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In article the nssfnlness of 3 systematic approzch 1o the manas=meant of
problem lozms in the bemde It was detenmined thet the conral system problam loans
in the bank - ifs stomra] and fimetimal imrserity of the abject, the subject, the
principles and meclemism Bit and pises of the affacive Msracim mens ssmant
problem loens wAll minimizs loss=s inthe eventofths bank's bad debts. The arfids
described the strategy settlement debt of the bank

Eevwords: problem loan menzs=ment, problem loans, the subjecs of
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Problem statement. Whilzforming and developing monstary policy for
20114 - 2015 bankins instimtoms i Ulrains shonld fiest of 211 take info acommi the
fact that it will b2 implementsd in zn onfavourzbls sanvironment, that is
archestraied oy globe] recession and is veryumedicebls. Uncerzinty o fenciEl
and comimaditiss merksts will generats significant variation in sconomdc
perfonmancs of Ulrzine. Unfavonrabls macrosconomic sitnation may l=ad to
deterioration i the foenci] condiions ofberovwers and thns possibls mossse in
bad debts. As such, thers is an objective nesd for improved menas=ment of
problem loans in the bank

Eeview of recent researchand publications on the topic. The problem
af bad debts conral i benbin s system s actively investizstad in the confext of
financing and creditrisk contsol memazsment Specific issnes of problem loan
mmanzz=ment in henls weredisonssed in the works of V. Danilishym, V. Eloba,
W_Mishchenka.

Femaining part of theproblem Diespie the fact thet domestic and forsizn
scholars meds significant progress oo the opc itshould be noted thet maeny e
salated fo the theorsticz]l principlss and practicz]l aspects of problem loan
manaz=nent in banks {object d=finitions and business manas=ment principlas
formation, the factars tha shonld be comsidersd in systsm fommation meEnss=meant,
methodaology’) 212 not disclased.

The study i3 2 synthesis of theorstical approzches and practica] experisncs
to form 2 system of reactive problem loan menazsment in banks, that can
effectivaly function i fmes of sconomdc instability and is capabls for forther
development and impravemsnt.

The main results of the stody. Wa suppass tha protblem losn menassmem
s¥stem inbanls shonld be based systemetic approzch, thezpplication of which will
improve the decision meking procsss and optimize the ofzmnizational
stroctoge. The mast impartant characteriztics of any system ags its strociuss
{elements stncims and ralafionships betwresn them’and fonciions {the ability of
the entify to perform actions to achizvse the zpal)

As such, we belisve that the problem loans manszsment sysfem—is 2
stmotuszl and fimotions] meerity of related slements (objects, subjacs, principles
and mechanisms), whose misrzot on mdnimi ras 1essss of risks with the bomrovwer

The abject of manzz=riz] mfliencsis 3 oredit =xposuss positon, which we
propass i mdsrstand 25 the risk of potentiz] bank losses i sdafionship with the
bomowes thetwillngt be 2ble mest oblizztions nnder the influsnce and by the
interaction of external and intemal factars.

Above disonssed definifions allow s to formolte the pusposs of problem
loans manazsment sysiam, which we 522 in minimizing potentizl losses in the
bank's relatonship with theborrower-risk carrisr In the most genera] tenms, it is
determin=d by the amount of funds provid=d by the borrower, and the prbability
af defanlt {probability of defanlt of the bomowrer)




The system of problem lozn manzss=ment in banks should bebased on a
nusmher of 5 principle thatwe propass ta split betwesn senera] (inharent to a0y
fmanassment svatem) and specific

The structure of the genera] principles includes:

— Intezrity — seviswing 2]l slements 35 2 complax system;

— Op=nnsss — requirsd consideration of the sysem relaionship with ather
bank menzs=ment systems and the extemal snvisonment;

— Complexity — nesd to consider the complexity of problsm loans
maEnassments system by comtralling larss nuamber of factors affecting the credit
risk position of the henk includine ralafionship bawesn them and their possible
CONFSqUSNCes;

— Tha svstem of problem losn manssement in banks shility to imesrats nasy
glements, if ragnired by the ne=d to achizve menassment abjectives;

— Performancs Alanassment system shonld provide the passibility of
redncing WPLs and /of nceassths shility of the bank 10 minimize the nesstive
conssquances of their acourrenes;

