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Introduction

In spite of being quite young, the banking systérdkraine has passed through
the stages of primary foundation and reformatiohe Tbasic laws, regulations,
instructions and other normative and legal actsewarcepted and the basis for
functioning and development of banking sector ioneeny was made. However,
there are many unsolved problems and special the@sues concerning the modern
interpretation of money, credit and banking acfiwvithich appeared in the process of
direct banking transactions. Each of the menticaigave unsolved problems has the
corresponding points of intersection with the peold of estimation and regulation
of financial state and financial stability of conmtial banks.

The regulation of commercial banks’ financial gigbis in the focus of
managerial activity of almost all the central baokshe developed countries in the
world. After all not every commercial bank, but théaole banking system of the
country are interested in the financial stabilAy.present, many domestic banks have
unstable financial state and this factor is vergtaleilizing for the whole banking
system of Ukraine. That is why the problem of sigwf financial stability of both
separate banking institutions and banking systetheagovernment level is gaining
special importance.

However, the domestic science does not provideibgrgerformance with the
theoretical basis dealing with the problems ofneation of bank financial stability
and control. The definition of financial stabilitthe implementation of an adequate
estimation system of financial state and finanstability, the choice of the optimal
analysis’ method are still the subjects of the rddie discussions. The scientific
literature does not pay enough attention to thélpro of bank financial state control
and there is a lack of such managerial models.

Therefore, the subject of the research in thisodnal paper is the process of the
development of financial state control and finahsfability of the bank and methods,
estimating these categories.

The object of the research is one of the ten biggasks of Ukraine, which

according to the classification of the commerceahks occupies the seventh place by
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the amount of its assets — this is the joint-st@¥mmercial Innovative Bank
“UkrSibbank”.

The goal of the research is the examination of ttieoretical issues and
practical aspects of the financial stability estima and the elaboration and scientific
substantiation of the financial state control modeld financial stability of the
commercial bank.

In compliance with the goal, the work is trying teach the following
objectives:

- to formulate the definition of bank financial stitlyi

- to set up the connection between the notions danfiral stability and

financial state;

- to consider the existing methods and methodology approaches to the

estimation of financial state and financial stapibf the commercial bank;

- to define optimal type of modern financial stabatrol of the bank;

- to characterize the JSCIB “UkrSibbank” as an obpéthe research.

- to analyze the financial state of the JSCIB “Ukigaibk”, and to make its

integral estimation;

- to elaborate the trends of management improvemefinancial stability

and financial state of the bank;

- to suggest the methodological basis or the modelbarik financial

estimation.

The basic methods of the research are: descriptieramination,
generalization, grouping, comparison, economic statistic analysis, the method of
analogy and economic modeling.

The legal acts of Ukraine, the instructive materiaf the National Bank of
Ukraine, the works of domestic and foreign authoosicerning the issues of
estimation, regulation, diagnoses, financial state financial stability control served
the methodological basis for the research andngrivif the diploma paper. It has also
defined:

- the essence and content of commercial bank stabilit
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the factors influencing financial bank stability;
the essence of the concept of the managementgsr@el management

cycle.

There has been researched and analyzed:

modern domestic and foreign methods and approaohie estimation of
bank financial state and financial stability;

types of management of enterprises activity as agethe activity of banks;
financial state of the JSCIB “UkrSibbank” for theripd from 1998 till

2004;

elaboration of conceptual basis of the financiatestmodel and financial
stability control of the commercial bank.

system of the National Bank of Ukraine dealing withely prevention of

financial problems of the bank performance.

There has been carried out:

integral estimation of the JSCIB “UkrSibbank” fircaal state;
elaboration of the conceptual basis of the findnstate and financial

stability model of the commercial bank.

The scientific result of this paper is:

the construction of general management model ofctiramercial bank
financial state, which can serve as structural mtttional stem for a
number of managerial models;

elaboration of the quantitative and qualitativanegtion model of the bank
financial state in order to define its financialstity;

The major elements of the received results of thensfic innovation are:

setting up the definition of the notion “financisfability” and “absolute
stability” of the commercial bank on the groundtbé system and logic
approach;

the more precise definition of bank financial gtabtypes;

elaboration of general model of financial state dmdancial stability

control, which is integrated into financial contadlthe bank;
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- introduction of the notion “rapidity of financialtate change” into the
financial control concept.

- modeling of the financial estimation, known as ‘&mgial clock”, which is
based on the rapidity of the financial state chaagd duration of the

supposed existing period of the bank.

1. Modern Theoretical Basis of Bank Financial Staltity Control.

1.1. Financial Stability Essence and Content.

Financial stability from the view point of sciemtif and theoretical
substantiation is not a sufficiently investigatestegory, because in the Ukrainian
economic literature there is no approach to thendiein of financial stability.
Especially it concerns banks as specific commerergerprises. Absence of the
precise definition leads to its identification witkher economic categories: financial
state, reliability, durability, solvency, liquidistc.

A. M. Gerasimovich considers the concept of finahstate to precede the
concept of financial stability, but it is possilite estimate the financial situation of
the bank relying on the estimation of financialodtty, business activity, liquidity,
management effectiveness [7, p. 286]. In other wdiidancial stability is an integral
estimation component of the financial state. Thuag, understanding of financial
stability is diminished to its identification witthe capital adequacy. Such approach
to the definition of bank financial stability prelsin domestic and foreign literature.
For example, experts of the Bank of England detteeconcept of bank stability in a
similar way: stability is the ratio of the resousaef the private (or equity) capital to
current financial liabilities (which are equal tebsits) [23, p. 72].

L. O. Primostka emphasizes, that the componentBnahcial stability are
liquidity, responsibility, reliability, financialtate [83, p. 41]. Thus, on the contrary,

financial stability is the primary and wider contépan the concept of financial state,



but the author does not give a concrete definiibbank financial stability [76, 77,
and 81].

V. |. Grushko and L. Y. Petrichenko consider theaapt of financial stability
to be an organic unity of the capital adequacwidiqy, profitability. They don’t
connect the concept of financial stability with tbencept of financial state [40, p.
20]

V. A. Zabrodskij and M. O. Kyzym suppose from thesgpion of the system
and logic approach, that financial stability isldypiof material and financial flows of
the capital turnover to come back to the positishich provides correct proportions
in their movement, despite of the influence of desizing factors [56, p. 50]. The
definition of financial stability is connected, #ocertain extent, with financial state,
which is a wider concept in comparison with thefinial stability concept.

R. I. Shiller doesn’'t give the concrete definitiah the financial stability
concept but he emphasizes, that financial statidiggther with capital bank stability,
commercial stability, organizational stability afushctional stability is the structural
element of general commercial bank stability, buis, its concept [financial stability
concept] of bank activity is revealed through tlesib indexes, which express and
synthesize the other components of productivittheffinancial and credit institution.
First of all, these are such indexes as: volumesanture of their own funds; level
of return and profitability; return rate of the osehcapital; the established indexes of
liquidity; multiplicative efficiency of the ownedapital; volume of the added value.”
[121, c. 31-32]. Therefore, there is a certain @hction: financial stability is a
structural element of general bank stability, bst dontent includes all the other
structural elements, so it is possible to makecthreclusion that financial stability in
this sense reveals general stability of the comialeoank.

From N. Sheludko’s view point, commercial bank finel stability is a
dynamic integral characteristic of bank ability astransformation system of
resources and risks to perform its functions prgp@vith maximum efficiency and
minimum risk), and to withstand the influence ofethnternal and external

environment factors[120, c. 43]. It is necessaryotice, that the above mentioned
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definition is not concrete and pithy, in fact, @ncdefine first of all bank efficiency,
l.e. ability of the bank to carry out its functiorss the author has specified. It is
important that commercial bank’s finances were ma&ntioned in the definition,
though financial bank stability has been definedHiy author.

L. T. Gilyarovskaya thinks that financial stability economic and financial
state of an organization. It is the process ofdiing and using of the resources that
provides its gradual development of increasingipesfd capital and maintaining its
responsibility [37, p. 13]. So the author consigdérmancial stability to be a financial
economic state, and under certain conditions tatityetwo different concepts: the
concept of stability and the concept of situatiohich is wrong. Nevertheless,
analyzing the given definition it is possible tonctude that there is a strong and
indissoluble link between financial stability andancial state.

E. S. Stoyanov, considering features and managemethods of the
commercial bank to be financial stability, does giwe any definition of the financial
stability concept, and, in this way, he doesn’teggtdhe object of management [114,
p. 528-601].

“The Economic encyclopedia” and “the Bank encyctipé do not contain
articles concerning either financial state or ficiahstability [19, p. 123].

Before defining the financial stability concept apendently, we should refer
to the definition of the financial stability condgjas extremely polysemantic in the
scientific literature.

The concept “stability” came from mechanics. Outdiag mathematicians
and mechanics all over the world were engagedamtbblem of stability, and each
scientist has differently defined that concept. Tinest widespread and generalized
among them are given in encyclopedia dictionari€serefore, Russian “Big
encyclopedic dictionary” includes three definitiarfsstability.

- Stability of balance is the ability of mechanicgstem to keep balance

under the influence of some forces, and after tiseggnificant rejection to

come back to the equilibrium.



- Stability of movement is the ability of mechanisgktem to move under the
influence of applied forces and not to be rejedtech this movement under
any minor influences.

- Stability of the power-supply system is the abilitfypower-supply system
to restore its initial condition after any rejectsof indexes of the system
from standard value [30, p. 1387].

Thus, stability of something is always ability. itf is necessary to define

financial stability of the commercial bank, it Wik its definite ability.

If stability is financial, it will be wrong to ideify it only as capital stability or
personal funds stability, or stability control.

Further it is necessary to note, that the commiedgémk can be either
financially stable or financial unstable. Never#ss, the commercial bank always
has certain financial state, i.e. the conceptrdricial state is wider than the concept
of financial stability.

Therefore, financially stable bank is a bank whigancial state can be
characterized as stable and which quantity of Gremratio is within the limits of
standard values. Therefore, the characteristicnaihtial stability of the bank is not
necessary connected with its financial state andbesor can not be necessary for the
bank (as, for example, universality).

It is necessary to notice, that financial ratiomdy the quantitative reflection of
the specific financial and economic ratio of thakbperformance and consequently it
cannot be the proper basis of the financial agtiettncept.

Thus, on the basis of the carried out analysisay tme drawn the conclusion
that financial stability of the bank, as economategory is the ability of the bank to
maintain stable financial state under the influeotexternal and internal factors, if
the major financial and economic ratio of the bagrdformance is correct and
provides its constant development.

Liquidity, responsibility, capital adequacy, busae activity, and bank

profitability are understood as the main finaneiatl economic ratio.



Therefore, the financially stable bank is the baiikch is under the influence

of external and internal factors maintains its letdinancial state if the values of

liquidity,

responsibility, capital adequacy, busaee activity and profitability

correspond to the standard values. The bank thet dot meet these requirements is

financially unstable.

Based on all said above, the following statemeritsoe correct:

1.

Financial state of the commercial bank is the widencept than the

financial stability concept.

. Financial stability of the commercial bank depeadsts financial state.
. Financial stability of the commercial bank has amegral, dynamic,

guantitative and qualitative character.
From the viewpoint of its financial stability th@mmercial bank can be

either financially stable or financially unstable.

From the author’'s viewpoint, it is important to fdilentiate between the

financial stability and other kinds of bank stailknd to consider its classification.

The most widespread idea of the Ukrainian reseasahethe field of financial

management is that financial stability is an eleim@inthe general stability of the
bank [23, 32, 63, and 85].

Therefore, the basic elements of bank stability are

capital stability (a commercial bank is considetedbe stable, if it has
enough capital to meet its commitments to sharesldnd investors);
commercial stability is the commercial bank stateclv is expressed by its
connection with other subjects of market infradinte and state; integration
into the system of interbank relations; bank astidependence on the
external factors; quality of customers’ service);

organizational stability is the ability of the bartk build up such
organizational structure which could provide parfance of operations and
thus wouldn’t require the staff expansion;

functional stability is the ability of the bank tdepend on the bank

specialization, i.e. on those operations and fonstwhich it carries out;
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financial stability [65].

Russian authors, for example, L. T. Gilyarovska, A. Savinska, T. N.

Vinogradova and others define the following kindstability:

internal stability is such state of the manufaatyistructure and providing
services to the organization, which brings highébte results;

external stability is determined by the stabilifyexonomic environment,
within which the institution operates. It is readh®/ corresponding control
system within the whole country;

“inherited” stability appears as a result of thet@iea stock of financial
stability of institution which protects it from od&nd unexpected
unfavorable changes and destabilizing factors dws@everal years;

general stability reflects efficiency of capital/estment projects; a level of
logistical support, organization of manufacturerkyenanagement;
financial stability is an economic and financiahddion of an organization
in the process of distribution and usage of theueses that provide its
graduate development aimed to increase profit @mital preservation of

solvency [37, p. 15].

As the author supposes, the following way to stmgctfinancial stability is

more expedient:

current financial stability is financial stabilitgf the bank at the definite
moment of time;

real financial stability is the financial stabilityf the bank during the
definite period of time;

potential financial stability is financial stabyliestimated by consideration

of the bank potential.

1.2.Financial Stability as an Object of Managemen&nd Factors That Influence

It.

First of all, it is necessary to note, that scestidifferently interpret the

meaning of the term “managerial process”. Underpileeess of management, some

authors understand the purposeful influence oftligect of management (managed
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subsystem), on the object of management that pegevighving, functioning, and
development of the system [9; 11]. Other authorpheamize that managerial process
Is a set of actions of the subject of managemaeatt ¢arries out management of an
economic system and corresponding behavior of kpecbof management [25, 96].
There are also other definitions of the conceptnudnagerial process” [23; 41; 43;
54; 65; 74; 80; 84]. The fact that definitions, mened above, do not contradict each
other is essential.

In this diploma paper it is the set of consecusieBons of operating subsystem
directed to the operated subsystem which helpschoeae the commercial bank
goals. [56, p. 9].

It should be mentioned that managerial activitynat only a process of the
consecutive actions but it is also a repeated cyxlcess; i. e. a managerial process
Is a closed managerial cycle, which is constamhented.

Managerial activity can be considered as a cyctecgss from three basic
points of view: structure, functions and process.

According to the structural approach, the manabewgale consists of such
stages:

1) managerial decision making;

2) realization of the managerial decision;

3) control over realization of decision.

According to the process approach, the manageyele cconsists of such
stages as:

1) statement of purposes;

2) definition of a situation;

3) revealing a problem;

4) choice and decision-making;

5) realization of decisions;

6) realization of decisions arrangements;

7) control over realization of decision;

8) accounting of results of decision realization.

12



According to the functional approach, the manageyale consists of such
functions:
1) analysis; 2) planning; 3) organization; 4) regan; 5) coordination; 6)
accounting; 7) control. [56, p. 9].
All three approaches characterizing managerialecsice correlated with each
other. This correlation is shown in table 1.1 [p612].
Table 1.1

Correlation of Three Approaches to the Characterisic of Managerial Activity.

Structural approach | Process approach (phases Functional approach
(stages of managerial of managerial (functions of manageria

(administrative) cycle). | (administrative) cycle). | (administrative) cycle).

1 2 3
1. Managerial decision- | 1. Statement of 1.Analysis
making. purposes; 2.Planning

2. Definition of a
situation;
3. Revealing a problem;

4. Choice and decision-

making.
2. Realization of the 1. Organization of the 1. Organization
managerial decision. decision realization; | 2. Regulation

2. Orders, concerning 3. Coordination

decisions realization.

3. Decision realization 1. Decision realization | 1. Accounting
control. control; 2. Control

2. Accounting of
decision realization

results.
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Managerial process is always complex enough anéradkpon many factors
which can be divided into factors of operating sgbsm and factors of operated
subsystem.

In this case the operating subsystem is a bank geament system, and the
operated system is a bank general financial stnaéind actually, bank financial
stability.

