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ABSTRACT
ON THE QUALIFYING MASTER'S THESIS
"MANAGEMENT OF THE BANK'S CREDIT ACTIVITY AS A FACTOR OF
ENSURING ITS STABILITY"
of Tang Zhiyu

The qualifying master's thesis comprises 108 pages, 21 tables, 10 figures, 13
formulas, and a list of 70 references.

The object of research is the processes involved in managing the bank's credit
activity.

The subject of research encompasses theoretical aspects and practical
recommendations for improving the management of credit activities in a banking
institution.

The purpose of the qualifying master's thesis is to summarize theoretical and
methodological aspects and provide recommendations for improving the management
of the bank's credit activities.

The tasks of the qualifying master's thesis are as follows:

* to reveal the essence of the bank's credit policy and its implementation strategy;

* to determine the features of credit policy as a tool for credit risk management;

* to investigate the peculiarities of the mechanism for forming and implementing
the bank's credit policy;

e to provide a technical and economic description of the activities of JSC CB

PrivatBank;

* to analyze the structure and dynamics of the loan portfolio in the context of
forecasting the bank's risks;

* to analyze the credit portfolio risk assessment model and calculate the bank's
integral credit risk indicator;

* to apply an anticipatory approach to monitoring and minimizing the bank's credit
risks;

* to provide recommendations for improving the effectiveness of the credit policy
implementation at JSC CB PrivatBank;

* to determine ways to enhance the information and analytical support for

controlling and minimizing credit risks at JSC CB PrivatBank.



Based on the research results, theoretical and practical provisions have been
formulated and translated into specific proposals to enhance the effectiveness of the
credit policy formation and implementation at JSC CB PrivatBank.
The results obtained can be used to address issues related to the management of credit
activities not only in PrivatBank but also in other banking institutions.

KEYWORDS: Credit Policy, Credit Portfolio Risks, Credit Policy Management
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INTRODUCTION

The credit policy forms the goals and priorities of the credit activity of the
banking institution, the means and methods of its implementation, as well as the
principles and order of the organization of the credit process. Ensuring the banking
institution's profit from credit operations, as well as the effective allocation of credit
resources are the main tasks in the implementation of the credit policy of commercial
banks of Ukraine. However, in order to achieve these tasks, it is necessary not only to
develop an effective credit policy, but also to organize the credit process in a banking
institution in such a way that all progressive assets of credit policy are used in the
management of the credit portfolio.

Taking into account the war that is taking place in Ukraine for the third year in
a row, in today's conditions in the banking sector, the credit activity management
system needs to be improved, which determines the relevance of the research topic.

A significant number of scientists deal with issues of the development of
banking and the credit management system, including: S. Andros, I. Hutsal, V.
Neighbor, J. Halperin, D. Shimon, A. Karminsky, O. Dzyublyuk, O. Lubar, G.
Penikas, P. Preddy, D. Fantazzini D. and others. Accumulated significant experience
in researching problems and main issues related to the formation of the credit policy
of a banking institution. A significant contribution to the study of the essence of the
concept of "bank credit policy", the definition of the types and functions of the bank's
credit policy, the mechanism of its formation and implementation was made by:

Despite the fact that much attention is paid in the economic literature to bank
lending, the corresponding risks and their impact on the quality of the loan portfolio,
there are problems related to the specifics of the formation of the credit policy of a
banking institution, which have not been sufficiently studied.

The purpose of the work consists in summarizing theoretical and
methodological aspects and providing recommendations for improving the
management of the bank's credit activities.

To achieve the set goal, the following tasks are solved in the work:
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. the essence of the bank's credit policy and its implementation strategy
are disclosed,;

. the features of credit policy as a credit risk management tool are defined;

° the peculiarities of the mechanism of formation and implementation of
the bank's credit policy were investigated;

° the technical and economic characteristics of JSC CB PrivatBank
activity are provided;

o an analysis of the structure and dynamics of the loan portfolio was
carried out in the context of forecasting the occurrence of Bank risks;

o the credit portfolio risk assessment model was analyzed and the

calculation of the integral indicator of the Bank's credit risks was provided;

° an anticipatory approach to control and minimization of the Bank's credit
risks is applied;
° recommendations were made to improve the effectiveness of the

implementation of the credit policy of JSC CB PrivatBank;

) the ways of improving the information and analytical system are
determined
° ensuring control and minimization of credit risks of JSC CB PrivatBank.

The object of the research is processes of managing the bank's credit activities.

The subject of the study are theoretical aspects and practical recommendations
for improving the management of credit activity of a banking institution.

The theoretical and methodological basis of the research is the work of
scientists in the field of banking, risk management, mathematical modeling, and
mathematical statistics. The methods of mathematical statistics, risk theory, statistical
processing of databases, and financial analysis were used in the work to obtain
results.

The research information base is represented by NBU regulations, letters,
instructions, credit market studies, scientific developments, statistical data of the

NBU, official data on the credit activity of JSC CB PrivatBank.
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The practical significance of the work is the possibility to use the proposed
recommendations to reduce banking risks and ensure the financial security of the

banking institution.
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CHAPTER 1
THEORETICAL BASIS FOR THE FORMULATION AND
IMPLEMENTATION OF THE BANK'S CREDIT POLICY

1.1. The essence of a bank's credit policy and its implementation strategy

Each banking institution determines its own credit policy, analyzing the whole
set of internal and external factors and risks that affect its effective activity. Internal
ones include: customer orientation; organization of banking work; credit potential of
the bank; stability of deposits; regional and industry specifics of the bank's
functioning, etc. The external ones include: monetary policy of the NBU; demand for
bank loans; the general state of the country's economy; the level of budget deficit;
politicization of society; the level of income of the population capable of consuming
banking services; inflation rate and others [1].

The credit policy covers the most important elements and principles of the
organization of credit work in the banking institution, which are fixed in writing and
approved at the meetings of the credit committee and the credit supervision
committee.

The main quantitative criteria for the effectiveness of the credit policy of a
banking institution are compliance with the indicators of profitability and the level of
risk of credit activity at the set target level without a threat to financial stability and
competitiveness during a certain period, and the qualitative criteria are compliance
with the requirements of banking regulation and supervision, compliance with
banking policy, ensuring internal balance individual areas of credit policy and their
compliance with the conditions of the external and internal environments. Structuring
the views of scientists on interpretation of the concept of "credit policy of the bank"

(Table 1.1).
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Table 1.1

The main theoretical approaches to the interpretation of the concept

of "credit policy of the bank"

Author Features Definition
definition
1 2 3
S.V. Andros [2, | A set of | A set of bank measures to increase profitability and reduce
p. 442] events credit risk.
N.A. Antipova | Part of | Part of the philosophy that determines the internal bank
[3,p. 18] philosophy | loan issuance procedure, document flow, monitoring of the
loan portfolio, work with problem loans, setting interest
rates
V.Ya. Vovk Directions, Defines the main directions of the credit process, priorities,
[4, p. 37] principles, principles and goals of a certain bank on the credit market
goals of [ and provides for the use of specific financial and other
credit instruments used in the process of implementing credit
activity agreements — the bank's tactics for organizing the credit
process.
O.D. Lupus Strategy and | The bank's strategy and tactics for attracting funds and
[5, p. 46] bank tactics | directing them to lending to the bank's clients (borrowers)

based on the principles of: return,
term, intended use and payment.

U.V. Vladychyn

Strategy and

The strategy and tactics of the bank regarding the

[6, p. 39] bank tactics | allocation of funds for lending to the bank's clients based
on principles
lending
I.S. Hutsal Constituent | part of the bank's general policy aimed at achieving its
[7, p. 6] part of the | strategic goals: compliance with the bank's financial
general stability, reliability, liquidity and solvency; implemented
bank through a credit mechanism
policies
N.A. Document A document defining the main goals and directions
Dzyubanovska credit activities of the bank for the future.
[8, p. 20]
O.V. Dzyublyuk | Activities A set of measures and actions related to the formation of
[9, p. 307] and actions | the composition of the credit portfolio and control over it
of the bank | as a whole, as well as the establishment of standards for
making specific decisions.
I.V. Carbivore principles, A set of basic principles and criteria for making
[10, p. 5] criteria, management decisions in the field of bank lending
goals of | regarding the realization of its credit potential and effective
credit impact on the country's economy at its various levels.
activities
H.H. Korobova | System  of | The system of measures of the bank in lending to its
[11, p. 154] measures in | customers, which is carried out to implement its strategy
lending and tactics, with the determination of priorities in the

process of developing credit relations, on the one hand, and
the functioning of the credit mechanism, on the other.




R.R. Kotsovska

Complexdec

A set of decisions adopted by the bank's board, in which

[12, p. 78] isions the conditions, parameters of credit granting, organization
regarding of the credit process are fixed.
the
organization
of credit
process
0.0. Lubar [13, | Activities of [ In a narrow sense, it is a system of actions of the bank in
p. 183] the bank in | the field of lending to its customers, carried out by the bank
the region to implement its strategy and tactics in a given region in a
lending certain period of time. Credit policy as the basis of the
credit management process determines priorities in the
process of credit relations development, on the one hand,
and the functioning of the credit mechanism, on the other.
T.V. Mayorova | Ensuring Ensuring safety, reliability and profitability
[14, p. 7] security credit operations, that is, the ability to minimize credit risk.
O.L. Malakhova | Developmen | Development of the concept of the organization of credit
[15,p. 6] t of the | relations between a commercial bank and its clients —
organization | business entities — at the microeconomic level by
concept determining the sequence of actions regarding the practical
implementation of credit support for entrepreneurial
activity.
M.M. Bank A strategy in the field of lending, which defines general
Novoseltseva strategy principles, rules, approaches and standards for all
[16, p. 5] participants in the credit process, which are related to the
bank's mission and aimed at achieving the strategic goals of
its activity.
N.L. System tool | A tool of the bank's credit management system, the
Ostrovskaya management | ultimate goal of which is to prevent risks in achieving its
[17] strategic goals.
H.S. Panov [18, | Strategy and | strategy and tactics for attracting resources on a revolving
p. 5] bank tactics [ basis and investing them in lending to bank clients
I.F. Prokopenko, | Strategy and | The bank's strategy and tactics for directing funds to lend

[19, p. 117]

bank tactics

to the bank's clients (borrowers) based on lending
principles.

The world of | A set of| A set of factors, documents and actions that determine the
encyclopedias factors, development of a commercial bank in the field of lending
[20] documents | to its customers. The credit policy determines the tasks and
and actions | priorities of the bank's credit activity, the means and
methods of their implementation, as well as the principles

and procedure for organizing the credit process.
V.T. Susid System A system of strategic goals of the bank's activity within the
[21, p. 218] strategic scope of lending and corresponding mechanisms for the
goals effective implementation of these goals has been

developed.

12
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An analysis of the definitions of the concept of "credit policy of the bank"
given in modern economic literature (Table 1.1) makes it possible to see that a unified
understanding has not been formed. The credit policy of a banking institution in the
most general sense should be studied as a component of banking policy that
determines the goals of activity on the credit services market and strategies for
achieving them, and in a practical-applied sense, we propose to define the credit
policy of a banking institution as the structural and functional integrity of
interconnected elements (goals, tasks, principles, technology, organization), the
interaction of which allows to determine the most effective strategies of the bank's
activities in the market of credit services.

To date, there is no single developed credit policy for all banking institutions,
in order to implement the most successful organization of credit activity, each bank
creates and ensures a personal credit policy, understanding the whole set of risks. The
necessity of forming a credit policy and making it the basis of the activity of a
banking institution is determined by the fact that it allows planning, regulating,
controlling, and rationally organizing the relationship between the bank and its
customers regarding the return of funds.

The credit policy of a banking institution is determined by: first, priorities in
the selection of clients and credit instruments (market segmentation); secondly, the
norms and rules regulating the practical activity of the bank staff, which implements
these priorities in practice. It is the credit policy that helps the bank to form such a
credit portfolio that will ensure the profitability of its activities, control of the level of
risk and compliance with the regulatory requirements set by the regulatory
authorities. Therefore, the credit policy of a banking institution reflects the actual
composition of its credit portfolio and the choice of its structure.

The purpose of the credit policy of the banking institution is to form an
evaluated and qualitative approach to risk management (indirect currency, interest,
operational risks and liquidity risk) at the level of its credit portfolio (in the process of
the most effective allocation of credit resources), in order to obtain the maximum

possible income from credit operations at maintaining the optimal ratio between
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profitability and the level of credit risk in conditions of active promotion of the bank
in priority sectors of the economy and regions of its presence.

The basis of the formation of the credit policy of any bank is its task. The
effectiveness of the bank's credit activity will depend on how clearly and correctly
they are formulated. The main tasks of the credit policy are:

1. Ensuring a clear sequence of actions of bank personnel responsible for
credit transactions, which will create favorable conditions for maximum
rationalization of the bank's functioning in the credit process.

2. Facilitating the adoption of optimal decisions regarding the granting of
loans and the implementation of an adequate assessment of the amount of credit risk,
which ultimately determines the level of riskiness of the bank's activity in general, its
financial stability and the stability of its functioning on the credit market.

3. Improving the quality of the bank's loan portfolio as a result of reducing
the number of less reliable customers and expanding relations with reliable borrowers
or with those whose functioning on the market is characterized by positive trends in
the indicators that determine their work.

4. Ensuring the bank's ability, based on marketing research, to respond
adequately to changes in the credit market, taking into account the regional, sectoral,
technological and other features of the activity of this or that borrower, setting the
priorities of its own credit operations and maximally taking into account the needs of
the bank's customers in borrowed funds [22, p. 405].

When developing and implementing the credit policy of a banking institution, a
number of principles must be followed, but the definition of their composition is
ambiguous. Yes, scientist T.S. Pavlenko determined that they are "scientific validity,
optimality, efficiency, as well as the unity of the inextricable connection of the
elements of credit policy, since only a scientifically based credit policy, formed taking
into account the objective realities of life and subjective factors that determine it,
allows the most complete expression of the interests of the state, the bank, its staff
and customers" [23, p. 5]; Scientist M.M. Novoseltseva - "the predominance of a

commercial approach over a financial one; the desire for balanced risk; use of various
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methods of loan refinancing; building an organizational structure adequate to the
scale and level of risk of the bank's credit operations; making changes to the credit
policy based on the analysis of the negative results of the activities of the credit units;
understanding of the agreement by all participants, comprehensive consideration of
the influence of external factors, compliance with ethical principles" [16, p. 7]. E.P.
Ternovska divides the principles of the bank's credit policy into general (which is the
basis of the credit policy of banks of the I and II levels) and specific ones. The first
group of principles includes scientific validity (taking into account the full
composition of factors and the use of scientifically based methods and models during
its formation); optimality (combination of its effectiveness with the set goals);
efficiency (effectiveness of its implementation); inextricable connection of elements
of credit policy [24, p. 119]. In addition to the above, A. P. Pityeva justifies the
feasibility of introducing the principles of systematicity (the feasibility of considering
the bank's credit policy as a system), adaptability (the ability of the credit policy to be
flexible, to adapt to the time-varying factors of the external and internal
environments) and responsiveness (the speed of response to changes in the external
and internal environments in order to ensure achievement of activity goals in the
market of credit services) [25, p. 243].

The general principles of forming the credit policy of a banking institution can
be defined as a set of principles of scientific validity, optimality, efficiency and
systematicity.

The specific principles of forming the credit policy of a banking institution

include:
° ensuring connection of credit policy with banking policy;
° ensuring the segmentation of credit policy directions according to the

main forms and types of credit activity;

° ensuring the internal balance of individual areas of credit policy over
time, regionally, etc.;

° ensuring the flexibility of the credit policy [26, p. 166].

The technology of credit policy formation is a set of methods that ensure
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systematic and continuous identification, analysis and control of factors affecting the
formation of credit policy of a banking institution, development and implementation
of a complex harmonized influence on them, as a result of which the achievement of
the goals and objectives of the bank's credit policy is ensured in a certain period of
time.

The technology of forming the credit policy of a banking institution consists of
the following stages:

1. At the first (preparatory) stage, it is necessary to carry out an analysis,
the objects of which are the state and changes of factors (determine real and potential
the ability of the bank to implement the developed strategy on the market of credit
services in a certain period of time), which affect the priority and directions of the
credit policy of the banking institution from the point of view of the planned volumes
of the credit portfolio and its growth, industry focus, type of customers, types of
credit, organization of the lending process, etc.

Scientist I.S. Hutsal notes that the factors influencing and determining the
credit policy should be divided into two types: external and internal.

"..If the internal factors are related to the competitiveness of the bank
institution and, in particular, the financial stability and reliability of the bank, then the
external factors are related to the political and economic situation in the country, the
legal framework, the level of development of the banking infrastructure, as well as
interbank competition" [ 7, p. 14]. H.S. Panova emphasizes that when developing a
credit policy, banks analyze many factors that have a direct impact on their activities:
macroeconomic (the general state of the country's economy, the financial policy of
the state, the monetary and credit policy of the central bank), regional and sectoral
(the state of the economy in regions and industries served by the bank, the
composition of the bank's clients, their need for lending, the presence of competing
banks), intrabank (the amount of the bank's own funds, qualifications and experience
personnel, structure of liabilities) [18, p. 10]. .V. Karbivnychy proposes to divide the
factors that determine the bank's credit policy, depending on the levels of its

implementation, into three groups: factors of external influence (the general state of
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the country's economy, the monetary and fiscal policy of the state, external credit
risks), internal (the mission and purpose of the bank's activity , stage of the bank's life
cycle, financial and economic condition, size and structure of the loan portfolio, level
of corporate governance, internal credit risks) and factors related to the activities of
its clients (regional specifics of economic relations, creditworthiness of borrowers,
credit risks associated with borrowers' activities) [10, p. 8].

Thus, the composition of internal factors that determine the specifics of the
formation of the banking institution's credit policy can be divided into two groups:
the first group determines the goals of the bank's activity in the market of banking
services as a whole; the second group of internal factors determines the resources and
technologies available in the bank, which ensure the achievement of the set goals, in
particular (financial support, organizational support, personnel support, technological
support, information support).