— Flexibility and adapibdity, is the akility of the system of problem loan
manazzmeant in benks 1o zdaptto the chansins insms] and exiems] smdnmments
and high spesd of response o them;

— Adeguacy,ie, results comresponds to cufrent market snvisonment;

—Efficisncy, 1= the ability to overomns fhensmtive conssquences af the
emerzence of bad lozns with 3 mimmmn smonnt of necsss sy resowross (fimencisl
hnmen, tims, materizl);

—Wersatility and miversality — system 2bility to szznlate and contral the
credit riskpositions on 2 permansnt basis, despite the impact of extemal and
intemal environments;

— Histarchy — providine such 2 multileve] strocturs of decision-meking on
credit risk posiions, ensurine adequate distribotion of powers and responaibdlitiss.

The zhove-discussed principles ars zanara] umivarsal Hoveves the svatem
of problem loan mamassment in banks has certzin specifics s=lated to the
characteristics af theobject, purposs and methods of manssement which 122ds ta
the nesd to absenve the followrinz principles:

— Besponsiklity contral for accepied oredit decisions and guoality of its
s,

— Centralizztion of manzz=ment in specizlized nnifs thet shanld determins
haw the strziesy worls with credit exposwrss and fake foll responsibility for the
g=sulis of its implementation;

— Awareness, which impliss that the control subjects folly aware of the
characteristics of cradit risk's position;

— Ensuring equality of opportunitizs and actuzl procsdusal steps for
barrovwers, rezrdless of their financizl capabilitiss;

— Uniform standards of work vrith tronblad loamns;

— Rzzsonzbls risk sharing betvreen banks, borsowers and specizlized
comemercizl arznizations that servics distressed dabt;

— sz of modem methods for problem loans manassment;

— Zpecizlization for r=slization of certzin fesfures for problem lozmns
manzz=rent system by incloding intema] unifs of the Bank and specizlized
Comanecizl arganizations.

Abilifi=s and instienents to coninal sxteme] fachars age very limdtad, bot by
aoting in timely mennsr bank can miti mie their impact 2nd avoid significant
loss=s. Primary focns should be given to factors related to the bosrower and the
callaterzl As anlythey ultmately dsterminathe craditrisk profile of fe henk and
its" ceditsisk positions. The main taal 1o prevent the nesstive impact of thess
factofs mronp is an sffscrive monstaay palicy.

Whils farmins ths svs=m of problem loan menzs=ment in banks int=mal
factoss shonld be w=atad i the first rols 35 they can be menassd and contrallad.



Intemal factors that 2= primanily r=lared to the characeristics of cradit risk
pasition e lozn product parameters. They affect the rateof defanls and losses in
ths distdboton of credif =pomres Bothintimss of orisis, and with the zvowdh of
the markst, optimal bank loan products are essentizl in tenms of prevention
aoourrence of prablem loams This effect exists for both the bomawer (the
parzmeters of loan prodoct to mest its nesds and capebilitizs) and the bank (the
paramesters of the oan mest Banks' appornnities) It i worth notine that the ran=
af cradit products, thatzne prims for the bank 25 wellas prodocts, nnwanted and
banned for sals, defined by cradit palicy.

An in-depth stdy r=quirs intemal factors that 20 not dirscthy relsted to the
characteristics of cradit risk positions, bot onss that dstenmins the cradit risk
profile of ts bank and the possibility of bed debts. We sngszstconsolidatins thase
factors into thres sroups.

The first defines the abjectives of monstary palicy that 22 alimmead ta
abjectives of the bank In cass of an momrrsctsetof dspalicy the leve] of swatesic
risk incr=ases In owr opindom, that was ons of the canses of the bankingz crisis in
Ukrzins The mostimpostant straesic fzilnres of banks inthe pre-crisis period vwas
nnjustifisd srovo in loans (ooedit boome) and the development of new markst
michas, sspecizlly monzass landine Asa result, this led 1o 2 siznificant incresss in
bad dsbis in 2009-2010

The second group of imtamal factors in the bank determines the availabls
resonrces (fmanciz], materiz], 1shor, informetion) and w=chnolozies for achisving
thess zozls, including the shility of manassment to affectively nse them

