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Holyk M.M. Modern approaches to the evaluation of the borrower’s creditworthiness of a commercial
bank: theoretical and methodological aspects. The article is devoted to the study of modern domestic and foreign
approaches to the evaluation of the borrower’s creditworthiness of a commercial bank. The author considers the
existing theoretical approaches to the understanding of the essence of creditworthiness as the capacity of the bank’s
client to pay off debt obligations fully and in the term specified in the loan agreement. The key models and methods
for the evaluation of the borrower’s creditworthiness of a banking institution that are used in domestic and foreign
practice are investigated. The necessity of taking into account qualitative indicators in evaluating the borrower’s
creditworthiness by Ukrainian banks is emphasized to reduce the probability of occurrence of credit risk for the
banking institution and increase the efficiency of the domestic banking system functioning as a whole.
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Tonmuxk M.M. CyuacHi migxoau 10 oiHKN KPeIUTOCTIPOMOKHOCTI MO3UYAIbHUKA KOMepPIiiHOro 0aHKYy:
TeOPeTHKO-MeTOA0JI0TiuHi acnekTu. CTaTTIO MPUCBSIUEHO OCIIKEHHIO CYYaCHUX BITUM3HSHUX Ta 3apyOiKHUX
IiAXO/IB 10 OIHKU KPEAUTOCHPOMOXKHOCTI MO3NYATIbHUKA KOMEPLiHHOTO 6aHKy. PO3rIsHyTO iCHYIOUl TeOpeTHIHI
HiIXOJM 10 PO3YMIHHS CyTHOCTI KPEAUTOCIPOMOXKHOCTI SIK CIIPOMOKHOCTI KITi€HTa OaHKy B IOBHOMY 0OCs31 Ta y
BHU3HAYCHUI KPEIUTHUM JIOTOBOPOM TEPMIH PO3paxyBaTHCS 32 CBOIMM OOpProBUMH 3000B’si3aHHAMHU. JlociKeHO
KJTIOUOBI MOJIENI 1 METOAU OLIHKU KPEIUTOCIPOMOXKHOCTI MO3MYaIbHUKA OaHKIBCHKOI YCTaHOBH, IO 3aCTOCOBY-
I0ThCSl Y BITUM3HSHIN Ta 3apyOikHil mpaktuii. HaronomeHno Ha HEOOXiAHOCTI BpaxyBaHHS SIKICHUX TOKa3HUKIB
IPU OLIHII KPEIUTOCIPOMOKHOCTI MO3HUYAIbHIKA OaHKaMU YKPaiHU 3 METOIO 3HMKEHHS HMOBIPHOCTI HACTaHHS
KPEIUTHOTO PU3UKY ISl OAaHKIBCHKOi YCTAHOBU Ta IiIBUIICHHS ¢()EKTHBHOCTI (DYHKIIIOHYBaHHS BITYU3HIHOT OaH-
KiBCBKOi CHCTEMH 3araJioM.

KurouoBi cjioBa: KpeauTOCIPOMOXKHICTD, OIIHKA KPEIUTOCIIPOMOXKHOCTI, TIO3MYAILHUK, KOMEPIIHHIA OaHK,
PEUTHHTOBHUIT METOJ, MOAETH PO3PAXyHKY IHTETPAIBLHOTO ITOKa3HUKA.

Tonmuk M.M. CoBpeMeHHbBIE OAX0/AbI K OlIeHKEe KPeIUTOCIIOCOOHOCTH 3aeMIIUKA KOMMEPYECKOro aHka:
TeOPeTHKO-METOI0JI0rH4ecKre acnekTbl. CTaThs MOCBALICHA UCCIEIOBAaHUIO COBPEMEHHBIX OTEUECTBEHHBIX U
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3apyOeKHBIX MTOJXOIOB K OICHKE KPEAUTOCIIOCOOHOCTH 3aeMIMKa KOMMEpUYecKoro O0anka. PaccMoTpens! cymie-
CTBYIOIINE TCOPETHICCKHE TTOIXOABI K MOHUMAHHUIO CYITHOCTH KPEAUTOCTIOCOOHOCTH KaK CIIOCOOHOCTH KIIMEHTA
0aHKa B IOJTHOM 00BEME H B OIIPEACICHHBIN KPETUTHBIM TOTOBOPOM CPOK PACCUUTATHCS 11O CBOUM JIOITOBBIM 005~
3aTenbCcTBaM. MccnenoBaHo KITI0UEBbIE MOJICIN U METOMBI OLCHKH KPEAUTOCIHOCOOHOCTH 3aeMIIKa OaHKOBCKOTO
YUPEKJICHUS, IPUMEHSIEMbIC B OTEUECTBEHHON M 3apyOexHOH mpakTrke. OTMe4eHa HEOOXOMMOCTh y4eTa Kade-
CTBEHHBIX MMOKa3aTeJel Py OIIeHKE KPEIUTOCTIOCOOHOCTH 3aeMINMKa OaHKaMH YKPaWHBI C 1IENTbI0 CHUKEHHUS BEPO-
SITHOCTH HACTYIUICHUS! KPEIUTHOTO PUCKA JIJIsl 0AHKOBCKOTO YUPEXKICHUS U MOBBIIICHHUS () (HEKTUBHOCTH (QYHKIIHU-
OHUPOBAHUS OTEYECTBEHHOW OAaHKOBCKOH CHCTEMBI B LIEJIOM.

