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THEORETICAL AND METHODOLOGICAL ASPECTS OF THE FUNCTIONING OF
THE PROBLEM CREDIT MANAGEMENT SYSTEM IN BANKS

The article examines the theoretical, legislative, normative and methodical foundations of the
organization of the problem credit management system in domestic banks. The purpose of the study is to develop
the fundamental principles of the functioning of the universal system of problem credit management in Ukrainian
banks, which contains a comprehensive nature. The systematization of literary sources and approaches to solving
this problem shows that until now there is no single approach to the definition of "problem loans™ and their
classification in the economic literature and official sources of international financial institutions, in addition, in
the current realities of the domestic banking system functioning, there is a need for systematization, clarification
and additions to the methods, tools and principles of problem credit management. The urgency of solving this
scientific problem lies in the fact that the formed system of problem credit management is comprehensive and
universal in nature and will allow domestic banks to increase the effectiveness of existing problem credit debt
management systems. The study of the problem covered in the article is carried out in the following logical
sequence: definition of the concept of "problem loans" based on the generalization and comparative analysis of
approaches interpreted in official sources of international financial institutions and scientific publications of
domestic scientists; analysis of the dynamics of the volume and share of non-performing loans in the portfolio of
the banking system of Ukraine and identification of the reasons for such changes; development of a problem credit
management system, which is comprehensive and universal in nature. The methodological toolkit of the research
was a set of complementary methods: generalization and comparative analysis, analysis and synthesis, system
analysis, logical generalization, etc. The object of the study is portfolios of problem loans of domestic banks, as
well as a set of methods and tools for their management. The article presents the results of a systematic analysis
and logical generalization, which serve as the basis for the formation of a system of managing problem loans in
banks, which involves a combination of strategy, purpose, principles, stages, methods and tools of the bank's work
with problem debt. The results of the study can be useful for domestic banks and are aimed at increasing the
efficiency of the organization of work with problem loans in banking structures.

Key words: banks, non-performing loans, problem credit debt, problem loans, problem loan management
system.

