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TECHNIQUE FOR CONDUCTING FINANCIAL ANALYSIS
OF COMMERCIAL BANKS

Abstract. The method of conducting a financial analysis of second-tier banks is important for researching and
analyzing the financial condition of commercial banks of the Republic of Kazakhstan as important as the
globalization of the global economy today is the integration of national state economies into a single global economy,
namely, it manifests itself in the field of credit relations, thereby affecting not only the sustainable economy of the
country, but the state of development of national finance. The study used such methods of systematic, abstract-
logical and comparative analysis based on statistical data characterizing the state and trends in the development of
the object of study. Due to the fact that the banking sector of the economy is very sensitive to external factors, in
particular, globalization significantly affects national banking systems.
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INTRODUCTION

The functioning of the modern economy is based on cash flow, which is supported by a variety of
tools, operations, financial processes. An individual creates his own cash flow, but the flow is supported
by a special structure called a financial institution, an organization participating in the financial and credit
system, for example: a bank, an insurance company, investment and pension funds and others. The most
ancient structure among financial market participants is a commercial bank. At the same time, the bank
deserves the title of the most popular supplier of financial resources, pursuing its commercial goal, making
a profit. The theory of economics says: commodity-money relations are based on three schemes. In the
first, the goods are changed for the goods, in the second, the goods are changed for the goods by means of
money, in the third the money is transferred from one owner to another. Consequently, cash flow is a part
of commodity-money relations, positioning the independent movement of money as such.

MAIN PART

A practical approach to the essence of monetary movements highlights the main forms of monetary
relations: the budget - the formation of budgets and the expenditure of funds from them; taxes - payment
(receipt) of taxes and fees; loan - the transfer of money and their return. The extreme form, credit, provide
commercial credit organizations that perform certain functions that put banks in a special position. The
fact is that banks, having the authority to issue and withdraw money from it, play the role of an initial link
in the sphere of the financial market and regulator of the money supply in circulation. In addition, banks
have full access to all financial instruments, including securities, and also, they are responsible for
servicing non-bank credit organizations on a par with other customers. As an independent institution, only
banks are capable of carrying out a full range of market money transactions. In a global sense, banks are
by definition financial organizations focused on the universality of activities in their field, while other
financial institutions (insurance companies, investment and pension funds, etc.) are fairly specialized
organizations. Thus, the aggregate of banks on its scale forms the banking system, the development of
which is influenced by the economic and political processes in the country, as well as social preferences in
general.
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Methodology - in the process of research and analysis of the financial condition of second-tier banks
of the Republic of Kazakhstan, methods of systemic, abstract-logical and comparative analysis were used
based on statistical data characterizing the state and trends of the research object. In the context of
globalization of the modern world economy, the processes of integration of national-state economigs into
a single global economy are taking place. Global and regional integration is most actively manifested in
the field of credit relations, thereby affecting the state of national finances.

Due to the fact that the banking sector of the economy is most sensitive to external factors,
globalization has a significant impact on it. National banking systems, whose task is to accumulate and
redistribute financial resources within the national economic system, are increasingly dependent on the
international capital market, which in the era of globalization has become an independent factor in the
development of the world economy. The process of financial globalization and the formation of the
“global banking industry” contribute to the standardization of national banking systems and the emergence
of a single, dominant bank model [1].

In this regard, there are potential problems that can cause negative consequences. A clear example of
this is the financial and economic crisis that began in the second half of 2008 and changed the positive
trends that existed before in the world and Kazakhstan economies. Due to the developed banking and
financial systems, Kazakhstan was more prone to shocks of the global financial crisis than other countries
of'the Central Asian region [2].

The problems of financial institutions manifested themselves in the imperfection and inconsistency of
risk management systems with current trends and the level of risks taken (both in degree and quality of
risks), low corporate governance, lack of transparency and, as a result, inefficiency of business models
that turned out to be sensitive to negative trends. In order to eliminate the effects of the crisis, the Concept
of Development of the Financial Sector of the Republic of Kazakhstan in the post-crisis period was signed
by Decree of the President of the Republic of Kazakhstan of February 1, 2010 [3].

The crisis has led to the realization of gaps, weaknesses both in the functioning of financial
institutions, including banks, and in the regulation of their activities. The process of understanding the
lessons learned and developing mechanisms will help avoid the recurrence of global crises and mitigate
the effects of the crisis [4].

In order to create a modern, sustainable and competitive financial system of sovercign Kazakhstan, it
is necessary to eliminate the identified problems of the financial sector, correct errors and ensure stable
diversified growth. In this regard, banks face the challenge of choosing the right path of development,
focused on ensuring the financial sustainability of the company through analyzing the financial condition
of second-tier banks.

