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Abstracts. Contemporary international requirements and mechanisms which are oriented to
credit risks abatement and assurance of financial sector functioning are reviewed with particulars
of their implementation in national banking sector.

As is demonstrated general reasons for the new generation of regulatory measures of crisis
resilience in financial sector are grown up from the last global economy crisis which demonstrated
vulnerability of the main credit institutions and their failure to absorb considerable financial market
fluctuations.

To improve financial systems stability is the main goal of measures and instruments proposed
by the international Basel Committee on Banking Supervision as well as Directives and Regulations
of the European Union, which should be implemented at the national level.

One of the underlining aspect in this new international regulatory documents is recognition of
the assets valuation key role in the whole methodology of risks mitigation. Main approaches to
consider time effect on assets valuation results are analyzed in this context.

Based on these last international regulatory documents in this direction special Resolution No.
351of the National Bank of Ukraine has been issued for banks credit risks assessment. Much less
attention in this Resolution is given to assets valuation which is linked to some extent with outdated
national valuation standards. This situation requires active measures to be provided for updating
basic national documents in this area as is underlined.

Key words: credit risks, credit institutions, banking collateral, assets valuation, risks
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AHoTaNisA. PoszenssHymi Cy4acHi MIdCHApOOHI pecyisimopHi OOKYMEeHMU, SKi BUSHAYAIOMDb
BUMO2U 00 3MEHUWIeHHA KpeOUMHUX pusuKkie ma 3abe3neuyeHHs CMmilKo2o @OYHKYIOHY8AHHS
OAHKIBCLKO2O CEKMOpPY 8 KOHMEKCMI iX 3aCMOCY8AHHA ) GIMYUHAHIL OAHKIBCLKIU cuUCmeM.

Ilpooemoncmposano, wo 20106HA NPUYUHA NOSABU HOB020 NOKONIHHA PecyiamOpPHUX
O0OKYMEHMI8 Yb020 HANPAMK) NOJIA2AE 8 He2aAMUBHUX HACTIOKAX OCMAHHbOI 2100AbHOI eKOHOMIYHOT
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Kpu3u, sKa euceimiula ciabxocmi 0iouoi Qinancogoi cucmemu 8 yiiomy, HeCNpOMONCHICMb ii
KAI0YO0BUX ICMUmMYYiti nNpOMuoisimu He2amugHoOM) GNIU8Y PUHKOBUX (DIYKMYayiu.

Iiosuwennsn cmitikocmi yHKyionyeanus e6cici Qinancogoi cucmemu 5K paz i cmano
2071061010 Memoro nputinamoi Mixcuapoonum basenvcoxum Komimemom 3 bankiscbkoeo Haenaoy
HU3KU OOKYMeHmIis8, sKi € 0CHO80M 6i0nosionux Jupexmus ma Pezramenmis €gponeticbkozo
Coro3y.

OOHUM 3 KTIOUOBUX ACNEKMIB YUX MINCHAPOOHUX OOKYMEHMIE pe2yIsimopHO20 XapaKkmepy €
BU3HAHHS 3HAYHO20 Micys 6 3a0e3nedueHHi CmilKo20 @YHKYIOHYBAHHA OAHKIBCbKO20 CEKMOpy
8apmicHoi OYiHKU 3acmaeno2o MmatiHa. B yvomy eGiomowienni 6 pobomi posensaHymi ma
NPOAHANi308aHi ICHYIOYI NIOX00U 00 YPAX)y8AHHS 4ACOB020 (hAKMOpPy Npu BUSHAYEHHI 8apmocmi
PI3HUX aKMUBIs.

Cnuparwuuce Ha yi MIXCHAPOOHO NPUUHAMI OOKYMEHMU, HAYIOHANbHUL OaHK YKpainu
npuliHae cneyiarbHy nocmanogy 3a Ne 351, sxa ecmanognioe OemanvHuli NOpsaooK 6UHAYEHHs
DIiBHA KpeOumuo2o pusuky no aKkmueHum OAHKIBCbKUM onepayiam. B motl e uwac numauusam
Memooon02ii 6apmicHOi OYIHKU 3A10206020 MAUHA 8 OAHOMY OOKYMeHMI NPUOiLeHO HeOOCMAamHbO
veazu. bazamo 6 womy ye noe’azano 3 3a2anrbHUM 8i0CMABAHHAM HAYIOHATLHOI pe2ysAmopHOoi ba3u
8apMICHOI OYIHKU MAMEPIATbHUX MA HeMAmepialbHuX aKmueis, wWo GU3HAYAE HeoOXIOHICMb
NOOOJNAHHA YIEL NPO2ATUHU MA AKMYANI3ayii HAYIOHAIbHUX CIAHOAPMIE OYIHKU.

