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Problem statement. The current financial state of most Ukrainian banks
has a negative impact on the economy of the country. Poor quality of the
Ukrainian banks’ loan portfolios do not allow them to carry out loan op-
erations in the required volumes, which has led to the actual suspension of
production crediting, including the investment one and, consequently, no pre-
requisites for extended reproduction are created. Under such conditions the
problem of improving the quality of the banks’ loan portfolios acquires special
importance. Deterioration of the banks’ loan portfolios quality not only com-
plicates their lending activities, but also significantly affects the financial
stability of the banks, decreases the banks’ competitiveness and trust in the
home banking system. The portfolio of the bank problem loans is one of the
key indicators of the banking system financial stability.

Despite the measures taken by the banks for the purpose of loan risk man-
agement each loan bears a non-repayment risk. Therefore, the issues related
to the development of the methodological approaches to the problem loans
regulation are topical.

Analysis of the Recent Research and Published Works. The studies of
approaches to the problem loans management are contained in the following
scientific studies: O. V. Baranovskyi, V. S. Golub, A. M. Moroz, V. A. Alek-
siychuk, V. S. Andriychuk , L. O. Kovalenko , V. I. Logvynenko, A. S. Va-
siurenko, I. I. Kyrylenko, V. I. Mischenko, etc. In addition, the directions of
solving the problem loans repayment problems were considered in the works
by K. M. Diakonova , S. A. Iliasova, A. P. Kazartseva, V. I. Krylova, O. O.
Mariin, O. S. Liubun, L. D. Prymostka, V. D. Snezhko and I. V. Salo. How-
ever, in spite of numerous studies and obtained scientific outcomes obtained
there remain unresolved issues, in particular, the nature of the final notion
“problem loans” remains uncertain. Due to continuous changes in the banks
functioning conditions the methodological approaches to the regulation of the
problem loans require research.

Thus, it is necessary to develop the methodological approaches to the regu-
lation of the bank problem loans under the conditions of economic instability
including the same on the basis of defining the essence of the problem loans,
their classification and methods of control, which will allow for the improve-
ment of the problem loans managing mechanism and, ultimately, the reduc-
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tion of their negative impact on the banks’ crediting capacity.

The goal of our research is the development of systematic approaches to
the bank problem loans regulation on the basis of defining the essence of the
problem loans, their classification with the separation of the categories of the
problem loans requiring to be addressed, as well as the research and system-
atisation of the problem loans regulation methods.

Description of the main material. Loan risk has always been one of the
most important issues for the banks and the emergence of problem loans in
any bank is a consequence of such risk realisation.

The bad debts on loans in the Ukrainian banks remain high (Fig. 1). Ac-
cording to the National Bank of Ukraine data, over a period of 2012 the loan
portfolios’ volume of the Ukrainian banks fell by 10 billion UAH, however,
during the first half of 2013 it rose by 17.59 billion UAH or by 2.16 %. It
should be noted that beginning from 2011 there has been a general trend of
the problem loans decline. But in the first half of 2013 the problem loans
increased by 4.86% and in June 2013 they amounted to USD 76.044 billion
UAH or made 10.95% of the allowed loans.
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Fig. 1. Dynamics of problem loans in the banks of Ukraine in comparison with
the dynamics of assets and loans allowed over a period from 01.01.2007 until
01.01.2013 [made up on the basis of 1, 2]

According to the estimates by international agencies the share of problem
loans in the Ukrainian banking system is much greater than 11% as declared
by NBU.

According to the International Rating Agency Fitch Ratings the level of
problem loans in the banks of Ukraine in 2012 amounted to about 45% of all
loans on the Balance Sheets of the banks. The World Bank estimates the level
of problem loans in Ukraine at 41%, and Moody’s Rating Agency - at 35% [2].

Such difference between the NBU and the international rating agencies
data is caused by the fundamental differences in the approaches to the prob-

95



Odesa Natiohal University Herald. 2013. Volume 18. Issue 2.

lem loans definition of the National Bank of Ukraine and international fi-
nancial institutions. And such differences lead to absolutely different assess-
ments of the banks’ problem debts. Two main differences in the assessment of
problem debts may be seen.