Factors influencing financial stability of the comraial bank, are divided as a
rule into internal and external or micro and maactors. Different authors give a
different list of both internal and external factoand this, first of all, depends on
their detailed elaboration [37; 54; 61; 62; 76; 821].

While generalizing all approaches to the definitainthe factors, influencing
bank financial stability, given in literature, & possible to present the following:

External factors:

1. General social, economic and political situationhaf country:

- Dynamics of Gross National Product;

- Trade balance;

- Price dynamics of the consumer market and inflation

- Level of income of the population;

- Degree of the population trust to the bankingaect

- Manufacture development level,

- Updating of the capacities;

- Enterprises responsibility;

- Investment climate;

- Opportunities of interbank capital mobility;

- Political climate;

- Government policy.

2. Financial market state:
- Legislative base of financial market operation;
- The mechanism of legislative acts realization;

- Currency and bank regulation;
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- National currency stability to fluctuations andetechange rate;
- Degree of development of payment system;
- Degree of mutual trust of financial market partaifs;
- Degree of the stock market development;
- Level of money market development;
- Banking system state;
- Competitiveness of banking products and services;
- Volume of banking market sectors;
- System of deposit insurance (Fund activity whiclargatees the security of
natural persons’ deposits);
- Interest rates dynamics;
- Efficiency and completeness of the informationimahcial market.
3. Vis - major circumstances.
The external factors influencing the commerciahkbdinancial stability
involve:
1. Bank mission and strategy.
2. Quality of bank management:
- quality of personnel management;
- quality of bank transactions efficient control;
- quality of capital control;
- quality of assets and liabilities control;
- quality of liquidity control;
- quality of risks control;
- quality of earrings and expenses control;
- quality of income control.
3. Competence of shareholders, management, persamheliants.
4. Abuse of shareholders, management, personnel eamtscl
5. Vis-major circumstances.

Factors influencing bank financial stability are@®im on fig. 1.1.

Vis - major circumstances
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Social economic and political Financial market situation:

situation: - legislative base;

- dynamics of GNP; - mechanism of legislative acts realization;

- trade balance; - __currency and bank regulation;

- dynamics of External factors of influence tability;
prices; . t system development;

- inflation; - degree of mutual trust of a financial market

- the populat Financial stability of a commercial bank .

- degree of tri market development;
to the banks; - level of the Foreign Exchange Market

- manufacturg—— bt ! .

- updating of Internal factors of influence hdition:

- responsibility oremerprises; = Compenuveness or banking products and

- investment climate; services;

volume of a bank market sectors;

Banking management quality:
- personnel management quality;

- opportunities of an Inter-bank

oanital mahilityvg-

Mission and strategy of a bank -

(Te YUVETTITITETTt PoTear 1 - quality control of bank transactions tign.
guidelines efficiency;
- quality of capital control;
Shareholders management, - quality of assets and liabilities control;
personnel and clients competence - quality of liquidity control;

- quality of risk control;
- quality of earnings and expense control;
- quality of income control

Shareholders, management,
personnel and clients abuse

Vis - major circumstances

Figl.1 Factors influencing financial stability dfet commercial bank

Thus, the presented factors of an operated swmyst bank financial stability
have proved the complexity of its estimation angestigation and have defined that
the place of financial stability is not only in theancial bank management system,
but in the macro-level management system.

Theory and practice of management activity deteesiifour basic types of
industrial and economic activity management:

1) deviations management;

2) results management;
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3) management upon stimulation;
4) parametrical adaptive management considering tine\tipreventive results
[9, 10, 56].

The essence of deviation management consisteafahitrol, which is directed
to the elimination or minimizing of an actual matgie deviation of the regulated
index from the planned one, but not to the compensaf external destabilizing
factors, which have caused this deviation. Thisetgh management concerns the
planned directive economy that has a stable enwieort, where changes occur more
slowly, than the subjects of entrepreneurial bussnmake their decisions. Thus,
changes of environment are assumed by analogytmetpast [10].

The second type of enterprise (or bank) manageimendanagement by results,
from the view point of domestic scientists; it l'etmost wide spread in Ukraine
today. The essence of this type of managementtiseimanagerial action directed to
the correction of the planned values of regulatetexes which takes into account
their actual magnitudes. Thus, the external ddstady factors influence the actual
results only when the planning period had been etetp After that, the managerial
action in the form of the concrete measures, ddcetd the compensation or complete
elimination of the external factors takes placevédtheless, as practice testifies, the
reaction of the managerial action, as a rule, agpede and if the instability of the
external environment increases, the intensity etaibility and regular increase of
financial crisis phenomena needs more adequategedabmethods. [11]

In that case, the most suitable type of manageamong the well known and
theoretically developed ones is management of &iton. The essence of this type
of management of the household subject activitynisdiscovering the external
destabilizing factors at an early stage, which caumse the deviation of the regulated
indexes from the planned (scheduled) values amgttdadministrative action to their
offsetting or full elimination, thus, having supped the planned value of the
regulated index.

This type of enterprise management is the mosveraant to the work in

unstable and dynamic environment, because it pesvichinimal productive and

17



financial losses caused by the influence of extalratabilizing factors and also by
their compensation costs or full elimination. Besidthe period when the external
destabilizing factors influence the enterprise @enance is essentially reduced [56].

However, it is necessary to notice that the pecattise of the above mentioned
management has certain negative features:

“weak signals” that testify the beginning or inteyf influence of the

external destabilizing factors on an enterprise acg always true.
Therefore, at the end of the planning (schedulediod, it is necessary to
specify the actual results of the external factorfuential power, and the
adjustment of actions directed to their compensato full elimination.

However, this action directed to their compensatorfull elimination is

not considered in management of stimulation.

- influence of the external destabilizing factors,splee of their early

recognition cannot always be compensated or flithyieated.

As a result, an enterprise cannot always keep epptAnned (scheduled)
indexes in the frames of set values. At the same,tthis type of management does
not provide the adjustment of the set values oéxeg [10].

From the viewpoints of the most authors and s@&ntthe fourth and the best
type of management in the present unstable andhagrenvironment is parametrical
adaptive results’ management with the elementsr&ly prevention.

The essence of this type of management is thabpesrating subsystem
discovers with the help of the express-diagnostthed, the beginning of external
destabilizing factors by means of “weak signals’aat early stage and tries to
compensate or fully eliminate them with the help ro&nagerial action. Upon
termination of the period scheduled by the actualgmitudes, the fundamental
diagnostics has been carried out, which helpsn dut whether the influence of the
destabilizing factors has been compensated or Rlilpinated. If it has not, it is
necessary to define their power and to specifyticglahips of cause and effect. After

that, the adjustment of the set values of indexesiiried out [56].
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This type of management saves minimally possibtlgection and financial
losses from the influence of external destabiliZeagfors and can be used to build the
general model of financial stability of a bank mg@ent [10, 56].

1.3. Modern Approaches and Methods of Bank Financlétability Estimation.

Not all domestic and foreign authors recognizearitial stability of a
commercial bank to be an independent object ofyarsabnd the basis of the most
effective bank management decisions. Thereforés iecessary to note, that the
research of financial stability control is not pardich attention to in the domestic
financial literature and there are no national mdthand techniques of financial
stability control, but there are only separate aed®ees of domestic scientists, for
example L. O. Prymostska, M. O. Kysym and V. A. igalskij, R. I. Shyller.

Russia is one-step forward in solving this issmeere some techniques have
gained popularity in terms of determining the degoé bank financial stability. The
method elaborated by a group of economists under sihpervision of V. S.
Kromonov has become the most widespread [15, 25286 28]. It involves the
grouping of assets and liabilities in economicdilynogeneous groups. However,
from the viewpoint of domestic researchers, theeesame drawbacks in the logic of
such grouping [83, 121].

In establishing bank financial stability an im@ont role is given to the solution
of an issue: to what ratio the financially stablenk should aim. The general
reliability ratio R denoting the ratio between private capital andkimgy assets is
suggested to be amounted to one, but having thig vthe bank should invest such
amount of bank resources in working assets thatstahe value of its own capital
[121, c. 39].

In the Kromonov technique there is another raig),(which is called cross
ratio and has the value of 3. It expresses thé liatalities to working assets ratio.

The value of this ratio means that the bank musé ke volume of bank liabilities
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three times exceeding the volume of its workingetsssl'he remarks concerning ratio
R: should also refer to this ratio.

Another ratio R is general liquidity ratio. It shows the ratio wftal liquid
assets, protected capital and required cash resdovdotal liability. This ratio,
according to Kromonov, should be equal to one,ianteans that a bank has assets,
both in a liquid form and in the form of capital/e@stments, is equal to the volume of
total liability.

The system of ratio weighing is based on the ratoading to which the most
Important ratio is the general reliability ratig,Ri.e. the degree of covering risky
investments by its own capital). The greatest weggen to it is 45%, Ris 30%,
and R3is 25% [121].

The bank technique has the following algorithm:

1. Key indexes of bank balance of payments are detewchi Secondary
balance accounts are grouped in economically honemes groups.

2. Ratio which characterizes the structure of banktasand liabilities, degree
of liquidity, reliability, and earning capacity ai@med.

3. The regular ratio is defined by means of the syssématio weightings. The
liquidity ratio is considered to be the major ratiba bank reliability that is why it
gives the greatest weight — 35%.

4. The limit of depositary operations is defined te tormula 1.1.

Limit (depo) = Capital * 10% * synthetic ratio (3.1

This technique provides the system of eliminatibloans to a category of

unsecured loans — this is the specific weight aof dkebts in a loan portfolio

which should not exceed 3%.

The system of ratio, which is included in the taghme, is in the appendix A.

If the share of bad debts in a loan portfolio exise8%, calculation of bank
limits stops automatically.

If the volume of received inter-banks loans (IBixceeds 50%, and more, so
the assets quality ratio is multiplied by 25%.

The synthetic ratio (Rc) is defined according te firmula 1.2.
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RC = RS* 0115 + R* 0135 + R.C.* 0,15 + %q* 0,20 + Rb * 0,15 (1,2)

where R, R, Re¢, Rag, Ry —mean the ratio of: reliability, liquidity, earmjrcapacity,
assets quality, own funds (Appendix A).
Limit on credit is calculated according to the foren1.3.
Limit of credit = Capital * 10% * Synthetic ratio.

Another technique of calculating indexes of finahatate of the commercial
bank, which is also proposed by the Russian auth®rshown in the appendix B
[113, 118, 121].

Also in Russia, there is a technique which draws wate of commercial bank
reliability. It is supposed to use such ratio:

A1 — general ratio of reliability which is equal teetratio of bank capital to the
working assets (a degree of bank risky investmsedsirity in its own capital);

B, — ratio of quick liquidity, which is equal to thmatio of bank liquid assets to
its liabilities till called for (the use of clieritsioney as its own credit resources);

C, — cross-ratio, which shows the ratio of the whblnk liability to the
granted loans;

D, — general liquidity ratio, which is equal to theio of liquid assets of the
“protected capital” (real estate and valuableshdak total liabilities that allows the
bank to meet the lenders’ demands within reasortabies if the granted loans have
not still been paid back.

E; — ratio of capital protection, which is equal tetratio of the “protected
capital” to the owned capital and shows, which sladrits assets the bank allocates
in real estate, valuables and equipment;

F, — ratio of share capitalization of earnings theadvgs the relation of the bank
owned resources to the money invested by the faande

To draw up the general formula of the commerciahkbaeliability some
regulated ratio is applied Ai, Bi, Ci, Di, Ei, Rhey are determined on the ground of

expert estimation.
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The general formula of reliability looks like this:

R = 0,45Ai + 0,2Bi + 0,1(0,33Ci) + 0,1Di + 0,05E0#LFi(1,4)

l.e., generalizing index R displays a degree oklyahability [28, 37].

There are also some international techniques rérgdizing estimation of bank
financial state. Their essence is put into the tmeaof bank rating. The most
widespread estimation is the bank rating system ERMIhe name of the system is
built up by the first letters of the key estimatiodexes.

“C” (Capital adequacy) is adequacy of capitalireation of the bank capital in
terms of its adequacy of protection of investongérests.

“A” (Assets quality) is quality of assets; ability maintain returning of assets
and also influence the problem of credits’ genpaalition in a bank;

“M” (Management) — management; estimation of manafjenethods of the
bank control, taking into account its efficiencypnk accuracy, monitoring methods
and performance of the established laws and rules;

“E” (Earnings) — cash receipt or profitability; esation of bank’s profitability
in terms of sufficiency of its profits for the ppects of banking activity expansion;

“L” (Liquidity) — liquidity; the system determingbe level of bank liquidity in
terms of its sufficiency to perform both currentlamexpected liabilities.

Some components of the CAMEL system can be estinatth the help of
public reports of the bank given to the NBU, buimsoof them require local
reliability qualification to have more precise esition. Thus, bank estimation made
with the help of this system is a continuous preces

Experts consider capital to be the main means wdsitors’ assets protection.
The bank with the adequate capital can sustainyheapenses without any risk for
its clients. To estimate the capital adequacy,stingervisory bodies use mainly the
analysis of ratio [7].

While calculating the ratio, the notion of “capite used. It consists of:
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— the paid part of the share capital, unsharedmec@nd also general reserves
or legal reserves, (fixed capital);

— other kinds of capital which can also be usednwhetio is calculated
(additional capital). They cover the reserves médi assets value, general reserve
deductions of possible credit losses in future, @différent kinds of credit instrument,
which are subordinated relatively to the depositotsrest.

One of the mainstreams of bank supervision isdgfaition of assets’ quality
revealing the tightened assets, which cannot benaglated or which real value is
lower than that, specified in the banking accouftsachieve this purpose a number
of measures is taken:

- On site inspection;

— problem credits’ classification which is basedtlba analysis of its possible
repayment (it is carried out by the inspectors \whwe a sufficient qualification for
estimation of credits and other credit instruments)

— determination of qualitative (objective) ratin§ the general bank assets
according to the CAMEL system, the estimation ceree deductions sufficiency of
the bank to cover credit losses.

—banks are inspected on- site by the specialidisairfield of credit analysis to
appraise bank activity in details.

The third component of CAMEL rating system is masragnt. As a rule,
management is estimated in the latter case, asiniportant to generalize the other
iImportant components of the analysis. It is cléat imanagerial methods should be
estimated subjectively and ratio indexes can’t Isedufor this purpose. (in
comparison with the other components of the CAMgitam).

The estimation of management begins from the rewséwhe overall bank
activity. Banks with qualitative management have Hdequate capital, sufficient
assets, sufficient revenue and an appropriateditydevel [7, 23, 96].

While estimating the methods of management, ibigess important to analyze
the banking policy and its organizational structumeluding the monitoring system.

The banking policy specifies the state of bankipgrations (e.g. providing loans,
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participating in monitoring operations, managing tiguidity) and, thus it forms the
basis for making administrative decisions by a banknager. Systems and
monitoring methods provide an effective observaotéhe basic directions of the
banking policy. The bank management is also sulgetd the estimation of the
observance of established laws and rules, includinyg presenting of the reliable
reports to the NBU.

The fourth component of the CAMEL rating systenthis estimation of bank
earnings, i.e. what profit a bank gains [23].

It is necessary for banks to be profitable andhtwaase capital. Despite of the
fact that the fresh capital of the bank can conwmnfithe external sources, for
example, from new shares issue or money injectfats @wners, the significant part
of fresh capital comes due to the profits. Thesklmarnings are valuable only when
they are not spent, because the bank which paydedids as the most part of its
profits, does not provide increase in capital.

Earnings, as well as capital, can be quantitaticalgulated by means of ratio.
The index of earning capacity ratio is the mosteMidused. It is a feedback on the
average value of assets. It is calculated as tiweohrevenue, collected after paying
taxes to the value of assets due to which it wesived.

