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Financial Planning In Ukrainian Banks Under Uncertainty

Operation of any bank und ks successful performunce depends on the ability to take
such administrative decisions that allow the bunk to provide the proper level of liquidity,
profits and save contractors accounts from the negative impact of varions banking risks, A
key indicator of banking institution position i the strength and quality of financial planning
Banking activity planning is the process of setting goals for the future and finding ways to
achieve them, Thus, it is impossible to reach appropriate level of efficiency, without proper
system of financial planning.

Research on specific fssues in the field of financial planning in the Ukrainian
banking institutions devoted 1o the work of OV Vasyurenka, AP Vozhizhov, A. Eplfanova,
AM Frost, 5. Kozmenko, Al Kuznetyova, A. Kolodzieva, LA Prymostky, IV Sala, M1 Saviuk,
OA Creakle, B. Syurkalo,

Among Russian scholars the issue of developing effective solution for financial
planning in banking institutions are devoted to the wark of Laptyreva DA, VI Kolesnikov,
O Lavrushina, GS Panova, VM Usoskia and others. The impertance of these issucs is also
discussed by Western scholars: G, Aylenberha, I Rose, S, Myens, L Nikbahta, G, Clnguoe,
Timathy W. Koch, DP Whiting and others.

Despite the importance of ach ents of J tic and foreign scholars In this field,
current Ukrainian environmental conditions require to define the characteristics of financial
planning and directions of optimization. In the face of uncertainty the financial planning
process can nol remain the same s under conditions of stability: planning horizon should
be reconstdered, plans should be more llexible, it is necessary to set appropriite goals, One
could well argue that the role of planning under uncertainty is not reduced, but the process
of financlal planning is much mote comphcatial.

It Is also important to take nto account the shortcomings in the technology of Ukrainian
banking planning iteelf that wvolves perfodic set of goals and phans based o6 achieved results.
This approach does not takes inlo account not only the continuous and dynamic nature of
the virtability of the environment, but also the potential of the bank, which significantly reduces
the efficiency of financal planning & o management tool, especially In o crisis stuation. Ths, the
purpose of our study was 1o find ageas to optimize financial planning in banks under uncertainty.

To solve this problem, we have defined the features of financial planning under
uncertainty in Ukraine.

‘The complexity and divensily of managing the operations of the bank reguires
n integrated uppeosch that involves the indissoluble unity of the assets and Habilities, income
and expenses, which are interrelated and interdependent. Such un approach requires the
development of methodojogles and tools for integrated asset and liability mansgement (ALM
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later). An integruted approach 1o assessing business processes contributes o the improvement
of information analytical system of the bank, creating a comprehensive domestic regulstory
framework, o logical completion of the organizational structure of the banking institution.

Since the essence of ALM les in the field of coordinated financial management of the
bank. Where through aligning management decisions certain proportions between asscts and
liabilitics is achieved to increasing profits, reduce risk and control liquidity. The planning is
an lotegral part of ALM.

In a constantly changing environment of the {inancial market the most crucial part of
munaging the bank is planning. It Is where the policy of the bank is set starting from idea,
then moving 1o introduction of specific measures and quantitative indicators to control the
process, and up 10 the implementation of it

Planning allows us to predict the future devolopment of the bank. More etficient use of
W) resources, control of possible risks in uctive and passive operations, timely introduction
of new services, improvement of the quality of service adjusted to market conditions. This
all lead to better profitability and consistent growth of capital®,

Planning is a complicated and extensive process that covers all aspects of organizational
and financial manugement of the bank in the context of the external and internal environment
at the strategic, tactical and operational levels.

The effectivencss of the planning system (s based on certain principles, the main ones are:

1. Consistency — the tntroduction of & singhe integrated system of financial planning.

2. Colleglality — mobilizing and uniting the efforts of all departments in the process of
financial planning.

3. Hierarchy — developing Gnancial plans for individual units, which is the basis for the
preparation of the overall financial plan for the bank.

1. Regulation — providing « clear segregation of responsibilities and the rules
of Interaction among participants of financial planning.

5. Versaulity — establishment of formalized planning criterta and uniform rules of
evaluating planning is needed to address coherence and sammuary financial plans of individual
branches of departments in the overall financial plan for the bank.

6. Mainstreaming — targeting financlal plans to achieve the oblectives.

7. The halance — balanceofbanking operations in orderto prevent significant imbalances in
their structure and appearance of dependence on one market segment.