KioueBbie ciaoBa: KpeauTOCIIOCOOHOCTH, OIIEHKA KPEIUTOCIIOCOOHOCTH, 3aEMINUK, KOMMEPUSCKHH OaHK,
PEUTHHTOBBINA METOJI, MOZIEJIb pacyeTa HHTErPajbHOIO MOKa3aTelIs.

Target setting. In the conditions of the financial and
economic crisis, characterized by an increase in the insol-
vency of economic entities of the credit market, which
causes an increase in the proportion of doubtful loans in
banks’ loan portfolios, the issue of studying the evaluation
of the borrower’s creditworthiness of a commercial bank
takes on special urgency. This is due, firstly, to the fact
that a significant part of the outstanding loans arises due
to insufficiently in-depth analysis of the borrower’s credit-
worthiness at the stage of making a decision on lending due
to the lack of the newest methods of evaluating the borrow-
er’s creditworthiness, which would clearly correspond to
the requirements of the present.

Actual scientific researches and issues analysis. The
theoretical aspects of determining the borrower’s credit-
worthiness of banks are thoroughly considered in the writ-
ings of banking researchers, in particular, Azarenkova H.,
Bilyk M., Vyhovskyi V., Vovchak O., Hrytsenko L., Hume-
niuk M., Dudnyk I., Meda N., Tavasieva A. etc.

However, despite the considerable scientific achieve-
ments of academics regarding the selected topics, only
fragmentarily highlighted questions remain concerning
the comparison of domestic and foreign approaches to
the evaluation the borrower’s creditworthiness of banking
institutions with a view to improving the process of grant-
ing loans by banks in Ukraine. In view of this, it is worth
to generalize the existing approaches to the evaluation the
borrower’s creditworthiness of the banking institution,
applied in domestic and foreign practice, define the prob-
lematic aspects of evaluation the borrower’s creditworthi-
ness of a bank and offer the ways of its improvement. All
of the above determined the scientific and practical rele-
vance of the chosen topic of research.

The research objective. The purpose of the article is
to highlight existing approaches to the evaluation of the

borrower’s creditworthiness in the domestic banking sys-
tem and abroad and offer proposals for their improvement
in Ukraine.

The statement of basic materials. Today during lend-
ing the potential borrowers, banking institutions face to the
key task of evaluating the borrower’s creditworthiness.

In view of the existence of a large number of banking
institutions in the banking services market and, accord-
ingly, the peculiarities of providing the various types of
banking activities, including lending activity, commercial
banks apply different approaches to the evaluation the bor-
rower’s creditworthiness.

Providing active operations by a commercial bank shall
be carried out in accordance with the conditions specified
in the current legislation. The credit committee is obliged
to evaluate the borrower’s creditworthiness, the effective-
ness of which directly effects on the lending activity of a
bank. A banking institution is interested in the most real-
istic reflection of the borrower’s creditworthiness, in view
of the fact that the more effective the evaluation will be,
the less probability of occurrence of credit risk and, conse-
quently, the greater likelihood of the borrower’s repaying
of his obligations in favour of a bank and receiving eco-
nomic benefits in the future.

For the purpose of detail and need to determine the role
of modern approaches to the evaluation the borrower’s
creditworthiness for the effectiveness of the lending activ-
ity of a commercial bank, firstly consider the essence of the
concept of “creditworthiness”. Thus, the analysis of scien-
tific literature demonstrated the lack of a single established
definition of the concept of creditworthiness (Table 1).

