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 Abstract: The paper offers the overview of the current assessment issues 

of borrowers' credit capacity by the example of the commercial banks of 
Ukraine. The terminological content of the category "creditworthiness" is given. The creditworthiness methods of the borrowers' assessment are summarized. 
The methodology approach for assessing the creditworthiness of commercial 
bank borrowers is developed. The quality of information and analytical support for assessing the creditworthiness of borrowers is improved. 
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 INTRODUCTION Uninterrupted and stable performance of banking system determines the 
effectiveness of socioeconomic development of each country. Indeed, acting as a catalyst for social production, bank capital is influencing directly on the 
development of entrepreneurship. The success of the banking institutions 
development, their achievement of the highest level of their financial and economic security is determined by the organizational effectiveness of the 
credit relations. Credit relations between banking institutions and borrowers 
is a basis for the banking profitability and the main source of additional 
financial resources availability for the businesses. The steadiness, stability, and transparency of credit operations in the 
banks in Ukraine, as well as an improvement of the loan portfolio quality 
directly depend on the correct and precise assessment of its borrowers' creditworthiness in advance. Both unstable socioeconomic situation and 
unpredictable influence of external factors on the functioning of banking 
institutions cause a high risk of non-repayment of credit obligations in Ukraine. Thus, the issue arises of using the reliable methodology for the 
borrowers' creditworthiness assessment, which will facilitate the adoption of 
timely effective decisions making by the commercial banks to minimize 
credit risks that is a very relevant nowadays. 
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LITERATURE REVIEW An assessment of borrowers' creditworthiness of the commercial banks 
are set out in works of such scientists as Vasilchak, & Demus (2012); 
Vovchak, & Meda (2013); Gidulyan (2012); Davidovich, Lomachinskaya, & 
Mumladze (2016); Kramarenko, & Kozachenko (2018); Kuzhelev, & Kovaleva (2019); Markovych (2019); Saukh, & Vyhovsky (2019); 
Svitlichna, & Fateeva (2011); Slavyuk (2018); Drozd, Dubichynsky, Dyakov, 
et al (2010); Sukhanova, Puhalskaya, & Chernij (2018); Fedoryshyna, & Tsurkan (2018); Tchaikovsky (2014). Being agreed with the significant 
contribution of abovementioned researchers to the banking theory and 
practice of borrowers' creditworthiness assessment, it is worth to note that a 
sufficient number of theoretical and practical aspects of creditworthiness remain underdeveloped, and some of positions are debatable. The aim of our 
article is to study the debatable issues of the methodology application for the 
borrowers' creditworthiness assessment by the commercial banks, as well as the development of proposals to improve the quality of its information and 
analytical support. 

 
METHODS General scientific methods have been applied in our research, such as 

methods of theoretical recognition: formalization and systematization of the 
scientific literature on the research issue, and method of scientific abstraction. As well, general logical research methods have been used, viz. an economic 
analysis of the existing scientific researches and legal documentation, a 
generalization of results.  

RESULTS The implementation of economic relations between the borrower and commercial bank, related to the provision of temporary use of financial 
resources, their timely return, and payment of interest taken together is the 
essence of credit operations. The provision of loans must be accompanied by 
a mechanism for the borrowers' creditworthiness assessing. The result of the assessment is an important factor that determines the effectiveness of credit 
operations and credit policy of the commercial banks in general. 

First, it should be noted that there is still no consensus among scientists on the definition of the category "creditworthiness". To clarify the essence 
of creditworthiness, its most common used interpretations might be 
considered. 

According to Vasilchak, & Demus, (2012), creditworthiness is the ability of the borrowers to pay their debts exclusively in cash in full and within the 
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period specified in the loan agreement. Vovchak, & Meda, (2013) provides the definition of creditworthiness as the ability of the borrowers to accumulate 
cash flows sufficient for timely repayment of debt in accordance with a pre-
agreed schedule of repayment of loans and interest. In turn, Gidulyan (2012) 
considers this category as a systematic assessment by the bank of the existing real possibilities of repayment of the loan provided by it. Referring to the 
view of Davidovich, Lomachinskaya, & Mumladze (2016), it is a 
prerequisite for the company to attract credit and timely and fully repay it, pay interest, which is determined by the borrowers' financial condition, his 
ability to use credit resources effectively, to attract additional financial 
resources, etc.  

Svitlichna, & Fateeva, (2011) define creditworthiness as the ability of the borrower to attract financial resources and fully repay their debts in a timely 
manner. Slavyuk (2018) considers it like an ability of the borrower to pay for 
his/her debt obligations with cash generated by it in the course of operating activities, under the outlined conditions of lending, in full and within the 
period specified in the loan agreement. Drozd, Dubichynsky, Dyakov, et al 
(2010) consider in their dictionary creditworthiness as the prerequisite for the borrower to obtain and repay the loan. The most fully, Tchaikovsky (2014), 
who looks at creditworthiness, determines this category as an assessment of 
the economic and legal prerequisites for obtaining a loan and the ability of 
the company to repay it in full and within the period specified in the loan agreement based on consideration of financial and economic aspects of the 
borrower, as well as the reputation of the head of the company. And, in 
addition, there are decisions regarding the issuance of credit and the terms of the loan agreement and in the process of lending for the future. 

The ambiguity of the scientific outlooks and experts views in banking 
management to determine the essence of creditworthiness confirms the lack of a single interpretation.  

Thus, based on the analysis of interpretations of the category 
"creditworthiness", their logical synthesis, we offer to consider it the 
following way. Creditworthiness is a complex indicator that reflects the borrower's ability to obtain credit, repay it on time and in full according to 
the loan agreement to the commercial bank. 