The final component of the estimation of the CAM&dore rating system is an
estimation which influences the ability of the batk carry out its operative
liabilities. Liquidity management involves managemef two balance sides, i.e. an
opportunity to use the liquid funds at the coshwdilable resources quickly.

After estimation of five CAMEL rating componentsttegral score rating of
the bank is estimated or summed up [7, 23].

As it has already been noted, there are no natiodhods and techniques
estimating financial stability control in the Ukngan practice, and there are only
separate researches of the domestic scientistsigvo this topic, for example, L.O.
Prymostska, M.O. Kyzym and V.A. Zabrodskiy, R.Ih8ler.

L.O. Prymostska suggests exercising the financiabilgy control of a

commercial bank made up with the help of the dyeastandard [83].
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R.I. Schiller suggests calculating and analyzinge fgeneral indexes which
should become the basis for making effective adstriative decisions and practical
estimation of bank stability control [121].

The most common index, which reflects financialteststability of the
commercial bank, is surplus or deficit of sourcébank capital (RFJ. This index
must exceed zero. Its continuous increasing charagidy to the purposeful policy
of the bank, directed to the financial state imgment and vice versa. Its sharp
cyclic variations prove that bank formation has been finished and that banks
depend on the market.

The additional and evaluative index which confirtigt the conclusion drawn
with the help RFSL1lis correct, is the ratio betwé#®n net and gross weight of the
bank capital (RFS. This index must exceed zero.

Zero indexes testify that the bank is not mobilany bank risk occurs. The
risk may concern the credit and interest rate djggrs, new types of activity, market,
the change of customers’ structure, formation gfodé portfolio etc. Together with
the structure of the bank capital, the general banability is influenced by the
allocation of debt capital and readiness for mawmceun case of unforeseen
situations.

The estimation of autonomy and, therefore the batdbility concerning
market shifts are carried out with the help of gsial of the owned and debt capital
(RFS). The RFS3 dynamics confirms the increase of bstakility, if the index
increases and the decrease of stability if tdexrdecreases. “Arrhythmia” of index
testifies to the risk of losses during the proa&dsank recourses formation, and acts
as an attribute of aggravation of the current dgyiproblem.

The risk of unbalanced bank stability is definedtbg value of “long-term”
deposits in the structure of debt capital (RFFhe increase of RE$rovides assets
and liabilities control over the banking operatiomdich are balanced in terms of
time, formation and allocation of capital suppli€ése decrease of the index testifies

to the ability of the bank to accept any changehefinancial market.
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The increase of the security level by means ofuess borrowed by the bank

(RFS) reflects the increase of financial stability aatithe same time, testifies to the

reduction of its efficiency and about decreaseeeidback from the use of financial

leverage. The decrease of RFbring some period of time is still being analyzkd

may also witness about the aggressive credit palcypotential credit risks.

Indexes of bank financial stability and algorithrob their calculation are
depicted in table 1.2. [121, p. 48].

Table 1

Indexes of bank financial stability, their essencand calculation

Index Calculation of the index Content of the index
State of owned meandet weight of owned Sufficiency of cash facilities
(RFS) means which have been taken frg
the productive circulatior
against the owned means
Mobility (RFS,) Net weight of ownedThe degree of mobility g
means owned means

gross weight of owne

means

d

2.

Py

m

Autonomy (RF9)

gross weight of owne

means

porrowed Tunds

dThe degree of dependen

on borrowed funds

ce

Raising cash facilitie

sliability

with different allocation

terms

borrowed funds

The degree of stability du
to the funds control an
manoeuvrability
allocation terms of stog

floatation

of

le
d

k

Financial reliability

Net profit (bottom line) -
liability

- The degree of sufficiency (

borrowed means

owned means

f

borrowed means against the
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The essence of the approach offered by M.O. Kyzyimh ¥.A. Zabrodska
shows that financial stability control consiststwb basic stages: the first is system
estimation of financial state and stability, them® one is diagnostics of financial
condition and reliability [56].

The system of financial state and financial stgb#stimation consists of nine
basic stages:

1.Calculation of indexes which quantitatively chaesie four interdependent
core principles of financial stability of the ergase (appendix B, table B.1).

2.By means of indexes which characterize a rhombugahcial stability of
enterprise activity (appendix B., fig. B.1), andrthula 1.5) its actual financial state
tests by means of a special model at a certainghefitime t =1 [56, c. 55].

Y1(L) = (D(x), H(x2), O(%));
Y2(H) = (D), O(%), L(x3));
Y3(0) = (D(%), H(X2), L(x3));
Y4(D) = (H(x), O0%), L(Xs));

This model represents a number of aggressive modgh consecutive
interchange ability of functions and arguments ahdws quantitative measure of
indexes’ interrelation which characterizes prinegplof financial stability of the
enterprise.

3. Calculation of normative values of indexes whitaracterize a rnombus of
financial stability by means of a special algorittappendix B, fig. B.4)

4. Firstly, two two-dimensional planes are budpgendix B, fig. B.2, B.3).
They combine principles of financial stability witthe help of which previous
gualitative and quantitative estimations of finahcstate criteria are carried out
(appendix B., fig. B. 2).

5. Static qualitative estimation of financial stat a certain period of time by
means of a two-dimensional matrix of zones of fouteria estimation of financial
state types (appendix B, fig. B. 3).

6. Building of trajectory of qualitative changesemterprise financial state at a
certain period (appendix B, fig. B. 4).
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7. The dynamic qualitative estimation of the capdirculation process of the
enterprise at a certain period of time by meanstwad-dimensional matrix of
estimation zones built according to two qualitatolaracteristics of “stability” and
“palance” (appendix B, fig. B. 5, fig. B. 6).

8. Calculations of integral indexes of estimatafriinancial state of enterprise

activity at a certain period of time (formula 1.6).

. a0
K= —2— t=ti (1.6)
= a” (1)
yA
where ad’(t), a%(t)— are correspondently actual and normative valuz”afdex of

Z
financial state at a certain moment of time {, =t
m — number of indexes which characterize finarstiae of the enterprise activity.

9. Building of trajectory of quantitative changé the integral index of
enterprise financial state at a certain periodnoét(appendix B, fig. B. 5).

Diagnostics of financial estimation allows showinffingement of proportions
in material-financial flows movement and compriseg stages: 1) express-
diagnostics; 2) fundamental diagnostics [56].

Express-diagnostics is a stage of diagnostic cydhech provides “weak
signals” which reveal the infringements of propams in phases of capital turnover.
At this stage, such goals are achieved:

1. The previous urgent qualitative and quantitativienegtion of the financial
state and stability is carried out by means of ‘kveignals” both at a certain point of
time (static), and at a certain time interval (dyng.

2. The estimation of the direction altering an entegirfinancial iliness is
carried out.

3. The results of financial state and financial stgbiéstimation are finally

generalized.
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Fundamental diagnostics of financial state andilgtabs a stage of the
diagnostic cycle which allows revealing the infremgent of proportions in phases of
capital turnover.

At this stage the following goals are achieved:

1. The size of the infringement of proportions imapes of capital turnover has
been quantitatively estimated in static and dynamice. syndrome of financial
iliness is subjected to the fundamental research.

2. The reasons of the infringement proportions hages of capital turnover
and dynamics of changes of their influence on fomnliness of an enterprise were
revealed.

3. The casual relations between financial illnesam enterprise and their
reasons were revealed.

4. A quantitative influence on the reasons whiclvehaaused this or that

financial illness was defined. For this purposa@sgion equations have been used.

5. The method and means of treatment of the reddatancial iliness; the
choice and substantiations of the most effectiveasuees, directed to the
compensation or elimination of destabilizing enmit@ent factors, which influence
the enterprise; and improvement of its financiakestand stability were determined
[56].

Five foreign and three domestic, mentioned abosehrtiques of estimation
and control of bank financial stability differ froeach other. Let us analyze each of
them. The first among them is a technique of thabdéishment of financial stability
level invented by V.S. Kromonov which is based breé calculated ratio. (Table
1.3).

V.S. Kromonov’s Ratio of a Technique, Defining thé_evel of Financial
Stability

The name of a ratio Calculation formula Optimal value

General reliability ratig ratio of owned capital to working 1
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assets

Cross-ratio ratio of total liabilities to working

assets

General liquidity ratio | ratio of liquid assets, mcted 1
capital and reserved means to total

liabilities

This technique consists of clustering assets atallities in economically
homogeneous groups. As this technique has thefigpelassification of assets and
liabilities, and the least number of ratio (onlyed), let us analyze it more deeply.
From the point of view of domestic researches ehirsy method according to V.S.
Kromonov has sufficient drawbacks:

1. A group of liquid assets does not involve calcolati reflecting the
portfolio of bank securities nominated in foreigmrency (e.g. government bonds of
Russian Federation, securities of the CIS coungties Although, they have the same
level of liquidity and reliability as the state &sury liabilities which are involved in a
group of liquid assets.

2. According to the V.S. Koromonov's technique, asset® strictly
differentiated into liquid and working (risky) ondsis considered that liquid assets
are non-working assets, and working assets ardiquat. Such approach to the
assets’ grouping is not correct. Banks have a gneamber of working assets,
particularly, “short-term” interbank loans with vaus securities at zero risk (in the
form of government securities, deposits), and ¢caigegory of assets is unequivocally
referred to liquid. This property of assets, of sy cannot be defined from a balance
sheet, however. Only the dissociation of liquidetssas to the terms of their
allocation and forms of security gives us insigbtsasset liquidity [121]. Thus, the
same assets can be both liquid and illiquid.

Another issue of controversy is what optimal valaésalculated ratios should
be. Therefore, if the owned capital and workingegssatio should be equal to one, it

means that a bank does not require any borrowetkfiand in theory, it has only to
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work due to its owned capital, but this is neith&ional nor reasonable. If a bank
still uses raised funds it will hardly be able @myff all its creditors since its profit

has been included in its owned capital structuck rmakes up its minor share, i.e. it
(profit) is a minor share of its working assetsgd anwill be spent as an interest
payment for the received credits. That means thatbank will be unprofitable in

future. Similar conclusions can be made as to tbgscratio.

The rating technique of the bank — partners’ resjlity and the technique
offered by R. I. Schiller, as well as the one ssggek by V.S. Kromonov, are, in fact,
ratio analysis that is simple enough, available aady to be carried out. Having
evident advantages, the ratio analysis has alsce stisadvantages. Firstly, the
absence of forms of correlation between particuddios, their relative autonomy,
different levels of critical values make the gehesding almost impossible to be
formed.

Secondly, the ratio analysis are also complicateéddme analytical indexes
characterizing the bank performance positively, madale others - negatively, i.e. e.
the same ratio values can be aftereffect of diffecauses.

Thirdly, the procedure of choosing relevant ratiself is not often well
grounded, as they number nearly two hundreds, aod ef the techniques offers no
more than ten, fifteen ratio.

As to the rating technique of a bank responsibdityl all other score ratings,
including the CAMEL system, it is worth to note tliaey are directed to the majority
of banking establishments and to comparative ratfofy the most effective,
responsible and stable establishments). Although dstimations based on such
techniques are useful, they are not adjusted o thet performance of a particular
bank in the context of its goal achievement anohéde the appropriate management
decisions.

It is also worth to note that such rating estimati@are more effective for the
external bank bodies (supervising bodies, cligrastners, competitors, etc.) and they
deprive bank managers and a bank governing bodwanofbpportunity to react

promptly to changes of internal and external emriment and to make appropriate
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decisions, i.e. e. rating scores and their varmadifications are rating estimations of

performance of both financial management in padicand a banking institution in

general.

Therefore, any rating scoring technique is not @&\sis and, moreover, it is
not a complex analysis, it is only an expertisehoétof ranking a particular bank
among other lending institutions using the limised of indexes [14, 27].

Nowadays the priority-oriented tendency in the rifie research is an
analysis of the performance of bank institutionshwan allowance for a dynamic
component, i.e. e. analyzing, rating and managing only statically but also
dynamically.

Proceeding from all approaches and techniques tigagésd in this research
proposal, only L. O. Primostko’s technique and MK®zym and V. A. Zabrodskij's
approach investigate a financial stability analysisd management with the
allowance for the dynamic component of economic@sses and phenomena.

Thus, L. O. Primostko’s technique of forming thendsnic standard of
financial stability has a number of advantages omgarison with other analysis
techniques (particularly, techniques based ongatio
— it reduces the leak of information to minimum asleendex keeps its value;

— it eliminates the effect of mutual offsetting ofga¢ive and positive changes of the
bank performance, recorded in values of differedekes;

— it shows the dynamics of indexes in their intertielg

— it does not depend on the past achievement;

— it has a complex nature as the standard can comn@musne indexes that
characterize any aspects of the bank performangkectang the applied units of
measure;

— it enables to realize the bank business activiglgthat cannot be defined by any
particular index;

— it enables to rate the degree of the achievemeréifjoals and to exert control
over the goal achievement [83].

From the viewpoint of management cycle integrityd athe functional
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approach, L. O. Primostko’s technique reflects otgyfirst function, specifically, the
financial stability analysis based on the dynant@ndard, and, consequently, it
(technique) is not absolute from the managementpaat, and it can be used only
as one of variants of the financial stability asay

The approach to management of the enterprise fialastability offered by M.
O. Kyzym and V. A. Zabrodskij is the most logicattpmplete in the sense of this
term. According to the latter approach, as stateov@, the management process
consists of two stages: the rating system of firrstability and its diagnostics that
enables not only to analyze, but also to perforimeiofunctions of management cycle:
planning, organizing, regulating, coordinating,@aating and auditing.

The present technique has, nevertheless, certaiadwhAntages as to its
practical application. This technique is aimedratestigating the process of control
of the enterprise financial stability to some ekxteaparately from the process of
control of liquidity, responsibility, capital, etddowever, all the listed above
managerial processes are, in practice, difficuldigtinguish one from another, as
they are closely interrelated.

Nevertheless, the main difficulty in applying thischnique that does not
depend on the technique itself, is the fact thatdfiered rating system of financial
stability control refers to a greater extend to #maerprises, furthermore, the
industrial enterprises. Although banks are the ifpecommercial enterprises, it is
the irritating fact that they have a number oindigant range of differences from
their organization to financial statements, theéelabeing an important source of
information. For the following reason the presesthhique in its absolute form

cannot be applied to financial stability managenwénhe banking institution.
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2. Modern Analysis and Rating System of Financialtdte and Financial Stability
of the Commercial Bank

2.1. The Financial and Economic Characteristics ahe Joint-Stock Commercial

Innovative Bank ‘UkrSibbank’.

The full name of the bank is the Joint-stock Conu@rinnovative Bank
‘UkrSibbank’ (hereinafter the JS CIB ‘UkrSibbank’).
The JS CIB ‘UkrSibbank’ was registered at the Naidbank of Ukraine Ne
57, dated October 28, 1991.
The legal status of the JS CIB ‘UkrSibbank’ is afestock company with a
collective pattern of ownership.
It is run by: its main governing body — the genenaleting of shareholders; the
supervisory board of the bank; the bank managertenguditing committee.
The key shareholders of the bank are six Ukrainratustrial businesses,
together holding over 90.58% of all issued shatags. . 1. [90]).
Table 2.1.
The List of Key Shareholders of JS CIB ‘UkrSibbank’ as of July 1, 2004.

Ne Shareholder Percentage of
1 2 authorized capital (%)
3
1 RedanLtd. 6.74
2 Grand + Ltd. 8.03
3 UkrinvestJSC cl. 8.14
4 Alternative +Ltd. 8.17
5 Independence [Ltd. 9.70
6 Ukrainian Metallurgical CompanylSC 49.80
cl.
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The bank has the license, granted by the NBU, toyaaut all kinds of the
banking activities statute-permitted in Ukraine.