8. Flexibility — the ability 1o adjust tinancial plans in the implementation of financial
goals by analyzing the results of the budget In the Last stages of planning and taking Into
account the changes in the internal and external factors.

4. Consdderation of risk — Luking into account all risks and possible negative scenurios
and “appetite” of the bank to risk.

10. Reality — setting real and achievable targets based on potentisl opportunities and
possible changes in certain internal and external factors.

11. Motivation — implementation of financial plans should be an incentive of managers
at diflerent Jevels,

12. Controllubility — monitoring the implementation of plans, preparation of proposaks
1o improve the results.
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Development of a reasonable plan b impossible without a detailed analysis of the actual
situation of the bank and forecast of future activities of the bank. Planning allows you to
define tasks that ensure the effective functioning of the bank in the long term and rapid
adaptation to changing environmental conditions.

In the process of financial planning one should define key trends of banking financial
tesources usage, establish the fundamental peovistons to form financial relationships with
contraciors’.

The muin objects of financlal planning at banks are assets and labilities portfollo of
banking services and related income and expenses.

Planned units in linancial planning in the bank may include bank as a whole
and its institations (branches, sdditional offices); internal structural divisions of the Bank
and its products (transaction services) and customers. Thus, planning Is a cantinuous and
comprehensive process. 1t s also important to determine the planning horizon — a period
which made the construction of financial plans®.

In developed economies planning horizon is 5 years broken down by year. With the
devdopment of Ukraine’s economy, especinlly in the banking sector planning horizon should
beno more than one year, given the volatility of interest rates and exchangu rates. But maost
banks plan their activities on a quarterly basis with monthly breakdown.

‘This 1s not o much relsted to problems of predictability of financtal and economic
situation in the country, bul to governmen! regulations of forming mandatory
reporting Including taees,

Planning stages, related 1o the preparation of management decisions on which cmmerging
financial plans of the bank, include

— onl setting (defined gouls and objectives that need 1o achieve);

— search for alternative solutions (identifying all possible alternatives or ways to achieve
goals and selection of alternatives that Include o detailed study);

— evaluation of allernatives (Lpact assessment of allernatives to schieve qualltative and
quantitatve objectives in terms of expected future environmental situstion of the bank, as
well as the uncertuinty of the internal environment of the bank, which Is to change the same
objectives, measires and restrictions ),

— decisions (the selection of ulternatives to be implanented und which will ensure the
most effective operation of the bank’s planned period).

Ax part of the implemsentation plan it consists of the [

— implementation plans (implementation of the selectod alternative and direct guidance
on the implementation of plans to create incentives for the implamentation of plans);

~ control performance (determined by the actual performance of plans, compared with
the plan, subject of a detailed analysis of the results of which, If necessary, the deciskon to
hold a re-evaluation of alternative ways of development of the bank)'.
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Thus, the planning process — 1s a systematic goal setting and determination of the
structare and sequence of measares 1o achieve them. With the help of financial planning
goals and targets are set and readjusted along with objectives and activities of the bank,
by setting specific absolute and relative indicators of performance. Financlal planning
requires a comprehensive and integrated assessment of banking streagths and weaknesses,
organizativnal and financlal structure, financial performance, personnel policy and oversight
of the bank, The next step Is to develop a plan of corrective measares that would have shified
the emphasts from the bank as such, to the results of this activity.

‘Thare are several strategles that not only allow 1o operate property, but also to grow
and develop operations even in conditions of uncertainty, The first one is to idestify xmull
but growing market segments In the stagnant sector. The hardest part of this approach ks to
make sire that segment ks identified correctly and be able to forecast the segment properly.
Another approach is to diversify activities on the basis of current operations, but improve
the quality of it by introduction of new banking technologies, “This approach Is promising
becanse sticcessful innovition cun bring significanty higher quality of service and contribute
to & rapld growth of client base. The advantage of this approach is that it will also allow to
win in non-price competithon. And carn good profits by providiog innovative services. The
third upproach is to focus an the dramatic cost savings that will give more competitivencss.
Such approach will allow achieving higher profitability on bigger volume of operations.
To introduce this approach one shoald close all unprofitable business units, stractural units,
reduce operational and economic costs by optimizing infernal processes ',

In today’s basking industry not caly provided services are important in competition, but
planning methods and the ability of banking Institations to draw proper conclusions and
ke thoughtful decisions based on gatliered information.