Internal factors are controlled by the possibility of management, and controlled
by the possibility of control. The occurrence and intensity of the manifestation of
external factors do not depend on the activity of the banking institution, since they are
extremely heterogeneous in their sources of origin and are the result of the influence
of systems of different levels (factors of the external environment, indirect (political,
legal, economic, social factors) and direct (banking regulation and supervision, the
monetary and credit policy of the National Bank of Ukraine and the state of the credit
services market) influences), in terms of the possibility of management, all these
factors are uncontrollable, in terms of the possibility of control - uncontrollable [26,
p. 168]

2. At the second stage, the final determination of the bank's credit policy
goals and the criteria for their achievement is carried out, based on this, a credit
strategy is developed, namely, a detailed set of decisions to ensure the achievement of
the bank's credit policy goals, taking into account the influence of external factors,
based on the offer of competitive credit products, ability to effectively manage
resources, maintain an acceptable level of risks and ensure the stability of the bank.

The choice of a credit strategy involves the formation of alternative options for
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achieving the goals of the credit policy, their evaluation and the selection of the
optimal strategic alternative for implementation. For this, a toolkit is used, which
includes quantitative methods of forecasting, scenario analysis, portfolio analysis
toolkit, etc.

The credit policy of a banking institution can be conservative (if the part of
loans in the total volume of working assets does not exceed 30% - it assumes that the
bank does not try to obtain high incomes due to a significant expansion of the volume
of credit activity, characterized by strict criteria for assessing the creditworthiness of
borrowers, minimum terms for granting loans and their volumes, increasing the cost
of credit resources, using strict procedures for the liquidation of problematic debt),
moderate (the specific weight of loans in the total amount of working assets is
30-50% - it is assumed that the rate of growth of volumes of the loan portfolio
corresponds to the average industry indicators, defines the typical conditions for
carrying out credit operations in accordance with generally accepted banking practice
and focuses on average level of credit risk), aggressive (part of loans exceeds 50% of
the total volume of working assets - implies a significant expansion of the volume of
credit activity, not taking into account the high level of credit risk accompanying
credit operations, characterized by granting loans to riskier categories of borrowers,
increasing the terms of granting loans and their sizes, reducing the cost of the loan to
the minimum possible level, giving borrowers the opportunity to extend the loan) [26,
p. 168].

3. At the third stage, within the framework of the developed credit policy of
the banking institution, the main parameters of the organization of the credit process
are developed: determination of powers in the field of granting loans, which each
credit officer and credit committee are empowered with; determination of obligations
for transfer of rights and provision of information within the framework of lending
business processes; requirements for checking, evaluating and making decisions on
customer credit applications; forming standards for assessing borrowers'
creditworthiness and differentiating loan terms; formation of requirements for

information provision, in particular, the necessary documentation that is attached to
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each loan application, as well as documentation that is kept in the credit file (financial
reporting, guarantee and pledge agreements, etc.); defining the rights of bank
employees with a detailed definition of who is responsible for storing and checking
credit files; formalization of the rules for accepting, evaluating and implementing
credit collateral; a description of the policy and practice of setting interest rates and
loan commissions, loan repayment conditions; description

quality standards that apply to all loans; description of the practice of
identifying, analyzing and resolving situations related to problem loans, etc. [26, p.
169].

4. At the fourth stage, the mechanism of control over the implementation of
the credit policy of the banking institution is formed, which involves a set of actions
of management entities aimed at constant monitoring of factors affecting the
possibility of implementing the credit policy, with the aim of timely detection of
deviations of the actual results of credit activity from the planned and making
operational management decisions that ensure the achievement of its goals in a
specified period of time.

5. At the fifth stage, a general assessment of the effectiveness of the
developed credit policy is carried out [26, p. 169]

The organization of the formation of the credit policy of a banking institution is
a set of techniques and methods of rational combination of elements of the
management subsystem (management entities) with internal factors that influence the

formation of credit policy in time and space (Fig. 1.1.).
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Fig. 1.1. Organization and formation of credit policies of bank institutions [26]

The formation of the bank's credit policy is carried out at the strategic level by
the bank's supervisory board within the limits of its functions and responsibilities to
the bank's owners, depositors/contractors and banking supervision bodies. The
highest executive body that ensures the implementation of the bank's credit policy at
the strategic level is the bank's board - within the limits of its powers and
responsibilities to the bank's supervisory board, depositors and counterparties, and
banking supervision bodies. Part of the functions of the bank's board to ensure the
adoption of management decisions adequate to the current situation and control over
their implementation in banks are transferred to specially created collegial bodies.
According to the requirements of Ukrainian legislation, banks are obliged to create a
credit committee as the main specialized body for effective management of their
credit activities (the structure of credit committees of each specific bank is
determined individually depending on its regional structure and system of delegation
of powers). At the tactical level, employees of the risk management unit and other
structural divisions of the bank, which are participants in the lending process,
participate in the development of the credit policy [26, p. 170].

Therefore, ensuring the effectiveness of the credit policy is possible only with a

balanced approach of the bank to the implementation of each stage of the credit
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process. Today, in the conditions of a pandemic, an unstable economic and political
situation, it is necessary to make timely adjustments to the priorities of the bank's
activities in the field of lending, to determine the most profitable tactics for the bank's
credit activity, ensuring the implementation of a flexible credit policy aimed at

preserving the bank's credit potential, its stable and profitable operation.

1.2. Peculiarities of the credit policy as a credit risk management tool

Studying the development of the banking sector of the country's economy,
there is an understanding of the need for a timely response to rapid changes in the
domestic business environment, where there is a city of emergence of new business
risks, in particular, today these are risks associated with political factors and with the
COVID-19 pandemic, the consequences of which extend to various types of risks -
economic, political and public pressure. The increase in insolvency of the population
and non-performing loans in 2021, as a result of the pandemic, has a negative impact
on the domestic banking sector, which leads to a decrease in business loans.

When granting any loan, the banking institution faces the problem of
uncertainty as to whether it will be returned on time, and even more so, whether it
will be returned at all, hence it follows that the main task of the bank when granting a
loan is the transformation of uncertainty into risk and its detailed analysis . That is
why credit risk is the main financial risk of banking activity, and its effective
management is the basis of the bank's financial risk management [6, p. 45].

Credit risk is understood as the risk of the borrower not fulfilling the initial
conditions of the loan agreement, namely the non-return (in full or in part) of the
principal amount of the debt and the interest on it within the term established by the
contract [27, p. 248]. With regard to credit risk, it should be noted: firstly, credit risk
is part of a large area of financial risk and is closely related to interest rate, currency,
industry and other risks of banking activity (for example, non-repayment of loans
causes an increase in the risk of liquidity and the risk of bankruptcy of a banking

institution ); secondly, the credit risk for the bank is exacerbated due to the fact that
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banks do not lend their own funds, but the funds of depositors and creditors; thirdly,
the level of risk is constantly changing. This happens because both banks and their
clients operate in an economic, political and social dynamic environment where
conditions are constantly changing [28, p. 31].

Credit risk management is considered one of the important areas of financial
management in a banking institution. Effective credit risk management is a necessary
and sufficient condition for the creation of a developed bank risk management
system, which has a decisive importance for ensuring its long-term economic success
and well-being of all subjects involved in its functioning, primarily investors and
owners. Since credit risk is an objective economic phenomenon, its occurrence does
not depend on the will and desire of bank employees, which necessitates its
management through the development of various banking strategies and the use of
special methods to ensure the least probable deviation of forecast indicators from
actual financial results.

The main goal of credit risk management at the level of a separate loan is the
implementation of measures aimed at minimizing the bank's losses on a separate loan
operation in the event of a credit risk.

Bank credit risk management consists of the following stages: credit risk
assessment, credit risk monitoring, credit risk regulation, risk minimization [29, p.
100].

Credit risk management of a banking institution consists in conducting an
analysis in the following main directions, which are the conditions for minimizing
credit risk:

- selection and training of personnel (corporate culture of personnel in the
field of credit policy implementation);

- assessment and control of the credit portfolio;

- pricing taking into account the degree of risk;

- diversification of the bank's credit operations: by borrowers, sectors of
the economy, types of loans, in order to reduce the overall credit risk of the bank. The

bank more than diligently pursues a policy of diversification, the more it limits and
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reduces credit risk;

- assessment of the borrower's creditworthiness;

- assessment of the adequacy and liquidity of property, property rights
accepted as collateral for loan obligations, assessment of the reliability of guarantees
and sureties;

- credit investment insurance;

- credit limit - setting the amount of the maximum amount owed on loans
to a specific borrower. When setting the value of the limit, the bank evaluates the
main indicators of the borrower's activity and the external environment in which it
operates: the financial and economic condition of the borrower, the health of the
industry, the development forecast, vulnerability, competitive environment,
dependence on technological changes, work experience and relationships ties and
other things;

- creating reserves to cover possible loan losses;

- careful control and supervision of the borrowers' fulfillment of their
obligations, the progress of activities being credited, including the targeted use of the
1ssued funds;

- careful control over problem loans, search for ways to repay them [28, p.
42].

Credit risk management methods are divided into two groups according to the
factors that cause them.

The first group is credit risk management methods at the level of a separate
loan: analysis of the borrower's creditworthiness; credit analysis and assessment; loan
structuring; documentation of credit transactions; control over the granted loan and
the condition of the collateral.

The second group - at the level of the loan portfolio: diversification; limitation;
creation of reserves.

The peculiarity of the listed methods is the need for their consistent application,
since at the same time they represent the stages of the lending process. If at each

stage the loan officer is given the task of minimizing the credit risk, then it is



24
necessary to consider the stages of lending as methods of managing the risk of a
separate loan [30, p. 82].

Monitoring the condition of the loan and the condition of the collateral implies
the need to maintain close contact with the borrower throughout the entire term of
using the loan. The banking institution must monitor the state of affairs of the client
and, if necessary, apply preventive measures to protect its interests. In the practice of
Ukrainian commercial banks, the most common forms of securing the borrower's
obligations to the bank are property pledge, guarantee (guarantee) of a third party,
collection of penalties and fines, assignment in favor of the bank of the borrower's
claims and accounts to a third party, insurance of the borrower's liability to the bank
for non-repayment of loans and the risk of non-repayment of loans. The legal bases of

these forms of pledge are determined by the Civil Code of Ukraine [29, p. 100, 31].

Credit risk management methods
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Fig. 1.2. Scheme of classification of credit risk management methods of a

banking institution [29]

Methods of risk management of the bank's credit portfolio: diversification;
concentration; limitation; creation of reserves for compensation of losses on credit
operations.

The diversification method consists in distributing the loan portfolio among a
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wide range of borrowers who differ from each other both in terms of characteristics
(capital size, form of ownership) and operating conditions (economic sector,
geographic region). Three types of diversification are considered: sectoral (means the
distribution of loans between clients operating in different sectors of the economy. To
reduce the overall risk of the portfolio, the selection of sectors is of crucial
importance, which should be based on the results of statistical studies. The
diversification method should be applied carefully and carefully, based on statistical
analysis and forecasting, taking into account the capabilities of the banking institution
itself and, above all, the level of personnel training.Diversification requires
professional management and deep knowledge banking services market [29, p. 101].

The concentration of the credit portfolio means the concentration of the bank's
credit operations in a certain industry or a group of interrelated industries, in a
geographical area, or lending to certain categories of clients. When forming a loan
portfolio, a certain level of concentration should be observed, since each banking
institution works in a specific market segment and specializes in serving a certain
clientele. At the same time, excessive concentration significantly increases the level
of credit risk. Banks often concentrate their loan portfolios in the most popular
sectors of the economy, such as energy, the oil and gas industry, and real estate
investment. Determining the optimal ratio between the levels of diversification and
concentration of the bank's loan portfolio is a task that must be solved by the
management of each banking institution depending on the chosen strategy,
opportunities and specific economic situation [29, p. 101].

Limiting the volume of credit operations limits the concentration of the credit
portfolio in terms of individual borrowers, groups of borrowers, businesses,
industries, sectors of the economy and regions. The limit in terms of an individual
borrower determines the maximum amount and terms of granting a loan. The limit is
calculated on the basis of an analysis of the borrower's creditworthiness (financial
performance indicators, business plan, etc.). The size of the limit is adjusted
depending on the current financial condition of the debtor and the forecast assessment

of his future financial condition [29, p. 101].
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The main standards of credit risk are the NBU regulations, specified in the
Instruction on the Procedure for Regulating the Activities of Banks in Ukraine, fines
for violation of the norms of the listed regulations are applied to each case of
violation [32].

One of the main tools of credit risk management and compensation of possible
financial losses from non-repayment of loans is

formation of insurance reserves for credit operations. Banks are required to
form reserves monthly in full (regardless of the amount of their income) by risk
groups in accordance with the amounts of actual credit debt as of the first day of the
month following the reporting month, before the deadline for submitting the monthly
balance sheet. In addition to the special reserve, which is formed at the expense of
profit before taxation, banks create a general reserve, the source of which is the net
profit. For the most part, the funds of the general reserve are directed to cover losses
on loans that arose due to the bank's fault, to reimburse court costs, to cover losses in
full, if the funds of the special reserve were not sufficient for this purpose [29, p.
102].

Thus, it can be argued that credit risk management is based on credit policy and
involves the creation of a mechanism for identifying risk factors, analyzing and
calculating their value, monitoring the current state of borrowers and controlling the

deal.

1.3. Features of the mechanism for the formation and implementation of bank

credit policies

For Ukraine, as well as for most countries of the world, 2020 was a test of
sustainability, the problems of the country's economic development were caused by
the impact of the COVID-19 coronavirus pandemic. The coronavirus pandemic has
become a challenge for domestic banks, because it forced them to quickly respond to
changes in the economy and the behavior of citizens. The pandemic and quarantine

restrictions contributed to the fact that the country's population began to more
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actively switch to non-cash payments and use e-commerce services more often.
Today, it i1s important and relevant to implement the latest credit portfolio
management tools, which will allow not only to reduce the total credit risk of the
bank portfolio and increase its profitability, but also to support the financial stability
and reliability of the banking institution. Lending is available

an important source of income and an important component of JSC CB
relations

PrivatBank with clients. Achieving success in banking requires high quality
and efficiency in identifying, assessing and monitoring lending risks.

In their credit activities, commercial banks are connected with clients and
partners. In this regard, the field of lending is expanding and new credit products are
being created, forms and methods of lending are being distinguished. Continuous
provision of the optimal level of credit risk while simultaneously achieving the
planned level of profit from credit investments in conditions of instability of the
internal and external environment requires the introduction of a sound credit policy in
banking institutions, which would be based on the reliability of data analysis of the
current situation and possible ways of its development in the future, on the
possibilities bank to promptly respond to changes in factors affecting the market of
credit services [33, p. 2].

In order to implement an effective organization of credit activity, each banking
institution creates and ensures a personal credit policy, understanding the whole set of
risks. The credit policy for a banking institution is the basis of its credit activity,
which is consistent with the general concept of the bank's development, which makes
it possible to achieve the interconnection of the strategy (determines the main
principles, priorities and goals of a particular bank in the credit market. It is
determined, first of all, by the choice of customers, secondly, the norms and rules that
regulate the practical activities of bank personnel, and, thirdly, the competence of the
bank's management and the level of qualification of personnel dealing with lending.)
and tactics (determines specific financial instruments used by the bank to realize its

goals in the implementation of credit agreements, the rules for their implementation,
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the procedure for organizing the credit process).

The model of formation and implementation of the banking institution's credit
policy includes four main stages:

1. Statement of the credit policy task:

2. Choosing the best credit policy option:

3. Development of measures for the formation and implementation of credit
policy:

4. Monitoring of credit policy implementation.

The credit policy being developed should be flexible — to provide for a possible
range of models of appropriate management decisions, the use of new credit
instruments, the introduction of new innovative technologies for the implementation
of the credit process, which would make it possible to take into account possible
changes in the external and internal conditions of credit activity [34, c. 154].

The credit policy of a banking institution is related to both economic and
administrative and management tools, levers and methods that form the basis of the
mechanism of formation and implementation of credit policy.

The essence of the mechanism of formation and implementation of the bank's
credit policy:

- the main purpose of the mechanism of formation and implementation of
the bank's credit policy is the organization of the lending process, which acquires a
certain direction and target orientations in connection with the functioning of this
mechanism;

- the mechanism of formation and implementation of the bank's credit
policy includes both the organization of the lending process and the actions of
management entities through economic and managerial methods and levers that affect
the implementation of credit relations;

- the mechanism of formation and implementation of the bank's credit
policy is not static, but constantly develops, passing through a number of stages from
a simple functional to a complex combined management system,;

- the effective functioning of the mechanism of formation and
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implementation of the bank's credit policy, including its tools, levers and methods of
influence on the lending process, depend on the completeness of ensuring the
economic interests of the subjects of credit relations;

- ensuring the implementation of the lending process, the mechanism of
formation and implementation of the bank's credit policy includes regulatory actions
aimed at its adaptation to the rapidly changing economic situation.

The mechanism of formation and implementation of the bank's credit policy is
a system of actions and organizational and economic methods, tools of influence,
with the help of which the crediting process is put into effect, and the regulation of
which is carried out in accordance with defined principles. The mechanism of
formation and implementation of the bank's credit policy assumes that these
processes take place on the basis of the integration of interdependent and
interconnected elements and can change quantitatively and qualitatively under the
influence of various factors, which makes it possible to highlight the main elements
in the formation of the bank's credit policy: the target orientations of the bank's credit
activity ; principles of credit activity organization and credit policy formation; factors
determining credit policy; quantitative characteristics of credit activity; qualitative
characteristics; financial support mechanism [10, p. 5].

Examination of the main mechanisms of interaction of all elements of the
formation of the bank's credit policy makes it possible to determine that in its
structure, the credit policy involves the presence of the following two chains: first,
the mechanism of financial support of the credit policy, the main elements of which
are sources of formation of credit resources, forms and methods of attracting funds;
secondly, the mechanism of bank lending, implemented through various credit
procedures and types of credit products [10, p. 6].