First, in accordance with the accounting rules in Ukraine the sum of only
those tranches whose maturity date has been overrun are shown on the arrears
accounts in the banks. So, in Ukraine when determining the debts in arrears
taken into account are only the sums of the overdue tranches. When using the
international approach to determining the actual amount of the problem and
potentially problem loans one should take into account the full amount of the
loan if such loan is fixed as an overdue one.

Second, in the case of the problem loans restructuring the banks do not
attribute it to the problem ones. International rating agencies consider such
loans problematic by nature and, therefore, take them into account when cal-
culating the banks’ problem debts volumes.

Thus, the development of the bank problem debts regulation is impossible
without understanding the nature of problem loans.

In the scientific studies of A. M. Moroz, V. I. Mischenko, L. O. Prymostka
and other national scientists a loan is determined as a problem one, if one or
several payments under it has not been made on time, its collateral market
value has significantly decreased and the circumstances have arisen, which
make the bank have doubts as to its repayment [3]. Thus, should the borrower
overrun the loan repayment period specified in the contract or there be any
deviations from the planned loan repayment schedule or upon the occurrence
of other adverse changes that may cause default on the loan, it is recom-
mended to transfer such loan to the category of the problem ones.

The Basel Committee on Banking Supervision considers that “a loan prod-
uct, which is characterised by significant breaching the terms of fulfilment
of obligations to the bank, signs of the debtor’s financial condition worsening
and significant deterioration of the quality or loss of security” [4 ] should be
referred to the problem loans.

According to the definition of the International Monetary Fund a problem
loan is the obligation whose full repayment arises doubts due to inadequate
financial condition of the borrower or collateral under the given obligation,
and the payment of the principal debt or interest on it is delayed for more
than ninety days” [4].

The U.S. Federal Banking System applies a somewhat different approach
to the definition of problem loans and deems a loan problem one, if it is un-
profitable, i.e. bearing no interest, or if the interest on it is delayed for over
ninety days [4].

According to the Central Bank of the Russian Federation any overdue or
doubtful loan, bill or interest debts and arrears of commission should be re-
ferred to problem debts [4].

The criteria of attributing the debts to the problem category by the Na-
tional Bank of Ukraine are not clearly defined in the regulatory framework.

In [6] the assets/allowed liabilities are classified into the following catego-
ries of quality: I (the highest one) - this category is characterised by the fact
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that it bears no or minimal risk; II — moderate risk; III — significant risk;
IV — high risk; and V — realised risk. The debt on assets/allowed financial li-
abilities assigned to the lowest (the fifth category) is the bad one. [6]

It should be added that the National Bank of Ukraine introduces the con-
cept of “non-performing loans” in order to determine the key indicators of
financial stability in the statistical bulletin. Until the end of 2007 the loans
under control, substandard, doubtful and bad loans were included in the non-
performing loans. Since 2008 the non-performing loans have included the
doubtful and bad loans [7].

As recommended by the International Monetary Fund the loans are deemed
non-performing, if the payment of the principal of and interest on the loan
are overdue for three or months or past due for less than ninety days, but
according to the national standards of supervision it is considered that the
maintenance of such a loan is “weak” or “unsatisfactory” [5]. If the loan was
qualified by the bank as non-performing one, it should remain in the said
category until its maturity or cancellation. Any loan that replaces the non-
performing one under restructuring, conversion or funding should also be
classified as non-performing until its maturity. The amount of loans qualified
as non-performing ones includes a total amount of debt on such loans, not just
the past due amount. Today in domestic practice the non-performing loans
include doubtful and bad loans and the loans that substitute for them.

The concept of “problem loans”, which includes the overdue and doubtful
loans, exists in the Ukrainian banking practices along with the non-perform-
ing loans. However, NBU notes that actually only the amount of the overdue
loan payments according to the financial statements, but not the total amount
of loans the payments on which have been delayed [5] are referred to the
problem loans.

On the basis of summarising the approaches to problem loans identification
we believe that such loans should include the ones whose repayment seems to
be problematic and bears the following signs: significant violation of terms
of fulfilling the obligations to the bank; disruption of the payment schedule;
loss of quality or decrease in the cost of the collateral; deterioration of the
borrower’s financial condition; availability of negative information about the
borrower’s ability to perform its obligations and other circumstances allow-
ing the bank to have doubts as to such loans complete and timely repayment.