The ultimate goal of analyzing the financial condition of a bank is to identify possible problems at an
carly stage of their formation. As part of the analysis, it is possible to obtain reliable information about the
current financial situation of the bank, its trends and make a forecast for the future of up to one year,
including with a possible adverse change in external conditions.

Under the financial condition of any business entity, including the bank, refers to its ability to finance
its activities. Financial condition is a complex concept, it is characterized by the security of financial
resources necessary for the normal functioning of the bank, the appropriateness of their placement and
efficient use, favorable financial relationships with other legal entities and individuals, solvency and
financial stability [5].

The economic literature describes the hired approaches to the analysis of the financial condition of
second-tier banks, which can be stable, unstable and crisis. The ability of the bank to make payments in a
timely manner, to finance its activities on an expanded basis indicates its good financial condition.

A large number of factors affect the financial stability of a bank, such as:

o market position;

¢ potential in business cooperation;

e degree of dependence on external lenders and investors;

¢ the presence of insolvent debtors;

o cfficiency of economic and financial operations of the bank, etc.

The higher the stability of the bank, the more it is independent of unexpected changes in market
conditions and, consequently, the lower the risk of being on the edge of bankruptcy. The financial
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condition of the bank depends on the results of its industrial, commercial and financial activities. If the
production and financial plans are successfully implemented, this will have a positive effect on the
financial situation. A stable financial position has a positive effect on the fulfillment of production plans
and meeting the needs of production with the necessary resources. Therefore, financial activity, as the
main part of economic activity, is aimed at ensuring a steady flow and expenditure of monetary resources,
the implementation of computational discipline, the achievement of rational proportions of equity and debt
capital and the most efficient use of it.

classification can be supplemented by the following indicators:

1. Analysis of the volume of bank operations. For a developed credit institution is characterized by a
gradual increase in the average volume of assets. Sharp changes in the currency of the balance sheet may
indicate that the bank has large customers, or the bank conducts large-scale operations, which can
significantly increase the level of risk. A decrease in the balance sheet currency indicates a loss of
customers and a deterioration in financial activities.

2. Analysis of assets and liabilities of the bank. The degree of capital adequacy of the bank and the
level of risks taken depend on how high-quality bank assets are. The analysis can be carried out to identify
the factor of sufficiency of the level of diversification of banking operations, as well as the degree of
dependence of the credit institution on the external situation in various segments of the banking products
market, trends of general economic and regional patterns, etc. An important aspect of studying in this type
of analysis is the share of working assets, the structure of the loan portfolio, the ratio of the bank’s own
and borrowed resources, the duration of the use of attracted resources.

3. Analysis of banking risks is carried out in order to reduce the risks of losses by a bank of a part of
its income or to incur additional expenses as a result of certain financial transactions. At the same time, it
is important not only to assess counterparty risks (credit risk, risk of passive operations), but also
positional (currency risk, interest rate risk, liquidity risk).

4. Analysis of the effectiveness of the bank is used to determine the development of the organization,
contributing to the optimization of profits and avoid unnecessary losses. The study may be based on an
assessment of rates of return.

Another method for assessing the financial condition of a credit institution is to conduct a coefficient
analysis. It allows you to determine the place of the bank in the financial market, the main directions of its
activities (specialization) and assess the financial position of the credit institution. The indicators
characterizing the financial condition of the bank include liquidity ratios, financial stability, profitability,
quality of placement of funds. It is necessary to track changes in dynamics. The disadvantage of this
technique is the lack of optimal values of indicators and the ability to unambiguously assess the activities
of the bank.

From the point of view of determining the reliability of credit institutions as the main factor in the
financial condition of banks, the rating, compiled by the experts of the Dengi magazine, based on the
methodology of V. Kromonov, became widely known. The essence of the technique consists in its remote
tracking by analytical coefficients [6].

The main goal of all methods is to identify problem banks, to compile bank ratings. The results of the
analysis can be used both by customers of banks (individuals and legal entitics) and by the banks
themselves for making certain decisions. Protecting the interests of the depositor is always an actual
problem.

To develop a comprehensive methodology that allows with a sufficient degree of reliability and
taking into account the greatest number of indicators to evaluate the efficiency of a bank, it is necessary to
conduct analytical work on studying the characteristic features of its activities, development patterns, and
the experience of foreign commercial banks.