Cuarrently, banks in Ukratne are experiencing a difficult phase of'its development. Mesgers
and scquiithons are very frequent; mirket competition s greater than ever. Banks operate under
conditions of econamic recession, high inflation and low solvency of the population, so they
have 1o take up new niche murkets and offer new produocts, Banking activities are abso affected
by & number of other factom, such as the need for a positive rating by international agencies,
signiicant presence in the domestic market of foreign capital, compliance with international
standards (inchading standards of Basal 11). All this requires bank managers (o improve the
quality of management decisions. To address all these isues and find high- quality solutions
managers need 1o organize proper assets and labilities plan of the bank.

Assets and Hobilities plan starts with defining overall strategy and goals of the bank in
the market, And ut this stage shareholders of the bank decide on the type of behavior of the
bunk in the market. After all, thore bs linear relation between profitability and risk, so they
search for the optimal proportion of botls, And this 1s the most buportant tusk in forming
bunks strategy”.

Strategy formed by the following components:

— mission of the bank:

— position of the bank in the financial markets;

" Cano LB @imanconnf mesmeiament Gapny pamsosioo nociGnme — Cysen: BT/1
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— principles of customer and credit policy;

— muanagement principles;

— banks lmage,

Missian of the bank — s the purpose for which a bank exists and goals that are planned
1o be achieved over a specified period of time, The mission is the basis for further activities
of the bank that helps concentrate the efforts of workers in o particular direction.

In forming the bank's position in the financtal warkets the following topics should be

~— the products and services of the bank;

— characteristics of financial markets;

— anganizational objectives expressed in gquantitative terms (growth yield and peofit);

— technology and innovation

— Internal concept of the hank (the degres of competstiveness of the bank management leved).

Important role in shaping the strategy of the bank les In its” image, The lmage of the bank
cmphasizes economic and social responstbility of the bank to the sharchobders, purtners and
sociery in general, Choarly articalated strategy makes it possible not anly to attract customers
und bmprove business redations with partnors of the bank, but abo increases the interest and
Joyalty of the employees of the bank.

There are conservative, moderate and aggressive sirategy for the bank. According 1o these
strategies, the bank places the resources using the following methods.

Method of General Fund resources of the banks with aggressive policy, based on the
aptimization of & portfolio of resources through presentation of bunk funds in o uniform manner,

Allocating resources is carried out in accandance with certain priorities, whoso purpose —
10 help guide operational departments 10 solve the problem of the combination of liquidity
and peafitability,

Using the general fund assels kn asset management gives the bank a broad chotce of
categories of active operations, In applying this method of solving the dilemma “Biquidity-
profitability” depends on the experience and Intultion of bank management’.

The method of asset allocation is un alternative to the previous method wed by bunks
and is more conservative, Under this metbodology, the management of the bank should
consider the specific sources from which investment in assets Is financed. Under this
approach management should carefully analyze the ratio of short torm deposits and loag
lived deposits volumes and volumes of koans in the money market and the total valoe of the
bank's liabilities. Model of asset allocation determines the size of the necessary bank tjuidity
depending on the sources of the funds,

“This model involves the creation of several “profit centers” within the bank that used 1o
howse the funds raised by the bank from different sources. After defining to which center in
terms of their Hiquidity and profitability the resources are belonging, the hank's management
determines the erder of their placement 1o each center.

The myn udvantige of the this method bs that it allows 1o reduce the proportion of Hquid
assets by mobiitziog sdditional resources in loans and investmeats, keading 0 un increase in
peofit manging.

! ofymn O Tlnasyicainn v Gropaety mainn s ysisepoansid Mcrpysen yipaneliim
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Thirdly, we consider @ method of schentil munagement of resource buse of the bank
and its assets, based on the creation, on the basis of modern software, mathenatical and
statistical models for predicting and describing cash (low and optimize their yleld and the
cost of thelr service In the bank. One method Is the use of simulation, the results can be used
1o make strategic decisions '

When choosing an aggressive sirategy of the bank the objective function is the
maximization of profit subject o the Hmitation of risk by setting the maximum
allowable value of its, banks with conservative strategy minimize risks to achieve a certuin
level of profitsbility with desired’.