The division of the entire mechanism of formation and implementation of the
bank's credit policy into separate elements is quite conditional, because all
components of this mechanism closely interact with each other, simultaneously
performing the functions of components that differ in economic essence. So, for

example, a new credit product of a bank, developed in accordance with the current
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principles of credit policy, may eventually gain popularity among other banks,
thereby influencing the credit market in the country as a whole, changing it, and
therefore gradually becoming a factor in the formation of credit policy .

Credit risk, which requires the development of a management system and its
minimization, has a significant impact on the processes of formation and successful
implementation of the credit policy of a banking institution.

Elucidation of the main factors of the appearance of credit risks makes it
possible to classify them into three main groups (external, internal and those related
to the peculiarities of the bank's borrowers), as well as to determine the main
directions of credit risk management measures, which should include certain
restrictions, aimed at reduction of credit risks (determining the concentration and size
of loans, lending to persons related to the bank, setting limits), classification of loans
and reservations [10, c. 8].

The totality of all financing sources mobilized by the bank is the total credit
potential of the bank, but these funds cannot be used for lending purposes in full.

The effectiveness of the use of credit potential funds is achieved by observing a
set of conditions when: the required minimum liquidity is ensured; the entire
collection of credit potential funds is used; the highest possible profit on credit
potential is achieved, subject to an acceptable level of credit risk.

Each bank independently determines the amount of its own funds and their
structure, based on the credit policy developed by it and the overall development
strategy. The amount of the bank's equity capital directly depends on the results of
credit activity and its efficiency, because the more stable the bank's interest income
and the greater the amount of profit received, the higher the level of bank
capitalization. Such a relationship indicates that the quantitative parameters of the
bank's credit policy are directly dependent on the capital part of the credit potential -
equity, the amount of which, in turn, is directly proportional to the qualitative
characteristics of the credit policy [10, c. 8].

An integral component of the mechanism of formation and implementation of

the bank's credit policy is the definition of criteria for assessing the creditworthiness
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of its potential borrowers, on the basis of which the methodology for determining the
borrower's reliability class should be formed:

- assessment of the financial condition of the borrower — a legal entity is
carried out taking into account his branch specialization;

- the bank can independently set normative values and corresponding
points for each indicator depending on its importance (significance) among other
indicators that may indicate the highest probability of the borrower fulfilling
obligations under credit operations;

- normative values of each indicator (except for subjective ones) are
determined for the segment of small and medium-sized businesses, depending on the
average industry indicators in Ukraine; the class of the bank's borrower based on the
results of the assessment of his financial condition is determined on the basis of the
main indicators and adjusted taking into account additional (subjective) indicators.

The proposed approach involves taking into account factors influencing
financial and economic activity of a subjective nature, in particular, such as: the
efficiency of the borrower's management, its market position and dependence on
cyclical and structural changes in the economy and industry, management
professionalism, business reputation, credit repayment history debts

Thus, the imperfect mechanism of formation and implementation of credit
policy in domestic banks creates a significant obstacle in the way of using the
experience accumulated in the world to achieve economic growth. Therefore, today
there is an urgent need for a theoretical and practical study of the problems of
formation and implementation of the credit policy of banking institutions and the

features of the effective formation of their credit portfolio.
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CHAPTER 2
ANALYSIS AND EVALUATION OF THE MECHANISM FOR
IMPLEMENTING THE CREDIT POLICY OF JSC CB PRIVATBANK

2.1. Analysis of the financial and economic activity of JSC CB PrivatBank

Joint-stock company commercial bank PrivatBank is a state bank. JSC CB
PrivatBank was formed in accordance with the founding agreement dated February 7,
1992 in the form of a limited liability company under the name PrivatBank
commercial bank and registered by the National Bank on March 19, 1992 under
registration number 92. In accordance with the founding agreement dated July 6,
2000 and on the basis of the decision of the constituent meeting of shareholders dated
July 6 2000 commercial bank

PrivatBank was reorganized by changing the organizational and legal form into
a closed joint-stock company commercial bank PrivatBank [1].

The Board of the National Bank of Ukraine adopted decisions to reduce the
discount rate from 13.5% per annum, established from December 13, 2019, to 11%
per annum from January 31, 2020, to 10% per annum from March 13, 2020, to

8% per annum from April 24, 2020 and up to 6% per annum from June 12,
2020, respectively. In December, the National Bank left the discount rate at the
previous level, the key argument in favor of this decision being the increase in
inflationary pressure against the background of high uncertainty regarding the
quarantine and the further impact of the pandemic on consumer demand and business
activity. The official hryvnia exchange rate against the US dollar decreased by 19.5%
from 23.6862 hryvnias per US dollar on January 1, 2020 to 28.2746 hryvnias per US
dollar on January 1, 2021 [11]. The main financial indicators of JSC CB

PrivatBank during 2016-2020 (table 2.1).
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Table 2.1
Financial results of JSC CB PrivatBank
Indicator Year
2016 2017 2018 2019 2020

Assets, million UAH 205183 254805 278048 309723 382525
Liabilities, million UAH 206065 230012 246584 255194 | 329700
Own capital, mln. UAH (882) 24793 31464 54529 52825
Authorized capital, mln. UAH | - 206060 206060 206060 | 206060
Revenues, million UAH 47586 44048 54921 69648 81458
Expenses, million UAH 223824 43670 42123 37039 57156
Result of activity, mln. UAH (176238) [ 378 12798 32609 24302
Return on assets, % - 0.001 0.05 0.11 0.06
Return on capital, % - 0.02 0.41 0.60 0.46

Analyzing the table 2.1 it can be seen that as of December 31, 2016 JSC CB
PrivatBank had negative equity in the amount of 882 million. UAH This indicator is
technical due to the presence of significant support from the bank's shareholder — the
state of Ukraine, but the negative equity of JSC CB PrivatBank indicates the state in
which it was at the time of nationalization.

As of December 31, 2019, the bank's equity amounted to 52,825 million. UAH
The increase in equity deserves a positive assessment, which was made possible, for
the most part, thanks to the profitable operation of the bank. The authorized capital of
the bank in 2020 remained unchanged and amounted to 206,060 million. UAH [11].

According to the results of 2020, JSC CB PrivatBank has a sufficient level of
capital. The regulatory capital of the bank at the end of 2020 is 35.3 billion. hryvnias,
and the regulatory capital adequacy ratio is 28.09% (with the norm

> 10%). According to the results of the stress testing of banks conducted by the
NBU in 2020, even in the most negative scenario, the level of capital adequacy will
not be lower than the regulatory level.

The sources of profit of JSC CB PrivatBank did not change significantly in
2020, although they were limited by the influence of macroeconomic trends. So, in
2020, on the one hand, the bank's income was strongly affected by restrictions on
credit growth, fluctuations in commission income, and on the other hand, the trend of

decreasing interest rates on the market ensured a decrease in value resources. Also, in
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2020, the volatility of macro factors increased, which led to a significant result from
revaluations of positions and financial assets. The bank's net profit for 2020 is 24.3
billion. hryvnias, which remains the maximum result of the entire banking sector of
Ukraine.

Net interest income in 2020 is 21.6 billion. UAH, and increased by almost 10%
compared to 2019.

Net commission income also has a stable volume. The dynamics of
commission income is due to both the increase in the volume of customer payments
and the revision of JSC CB PrivatBank tariffs.

Income dynamics of JSC CB PrivatBank for 2016-2020 (Fig. 2.1).
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Fig. 2.1. Dynamics of the income structure of JSC CB PrivatBank for
2016-2020, % [11]

The trading result of JSC CB PrivatBank is formed mainly by currency
purchase and sale operations, which in 2020 amounted to 3.1 billion. UAH

Part of the bank's profit is the result of the influence of macroeconomic factors.
Thus, changes in the world economy and the economy of Ukraine led to an increase
in the fair value of bonds of the domestic state loan, which were received as a

contribution to the authorized capital of JSC CB PrivatBank upon nationalization.
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Administrative and operational expenses of JSC CB PrivatBank in 2020
amounted to 18.0 billion. hryvnias, of which about 0.7 bln. UAH spent on special
bonus payments to employees of the network for increased risk while working in the
conditions of the coronavirus and 0.3 billion. UAH — for protective materials and
additional disinfection of branches, ATMs and terminals.
The dynamics of expenses of JSC CB PrivatBank for the years 2016-2020 is
shown in fig. 2.2.
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Fig. 2.2. Dynamics of the cost structure of JSC CB PrivatBank for 2016-2020,
% [11]

Analysis of expenses of JSC CB PrivatBank showed that interest expenses for
2016-2020 had a tendency to decrease. In contrast, commission, administrative and
other operating expenses tended to increase.

Thus, the results of 2020 are a reflection of the moderate impact of the
COVID-19 coronavirus pandemic and the realized opportunities for rapid adaptation
of the bank and its products to the new requirements of the market and customers. In
2021-2022, JSC CB PrivatBank plans to continue developing its products, offering
customers innovative services, improving the network and payment infrastructure,
actively developing lending, expanding the product offer for various segments, and

taking a balanced approach to risk assessment.
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Assets make up a significant part of banking operations and have one of the
primary values in the activity of banks, because they form their income. For the
purpose of detailed consideration of the structure and dynamics of the balance sheet

assets of JSC CB PrivatBank it is necessary to analyze the data given in the table. 2.2.

Table 2.2
Structure of assets of JSC CB PrivatBank, min. UAH
Indicator Year

2016 2017 2018 2019 2020
Cash and cash equivalents and 30159 | 25296 (27360 |45894 |49911
mandatory reserves
Indebtedness of banks 2410 4516 - 27118 25059
Loans and advances to customers 43583 | 38335 50140 59544 55021
Embedded derivative financial assets 27044 |34336 | - - -
Investment securities for the future 64409 |90354 |- - -
sales
Investment securities held to maturity - 36322 |- - -
Investment securities at fair value through | - - 86244 | 84680
proﬁt or 100750
loss
Investment securities for - - 79299 | 66602
at fair value through other comprehensive 119196
income
Investment securities for - - 14538 875 1715
amortized cost
Advance payment from the current tax on 181 184 184 2257 6660
profit
Investments in subsidiaries and associates 433 30 30 155 30
the company
Investment real estate 1358 579 3340 3379 2933
Premises, improvement of leased property, [ 3956 3326 3793 4764
equipment and 5894
intangible assets
Other financial assets 229 490 2743 2210 3448
Other assets 9585 9652 8899 9285 8900
Property transferred to the ownership of the | 21836 | 11268 1361 1244 1228
bank as
pledge holder
Assets held for sale - 117 117 - 32
Total assets 205183 | 254805 | 278048 | 309723 | 382525
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At the beginning of 2020, about 50% of the assets of JSC CB PrivatBank were
represented by securities in the form of bonds of the domestic state loan of Ukraine
(OVDP), the majority of which appeared at the bank after nationalization due to the
replacement of non-performing loans. In Ukraine, OVDP, as government securities,
are identified as assets with the lowest degree of risk, therefore, even in the presence
of a loan portfolio of poor quality, in general, the quality of the bank's assets can be
considered quite suitable to ensure its continuous operation and satisfy the demand
from customers for financial liquidity .

In the table 2.3 shows the financial indicators and rating of JSC CB PrivatBank
for 2016-2020. The rating assessment of financial assets of JSC CB PrivatBank
according to the liquidity criterion is determined by the following indicators (Table
2.3).

Stages of assessment of financial assets of JSC CB PrivatBank according to the
criterion of liquidity: verification of compliance with established indicators and
norms of bank liquidity; expert evaluation according to the given criteria [14].

Table 2.3
Financial indicators and rating of JSC CB PrivatBank [11]

Correlatio | Rati
Assets, Total Profitabi | Interest Ratio of | nloans and | ng,
thousand, | liquidity of | litycapit | margin, % | expenses | deposits, %
UAH (X1) | liabilities, al, % (X4) and % (X6) Y)
Year % (X2) (X3) income,
% (X5)
2016 205183 1.00 - 1.90 1.13 0.22 7
2017 254805 1.11 - 2.40 1.33 0.18 7
2018 278048 1.13 0.41 6.02 2.20 0.22 5
2019 309723 1.21 0.60 6.35 1.72 0.25 3
2020 382525 1.16 0.46 5.65 2.81 0.24 3

The rating system makes it possible to evaluate all the factors by which the
financial condition and quality of operations of each banking institution are

evaluated. Each component of the rating system is evaluated on a five-point scale,
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where a score of "1" is the highest and a score of "5" is the lowest. The performed
indicator of the bank rating showed that since 2018 JSC CB PrivatBank belongs to a
strong state - less than 5%, i.e. rating 1 (strong): high level of liquid assets; a liquidity
indicator that exceeds all established norms is constantly maintained; high level of
funds raised in the form of basic deposits; the ability to quickly attract funds for a
moderate fee; liquidity ratios are better than those of other banks.

Let's consider the structure of liabilities of JSC CB PrivatBank, which is
presented in the table. 2.4.

Table 2.4
The structure of liabilities of JSC CB PrivatBank, mln. UAH
Indicator Year

2016 2017 2018 2019 2020
Debt to the NBU 18047 12394 [ 9817 7721 -
Indebtedness to banks and others 2667 234 195 201 2
financial organizations
Client funds 181133 212750 231055 | 240621 | 312708
Issued debt securities 2 2 2 - -
Obligations of the lessee from leasing - - - 1748 1855
Deferred tax liability on 94 106 136 121 146
profit
Other financial obligations 4000 4397 2247 1522 2907
Reserves and non-financial liabilities 122 129 3132 3260 12082
In total 206065 230012 | 246584 | 255194 | 329700

As of December 31, 2019 and 2018, interest rate for tranches of long-term
refinancing loans by the NBU ranged from 14.25% to 16% per year. According to the
terms of the NBU refinancing loan agreements as of December 31, 2019 and 2018,
the repayment terms for the remaining tranches fell from May 2016 to February 2017.
In December 2018, the bank signed a framework credit agreement and a framework
credit repo agreement with the NBU for a period of 10 years, which allows the bank
to receive refinancing, overnight, repo loans secured by government securities if
necessary [11].

During the nationalization of the bank, in December 2016, liabilities were
converted into bank capital in the amount of 10,934 million. UAH customer funds,

10,721 min. UAH issued Eurobonds and 7,783 min. UAH subordinated debt.
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In general, the management of assets and liabilities of JSC CB PrivatBank is
aimed at obtaining the maximum profit from conducting banking operations while
ensuring the fulfillment of obligations on time and in full.

In 2020, in connection with the impact of the COVID-19 pandemic, JSC CB
PrivatBank revised the approaches to the assessment and classification of assets, as
well as the assessment of possible credit losses and the size of required reserves.
During 2020, JSC CB PrivatBank, in accordance with the NBU's recommendations,
offered various debt restructuring options (including credit holidays) to borrowers
affected by quarantine restrictions. Such borrowers, taking into account the presence
of signs of increased risk, were classified for the purpose of assessing reserves for
expected credit losses with an assessment of credit losses within the term of the loan
(assets with a significant deterioration in quality but without signs of default).

Therefore, it is possible to highly evaluate the financial results of JSC CB
PrivatBank, which allow it to increase the amount of equity capital and reduce
dependence on the support of the shareholder - the State of Ukraine represented by
the Ministry of Finance. The priority directions in the activities of JSC CB
PrivatBank were and remain the improvement of the quality of customer service
processes, with mandatory compliance with the requirements of the law, the
development of lending while maintaining the high quality of the loan portfolio, the
improvement and development of banking products/services, and the optimization of

the infrastructure.

2.2. Analysis of the structure and dynamics of the credit portfolio in the context

of forecasting the Bank's credit risks

The mechanism for implementing the credit policy of a banking institution
includes the construction of an organizational structure and the organization of the
process of managing the bank's credit portfolio. The structure of the credit division of
a banking institution is a part of the bank's divisions that ensure its credit activity and

employees who are endowed with certain rights and obligations, and are also
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responsible for the quality of the performed

work The largest part of the income comes to the banking institution precisely
at the expense of credit operations, and therefore the construction of such an
organizational structure of the credit division, which would be the most effective in
managing the bank's credit portfolio, is an extremely important direction.

Ensuring the banking institution's profit from credit operations, as well as the
effective allocation of credit resources are the main tasks in the implementation of the
credit policy of commercial banks of Ukraine. However, in order to achieve these
tasks, it is necessary not only to develop an effective credit policy, but also to
organize the credit process in a banking institution in such a way that all progressive
assets of credit policy are used in the management of the credit portfolio.

Lending is an important source of income and an important component of JSC
CB PrivatBank relations with clients. Achieving success in banking requires high
quality and efficiency in identifying, assessing and monitoring lending risks. Credit
policy of JSC CB

PrivatBank and uniform standards implemented in all divisions of the bank are
designed to provide an appropriate environment for effective credit risk management
[15].

The main objective of the credit policy of JSC CB PrivatBank is to determine
the main principles of the credit process and credit risk management in the bank. The
main functions of the bank's credit policy are: establishment of the bank's general
approach to accepting credit risks; determination of basic principles and standards of
credit activity; establishment of responsibilities and powers of bank employees at
each stage of the credit process; providing a comprehensive approach to risk
management.

The credit policy establishes the general approach of JSC CB PrivatBank to
accepting credit risks, it defines the basic principles and standards of credit activity,
the responsibility and authority of bank employees at each stage of the credit process
and provides a comprehensive approach to risk management, which ultimately

guarantees the most rational use of the bank's resources. By establishing a clear
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connection between credit policy and business strategy, the bank lays the foundations
for long-term success in banking [15].

JSC CB PrivatBank sets high standards for its employees, in particular, in the
area of accepting credit risks, employees are required to have a high level of personal
effort and honesty [15].

The bank's target customers are legal entities and individuals (and/or groups of
individuals, as defined in Table 2.5 of the credit policy) to whom the bank offers
credit products.