Ta prevent the ocurrance of problemds loans it is impostant to determine
whethes the bamk has enoush resources to achisve the abjectives 52t out in its
credit policy. Some of the slements of resonees aredefmed by an zhdlity of rapid
trans formation over tims and may be subject to monstary palicy puspasses (=2
introduction of innovative technologi=s, the appropriate trzining of credit
manzassrs) The ather clements of the resonsces have limitsd appartanity far
trans format ans over tmedue to markst cmsrains, lak of finsncia] sesonros and

othsr rezsons (=2 00 increass its shars capitzl, 2 siznificant incrsass in
lagistics) Therefors, abjectives of monstary palicy and its implementation
machanism should tzke imto account resomrcs constradnts whils boilding inte=mal
capacity of the bank, which will prevent the smers=ncs of problem loans.

In reseznch proves that sisnificant mmber afbanks in Thkrzins hefoss the
crizis developed and implementad the credit palicy, withaut hawving sufficient
amount of resourcss. The bizzsst diverssncs in resouscss, in ous opinion, was
abserved in:

—Financizl resopusces: banks developed montzzsss without having proper
maturity profils of resources that in tum brought to 2 shontzss of liguidity;

— Wogkforce: banks offer borrowans mors complex creditprodoct, the risks
wars nat proprly imvestizzied In the ahsence of 3 snfficient mmber of qualifisd
parsanne]l forthe develapment of risk assessment madsls for complex cradit
produocts, banks a2 exposed to additional risks.

The third zroup inchidss methodolozical suppont{r=glations, procaduses,
process cands, etc ) credit procsss, cradit risk manassment, 2nd prablem loans
manzs=ment appavad by the szlevant suthoritizs of the bank That should be
basad on the principles of coporae sovemancs and is consisent with it practical
implementtion Jlitetve methodalagical supparnt will minimdizs the leve] of
operational risk, which can alsg lzad to the smerssnce of bad loans.

Thus, we detenmined that the formation 3PLAME must consider many
extemaz] and im=mal facins thafarise dorinz the plamins phas of the cr=dit, the
formation of resowrcng and fmally openins and meneinn s creditrisk positions.

An intsgrz] part of any system, including SPLAE 2re functions amons
which, we suszsstto attritats i3 planning(the farmation of monstary palicy],
rzznlation (manzs=mant tool o compass actue] performence of creditrisk position
versus the plemed and develop messurss to address them), analysis (stody of
coadit risk positions 2nd svalustien af thedr sensitivityta changss in extemal and
intemal factors) and control (supervision, inspection and comparison of
characteristics of the aoma] cradit risk positions versns plannsd)



As noted zbove, preventing the proliferation of'bad loans in the bank
raquirss the imrodondion of evidence-hesed maonstany policy, the pwpose of which
is to contral cradit risk inthe process to ensuge the most efficient allocation of
credit resowross to o'btain the menimem possitle mome fom lending aperations.

Credit policy shonld identifiy the followrin g approaches nsed i lending and,
in tha cass of effective implementation will pravent the smers=ncs af bad lozns:
the creation and implementation of qualitative and guantitative cradit risk
zzsessmant Stadardizzfionof nan prododts by esehlishing clex procsdores and
methads of analysis of poents] borrowess to redocs the costof cradit services and
imprave cusoime service Flexible cradit enms, depending on the type of credit
product (prosram, indhridusl, comples). Complex creditrisk manasement that is
carried by respective departments within their powers on a1l stagss, whether
applications pendinz or mdsr suppont. Controlling proper funds usass by the
bafower.

On ths basis of developed monstary policy and its” requirsments, 2
preventive problem loans menssement systemis emplaved on an ongoing basis
and includes:

— monitering of risk positions for simns tha may indicae the soonrencenf
problem losms. Inonder fo systematize thess simns the followine matrl of problem
loans is prasented.

— dizznosis of the borowsss' 2kility to r2pay and detenmination on the
basis of dizznaosis the chaactaristics of exposuss (standand cradit loan, pre-bad
loan stazs; loan with clesr sizns of problems)

If loam is delcted to be with severs symptoms of problematic naturs, it
activates reativemanassment whichimalves the introduction of messuses ta
contral bad debis.