For the purpose of developing theoretical approaches to the problem loans
regulation we propose to use an integrated definition of a problem loan and
include the following types of debts in it.

The loans at the stage preceding the problem one include the debts, which
are potentially problematic (the loans at the stage of intensified control), or
which, with high probability, will become problematic within a short term,
but still may be treated as non-problem ones (the loans at the early-warning
stage) [8].

The loans with the pronounced “problem” signs include the loans whose
timely repayment seems problematic (the client has committed a breach of the
loan agreement, conditions of preservation and size of collateral, conditions of
financial position support, etc.) and bad loans (the borrowers’ default on debts
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under the internal regulations of the bank).

Each category of problem loans requires development of identification cri-
teria, by which the bank should be guided. The given classification of a bank’s
problem loans should be used in the formation and justification of a complex
of regulatory measures.

The problem loans management in the bank should be considered on two
levels: on the preventive level in order to prevent the bad loans emergence
and at the regulation level for the purpose of reanimation of the loan, which
has been recognized a problem one or to reduce the bank’s loss caused by the
default on the loan.

Preventive management of problem loans should be carried out in the bank
on a regular basis; its main goal is early detection of the signs that indicate
deterioration of the borrower’s financial condition, quality of collateral, loss
of the loan repayment sources, etc., which may result in a problem loan origi-
nation.

It should be emphasised that preventing the problem loans origination
in the bank requires the introduction of scientifically grounded loan poli-
cy, whose implementation purpose is the control over the credit risks in the
course of ensuring the most efficient allocation of credit resources in order to
obtain the maximum possible income from lending operations.

Credit policy should determine the following approaches used in lending
and in the case of their effective implementation will help to prevent the bad
loans occurrence: creation and implementation of the qualitative and quan-
titative credit risk assessment; standardisation of loan products, including
the same through establishment of clear procedures of their granting and
methods of analysis of potential borrowers in order to reduce the cost price
of the loan services and improve the customer’s service quality; flexibility of
loan terms depending on the loan product category (software, individual, com-
plex); integrated loan risk management implemented by the structural units
of the bank within their powers both at the stage of applications consideration
and when following the projects; supervision over the targeted usage of the
granted loans.

Where a problem loan is identified, the bank should activate the regulating
measures concerning the problem loans. The regulation provides for the intro-
duction of a complex of measures aimed at the restoration of the borrower’s
solvency or search for the sources of covering for the bank’s loss from the
credit operation.

Thus, two main strategies for the banks’ concerning the problem loans
regulation may be distinguished: the loan quality renewal strategy and the
loan liquidation strategy.

The main method of the problem loan recovery is its restructuring, which
is an agreement between the borrower and the lender; it provides for a new
loan scheme application, change of maturity date or providing a grace period
for the loan repayment. Such agreement should restore the borrower’s ability
to meet its obligations. In addition to changing the loan repayment conditions
the agreement of loan restructuring may include the following elements: al-
teration of the volume (value) and support structure, change of the loan inter-
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est rate, replacement of the loan currency, conversion of the loan and interest
thereon, and writing off the fines and penalties on the loan. The main tools
used by the bank in the loan restructuring are the repayment period, interest
rate, loan currency and collateral.

Besides restructuring, the bank, for the purpose of restoring the borrow-
er’s solvency, may offer reorganisation, which consists in the development
and implementation of a system of measures that are jointly carried out by the
bank and borrower in order to avoid bankruptcy of the latter. The objective
pursued by the bank in reorganisation is to find sources of the loan repay-
ment: internal ones - by optimising the borrower’s activities or external ones
— by attracting additional capital, new partners, etc. The reorganisation will
not allow a quick recovery of the loan. So, when resorting to reorganisation
the bank should carefully weigh the need of its implementation and the suc-
cess probability as a result of it.

