development.

3 Source: calculations by the author based on data from the selected banks.
4 Source: compiled by the author based on bank data.
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Figure 3. Degree of compliance with the domains of the Global Internal Audit Standards, percent®

Structural shifts in the allocation of audit resources. A positive trend is the gradual adjustment of audit
resource allocation in response to changes in banks’ risk profiles (Figure 4). The share of resources allocated
to credit risk decreased from 45 percent in 2020 to 32 percent in 2024, while the share devoted to cybersecurity
audits increased from 4 percent to 10 percent and the share allocated to liquidity risk rose from 8 percent
to 12 percent. These changes indicate a gradual transition towards a risk-based approach, although its
implementation remains incomplete. Approximately 45 percent of the banks systematically apply risk-based
planning. The use of digital technologies also remains uneven: data analytics tools are used by 38 percent of
the banks, robotic process automation by 22 percent, and artificial intelligence tools by 15 percent. Given that
technological capability represents an important dimension of internal audit maturity (Betti and Sarens, 2021),
further development in this area requires strategic attention.

45

w £
(=) o
L L

Share of Audit Resources, %
[\ ]
o

0 -
Credit Operational Cybersecurity Liquidity other
Risk Risk Risk
Figure 4. Distribution of audit resources by risk type, 2020 and 2024°¢
5 Source: author’s assessment.

6 Source: compiled by the author based on bank data.
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Generalisation of systemic challenges. The results of the analysis made it possible to identify six
interrelated systemic challenges (Table 3). Their common feature is that none represents an isolated shortcoming
of a single bank; rather, all of them recur to varying degrees across most of the selected banks. This indicates
that solutions should be developed at the system level.

Table 3
Identified Systemic Challenges, Their Manifestations, and Consequences’

Problem Manifestation Consequence

Internal audit staffing levels are not always
1. Resource and staffing | aligned with the scale and risk profile of the bank; | Reduced audit coverage and potential
constraints the number of internationally certified specialists pressure on audit quality
remains limited

Audit plans remain partly based on cyclical
coverage, while risk-assessment procedures are
not always sufficiently documented

2. Partial implementation of
the risk-based approach

Audit resources may be allocated to
areas with comparatively lower risk

Reduced capacity for continuous
monitoring and timely anomaly
detection

Data analytics, automation, and artificial

3. Limited digitalisation intelligence tools are used to a limited extent

4. Insufficient development
of quality assurance
programmes

Internal and external quality assessments are not| Recurring deficiencies and limited
conducted regularly in all banks continuous improvement

Approximately one quarter of recommendations
remain unimplemented by the end of the
reporting period

5. Insufficient monitoring of
recommendations

Recurring findings and accumulation of
unresolved risks

6. Limited development of | Internal audit activities remain focused mainly on | Limited realisation of the strategic and
the advisory function compliance reviews advisory value of internal audit

The discussion shows that the identified pattern is consistent with empirical findings from emerging
markets: resource availability and management support (Alzeban and Gwilliam, 2014; Endaya and Hanefah,
2016), the implementation of recommendations (Mihret and Yismaw, 2007), and the quality of relationships with
audit committees (Sarens et al., 2009) represent key constraints on internal audit effectiveness in transition
economies. Adistinctive feature of the situation in Uzbekistan is that the organisational and regulatory framework
has developed relatively rapidly, while practical and methodological dimensions, including risk-based planning,
technological capacity, and quality assurance systems, have developed more gradually. This diagnosis provides
a clear direction for further reform and may serve as a reference point for periodic reassessment of the state
of internal audit.

CONCLUSIONS AND SUGGESTIONS

Based on the results of the research, the following conclusions and proposals were formulated:

During the analysis period, the organisational foundations of internal audit in the leading commercial banks
of Uzbekistan were established, while the main performance indicators showed steady improvement. Audit
coverage increased from 55 percent to 68 percent, the implementation rate of recommendations rose from 54
percent to 68 percent, and the remediation rate for identified deficiencies increased to 74 percent.

At the same time, the key indicators remain below the target level of 80 percent adopted for the purposes
of this study. Average compliance across the assessed domains of the Global Internal Audit Standards was
approximately 70 percent, with the lowest assessed level relating to risk-based planning, resources, and
methodology.

Six systemic challenges were identified: resource and staffing constraints, partial implementation of the
risk-based approach, limited adoption of digital technologies, insufficient development of quality assurance
programmes, gaps in the monitoring of recommendations, and limited development of the advisory function.

Commercial banks are advised to align internal audit staffing levels with the scale and risk profile of each
bank; involve employees in international certification programmes; base annual audit plans on documented risk

7 Source: developed by the author based on the research findings.
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assessments; automate the monitoring of recommendation implementation; introduce quality assurance and
improvement programmes; and invest gradually in data analytics and process automation tools.

It is proposed that the Central Bank strengthen the regulatory and supervisory framework for internal audit
by aligning national requirements with the Global Internal Audit Standards and introducing a system for periodic
assessment and comparative reporting across commercial banks.

Future research should focus on developing solutions to address the identified problems, including risk-
based planning algorithms, integrated performance measurement systems, and mechanisms for digitalising
internal audit processes. Periodic reassessment of the state of internal audit and evaluation of the impact of
reforms should also be considered important directions for further research.
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