To achleve these objectives, the Bank uses modeds GAP, tmmunization of balance and
carrency matching Is used depending on the chosen strategy. So banks with aggressive
strategy 1se open GAP currency position ind fiquidity gaps while conservative use closed
GAP currency posithon and minlmum Hquidity gap. Adpstment of these positions is at the
tactical level planning of assets and Babilities,

Acconding 10 the selected bank policy, management develops a finandial model of
the bank. In the financial model planned volumes of lransactions, indome and expenses
are forecasted. These figures allow 1o constroct turgets for balance sheet, profit and
loss, these are the maost important indicators of performance of the bank, The financial
model includes:

— balance of resources and Investments, broken down by aggregated types;

— margin of active and passive operations

— brokeruge margin and comumissions;

— expemditures of the bank;

— overall finunclal resales,

“The financlal model may also inchude a cash flow statement of the bank. Typlcally, a cash
flow statement is a separate document which is approved by shareholders of the bank and
consists of the following Indicutors:

— incrense/decrense of share capitul;

— formation and expenditure of fumls based on hudget data bank’,

The process of building a financial model consists of several stages.

Collection, evaluation and analysis, Inclsding economic, kegal, social and political factors,
growth prospects and compesition in existing and potential markets; financial prospects in
key sectors; strengths and weaknesses of the bank.

Formulation of the main objective of the bank and the specific tasks that cover common
aress of marketing, corporate financial performance, management methods of the bank, key
markets and types of banking operations,

Decdsion making  and  formulation  of  action  programs:  setting  specific
quantitative indicator Income, expenses, volume of credit losses on loang, the structure of
active operations, the structure of the deposit buse, etc; specification of the ways to achieve

! Peter S, Rose Bank Mansgement and Financlal Services — 7th edition — Published by
Richard D. Irwin, Inc. — 2006,
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them, a list of necessary steps, making decisions about the acquisition and usc of resources,
expansion or changes in organizational structure, staffing.

Docuntentition: design plans in wriling in sequence strutegy, Lactical plan, budgel,
balance and linuncial statement on the keved of upits and the bank in geaeral

Coondination und approval of plans: an overyiew, negotlations, wonbination of individaal
plans, approval of the plan by the Board.

Manitoring the implementation of plans an analysis of revenues, expenses, results and
elfectiveness of plans, checking compliance desdlines, in case of significant differences analysis
of the causes and corrective sction formatlon, communication the bank's management about
the progress of the plan and the results obtained,

One approach of planning in the bank is a compilation of individual ploss of the bank
employees, Individual plan serves several important functions,

Firstly, with the plan employees are set specific objectives and ways 1o achieve them and
deadlines, This allows you t see the perspectives and serves as an incentive for improving
the work of cach specialist of the bank. Second, the individual plan allows managers
1o effectively organize the team and supervise the dutbes of each emplovee. Thindly, the
successful implementation of an individual plan is the basis for incentive professionals and
the develop of their ¢

A comprehensive linandal plan s devdloped on the basis of pre-agreed documents: the
financial model of capital flow, plan of development and implementation of new programs
and projects, budgeting snd calculation of predictive indicators, To centralize financal
planning and participation of individual units in the preparation and approval of budgets
one shoald consider two opposing approaches: the development of a limancial plan, “1op-
down” and “botlom-up”,

If the process of “top-down” approach financlsl snd aperstional objectives ure set by
hankx’s management, based on the required results. Then separste departments submit
thelr plans, which indicate how they plan to achleve the targets set. This approach is
particularly effective when the institution must respond guickly to changes in external
conditions or If before it Iy Lo restructure thelr activities so as Lo maintain or matimize
profitability. When using “bottom up” approach individual units submit their proposals
for review and discussion at the level of the bank within the genaral guidelines developed
by top level management’,

Another resalt of the practical application of financial planning is the availability of
technuvlogy planning that have resulted from differences in banks by slze, type of business
and professional level sl

Most recent planning technologies under uncertainty:

~ Multivariate plans in which belore making final budget plan, several optiony are
peepared and analyzol. This spproach is typieal for large organizations, where the planning
process involves a limited group of highly skilled professionals. This approach is wsed in
banks with o high degree of centralization of management. This approach works well in the
time of uncertalnty, because i i based on different estimates where all potential scenarios
and oulcomes are considered — pessimisiic, real and optimistic (Fig. 1);

! Nanviapen [LA. Cocveses ynp r it pecypcavn Gana [ponecen —
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Figure | — The technology scenario tactical planning
~ lerative planning that requires repeatedly updating and coordinating the badget ot all

levels of responsibility. This technology Is typlcal for large organizations in which budgeting
process involves many experts from top management to end performens This 1echnology is
best for banks with less rigid centrallzation of management;