The Management Board of JSC CB PrivatBank is responsible for the
implementation of the credit policy, namely: the coordination of the implementation
of the credit policy, including the development, approval and implementation of the
necessary procedures for the implementation of the credit policy; ensuring the
conditions necessary for the implementation of the policy, providing financial
resources, attracting qualified employees, organizing and reviewing the
implementation of the policy; familiarization of the bank's employees with the bank's
policy and related procedures; understanding and compliance of bank employees with
the credit policy; responsibility of employees for non-compliance with the bank's
policy and related procedures; provision of conditions for maintaining a high level of
technological support/infrastructure of IT systems, timely provision of financial
resources, hiring of qualified IT employees, in order to ensure analysis and
monitoring of risks using integrated systems [15].

Funding currency: legal entities — hryvnia, US dollar, euro; natural persons -
hryvnia. Target industries for financing: agriculture and related industries; retail trade;
wholesale; manufacturers of consumer goods; infrastructure and transport (other
industries may be considered subject to an acceptable structure of the agreement and
the quality of the counterparty).

The main sections of the credit policy of JSC CB PrivatBank include: clients
and products; financing currency; target industries for financing; adoption of
innovations and changes; processing of exceptional situations; basic principles of

lending; organization of credit process; minimum requirements for potential
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borrowers; minimum credit agreement standards; credit powers; credit monitoring;
economic measures in dealing with problematic loans; reporting

The main goal of managing the credit portfolio of JSC CB PrivatBank is to
achieve the bank's planned profit level, this main goal is divided into separate
sub-goals aimed at: attraction of new customers; maximum realization of the
potential of relations with each existing client; obtaining income adequate to the

accepted risks.

Table 2.5
The main types of loan products JSC CB PrivatBank [15]
Legal entities and/or physical persons-entrepreneurs Physical persons
Loan type The maximum is | Loan typ The maximum is
acceptable acceptable
term term
1. Loans in current activity: 1. Unsecured loans:
- current overdraft score; - credit cards;
- top-up credit working capital; - consumer loans. 2
- guarantees, guarantees; ) 2. Secured loans:
- a loan secured by a deposit; - mortgage; 20
- trade financing. - financing 5
cars, incl. in leasing;
2. Investment financing: - secured loan 1
deposit;
- financial leasing; 5 - collateral financing 5
- investment loan. real estate

Thus, the management of the credit portfolio of JSC CB PrivatBank has a dual
approach: management at the level of a separate operation, taking into account the
risk associated with it; management of the general characteristics of the loan portfolio
by using restrictions of individual segments, namely: setting restrictions for industries
or regions (becomes especially relevant during the period of active expansion of the

loan portfolio) [15].
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Fig. 2.3. Basic principles of lending JSC CB PrivatBank [15] Subdivisions of

JSC CB PrivatBank involved in the lending process:

1. Risk Management Unit (quantitative, qualitative analysis and assessment

of risks that the bank is exposed to in the course of credit operations; control over the

adequacy of reserves for the bank's credit operations; assessment of creditworthiness

and confirmation of the financial condition of the borrower (guarantor); verification

of the completeness of the package of documents for the credit analysis, organization

of credit monitoring, participates in the development of strategic parameters of the

bank's loan portfolio, quality goals and guidelines for Business divisions; the head of
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the Risk Management department is responsible for the current development and

relevance of the bank's credit policy.

Current relationship management Engagement and consultation

Y

Joint responsibility of emplovees of
Business units and the risk
management unit

L J

Implementation of the lending Collection of information, analysis
decision and decision on lending

F

Fig. 2.4. Organization of the credit process JSC CB PrivatBank [15]

2. The credit committee approves the collateral structure, coverage ratios
and other collateral parameters contained in the loan application.

3. The legal enforcement unit is responsible for the authenticity and
enforceability of legal documentation.

4. The security service is responsible for analyzing the client's business
reputation and, in cases where the bank accepts significant risks (defined by separate
documents of the bank), the business reputation of persons related to the client.

5. The bank's back office is responsible for ensuring that all conditions of
the approved loan are properly reflected in the contractual documents and in the
bank's information systems.

6. Subdivisions of the collection [15].

The main prerequisites for each decision on granting a loan are comprehensive
information about the client, his activities and the state of the industry. In particular,
Business units must understand the following information about the client: natural
person - social stability; material condition; credit history; legal entity or individual

entrepreneur - key products and services of the client and
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substitute products; main counterparties, namely suppliers and buyers and

competitors in the market; the client's economic sector, the state and trends of the

industry, key success factors, individual risks; the level of the client's business
reputation; organizational structure of the client.

Constant monitoring of the granted loans in order to ensure timely detection of
changes in creditworthiness and increase in the degree of risk should be carried out in
the context of the analysis of the financial condition of the client of JSC CB
PrivatBank, compliance with the terms of credit agreements and other contracts.
There are the following areas of monitoring: monitoring of the client's financial
condition; monitoring of account turnover; provision monitoring; monitoring the
client's business and reputation; monitoring; monitoring of deadlines. Monitoring
methods: verification of documents (financial statements and others) provided by the
client on a periodic basis; collection and analysis of information received from other
sources, such as the press, internal banking information, information from third
parties - business partners, competitors, etc.; periodic meetings with management
and/or client representatives; regular visits to the premises of the client and/or
guarantor (guarantor) to check the assets they own (including assets pledged as
collateral). The monitoring system has two levels: the level of direct contact with the
client and the level of intra-bank independent control, which are performed
respectively by the employees of Business divisions and the employees of Risk
Management. The main principle of this scheme is that only the employees of
Business units should communicate directly with the client, and the employees of
Risk Management should contact the client only in exceptional cases [15].

Minimum credit agreement standards of JSC CB PrivatBank: the subject of the
agreement, which determines the main features of the loan, in particular: the amount
of the loan, the term for which the loan is granted, the interest rate, the amount of
commissions; the purpose of obtaining a loan; terms and conditions of granting
credit; loan granting procedure; terms and conditions of repayment (or extension) of
the loan; terms and procedure for payment of interest for credit use; terms and

procedure for payment of commissions, penalties and other payments; statements,
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guarantees, additional terms and mutual obligations of the parties; a list of
information required from the client in accordance with legal and regulatory
requirements; reference to the list of security, if any; a list of events, in the event of
which the bank may issue a decision on termination of lending, early repayment of
the loan, collection of collateral and other sanctions; jurisdiction and dispute
resolution procedure; official details of the parties [15].

The main economic measures used in dealing with problem loans of JSC CB
PrivatBank are the following: revision (change) of the borrower's cash flow forecasts;
protective measures to mitigate or minimize losses; changes in the client's policy and
management; credit transaction restructuring; when the restructuring cannot prevent
the potential losses of JSC CB PrivatBank, the bank must take measures for the early
termination of the lending operation; sale of other assets of the client (through the
court or by agreement with the client); initiation of bankruptcy proceedings.

In order to implement operational control over the credit portfolio of JSC CB
PrivatBank and perform supervisory functions required by the NBU, Risk
Management conducts analysis and evaluation of the quality of the credit portfolio on
a periodic basis. The results of such analysis are considered at all levels of
management with mandatory reporting to the Credit Committee, the Asset and
Liability Management Committee, the Risk Management Committee and the Bank's
Management Board for management decisions.

The banking portfolio in the economic literature is defined as a set of assets
and liabilities of the bank, which, respectively, consists of a portfolio of active and
passive operations of the bank. Active transactions by banking institutions are the
most important source of profit, because they bring more than 90% of the total
income to the bank. Thus, credit operations make up the majority of the bank's
portfolio of active operations and are integral object of management, which is
characterized by its specific features [16, p. 125].

A loan portfolio is a tool for managing the active operations of a banking
institution, the purpose of which is to increase profits and operational efficiency,

which is achieved by providing loans in various areas of lending, taking into account
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the requirements of the bank's credit policy and banking supervision authorities.
Depending on the goal, the bank forms a loan portfolio of a certain type, which is a
characteristic based on the ratio of profit and risk.

A risk portfolio is characterized by an increased level of profitability at a high
level of risk, while an income portfolio has a lower level of profit, but credit risks are
minimal. A balanced loan portfolio is a set of bank loans and has a structure and
financial characteristics that are within the limits of choosing the most effective
solution for combining risk and profitability [17].

The main tasks of forming a credit portfolio are: a high rate of expected income
in the long term; minimizing the level of risks loan portfolio; compliance with the
necessary liquidity of the credit portfolio; high level of income in the current period
[18, p. 60].

So, the loan portfolio interconnects three key aspects of banking activity -
profitability, liquidity and risk.

The process of forming a credit portfolio of a banking institution is determined
in three stages: Stage I — determination of general provisions and goals of credit
policy, creation of credit operations management apparatus; II stage — selection of
specific lending objects for their inclusion in the loan portfolio; Stage III — analysis of
the state of the credit portfolio and operational management of detected deviations
from the optimal state [19].

Therefore, during the formation of the optimal credit portfolio, it is necessary
to set the goal of implementing the developed credit policy by selecting the most
effective and reliable credit investments. Constant analysis of the loan portfolio
makes it possible to choose a rational option for the allocation of resources, the
directions of the bank's credit policy, to reduce risk by diversifying credit
investments, to make a decision on the feasibility of providing loans to clients [19].

Credit operations are the most important source of the bank's profit, however,
in connection with the recent increase in cases of non-return of loans (during the
global pandemic), these operations endanger the stability and stability of the bank as

a whole. Therefore, the quality of the bank's loan portfolio means the formation of
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such a structure that would ensure the proper level of its liquidity and the maximum
level of profitability of the banking institution with a minimum level of credit risk
[20, p. 93]. The level of credit risk is determined by the size of financial losses as a
result of non-return (late return) of the principal debt by the borrower and
non-payment of interest on the loan (Table 2.6).

All of these credit risk factors can have the following negative consequences: a
decrease in the quality of the credit portfolio; loss of principal and interest; costs of

managing problem loans; loss of reputation; loss of capital; increase in reservation.

Table 2.6
Classification of credit risk factors of banking institutions [21, p. 20]
Groups of factors Types of factors
- regulatory and legislative regulation of the activity of banking
institutions;
Factors inherent in the | - regulatory and legislative regulation of the borrower's activity;
external environment in | - state of economic development;
relation to  banking | - the situation of demand for credit resources and their supply on
institutions and | the financial and credit market;
counterparties - the level of competition between banking institutions and
counterparties;

- political situation in the country;
- force majeure circumstances (pandemic, natural disasters,
military operations, etc.).

- excessive concentration of the loan portfolio;

Internal  bankingcredit | - excessive diversification of the loan portfolio;

risk factors - lack of effective methods of assessment and regulation of credit
risks by stages of the credit process;

- inadequate assessment of the impact of credit risk factors;

- low qualification level, competence and work experience of

specialists.
Factors inherent in the | - reputation of the borrower;
borrower's activity - borrower's capital;

- the borrower's ability to successfully conduct business;
- creditworthiness of the borrower;
- liquidity of loan collateral.

Therefore, in order to identify reserves for improving the efficiency of credit
activity, provided the planned level of profitability and the permissible level of risk,
banks conduct an analysis of the loan portfolio, which is carried out in two directions:
analysis of the structure and dynamics of the loan portfolio (by terms of lending,

currency of loans, types of loan products, sectors of the economy , risk level, etc.) and
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qualitative analysis of the credit portfolio (assessment of the risk and profitability of
the credit portfolio) [20, p. 93].

Therefore, on the basis of this analysis, the bank's management forms an
effective loan portfolio and makes decisions on changing its structure in order to
increase the return on investments and optimize the repayment of loans, which affects
the bank's liquidity and profitability. The current state of the credit portfolio of JSC
CB PrivatBank for 2018-2020 is shown in the table 2.7, which shows that there was a
clear upward trend during the analyzed period volume of lending, which is a positive
factor, because lending is the main source of profit for the bank. Thus, in 2017, the
volume of loans issued by the bank amounted to 237,181 million. hryvnias, in 2019 -
296,043 thousand UAH In 2020, the amount of loans issued decreased by 63,271
million. hryvnias, the rate of increase was -21.37% (in the first days of the quarantine,
a noticeable outflow of funds of individuals began, such a reaction of customers is
typical in conditions of uncertainty).

Table 2.7

Dynamics and structure of the loan portfolio of JSC CB PrivatBank [11]

Indicator 2018 2019 2020
Assets, million UAH 278048 | 309723 | 382525
Growth rate, % 9,12 11.39 23.51
Loans granted (total amount), min. UAH 291936 | 296043 | 232772
Growth rate, % 23.01 1.41 -21.37
Loans granted (minus reserve for expected credit losses), 50140 | 59544 [55021
million UAH

Specific weight of loans in bank assets, % 18.03 19,22 14.38
Loans granted to legal entities, mIn. UAH 5648 6250 5509
Growth rate, % 69,61 10.66 -11.86
Loans granted to individuals, min. UAH 63434 | 68253 | 53839
Growth rate, % 45.65 7.60 -21,12
Loans to small and medium businesses 8251 8555 6859
(SMEs), min. UAH

Growth rate, % 95.99 3.68 -19.82
Loans and receivables by financial 212795 | 210579 | 164332
leasing managed as a separate portfolio

Accounts receivable under financial leasing 1612 2312 2157
Purchased/created impaired loans 196 94 76
Overdue loan debt, min. UAH 232000 | 228467 | 179175
The specific weight of overdue loans in the loan portfolio, 79.47 77.17 76,97
%
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Growth rate, % 27,28 -1.52 -21.58
Loan reserves, min. UAH 241796 | 236499 | 177751
Growth rate, % 21.60 -2.19 -24 .84

Analyzing the table. 2.8, it can be seen that over the entire period of analysis,
the total assets of JSC CB PrivatBank increased by 50.79% and amounted to 382,525
million by the end of 2020. UAH A high share of loans in the bank's assets (in 2020,
up to 60%) and a significant increase in the amount of overdue debt led to a
significant increase in reserves for credit transactions.

Table data 2.8 indicate that for the period of 2018-2020, loans managed as a
separate portfolio, which include non-performing loans that were issued before
December 19, 2016, 1.e. before the bank transitioned into a state-owned bank, have
the largest share in the overall structure of the bank's assets property. As of
12/31/2020, their share is 70.60%, which is 2.29% less compared to 2018. JSC CB
PrivatBank should gradually get rid of these assets and restructure them, because in
fact this article increases the credit burden, not increasing the bank's income. The
share of this portfolio in the overall structure of assets has a tendency to decrease,
because the bank continues to increase lending to legal entities and individuals, which
indicates an improvement in the structure of the bank's loan portfolio due to the use
of effective credit management tools.

In 2020, the loan portfolio of JSC CB PrivatBank increased by 9.73%: from
50,140 mln. UAH as of 12/31/2018 to 55,021 million UAH as of December 31, 2020,
primarily due to a decrease in loans granted to individuals by 21.12%, loans granted
to legal entities by 11.86%, and loans granted to small and medium-sized businesses
by 19.82%.

The largest increase in the volume of the bank's loan portfolio was observed in
lending to individuals - in 2020 compared to 2017 (43,552 million UAH) by 10,287
million. UAH A slow growth rate is observed in lending to legal entities - in 2020,
compared to 2018, it was

-2.46% (the decrease in loans provided by banks is observed in almost all

sectors of the economy. The total loan portfolio of Ukrainian banks decreased by 13%
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in 2020, the largest decrease was in lending to the basic and infrastructural sectors of
the economy: mining (-31%), processing (-16 %), construction (—18%), transport
(—21%) [22].

In 2018, the increase in requirements for borrowers and the strengthening of
JSC CB PrivatBank's risk assessment work restrained the growth of overdue loans.
During the year, the dynamics of overdue loans varied, but in general, according to
the results of 2020, the volume of overdue debt of borrowers decreased by 21.58%
and amounted to 179,175 million. UAH (Fig. 2.5).
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Fig. 2.5. Dynamics of loan portfolio volumes and overdue debt of JSC CB
PrivatBank [11]

In 2020, loans to clients that JSC CB PrivatBank had written off at the expense
of reserves in previous years were reimbursed in the total amount of 256 million.
UAH (in 2019 — 338 million hryvnias) including compensation of 180 million
hryvnias. UAH by credit cards (233 million hryvnias in 2019), 73 million hryvnias
UAH for loans to legal entities (in 2019 — 100 million hryvnias) and 3 million
hryvnias UAH for loans to small and medium-sized enterprises (in 2019 - UAH 5
million). The amount of compensation was recognized directly in profit or loss as part

of allowances for impairment of loans.
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As can be seen from the table 2.8, in 2020, there is a steady trend towards an

increase in the share of overdue loans in the loan portfolio of JSC CB PrivatBank.

Also, conclusions can be drawn about the level of problems of the bank's credit

portfolio based on the amount of reserves formed to compensate for possible losses

on credit operations.

Indicators of the credit portfolio of JSC CB PrivatBank according to its quality

component in 2020 is presented in the table 2.8.

2020, million UAH [11]

Table 2.8
Indicators of the credit portfolio of JSC CB PrivatBank by creditquality in

Loans Loans to individuals
and Loans
receivabl | to
es under | legal
finance entiti
leases es
Indicator managed In total
as Loans
a Credit | Mort | for Cons | Other | SMEs [ Accoun
separate cards gage | the umer | loans ts
portfolio loans | purch | loans receiva
ase of ble
acar under
financi
al
leasing
Large loans - 1572 | - - - - - - 1572
borrowers
Credits 3 1990 | - - - - - 1497 | 387 3877
average
borrowers
Small loans - 84 - - - - - 3190 | 215 3489
borrowers
Loans from 1 - 22 186 |- 1 8 - 21 238
up to 100 | -
million UAH
Credits are less 2 - 35311 [ 1517 | - 3416 | 9 - 703 40958
1 million UAH
Overdueless 1 470 11 - 6 - 18 16 522
than 30 -
days
Depreciated 164327 | 1371 | 4423 7324 | 35 71 111 1201 | 109 178972
loans
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Analyzing the table 2.9, it can be seen that the largest number of non-overdue
and non-impaired loans of JSC CB PrivatBank were granted to individuals for current
needs (credit cards), namely in the amount of 35,311 million. UAH, which is about
65.00% of the total amount of loans. The amount of loans issued to legal entities
(average borrowers) includes 3.62% of loans in the amount of 1,990 million. UAH,
legal entities (large borrowers) - 2.86%.