The mzin method of recmveryofbad lozns is i6 restoawrine (chansing the
imitizl conditions of the contract) with the fdlore of the debtor to mest its’
ablizztions. In an azresment of restmucturing the following elements might be
introdoced: restroctoring provision, resroctern g pavinent schednls (extension of

cradit, srace periods) Restrocturing charsss for loan (loan schemes changs from
tha clzssic tothe anmuty, radoced missest rate) conversion afloan and imterest,
write-off fines and penaltiss and 50 on.

The decision on restrocinsns most besubstantaied and adopted in the sams
mannes 35 the decision to grant credit.

In our apimion, restructuring is not the mast effective mathod to restons
cradit, becanss it canmal 2ozl & o 2ive the bornowes 2n opportmmify fo resioss the
financizl sitnation, which is shant-term

This method is effective when the problems of the bamower s temparary
and ars not systemetic. Ao it warthnoting that I domsstic tenking pactice dis
method is often wsed wrongly whether to hide bad loans or o dress-up the
statements.

Rcovery of bad loans may zllow for sanfetion, is development of mathods
and actions tha are carriad ouf joimtly by thebank and the borowses o pravent its
bankmptcy.

Activities comdnated &5 partof the sanitation, can be didded ima those that
matilize miems] reserves of the bosrovwer (reduction in receivables, cot-off of
unprafichls business mis, dacslemtion of fixsd and varizbls costs, s2llinznon-
cofe 3ssats, ok ), and such datimobes fmding extemal sonrces of fanding (ta
attract additimal capil, seskinz new parinas, oo Sanifation is very expansive
method, which doss not zive mstanf resuls, 5o thabank muost carefully zssess dekr
capabilities and appropriztensss ofse.

If the loan recovery strategy recomized inzpproprizte or do not lead to
expected remlts, the bank appliss azeressivemethods by forcing debtor to retum
the principal and intersst {to cary out the liguidation of credit) for fall
reimbursement af bad debts.

Mhlethods for elimination of cradit inclods: enfoscing the collaterzl, the
elimination of bad et Ty the suaaniy (swety), insurancs reinbuss smeant from
insufance agenciss within the time limits specifisd by the mlss of insnrance,
transfer of distrassad asset under menzs=ment ta 2 thisd panty {callactar) with



aptimizing bank balance, transfer © szls troubled zssets of related financial
cofmpany (SPV onshors / offshors); sale of distressed assets unrelated fnancial
cosmpany undss factoring la==] action (52t of mezsures for their enfoscement)

Faasibility of implementation in practice of 2 particolar bank of thess
methads dafined criterizs such as:

— Enafantes of the result, which shonld be considered a5 foll ssparmant of
principal and intersst;

— cCosts to implement the chosan methad, (the level of costs must be
determined with rezerd to 2l additionzl expensss necessary for method
implamentation};

—  dufation of actim - i this zspect the regnlaiey and lem] fremevwrork for
selected procadosss should be considerad, and the zbility to implament them
ind=pendently of the will of the debtor;

— impact onrepuEtion - this criteria detenmines the validity of fe choszsn
stratagy, the poss ity of further coopesation of the bank with the bomower, a5
well 23 stensthening of wezbening of the position of the bank relative to other
baosrawrers;

— potentizl extems] risks and the dagres of dependancs on rzsults from
extemal factors {markst conditions, market prices for collateral, etc )

— potendzl intemal risks and the degres of dependencs on result from
intemal factors.

Maorsover, whan choosing the method bank has to tzke into account the
paouliznitiss of aocounting and exation the impacton the adaquacy of reznlatony
capital, level of ligudity, an mosas e in mana sement officiency, redoction of risk
and profitability of the loan pontfolia.

In case of f2ilurs toremm bad loans, 2 bank can uss reserye for write-off
{rzcovery) of debtonthe loan, which bdanzs ta WV (Jowest /bad) quality casory,
in the mannses prascribad by the National Bank of Ulksaine [2] .