— planning based on <significant accomplishment » This technology is used both in a
stable, well-projected business and where It s impossible to collect and process information
about the guality of prospects. In this approach, the sciual figures of the previous pertod are
wised as the basis for calculating targets. Targets are calculated with 4 certain growth and adjusted
1o reflect changes {n the ecanomy, fiscal policy and state legistative field of banking activitics,

— planning «from scratchs a technology planning which must constantly justify
the planned revenues, expenses and other indicators as if they operate for the first time.
Planning «from scoatche requires each conter responsibilities detatled analysis activities
1o identify inefficient operations and selecting the most beneficial uses of resources. Unlike
the previous, this method allows to identify problenss and solve them on the planning stage.
However, it is more expensive and requires considerable expenditure of time and money;

— technology «Rolling Budgets (or «slidings planning technology) is typical for venture
directions when the situation both external and internal, can vary dramatically. This
technology allows for rapid adiusiment plans based on analysis of performance in previous
stages of planning. Most important factor in this approach is to mode! the behavior of the
market. This technology is an alternative to perlodic plans. The essence of this method lies in
the continaous adjustment of future plans based on analysis of budget execution of previous
steps. The goal Is 1o provide a clear picture of the operational performance under real financial
situation while maintaining unchanged medium-term planning horizon (Fig. 2).

Financlal planning on “iding” sppears to become continuons in time, which increases the
wensitivity of the Bank to changes in changing environment and enables them 1o respond quickly.
By accumulating previous data and experience of using this technology, “sliding” spproach allows
to significantly reduce planning time and increase quality of the plan, Another advantage of
this method is the ability to avoid the problems of inconsistency and intermediate obiectives.
All these advantages are particularly relevant in the face of uncertainty inherent in the crisss
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economy: In conditions of pncertalaty Latsks should comprise pot vnly the operutions] pans,
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dependding on the implementation ol various cisk factors. Thirdly, the plen shoul! be (lexible
Wmﬁ-nwuwnwwwmdmw So the ey features of this
1o (inancial planning bs & reduction of detald, increased fexibility and espativencss.
Given the need for increased flexibility and efficiency in the financial planning under
uncertality, we propose a possible adjustment of financial plans (o the Implementation of
agreed targets under changing internal and external factors. This opportunity gives the
method of «slidings phan, which is an alfernative formudation of periodic plans (Fig. 2}
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Figure 2 — Mechanism of axlidinge of financial planning

Jt is also advisable to sebect multiple rules to increase the realism of financial planning in
crisls conditions, which are subject o high uncertainty. Firstly, planning based on o
pessimistic forecast. [0 operational lerms appropriste 1o e pessimistic premise of factors
and provide maximum compensdting measures will somewhal negate A high degree of
ancertainty, Second, the preparation of criais plans should bebased o expert assessments of

and, most importunt, increase the powers of branshes in the preparation ol plans,
'lhh.pproac.hwlllyvcdﬁhmmauu u.kpcndmmdcmmcmndnhmhmmvity
Jenders and spectalists of regional offices, which will take into account the real possibilities
of brunches and use (he fall internal and external potential, given local conditions and to
determine the real needs of customers, 10 achieve objectivity, reasonubleness and reality
developed financial plans. &mspccmlcw-hmcoflbcuulnpwﬂcmhr unceTtainty.
‘1sis method can not get accurate Jdata and forecasts, Thirdly, itis responsive to changes,
Undr conditions of high uncertainty thyie bank las to strengthen acrosconomic dati
gatherlog and be able 1o broadcast the results in time 1o get fast response

Thus, the process of financial planning is waflored to certaln conditions of the bank.
Understanding of financial planning in banks under uncertuinty and implementation of
directions of its optimization allows to take it account when planing 4 continuaus and
dynamic nature of changes in the external environment, the pomsible negative scenarios,
potentlol threats and risks and to plan measures to prevent them. And with the sbility to
adjust financial plans In the implementation of the st ohjectives can significantly improve
\he efficiency of the developed plans 252 management tols. We propose 1o tse scenario
planning where dynamic changes of the environment are taken into account. All potential
threaty ud risks are comstdered and mcasures planned inadvancy fo prevent them, lmpartant
feature of this approach bs to tntrodnee meduaism of “siding” funancial planniog that allows
10 continuousty adjust financial plans o mest required result
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