TEOPETUKO-METOAUYHI ACIHEKTH ®YHKIHIOHYBAHHA CUCTEMH
YIIPABJIIHHSA ITPOBJIEMHUMMU KPEJIUTAMMU B BAHKAX

VY cTarTi AOCIIKEHO TEOPETHYHI, 3aKOHO1aBY0-HOPMAaTHUBHI Ta METOAWYHI OCHOBH OpraHi3allii cucTeMu
YIOpaBIiHHSA NPOOJIEMHUMH KpEJIWTaMH Yy BITYM3HAHMX OaHKax. MeTOl JOCHDKEHHS € po3poOka
¢yHnamMeHTaNBHAX 3acall (pyHKIIOHYBAaHHS yHIBEpCAJILHOI CHCTEMH YIPAaBJIiHHS NMPOOJIEMHMMH KpeIUTaMH B
Oankax YKpaiHu, 110 MICTUTb KOMIUIEKCHHH Xxapakrep. CucTeMaTH3alis JITepaTypHUX JUKEperl Ta MiIX0/iB 10
BUpIICHHs IIi€] MpoOJIeMH CBigUWTH, MO JOTENep B EKOHOMIUHINM JiTeparypi Ta OQIIiHHUX IKepenax
MDKHapOAHUX (iHAHCOBMX YCTaHOB TaK i HEMAa€ €IWHOTO MiAX0Ay IO HediHimii «mmpobieMHi KpeauTm» Ta iX
knacugikamii, KpiM TOTO B TENEPiIIHIX peamisx (YHKIIOHYBaHHS BITYM3HAHOI OAHKIBCHKOI CHCTEMH BHHHUKAE
HEOOXIZHICTh B CHCTeMaTH3allii, yTOYHEHHI Ta JONOBHEHHI METOJiB, iHCTPYMEHTIB 1 NPUHIMIIIB yTPaBIiHHI
NpoOJIEeMHUMH KpeAWTaMH. AKTYaJbHICTh BHpIMIEHHS IaHOI HAYKOBOI IpOOJeMH IIONsArae B TOMY, IO
copMoBaHa cucTeMa yIpaBJiHHS IPOOJIEMHIMH KPEANTaAMU HOCUTh KOMIIJIEKCHHH 1 yHIBEpCaJbHUI XapakTep i
JIO3BOJINTH BITYM3HAHUM OaHKaM IIJBHIIYBaTH €(QEeKTUBHICTh ICHYIOUHMX CHCTEM YIPAaBIiHHSA NPOOJIEMHOIO
KpeauTHOIo 3aboproBaHicTio. JloChmi/UKeHHsT BUCBITIIEHOI Y CTATTi MPOOJeMHU 3/IHCHIOETBCS B TaKii JIOTIUHIN
MOCJIIZIOBHOCTI: BU3HAYEHHS MOHSTTS «IPOOJIEMHI KPEINTH» Ha OCHOBI y3arajJbHEHHS Ta IOPIBHSUILHOTO aHAJI3y
MiXOMIB, IO TPakKTYIOTbcsd B OMILIHHMX JDKepenax MDKHapOJHHMX (HiHAHCOBUX IHCTHUTYLIH Ta HayKOBHX
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MyOJTiKamisX BITYM3HSIHUX HAYKOBLIB; aHaNi3 IMHAMIKK OOCATIB Ta YaCTKH HEIPALIOIOYHX KPEAUTIB y noprdenti
0aHKIBCHKOI CHCTeMH Y KpalHH Ta BUSIBIICHHS IPUYHH TaKOi 3MiHHU; pO3pO0Ka CHCTEMH YIIPaBIiHHS IPOOIeMHUMHI
KpenuTaMH, SKa HOCHTh KOMIUICKCHHH 1 YHIBepcaJbHHM Xapaktep. MeTonoJoTiyHNM iHCTpyMEHTapieM
JOCTIKCHHS CTaB KOMIUIEKC B3a€MOJIOTIOBHIOIOUHX METO/IB: y3aralbHEHHS Ta NOPIBHUIEHOTO aHAJ3y, aHANI3Y
Ta CHHTE3Y, CHCTEMHOTO aHalli3y, JIOTIYHOTO y3araibHeHHA Ta iH. O0’€KTOM JOCIiHKSHHS BICTYTAIOTh MOPTQeri
poOJIEeMHNX KPEAUTIB BITUN3HAHUX OAHKIB, a TAKOX CyKYITHICTh METOJIB Ta IHCTPYMEHTIB YIIPaBIiHHI HUMH. Y
CTaTTi NMPEACTABICHO Pe3yJbTaTH CUCTEMHOTO aHANi3y Ta JIOTIYHOTO y3araJlbHeHHS, 10 BUCTYHAIOTh OCHOBOIO
(opMyBaHHS CUCTEMH YINpPAaBIiHHS NPOOJEMHUMHU KpeauTaMmu B OaHKax, sika mependadae MoeAHaHHS B cOOi
cTparerii, METH, IPUHIIMIIIB, €TAIliB, METO/IB Ta IHCTPYMEHTIB poOOTH OaHKY 3 MPOOJIEMHOI0 3a00pTrOBaHICTIO.
PesynbraT HOCHIKEHHS MOXYTh OyTH KOPHCHMMH JUISl BITYM3HSHHMX OaHKIB 1 CIIPSIMOBaHI Ha MiJBHIICHHS
e(eKTUBHOCTI OpraHizaiii podoTH 3 MPOOIEMHUMH KPEAUTaMHU B OaHKIBCHKHX CTPYKTypax.

Knrouosi cnosa: b6anxu, Henpaywioui Kpeoumu, npooOiemMHa KpeoumHa 3a00p206anicms, NpooOJeMHi
Kpeoumu, cucmema ynpasiinHa npooieMHUMU Kpeoumamu.

Introduction. Nowadays, the financial and economic system of Ukraine is under the
influence of growing negative challenges caused initially by the global pandemic of COVID-19,
which has been going on for the third year in a row, and the current full-scale military
aggression of the Russian Federation against Ukraine, which causes a drop in GDP, a stoppage
of business operations in most the territory of the country, the outflow and cessation of the
inflow of new foreign investments to the Ukrainian market, a significant increase in inflation
and unemployment, etc. The risk of non-repayment of loans and the growth of the share of
problem debts in the credit portfolios of banks is increasing, which may threaten the activation
of credit processes in Ukraine and the financial stability of the domestic banking system as a
whole. Therefore, the problem of increasing the efficiency of management of problem loans in
domestic banks is becoming increasingly relevant and important for the stability of the financial
sector.