KurouoBi cioBa: kpeoumni puzuku, incmumymu KpeoumyeauHs, Kpeoumme 3abe3neyeHHs,
OYIHKA AKMUGI8, 3HUIICEHHS PUBUKIB, MINCHAPOOHE pe2YN08aAHHs, NIOX00U OYIHKU, Memo00102isa
OYIHKU, Yacoeuii eqpexm.

AHHOTauMsA. Paccmompenvl cogpemenHvle MelcOYHAPOOHble pecyNamopHble 0OKYMeHMbL,
onpeoensouue mpebo8aHus K CHUNCEHUID KPEOUMHbIX PUCKO8 U 00ecneyeHuro ycmoudueo2o
@DYHKYUOHUPOBAHUS OAHKOBCKO2O CEKMOpA 6 KOHMEKCme UX NpUMEHeHUs 6 OmedecmeeHHOU
OaHKo8cKouU cucmeme.

llokazano, umo OCHOGHAS NPUYUHA NOABNEHUS HOB020 NOKONEHUS PecyNAmMOPHbIX
O0OKYMEeHmMOo8 OaHHO20 HANPAGNeHUs Bbl36AHA HE2AMUBHBIMU  NOCIeOCMBUAMU  NOCTeOHe20
2N100aNbHO20 IKOHOMUHECKO20 KpU3UCA, 6blasueuieco ciabocmu Oelicmayiowell (DUHAHCOBOL
cucmemvl 8 YeloM, HeCnoCOOHOCHb ee KIIOYeBblX JNIeMEeHMO8 NpPOMUBOOelCmB808ams
He2amueHOMY GIUAHUIO DLIHOYHBIX (IYKMYayu.

Tosviwenue ycmotiuusocmu QyHKYUOHUPOBAHUs BCeli (PUHAHCOBOU cucmemvl Kak paz u
ABUNOCH OCHOBHOU Yeavlo npunamozo Medcoynapoouvim basenvckum Komumemom Banxosckoeo
Haosopa psaoa ookymenmos, komopwvle cmanu ocHo80U coomeemcmayowux Jupekmus u
Peznamenmos.

Oonum 3 KIIO4eBblX ACNeKmo8 IMUX MeHCOYHAPOOHBIX OOKYMEHMO8 pe2ylsamopHO20
xapakmepa — A61Aemcsi  NPU3HAHUE  CYWECMBEHHOU poau 6 obecneyeHuu  YCcmouduusoeo
@yHKYUOHUPOBAHUA DAHKOBCKO20 CEKMOPA CMOUMOCMHOLU OYEHKU 3A710208020 umyujecmsea. B smux
PAMKAX pPACCMOMPENbl pa3iuyHble NOOX00bl K Yuemy 6peMeHH020 (akmopa npu onpeoeieHuu
CMOUMOCMU AKMUBO8 PA3IUUHBIX 8UOOE.

Onupasce Ha 5mu MeHcOYHAPOOHO NPuHAmMble OOKYMEHMbl, HAYUOHALbHBIN OAHK YKpauHvl
npunsin cneyuanvhoe Ilocmanosenenue Ne 351, ycmanasnuearowee nopsaook OyeHKU KpeOUmHbLX
PUCKOB NO AKMUBHBIM ONEPAYUAM YKPAUHCKUX OAHKO8. 3HAUUMENbHO MEeHbULe20 6HUMAHUE 8 IMOM
0a3060M HAYUOHAILHOM OOKYMeHme YOeleHO B0NpOCcAM MemooON0cUU CMOUMOCMHOU OYEeHKU
3a10206020 umywecmseda. Bo MHO2OM 9mMO C643aHO C OOWUM 3AMEMHBLIM OMCMABAHUEM
HAYUOHAIbHOU HOPMAMUBHOU 0aA3bl CMOUMOCHMHOU OYEHKU MAMEPUANbHbIX U HeMamepualbHblx
aKmueos, umo onpeoesnsem HeoObX00UMOCMb NPUHAMUSL COOMBEMCMEYIOWUX MepP NO YCMPAHEHUIO
gce gospacmarouje2o npoodena u aKkmyanu3ayuu HAayuoHaIbHblX CMAanoapmos OYeHKU.