We arzns that it 45 cmcizl to develop and sslect propss methods and
sirategies 1o manzzs problem boans, depending on the chazcteristics of the bahik

and the barawer, so thers arsobjectve presequisites for forther sesearch in this
EECE

O the basis of devdoped creditpalicy and its' requirsments, 2 prevantive
problem loans manassment system is implemented on 2 permanent basis and
includsas:

— monitoring of rizk positions fof 5 zns thet may ndicate the aconmrence of
problem loans;

— dizmasinz of the bosrowers' 2hdlity ®o repayhis debtand derminsion on
the basis of diaznosis the cheracieristics of exposurs (sEnderd creditlosn, pra-tad
laan stazs; loan with clezr sizns of problems)

If loam is deected to be with sevesrs symptoms of problematic nafus, it
activates reactivemanassment whichimalves the introdoction of mezsures 1o
contral bad debis.

While wosking with problem loans the bank can wse two controlling
stratezies: recovery strategy and elimination strategy (Figoms 10
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Figore 1. Support of the reactive problem loans management in bank



Bestroctuans {chanzins the mitizl conditions of the contract) is the main
m=thod of problem loans recovering when the d=btor is unabls to mest his
abliztions. Restrocturing asresment may consist of the following elements:
callateral resruciming, restucimins of 2 payment schaduls (extension of cradit
term, Erace periods), resmnonrine charsss fog loan {cheanzing loan schemes from
the classic tothe anmity, redoced merest ra2), convarsion of loan and interast,
write—off fines and penzltiss etc [1]. The decision on restructuring must be
substantized and adopied inthe samemennes 35 the decision o graxt credit. This
mathad is effactive when the problems of the borroerer are temporary and 202 not
systematic. It should be mentioned that that in domestic banking practice this
m=thad is ofien nsad waongly to diszndss bed loans and improre bank's financizl
ratios disclosed in repons.

Becovery of bad Joans mey provids for rehebdlistion, i2 thedevelopment of
activitizs tha ar= carrizd owt jointly by thebank and the borrowses to prevent his
bankmpicy [1] Mezswres cmductad 25 partof thesaniction cn be dividad inta
thass that mobdlize miems] re32mves of the bormoes (reduction inseceivables, oot-
off of unprofieble busmess units, rsducing of the amonnt of fixed and varizble
casts, sellnznom-corsassets, 2to ), and such thatimrabyes finding sxemal sowoss
of fundinz (zdditonz] capi] raizing, seckins new parmers, eic). Femadiztion is
vefy expensive method, which doss not zive instant rzsnlts, 50 the bank must
carefully zssess their capabilitizs and zppropriztensss afnss

If the loan recovary straiegy recognized inspproprizte or doss not lead to
expacted results, 2 bank appliss the methods of enfoscement of principal and
intersst {fo cargy outthe lignidation of credit) for foll reimborsement of bad debis.

Methods for ligonidation of cradit inclods: enforcing the collatersl,
lignidztion of bad debis by the snaeniy (swety), insofancs reimborssmant from
insufancs agsnciss within the time limits specifisd by the roles of insurancs,
transfer of toxic zssets to 2 thisd panty {collector) without bank's balancs
aptimizing, transfer / saletronblad asset to indspendent finencia]l company (SPV

anshars  offshore); sals of tmic asset w0 independent financial company under
factoring lez=l action {52t of mezsurss for their enforosment)

Beasonability of implemantion of these methods in 2 particolar bank's
practizs iz defined Yoy such crifefia’s 250 goatamss of the result, costs fo implemeant
the chossn method, dosation of acton, impact on repuiEtion, potantizl semz] and
intemal risks, and 3 d=zres of dependancs on results from extemal and inftemal
factors.

Maogegver, the choice of method bank has to fzke into aocount the
peouliznitizs of zcoountingand taxation, the impact on the raznlatony capital
adegquacy, ligudity providine, increass manassment efficiency, reduce risk and
ensuge profitability of the loan portfalio.

If it 15 impossible fo remm bad lasns, 2 benk cannss formed resemes in the
manne prescribed by the National Bank of Ukrzins.

Conclusions. The articls definss the stmocturs of the problem lozns
managsment syvstem in bank zs the stoctoszl and fonctiona] intesrity of the
abjects, subjecs, principles and mecheanizm of the interzction which minimizes
losses while dealing with bosrowers.

We state that if 45 crucizl to devdop and select proper mathods and swatesis
1o manaze problem loans depending on the characteristics of the bank and the
barravwer, 50 there are objective pretequisites for fusther resesnch in this area
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