Literature review. Issues of problematic bank loans are always in the center of
attention of economists-scientists, various analysts, experts-practitioners working in the
banking sector. Research into the essence and methods of managing problematic bank loans is
revealed in the works of such foreign and domestic scientists as T. Bolhar, U. Vladychyn,
I. Zaitseva, K. Zatvornytskyi, O. Krukhmal, N. Mostovenko, T. Korobchuk, A. Moroz,
R. Shevchenko, I. Dubyk, L. Prymostka, Rose Peter S., O. Yaremenko and many others. Despite
the significant efforts of scientists in this direction, the gradual reform of the banking sector and
bringing the regulatory framework into line with European standards, as well as the presence
of new challenges for the banking system, require a review of the policy of managing problem
loans in banks and the need for new research in this area.

The purpose of article. The purpose of the study is to develop the fundamental
principles of the functioning of the universal system of managing problem loans in Ukrainian
banks, which contains a complex nature.

Research methodology and methods.The methodological toolkit of the research was
a set of complementary methods: generalization and comparative analysis — to clarify the
essence of the concept of "problem loans”, analysis and synthesis, causal analysis — to identify
the reasons for changes in the share and volume of problem loans in banks' loan portfolios,
system-analytical, logical generalization — for the development of a comprehensive system for
managing problem loans in domestic banks, etc.

Generalization of main statements. For the sustainable economic development of
Ukraine, an important factor is the development of the banking system, in particular bank
lending. However, no commercial bank could avoid problem loans in its activities. Today, the
management of such loans requires not only highly qualified and specially trained specialists,
but also new strategies and methods of working with them.

Recently, many studies have appeared in the modern economic literature devoted to the
management of problem loans in the banking sector. However, the ambiguity of interpretations
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of the essence and approaches to the classification of problem loans, differences in approaches
among various financial institutions and individual economists-scientists, continues to draw
attention to this issue. The results of the study showed that until now there is no single definition
of the concept of "problem loans™ in the economic literature and official sources of international
financial institutions. It is generally accepted in the world practice of financial institutions to
use the term "non-performing loans™ (NPL) instead of the definition of "problem loans". The
most typical approaches to defining these concepts are summarized in Table 1.

Table 1. Approaches to the interpretation of the concepts of "problem loans™ or "non-

erforming loans™*

Source, author | Explanation of the concept
Interpretation in official sources of international financial institutions
International "A loan is nonperforming when payments of interest and/or principal are past due by

Monetary Fund (IMF) | 90 days or more, or interest payments equal to 90 days or more have been capitalized,
refinanced, or delayed by agreement, or payments are less than 90 days overdue, but
there are other good reasons — such as a debtor filing for bankruptcy — to doubt that
payments will be made in full" (IMF, 2005, pp. 4, 9).

World Bank Group "Non-performing loans are loans that are more than 90 days past due or are unlikely
to be repaid in full without collateral” (World Bank Group, 2021, p. 3).
Basel Committee on "Problem loans are credit products that have significant violations of the terms of

Banking Supervision, | fulfilling obligations to the bank, a significant deterioration in the debtor's financial
Bank for International | condition, a significant deterioration in quality, or a complete loss of collateral™ (BIS,
Settlements (BIS) 2022).

European Central "NPL (non-performing loans) — loans that are not intended for trade, which meet one
Bank or both of the following criteria: a) material loans that are overdue for more than 90
days; b) it is considered that the debtor is unlikely to be able to fully repay his credit
obligations without realizing the security, regardless of the presence of any overdue
amount or number of overdue days" (European Central Bank, 2017, p. 99).

National Bank of "A non-performing asset / loan is an asset for which the debt repayment delay exceeds
Ukraine (NBU) 90 days (30 days for debtor banks), or for which the counterparty is unable to ensure
the fulfillment of obligations without collecting collateral” (National Bank of Ukraine,
2017, p. 2).
Separate approaches of modern scientists
T. Bolhar A problem loan is considered "a loan for which one or more payments have not been

made on time, or circumstances have arisen that raise doubts about the timely and full
repayment of the loan due to the financial instability of the borrower, insufficient
security or unsecured credit, or due to other reasons that affect the possibility non-
return of the loan and interest for its use by the borrower" (Bolhar, 2013, p. 143).