Specifically, it is NBU State License Ne 75, dated December 24, 2001,
permitting the JS CIB ‘UkrSibbank’ to carry out tfteowing banking operations:
- deposit - taking from legal entities and naturakpas;
- opening and operating current accounts of custoamiscorrespondent banks,
including transferring money funds from and int@gb accounts through payment
instruments and entering money into these accounts;
- investing of raised funds on bank’s behalf, orcdaditions and at its own risk;
- undertaking operations with currency valuables;
- Issuing its own securities;
- purchasing and selling securities by customer’siesq
- undertaking operations in the securities foreignhexge market on its own
behalf;
- giving guarantees and other securities in termaaiey for provided goods or
services, assuming the risk of nonpayment of setiisdand the receipt of payments
(factoring);
- leasing;
- keeping valuables and important documents in cystadpersonal safety
cases;
- issuing, buying, selling and servicing of checksmynpissory notes and other
negotiable orders to pay;
- issuing and servicing bank debit cards;
- giving advisory services and checking of bankimgsactions.

According to PermitNe 75-2, the bank is also authorized:
- to make investments into statutory funds and shafrether legal entities;
- to transport currency valuables and collect cashgeds;
- to carry out transactions by customer’s requesinats own behalf:

a) through money-market instruments,
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b) through financial instruments based on rates olvemion and interest
rates;
c) with financial futures and options;
- to act as a principal carrying out management nflfuand securities under the
arrangements with legal equities and natural patson
- to perform depositary activities of a custodiars@turities;
- to keep file of registered stocks.

The activity carried out by the JS CIB ‘UkrSibbardn the stock market is
permitted not only by the licenses and by pernmsted above; the bank is also in the
possession of the following:

- The State Committee on Securities and Stock Malk=#nse to carry out
activity on issue and circulation of securitiesA ANe 241777 dated 22. 10.2001.

- The State Committee on Securities and Stock Malks#nse to carry out
depositary operations. - AAe 24617 dated 19. 10.2001.

- The License of the Ministry of Finance of Ukraine perform depositary
activities of investment fund and Investment Conypan

The bank began its activities on 18 June 1990, thieghCommercial Innovative
bank "Xapxkisinkombank" (Kharkivincombank) being registered by the Stadéek of
the USSR.

In 1991 the bank went public and was renamed agothestock commercial
innovation bank Xapkisinkombank” (Kharkivincombank), and later it was registered
by the National Bank of Ukraine.

In 1992 the JS CIB Xapkisinkombank" (Kharkivincombank) became a
member of the Ukrainian—Siberia corporatidixpCubinkop” (UkrSibincor) and was
renamed as the JS CIB ‘UkrSibbank’.

The same year the bank was granted the licensehdyNBU to perform
transactions in currency valuables and it opened fitst correspondent foreign
exchange account in the "Skalber DuPont" bankg] Hrance).

Since the beginning of 1993 the JS CIB ‘UkrSibbamks offered its services to

natural persons.
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The year of 1994 was remarkable for commissionimg ‘Client — Bank”
program system, membership in Ukrainian Bankerso&gtion and conclusion of
American Express agency agreement on distributfaimageler’'s checks. The bank
became a full-member of S W.I.F.T. in 1995. Thesgmar the bank was granted the
License by the Ministry of Finance in Ukraine targeout capital issue and securities
circulation.

In 1996 the bank stock ownership was modificatetie Tstatutory fund
increased up to UAH 90 min. The bank establishedbitanches in Cherkassy,
Severodonesk, Zhitomir; it was granted license€doduct banking operations in
international foreign exchange markets.

In the spring of 1998 the JS CIB ‘UkrSibbank’ eetkrPFTS Securities
Trading System and it was granted the State Licemg&eep file of registered stocks
and to carry out depositary activity, a bit latestarted providing settlement and cash
services to local budgets [87].

The further expansion of the branch network wagicoad in 1999. The JS
CIB ‘UkrSibbank’ established its branches in Pdita%evastopol, Odessa, Kryvyi
Rig, and a division in Dneprodzerzhinsk. The samearythe bank became the
member of the Kharkiv Bankers’ Union.

A year later the branches located in Mykolayiv, opetrovs’k, Donetsk,
Mariupol and general representative office in Kywere established. In 2000 the
bank became the member of the Europay Internatidsaiociation and it was
involved in implementation of"EOQ"card project and started carrying out operations
using the Western Union money transfer system.

In 2001 net assets of the bank exceeded UAH Jlobjllemission of Master
Card cards was launched. The JS CIB ‘UkrSibbankabe a member of Ukrainian
Europay International Members’ Association ‘EMA’rddiches in Zaporizhzh and
Lviv were established; the bank launched its ptogic developing the regional

network of the bank in the territory of Ukraine.
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At the end of 2001 the bank acquired the rightettvise activities for pension
accounts and to make pension payouts and othemiaeguaid and, therefore,
expanded its custom [89].

The year of 2002 was remarkable to the JS CIB ‘Uko&k’ for the following
events — the establishment of its branches in Sufaporizhzh, Kirovograd,
Vynnytsa, Kherson, Rivne; the issue of fifty- thandth TEO” (GEO) card; the
launch of the long - term lending project to thetegorises in Ukraine; the
introduction of new technologies of remote banking its clients and the self -
service teller terminal; the beginning of its atyivin the “AHEJIIK” (ANELIK)
Money Transfer System; the emission of plastic €dod clients through a corporate
web-site; the realization of major projects on cogbe bonds allocation of large
Ukrainian enterprises, such AaK “Turan” (‘Titan’ JSC JV), IMA “Bopucnois”
(‘Boryspil’ SMA), 3AT “Capmar” (‘Sarmat’ CJ SV), to the total amount of UAH 100
min; the continuation of its activities of corpaabond management AT
“Kwuiscrap Jx.Ec.Em” (‘Kyivstart JSM’ JSC) begun in 2001 [90].

In 2003 the bank continued its expansion of a bramestwork and divisions,
developing its retail business and keeping a lepdosition in the Securities Market.
In 2003 the bank became a Principal Member of th@AVinternational Payment
System. At the end of the year, the branches inrriline and Simferopol were
established; the regional network comprised 21%diras and divisions. The bank
won recognition as "The 2003 Best Investment Bdrnkkvaine”.

The clients of the JS CIB ‘UkrSibbank’ are more rtheen thousands of
Ukrainian enterprises and six-hundred thousandsfral persons [90, 91].

Except for its main business activity, the JS CUKrSibbank’ successfully
participates in the social and public life of Ukrai For several years the bank has
been cooperating with the Kharkiv City Fun@iuMyp” (‘Timur’) whose employees
set up a children's theatre, an organizational @shacational complex, they also
provide advisory psychological services and pratmeedical aid.

Table 2.2
The Key Indexes of the JS CIB ‘UkrSibbank’ Growth
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indexes

01.01.2001

01.01.2004

01.01.2003

01.01.2004

net assets
thousands of

hryvnias

842522

1265903

1898358

369244-

loan
portfolio,
thousands of

hryvnias

604970

901797

1276928

2614671

amounts

owned to legal
entities,

thousands of

hryvnias

218949

490065

793415

1820335

amounts

owned to natura
persons,

thousands of

hryvnias

98887

235525

449326

88760(

equity,
thousands of

hryvnias

148379

163625

171400

280609

profit
before tax,

thousands of

hryvnias

14241

21004

11963

71766

€

net profit,
thousands 0

hryvnias

1424

15741

7770

41258
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employees 679 1146 2441 3363
total

number of 29 83 168 219
branches and

divisions, total

The bank has sponsored the Kyiv — Pecherska Lavpallish the edition of
the book Yerni minne” (the Life of the Sacred) that has been the tloing for the
past three hundred years.

Today the JS CIB ‘UkrSibbank’ is one of system kmmkUkraine with a great
potential. The bank is dynamically developing anglays an active part in economic
changes of the country. The JS CIB ‘UkrSibbankome of leading operators in the
financial market of Ukraine.

According to its finance indexes (tab. 2.2), thakbes one of the ten top banks
of the Ukrainian Bankers’ Association rating, witie volume of its assets exceeding
UAH 1 billion, it was referred to one of the largdsankers of Ukraine by the
National bank of Ukraine [89, 90, 91].

2.2. The Analysis of Financial State of the Jointi#8ck Commercial
Innovative Bank ‘UkrSibbank’

Carrying out a financial analysis of the banksiektremely important to make
correct selection of relevant analytical ratio.

In tab.E.1 to appendiE there are some ratio offered by scientists foryoag
out a financial analysis of a business bank [287,39, 40, 42, 52, 54, 58, 60, 61, 63,
65, 76, 83, 121].

The calculation algorithm and the economic valuandéxes are in tabKE1 to
the appendix.

According to the data in talil to appendixE, one can conclude that each
researcher, having his own results, selects the®se indexes and analytical ratios

that keep proving the absence of the unified syst#dmndexes which would
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characterize the financial state of a bank in aeggnwvay. A particular commercial
bank uses in exactly the same way the self-devdldeehniques that include
different indexes that are often considerably dgife.

The selection of indexes for the financial statalysis to be carried out in this
research proposal should be done with an allowBmdée following:

- obligatory uniqueness of an index (i.e. exceptibduplication);
- the economic value of an index;
- its calculation can be made using the data of tii@reporting of a bank.

Basic data of the calculation of financial ratie ar tab.3.1 to appendix 3.

The first set of the analysf the JS CIB ‘UkrSibbank’ financial state is an
analysis of capital adequacy.

The basic ratio are regulatory capital adequackp,rétal capital adequacy
ratio, reliability ratio, financial leverage ratiaytonomy ratio, equity protection ratio,
interest-earning assets protection ratio, capitatiptier ratio, bank own funds ratio
[5, 7, 54, 58].

The data of the calculations of analytical capddkequacy ratio of JS CIB
‘UkrSibbank’ are in tab. 2.3.

Table 2.3
The Data of Calculations of Analytical Capital Adeqiacy Ratio of the JS
CIB ‘UkrSibbank’

analytical ratio 01.01.01.01.; 01.01.; 01.01.; 01.01.] 01.01.] 01.01.
1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
1 2 3 4 5 6 7 8
regulatory capital 21,16| 16,94 | 13,21
adequacy ratio 2 7 0
growth rateH2, % 80,08 77,95
4 0
total capital 36,90 47,30| 45,33| 20,99| 21,30| 9,213| 7,303
adequacy ratio (H3) 4 6 3 3 3
growth rateH3, % - 128,1] 95,82 46,30 1014 43,24 79|27
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86 9 8 77 8 3

reliability ratio 0,740, 0,907 0,725 0,305 0,165 2ZB1 0,089

growth rate of - 122,5| 79,99| 42,04| 54,11 | 74,74| 72,19
reliability ratio,% 67 9 2 6 4 3

financial leverage 1,696| 1,195 1,469 4,411 7,074 8,723 12,14
ratio 8

growth rate of - 70,45| 122,9| 300,3| 160,3| 123,3| 139,2
financial leverage ratio 3 31 73 76 05 60

autonomy ratio 0,371 0,456 0,405 0,176 0,116 0,10976

growth rate of - 122,8| 88,90| 43,47| 65,89| 88,61| 73,89
autonomy ratio 29 3 5 8 8 2

equity  protection 0,057| 0,045 0,070 0,303 0,514 0,568 0,516
ratio

growth rate of 79,07| 154,8| 430,8| 169,9| 110,4| 90,83
equity protection ratio 0 63 18 88 77 6

interest - earning 0,289| 0,400 0,379 - - 0,022 -
assets protection ratio 0,032 | 0,155 0,074

growth rate of - 138,4| 94,71 - 481,5 - -
interest - earning assets 18 1 8,467| 93 | 14,21|337,0
protection ratio 0 25

capital multiplier] 3,360| 2,806 3,407 0,815 1,225 1,772 3,222
ratio

growth rate of - 83,50| 121,4| 23,92| 150,2| 144,6| 181,8
capital multiplier ratio 2 17 6 52 55 59

bank own funds$ 0,590| 0,837 0,681 0,227 0,141 0,115 0,082
ratio

growth rate of bank - 141,9| 81,34| 33,29| 62,35| 81,09| 71,80
own funds ratio 39 7 2 3 9 8

From the data in tab. 2.3, it is obvious that t8eCIB ‘UkrSibbank’ adheres to
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the adopted standards of the National Bank of Wksanamely, regulatory capital
adequacy standardd®), total capital adequacy standadd3). According to the
Instruction on the Procedure of Banks’ Activity Ré&agion in UkraineH2 should be
no less than 10% and3 no less than 4%12 made 13,21%, and3-7,30%, as of
01.01.2004. But it is worth to note, that for thaspthree years values of the
standards have considerably decreased, and itastajufirst of all, a problem of
raising the capital of the bank. That means that idite of bank assets growth
considerably outpaces the rate of capital growth.

It is necessary to emphasize, that the problemndercapitalization concerns
almost all commercial banks of Ukraine, and it @nes to a greater extend the ten
largest banks including the JS CIB ‘UkrSibbank’.n@oercial banks do not raise
their capital to the level adequate to securedinvest level of risk to its clients.

Very low values of capital standards are the faigins of the problem of
undercapitalization.

This tendency is also confirmed by the reliabilifio (bank capital to raised
funds ratio). For seven years it has greatly deg@amore than 8,5 times: from
0,740, as of the beginning of 1998, to 0,089, athefbeginning of 2004. Minimum
allowable value of the ratio makes 0,05 or 5%.rtfvgh rates of the given ratio keep
the value equals the value of the past three ydaesvalue of the reliability ratio of
the bank will be less than the minimum allowablkigan eighteen months.

High level of undercapitalization of the bank owneapital forces the bank
management to raise funds in the money - marketlandlynamics of the financial
leverage ratio (total liabilities of the bank te @iwned capital) proves this situation.
Since the beginning of 1998 the volume of bankilitds exceeded its owned capital
only more than 1,7 times, but, keeping the annualvth rate of the given index of
120 - 300%, since the beginning of 2004 the volwikabilities of the bank was 12
times more than the one of its shareholders’ equity

With its share in bank’s liabilities decreasingnka dependence on raised and
borrowed capital increases. Thus, since the beaginof 2004 the autonomy ratio of

the bank made up only 7,6%, whereas its minimuowalble value was 10%.
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Despite the general undercapitalization, the I@febwned capital protection
was being observed to increase due to the growthnwedstments in its own
capitalized assets. Thus, for the period of sixryed998 - 2004), the equity
protection ratio had increased and since the beginof 2003 it reached the values
of 56,8%, and during the following year it (theioxtdecreased to 9,16% and since
the beginning of 2004 it was 51,6%.

The capital multiplier ratio is a direct index tietlevel of the bank’s financial
leverage, i.e. it demonstrates the amount of agseteach hryvnia of equity. In
developed countries the capital multiplier is 15g2(ints, and this value is considered
ordinary. As the shareholders’ equity should caver assets losses, the higher the
level of the multiplier is, the higher the risk lméinkruptcy is. Although the more the
value of the multiplier is, the more the bank ptiedrfor higher outpayments to its
shareholders is.

The capital multiplier ratio of the JS CIB ‘UkrSitabk’ does not exceed 20
points and during quite a long period from 19982104 its value was not less than 4
points indicating the availability of bank’s assedgainst shareholders’ equity.
However, this value also meant that the bank waapable of high payments to
shareholders.

However, at this point the issue of controversysesi according to bank’s
financial statements, the value of the regulat@apital of the bank is 3 times less
than the value of its shareholders’ capital. Fes tkason, we can conclude that the
level of availability of bank’s assets against degury capital is low, while the one of
the shareholders’ equity is rather high.

Thus, the analysis of capital adequacy of the I5‘GkrSibbank’ testifies the
first sings of problem of undercapitalization

The second set of the financial analysis of theCIB ‘UkrSibbank’ is a
liquidity analysis.

Results of calculations of analytical ratios ch&gazing liquidity of the JS CIB
‘UkrSibbank’ are in tab. 2.4.