Should the loan recovery strategy be recognized as an inexpedient or yield
no expected results, the bank applies the methods of the loan and interest
forced levy. The methods a loan liquidation are: realisation of collateral, debt
collection at the guarantor’s expense, insurance compensation, transfer of the
impaired assets management to third person (collector) without optimising the
bank’s Balance Sheet, transfer or sale of the impaired assets to a related fi-
nancial company on the basis of optimising the Balance Sheet (SPV onshore/
offshore), sale of the impaired assets to an unrelated financial company under
conditions of factoring, asset securitization, etc. [9], and also legal collection
of loans — a set of debt forced levy. In case of failure to return a problem loan
the bank can make use of the formed reserve for writing-off (compensation for)
the debt of the loan referring to quality category V (the lowest/bad one) in ac-
cordance with the procedure prescribed by the National Bank of Ukraine [6].

To date the Ukrainian banks actively clear their loan portfolios from prob-
lem loans by writing off such loans or selling them. The procedure for the
loans writing-off has been facilitated thanks to the tax liberalisation as a re-
sult of arrangements between NBU and the State Tax Administration at the
end of 2011 to sell the share of problem loans (as for example was done by
Bank Forum, UkrSibBank, Swedbank, etc.).

The intermediaries collecting the problem debts today are really in demand
in Ukraine. The banking institutions are technically and organisationally un-
prepared for large-scale works associated with the return of overdue debts,
may lead to a further increase in the problem loans number, destabilisation of
the banks’ work, problems with investors, etc. However, for the banks the sale
of the loans is a forced and often inefficient way of work with the problem
loans. Some categories of the debts are almost never passed on to the collec-
tors by the banks; those are mortgage, car and other loans that have liquid
and not depreciated collateral. Collectors are transferred small loans the prob-
lems with arose more than half a year ago.

Besides, it is advisable to pay attention to the fact that collection activi-
ties in Ukraine are legally unadjusted, that no law is available on collectors’
activities, and note the bill on banning the collection services provision to
natural person borrowers filed in November 2011. We believe that in the near

99



Odesa Natiohal University Herald. 2013. Volume 18. Issue 2.

future in Ukraine revitalization of the activities of the independent profes-
sional market players dealing in the problem debts collection will be observed,

but

complete shifting of the problem debts collection functions onto the inter-

mediaries is inexpedient.

So, banks should carefully approach the problem debts regulation by both
applying preventive measures and activating the work improving the formed
loan portfolio. In addition, further development of the independent market
professionals dealing in the problem debts collection will be conductive to the
process of collecting the problem debts.
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PETYAIOBAHHS ITPOBAEMHMX KPEAMTIB B BAHKAX VKPATHM:
TEOPETMYHI TA METOAMYHI ACITEKTU
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Pesome

HocmigykeHO METOAWYHI HiAXOAM 1O PETYyJIIOBAaHHA IIPOOJIEMHUX KPEIUTiB
B Oamkax. HamaHo XapakKTepuUCTHKY MeTOLAM peryJIOBaHHA IIPOOJIEeMHOI
3a00pProBaHoOCTi B OAHKY.

KarouoBi croBa: mpobaeMHME KPEAUT, YIPABIiHHA IPOOJIEMHUMY KPEeIUTaAMU,
cTpaTeris peryJioBaHHA IPo0JeMHOI 3a60PTOBAHOCTI.
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Kpyxmauas E. B.
I'BY3 «YKpauHcKasa akagemMus 6aHKOBCKOTO JeJa
HanuonanpHOTO 6aHKa YKPAUHBI»

PEI'YAMPOBAHME ITPOBAEMHBIX KPEAMTOB B BAHKAX YKPAMHDI:
TEOPETHMYECKME 1 METOAMYECKME ACITEKTDbI

Pesiome

WccnemoBanbl MeTOLMUYECKHE IMOAXOABI K PEryJnpOBAHUI0 MPOOJIEMHBIX Kpe-
IUTOB B OaHKax. B crarbe oxapaKTepM30BaHBI METOAbl PEryJIUPOBAHUS IIPO-
0JIEMHOM 3aJ0JI3KeHHOCTU B DaHKAaX.

Karouesbie ciioBa: mpo0IeMHBIN KPeauT, yIpaBjeHre MPo0JeMHBIMU KpeauTa-
MU, CTPATETus PeryIupOBaHUs IPOOJIEeMHOM 3aJ0IKEeHHOCTH.
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