0. Krukhmal "...a problem loan, from the point of view of management, can be considered as a loan

L. Pavlenko, for which certain measures (administrative, organizational, legal) aimed at returning

Ya. Tarasenko the loan, preventing losses on the loan or minimizing losses from non-repayment must
be carried out" (Krukhmal et al., 2021, p. 58).

N. Mostovenko, "Problem credit is a debt in the servicing of which the bank has detected and recorded

T. Korobchuk signs of problems (financial and non-financial), as a result of which there is a high

probability of late payment of the main part or accrued interest, or the probability of
non-payment of the principal debt and/or accrued interest" (Mostovenko & Korobchuk,

2015, p. 392).
A. Moroz, "Problem loans should be understood as debts due to bank loans for which one or more
R. Shevchenko payments have not been made on time and as a result of other circumstances, there are
I. Dubyk reasons to doubt the repayment of the loan in general" (Moroz et al., 2009, p. 276).

* Summarized by the author.

Therefore, the analysis of the given interpretations allows us to state that the main signs,
according to which the given loan is transferred to the "problematic™ category, are the presence
of overdue payments (interest and/or the principal amount of the debt) within the established
period (usually more than 90 days) and the appearance of doubts at the bank regarding the
borrower's ability to repay the debt in full without collecting collateral.
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In other words, the author understands the concept of "problem loan" as a bank loan,
according to which the bank acknowledges the fact of the existence of a problem in the
relationship between it and the debtor-borrower, both with regard to making timely payments
under the given credit agreement, and the financial ability or desire of the borrower in full repay
this loan in the future without the bank taking appropriate measures.

The National Bank of Ukraine uses the term "problem loans™ in the context of the
concept of “problem assets”, which, in addition to the loans that make up their basis, also
include funds on demand from other banks, financial receivables (except receivables from
settlements with bank employees) and debt securities (NBU Regulations ANe 97, 2019).
According to the legislation of Ukraine, "problem assets are the aggregate amount of potentially
problematic assets, non-performing assets, seized property” (NBU Regulation Ne 97, 2019).
Where potentially problematic assets include assets that have signs of potential problems,
defined by the NBU Regulation Ne 97 and assets that are non-performing based on the signs
defined by the NBU Regulation Ne 351, "if the bank, based on judgment, proved that there is
no need to take settlement measures debtor's debts by a work unit or a person responsible for
work with non-performing assets (NPA)" (NBU Regulation M2 97, 2019; NBU Regulation
Me 351, 2016).

The concept of "problem loan" is often used together with the concept of "problem credit
debt", which, according to such domestic scientists as N. Mostovenko and T. Korobchuk, has
a different content, and is interpreted by them as "a set of loans that are not serviced by debtors,
or are serviced in violation of the volumes and terms, or the debtor has experienced significant
changes (deterioration) in the conditions of operation and quality of collateral” (Mostovenko &
Korobchuk, 2015, p. 394). These authors include the following types of loans as part of problem
credit debt: bad loans, overdue non-loss loans, overdue loss loans, which collectively belong to
the category of "actually problem loans", and the category of "potentially problem loans", which
includes self-loans under enhanced control and refinanced loans in the early warning stage
(Mostovenko & Korobchuk, 2015, p. 394). We consider somewhat similar the approach to the
classification of problem loans by other authors of scientific works, in particular O. Krukhmal,
L. Pavlenko, Ya. Tarasenko, who group problem loans into two groups from the point of view
of their management, namely: "loans in the pre-problem stage”, to which include loans at the
enhanced control stage and loans at the early warning stage and "loans with recognized signs
of problem”, which include non-performing loans, defaulted loans and impaired loans
(Krukhmal et al., 2021, p. 59).

As a result of the modernization of banking legislation in Ukraine and its harmonization
with European standards, credit committees of domestic banks approve the classification of
credit transactions by risk groups (NBU Regulation M2 97, 2019; NBU Regulation Me 351,
2016).