From the table 2.9, it can be seen that the largest number of loans overdue for
up to 31 days were granted to individuals for current needs, namely, the amount of
such loans is 470 million. UAH and this amounts to 90.38% of the total amount of
overdue loans of JSC CB PrivatBank. Among impaired loans issued to individuals,
most of them are those with a payment delay of more than 361 days - 5.98% of the
total amount of impaired loans, their amount is 10,480 million. UAH

Table 2.9

Indicators of the credit portfolio of JSC CB PrivatBank with excess and

insufficient collateral in 2020, mln. UAH [11]

Assets with surplus Assets with insufficient
collateral securit collateral security
Indicator Net book value | Fair value of | Net book | Fair value of
assets collateral value collateral
assets

Loans and receivables under
finance leases managed as 1974 3121 195 -
a separate portfolio

Loans to legal entities 3285 7736 794 4
Loans to individuals - 2231 9006 91 9
mortgage loans

Loans to individuals - 13 40 5 -
other loans

Loans to enterprises 2088 6375 2263 1
small and medium-sized

businesses (SMEs)

Accounts receivable for 1968 4684 20 9

financial leasing

The financial impact of collateral is shown by JSC CB PrivatBank by means of

separate disclosure of the value of collateral for financial assets, the value of
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collateral and other instruments for improving credit quality by which it is equal to or
exceeds the book value of the asset ("assets with excess collateral"), and financial
assets, the value of collateral and other instruments for improving credit quality,
which are less than the book value of the asset ("assets with insufficient collateral").
Mortgage loans are secured by relevant residential real estate, loans for the purchase
of a car are secured by relevant cars, loans to small and medium-sized businesses are
secured by relevant commercial real estate, equipment and cars for commercial
transportation (Table 2.10). To the table 2.10 credit card loans, consumer loans and
part of loans to small and medium-sized businesses in the amount of 1,155 million
are not included. hryvnias, since their provision does not require collateral security.

The structure of the loan portfolio of JSC CB PrivatBank by economic sectors

and areas of commercial activity is shown in the table. 2.10.
Table 2.10
The structure of the loan portfolio of JSC CB PrivatBank by sectors of the

economy and areas of commercial activity [11]

Indicator 2018 % 2019 % 2020, %
million million million
UAH UAH UAH
Loans and receivables under
finance leases managed as 212795 73 210579 71 164332 70
a separate portfolio
Loans to individuals 64284 22 69499 23 54967 24
Loans to legal entities
Agro-industrial complex and food | 2298 1 1942 1 1690 1
industry
Consumer goods 771 - 1192 - 1085 -
Other 3289 1 3858 1 3322 1
Loans to small and medium-sized enterprises (SMEs)
Agro-industrial complex and food | 1934 1 2316 1 2344 1
industry
Consumer goods 1240 - 1651 1 1419 1
Provision of household, 2664 1 2440 1 1337 1
individual and professional
services
Infrastructure 556 - 599 - 450 -
Other 2105 1 1967 1 1826 1
Total loans and advances 291936 100 296043 100 [ 232772 100
to customers, the total amount
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As of December 31, 2020, the total amount of loans to the 10 largest clients of
PrivatBank JSC, excluding those managed as a separate portfolio, amounted to 2,264
million. UAH (as of December 31, 2019 — UAH 2,191 million) or 3% of the total
amount of loans excluding those managed as separate portfolio (December 31, 2019 —
3%). The provision for expected credit losses related to these borrowers amounted to
986 million. UAH (as of December 31, 2019 — UAH 663 million).

Analysis of the table. 2.12 makes it possible to determine the branch
diversification of JSC CB PrivatBank. The largest volume of bank lending falls on
such sectors of the economy as individuals (23.61%), trade, repair of cars, household
goods and personal items, provision of financial services, except for insurance and
pension provision.

Thus, the theoretical foundations of the formation of a credit portfolio enable a
banking institution to recognize the negative aspects of placing loans, to expand or
restrain credit operations, to improve their structure, to determine the most
appropriate strategy for the bank in the implementation of credit policy, therefore,
during the analysis of the credit portfolio of JSC CB PrivatBank » for the years
2018-2020, both positive and negative moments were identified. But the observed
negative situation indicates the deterioration of the quality of the bank's credit
portfolio in connection with the decrease in the solvency of customers in the
conditions of the epidemiological situation in the country as a whole.

The main source of income for banks is profit from credit operations. In this
regard, the main problem facing the management of banks today is the effective
formation of the bank's loan portfolio, because its ineffective formation leads to an
increase in the risks of credit operations, which, in turn, leads to losses and the loss of

invested resources.
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2.3. Credit portfolio risk assessment model and calculation of the Bank's integral

credit risk index

For Ukraine, as well as for most countries of the world, 2020 has become a test
on sustainability, problems of the development of the country's economy, were caused
by the impact of the COVID-19 coronavirus pandemic. Thanks to the prompt
response of the NBU to the consequences of the pandemic, it was possible to preserve
the financial stability of the country and its national currency. To support the
economy during the crisis, the National Bank lowered the discount rate from 13.5%
to 6%, which allowed banks to lower interest rates on loans for businesses and
citizens.

According to United Nations estimates, since the beginning of the pandemic,
more than 80% of the population has lost income, and more than 40% of families
have lost at least one family member, which indicates a negative socio-economic
impact on the lives of the population and a significant economic downturn [ 24].

The coronavirus pandemic became a challenge for domestic banks, because it
forced them to quickly respond to changes in the economy and the behavior of
citizens. Quarantine restrictions in 2020 negatively affected the work of banking
institutions, their overall business activity decreased, demand for new loans and
banking services fell, and defaults on previously issued loans increased. All this had a
negative impact on the interest and commission income of banking institutions, the
growth of net interest income slowed down to the lowest rate in four years — 3.9%.

According to the chairman of the NBU, the level of capital, liquidity,
profitability and technological development of domestic banks allowed them to
adequately cope with the challenges of the pandemic [24].

Quarantine affected the pace of lending to both households - that is, ordinary
consumer loans - and the corporate sector. In March 2020, before the lockdown, loans
began to grow, after the announcement of strict quarantine regulations - stoppages of
business and transport - they fell, the demand for consumer loans fell, because there

was simply nothing to spend them on. Despite the overall decline in consumer loans,
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mortgage loans grew; by the end of 2020, the total volume of mortgage loans reached
521 million. UAH, which is 36% more compared to 2019. As for businesses, their
lending trends were similar to lending to households, but efforts were made to revive
them - for example, with the program subsidized loans at 5%, 7% and 9%, which
were developed for small businesses (up to 50 employees) with an annual income of
up to 50 million. UAH and medium-sized businesses (50-250 employees) with an
income of more than 50 mln. UAH In 2020, non-performing loans (NPL) continued
to be written off from balance sheets [25].

The pandemic and quarantine restrictions contributed to the fact that the
country's population began to more actively switch to non-cash payments and use
e-commerce services more often.

Despite the COVID-19 crisis, banks made a profit of 41.3 billion in 2020.
hryvnias, 29% less than in 2019 - 58.4 billion. hryvnias, more than 60% of the total
profit in 2020 was received by JSC CB PrivatBank [25].

Today, it is important and relevant to implement the latest credit portfolio
management tools, which will allow not only to reduce the total credit risk of the
bank portfolio and increase its profitability, but also to support the financial stability
and reliability of the banking institution.

The main parameters of the bank's credit portfolio are profitability and risk, and
the effectiveness of the credit strategy and general credit activity of the banking
institution is determined by the ratio of these indicators. The main goal of the process
of managing the credit portfolio of a banking institution is to ensure maximum
profitability at an acceptable level of risk.

The process of assessing the risk of the credit portfolio of JSC CB PrivatBank
must be carried out in three stages. At the first stage, it is proposed to use certain
indicators of the level of credit risk - indicators that are theoretically or empirically
related to the occurrence of credit risk, and which the bank chooses independently:
credit activity ratio; reserve adequacy ratio; credit quality ratio; ratio of overdue
loans; the maximum amount of risk per borrower (or a group of related borrowers);

the level of concentration of large credit risks; the level of credit risk concentration
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per insider; concentration level credit risks among insiders; the ratio of loans written

off from the reserve; profitability ratio of credit operations.

The main indicators of credit risk of JSC CB PrivatBank, % [11]

Table 2.11

the loan portfolio by the
bank's own capital

much own funds are accounted for
by one hryvnia of loans issued.
VC is the bank's own capital.

Indicator Calculation formula 2018 2019 2020
1 2 3 4 5
Credit activity ratio Ki=kp/A*100% 65-75%
KP — loan portfolio of the bank; A — | 104.99 95.58 60.85
total assets.
Ko=r/cP*100% 0.9-5%
Reserve adequacy ratio P is a reserve created on 82,83 79.89 | 76.36
compensation for losses on credit
transactions
Credit quality ratio Ks=c/ep*100 % 72.89 71.13 70.60
no more than 5%
BC - bad loans.
The ratio of overdue loans Ka=pcicp100 %
no more than 10% 77.30 76.66 76.56
PC - loans overdue for more than
30 calendar days.
The maximum amount of risk | Ks=standard H7 no more than 25% 6.26 16.64 962
per person
the borrower
Level of concentration K 6=Standard H8 0.00 32.04 0.00
large credit risks no more than 8 times the size of the
LCD
Level of concentration K7=Normal H9 no more than 5% 0.19 0.43 0.16
credit risks per insider
K8=sr/cp+100% 0.25-1.5%
Coefficient of write-offs from | SR - a write-off from the reserve
the reserve created to compensate for losses on | 5 99 1.79 25,24
credit operations
the bank
Ko=pp-Pv/KP*100 %
Profitability ratio of credit | not less than 1.4%. The upper limit | 5,74 6.64 9.28
operations value is 7.4.
PD — interest income of the bank;
PV - interest expenses of the bank.
The coefficient of coverage of | Kio=vcrer
not less than 50%. Shows how | 0.11 0.18 0.23

We propose to evaluate ten indicators that have a significant impact on the
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level of credit risk of JSC CB PrivatBank (Table 2.12). For calculation data from the
financial statements of JSC CB were used for the above indicators PrivatBank for
2018-2020.

For each of these indicators (Ki), there is an optimal value that is in a certain
interval and has a lower (LBi) and an upper (UBi) limit (it will allow to ensure the
identification of credit risks significant for the banking institution and a timely and
adequate impact on them. For K1 coefficients, K2, K8 and K9 optimal value is in the
range from LB>0 to UB. For coefficients K3-K7, the lower limit (LB) is equal to 0,
and the upper limit (UB) - the maximum permissible value. A clear definition of the
limits of the normative values of each indicator is necessary for the scoring of these
indicators, which is carried out at the second stage of risk assessment.

It i1s assumed that in order to simplify calculations by the bank, the values of
the LB and UB indicators are selected from the relevant database. In addition, it will
provide an opportunity to change the set of indicators and add others if the economic,
political or legal situation requires such changes.

Table 2.12

Source data for calculating credit risk indicators of JSC CB PrivatBank [11]

Indicator 2018 2019 2020
Total assets, mln. UAH 278048 309723 382525
Loan portfolio, mIn. UAH 291936 296043 232772
Reserve for credit risks, min. UAH 241796 236499 177751
Bad loans, UAH million 212795 210579 164332
Overdue loans, min. UAH 225676 226950 178208
Regulatory capital, min. UAH 19556 19223 35257
Standard H7, (%) 6.26 16.64 9.62
Standard HS, (%) 0.00 32.04 0.00
Standard H9, (%) 0.19 0.43 0.16
Write-off from the reserve, min. UAH 15456 5297 58748
Interest income, mln. UAH 30754 33841 33563
Interest expenses, min. UAH 14002 14174 11961
Own capital, mln. UAH 31464 54529 52825
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An important role in assessing the level of credit risk belongs to credit risk
standards, which aim to prevent excessive concentration of it in a banking institution.
Economic norms of the bank's activity, which proves The National Bank of Ukraine
is the basis of the system of limits established to limit and minimize the credit risk of
JSC CB PrivatBank. Over the course of 2018-2020, JSC CB PrivatBank's compliance
with all credit risk regulations is monitored.

At the second stage of credit risk assessment, a point assessment of each
calculated risk indicator is performed according to the developed algorithm.

Depending on whether the calculated indicator falls into the interval

optimal value, its scoring is carried out according to one of the  four
formulas:

Ri=100-100*(1-Ki/LBi), (2.1)
Ri=100-100*(1-UBi/Ki), (2.2)
Ri=100+100*(1-Ki/UBi), (2.3)
Ri=100+100*(1-[2*Ki-(LBi+UBi)|/UBi-LBi), (2.4)

where Ri is an indicator of the calculated number of points;

LBi is the lower limit of the optimal value of the risk indicator; UBI is the
upper limit of the optimal value of the risk indicator.

Using the algorithm, it can be determined that formula 2.1 is used to calculate
the K1 score (year 2020); formula 2.2 - for indicators K1 (2018-2019), K2
(2018-2020), K3 (2018-2020), K4 (2018-2020), K8 (2018-2020), K9 (2020) , K10
(2018-2020 years);

formula 2.3 — for indicators K5 (2018-2020), K6 (2018-2020), K7 (2018-

2020 years); formula 2.4 is used for K9 (2018, 2019 years). The calculation of
the score for each indicator in 2018-2020 is given in the table. 2.15.
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After calculation quantity points for everyone indicator necessary
proceed to the third stage of risk assessment, at which it is necessary to determine the
integral indicator of credit risk, as well as the degree of credit risk and its dynamics.
The integral indicator of credit risk (ICR) is defined as the sum of points,
weighted by weighting factors:
Ikr=>n 3 Ri*li (2.5)
where R1, R2, ... Rn are indicators oflglle calculated number of points; 11, 12, ...

In - weight of indicators;

n is the number of indicators.

The weighting coefficients of the indicators must be established by the method
of expert evaluations. Fifteen experts ranked 10 indicators of credit risk according to
the principle: the indicator that has the greatest impact on the overall risk of the credit
portfolio of JSC CB PrivatBank is equal to 10; the indicator that affects the least is
equal to 1, the ranks are not repeated. The null hypothesis 1s: HO="experts' opinions
are agreed", as an alternative: H1="experts' opinions differ significantly". The
experts' assessments are given in the table 2.13.

Table 2.13

Point assessment of credit risk indicators of JSC CB PrivatBank

Indicator The number of accrued

points (Ri)

2018 (2019 |2020
Credit activity coefficient, K1 71 78 94
Reserve adequacy ratio, K2 6 6 7
Loan quality ratio, K3 7 7 7
The ratio of overdue loans, K4 13 13 13
The maximum amount of risk per borrower, Ks 175 133 162
The level of concentration of large credit risks, Ke 200 72 200
The level of concentration of credit risks per insider, K7 196 191 197
Coefficient of withdrawals from the reserve, Ks 28 84 6
The profitability ratio of credit operations, Ko 155 125 80
Coverage ratio of classified own loans 0.22 0.36 0.46
capital of the bank, Kio

To assess the degree of consistency of experts' opinions, it is necessary to
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calculate the concordance coefficient (W):

W=8/Smax, (2.6)

where S is a variation relative to the average rank; Smax is the maximum value
of the variation.

The maximum value of the variation is calculated by the formula:

Smax=1/12m2(n3-n), (2.7)

where m is the number of ranked ranks (number of experts); n — number of
ranking objects (number of indicators). The maximum value of the variation is:

Smax=152*(103-10)/12=18562.5. (2.8)

Table 2.14
Assessments of experts regarding the impact of risk indicators on the aggregate

credit risk of JSC CB PrivatBank

Expert Evaluation of experts, dj
Ki Ko K3 K4 Ks Ke K7 Ks Ko Kio Sum
1 9 7 10 6 7 2 1 4 5 4 55
2 10 5 8 7 8 2 2 4 5 4 55
3 9 7 10 5 9 2 1 4 5 3 55
4 10 8 9 6 8 1 2 4 6 1 55
5 9 7 10 5 8 1 3 4 5 3 55
6 10 6 10 7 6 1 2 5 5 3 55
7 10 7 9 6 5 1 2 4 8 3 55
8 9 7 10 6 8 1 2 4 5 3 55
9 10 7 9 5 7 1 2 4 5 5 55
10 9 7 10 6 8 1 2 4 5 3 55
11 9 7 10 6 8 2 3 4 9 2 55
12 10 7 7 6 8 4 3 2 5 3 55
13 9 7 9 7 8 1 2 4 5 3 55
14 10 7 9 6 8 1 2 4 5 3 55
15 8 5 9 8 7 2 3 4 6 3 55
Sum 141 101 139 92 113 23 32 59 84 46 825
ranks
Summary 9 7 9 6 8 2 2 4 6 3 -
rank




63

S(R)=Y 15
dij
J i=1

Amount

deviation 58.5 | 185 | 56.5 9.5 30.5 | -59.5 | -50.5 | -23.5 1.5 | -36.5 -

ranks from

a, S(R)-a
J

Squares of

deviations, | 3422 | 342 | 3192 | 90 930 | 3540 | 2550 | 552 2 1332 | 15952

(S(R)-0)2
J

Coefficient variations relatively average rank is calculated by the formula:
S=>n (S(R)-0)2, (2.9)

j=1 J
where a is an indicator of the average sum of ranks.

The index of the average sum of ranks (o) is calculated as follows:

o=1/2m*(n+1). (2.10)

Let's calculate the index of the average sum of ranks for the table of expert

evaluations:

a=15%(10+1)/2=82.5. (2.11)

The table 2.15 shows that the coefficient of variation relative to the average
rank (S) i1s 15952.

Let's calculate the concordance coefficient:

W=15952/18562.5=0.86. (2.12)

The concordance coefficient takes values from 0 to 1. The larger the

concordance coefficient value, those higher degree consistency expert opinion.
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The calculated value of the concordance coefficient is 0.86, and therefore this
1s more than enough to accept the HO hypothesis about the agreement of experts'
opinions.
Based on the results of the expert assessment, it is possible to calculate the
values of the weighting coefficients for the credit risk indicators, which are necessary
for the calculation of the integral credit risk indicator of JSC CB PrivatBank.