Table 2.4.
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Results of Calculations of Analytical Liquidity Ratio of the JS CIB

‘UkrSibbank’
Analytical ratio 01.01 |01.00 |01.012 |01.01 |01.01 (01.01 |01.01
1998 | 1999 2000 |2001 |2002 |2003 2004

quick liquidity ratio 3422 2,285 0,962 0,157, 0,058 0,181 0,146
The growth rate of
quick liquidity | - 66,759 42,107| 16,318 36,733 314,285 80,357
ratio,%
bank own funds
o _ 1406/ 1,667 1,610{ 1,028/ 0,933 1,022 0,932
liquidity ratio
The growth rate of
bank own funds - 118,507 96,594 63,823 90,753 109,641 91,147
liquidity ratio, %
General liquidity rato 0,309 0,507 0,292| 0,128/ 0,106 0,174, 0,149
The growth rate of
general liquidity} - 115,558 91,500/ 76,578 94,621 91,515 97,180
ratio,%
iqguid assets to

_ | 0,176 0,261 0,149 0,055/ 0,036 0,103] 0,112
working assets ratio
The growth rate of
iqguid assets to

_ - 148,382 57,309 36,691 64,948 290,790 108,605
working assets
ratio,%
granted loans to
collected deposits 5,032 5,302 5,274, 2,461 1568 1,265/ 1,053
ratio
The growth rate of

- 105,382 99,469 46,664 63,692 80,678 83,274

granted loans 1o
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U)

collected deposit

ratio,%

For the data in the tab. 2.4, the values of thelgliquidity ratio and general
liquidity ratio for the past four years, namelyorit 2001 to 2004, are less than
minimum allowable values.

Each value of the ratios should not be less th@&%0pr 20 %. As of
01.01.2004, the quick liquidity ratio made 0,146%1d,6 %, i.e. it was 5,4% less
than the minimum regulatory value. It means, thatase of the customers’ run on
the bank only 14,6 % of the whole amount of theodép could be payable right
away owing to the money in cash departments andsfon correspondent accounts.

The similar situation is observed with the valuetloé general liquidity ratio
that made 0,149% or 14,9% since the beginning @fydar, and but it should not be
less than 20%.

Such situation with quick liquidity of the bank fg'st of all, due to the increase
of the depositary portfolio of the bank, in partasy and the volume of its liabilities,
in general, and it develops much more rapidly tti@nincrease of its quick liquid
assets, the amount of money in cash departmentsfiamds on correspondent
accounts.

It is interesting to mention, however, in spitetlod critical situation with quick
liquidity, the values of such ratio as the genéaqalidity ratio and the liquidity ratio of
bank own funds as well as the granted loans teecit deposits ratio are within
limits of permissible and regulatory values.

The bank own funds liquidity ratio should be monart 0,7%- 0,8%. For the
investigated period and the financial statementthefseven years, the values of the
mentioned above ratio have been more than the mmipermissible values, but its
values tended to decrease and since the beginh2@0d year it equaled 0,932% or
93,2%, i.e. it was very close to the rejection linihat means the decrease of

availability of liabilities of the bank against gsrning assets.
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The complimentary ratio of bank own funds liquidiitio is the ratio of granted
loans to collected deposits. As you can see franeta.4, the value of this ratio was
decreasing from1998 to 2004. That means that gle af paying off the bulk of
liabilities to its clients tended to decrease. Thymnted loans are mainly secured
against the volume of the collected deposits, &edbiank is not under the threat of
unbalanced liquidity.

The value of the total liquidity ratio (total assétb total liabilities) should be
more than one. However, its regulatory value is arid that value meets in full the
requirements to capital adequacy (in fact the ehmhould have at least 10% of
assets, and, correspondingly, 90% of liabilitid$jus, the value of the total liquidity
ratio that during six years had a constant downwandency did not make the sign
of the regulatory value at the beginning of 2004 aas only 1,083%, however, the
deviation from the standard made only 0,017, i.&ais insignificant,.

Therefore, the calculated and investigated in 2ab system showed that the JS
CIB ‘UkrSibbank’ has certain problems with liquiglitFirstly, the asset structure of
the bank is not optimal in terms of its liquid cang; secondly, bank’s ability to pay
off its liabilities to clients who placed their meyin this bank on current, savings,
deposit accounts is not secured against assetse\wowit is worth to notice, that
though a situation is problematic, but it is natical, and, in fact, the bank meets in
full its commitments on economic and financial @tes to the creditors, as well as
to its shareholders, and it has coped with thelpmlof unbalanced liquidity.

The third analytical direction of the financial &sas of the bank is the analysis
of its economic activity that literature on econosnrecommends to analyze through
interrelation of an estimation of the potentialb@ink own funds and the use of this
potential in assets as well as in some of its ieddpnt investments - in investment
and credit portfolios of the bank, logistical sugpo

Results of calculations of analytical ratio thaaxcterize the activity of the JS
CIB ‘UkrSibbank’ are in tabli.1 to the appendik.

The business activity is determined by both the ddtborrowed funds and the

rate of their use in assets, therefore, it is ables first, to investigate the group of
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ratio that characterize the rate of business agtofi borrowing funds, and further -
their allocation in certain groups of assets. Trsup of ratio is used as a measuring
instrument of a level of bank’s performance infihancial market.

The increasing value of the activity ratio of attrag borrowed and raised
funds testifies a high business activity of thelkbdrherefore, from 1998 till 2004 the
value of the mentioned above ratio increased frge2® up to 0,923. Nevertheless,
while drawing a parallel, it is necessary to emptggsthat such high activity of
attracting funds is due to the reduction of its edrmapital adequacy. Moreover, the
optimal value of the ratio is considered 0,70.

The similar tendency is observed with the actiwaitycollecting deposits. From
1998 till 2004 the activity ratio of collecting tardeposits increased correspondingly
from 0,051 up to 0,672, i.e. more than 10 times ificrease of depositary portfolio
of the bank testifies not only the growth of thesibess activity of the JS CIB
‘UkrSibbank’ but it is also the evidence of gainiognfidence of its clients and their
confidence in the bank’s ability to use effectivelients’ money for both parties.

The ratio characterizing the rate of activity ohkdunds allocation is also on a
high level. The activity ratio of using raised fends earning assets during the
investigated period exceeded the minimum regulatatye 1, and, as of 01.01.2004,
it equaled 1,008. However, during the period of 8992004, the ratio tended to
decrease constantly and if such tendency keepfolloging fiscal year, this ratio
will not equal its regulatory value.

From 1998 till 2000 the activity ratio of investimgised funds in an credit
portfolio increased and since the beginning of 2008ached the peak sign of 1,424 ,
l.e. the most active credit policy of the bank tbe whole investigated period.
Although the value of the ratio decreased, it leadained its high rate.

The ratio of credit activity that had the maximuralue of 0,795 since the
beginning of 2004 confirms this fact. Since theibemg of 2004 it equaled 0,708,
but it remained on a very high rate.

High values of activity ratio of using raised funosa credit portfolio and
credit activity ratio testify that credit transamts of the JS CIB ‘UkrSibbank’ have a
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large share of its total transactions, which, a¢ #stage of its development,
characterize the banking system of Ukraine as devho

It is worth to notice, that high credit activity ¢the bank did not affect the
guality of its credit portfolio, in fact, since thieeginning of 2004 the ratio of
outstanding loans had the lowest value for the wiolestigated period. In general,
it is typical to the JS CIB ‘UkrSibbank’ to haveaav share of outstanding loans, and,
actually, during its seven-year activity periodstnatio had never exceeded the limit
value of 3%, and during past six years the valubefatio was less than 1%.

Comparing to high values of the ratio of creditiatt, the ratio of the total
Investment activity was at a rather low rate, btgémded to increase 0,054 or 5,4% in
1998 and 0,103 or 10,3% in 2004. It testifies tlaks successful attempts to
diversify assets, and it proves that the bank iadive participant of a stock market
of Ukraine, the fact that is constantly emphasizgthe bank.

All-time high values of the asset management &fficy ratio (0,766 — 0,907)
show a significant weight of bank’s assets and tteturn.

Thus, the business activity of the JS CIB ‘UkrSitkiaduring 1998 - 2004 was
on a high level and was characterized not onlylbtirae high credit activity of the
bank at a stable low level of outstanding loang, dso by increasing investment
activity at a stable high level of asset managera#fiitiency.

The next and the last stage of financial state yamsalof the JS CIB
‘UkrSibbank’ is the analysis of the bank performannamely, the analysis of the
bank return and profitability.

The effective ratio of the bank performance isvitbume of the earned profit.
As under the modern circumstances bank spendirajsatie affected by economic
downturn in the country often increase irrespetyiveid a level of economic and
financial activities of a bank; the profit which terms of volume is frequently rather
low, is unable to characterize the level of paybadssibilities, i.e. there is a
necessity to define the level of bank’s managereéidiency of profit as well as of
return. Hence, analysis of the bank earning capasiexpedient to calculate using

indexes of the bank profitability of earnings ame tbank earning capacity of net

49



profit.

Proceeding from the results in tak.1 to appendix K, the total level of
profitability of earnings that shows the amountodfit before tax per 1TUAH keeps
an average level. Therefore, from this viewpoi®t thost profitable year for the bank
was the year of 1998 with the bank profit being @&opecks per 1 UAH, while the
most unprofitable year was the year of 2001, though004 the total level of bank
earning capacity was 13, 9 kopecks per 1 UAH.

The net interest margin shows a level of the bariitpbility of interest
margin. From 2000 till 2004 this ratio kept beingueal 5% for the JS CIB
‘UkrSibbank’. Nevertheless, the net interest margimows the level of return on
interest earning assets as well as characterizeser€y of the bank control over
interest earning assets and cheap funds.

The net spread, that during 2001 was on the leyahled 10-9%, indicated not
only the decrease of a level of return on earngerest, but also characterizes, the
difference between the acquisition price of fundd #he price of their allocation in
assets (mainly in the credit portfolio).

At the same time a stalemate of the bank profitsgswhich shows the minimal
value of profit margin that allows to cover all sdengs and to earn profit, had
decreased to 1, 4 kopecks per 1 UAH of earningtease998 up to 0,005 kopecks
per 1 UAH of earning assets in 1999, but then 002@ith the accelerated rate of the
amount of 92110,7 % annually it made 4,4 kopechkd,sance the beginning of 2004
- 6,1 kopecks per 1 UAH of earning assets. Thel leiva stalemate of profitability,
less than 10 kopecks per 1 UAH of earning asset@n ioptimal value of this index,
therefore, in spite of its growth from 1998 till @ it is possible to speak about
effective work of the bank management on advangiruyvth of return on interest
earning and non interest earning transactions mpared to the similar operations on
spendings.

The maximum value of the index of earning capacftgquity was registered
on 01.01.1999 and made 17,7%; i.e. that the eqaiytal equaled 17, 7 kopecks of
the bank profit per 1 UAH. Nevertheless, during tbikowing five years this index
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considerably decreased: the year of 2000 was utgiste for the bank, although,
since the beginning of 2002 its earning capaciteaiity made 1, 5 kopecks per 1
UAH, though the value of 1, 5 kopecks is a low ohéhis ratio, but with the loss of
value of 0, 5 kopecks per 1 UAH of equity — it wagjuite good result. Since the
beginning of 2004 bank’s earning capacity of camtpaled 3, 6 kopecks per 1 UAH
of equity. However, such low values are due torthaluation of equity done up to
the international standards in 2000. Because o, tetockholders’ equity had
increased more than 10 times, and at the same tieteprofit had increased only
more than 3-4 times.

In some way similar situation occurred with thedaraf return on bank assets
that had rather low values: ranging from 0, 2 kéggquer 1 UAH of assets in 2003 to
6,3kopecks per 1 UAH of assets in the above meadigrear of 1999 that can be
considered the most profitable year for the barteims of bank’s performance.

Similar conclusions can be made while investigatimg indexes of return on
spendings and earning capacity of return.

Therefore, by the results of the analysis of edficy of the JS CIB
‘UkrSibbank’ performance, it is possible to draw canclusion that the bank
considering its high performance and low value atalemate of profitability does
not use all its potential for the achievement aimaxn of profitability. Though the
bank earns high profits in correspondence to isolaite value and as compared to
other banks, but in terms of profitability of iteniormance, it is not the leader, and
does not rank as one of the ten most profitabl&dadevertheless, such situation is

characteristic to all large as to their size oetsbanks of Ukraine.

2.3. An Integral estimation of Financial Performane of JS CIB
‘UkrSibbank’ Based on the Technique of the NationaBank of Ukraine

There was developed a technique of an integraimastn of financial
performance of banks by the Bank Reorganization lagdidation Department of

General Bank Control Division of the National BamkUkraine with the assistance
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of the economists K.Klotsa and M.Luchinski at thergaw Center of Social and
Economic Researches [39].

The integral estimation of financial performanceadculated based on eleven
detailed indexes divided into four groups. Whileleseng indexes, crucial
importance was paid to their information pithinessid selecting of groups —
complete descriptions of financial performancehaf bank.

1. The index of return on assets (ROA), i.e. thmmaf return on bank’s assets
that determines their earning capacity. The vabfethis ratio should be as high as
possible, as, in fact, the main goal of the banradit making. It gives more useful
information for bank control than the ratio of metuon equity which is more
important for bank’s owners.

2. The index of return on sales (ROS), i.e. thefipto returns ratio that
determines the weight of profit to the volume ofuras. Thus, as far as ROA
correlates return to the volume of assets for aefperiod (therefore, it has a static
nature), so accordingly ROS does the profit towubkime of returns for the whole
accounting period (therefore it has a dynamic attarpa The earning capacity of
return on sales is calculated as profit to retuati® of the bank.

3. The index of marginal propensity to save (MPSineates whether the bank
was unprofitable during the previous accountingqokr and whether it is capable
(and to what extent) to cover the spendings agamsent profits. If the bank has
current spendings, MPS shows, the level on whiehfitencial performance of the
bank worsens:

In case of profit, MPS is calculated to the follagiiformula:

MPS = (1 — income tax rate)? profit / spendingsesatl (2.1)

In case of spendings, MPS is calculated to theviellg formula:

MPS = current spendings / spendings suffered (2.2)
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To the group of detailed indexes of bank liquidistong:

4. The index of reliability (R) is the standardimsition of a level of bank
reliability and equals to shareholders’ equity $sets weighed at a risk rate.

5. An index of liquidity (L), is the amount of casimd securities to market to
current deposits ratio that estimates whether &m Its in capacity to cover the needs
in monetary funds in case of possible withdrawahefke deposits:

6. The index of capital adequacy (ZK) estimatestiiek soundness in case of
deterioration of its credit portfolio quality:

ZK = (bank own funds - (0,57 doubtful debts beltw standard) — arrears of
bad interest) /bank resources

To the group of detailed quality indexes of a drgubrtfolio of the bank
belong:

7. The index of acceptable quality level of unweiglcredit portfolio (AQ)
which defines specific weight of irregular arreafsbank credit portfolio neglecting
their categories (below the standard, doubtful aat Hebts), nevertheless it does not
estimate the threat for the bank resulting fromedetation of its credit portfolio
quality.

8. The index of weighed credit portfolio quality OR) estimates responsibility
of certain categories of irregular arrears to tlankb If the value of WCR is
approximate to the value of AQ, it means that dpeeveight of bad debts and
irregular arrears of bad interest is very high, it.&s necessary to expect aggravation
of the bank earning capacity:

WCR = ((0,2# debts below the standard) + (0,5# tfalldebts) + bad debts +
arrears of bad interest)/debts.

To the group of detailed indexes of dynamics andcsire belong:

9. The index of dynamics of deposits (DI) estimatetevel of depositors’
confidence in the bank and equals gains on depos#tgotal sum of deposits ratio.

10. An index of dynamics of irregular arrears sh@a\state of deterioration of
bank credit portfolio (but certain categories akgular arrears do not differ) and

equals gains of irregular arrears to the total arhotiirregular arrears.
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11. Participation of other items in the assetscsiine (S) determines an
optimality of a structure of balances of bank. @titems mean other banking
operations whose big specific weight means lescgaation of working assets that
causes the decrease of the bank earning capacity.