According to studies of the pre-war state of the banking sector of Ukraine, the share of
non-performing loans in banks gradually decreased from 2018, while still remaining quite high
(Fig. 1). Experts considered the main reasons for the high share of problem loans during the
past years to be "the implementation of credit expansion, when the standards for assessing
borrowers' solvency were low, and the rights of creditors were insufficiently protected, fraud in
banks, including by management, the practice of lending to persons associated with the bank,
mainly former bank owners who stopped servicing loans during the crisis, as well as the
economic downturn caused by the 2014 crisis, the military conflict in Donbas, etc. (Ukrainian
Bar Association, 2022).

In the last year, 2021, banks collectively managed to reduce the volume of problem
loans by UAH 85.2 billion and reduce the share of NPLs from 41 % to 30 %. According to the
NBU, "this happened due to the write-off of non-performing loans reserved by banks and the
activation of lending" (News of the NBU Media space, 2022). For comparison, in most EU
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countries the share of non-performing loans does not exceed 5 %, only five countries have a
higher rate. The withdrawal of banks with Russian capital from the market made it possible to
further reduce the share of NPLs in the banking sector, which, according to the NBU, amounted
to 26.6 % at the beginning of March 2022.
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Figure 1. Dynamics of volumes and shares of non-performing loans (NPL) in the

portfolio of the banking system, %*
* Compiled by the author based on sources (Data of the NBU Supervisory Statistics, 2022; News of the
NBU Media space, 2022)

According to NBU statistics, the quality of loan portfolios in banks of all groups has
improved in recent years. In particular, at banks with private capital and banks of foreign
banking groups, if considered without Russian banks, the share of non-performing assets by the
end of 2021 has become lower than 10%, which is a strategic goal for the NBU. State banks
were also able to reduce their problem loans over the last year by UAH 56.2 billion, reducing
their share of NPLs from 57.4 to 47.1 %. At the same time, they continue to accumulate more
than 70 % of the total portfolio of non-performing loans, of which Privatbank accounts for more
than 50 % (News of the NBU Media space, 2022).

The volume of problem loans of the corporate sector of the economy during 2017-2021
had a tendency to decrease, and decreased during this time by UAH 188.7 billion. At the same
time, the share of non-performing loans still remained quite high — 36.1 % as of January 1,
2022. Lending to individuals in the country was less problematic compared to legal entities, but
the share of problem loans also remained significant and reached almost 17 % at the beginning
of 2022 Almost the entire portfolio of non-performing household loans is foreign currency
loans, so banks actively used restructuring (transferring these loans to UAH), as well as selling
these loans to collection companies, which made it possible to significantly reduce their volume
and share compared to 2018.

With the beginning of a full-scale war on the part of the Russian Federation on the
territory of Ukraine from February 24, 2022, which reduced the ability of the population and
businesses to service their loans and led to a significant loss of collateral property, the volume
and share of problem loans began to grow again (up to 29.7 % on 01.07.2022) (Data of the
NBU Supervisory Statistics, 2022).

In order to ensure the stability and liquidity of the banking system during the period of
martial law, the National Bank made temporary changes to a number of regulatory acts. In
particular, temporary features of credit risk assessment were established to support banks in
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providing flexible terms of credit holidays for borrowers in a period of uncertainty. However,
already in June 2022, with the gradual recovery of the economy, banks gradually returned to
generally accepted approaches to credit risk assessment for a realistic assessment of their losses.
In addition, the war made its corrections regarding the assessment of the condition of collateral
in the territories that suffered or are suffering the consequences of military aggression. If the
banks become aware of the loss or significant damage of the collateral from all the available
information, this should be taken into account during the credit risk assessment. At the same
time, the NBU introduced some easing of requirements for credit risk assessment, which will
stimulate banks to carry out timely restructuring of loans to support solvent borrowers (News
of the NBU Media space, 2022).

The effectiveness of the bank's work with problem loans is determined by the
established system of management of problem loans, which is a dynamic system of interaction
of the principles, stages, methods and tools of the bank's work with problem loans, aimed at
achieving the priority goal of improving the quality of the loan portfolio in the context of the
fastest and full repayment of borrowers' debts in front of the bank. Based on the results of the
systematization and generalization of the minimum requirements established by the NBU for
banks regarding the organization of the process of managing problem assets (Regulations of the
NBU M 97, 2019), we have created a universal system for managing problem loans, which, in
our opinion, is comprehensive and will allow banks to increase the effectiveness of existing
problem credit debt management systems.