The weighting factors are calculated according to the formula:

1j=S(R)/Spovn=) m dij/>m >n DJ

where dij is the assessment given by the i-th expert to the j-th indicator (i=1—,rY1_;
j=1,n); S(R) is the sum of ranks for the j-th indicator;

Spovn - the full sum of ranks.

According to the results of calculations, the total sum of ranks is Sfull=825
(table 2.15). Therefore, the weighting coefficients of the indicators have the following
values (Table 2.15).

Table 2.15
The value of the weighting coefficients of JSC credit risk indicatorsCB

PrivatBank

Experts Indicator Sum
Ki Ko K3 K4 Ks Ks K7 Ks Ko Kio

Weighting 0.17110.122 ] 0.168 | 0.112 [ 0.137 [ 0.028 [ 0.039 | 0.072 | 0.102 | 0.056 |1
factors,
1

Having calculated the score for each risk indicator and the weighting
coefficients of these indicators, it is possible to calculate the integral credit risk
indicator (ICR) and draw a conclusion about the degree of credit risk in JSC CB
PrivatBank. It is more expedient to use the calculation of the integral indicator to
assess credit risk in dynamics. Based on the comparison of the results of the ICR

assessment over several periods, it is possible to draw a conclusion about the trend of



changes in the level of credit risk of JSC CB PrivatBank.

Let's calculate the value of the integral indicator of credit risk of JSC CB
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PrivatBank for 2018, 2019 and 2020. For this, it is necessary to make an

assumption that the experts' assessments regarding the weight of each indicator

remained unchanged during these three years. The calculation of Ikr is given in the

table. 2.16.
Table 2.16
Calculation of the integral indicator of JSC credit riskCB PrivatBank
Indicator | Weig | 2018 2019 2020
ht Calculated Weighte | Calculated | Weighte | Calculated | Weighte
points d points d points d
points points points
Ki 0.171 [ 71 12,14 78 13.34 94 16.07
Ko 0.122 [ 6 0.73 6 0.73 7 0.85
K3 0.168 [ 7 1.18 7 1.18 7 1.18
K4 0.112 [ 13 1.46 13 1.46 13 1.46
Ks 0.137 [ 175 23.98 133 18,22 162 22,19
Ke 0.028 | 200 5.60 72 2.02 200 5.60
K7 0.039 | 196 7.64 191 7.45 197 7.68
Ks 0.072 | 28 2.02 84 6.05 6 0.43
Ko 0.102 [ 155 15.81 125 12.75 80 8,16
Kio 0.056 [ 0.22 0.01 0.36 0.02 0.46 0.03
Sum 1 70.56 63.21 63.65

The total amount of points calculated for the indicators, weighted by the

weighting factors, makes up the integral indicator of credit risk. In 2018, Ikr was

70.56 points; in 2019 — 63.21 points; in 2020 — 63.65 points. The dynamics of the

integral indicator of the credit Bank is shown in fig. 2.6.
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Fig. 2.6. Integral indicator of credit risk of JSC CB PrivatBank

To assess the degree of credit risk, the result of the calculation of Ikr should be




66
considered as follows: the value of Ikr=100 corresponds to the indicators of the
bank's activity, which are equal to the established critical limits of the limit values.
The greater the value of Ikr exceeds the limit of 100 points, the lower the degree of
risk observed in the bank. Conversely, if the indicator is significantly less than 100
points, this indicates a high level of credit risk.

Therefore, based on the results of the evaluation of the integral indicator, it can
be concluded that during the analyzed period there is a high level of credit risk of JSC
CB PrivatBank.
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CHAPTER 3
DIRECTIONS OF INCREASING THE EFFICIENCY OF FORMULATION
AND IMPLEMENTATION OF THE CREDIT POLICY OF JSC CB PRIVATBANK

3.1. Using an anticipatory approach to monitore and minimize the Bank's

credit risks

One of the reasons for insufficient control of credit risk is the bank's
non-compliance with the principle of prevention, which provides for the early
implementation of control in order to prevent the occurrence of significant deviations
of the actual level of credit risk from established norms.

In recent years, digitalization has become one of the current trends of the world
economy, and has shown itself to be the most important factor in the economic
growth of almost every country in the world. Digital technologies have long affected
any sphere of activity, including the banking sector, they greatly facilitate the work of
banking institutions and are a guarantee of their long-term development. Given that
digitization has long been a trend in the banking sector, it was last year that all
banking institutions were able to truly appreciate the real advantages of the new
format of customer service. Ukrainian digital banking could develop in the shadow of
classical banking for a long time, but the global pandemic of COVID-19 changed all
plans and became a kind of driver for the accelerated digital transformation of the
banking business. During the strict quarantine restrictions, a large number of
customers of banking institutions preferred remote service. Most banks managed to
expand the bandwidth of their own digital channels and increase the reliability of
online services for customers in a short time. Various mobile products began to gain
popularity among the population [1].

The consequences of the pandemic and quarantine restrictions have worsened
people's lives. Decrease in solvency and deterioration of consumer sentiment as well
also affected credit demand, which is held back by a sharp drop in the consumption of

services and many groups of goods, primarily durable goods [2].
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So, today the pace of lending tends to slow down, banks take into account the
risks of non-return of funds, and the reduction of the interest rate, although it plays a
certain role, but in the general background is not too big. After the easing of the
quarantine, hryvnia retail lending was the first (and only) to recover, but so far its
rates lag behind the pre-crisis level [2].

The negative consequences of the current crisis caused by the COVID-19
pandemic may occur in the coming year. The key threats facing banking institutions
are a decrease in demand for banking services and a deterioration in the quality of
loan servicing. In such conditions, a simplified approach to the bank's credit risk
management mechanism, based mainly on credit risk assessment, regulation and
control measures, is not effective enough.

Today, a rather urgent problem for commercial banks in the issue of credit risk
control is the ability to determine in advance all possible changes in risk positions in
the early stages of their occurrence and predict (forecast) the most likely ways of their
development based on changes in the external and internal environment of the bank's
functioning, as well as , most importantly, to develop an optimal set of preventive
measures that will make it possible to effectively prevent the onset of potential
negative phenomena. An integral component of the bank's set of preventive measures
is the definition of criteria for assessing the creditworthiness of its potential
borrowers, on the basis of which a methodology for determining the borrower's
reliability class should be formed, which involves taking into account factors
influencing the financial and economic activity of a subjective nature, in particular,
such as: efficiency management of the borrower, its market position and dependence
on cyclical and structural changes in the economy and industry, management

professionalism, business reputation, repayment history credit
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debts For the effective implementation of the task of rational formation of the credit
policy of JSC CB PrivatBank and its successful implementation, it is possible to
propose a comprehensive approach to credit risk management in the bank as part of

the overall system of risk assessment and management (Fig. 3.1).
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Fig. 3.1. Comprehensive approach to credit risk management of JSC CB
PrivatBank (improved on the basis of [5])
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Analyzing fig. 3.1, it can be seen that the rate of return of loans and income
from them (credit risk) is first assessed. JSC CB PrivatBank plans this parameter
based on the study of internal factors, and also takes into account factors that do not
depend on its activity (forecast macroeconomic indicators, changes in the regulatory
framework, trends in national and global financial markets) [5, p. 14]. Next, JSC CB
PrivatBank plans the structure and volume of placement and attraction of funds,
taking into account justified market and balance sheet restrictions. At the next stage,
interest income, equity value, and liquidity are calculated depending on changes in
planned and forecast indicators, namely: asset quality (credit risk), interest rates
(interest rate risk), and currency rates (currency risk). In the process of calculations,
the risk of a drop in the level of liquidity is also determined, if the obtained values of
the above calculated indicators and the risks associated with them do not meet the
bank's goals, it is necessary to repeat the entire cycle of the algorithm given in the
algorithm taking into account the obtained results [5, p. 14].

On this basis, it is necessary to implement an anticipatory approach to the
control of the bank's credit risk.

In the work of R.A. Rudensky stated that this type of management involves
recognizing internal and external events, modeling their further development, and
forming a set of warning reactions in order to make an optimal management decision.
Since, in the conditions of the occurrence of unpredictable events, the probability of
applying one forecast is quite low, the development of a set of forecasts or scenarios
is of great importance, according to the scientist [3, p. 248].

Such English authors as James Morrison and William Ashley indicate that
anticipatory management is a systematic process that involves the use of modern
methods of information collection, new models of management decision-making, as
well as methods of evaluating the obtained results [4].

Thus, anticipatory management should be understood as a purposeful activity
that involves the early identification of potential threats to the external and internal
environment based on weak signals and the formation of a multivariate scenario

based on this, which reflects a set of probable ways of development of possible
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events and a set of alternative measures adequate to them, with the aim making the
optimal management decision aimed at overcoming threats or using the opportunities
of operating conditions.

The use of an anticipatory approach to the control and minimization of the
bank's credit risk leads to significant advantages, because: in the dynamic
environment of the operation of commercial banks, it increases the time resources of
the subjects of credit risk control for making management decisions due to the
occurrence of a significant time lag between the first signs of the manifestation of
potential changes in the bank's risk positions of the phenomenon and its specific real
impact; reduces the level of uncertainty of the banking institution's functioning
conditions, as it is designed to identify and adequately process weak, vague
informational signals of the occurrence of potential phenomena and predict the
directions of their development; improves the information support of the credit risk
management apparatus from the point of view of reducing the risk of incomplete
coverage of data, etc.

For commercial banks, the ability to recognize any potential phenomena of the
operating environment, which may lead to a change in the level of credit risk, in the
early stages of their occurrence in order to further interpret them, determine their
possible impact on the implementation of the bank's credit policy, is of particular
importance. In this context, the application of the principle of anticipation is designed
to solve these tasks, as it is aimed at anticipating all opportunities and threats that
arise in the implementation of credit activities, on the basis of early identification,
analysis and prediction of their likely development trajectories.

Anticipatory management does not replace any function of credit risk
management, but only offers a new approach to management from the position of
anticipating potential changes in the operating environment.

In view of the above, it is necessary to highlight the main characteristic
features of the anticipatory approach to control and minimization of credit risk:

- preemptiveness — an approach aimed at anticipating any likely changes

in the operating environment of a commercial bank, which potentially affect the level



73
of credit risk, by means of the formation and implementation of appropriate early
measures;

- systematicity — the application of the anticipatory approach is carried out
on an ongoing basis in order to ensure a high level of response to changes in the level
of credit risk in any period;

- focus - aimed at achieving the specific goals of a commercial bank,
related to the maximum use of opportunities or overcoming potential threats and
oriented to the optimization of the "risk-return" ratio - maximizing the return for a
given level of credit risk or minimizing risk to ensure the desired level of return;

- functionality — performs specified functions (detective, warning,
protective, predictive, responsive, observational, informational, etc.) for effective
control and minimization of credit risk;

- complexity — involves the development of multiple options for the
development of potential phenomena in order to ensure the maximum level of
preparation of a commercial bank for each of them;

- openness — 1S in constant contact with external and internal environments
to form channels of direct and feedback communication in order to receive
informational signals;

- adaptability — quickly and painlessly adapts to changes in the functioning
environment;

- adequacy — management measures should be formed in accordance with
identified threats/opportunities and on the basis of formed forecasts.

Anticipatory management on the basis of weak signals as a process is
implemented continuously and is a sequence of logically completed stages, the
effective implementation of which ensures the achievement of the goals of
anticipatory management, related to the effective anticipation of potential phenomena
of the operating environment of JSC CB PrivatBank, which potentially affect the
level of credit risk ( Fig. 3.2).

Anticipatory management is carried out in the following stages:

1. A formalized representation of the management object and its
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environment.
2. Recognizing situations (internal and external).
3 Identification of behavior patterns.
4, Formation of a set of anticipatory reactions.
5 Selection of an anticipatory management measure.
6 Implementation and control of decision implementation.

The functional basis of anticipatory management is the technology of its
implementation, which ensures the logical sequence of the implementation of
anticipatory management functions (planning, organization, motivation, control,
regulation), and forms the basis for the development of management decisions of an
anticipatory nature.

One of the basic tasks of anticipatory management is the identification of weak
signals of the operating environment of JSC CB PrivatBank, that is, the identification
of any initial threats, early signs of changing trends in the development of a certain
phenomenon. To effectively perform this task in terms of an anticipatory approach to
credit risk control, credit risk management entities must permanently carry out
comprehensive monitoring of the operating environment for the purpose of searching
for any early, initial signs or weak signals that could potentially lead to changes in
risk positions, identify the most significant weak signals, adequately interpret them
and predict the potential impact on the level credit risk, develop the necessary
preventive measures to use opportunities or eliminate threats of changes in the level
of credit risk. To ensure effective performance of this task, it is advisable to form a
database of possible weak signals of potential changes in risk positions, as well as
methods of predicting their further development to specific probable events regarding
changes in the level of credit risk.

Weak signals of the operating environment are early, initial signs of future
changes in operating conditions, which, on a probabilistic basis, report the possibility
and sources of potential phenomena in the operating environment of PrivatBank CB
JSC. It is advisable to form a list of basic weak signals within the internal and

external environment of the bank's functioning, which can lead to changes in risk
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positions. The study of the external environment of the functioning of JSC CB
PrivatBank in terms of possible influence on the level of credit risk covers a fairly
wide range of its elements and, depending on the goals, can be directed to such
priority factors as a change in the macroeconomic situation, a change in the situation
on the money market and monetary policy of the National Bank of Ukraine, changes
in the exchange rate of foreign currencies, changes in the demographic situation, etc.
Commercial banks, when creating a list of basic weak signals within the internal
environment, focus on the specifics of their strategic and tactical goals.

Since the anticipatory approach is designed to anticipate the onset of any
change, it is appropriate to consider weak signals as basic information sources,
which, although they contain vague data, are characterized by a large time lag
between the first signs of their appearance and the specific impact of this or that
phenomenon, which provides enough time for careful and balanced formation and
adoption of a preventive management decision aimed at using opportunities or
overcoming threats before they occur. This requires a correctly formed organizational
structure, personnel support of the appropriate qualification level in order to carry out
a detailed permanent analysis and identify weak signals, which will make it possible
to distinguish random, episodic, unrelated changes from potential threats. On the
basis of the above, it is possible to present the technological sequence of
implementation of anticipatory planning of JSC CB PrivatBank.

Information provision of anticipatory planning should include the following:
determination of the content and parameters of the necessary information;
establishment of the optimal list of sources of obtaining given information on
principles of mutual coordination of such characteristics as reliability, timeliness of
the necessary data, the possibility of access to information sources and the level of
financial capabilities for obtaining data; determination of the level of software and
technical support for searching, organizing and processing the array of data; search
and selection of necessary information from available sources; systematization,
arrangement and processing of information in accordance with content requirements,

as well as requirements of relevance and reliability; forming a data array and



76
presenting it in the most optimal and convenient form.

In order to identify weak signals, it is advisable to use such methods as
observation, induction, deduction, analysis, synthesis, analogy, formalization,
axiomatic method, hypothetico-deductive method, expert method and the method of
causal diagrams, probability theory, mathematical statistics, modeling, etc. .

The main issues of weak signal research are related to their detection and
reception. Therefore, it is necessary to determine whether the detected signal is: a
change in the situation, a significant symptom, which is related to the activity of JSC
CB

PrivatBank in terms of carrying out credit operations, or only by random
change or represents incomplete information about any event; how signals can be
detected at the earliest stage, so that as much time as possible remains for the
implementation of the necessary appropriate response; quantitative and qualitative
assessment of the level of threats to the growth of credit risks.

Since quantitative models and methods of analyzing weak signals are primarily
aimed at establishing regularities, formally confirming or refuting hypotheses,
displaying weak signals of a possible change in the level of credit risk in the form of
numerical arrays with the possibility of their further processing, it is advisable to use
taxonomy methods for their evaluation.

Qualitative models and methods of analyzing weak signals are used, as a rule,
at the stages of forming hypotheses, setting tasks, identifying potential events in the
absence of analytical forms display of data and description of dependencies. Such
methods and tools include brainstorming methods, scenario methods, and expert
evaluation methods.

In order to obtain the most reliable and effective results, it is most appropriate
to combine quantitative and qualitative methods of analysis in the process of
recognizing weak signals of an increase in the level of credit risks of JSC CB
PrivatBank.

The methodical approach to the evaluation and analysis of weak signals

(threats) of an increase in the level of credit risks of JSC CB PrivatBank consists of
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three stages, which include: the formation of a base of weak signals of potential
changes in the bank's risk positions; assessment of the level of threats to the growth
of the bank's credit risks; forecast of possible growth of the bank's credit risks.

Each stage is a block, in the structure of which there is a list of actions
performed depending on forecasts and vectors of the development of potential threats.
The final block is a sequence of actions that forms a chain, which ends with an
assessment of the level of realization of the credit risk of JSC CB PrivatBank.

The main operations of identifying weak signals of potential phenomena in the
operating environment of JSC CB PrivatBank include the following: information
support of the process of identifying weak signals of the operating environment;
recognition and registration of specific weak signals of possible events based on the
implementation of intuitive, logical, calculation operations, etc. for a certain period of
time; formation of a combined set of weak signals of potential phenomena in the
appropriate direction.

Traditionally, all signals about the occurrence of potential phenomena in the
environment of JSC CB PrivatBank are divided into three groups according to the
level of strength: weak, medium and strong signals (Table 3.1).

Weak signals contain information only about the possibility of potential
changes in operating conditions and the source of their occurrence, and therefore
require further processing and interpretation. That is, anticipatory management
specialists must independently interpret the future the development of weak signals to
medium and strong, without waiting for their own organic development, in order to
anticipate the events that will be identified by the corresponding weak signals.