Having formulated the content of creditworthiness, it is necessary to focus on the methods of its assessment. Assessing the borrowers' creditworthiness, 
the commercial bank must thoroughly determine all the conditions of the 
loan, i.e. its size, interest, repayment terms. In addition, the commercial bank 
forecasts the degree of credit risk and possible losses in case of breach of the loan agreement. 
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When assessing the borrower's creditworthiness for domestic commercial banks, it is mandatory to use the provisions of the Resolution of the National 
Bank of Ukraine Board "Regulations on determining the amount of credit 
risk by banks of active banking operations" (June 30, 2016) and the National 
Bank of Ukraine Board Resolution "On Amendments to Certain Legal Acts of the National Bank of Ukraine" (March 16, 2018). The approval of these 
regulations aims to facilitate the timely assessment by the commercial banks 
of the amount of credit risk, a reasonable calculation of bank capital in accordance with the approaches used in international practice. First 
Regulation (June 30, 2016) is based on the assessment of the probability of 
the debtors' default (according to the principle of international practice 
"through the cycle"), as well as a single formula for calculating credit risk (which depends on the "probability of default", PD and "loss given default", 
LGD). Regulation is also used for the procedure for calculating the amount 
of expected losses by formula (recommended by the Basel Committee on Banking Supervision) based on three components: the probability of default 
of the debtor (PD), the level of losses in case of default (LGD) and debt on 
the asset at default, EAD. The consideration of abovementioned papers in banking management has 
allowed establishing the following methods, assessing the creditworthiness 
of commercial bank borrowers: 

(a) the method of financial ratios analysis; (b) borrowers' assessment according to his/her financial conditions using 
absolute indicators; 

(c) cash flow research method; (d) rating method; 
(e) scores;  
(f) the method of discriminant indicators;  (g) integrated method; 
(h) matrix evaluation; 
(i) credit scoring method;  
(j) qualitative assessment (economic environment, ability to repay the loan, collateral, reputation of the borrower). 
Assessment methods are common in international practice: CAMELS; 

CAMPARI; COPF, PARTS; PARSER; rule "6C"; system 4FC; rule "5C". We can conclude that there is a large number of domestic and 
international methods of assessing the borrowers' creditworthiness. In the 
framework of this study, it should be emphasized despite such a wide variety 
of methods, there is still no single unified method for assessing the creditworthiness of borrowers in Ukraine. The abovementioned methods are 
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largely similar, and their distinguishing feature is a set of indicators (which are the basis for obtaining an overall rating of the borrower) and the order of 
priority of the characteristics of the borrower. Insufficient quality of the 
current methods of assessing the borrowers' creditworthiness is a 
consequence of their imperfect scientific and theoretical justification. Unfortunately, these methods do not provide the management of a 
commercial bank with objective information, and this leads to unreasonable 
management decisions. Thus, there is a need to develop ways to improve methods for assessing the creditworthiness of commercial bank borrowers. 
This will minimize credit risk, prevent possible losses of the bank from 
lending, help prevent a decline in its financial and economic security, and 
therefore act as a lever to achieve financial stability of the domestic banking sector. 

 DISCUSSION AND CONCLUSION Based on all the abovementioned considerations, in our opinion, the main 
measures for the formation of a scientifically justified and reliable methodical approach for assessing the creditworthiness of commercial bank 
borrowers might be the following: 

1. Further improvement and refinement of current legislation on assessing 
the borrowers' creditworthiness. 2. An enrichment of the current terminological base of the banking legislation 
by means of an improvement of regulations on "borrowers' creditworthiness 
of the commercial banks", and "assessment of borrowers' creditworthiness of the commercial banks". 

3. The development and effective implementation of a single rating 
system for borrowers, which would standardize the necessary procedures of the loan agreement and help to minimize the credit risks. 

4. The formation of the general banking statistic service with the 
expanded databases at the governmental level. Filling this database with the 
results of assessing the financial condition of borrowing enterprises in various fields of activity in order to form the average optimal 
creditworthiness indicators. 

5. Expanding the powers of commercial banks following the statement of Markovych (2019). "… Banks should have the right to decide on their own 
discretion to apply one of two approaches for assessing the credit risks: 
standardized, which is based on the assignment of an external credit rating by relevant independent agencies, or the IRB method, which is based on the 
own internal ratings of an individual commercial bank". Providing commercial 
banks with more extended rights to rate borrowers and determine the 
probability of their default. 
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6. An improvement of methods for assessing the borrowers' creditworthiness, viz. the creation of methods for determining the integrated creditworthiness 
index. This index should combine both quantitative and qualitative 
indicators, as well as the actions that comprehensively characterize the 
borrowers' performance (business characteristics, market position of the borrower, business reputation, etc). In addition, this index must take into 
account the significant, subjective, and specific features of the entity (terms 
of operational activity of the enterprise, the indicator of business reputation, the loan repayment rate, the composition of the Board/founders, the level of 
the management, etc). 

7. An improvement the quality of information and analytical support for 
assessing the borrowers' creditworthiness, viz. the achievement of reliability, transparency, and completeness of the set of documents required for the 
loaning. 

8. An improvement the assessing creditworthiness procedure by detailing the composition of indicators for the estimations of the borrowers' financial 
position, as well as detailed analysis of cash flows of the economic entities. 

9. The strengthening an analytical support for the creditworthiness assessment by predicting of the current and projected size of borrowers' 
creditworthiness. The current creditworthiness state is based on the received 
indicators with their standard values, while the projected one is determined 
based on the dynamics of changes in business activity and profitability of the enterprise. 

In our opinion, a reliable, highly effective and unified method of assessing 
the borrowers' creditworthiness by the commercial banks would improve the quality of credit operations, minimize the likelihood of risks and threats, and 
thus, ensure a sustainable development and high financial security of the 
banks. 
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