KiroueBble cli0Ba: KpeoumHvle pUCKY, UHCMUMYMbl KpPeOUmMo8aHus, KpeoumHoe
obecneueHnue, OYeHKA AKMUBOB, CHUNCEHUE PUCKOB, MeNCOYHAPOOHOe pe2yluposanue, nooxoovl
OYEHKU, MeMOoO0NI02Usl OYEHKU, BDEMEHHOU Gakmop.
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Introduction. The general statement that the stable functioning of the banking sector is one
of the dominant features of the efficient functioning of the entire economy has been clearly
confirmed by the last global economic crisis of 2007-2009. Significant liberalization of mortgage
lending of residential real estate, initiated by the White House in the 1970s, including the
simplification of procedures and requirements of insurance, securing loans and the valuation of
collateral assets, gradually led to a significant increase in the number of unsecured or so called
“toxic” loans.

According to the Harvard University Joint Center for Housing Studies, at the beginning of
the century their share reached almost 20% of total mortgage loans. In absolute terms the number of
high-risk loans exceeded 13 million with a total value of more than USD 2 trillion [10, p. 43]. It
quickly transformed this "bubble™ into a large-scale financial crisis that directly engulfed 165 major
international and national banking institutions.

As is well known the overall effects of the crisis have been spectacular. The Dow Jones
Index has fall down more than a half with unsecured loans loss totaling around USD 2.8 trillion by
2011 in Europe and America only. The most vulnerable to the global crisis with its sharp decline in
commodity turnover were countries with export-oriented and transitional economies including
Ukraine. By the level of devaluation, which amounted to 42% in the second half of 2008, the
Ukrainian hryvnia ranked second in the world after the Icelandic krona with industrial production in
the country falling over 34%.

A meticulous analysis of the main causes and effects of the crisis, carried out by a specially
established reputable National Commissions of the United States and the International Monetary
Fund, have revealed the list of the most important ones. Among them [8, 9]:

« systematic disruption of financial regulation and control, which has had a material adverse
effect on the stability of the functioning of financial markets;

* significant weaknesses in corporate and credit risk management in many influential
financial institutions;

» the combined negative effect of excess borrowing, risky investing and lack of transparency
that were inherent for the entire financial system;

* inconsistency and low standards of mortgage lending and mortgage derivatives;

In this respect a reliable valuation of mortgaged property is recognized as being essential for
the overall reliability of financial sector.

Given the magnitude of the global financial crisis which reached a global level, and based
on its root causes revealed, international and national institutions have developed and implemented
a number of regulative solutions to mitigate the adverse negative effects and prevent recurrences of
such drastic events in the future.

Based on this, the purpose of the article is to analyze the measures provided by the relevant
international and national regulatory documents and the instruments based on them, aimed at
reducing credit risks and strengthening as a result the stability of financial systems as a whole, as
well as the peculiarities of their implementation at the national Ukrainian level with respect to the
collateral valuation.

Recent researches and publications analysis. Based on the mandate received from the
G20 Summits of 2008-2012, the International Basel Committee on Banking Supervision has
developed and adopted in a post-crisis period a set of documents, commonly known as Basel Il in
the development of the previous Basel | and Basel 11 documents.

The Basel 11l documents provide for a gradual transition to a new level of regulatory
requirements for credit institutions. First of all it concerns the requirements for equity and the
provision of high quality and liquidity of credit security or collateral [2, 3].

In its latest document, which came out at the end of 2017 and is considered to be a transition
from Basel 111 to Basel 1V, the Basel Committee finalized the regulatory changes, limiting to a large
extent the permissible risk weighted assets. These restrictions are structured according to the type of
credit institution and its rating level.

Fundamental measures proposed by the Basel 111 documents are oriented to:
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* improve the ability of the banking institutions to absorb stresses;

* increase the level of risk management and corporate governance standards;

* increase transparency and openness of banking activities.

In addition to a significant increase in banking system-wide operational standards, Basel 111
envisages a gradual transition to a new level of specific requirements for credit institutions. First
and foremost, they relate to equity requirements and the provision of high level of credit collateral
liquidity.

At its core, the documents of the Basel Committee on Banking Supervision are
internationally agreed standards, developed and adopted by consensus with the participation of
representatives of the central banks and supervisory authorities of the most economically developed
countries in the world.