Table 3.1
Characterization of the signals of potential phenomena of the operating

environment of JSC CB PrivatBank by level of strength

Identified signal characteristics Signal strength

Weak Average | Strong
The possibility of potential environmental changes is known Yes Yes Yes
functioning
The source of the occurrence of potential phenomena has been | Yes Yes Yes
identified
functioning environment
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Specific characteristics of potential phenomena, directions are defined | No Yes Yes
influence (positive, negative), spheres of influence

Possible managerial decisions regarding the use of opportunities or the | No Yes Yes
elimination of threats to operating conditions are known

The impact of the identified opportunities and threats on the | No No Yes

organization's activities is determined, taking into account possible
managerial ones
reactions

From the standpoint of the theory of probability, the identified possibility or
threat of a change in the bank's credit risk level based on a weak signal is a random
event, that is, an event that may or may not occur under given conditions. At the same
time, there is a probability (0<p<l) that it will occur under the given conditions.
Accordingly, if you choose a certain indicator that reflects the impact of a potential
event on changes in the level of credit risks, then its value in this context is a random
value, that is, a value that, as a result of tests, can take certain values (from the set of
its values) with a certain level of probability .

Within the scope of the scenario analysis, a combination of detected weak
signals (threats) is carried out and, on this basis, scenarios of their impact on the
possibility of changing the level of the bank's credit risk are formed.

Such scenarios reveal several probable trajectories of the development of a
weak signal to the corresponding potential phenomena and a list of adequate
measures to prevent the impact of the identified factors.

It is advisable to evaluate weak signals on the basis of taxonomic analysis. The
first step is the formation of a matrix of characteristics (signs) of multidimensional
observation units. The next stage is the standardization of matrix element values. The
next step in diagnosing the degree of realization of a weak signal is the division of
signs into stimulators (the increase of which can have a positive effect on the level of
credit risk) and destimulators (a negative effect on the level of credit risk). To
determine the integrated taxonomic indicator of the realization of a weak signal, the
distance between individual observations and the standard vector is determined. A
taxonomic indicator is calculated based on the obtained values of the distances
between individual observations. In turn, depending on the degree of implementation

of a weak signal, which is determined on the basis of the calculation of the taxonomic
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indicator, the following types of scenarios of influence on the possibility of changing
the credit risk level of JSC CB PrivatBank can be distinguished:

- pessimistic — the value of the taxonomic indicator is in the range of
0-0.5;

- basic — the value of the taxonomic indicator is at point 0.5;

- optimistic - the value of the taxonomic indicator is in the range of 0.5-1.

According to each defined scenario, it is expedient to form a set of measures
that will limit the impact of threats of an increase in the level of credit risk of JSC CB
PrivatBank.

Thus, in the anticipatory scenario, a complete information base is laid for the
formation of anticipatory management decisions in the system of control and
minimization of credit risk.

Based on the application of the expert method, anticipatory management
decisions in the system of control and minimization of credit risk in accordance with
external signals based on pessimistic, basic and optimistic scenarios are considered in
the table 3.2.

Table 3.2

Anticipatory management decisions in the credit risk control and minimization

system of JSC CB PrivatBank depending on external signals

An optimistic scenario | Basic scenario | Pessimistic scenario

Changes in the situation on the money market and monetary policy of the National Bank
of Ukraine

- uniform - uniform - diversification of the
diversificationloan  portfolio | diversificationloan portfolio by [ loan  portfolio by terms
by terms; terms; (increasing the specific weight
- decrease in the | - increasel.5 times the [ of short-term loans);

weighted averagel.5 times the
interest rate on loans.

weighted average interest rate
on loans.

- increasing the
weighted averageinterest rate
for

loans in 2 times.

Change in the demographic situ

ation at the macroeconomic level

- reduction of the credit limit
for long-term loans by 15%.

- insurance of the bank's
credit portfolio;

- credit increase

limit for long-term loans by
33%

- insurance of the bank's
credit portfolio;

- credit increase

limit for long-term loans by

66%.

Change in the exchange rate of foreign currencies




80

- balanced
concentrationloan portfolio by
currency;

- reduction of the credit
limit for lending in foreign
currency by 15%;

- reservation
bank's loan portfolio.

of the

- uniform
diversificationloan portfolio by
currencies;

- increase of the credit
limit for lending in foreign
currency by 33%;

- reservation of the bank's
loan portfolio.

- diversification of the
credit portfolio by currency
with a decrease in dollars.
USA;

- increase of the credit
limit for lending in foreign
currency by 66%;

- reservation
bank's loan portfolio.

of the

Change in the demographic situation at the macroeconomic level

- diversification of the
credit portfolio by subjects;
- balanced concentration
credit portfolio by territory.

- diversification of the
credit portfolio by subjects;

- introduction of credit
limit

portfolio by type of credit
transactions.

diversification of the credit
portfolio by subjects;

- entering the limit

loan portfolio by type of loan
operations.

- reduction of the credit

- increase of the credit

- diversification of the

portfolio limit by type of | limit by  categories  of | credit portfolio by territory;
credit operations by 15%; borrowers or groups of related | - increase of the credit
- reduction of the credit | persons by 33%; limit by categories of
limit by categories of | - diversification of the [ borrowers or groups of related
borrowers or groups of related | credit portfolio by territory. persons by 66%.

persons by

15%.

- credit diversification
portfolio at the interest rate.

- credit diversification
portfolio at the interest rate.

- balanced concentration
loan portfolio by interest rate.

Therefore, under various development scenarios, in case of certain identified
weak signals due to factors of the external environment, JSC CB PrivatBank will
create a set of measures to eliminate or localize them.

To estimate the expected credit losses of PrivatBank JSC on a portfolio basis,
historical data (regarding default events, losses in case of default, etc.) of groups of
loans with similar characteristics are used, taking into account forecast
macroeconomic indicators (average salary, current account balance, exchange rate,
the price of fuel, the price of major export commodities (for example, wheat), gross
domestic product, and other indicators) using probability-weighted scenarios - basic,
optimistic and pessimistic. JSC CB PrivatBank forecasts economic indicators for two

years (Table 3.3) [8].
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Table 3.3

Information on key macro-indicators of JSC CB PrivatBank in the context of

weighted scenarios [8]

Key Scenarios Assigned 2021 year 2022 year
macro indicators weights
(%)

1 2 3 4 5
Average monthly | Basic scenario 50 3.40% 11.91%
dynamicssalaries, An optimistic scenario 10 6.66% 14.19%
% Pessimistic scenario 40 1.48% 9.95%
Currentaccount, Basic scenario 50 (180) (650)
million dollars | An optimistic scenario 10 67 (492)
USA Pessimistic scenario 40 (338) (808)
Exchange rate, | Basic scenario 50 29 29
hryvnia for 1 dollar | An optimistic scenario 10 28 28

Pessimistic scenario 40 39 41
Gasoline A95, | Basic scenario 50 27 27
UAH for 1 liter An optimistic scenario 10 25 25

Pessimistic scenario 40 33 34
Gross Basic scenario 50 5 4
internalproduct An optimistic scenario 10 6 5
(GDP), % Pessimistic scenario 40 (2) (3)
Wheat price, USD | Basic scenario 50 593 526
US for 1 bushel An optimistic scenario 10 756 671

Pessimistic scenario 40 429 381

In the table 3.3, the impact of the

application of several scenarios on the

amount of expected credit losses on the main segment of the credit portfolio of JSC

CB PrivatBank is presented [8].

Table 3.4

The impact of the application of several scenarios on the amount of expected

credit losses of JSC CB PrivatBank [8]

Stage of assessment of expected credit | Several Impact of the | Effect

losses scenarios are | base scenario applicationseveral
affected scenarios

With an estimate of expected credit 905 801 104

losses within 12 months

With the assessment of credit losses in | 174 160 14

within the term of the loan

Impaired loans 2176 2140 36

In total 3254 3100 154

The effect of the application of several economic scenarios on the amount of
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expected credit losses is defined as a comparison of the amount of expected credit
losses resulting from the application of 100% weighting to the base scenario for each
stage with the amount of expected credit losses in the case of the application of
several weighted scenarios as of December 31, 2020 [8]. JSC CB PrivatBank
regularly validates and analyzes macro indicators in terms of their impact on expected
credit losses and changes their list and scenario weights if necessary. In 2020, due to
the impact of the COVID-19 pandemic, JSC CB PrivatBank revised the approaches
to assessing possible credit losses and the amount of required reserves.

The choice of a specific response measure should be carried out according to a
number of criteria (resource capabilities, priority and timing of the implementation of
measures, the level of their effectiveness, reach, compatibility with the general goals
of the bank). For the formation of a complex system for detecting weak signals, it is
important to establish the work of anticipatory management in two perspectives:
methodological - it involves a clear definition of time limits for decision-making, as
well as the formation of a system of methods for collecting and analyzing information
in internal and external environments regarding detection of weak signals;
organizational - is based on the formation of an appropriate structure that will allow
optimizing the process of transmitting information about weak signals from the
environment to the employee for the purpose of their further processing [6, p. 41].

Since anticipatory management is characterized by specific features of its
implementation, which are related to the uniqueness and atypicality of each process
of investigating weak signals, important tasks are the rational and correct selection of
employees who will be able to effectively implement anticipatory operations, periodic
improvement of their competence level, adequate stimulation of these specialists to
productive activities, proper verification of the results of the work performed, etc.

The level of personnel support (that is, the level of qualifications, knowledge,
skills and intuitive abilities, experience of employees in the field of early diagnosis of
potential phenomena) determines the possibility of adequate selection of the
necessary data, the efficiency of their acquisition, speed and quality of processing.

Due to the fact that anticipatory management in general and the principle of
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anticipation before the implementation of control and minimization of credit risk is
only at the stage of formation in domestic practice and does not have proper
organizational and methodical support, the functions of anticipatory management
should be assigned to existing officials within the organizational structure of credit
risk management .

Large commercial banks need to introduce the position of an anticipatory
manager, or create an anticipatory committee within the organizational structure of
management.

The task of employees who are involved in the implementation of the
anticipatory approach is to exercise such managerial influence that, taking into
account the timely detection of signals about possible changes in risk positions, to
ensure the optimization of the "risk-return" ratio - maximizing the return for a given
level of credit risk or minimizing the risk to ensure the desired level of profitability.
With the use of an antisipative approach to the implementation of control and
minimization of credit risk JSC CB PrivatBank has the opportunity to take adequate
measures before the threatening problem of a possible increase in the level of credit
risk becomes acute, as well as to create potential in advance for realizing the
opportunities that are opening up [7, p. 11].

So, the concept of an anticipatory approach to monitoring and minimizing the
bank's credit risk 1s based on recognizing and properly processing weak signals of
potential changes in risk positions, as well as predicting their further development to

specific probable events regarding changes in the level of credit risk.

3.2. Increasing the efficiency of the implementation of the credit policy of

JSC CB PrivatBank

The process of improving the credit policy of JSC CB PrivatBank requires the
implementation of information and analytical work, the results of which are a
necessary condition for the implementation of monitoring, level assessment and

analysis of factors affecting the level of financial and economic security of the bank.
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The functioning of the information and analytical support system is mandatory for the
correct and operational assessment of the level of financial and economic security of
JSC CB PrivatBank, forecasting of possible internal and external threats, compliance
with the sufficiency of financial resources for the timely fulfillment of obligations
[15,p. 7].

Information and analytical provision of control and minimization of credit risks
in the conditions of the COVID-19 pandemic is one of the subsystems of the
information and analytical system of bank management, which is formed to support
management decisions regarding the feasibility of carrying out a separate credit
operation, taking into account its impact on the financial and economic security of
CB JSC " PrivatBank". Accordingly, information and analytical provision of control
and minimization of credit risks, combining information support - activities related to
the collection, storage, processing, presentation and protection of necessary
information (classifiers, documents, information arrays, databases, etc.) and
analytical support - forms and methods of analysis, systematization and classification
of this information, analysis and processing of information, formation of conclusions,
proposals, recommendations and forecasts, must satisfy the following needs of
PrivatBank JSC:

- objective assessment of the borrower's creditworthiness and factors that
may have a negative impact on it;

- timely identification of threats to the bank's financial and economic
security with a decrease in the borrower's creditworthiness;

- formation justified judgment  the bank of
expediencyimplementation and terms of the credit transaction;

- documentation by the bank of its own experience in this area.

The information process is organized in accordance with the requirements of
Art. 34 of the Constitution of Ukraine [11], the Law of Ukraine "On Banks and
Banking Activity" [12], the Law of Ukraine "On Information" [13] and the Law of
Ukraine "On Access to Public Information" [14]. The formation of information used

by JSC CB PrivatBank takes place both in the bank's institution and outside its
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borders - such information is formed by regulatory bodies, the National Bank of
Ukraine, bank counterparties, rating and analytical agencies, etc.

After the preliminary collection of information, its expertise is carried out,
which is carried out in the following forms: logical verification of data received from
the borrower and other sources of information; holding a conversation with the
borrower by the relevant credit manager of JSC CB PrivatBank; a visit to the
borrower by the relevant credit manager of the bank to check the actual situation;
assignment to an auditing firm to check financial documents and reports provided by
the client, etc.

At the next stage, data processing is carried out, which involves:
systematization of facts, which are sorted according to the degree of their relevance to
the characteristics of the borrower's creditworthiness and factors affecting it affect;
identification of key points based on the criteria for evaluating the borrower's
creditworthiness; building hypotheses that explain the main facts; obtaining (if
necessary) additional data; drawing up conclusions and checking them for
compliance with other facts [15, p. 14].

Since the process of assessing the borrower's creditworthiness uses information
about the activity and financial condition of the client, which in accordance with Art.
60 of the Law of Ukraine "On Banks and Banking Activity" [12] is a banking secret,
therefore the relevant information security includes information protection, which
involves preventing access to information by third parties (unauthorized, illegal
access) and unintentional or unauthorized use, alteration or destruction of
information.

In order to create a rational flow of information in order to control and
minimize credit risks, JSC CB PrivatBank must rely on the following principles:
reliability of information - information must reflect real processes and indicators that
take place in the bank and the external environment; completeness of information - to
obtain reliable conclusions, it is necessary that the information is complete, not
partial; comparability of information - information from different sources regarding

the same process or phenomenon must be identical; efficiency of obtaining
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information - information has value only if it is relevant; information efficiency —
information and analytical processing of information must be appropriate, that is, the
effect of such processing must exceed the costs of its implementation; convenience of
information - information should be presented in a user-friendly form; expediency of
information - information should be useful, i.e. necessary for performing analytical
calculations and not overload [15, p. 16].

Analytical support for control and minimization of credit risks includes forms
and methods of analysis, systematization and classification of information that make
it possible to identify factors influencing the borrower's creditworthiness, analyze and
process such information, form conclusions and forecasts based on assessments of the
possible negative impact on the borrower's creditworthiness.

The borrower operates in a certain environment that can positively or
negatively affect his creditworthiness. The unstable economic situation in Ukraine
has a negative impact on the ability to receive a loan, to repay it in a timely manner
and in full in accordance with the terms of the loan agreement. Therefore, there is a
need to analyze and evaluate the factors affecting the borrower's creditworthiness.

The most common approaches to the analysis of the factors of the external
environment of entrepreneurial activity today are:

- PEST analysis, which involves evaluating the business environment
according to political, economic, social and technological factors;

- SLEPT-analysis, according to which the evaluation is carried out
according to social, legal, economic, political and technological factors;

- STEEPLE-analysis, in which the environment 1s evaluated according to
socio-cultural, innovative-technological, economic, educational, political, legal and
environmental factors [15, p. 18].

The creditworthiness of a borrower-legal entity is significantly influenced by
factors of the internal environment, among which the following groups of factors can
be distinguished: financial; production; personnel; marketing; organizational

The identification and assessment of environmental factors of an individual

borrower-legal entity, which negatively affect its creditworthiness, can be carried out
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by the method of expert assessments in the following sequence.

The qualitative indicators of the borrower's creditworthiness are assessed on a
10-point scale. For each indicator, qualitative criteria corresponding to the highest
level of the borrower's creditworthiness are determined - an assessment of 10 points,
the lowest level of the borrower's creditworthiness - 0 points, intermediate levels - an
assessment in the interval [1; 9].

The threat of a decrease in the borrower's creditworthiness must be determined
for all investigated enterprises, which makes it possible to more objectively and
accurately assess the level of the borrower's creditworthiness and identify key threats

to the financial and economic security of JSC CB PrivatBank.

3.3. Improvement of information and analytical support for the control and

minimization of credit risks of JSC CB PrivatBank

A feature of the development of the banking sector is the intensive
implementation of credit risk. The scale of the specified problem indicates that credit
risk has acquired the characteristics of a systemic problem of the banking sector,
which requires the development of credit risk minimization tools at the
macroeconomic level.

At the macro level, control and minimization of banks' credit risk has two
approaches: proactive and reactive (Fig. 3.5). The proactive approach of controlling
and minimizing the credit risk of banks is manifested in the fact that the main aspects
of regulation are legislative norms. First of all, we are talking about setting standards
as mandatory restrictions on certain banking operations, by developing calculation
coefficients at the level of the country's banking sector. Other aspects of credit risk
regulation at the macro level are the regulator's development of legislation on
problem debt settlement, i.e. a kind of "liquidation of consequences". This, as a rule,
leads to the fact that a commercial bank, as a subject of credit risk management, acts
in accordance with the development of the situation and does not have the

opportunity to anticipate it. From this point of view, the reactive nature of bank credit
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risk control and minimization is more effective.

Approaches to control and minimize the credit risk of banks at the macro level

Proactive Reactive
r L A
Responding to calls as they arise Preventing the implementation of
negative scenarios, searching for hidden
errors and threats

Fig. 3.5. Approaches to control and minimize the credit risk of banks at the macro

level

A reactive approach to control and minimize the credit risk of banks can be
ensured by forming a single information and analytical support for control and
minimization of the credit risk of banks.

In Ukraine, the market of financial and information services is represented by a
limited number of participants who are private institutions (credit bureaus, credit
rating, consulting agencies) and are not responsible for the reliability of the
information provided. As European experience shows, the key role in liberalization
and increasing the level of openness of financial information is played by the state
with the active support of banks, since they are the ones who need implemented
measures to minimize credit risks.