Generalizing the above definitions of creditworthiness,
we consider that the most complete is the interpretation
of creditworthiness as a definite financial status of a bor-
rower, which confirms his ability to accumulate funds for

Table 1

The current interpretation of the essence of creditworthiness

Ne Source

Definition

Regulation for Formation and Use
1. | of Reserves for Losses Generated
by Banks’ Asset Operations [1]

Creditworthiness is the presence of a borrower (counterparty of a bank) of the
prerequisites for conducting a credit transaction and his ability to repay the debt
fully and in the contractual terms.

2. | Vovchak O., Meda N. [2, p. 12]

Creditworthiness is the ability of a borrower to accumulate cash flows sufficient for
timely repayment of debt obligations in accordance with a pre-agreed schedule of
repayment of credit funds and payment the interest.

3. | Vyhovskyi V. [3, c. 210]

Creditworthiness is the ability of a borrower to pay off the debt obligations to the
bank fully and by cash generated by the enterprise at a specified time.

4. | Bilyk M., Prytuliak N. [4, p. 336]

Creditworthiness is the capacity of the bank’s client to pay off debt obligations fully
and in the term specified in the loan agreement.

5. | Tavasiev A. [5, p. 145]

Creditworthiness is the capacity and the readiness of a person to repay his loan
debts in time and fully (principal amount of the debt and interest).
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debt repayment in the term specified by the contract, which
is an obligatory condition for lending.

Legally the evaluation of the borrower’s creditworthi-
ness is enshrined in the Regulation for Measuring Credit
Risk Generated by Banks’ Asset Operations, approved by
the National Bank of Ukraine by its Resolution No. 351 of
30 June 2016 [6].

The Documentation about the decision-making to lend-
ing includes the need to draw up a conclusion of authorized
bank experts to the evaluation of the borrower’s creditwor-
thiness [6]. That is, during the lending among the list of
economic indicators, an important role is played by the
evaluation of the borrower’s creditworthiness.

The evaluation of the borrower’s creditworthiness ena-
bles the banking institution to make a prediction of the bor-
rower’s ability to repay debt obligations in a timely manner,
including the number of credit risk effecting on the loan
repayment process. The presence of liquid assets in the
borrower with other satisfactory indicators of his economic
activity partially ensures his creditworthiness in the future.

Meanwhile, the evaluation of the creditworthiness
partially provides to the subjects of the credit market the
following: the commercial bank receives the maximum of
possible profit at the lowest risk and the borrower receives
the financial resources for definite goals.

Note that the existence of different approaches to the
interpretation of the essence the borrower’s creditworthi-
ness explains the existence of a great number of approaches
to its evaluation. Any commercial bank in Ukraine can
independently choose the best indicators for the analysis of
borrower’s creditworthiness, taking into account the rec-
ommendations for the evaluation of the borrower’s credit-
worthiness by commercial banks [6].

In view to the fact that this legal act is rather dispositive
than imperative, in practice there is no unanimous mecha-
nism for the evaluation of the borrower’s creditworthiness.
Thus, the question of creating a unified mechanism for
the evaluation of the borrower’s creditworthiness, taking
into account the sectoral aspects of economic activity, is
still relevant. We believe that in practice, the use of such a
holistic mechanism will create a single algorithm of select-
ing borrowers, and this can protect the interests of clients
and ensure the financial reliability of commercial banks.

Domestic and foreign banking experience demonstrates
different approaches to the evaluation of the borrower’s
creditworthiness, which is conditioned by different levels
of economic development of the countries. The practical
experience of evaluating of the borrower’s creditworthi-
ness has shown that commercial banks use a comprehen-
sive model consisting of a combination of methods for the
evaluation of the borrower’s creditworthiness.

The most common domestic methodology to the
evaluation of the borrower’s creditworthiness is a rating
method that allows predicting the future loan payments
in time and assessing the overall financial status of the
borrower [7, p. 231].

This method is widely used in Ukraine because of its
simplicity, ease of use, and ease of formalization of the
integral characteristics of the financial and economic sta-
tus. The general procedure of rating evaluation involves
the following list of actions [8, pp. 207-208]:

1. Establishment of the limits of indicators’ ranges
taking into account the sector specifics of the entity’s
operation.

2. Determination of the number of indicator points
to established levels of qualitative evaluation of the
financial status. At the same time, a higher value of the
points corresponds to a higher level of financial status,
and lower value of the points corresponds to a less level
of financial status.

3. Formation of intervals of the aggregate rank of the
entity in accordance with the defined qualitative levels of
financial status.