In the complex, the universal system of managing problem loans of the bank should
include the following elements (see Fig. 2).

1. Subjects (bodies) of problem credit management and the order of interaction between
them. Such entities are the bank's divisions at different organizational levels, involved in the
process of initial assessment, monitoring of credit portfolio risks and settlement of problematic
credit debt with a clear division of functions, duties and responsibilities: division of work with
non-performing assets (NPA), division of risk management, regulatory compliance unit, internal
audit unit and other units/committees if necessary to create them at different organizational levels
of the bank.

2. Current regulatory, methodological and software support for the process of
managing problem loans. For this purpose, the NBU developed Regulations aimed at "ensuring
effective management of problem assets by banks of Ukraine, reducing the level and volume
of such assets..." (Regulation of the NBU M 97, 2019) and "determining the amount of expected
losses (losses) from active banking operations as a result of the implementation of credit risk"
(Regulation of the NBU Me 351, 2016). In order to document the process of managing problem
loans, each bank develops detailed internal bank documents that must correspond to the adopted
strategy for managing problem loans, and provide methods for determining the amount of credit
risk based on active banking operations, assessing the financial condition and determining the
class of the debtor, etc. Effective management of problem loans is also not possible without
appropriate information and software. For this purpose, the employees of the relevant
departments of the bank should closely interact with credit bureaus and IT specialists in the
banking sector, actively use information technologies, in particular, automated credit scoring
systems, etc.

3. The strategy for managing problem loans (as part of the strategy for managing
problem assets), which provides for the development and implementation of a set of consecutive
measures aimed at achieving the target indicators of reducing the levels and volumes of problem
loans and seized property.
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non-performing assets (NPA), risk management
unit, compliance control unit, internal audit

Subjects (bodies) of problem credit

Informational and requlatory base:

management:

unit, etc.

laws of Ukraine, regulations of the
National Bank of Ukraine, internal bank
documents and software related to the
management of problem loans

R 2

THE BANK'S PROBLEM LOAN MANAGEMENT SYSTEM:

a dynamic system of interaction of the principles, stages, methods and tools of the bank's work with
problem loans aimed at achieving the priority goal of improving the quality of the loan portfolio in
the context of the fastest and complete repayment of borrowers' debts to the bank

Principles of problem credit
management:
economic feasibility, priority,
timeliness, structuredness,
adequacy, comprehensiveness
and complexity, efficiency,
monitoring, mutually
acceptable partnership
cooperation

= =

-

Problem loans
management strateqy:
development and
implementation of
measures aimed at
achieving target
indicators of reducing the
levels and volumes of
problem loans and seized

property

N

2

The goal of problem credit
management:
achieving the fastest and
complete repayment of
borrowers' debts to the bank,
provided that debt service costs
are minimized and the
possibility of maintaining
relations with the client-debtor
in the future

o

Stages of the problem credit
management process:

Stage 1 — early detection of
debtors with signs of potential
problems and those who do not
intend to repay the debt;

2nd stage — the procedure of
financial restructuring of the
debtor's debt;

3rd stage — application of debt
collection instruments,
termination of relations with
the debtor;

Stage 4 — management of
seized property

Methods of managing problem loans:
— preventive management methods (credit scoring, early
response system, credit portfolio quality monitoring, etc.);
— debt restructuring (loan extension, credit holidays, change of
interest under the credit agreement, etc.);
— outsourcing, work with third parties (with collection
agencies, etc.), transfer of claim rights to a third party
(factoring firms), etc.;
— sale of collateral property

Credit debt settlement tools:
— instruments of financial restructuring of the debtor's debt;
— tools for restructuring the debtor's assets;
— extrajudicial debt settlement by the debtor himself;
—sale of the debt, assignment of the right of claim to the debtor;
— conversion of all or part of the amount owed to the bank into
the capital of the debtor enterprise (shares, share in the
authorized capital, etc.);
— forced debt collection, in particular through the court;
— acquisition of the bank’s ownership of the pledged and other
property of the debtor;
— debt write-off due to reserves for expected credit losses