Every mentioned above detailed index has two vataese investigated: its
absolute value and variability of absolute value.

Tab. 2.5 contains the information concerning dateof absolute value,
estimation of absolute value and estimation ofalality of absolute value.

Table 2.5
Criteria of Absolute Value, Estimation of AbsoluteValue and Estimation

of Variability of Absolute Value of Indexes of Financial Performance of Bank

Detailed Criterion of estimation  of estimation of
index | absolute value | absolute value, score | variability of absolute
value, score
1 2 3 4
ROA 0% 0-4 0-2
ROS 0% 0-2 0-2
MPS missing
value
as no 0-4 0-2
calculation
technique
R 8% 0-2 0-2
L 100% 0-4 0-2
ZK 0% 0-4 0-2
A Average
; value g 04 0
WCR Average 0-4 0-2
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value

D1 Average

value

D2 0% -as a
result of no

aggravation  of 0-4 0-2

—F

the bank credi

portfolio activity

S Average
0-2 0-2

value

The integrated index of bank’s financial state bame these data is calculated.

If we designate the following by symbols:

u — number of a detailed index(...., 11);

] —number of group of detailed indexgsX ......., 4);

G(j) —score of general estimation of group of detaifetexes;

M(j) — a multiplier for group of detailed indexes;

$(i) — score of an estimation of absolute value of ailbet index;

(i) — score of an estimation of variability of absolwa&ue of a detailed
index, hence the formula of integrated ind&Xof financial state of the bank will

be\the following:
W=G(1) + G(2) + G(3) - G(4), (2.3)

where

G(1) =M (1)x[s; (1) + S, (1)] + [Ss (2) + S, (2)] +[Ss (3) + S, (3L
G(2)=M(2)x[S5(4) + S, (4)] +[S: (5) + S, (5)] + [Se (6) + S, (B)]:
G(3)=M(3)x[ss(7) + S, (7)] +[Ss(8) + S, (8)]:
G(4)=M(4)x[S5(9) + S, (9)] +[Ss (10) + S, (10)] +[S5 (1) + S, (L)]};

In case of profit, MPS is calculated to the follagiformula:
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MPS = (1 — income tax rate)? profit / spending ex&d (2.1)

In case of spending, MPS is calculated to the Wwahg formula:

MPS = current spending / spending suffered (2.2)

To the group of detailed indexes of bank liquidistong:

4. The index of reliability (R) is the standardimsttion of a level of bank
reliability and equals to shareholders’ equity $sets weighed at a risk rate.

5. An index of liquidity (L), is the amount of casimd securities to market to
current deposits ratio that estimates whether #mi Its in capacity to cover the needs
in monetary funds in case of possible withdrawahese deposits:

6. The index of capital adequacy (ZK) estimateshiek soundness in case of
deterioration of its credit portfolio quality:

ZK = (bank own funds - (0,5? doubtful debts beltwe standard) — arrears of
bad interest) /bank resources

To the group of detailed quality indexes of a draubrtfolio of the bank
belong:

7. The index of acceptable quality level of unwésghcredit portfolio (AQ)
which defines specific weight of irregular arreafsbank credit portfolio neglecting
their categories (below the standard, doubtful aat Hebts), nevertheless it does not
estimate the threat for the bank resulting fromedetation of its credit portfolio
quality.

8. The index of weighed credit portfolio quality GR) estimates responsibility
of certain categories of irregular arrears to tlankb If the value of WCR is
approximate to the value of AQ, it means that dpeeveight of bad debts and
irregular arrears of bad interest is very high, it.& necessary to expect aggravation

of the bank earning capacity:
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WCR = ((0,2# debts below the standard) + (0,5# tfaudebts) + bad debts +
arrears of bad interest)/debts.

To the group of detailed indexes of dynamics andctiire belong:

9. The index of dynamics of deposits (DI) estimatesevel of depositors’
confidence in the bank and equals gains on depos#tfotal sum of deposits ratio.

10. An index of dynamics of irregular arrears sh@a\state of deterioration of
bank credit portfolio (but certain categories akgular arrears do not differ) and
equals gains of irregular arrears to the total amhotiirregular arrears.

11. Participation of other items in the assetscsiine (S) determines an
optimality of a structure of balances of bank. @titems mean other banking
operations whose big specific weight means lescgzation of working assets that
causes the decrease of the bank earning capacity.

Every mentioned above detailed index has two vataelse investigated: its
absolute value and variability of absolute value.

As to the value of the integrated index of bankisaffcial state, banks are
divided into five groups: if the value is in thenge of the score of 0-10 the financial
state of the bank can be characterized as cristsitoral; if the value of an integral
estimation is in the range of the score of 10-20fthancial state of the bank can be
characterized as unstable; the score of 20-30h swjns of problematical character;
score of 30-40 - with presence of temporary comapilbms; with the score of 40-50 -
the financial state of the bank is stable.

Basic data for calculation of an integral estimatod financial state of the bank
of the JS CIB ‘UkrSibbank’ are in tab. L.1 to thgpandix.

Results of calculation of detailed indexes of ficiah state, their absolute
variations of the JS CIB ‘UkrSibbank’ are in tab.IMo appendix M.

The rating score of detailed indexes and their lalbswariations are in tab. 2.6

Table 2.6
The Rating Score of Detailed Indexes, and Theirohlis Variation and
Integral Estimation of the Financial State of t8eCIB ‘UkrSibbank’
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Detailed

index

The rating score of the index, years

1998

1999

2000

2001

2002

2003

2004

1

ROA

ROS

MPS

R

L

ZK

AQ

WCR

D1

D2

S

Al W A N W W RN NN

W W AN W WA PR W W W W

N N W N W N W B N N NS

Wl W BN W R O N A~ O O O

Wl N B W W O O AP O

Wl A W W W o RPN RO

A wl & B A O R R AN RN

Pure
gain ROA

o

o

o

Pure
gain ROS

Pure
gain MPS

Pure

gain R

Pure

gain L

Pure

gain ZK

Pure
gain AQ

Pure
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gain WCR

Pure

gain D1

Pure

gain D2

Pure

gain S

integral
estimation of - 39 33 20 28 23 32

financial state

Judging by the results of tab. 2.6, the finandialesof the JS CIB ‘UkrSibbank’
according to classification of a technique sinalikginning of 1999, 2000 and 2004
can be characterized as good, but with presencéemfporary complications.
However, since the beginning of 2001, 2002 and 266Jinancial state of the bank
had signs of problematical character.

Thus, the calculation of an integral estimationrabterizes the financial state
of the JS CIB ‘UkrSibbank’ with integrity, and sump the carried out analysis, and
unequivocally determines whether the bank is firalhc reliable or financially
unstable at this or that moment of time.

Considering the results of the analysis and apatgpmtegral estimation, it is
possible to draw the following conclusions concegnihe financial state of the JS
CIB ‘UkrSibbank’:

1. For seven years of the bank management penmenthey had never
succeed in bringing the bank financial state ugh&level of financial reliability and
stability.

2. The year of 2000 was unprofitable for the banhk loss of the amount
of 1,6 million UAH, that it definitely affected itBnancial state, and resulted in the
lowering its position and the bank was charactdrizss one with signs of

problematical character as to the integral estwnabif the financial state.
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3. The following years, 2001 and 2002, in spifebank’s performing
profitable activity and improvement of some indexe$§ capital adequacy,
profitability and increase of bank management #gtithe bank didn’t succeed to
return a position of the financial state to a catggof banks with temporary
complications.

4. Its integral estimation testifies that since theginning of 2004, the
financial state of bank has considerably improvmd,there were certain unresolved
problems, the main ones among which are the foligwi

— owned capital undercapitalization due to rather éasalating volume of
assets and, as compared to it, very slow escalafibgnk’s stable funds;

— unsatisfactory liquidity state of the bank, whishconnected, first, with
low specific weight of liquid assets in a balanoenposition and fast growth of
liabilities of bank, including depositary portfolio

— low earning capacity of assets and the owned dapithank with its
high business activity.

3. Directions of Improvement of Financial State Cotrol and Financial

Stability of the Commercial Bank

3.1. The System of Timely Prevention of Financiali®blems of Banks’

Performance

As it stated above financial stability of a bankisygstem in general and each
participant is an object for proper attention ananagement of relevant competent
authorities in each developed country of the world.

Therefore, in Ukraine according to the current s&gion the matters of
regulation of banking activity, including financiatability of a banking system in
general and its each participant are under thediation of the National bank of
Ukraine [2, 3].
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The Division of Banking Supervision of the Natiornk of Ukraine within
the limits of their powers stated by the curremfid@ation and statutory acts by the
NBU that rather rigidly and thoroughly regulate gedures of banking supervision,
carries out daily monitoring over their reliabilityliquidity and quality of
management of bank risks. The Division gives speatention to timely
identification of financial problems of bank actii their reasons and nature of
expansion. In case of identification of problentee NBU has the power to impose
different sanctions - from concrete sanctions sash penalties, warnings and
requirements to a withdrawal of the bank license.

The withdrawal of the bank license is an extremreesan imposed on the bank
activity which results in a number of negative @msences not only for a
commercial bank with the withdrawn license, butbdlsr its corresponding banks,
other partners, shareholders, the personnel, sli&at this reason, the mechanism of
imposing such sanctions should be motivated, gredntacked up by the proper
information [39].

Director of Department for Banking Reorganizatiamd Liquidation of
General Department of Banking Supervision, |.Gdrgdc emphasizes, that
supervising bodies should adhere strictly to thepartant factor of supervision
technique, namely: criteria of an estimation of thenk activity with signs of
problematical character and financially unstablenkisashould identify financial
complications before to their transformation imeuvitable negative consequences.

While investigating this problem, loss of respoiigipand liquidity have been
referred to convincing signs of problematical cleten of the bank activity; a clear
proof of that are significant volumes of insideositstanding loan, violations of the
regulatory standards by the bank, inobservanceesérve requirements, extreme
fluctuations of demand balances on its correspandiocounts, existence of bad
payment documents of its clients as well as presericdamage. To the signs of
problematical character which should serve as distg signals can be referred the
following: imbalance of terms of borrowing and alidion of funds by the bank, its

activity in highly - risky markets with the low ppects of development, high
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specific weight of interbank credits in the struetuof the attracted funds,

accumulation of substantial sums on accounts ofradgpe, dividend payments to

shareholders (participants) during the period dafatisfactory financial state, wide

use of advertising to attract funds at the interatg higher than the market interest
rate, giving the NBU wittingly doubtful financiakporting as well as the negative
information on the bank activity from the minisgjedepartments, mass media,
individuals and legal entities [39].

For the timely prevention of financial problemstire bank activity, and also
timely decision-making on withdrawal of the bantelnse and liquidation of bank, in
case of unsettlement of these problems, the NBUskaghe goal to introduce the
system of timely prevention of financial problenmshank activity which has been
developed by the expert of the NBU with the aseistaof economists K.Klots and
M.Luchinski at the Warsaw Center of Social and Eenic Researches.

This system comprises the classification of barkgaheir financial state and
immediate identification of such banks that arearrttie threat of insolvency [39].

The System consists of several stages:

1. Daily monitoring of indexes of financial statktioe bank.

2. Calculation and comparison with regulatory stadd of the basic (detailed)
indexes.

3. Calculation of an integral index of financiat&t of the bank.

4. Classification of commercial banks of Ukrainet@she value of an integral
index.

5. Imposing of appropriate sanctions on those bavtksse financial state is
lower than the value of stable regulatory standard.

The integral estimation of financial performanceasculated based on eleven
detailed indexes divided into four groups. Whileleseng indexes, crucial
importance was paid to their information pithinessid selecting of groups —
complete descriptions of financial performancehaf bank

A group of detailed indexes showing the efficiemdya bank’s performance

consists of;
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1. The index of return on assets (ROA), i.e. th®raf return on bank’s assets
that determines their earning capacity. The vabfethis ratio should be as high as
possible, as, in fact, the main goal of the bangradit making. It gives more useful
information for bank control than the ratio of metuon equity which is more
important for bank’s owners.

2. The index of return on sales (ROS), i.e. thefipto returns ratio that
determines the weight of profit to the volume ofuras. Thus, as far as ROA
correlates return to the volume of assets for anidefperiod (therefore, it has a static
nature), so accordingly ROS does the profit toubkime of returns for the whole
accounting period (therefore it has a dynamic attarpa The earning capacity of
return on sales is calculated as profit to retuati® of the bank.

3. The index of marginal propensity to save (MPSineates whether the bank
was unprofitable during the previous accountingqosr and whether it is capable
(and to what extent) to cover the spending agaiostent profits. If the bank has
current spending, MPS shows, the level on whichfitmencial performance of the
bank worsens:

In case of profit, MPS is calculated to the follagiformula:

MPS = (1 — income tax rate)? Profit / spendingexefd (2.1)

In case of spending, MPS is calculated to the vahg formula:

MPS = current spending / spending suffered (2.2)

To the group of detailed indexes of bank liquidistong:

4. The index of reliability (R) is the standardimsttion of a level of bank
reliability and equals to shareholders’ equity $sets weighed at a risk rate.

5. An index of liquidity (L), is the amount of casimd securities to market to
current deposits ratio that estimates whether #mk Its in capacity to cover the needs

in monetary funds in case of possible withdrawahese deposits:
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6. The index of capital adequacy (ZK) estimateslthiek soundness in case of
deterioration of its credit portfolio quality:

ZK = (bank own funds - (0, 5? doubtful debts bekhe standard) — arrears of
bad interest) /bank resources

To the group of detailed quality indexes of a drgubrtfolio of the bank
belong:

7. The index of acceptable quality level of unwésghcredit portfolio (AQ)
which defines specific weight of irregular arreafsbank credit portfolio neglecting
their categories (below the standard, doubtful aat Hebts), nevertheless it does not
estimate the threat for the bank resulting fromedetation of its credit portfolio
quality.

8. The index of weighed credit portfolio quality GR) estimates responsibility
of certain categories of irregular arrears to tlankb If the value of WCR is
approximate to the value of AQ, it means that dpeeveight of bad debts and
irregular arrears of bad interest is very high, it.& necessary to expect aggravation
of the bank earning capacity:

WCR = ((0, 2# debts below the standard) + (0, S#botfal debts) + bad debts +
arrears of bad interest)/debts.

To the group of detailed indexes of dynamics anactiire belong:

9. The index of dynamics of deposits (DI) estimatetevel of depositors’
confidence in the bank and equals gains on depos#dotal sum of deposits ratio.

10. An index of dynamics of irregular arrears sh@a\sate of deterioration of
bank credit portfolio (but certain categories akgular arrears do not differ) and
equals gains of irregular arrears to the total amhotiirregular arrears.

11. Participation of other items in the assetscsiine (S) determines an
optimality of a structure of balances of the baGkher items mean other banking
operations which big specific weight means lessigpation of working assets that
causes the decrease of the bank earning capacity.

Every mentioned above detailed index has two vataelse investigated: its

absolute value and variability of absolute value.
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According to the design procedure of the NatioBahk of Ukraine (the
detailed information about it is given in the sent2.3) the maximum value of an
integrated index of the financial state is 50; ldwger is the value, the better is the
financial state of a bank.

The integrated index has sufficiently abstrachrabter because it does not
exist as the value calculated on the basis of baokunts.

Therefore the design procedure suggests twopirdttions of the integrated
index’s value simultaneously:

* Ordinate value, which defines a place of the bangcore rating, depending on its
financial state.

» Coordinate value, which doesn’t only estimateacelof the bank in score rating,
but is a well-defined interpretation of its finaalcstate, made by means of an
integrated index.