In the Republic of Kazakhstan, second-tier banks independently conduct a financial analysis on an
annual basis. The analysis of the financial condition of second-tier banks is also carried out by the
National Bank of the Republic of Kazakhstan as the main regulator and supervisory authority. The method
of financial analysis provides for the detection of financially unstable, problem banks and is implemented
on the basis of special rules and instructions for the implementation of banking activities and reasoned
judgment. Independent experts, banking analysts, whose tools differ in their objectives and a set of
indicators characterizing them, can also conduct financial analysis of banks in the republic.
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In this regard, of particular importance is the development of a unified methodology for financial
analysis of a commercial bank and an improved system of indicators. In the conditions of mass insolvency
and the application of bankruptcy procedures to many banks, an objective and accurate assessment of the
financial condition becomes paramount.

Consider the financial analysis on the example of three large second-tier banks - Kazkommertsbank
JSC (KKB JSC), Halyk Bank JSC and Bank Center Credit JSC (BCC JSC).

The source of information is the consolidated statements of banks for the period in question. Financial
analysis includes only some financial indicators that are the most important: analysis of the dynamics of
the balance sheet (asset structure and liabilities structure), liquidity and profitability.

Analysis of the dynamics of the balance sheet (analysis of the structure of assets and the structure of
liabilities) establishes the reliability and solvency of the bank, its ability to cover possible losses at its own
expense. Bank balance is a means of advertising to attract potential customers and partners, as well as a
means of bank management.

Liquidity analysis. The bank’s liquidity lies in its ability and willingness to fulfill its obligations to
customers and various counterparties in the analyzed periods. The balance sheet liquidity as the degree of
coverage of liabilities with assets and the liquidity of assets are ensured by complying with mandatory
economic standards. The analysis here is aimed at assessing the bank’s liquidity with account of changes
in the structure of own and borrowed funds, equity, deposit base, liquid assets [11].

Analysis of return on equity. This indicator characterizes the activities of the bank in terms of the
effectiveness of asset management their ability to generate income. A sharp increase in the rate indicates
that operations with a high level of credit risk are maintained, a decrease indicates that there may be a high
level of asset immobilization and, consequently, the risk of loss of mobile asset management. Smooth
changes in the indicator in any trend can speak of a rational structure of the active portfolio of the bank.

Return on equity is calculated according to the following formula (1):

Return on assets = profit / assets

Profitability of income generating assets. The coefficient of "return” of assets shows how the bank
operates from a position of direct dependence on operating assets. It can be used to assess the balance of
a portfolio of income-generating assets and the level of management of these operations: a smooth
increase or a slight decrease indicates the proportions of the active portfolio that are dramatic, drastic
changes may indicate a high portfolio risk or a high level of bad loans in the portfolio [11].

Return on assets is calculated using the formula (2):

Return on assets = profit assets (2)

An effective method of optimizing the integrated financial strategy of a credit institution is a regular
analysis of the strategic results of competitors. To this end, it is proposed to combine benchmarking and
statistical forecasting methods, the integration of which will allow you to track the trend of the real impact
of changes in environmental conditions on commercial banks.

The term “benchmarking”, which characterizes an independent type of activity, appeared in the 70s of
our century, and includes the collection and analysis of information about the activities of the best
enterprises of partners and competitors, and their management methods [13].

As a basis for comparison, the annual indicators of return on capital calculated in accordance with
IFRS are considered. It is also possible to use other indicators of activity, such as net income, net loans to
customers, the adequacy of total capital and others.

CONCLUSION

The main criterion for evaluation is the trend of development of these indicators. For comparison, all
competitors are divided into 4 groups:

e unattainable competitors. They are characterized by tens of times exceeding the market share of
the analyzed bank, and the probability of catching up with them within one year tends to zero;

o reachable competitors. They are characterized by a relatively small margin from the analyzed
bank, the probability of catching up with them within one year is above 50%;
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e direct competitors. They have a comparable market share with the analyzed bank;

e indirect competitors. The likelihood that they will increase the market share to a similar to the
share of the analyzed bank - more than 50%.

Competitors are analyzed in two groups: direct and indirect. From each selected group are selected by
5 leaders.