A key role in this should be played by the Financial Information Center (FIC)
as a subject of the system of collection, processing, storage and analysis of
information about borrowers. It is not necessary to reject the possibility of regulatory
and legal support of the National Bank of Ukraine during its creation.

State financial information agencies operate in France (the FIBEN database of
enterprises operating on the basis of the Central Bank of France) and Germany (the

BAKIS and BISTA databases on the basis of the Central Bank of Germany), and their
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main function is to collect statistical information and make decisions about
minimization of the consequences of negative phenomena in the economy [9, p. 9].

The experience of the Bank of France attests to the high effectiveness and
efficiency of the decision to create a state database of financial information FIBEN,
which ensures the collection of financial information from a significant number of
legal entities and individuals throughout the country, its further analysis and the
provision of information services to commercial banks based on the collected
information. In this case, in the person of the Bank of France, the state guarantees the
reliability and quality of the information. An indisputable advantage for commercial
banks is the ability to obtain all the necessary information about a potential borrower
by contacting one institution.

In addition to the main function - providing reliable information about potential
borrowers in order to reduce the credit risk of banks, FIBEN performs other functions
as well. In particular, the purpose and task of the system database is to provide
assistance to banks in finding prospective clients, which allows expanding the client
base. Also, banking institutions have the opportunity to receive information about the
growth prospects of a certain industry in one or another region, as well as a list of
companies working in this industry. Such information allows banks to diversify their
loan portfolio and increase interest in investments in the industry that is currently the
most attractive for investment.

Foreign experience shows that credit history bureaus closely cooperate with
audit firms, courts, and various state databases. However, domestic credit bureaus
have limited access to state databases, which complicates the procedure for collecting
information, as well as limits its completeness. This, in turn, indicates the
insufficiency of the completeness of the information base possessed by credit history
bureaus.

The French model provides for the mandatory accumulation of credit histories
in the country's central bank, and credit bureaus function as its structural
subdivisions. In many European countries, as well as in Japan, credit bureaus are

created in the form of private companies belonging to a consortium of creditors [10,
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p. 65].

The credit market is characterized by the so-called information asymmetry,
when the creditor does not have sufficient and adequate information about the
potential borrower, and the borrower does not voluntarily disclose the history of his
previous experience with credit obligations.

The creation of the Financial Information Center will help reduce information
asymmetry, increase competition between banks (and therefore improve the quality of
banking services) with the aim of lending to reliable borrowers, and will also provide
an opportunity to offer credit services to new clients.

The more information the Financial Information Center consolidates, the larger
its analytical base will be, the more accurate and complete the calculations of credit
ratings will be, this will help commercial banks to accept appropriate decisions on
granting loans (avoid excessive concentration, carry out balanced diversification) and
reduce the likelihood of credit risk.

Financial and information center", and internally - between the bank's
divisions.

At the external level, the following connections are highlighted: the Financial
Information Center with the borrower company and the State Fiscal Service: the
company's provision of reports on indicators of current financial and economic
activity (1); commercial banks and credit bureaus regarding the bank's provision of
information on the client's credit history (2); The financial and information center
with the credit bureau regarding the exchange of information about the client's credit
history (3); Financial and information center with the bank: making requests by the
bank for information on indicators of financial and economic activity of potential or
real borrowers, their credit history (4), exchange of information between the
Financial and information center and the bank (5). Here, the bank can provide
information about the client's credit history directly to the Financial Information
Center without the involvement of credit bureaus. The bank receives an assessment of
the results of the activity of this or that company, the credit history of the individual

borrower; the client and the bank: consideration of the loan application by the bank,
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subsequent issuance of a loan or refusal of credit (6); the borrower and the bank:
interaction in the process of reviewing the loan application, as well as in the process
of current loan servicing (7) and, in case of occurrence, working with overdue debts
managed by the credit unit for the implementation of credit risk control (8), in
cooperation with the unit for working with problem debts (9). At the intra-bank level,
the interaction of the credit unit with other bank units that participate in the
organization of the bank lending process is considered, namely: the risk management
unit, the legal unit, the bank's security service and other bank units that participate in
the credit process (10); interaction of the specified structural units with the unit
dealing with problem debt (11).

The interaction of these divisions is manifested as follows: employees of the
credit division search for potential customers, receive from them the information
necessary for analyzing the borrower's creditworthiness (credit application, credit
history, indicators of financial and economic activity, etc.); other divisions, based on
data received from the bank's credit division, form a conclusion within their
competence (conclusions of the legal service, economic security service, risk
management); employees of the credit department, when making a decision to grant a
loan, prepare the necessary package of documents for the formation of a complete
credit case and ensure the conclusion of a credit and all necessary additional contracts
with the borrower, in the event of a negative result - they send the client a refusal or
offer the opportunity to re-apply to the bank for consideration of a new, adjusted
application for issuing a loan; Employees of the credit division carry out permanent
control of credit risk, monitoring the quality of loans issued, compliance with debt
repayment discipline, monitor any changes in the borrower's financial and economic,
production and economic activities, taking into account publications in the mass
media, the opinions of partners, competitors and others counterparties of the
borrower, his reputation, etc., interacting with each other and, if necessary, with unit

for work with problem debt.
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In Ukraine, there is a single information system - the Credit Register of the
National Bank of Ukraine, the main purpose of which is to monitor the concentration
of credit risk, including strengthening the monitoring of large business groups, in
particular those related to the owners of banks, as well as reducing the share of
problem loans [17] .

However, the activity of the Financial Information Center should be aimed at
collecting, processing, storing and analyzing integrated information about the results
of the financial and economic activity of economic entities based on the financial
statements of enterprises and their credit history, which for commercial banks when
assessing the borrower's creditworthiness will provide reliable incoming financial
information. The financial and information center will carry out its activities on a
commercial basis. Mandatory application to the Financial Information Center should
be ensured at the legislative and regulatory level and, in turn, will ensure in-depth
analysis in the format of Big Data, Data Mining.

In foreign practice, the mandatory nature of commercial banks' cooperation
with credit history bureaus is regulated by central bank regulations, non-compliance
with which will directly affect the bank's capital adequacy standards.

The main tasks of the Financial and Information Center are the formation of an
integrated database of financial reporting of enterprises, quality control of the
provision of financial information by business entities about the results of their
activities, the formation of a database of borrowers' credit histories and ensuring
unhindered access to this information by entities of the credit market.

The Financial Information Center receives credit histories directly from banks
and the system of specialized credit bureaus that exist in Ukraine.

The scheme of work of the bureau of credit histories is as follows: creditors
supply the bureau with data about their customers; the bureau compares them with
information obtained from other sources (courts, state registration and tax
authorities), and forms a file for each borrower; credit bureaus provide reports on
credit transactions depending on the availability of information about the potential

borrower, the type of loan and, most importantly, the degree of detail required by the
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lender.

The credit bureau provides various types of reports on credit transactions
depending on the availability of information about the potential borrower: blank
credit report; basic credit report; standard credit report; extended credit report. Credit
reports include: positive and negative information characterizing the payment
behavior of the credit history subject; aggregate (accumulated) information on
individual loans, according to their types; information regarding various positions of
the subject, for example: borrower, joint borrower, and guarantor; detailed
information on individual types of credit at different stages of the "cycle": application
submission, contract validity, contract termination, as well as withdrawal, payment,
refusal; information on security instruments for each loan.

The simplest report contains information about past unpaid and overdue loans -
so-called "black" or "negative" data. The most detailed reports - "white" ("white") or
"positive" ("positive") contain the entire set of information about the borrower's
assets and liabilities, guarantees, debt structure by terms and repayment time, his
employment and his family's credit history.

Commercial banks can obtain this information by contacting credit bureaus
directly. However, today there is a problem of conflict of interests in the activity of
credit bureaus. It consists in the fact that at this stage credit history bureaus operate
separately, without a common database, that is, there is no exchange of information
between them, and small private credit history bureaus, created at the initiative of
commercial banks, serve the interests of their owners only.

In this case, the information and analytical support for the activity of the
Financial and Information Center should contain and combine into a single whole:
sources of information; units for collection, registration, processing, analysis,
transformation, transmission and storage of information; information and analytical
system control unit; block of users.

That is, the process of information provision involves the following operations:
collection of information from various sources and its registration; data processing

and analysis; transformation and transmission of information; information storage
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(database). The execution of operations in the specified sequence determines the
movement of information flows.

The database is formed on the basis of information from enterprises,
commercial banks, credit bureaus and other sources. The collected information is of a
diverse nature: descriptive, in particular, includes the name, legal status, type of
activity code, address of the location of the legal persons, information about
managers, associated persons, about participation in the capital, etc.; accounting and
financial (financial reporting data); legal (information about decisions of commercial
or civil courts).

The information collected by the Financial Information Center must be
confidential and cannot be used for non-targeted purposes or disclosed. The
information subjected to the final expert assessment is provided to commercial banks
in the form of recommendations, instructional and methodical material, providing
support for making management decisions on granting credit and assessing the
borrower's creditworthiness.

Possessing a significant amount of information, the Financial Information
Center can also provide additional services to credit institutions, in particular, such as
the assignment of scoring and ratings, because it will have a large amount of
information at its disposal and the ability to create unbiased assessments for all
possible scenarios, it does not have any - what is the interest, apart from the
formation of a reliable assessment of credit risk. This will provide a solution to the
outlined problem of the lack of objective quantitative standards for comparison,
caused by the spread of indicator values for enterprises of different branches, since
the desired values of financial coefficients (financial stability, liquidity, etc.) given in
the economic literature do not take into account the sectoral features and specifics of
the enterprises' activities. Also, this service is relevant for small banks that do not
have their own analytical resources for developing models, or that are just starting to
engage in retail business.

The more information the Financial Information Center accumulates, the more

complete the credit histories will be, the broader the analytical base and the range of
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services, and therefore it will help commercial banks make more balanced decisions
regarding lending and help minimize credit risk.

Databases of credit bureaus are scattered and in most cases contain only
negative information, which does not allow to accurately determine the complete list
of unreliable borrowers, and also slows down the search process existing reliable
customers with a positive credit history, the granting of loans to which will contribute
to the recovery of lending to the real sector of the economy. And this, in turn, will
serve to strengthen economic growth and stimulate business activity.

Increasing the level of reliability of information is carried out at the expense of
reducing its confidentiality. The level of reliability and confidentiality of information
are inversely proportional. However, with proper legislative and regulatory support,
the reputation of the Financial Information Center will not cause mistrust among
clients, and sources of replenishment of the information base will be official and
transparent. The financial and information center will improve the financial discipline
of market participants, strengthen competition and contribute to the improvement of
the quality of services.

Thus, the creation of a unified system of financial information exchange
between credit market participants will contribute to increasing the transparency of
the lending process and minimizing the credit risk of banks by obtaining detailed
information about potential and existing borrowers, assessing possible financial risks

in lending, and reducing the risks of fraud and abuse.
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CONCLUSIONS

On the basis of the conducted research, the following conclusions can be
drawn:

In the first chapter, the economic meaning of the concept of "credit policy" was
considered, the economic essence of credit risk, the management of which is the basis
of the effective functioning of banking institutions, was studied, the basic principles
of the mechanism of formation and implementation of the credit policy of a banking
institution were characterized, and the practical aspects of its implementation were
analyzed. Based on this, the following conclusions can be drawn:

1. The necessity of forming a reasonable and effective credit policy by every
commercial bank under modern economic conditions is connected, first of all, with
the importance of intensifying the positive influence of credit relations on the volume
and structure of the money supply in the country and, as a result, on the stability of
the monetary unit, and secondly, with ensuring the need for additional sources of
financing for extended reproduction.

The definition of the economic essence of the bank's credit policy in the most
general sense is formulated as a component of banking policy that determines the
goals of activity in the credit services market and strategies for achieving them, and
in a practical and applied sense, we propose to define the credit policy of a banking
institution as the structural and functional integrity of interconnected are elements
(goals, tasks, principles, technology, organization), the interaction of which allows to
determine the most effective strategies of the bank's activity in the market of credit
services.

2. It 1s noted that solving theoretical and practical issues of bank credit risk
management requires improvement of scientific approaches to individual credit risk
management and bank credit portfolio risk management. The need to justify these
definitions 1s related to the need to distinguish various instruments in credit risk
management at the specified levels. Individual credit risk is considered from the point

of view of the goal of its management - as the probability of the borrower not
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fulfilling his obligations under the credit transaction, i.e. the possibility that loan
payments due to the influence of external and internal factors will be made with a
deviation from the terms of the credit agreement. Credit portfolio risk is defined as
the probability of an unplanned violation of the structure of credit investments, which
can cause a lack of income and a decrease in the bank's capital due to ineffective
implementation of the credit policy and violation of the terms of the credit agreement
by several borrowers at the same time. Credit portfolio risk management is aimed at
maintaining the balance of the bank's credit portfolio and minimizing possible losses
from its implementation. Credit risk management should be organized as a permanent
cyclical process, in which each of the stages is inextricably linked with others both
functionally and organizationally. Each of the stages performs certain tasks and
functions, collectively forming the credit risk management methodology.

3. It is substantiated that the mechanism of formation of the bank's credit policy
involves the interaction of a number of interrelated elements, in particular: target
orientations of the bank's credit activity; principles of credit policy formation; factors
determining the bank's credit policy (macroeconomic, microeconomic and factors
related to the activities of the bank's borrowers); quantitative and qualitative
characteristics of credit activity. It is proposed to distinguish two components in the
structure of the mechanism of effective implementation of credit policy: the
mechanism of financial support of credit policy, the main elements of which are the
sources and methods of formation of credit resources, and the mechanism of bank
lending, which is implemented with the help of tools for the implementation of the
credit process. It was determined that the main method of financial support for the
mechanism of implementing the credit policy of domestic banks at the current stage
of economic development should be the diversification of the bank's credit potential
by attracting new customers.

In the second section, an analysis of the structure and dynamics of the loan
portfolio was carried out in the context of forecasting the occurrence of credit risks of

JSC CB PrivatBank; the risk assessment of the credit portfolio of JSC CB PrivatBank
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and the calculation of the integral indicator of the credit risk of the banking institution
were carried out. Based on this, the following conclusions can be drawn:

1. Joint-stock company commercial bank PrivatBank is a state bank. JSC CB
PrivatBank and its subsidiaries and associated companies are a universal bank with a
focus on the retail segment, actively promoting services for small and medium-sized
businesses and selectively working in the corporate sector.

The purpose of JSC CB PrivatBank is to conduct banking activities aimed at
obtaining profit for its own development and in the interests of the owner. The
banking services of JSC CB PrivatBank include: attraction of funds and bank metals
from an unlimited range of legal entities and individuals into deposits (deposits);
opening and maintaining current (correspondent) accounts of clients, including bank
metals, and escrow accounts; placement of funds and bank metals involved in
deposits (deposits), including current accounts, on one's own behalf, on one's own
terms and at one's own risk. The main challenges of 2021-2022 are related to the
further restructuring of the bank's activities and adaptation to new conditions caused
by the change in the macro environment and the further impact of the coronavirus.
For JSC CB PrivatBank this means the search for new development opportunities in
digital channels, new ways of interaction with clients, optimization of internal
processes and costs.

2. The process of risk assessment of the credit portfolio of JSC CB PrivatBank
is proposed to be carried out in three stages. In order to assess the risk of the bank's
credit portfolio at the first stage, it is recommended to use certain indicators of the
level of credit risk - indicators that are theoretically or empirically related to the
occurrence of credit risk.

3. Determining the priority of providing loan funds to subjects of credit
relations is one of the main tasks of the bank's credit activity, which is of significant
importance for the formation of both its financial result and the further development
of society, in which banks play the role of an accelerator of the renewal of the
production process. The credit strategy of JSC CB PrivatBank, which is based on the

management of the main parameters of the bank's credit portfolio - its profitability
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and risk, is a necessary component of the latest development of the banking system
and society, which will allow banks to improve credit relations, taking into account
their own interests and the interests of clients as much as possible. The management
of the bank's credit portfolio should be based on a qualitative portfolio risk
assessment system. It is proposed to introduce a credit risk assessment model of JSC
CB PrivatBank based on the definition of an integral indicator.

The third section offers methodical approaches and practical recommendations
for improving control procedures and ways to minimize credit risk of JSC CB
PrivatBank. Based on this, the following conclusions can be drawn:

1. The need to use an anticipatory approach to control and minimize the
credit risk of JSC CB PrivatBank is substantiated, the concept of which is to prevent
the occurrence of significant deviations of the actual level of credit risk from
established norms based on early recognition of threats and the development of
anticipatory reactions to negative changes. The anticipatory approach to control and
minimization of the bank's credit risk is based on the identification and assessment of
basic weak signals within the internal and external environment of the bank's
functioning, which may lead to changes in risk positions. A methodical approach to
the assessment and analysis of weak signals (threats) using an anticipatory approach
to control and minimization of credit risk involves the following stages: formation of
a base of weak signals of potential changes in risk positions; assessment of the level
of threats of growth in the level of credit risks; a forecast of the possibility of an
increase in the level of credit risks. Within the framework of the scenario analysis, a
combination of detected weak signals (threats) is carried out and, on this basis,
scenarios of their impact on the possibility of changing the level of the bank's credit
risk are formed. The created scenarios (optimistic, basic, pessimistic) reveal probable
trajectories of the development of a weak signal to the corresponding potential
phenomena and contain a list of adequate measures to anticipate the possible growth
of the credit risk of JSC CB PrivatBank.

2. The main directions for improving the effectiveness of the credit policy

implementation of JSC CB PrivatBank were determined, and attention was focused
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on the need for a detailed assessment of borrowers' creditworthiness and its impact on
the level of financial and economic security of JSC CB PrivatBank.

3. The level of the bank's credit risk directly depends on the assessment of
the creditworthiness of each individual borrower, and therefore its minimization
depends on an effective system of collecting, processing, storing and analyzing
information about borrowers in the conditions of constantly growing information
needs and market conditions. The proposed methodical regulations regarding the
formation of the information support system for control and minimization of banks'
credit risk at the macro level, in particular in terms of subjects of the information
support system, take into account their interaction schemes, parameters that

characterize information support.
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