If the value is in the range of the score of 046 tinancial state of the bank
can be characterized as crisis or critical; iftakie of an integral estimation is in the
range of the score of 10-20 the financial statehef bank can be characterized as
unstable; the score of 20-30 - with signs of profagcal character; score of 30-40 -
with presence of temporary complications; with dw®re of 40-50 - the financial
state of the bank is stable.

The maximum attention of the bank supervisionvises should be
concentrated on a group of banks which integrasganation is found in a 0-20
interval, and especially on those banks of thisugrowhich integrated index of
financial state is the lowest [39].

It is important to distinguish the following adwtages of the timely prevention
system of bank financial state problems. They are:

» Detailed indexes, containing full information abdlg financial state of the bank,
which do not duplicate operating standards of theidwal Bank of Ukraine
(NBU);

* Index structure, which includes full descriptiorigioe financial state of the bank:

profitability indexes, liquidity indexes, busineszctivity in crediting and
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funds/assets formation indexes, indexes of dynainck structure of assets and
liabilities of a bank;

» Calculation of an integrated index, which considdes dynamic structure of the
financial state of the bank;

» Technique, which enables not only to make up thiegaof the bank financial
state, but also to define the financial state efdbncrete bank.

It is necessary to emphasize, that the above iomatt system is the first
system which applies to necessity of the centrdliegulation of bank financial state.
It includes a procedure which considers the fingnstate of the bank as a complex,
instead of component wise. It is also a powerfdigonal element of the banking
system of Ukraine.

3.2 General Model of Bank Financial Control Builgias a Conceptual Basis

of Bank Financial Stability

The strengthening of bank financial stability mag achieved by different
means. The study and analysis of modern sciemgBearch works, concerning the
economic regulations and activity of economic scotsje make the process of
appropriate control the most effective at the mondsage of economic development
of the world in general and economic developmentkraine in particular. It means
that it is necessary, first of all, to create atmdrgythen the appropriate system of bank
financial stability control with the integrated, rigmic, qualitative and quantitative
characteristics, depending on the financial stheelmank and many other factors (fig.
1.1).

Management of the economic objects, which aresgfit from each other in
their goals and level of hierarchy, is based ongbeeral principles. They include
information about the final goal of control, initieonditions of objects’ operation,
their internal structure and environment.

The goal-setting of control (building and existenof financial stability
control system) is the starting point of managermbdeling process and
determinative criteria of the objects’ operation.

Let us specify that the goal of bank financiatesteontrol is the receptions and
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funds on the one hand and strengthening of bamkial stability on the other.

In order to create a model of financial stateta@nfirstly, it is important to
choose the main concept and economic categoriefefioe both, the basic type of
control and the conceptual pattern of a model.

So, the financial stability is understood as #fdity of the bank to operate
under the influence of changeable external andnatefactors; to maintain stable
financial state of the bank, its correct major ficial and economic proportions,
which provide constant development of the bank tbekeep balance between the
liquidity ratio, solvency/responsibility, capitatl@quacy, business activity on the one
hand and profitability and their standard valudgtmnother hand.

A bank which matches the financial stability ciioths is considered to be a
financially stable bank. And on the contrary, a bbavhich does not match the
financial stability conditions is a financially wiebank.

If the financial state of the bank is considefesin the view point of its
guantitative and qualitative estimation, it is entithat its absolute financial stability
is impossible.

Managerial process is a set of the successivenacbf the administrative
subsystem control directed to the controlled sulesysin order to achieve the
purposes of a commercial bank.

In the frame of this model, bank financial contiothe controlling subsystem,
while the financial state of the bank is the coltesubsystem.

The characteristic and brief analysis of thepes$yof management is described
in the first part of the diploma paper. They allal@fining the best type of bank
management in the true dynamic, unstable envirohmsing the technique of the
parametrical adaptive and timely preventive contrfiothe bank activity results [11,
32, and 56].

In general, the model of the parametrical adapt@wnd timely preventive
control of the bank activity results is describgdkizima M.O., Zabrodskyi V.A.,
ZinchenkoV.A. in the monograph entitled ‘The estiima and diagnostics of the

enterprise financial stability” [56]:
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Upa (C) = (U (U (C)), (3.3)
Where Up, (C) is parametrical adaptive and timely preventivatod of the bank
activity results;

Upa(C) is parametrical preventive control,

Upa (C) is parametrical adaptive control of the bank\aigstiresults;

Parametrical adaptive and timely preventive cdndfathe bank performance

results is calculated according to the followingi&apn:
Upp(C) = <Cp (U), E>, (3.4)

Where G (U) = {Cpji} is ani-x set of indexes estimating the financial statéhef
bank which regulates and removes the process stialiézation of the
environmental factors;

E = {E j} is a set of |-x destabilizing environmental facto
Parametrical adaptive control of bank activityuteslooks like that:

Upp(C) = <G (U), R>, (3.5)

Where G (U) = {C nj} is a set of n-x indexes estimating the real ficiahstate of
the bank by means of which the results of contrelraalized. R = {RM} is a set of
m-x indexes estimating the real financial statéhefbank, which differs from the
standard value [56, c. 23].

The essence of parametrical adaptive and tintelygmtive control of bank
financial state makes up a controlled subsystembank management reveals the
destabilizing factors by monitoring and estimatihg “weak signals” and tries to
compensate or entirely remove them by means ofyiomntrol. The next
managerial stage is realization and reevaluatidghefundamental analysis of the
control, in order to reveal whether the destalmfiziactors may be removed or
compensated. If it is not done, it is necessaetine how strong they are and to
specify their cause and effect. After that the p&thor scheduled indexes are
necessary to correct.

It is necessary to emphasize, that bank finangiate control cannot be
separated from other directions of the financiaitom of the bank, such as:

» Asset-liability control;
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 Liquidity control;

* Funds/capital control;

» Efficiency of banking operations’ control,

* Risk control;

* Income control;

» Cost formation control;

* Profitability control;

There are some reasons which don’t allow sepay@iiem. They are:

» Complex character of the financial state of thekbanch as: liquidity, sufficiency
of funds/capital, business activity and profitaljliwhich are the compounds of
financial control;

» Impossibility of general financial and financiaat control duplication;

* Necessity of complex control of the financial systand its components to meet
internal and external quantitative and qualitateguirements.

Thus, the model of financial stability controlosidd be integrated into the
system of financial control of the bank, and became of its basic elements.
Taking into consideration all said above, the esys¢ model of financial

control can be presented as a scheme (fig. 3.1).

The scheme of the system’s model reflects firstifegration of financial state
control into the system of entire financial contoblthe bank, secondly, correlation of

financial state control with other elements of fingl control system.
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The model of financial state and financial stapilcontrol system of the

commercial bank is depicted on figure 3.
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The model includes three phases of managemeasePhis characterized by
realization of control carried out by other objeexscept for financial state control. It
also shows their dependence on the other eleméfitencial control system.

Phase 2 shows the functional approach to theaagocess over financial
state and financial stability of the bank, whicmsists of nine basic stages. (Fig. 3.
2).

Fig. 3.2 The scheme of the financial state cortdyole
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The main stages of financial state control oftihek are:
1) Evaluation of the financial state and stabilityttotd commercial bank;
2) Detailed analysis of bank financial state (if #nealuation does not meet the
requirements of a bank) and reevaluation of thescéiffeness of the bank

managerial activity;
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3) Planning of indexes necessary to characterizeitf@dial state and stability of
the bank;

4) Plan (scheduled) realization;

5) Plan (scheduled) fulfillment control,

6) Coordination of work of every department whichngolved in the fulfillment of
planned (scheduled) financial state of the bank;

7) The results accounting;

8) The overall control cycle;

Phase 3 is the final stage of each control cydieh is much repeated times
and is a feedback between financial state contndl @her elements of financial
control. It is carried out when administrative csmns are accepted by the authority
of the bank.

Periodicity of a control cycle may freely flucteafrom one day to one week,
month, quarter, etc. It depends on the charactdreoflate ware of management
accounts in each separate bank and on the procgseaeralization of information,
necessary for the control realization. But thecedficy peak of the control process
can be reached at the minimum period of time.

3.3. Model of Estimation of the Financial Stated aStability of a Bank.

“Financial Clock”

The study of the special economic literature, des@b the methodology and
technique of the efficient estimation of finana#hte control of commercial
enterprises (including banks) under the undetertharel variable environmental
conditions allow formulating the following problerog estimation of the financial

state of the commercial bank:

* To make quantitative and qualitative analysesheffinancial state of the bank,
both in a certain period of time, and in a peridiew the dynamic component was
accounted;

» To carry out an integrated estimation of finanstalte and stability of the bank;

» To establish causal relations of financial statetiol of the bank;

* To estimate the time of possible existence of tmaroercial bank.
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The first of the above mentioned problems wawyesblby means of the
detailed analysis of ratio reflecting financialtstaf the inquiry subject (subitem 2.2)
that has been carried out for a period of time f@h01.1998 till 01.01.2004. The
evaluation of bank activity indexes was carried fautthe concrete period of time
(the first of January of a corresponding year). Tnewing index rates and their
general dynamic changes during seven years hel@ddate the financial state of the
bank for a certain period of time.

The estimation of bank financial state by meahslatailed analysis of the
financial state ratio is volumetric enough and Issdautely concretized. Many
researchers consider that the method of ratio arsaghould take a special place in
the system of analysis, although it is both thetmeffective and problematic enough.
Economic efficiency of ratio is defined by its atyilprecisely to reveal the weakest
and the strongest points of bank activity, to datee the problems which require
further research, to outline the directions of thaamic changes of indexes and
factors they are influenced on. The main disadwgmtaf this method is the
impossibility to give general and unequivocal estion of bank financial state and
to compare the results of several banks.

The unequivocal estimation of bank financial estaan be carried out by
means of the integrated index which will allow tefide a direction of change and
development of financial activities of the bankdasso to estimate qualitatively
financial state and stability of the bank.

Among many methods of integrated indexes’ cowfityn it is possible to
mark out the following: 1) expert; 2) total counetiod; 3) product; 4) arithmetical
mean; 5) geometrical mean 6) a method of distanestandard dynamics method;
8) factor analysis, etc.

Today there is no uniform well-defined idea canagy the priority of the
integrated index building in the scientific and gpéeconomic literature. Each of the
mentioned above methods has advantages and disagganThe total count method
of point analysis of partial indexes is used irstiploma paper. The choice of this

method is specified by the following factors:
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Partial indexes, which are used to construct theginated index, are not joined in

action i.e. it is impossible to say whether thereéase or decrease of any index
expresses the improvement of bank financial statéact, the positive tendency

of one index is its increase, and of another idéisrease;

The qualitative component of the financial statealeation and change, and

determination of financial stability require theaek definition of the best possible

and the worst possible financial state, i.e. inésessary to know precisely the
minimum and maximum values of integrated estimation

The following principles of integrated index buildi of bank financial state

have been accepted:

The system of partial indexes which is integrated the uniform index was used.
It displays the basic parameters of bank finarstete;

The comparison of actual values of partial indewgth the standard ones was
used on the basis of integrated estimation;

The integrated index which sums up the concretégbandexes is built on the

following chain basis: the relative value of pdrtiadex — the score value of
partial index — the total score of each group afipbindexes — and the integrated
index.

The integrated index building was carried out sty stage (fig. 3.3).

Fig 3.3 depicts the logic block scheme of integtaealuation building of bank

financial state.
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THE FIRST STAGE IS DISTINGUISHING THE MAIN ASPECTS
OF THE ESTIMATED FINANCIAL STATE

v
THE SECOND STAGE IS BUILDING OF THE PARTIAL
INDEXES OF BANK FINANCIAL STATE DEPENDING ON THE

v

The third stage is estimation of the leading ppleof diagnostics

v

The forth stage is the development of the scoregarinciple of
partial indexes

v

The fifth stage is estimation of partial indexesiup score rating and
integrated indexes estimation

v

The sixth stage is estimation of quantitative andlitative indexes
of bank financial state

v

The seventh stage is estimation of bank finantadikty limits

The allocation of stages is the result of gendralizhe examples of the
integrated index’s building technique and the systd# rating estimation of bank
financial state and the threat of bankruptcy oéaterprise or a bank.

The main parts of bank financial state which shdaddestimated are defined at
the first stage. There are four directions of eatiom of bank financial state, carried
out in this diploma paper, which proceed from tbsutts of the research techniques
and approaches to the estimation of bank finarstatle, analyzing of the research
subject (subitem 2.2) and the defining of the fmahstability of the bank. They are:

» Sufficiency of capital;
* Business activity;

* Liquidity;

» Profitability.

At the second stage, the groups of partial indexaluating the financial state
of the bank were selected. The list of indexes yaad) the financial state of the
bank, offered by different scientists and reseas;heere investigated in the subitem
2.2 of the diploma paper. After that 48 partialards have been selected (t&d. to
the appendiXK). But not all of the selected indexes suit theegnated estimation

because some of them have no regulated standandsvalffered by the National
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Bank of Ukraine or international rating agencielerefore 28 indexes were selected
for realization of the integrated evaluation; egobup had 7 indexes, including those
presented by the National Bank of Ukraine (subige®). The rates of growth of each
partial index were also included in the list (tAbl to the appendix).

The third stage is characterized by the definitmf the main diagnostic
principle. Here are the following possible variantsnethodological approaches:

» Establishing of standard value indexes;

» Establishing of the permissible changing of indexes

» Defining of the permissible tendency of indexesaehing;

* The combined approach.

In this paper the combined approach which comsitee specific features of
separate indexes is applied. In fact it consistssoéh indexes that have no
unequivocal criteria.

The fourth stage represents the developmenteoptimciples of point analysis
of each partial index. There are various approactesthe point analysis
determination:

» Establishing of conformity between the amount ahfsand the class of financial
state of the enterprise;

* Depending on the subjective evaluation (for exampgbecellent, satisfactory,
unsatisfactory);

* Point analysis of each partial index depends onr#mge of its actual value
deviation.

Within the frames of this work the author conssdthe approach offered by
Y.V. Kuznetsova to be the most valid one [55]. Acling to this approach, point
analysis is based on the following principles:

1. The availability of the optimum index value. If tiedex value of the enterprise
achieves the optimal value or has different valaegér or less in each special
case), characterizing the positive tendency, itevwsluated by the maximum
number of scores (in this case 5 scores). If thaahwalue of the partial index

does not fit with optimum value a number of poidecreases according to the
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certain scale. For example, the optimum value dépendence ratio makes 10 %,
and actual value makes 7, 6 %. Then the actuakiudkie is stated of 3, 8 scores
(7,6/10*5 =3, 8).
2. Under the criteria delimitation the value indexestimated. If the actual index
value is below the lowest criteria, the limit oktindex value is estimated as zero.
If it exceeds the top limit, the index value isi@stted as a maximum score. If it is
in the middle (between the bottom and top limig index value depends on the
top limit. For example, the actual value of activiatio of attracted and borrowed
funds makes 0,821, and the criteria value limi,i&0,9, then the achieved index
level is stated of 3 scores ((0,821-0,7) / (0,9-657= 3,025).
The fifth stage is the direct calculation of pErindexes, the score analysis of
groups and definition of the integrated estimation.
Estimation of all the necessary partial indesasiade in the second part of the
diploma paper. Score analysis of the partial indegeoups is put in table 3.1, tab.
3.2, tab. 3.3, and tab. 3.4.