Evaluation of performance indicators of problem credit management

==

Monitoring and control over the effectiveness of problem

credit management

Figure 2. The bank's problem loans management system*
* Developed by the author taking into account the source (NBU Regulations Ne 97, 2019)

191

—




EKOHOMIYHUU ®@OPYM 3/2022

4. Principles of problem credit management. The main rule in the work of the bank's
non-performing loan management services is compliance with the principles established by
world practice. Taking into account maximum harmonization with EU standards, the NBU
suggests that banks, when organizing the process of managing problem loans, adhere to such
basic principles as: economic feasibility, priority, timeliness, structuredness, adequacy,
comprehensiveness and complexity, efficiency and monitoring, the content of which is
described in detail in (NBU Regulation N2 97, 2019). In our opinion, another important principle
in the process of managing problem loans should be the principle of mutually acceptable
partnership cooperation, the constant observance of which during the bank's work with
borrowers will allow not only to settle the debtor's debt with the least financial, time and moral
losses, but also to keep the client for the bank for the future. Adherence to this principle in
practice means openness and consistency in the choice of the method of settlement of problem
debt on the part of both the creditor and the borrower, assistance from the creditor bank to the
borrower in implementing the optimal type of credit debt restructuring, etc.

5. Stages, methods and tools of problem credit management. The global and domestic
practice of banks working with problem loans has developed a sufficient number of different
methods and tools that allow reducing the volumes and levels of problem credit debt.
Depending on the stage of the NPL management process, these methods can be conditionally
divided into four groups:

1) preventive methods aimed at preventing or reducing the risk of problem loans: credit
scoring, use of an early response system, calculation of early warning indicators; regular
analysis of the quality of the loan portfolio in order to monitor the level of credit risk, regular
analysis of borrowers' creditworthiness, periodic inspection and reassessment of collateral for
loans, use of models for predicting the probability of loan default, keeping records of customer
credit histories, etc.;

2) methods of financial restructuring of the debtor’s debt, which involve active
cooperation with the borrower and his voluntary participation in these processes: extension or
change of the loan repayment schedule, appointment of credit holidays, change of interest under
the loan agreement, refinancing, write-off of fines for breach of contract, conversion of currency
loans to UAH, pre-trial debt collection through direct communication with the client, etc.;

3) methods of forced debt collection through claims-lawsuit work, which also provide
for the termination of relations with the debtor: foreclosure on collateral property, its projected
sale, the use of outsourcing (transfer of problematic loans to external collection companies for
processing), transfer of rights to claim the debt to a third party (factoring companies) etc.

4) methods of management of pledged property: acquisition of property rights, sale of
pledged property for the purpose of compensation for losses.

Banks can also write off part or all of the amount of debt due to reserves for expected
credit losses, but such measures, in our opinion, cannot be considered effective.

6. Evaluation of performance indicators of problem credit management. Monitoring and
control over the effectiveness of problem credit management. To assess the performance of
banks with problem loans, the NBU recommends applying a system of key performance
indicators for the management of problem loans (Regulations of the NBU MNe 97, Appendix 3,
2019), monitoring the calculations of which allows both the banks themselves and the regulator
to assess the overall level of problem assets in bank; the effectiveness of the non-performing
assets division staff, the effectiveness of the debt restructuring process, and the effectiveness of
out-of-court and judicial debt settlement. Based on the results of monitoring and control,
changes are made to the bank's problem loans management strategy, with the aim of reviewing
and timely changing measures aimed at reducing the volume and levels of problem loans in the
bank's loan portfolio.

Conclusions, discussion and recommendations. Settlement of problem loans that
have reached the systemic level is a complex and expensive process. Bank NPL problems
usually arise after credit booms, or long periods of low growth in structurally weak financial
systems, or as a result of external negative challenges such as full-scale domestic war. Problem
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loans crowd out new lending, undermining both profitability and solvency of banks. Therefore,
from the point of view of practical application, the problem credit management system proposed
in the article is worthy of attention, which is complex and universal in nature and combines the
strategy, purpose, principles, stages, methods and tools of the bank’s work with problem debt,
and is aimed at increasing effectiveness of the organization of work with problem loans in
banking structures.
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