At the same time, the model of integral indicator calcu-
lation of the debtor, enshrined in the Regulation for Meas-
uring Credit Risk Generated by Banks’ Asset Operations,
approved by the National Bank of Ukraine by its Resolu-
tion No. 351 on 30 June 2016 [6], based on the principles
and recommendations of the Basel Committee on Banking
Supervision (BCBS) provides the use of the logistic model
with the following formula:

Z:ﬂ0+iﬁili7 (1)

Z — integral indicator;

x, — indicators, determined on the basis of financial
ratios, calculated on the basis of the financial statements of
the debtor, taking into account the ranges for each financial
indicator set by the National Bank of Ukraine;

S, — indicators of logistic model, which are determined
taking into account weight of indicators;

B, — a free member of the logistic model, the value of
which is updated by the National Bank of Ukraine.

This model allows evaluating the status of borrower’s
creditworthiness and determining the class of its reliability,
taking into account the values of the indicators for the cor-
responding type of entity.

Instead, in foreign banking practice, models of complex
analysis (on the basis of “semi-empirical” methodologies
based on expert evaluations of the analysis of economic
expediency of lending like 5C, CAMPARI, PARSER, etc.)
are used most often. A feature of the last ones is that within
the framework of complex models of analysis, it is possible
to use both quantitative and qualitative characteristics of
the borrower (Table 2) [2, p. 14; 9, p. 156].

Table 2
The foreign practice of evaluation
of the borrower’s creditworthiness

Ne| Method | Characteristic of the method structure
C — character; A — ability; M — marge;

1. | CAMPARI | P — purpose; A — amount; R — repayment;
I — insurance.
P — person; A — amount; R — repayment;

2. | PARSEL |S —security; E — expediency; L —
remuneration.

3 5C C —character; C — capacity; C — capital;

C — collateral; C — conditions.
M — management; E — experience; M —

4. MRI;JQ/II(O market; O — operations; R — repayment;
I —interest; S — security; C — control.
5 4FC Management Quality; Industry Dynamics;

Security Realization; Financial Condition.

As the world banking experience demonstrates, the
most common approaches to evaluate the borrower’s cred-
itworthiness are 5C and 4 FC.
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Generalizing, note that in a domestic practice, a rat-
ing evaluation of the borrower’s creditworthiness, which
is easy to apply and takes into account qualitative indica-
tors, is mostly used. Like the previous method, a model
of integral indicator calculation, which involves the use of
a logistic model based on taking into account the indica-
tors of the financial status of the borrower, is also widely
applied. Instead of domestic practice, in foreign countries,
integrated models of the borrower’s creditworthiness anal-
ysis, which are characterized by effective deduction of
quantitative and qualitative indicators, are used.

Investigation of the methodology of evaluation the bor-
rower’s creditworthiness has shown that banks have their
own approaches to evaluation of the borrower’s creditwor-
thiness. However, due to the deepening of economic glo-
balization and increasing financial instability in the global
economy, in today’s conditions, there is a need to unify
the existing approaches to the creditworthiness of potential
borrowers. In this sense, the domestic credit market is no
an exception.

The main difference between foreign and domestic
approaches to evaluation of the borrower’s creditworthi-
ness is the presence of the calculation of qualitative indica-
tors in foreign countries and the lack of an efficient algo-
rithm of evaluating the qualitative indicators in domestic
practice. We believe that it is important that this system
functions with minimal influence on it of subjective factors

because the most part the qualitative indicators depend on
the individual evaluation of bank analyst, who can, firstly,
make profitable profits to him and, secondly, be insuf-
ficiently qualified to conduct qualitative calculation of
points. It is also necessary to reduce the subjectivity dur-
ing the formation of a sample of indicators, in particular,
qualitative, which are subject to analysis, and taking into
account the importance of the influence of individual indi-
cators on the overall results of the analysis.

Conclusions. So, the creditworthiness should be under-
stood as a financial status, in which a borrower is able to
accumulate a specified amount of funds for repayment of
debt obligations in the term specified by the credit agree-
ment. It is established that the necessity of evaluation of
the borrower’s creditworthiness is due to the following rea-
sons, namely: a legally established requirement approaches
to the evaluation of the borrower’s creditworthiness during
lending, the need to reduce credit risk and the volume of
unpaid loans in a loan portfolio to predict the ability of the
borrower in the future to pay obligations, provide definite
economic objectives of the borrower and the creditor.

Further studies of particular issues will be conducted
in the context of identifying the problems to the evaluation
of the borrower’s creditworthiness, the resolution of which
will reduce the probability of occurrence of credit risk for
the banking institution and increase the accuracy of the
mechanism evaluation the borrower’s creditworthiness.
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