Table 3.1
Score analysis of the capital sufficiency of thetiphindexes

INDEX 01.01. 01.01. |01.01. |01.01. |01.01. [01.01. |0O1.01.
SYMBOL 1998 1999 |2000 |2001 |2002 |2003 |2004
1 2 3 4 5 6 7 8
H1 5 5 5 5 5 5 5
H2 5 5 5 5 5 5 5
H3 5 5 5 5 5 5 5
KH 5 5 5 4 3 2 1
KV 5 5 5 5 5 5 5
K3B 1 1 1 3 5 5 5
MK 5 5 5 5 5 5 5
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BCEI'O 31 31 31 33 33 32 31
Score analysis of liquidity partial indexes

INDEX 01.01. /01.01. |01.01. |{01.01. |01.01. [01.01. |0O1.01.
SYMBOL 1998 1999 |2000 |2001 |2002 |2003 |2004
1 2 3 4 5 6 7 8

H 4 5 5 5 5 5 5 5
H5 5 5 5 5 5 5 5
H6 5 5 5 5 5 5 5
KIIJT 5 5 5 4 1 4 4
KPJI3 5 5 5 5 5 5 5
KI'JI3 5 5 5 3 3 4 4
K3J13 5 5 5 5 5 5 5
BCET'O 35 35 35 32 29 33 33

It is necessary to note, that indeXe§ H5, H6 are the standard guidelines of

liquidity which were introduced by the National Baof Ukraine only in September,

2001. The guidelines of liquidity, which had besmtepted before, were obligatory

performed by all banks; therefore point analysis warried out on the basis of the

previous guidelines of liquidity and their standaedues.

Table 3.3
Score analysis of partial indexes of business igtiv
INDEX 01.01. /01.01. |01.01. |{01.01. |01.01. [01.01. |0O1.01.
SYMBOL 1998 1999 |2000 |2001 |2002 |2003 |2004
1 2 3 4 5 6 7 8
KIAl 0 0 0 3 4 5 5
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1 2 3 4 5 6 4 8
KIIA2 5 5 5 5 5 5 5
AQ 5 5 5 5 5 5 5
WCR 0 0 0 0 5 5 4
DI 3 0 0 5 3 0 4
D2 4 3 0 3 2 4 3

S 5 5 4 5 5 5 5
BCEI'O 22 18 14 26 29 29 31

Score analysis of partial bank performance indexes

INDEX 01.01. 01.01. |01.01. |{01.01. |01.01. [01.01. |0O1.01.
SYMBOLS |1998 |[1999 |2000 |2001 |2002 |2003 |2004
1 2 3 4 5 6 7 8
ROE 5 5 5 0 1 0 3
ROA 5 5 5 0 2 1 2
ROS 5 5 4 0 4 1 5
MPS 5 4 3 5 5 0 4
P/IB 5 5 4 0 3 3 5
PJIT 4 5 3 0 3 3 5
4 0 0 3 5 5 4 5
BCEI'O 29 29 27 10 23 12 29

Score analysis of partial indexes’ growth rateauailable in the appendix II. Let us
notice, that the scores were allocated as folloiwke growth rate testifies to positive
change of the index, it was allocated 2 scoresndgative change was allocated O
and if growth rate was up to O (i.e. there werechanges of a partial index) the
evaluation makes 1 score.

The results of the general integrated evaluatiathe financial state of JS CIB
‘UkrSibbank’ are resulted in tab. 3.5.

Table 3.5
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The integrated evaluation of financial state of2IB ‘UkrSibbank’

01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| O1.01.
Index 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
Sum total partial score
o 117 113 107 101 114 106 124
estimation
Sum total estimation of
_ _ - 27 28 20 28 24| 33
the partial score rating
General integrated
_ - 140 135 121 142 130 157
score rating

The following M stage of an integrated index building is the dedin of

guantitative and qualitative characteristics offthancial state classes of the bank.

It is necessary to emphasize, that accordinggabove mentioned technique,

the maximum integrated estimation of the finanatlte of the bank makes 196

scores. If the integrated estimation is divided ifive intervals, it is possible to

allocate five classes of the financial state oflihak according to the National Bank

of Ukraine technique: crisis, problematic, satisfag (with some attributes of

problematic character), good and excellent. Charestics of each class are resulted

()

in tab. 3.6.
Table 3.6
Characteristics of the bank financial state classes
The name of | The Interval
the financial | estimations The financial state characteristics
state class (scores)
1 2 3
- More than 80 % of partial indexes of the bank
Crisis 0-39,2 financial state do not fit with the normative
value;
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Unsatisfactory structure of assets and liabiliti

Absence of profit (availability of losses);

Low activity or diminishing of activity;

Critical undercapitalization

Problem

39,2-78,4

From 60 to 80 % of partial indexes of the financi

state do not fit with the normative value;

Problem structure of assets and liabilities:
Profit close to zero or absent;
Low activity;

Critical undercapitalization

With some
attributes of
problematic

character

78,4 —-117,6

From 40 to 60 % of partial indexes of the
financial state do not fit with the normative
value;

Satisfactory structure of assets and liabilities
Presence of normal profits;

Average activity;

Sufficient capitalization

(D
0

al

Good

117,6 — 156,¢

From 20 to 40 % of partial indexes of the
financial state do not fit with the normative
value;

Liquidity balance close to optimum structure (
assets and liabilities;

Presence of normal or high profit;
High activity;

Sufficient capitalization;

testify to positive changes of the financial state;

The majority of growth rates of partial indexes
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- From 0 to 20 % of partial indexes of the
financial state do not fit with the normative
value;

- Optimum structure of assets and liabilities;

Excellent 156.8 — 196 - Availability of normal or high profits;

- High activity;

- Excellent capitalization;

Growth rates of partial indexes testify to pesi

changes of the financial state

The VIl stage of the integrated estimation of benk financial state is the
delimitation of the financial stability of the banlke. the determination of such value
of the integrated estimation that can prove tharfanal stability of the bank.
According to the special technique and the propasasses of the financial state of
the bank such value is considered 156, 8 scoresedins that if the financial state of
the bank is excellent, i.e. if its integrated estiion doesn’t exceed 156, 8 scores, the
bank is considered financially stable.

Although the integrated evaluation considersdyr@amic compound, in fact it
also contains the estimation of the growth ratadekes, but does not display the
estimation of the financial state of the bank faeatain period.

To solve the problem of estimation of the finah@tate of the bank for a
certain period it is necessary to introduce theceph of the changing rate of the
financial state of the commercial bank into theeysof economic categories.

The changing rate of the financial state is esped by a ratio between the
integrated evaluations of the financial state & bank in two different periods of

time. They are a certain time period and the whiote period (the formula 3.6).
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r . (3.6)

Where U

score per time unit);

10% 0%

: 2 s the integrated estimation of the financialetta point of time t1

is the changing rate of the financial stabilitytoé commercial bank (a

and at a point of time t2 (points);
T - duration of the time period t1 t2 (time unit).

Graphically the ideal trajectory of the financiatate changing can be
presented in two-dimensional system of coordinatd®re abscissa expresses quick
growth rate of the financial state, and ordinatis axpresses an integrated estimation
of the financial state of the bank (fig. 3.4).

In practice any bank has no ideal trajectoryheffinancial state changing (fig.
3.5, fig. 3.6), but should strive for it.

The results of the estimation of the changing kdtthe financial state of JS
CIB ‘UkrSibbank’ are displayed in tab. 3.7.
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0 U max v

Straight linea is an ideal trajectory of the financial stabiliéhanging, under the
condition of the chain points of time

Straight line b is an ideal trajectory of the fica stability changing, under the
condition of t1 = const.

Fig 3.4 depicts the graphic interpretation of agaldirajectory of the financial state
changing.

According to the data shown in tab. 3.7, it isgble to draw a conclusion
about the unstable financial state of JS CIB ‘Uklfaink’, in fact the changing rate of
the financial state, which is done under the chmethod of estimation, has been
decreasing for a long period of time, since 19926003. Only at the beginning of
2004 the index had shown the increase. But it e@s®ary to note, that for the last six
years the financial state of a bank has not droppedr than the class “good”, and
for the last two years the financial state contiodS CIB ‘UkrSibbank’ has proved
the financial stability of the bank.

Table 3.7
The integrated evaluation and changing rate ofitfancial state of JS CIB
‘UkrSibbank’
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Rapidity of the financial state changing
Tl CONST T1= CONST

the _ changing

: changing

integrated | 4, ration rate of the

_ luation of rate of the gyra-tion of| .

Point  of| €vValualion O the| .. : finan-cial

he fi il finan-cial the period N
time (date) the finan-cia period U 1170 stabili-ty

state [thbc T1T2 stability U

DAYS) | (SCORES/D (YEAR)
(SCORES) ( ) (SCORES/
AYS)

YEAR)
01.01.1999| 140 261 - 1 -
01.01.2000| 135 260 -0,019 2 -2,5
01.01.2001| 121 259 -0,054 3 -6,3
01.01.2002| 142 260 0,081 4 0,5
01.01.2003| 130 258 -0,047 5 -2
01.01.2004| 157 261 0,065 6 2,8

Graphically the trajectory of the financial stateanging of a commercial bank
Is presented in fig. 3.5 and fig. 3.6.
Fig. 3.5. A trajectory of changing of the financstdte of JS CIB ‘UkrSibbank’

tl # const
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Fig. 3.6 depicts the trajectory of changing of theancial state of JS CIB
‘UkrSibbank’, t1 = const

As it may seem from fig. 3.5 and fig. 3.6 JS CUKkrSibbank’ has a good
financial state, but it was not able to show timaficial stability within the period of
1999 — 2003. Only from 01.012003 till 01.01.2004 tthanging rate, integrated
evaluation of the financial state and financiabsity had increased.

In order to solve the problem of the evaluatibma possible duration period of
the commercial bank’s existence, it is necessargdige the equation where the
rapidity of the changing rate of the bank financ#hte and the rate of its final
integrated evaluations are known, and a period vthermank reaches a zero level of

the financial state under the low level of changsignknown (the formula 3.7).
0-I10%

v (3.7)
It is necessary to note that the calculationhef possible existence period of

T =

the bank should be logically carried out only whiea financial state of the bank has
worsened. But if the financial state of a bank lbee® better, it is necessary to
calculate the period when it achieves the requiesdl of the financial stability. If

such level has already achieved, it is necessaaltulate the period of absolute

financial stability of the bank. It is practicaliypossible, but it should be aspired.
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In our example, it is interesting to know, whenGQI8 ‘UkrSibbank’ achieves
an absolute financial stability (if = (196 - 157) 2, 8 = 13, 9 years). It means that i
the financial state of the bank has been quickigrowed at 2, 8 scores a year, it may
have achieved an absolute financial stability in9 gears.

Thus, summing up, it is possible to say, that $beond stage of the bank
financial state control (an estimation of the fio@h state) consists of three basic
problematic stages:

1. The integrated evaluation of the static financiatesof the bank is made by means
of the integrated index, which characterizes timaricial state of the bank and
defines whether the bank has proved its finantaddikty.

2. The integrated evaluation of the dynamic finanesialte of the bank is made by
means of defining the rate of its financial stat@rges and constructing of the
trajectory of these changes.

3. The determination of duration of one of three ali¢ive periods:

a) The period, at which the bank can become comlglebankrupt if
administrative decisions, necessary to improvditiancial state of the bank, have
not been made;
b) The period, at which the bank can achieve thel lef the financial stability;
c) The period, at which the bank will achieve thghlest level of the financial
stability - absolute financial stability.

CONCLUSION

The problem of maintenance of the commercial Hamncial stability takes
on special significance for the development of trenking system of Ukraine.
However, there is no unified integrated approachht definition of the financial
stability in the Ukrainian economic literature. Tha why the main task of the
diploma paper is analyzing of the existing defons of the financial stability and
choosing and suggesting of the scientifically prbwefinition of an investigated
category.

Both the domestic and foreign scientists and arebers were engaged in

solving the financial stability problem. Among théhere are such scientists as A. M.
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Geracimovich, L.O.Primostkaya, V.l.Grushko, L.Jrke&enko, V.A.Zabrodskiy,
M.O.Kizima, R.l.Schiller, P.Rose, V.S.Kromonov, LGliljarovskaja and others.

On the basis of the analysis of the financiabifits determination made by
different authors and the received conclusions, fihlowing definition of the
financial stability has been presented. The fin@nstability of the bank, as an
economic category, is the ability of the bank t@murt the stable financial state
activity when its major financial and economic podmpns provide its constant
development. Liquidity, solvency, and sufficiencly aapital, business activity and
profitability of the bank are considered to be tin@jor financial and economic
proportions.

On the basis of all these factors, the authosidens the following statements
to be fair:

1. The financial state of the commercial bank is theéewconcept than the financial
stability;

2. The financial stability of the commercial bank dege on its financial state.

3. The financial stability of the commercial bank tsacacterized by the integrated,
dynamic, and quantitative and qualitative developinod the bank.

4. The commercial bank can be either financially sabt financial unstable.

The evaluation of the financial stability as an remmic event was done by certain
methods and techniques, or their interrelated cerplihich expressed information
about the object of evaluation in corpora.

The evaluation presents a certain element of theral system from the
system-logic view point. According to the functibragproach to the control cycle
used in this diploma paper, the evaluation of tmarfcial stability is one of the
functions of the financial stability cycle.

At present the characteristics and brief analggithe types of control, carried
out in the first section of this diploma paperpualldefining precisely, that the best
type of a bank control in the dynamic and unstadigironment is (parametrical)
adaptive control of the results with early prevealements.

It is necessary to emphasize, that the finant¢#&e scontrol of the bank cannot
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be separated from other elements of the bank fiahnontrol. The reasons for that

are:

» Complex character of the financial state of thekbamquidity, sufficiency of the
capital, business activity, profitability are thengponents of the financial state;

* Inexpediency of duplication of the control elemeafsgeneral financial control
and the financial state control;

* Necessity of the complex control of all componesftshe system and the system
itself, which is to meet internal and external ¢a#lve and quantitative
requirements.

Thus, the model of the financial stability contsblould be integrated into the
system of the financial control of the bank, and ohits basic elements.

The general model of bank financial state controludes three main phases
of management. The first phase is the initial omel @& characterized by the
realization of other objects’ control (apart frorhet financial state) and the
dependence of the financial state control of o#lements of the financial system
control.

Phase 2 reflects the financial state and finarstability control of the bank
which consists of nine basic stages allocated enasumption of the functional
approach to the control process.

Phase 3 is the last in each control cycle whiatepeated a lot of times and is
characterized by a feedback between the finanta& sontrol and other elements of
financial control which is conducted after makihg administrative decisions of the
bank.

To create the effective model of the financiatstand financial stability
evaluation of the bank, the following tasks haverb®rmulated:

* Quantitatively and qualitatively estimate theaficial state of the bank, both for
a certain period of time, and for the whole period, taking into account the
dynamic component;

 To appraise an integrated evaluation of the firglnsiate of the bank and to

determine its financial stability;
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* To appreciate the period of possible existencb@®tbmmercial bank.

The first of the problems was solved by meandetdiled ratio analysis of the
financial state of the bank (subitem 2.2) that hesn carried out for the period from
01.01.1998till 01.01.2004. The evaluation of tlaalbactivity indexes was appraised
for a certain period of time (the first of Januafycorresponding year). To evaluate
the financial state for a certain period of timeswessible by means of the growth
rates’ indexes and their general dynamic changeshwtook place during seven
years.

A well- defined evaluation of the financial statethe bank is carried out by
means of the integrated index building.

To evaluate the financial state of a bank forvimle period, it was necessary
to introduce the concept of the rapidity of chargfethe financial state of the
commercial bank into the system of economic caiegor

The rapidity of change of the financial stateeigpressed by a ratio of
inequality of integrated evaluation of the finaha@gate in two different periods of
time to duration of time interval between them.

Practically any bank has no ideal trajectoryha& tinancial state changing, but
it should be aspired.

Summing up, it is necessary to note, that theretf model of the bank
financial state and financial stability estimatioas a number of advantages:

» Complex character, because it is possible to ugdratex (on the approval of a
bank authority) leaving out the applied units &fasurement;

» Opportunity to evaluate the financial state of ltla@k, both for a certain period of
time, and for the whole period, taking into accatlvet dynamic component;

» Simplicity of evaluation and interpretation of results;

» Ease of integration into the general control sysbémhe financial state;

* Opportunity to determine the goals of the bankvagtiwhich is impossible to
describe by any separate index;

» Opportunity to evaluate a degree of realizatiogamls setting before the financial

state control.
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