Therefore, their status is not legally binding, being mainly of advisory type. Hence in this
sense, it seems appropriate to investigate the implementation of these main provisions both at
international and national levels.

Main results description. The implementation of the Basel 1Il recommendations in the
EU countries has been primarily done through the adoption of Directive 2013/36 / EC (CRD) and
Regulation 575/2013 / EC (CRR) on the capital requirements of credit institutions [5,6]. These
documents are already mandatory for implementation in all EU countries and should be considered
as a single package. If Directive 2013/36/EC on capital requirements establishes general provisions
on access to capital and a set of preventative management actions that financial institutions should
support, then Regulation 575/2013/EC details the requirements themselves in a structured manner.

The main objective of the new package of European regulatory requirements for credit
institutions is to establish a uniform, standard-based approach to responsible lending to reduce
solvency, liquidity and excessive leverage risks, as well as to increase their resilience in the face of
financial crises as a whole. Fully based on fundamental provisions, including main indicators of the
Basel 11l international agreement, these documents set minimum requirements for banking and
investment institutions which are involved in credit operations.

Another important European regulatory document oriented at reducing credit risk is
Directive 2014/17/EC [7]. This document, commonly known as the Mortgage Lending Directive,
aims to provide the borrowers with greater transparency and awareness of lending conditions and to
set higher standards for the provision of support services. In particular, the Directive points to the
need to use the most reliable and recognized mortgage valuation standards, which include the
International Valuation Standards IVS, the European Valuation Standards EVS and the Royal
Institute of Chartered Surveyors RICS standards.

These European regulatory documents stipulate that the value of the collateral assets must
not be higher of their market value. In order to apply the most prudent approach, the concept of
mortgage value is introduced. This concept was first accepted as a valuation basis in the previous
Directive 2006/48/EC and afterwards it was transposed into Regulation 575/2013/EC.

In explaining the notion of mortgage value, both International and European Valuation
Standards indicate that when used as a valuation base, mortgage value should be considered for a
longer term than the market value which should be determined for a fixed point of time (Fig.). It
follows that the collateral value of the property, as a rule, cannot exceed its market value and it
should exclude the influence of any speculative elements.

In the most concentrated and detailed form, the requirements for assets valuation are set out
in a special Regulation of the European Union 2018/345/EC, which was issued in November 2018.
This extended document, which is primarily intended to valuate assets in resolution procedures and
to regulate credit institutions insolvency, sets out the full scope of requirements for assets valuation
methodology.

In particular, in addition to the market value, mortgage value and fair value, the following
new basis of value are introduced:

- hold value;

- disposal value;
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- franchise value.

It is emphasized also that, overall, the valuation methodology should be preferably based on
income approach through cash flow discounting. In this context it is probably for the first time
when possibility of value range determination is indicated in addition to its point value.

To its full extent, the methodological basis of banking valuation of property and liabilities
are described today by two European documents:

- Consolidated Document of the Association of Mortgage Banks of Germany HypZert /
VDP- “Mortgage Lending Value”[Grimman, 2016: 245 ],

- European Banking Authority Guide - “EBA Handbook on Valuation for the Purpose of
Resolution” [11].

These two documents are most detailed and therefore significant in content. As is stated in
particular separate attention should be given to the time effect in collateral assets value. The fact is
that, as is well known, under the influence of external (economic cycles, inflation, demand, etc.)
and internal (wear, aging, damage, etc.) factors, the market value of mortgage property changes
over time. This creates significant problems in determining the level of collateral value, since the
terms of the loan agreements are often several years, especially when lending is related to real
estate.

Being addressed to this issue, the most common today are 3 approaches based on the
following concepts:

» Mortgage Lending Value, MLV, most widely used in Germany;

* Investment Value, IV with more global implementation;

* Adjusted Market Value, AVM, mainly used in UK and Spain.

Comparative testing of these three approaches, carried out by the Property Industry Alliance
Working Group, has favored the latter, i.e. the AVM approach [12].

In addition to these three, a more structured approach has been proposed recently which is
based on the Long-Term Sustainable Value or L-TSV concept. This concept is grounded on an
income approach and introduces such new parameters as:

* sustainable cap-rate;

* sustainable rent-rate,

Both these parameters take into account long-term changes in the market value of assets.
Accordingly, well known and widely used Williams-Gordon-Shapiro modified formula has a
modified form that also takes into account inflation impact and assets physical deterioration:

Vo = Y1/(irft+irp (g+m)+d)

Vo — Long-Term Sustainable Value;

Y- Net Operating Income for the next Year;

irf — Risk-free Yield;

Irp — Property Risk Premium;

g — Yearly Income Growth Rate;

7- Inflation Rate;

d - Depreciation Rate.