With the help of statistical methods, the average indicators for a group are calculated and the rates of
growth of profitability of capital are calculated for competitive groups. Then, in terms of competitive
groups, weighted annual average of growth rates is calculated. The calculation of moving averages is as
follows [14].
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! ATBIpay MHIKEHEPIiK-Ty MAHHTAPIBIK HHCTHTYTHI,
*JIoCMyXaMeIoB aTBIHAAFE ATHIPAY MEMJICKETTIK YHHBEPCHTETI;
’Kasak SKOHOMHMKA, KAPIKBI KOHE XAJIBIKAPATBIK CAYIA YHHBEPCHTETI

KOMMEPIMSIBIK BAHKTEPAI KAPKBLIBIK TAJITAY/BI ’KYPTI3Y TETIKTEPI

Annoranmusi. Exinmi aeHreiineri OaHkTepaiH KapsKbLIBIK TAaIaay TapbiH sKyprizy aaictemeci Kazakcran Pecmy6-
JTUKACHIHBIH, KOMMCPIMSAILIK OAHKTCPIHIH KAPIKBIIBIK SKAFTAMBIH 3CPTTCY JKOHE TAlAdy YINIH MAHBI3ABI OOITHIIT
TaOBLIAIBL, OUTKCHI sKahaHIBIK 3KOHOMHUKAHBIH KahaHTAHYBl OYTiHTI KYHI YITTBHIK MCMIICKCTTIK 3KOHOMHKAIAPABI
OipbIHFAH OJICMAIK SKOHOMHKAFA OipikTipy O0ibImm TAaOBLTANBI, aTam aWTKAHAA OJ HCCHE CANACHIHIA KepiHeai Oy
€JICTI TYPAKThI 3KOHOMHKAFa FAHA €MEC, YITTHIK KAP>Kbl JAMYBIHBIH JAMYBIHA /1A 3cep eTexal. 3epTTey OaphIChIHIA
3epTTey OOBCKTICIHIH JaMyBIHBIH KaW-KYHl MEH YPAICTEPIH CHIATTAWTBHIH CTATUCTHKANBIK ACPEKTEPTre HETI3ACIIeH
JKYHEINI, AEPEKCi3-TTOTHKAIBIK KOHE CATBICTBRIPMAJIBI TAlAay 9/IiCi MalmamaHbIARl. DKOHOMHKAHBIH OAHK CEKTOPBI
CBIPTKHI (DakTOpaapra ete cesiMTam O0MysHA OAMIAHBICTHI, aTam aHTKAHIA, 'KahaHTAHY YITTHIK OaHK >KyHCICpiHe
AUTAPJIBIKTAN dCep CTCL.

Tyiiin ce3aep: omicTeMe, KAp>KBUIBIK TamAay, OaHK KYHECl, CKiHII ACHreHaeTi OaHkTep, skahaHaaHy, TPSHA
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METOJUKA NPOBEJAEHUA
OUHAHCOBOI'O AHAJIN3A KOMMEPYECKHX BAHKOB

AnHoTAMA. MerToquka mpoBeACHHSA (DMHAHCOBOTO AaHAIHM3a OAHKOB BTOPOTO YPOBHA, BaKHA AJIA
HCCICAOBAHMS M aHATI3a (PMHAHCOBOTO COCTOSIHHS KOMMEpUeCKUX 0aHkoB PecrryOmmku Kazaxcran BakHa Tak, Kak B
YCIOBHAX rno6annsaunn MPIpOBOfI OKOHOMHKH Ha CeFOI[H}IH.IHI/Iﬁ ACHb MPOUCXODAT NPOUCCChI HHTCIPALUA
HAIMOHAIFHO-TOCYJAPCTBCHHBIX XO3SIMCTB B €IWHYIO MHPOBYIO 3KOHOMHKY, a MMCHHO B IpOsIBISIETCA B c(epe
KPCOUTHBIX OTHOH.IGHI/II\/’I, TEM CAMBIM BJHMAA HC TOJBKO Ha YCTOI\/’I‘II/IBOG OKOHOMHKH CTPaHbI, HO Ha COCTOAHHUC
Pa3BHTHS HAUHOHATBHBIX (PHHAHCOB. B HCCICIOBAHHE NMPUMCHSINCH TAKHE METOJBI CHCTEMHOTO, a0CTPAKTHO-
JOTHYECKOTO M CPABHHTCIBHOTO AHANA3Q HA OCHOBE CTATHCTHYCCKHX JAHHBIX, XAPAKTCPH3YIOMIHX COCTOSHHC H
TCHACHINN PA3BUTHA 00BCKTA HCCICOOBAHUA. B cBa3u ¢ TEM, 4YTO OAHKOBCKHI CCKTOP 3KOHOMHKH BECHMA
TyBCTBUTCJICH K BHCIIHUM (I)aKTOpaM, B YaCTHOCTH, 1".]'[063.]'[1/[33].[1/[}1 CYHICCTBCHHO BJIHACT HA HAIUOHAJIBHBIC
OGAHKOBCKHE CHCTEMBI.

KmoueBpie ciaoBa: Meronuka, ()MHAHCOBBIA aHamm3, OAHKOBCKAs CHCTEMa, OAHKH BTOPOTO YPOBHI,
rI00aTH3anus, TCHICHIIHS
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