An example of the application of this approach to German residential real estate valuation
using historical data for the period 1991-2017 and projected statistical estimates for the near future
demonstrated the feasibility of its further wider testing and utilization [Fischer, 2019: 12].

International experience and practical activity in strengthening the financial system has not
been overlooked by the domestic banking sector. The basic document of the national level in this
respect is, of course, the widely known Resolution of the National Bank of Ukraine No. 351 dated
of June 30, 2016 [1].

The main content of this Resolution, including a number of amendments to it, is the
provision on determination of the credit risk level on active banking operations. This Resolution
describes in details the methods and procedures for determination of this criterion and sets the level
of its compliance.
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In general, this Resolution is entirely based on the principles and recommendations of the
Basel Committee on Banking Supervision and takes into account requirements of the relevant
European Union policy documents in this area.

At the same time, much less attention has been given to the issues of assets valuation
trustworthy. The content of the Resolution in this respect is limited to:

* basic principles for accepting assets in loan collateral,

» determination of the asset types to be accepted as a collateral and their liquidity ratios;

* requirements for monitoring the availability and conditions of such collateral;

« general requirements for the valuation bodies.

Methodologically, the content of these domestic regulatory document, with all the editorial
changes, is limited to the provision of "the implementation by banks of collateral valuation at a
value that does not exceed market (fair) value and ensures its sale to a third-party buyer.” It also
points to the need to "re-evaluate the value of collateral ... on a regular basis, in particular, real
estates, businesses, land and machinery equipment - at least once a year ...".

There is, evidently, a significant gap between existing international practices and the
national valuation requirements for property, property rights and obligations, which are described
above. In doing so, we should take into account that, in practice, the valuation of mortgaged
property is performed with the reference to the market value.

This certainly casts doubt on the validity and reliability of the results obtained in assessing
both the quality of banks' assets and their stress testing results, as the market value is usually higher
than the mortgage one or similar type of valuation basis which reflect long-term effect.
Accordingly, the value of assets, when the market value is used as a basis for valuation, exceeds its
level in comparison with the case of the utilization of mortgage or similar value basis. It means that
final results of assets value assessment will be shifted to a non-conservative side.

At the same time, the overall sustainability problems of Ukrainian banking sector remain
significant. According to the recent data from The World Bank Group, the share of non-performing
or “toxic” loans in the banking sector in Ukraine is the highest among the major post-Soviet
countries being equal in 2017 to 54.5 % or more than a half of a total loans number [13]. All this
also necessitates the continued adoption of sound regulatory measures.

At the same time, it should be emphasized that the problems of a significant lag in the
methodology of valuation are of general type. A simple acknowledgment of this is the fact that, as
of today, the national valuation standards which were issued initially in 2003 -2006, and still remain
unchanged to this day. Even the very concept of mortgage value is not defined in these standards
being classified among other types of valuation basis apart of the market value. Coming from this,
regulatory measures necessary should cover not only national banking sector but all assets valuation
activity in a country.

Concluding remarks. The recent global economic crisis has revealed significant
deficiencies in the functioning of the financial system, its low ability to dampen crisis phenomena.
Based on the joint decision of G-20 Summits 2008-2012 a number of international regulatory
instruments aimed at strengthening the banking sector were introduced. They include first of all
documents of the International Basel Committee on Banking Supervision - Basel 111 and European
Union policy documents, which set out new principles and approaches, as well as criteria for
ensuring a more stable functioning of banking institutions including their ability to counteract crisis
events.

One of the main outcome from this documents is recognition of core importance of
collateral assets valuation. At the same time from a methodological point of view it’s important to
consider time effect on assets valuation results with respect to the loan agreement duration.
Different existing approaches to take into account this effect are reviewed which gave a priority to
adjusted market value (AMV) and long-term sustainable value (L-TSV) concepts.

Relying on international documents issued, the National Bank of Ukraine in its Resolution
No. 351 also presented regulations for assessments of credit risks in financial institutions. At the
same time methodological guidance for collateral assets valuation are covered in this Resolution in
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sufficiently. Partly it is caused by outdated general national valuation standards published in 2003-
2006. From this it became evident necessity to provide sufficient measures for filling in enlarging
gap in valuation guidance documents at national level.
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