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THEORETICAL APPROACHES TO ANALYSIS OF «kMEGABANK»
PROFITABILITY

Summary: The article focuses on theoretical and methodological approaches regarding the
bank profitability analysis. The factor analysis of the economic impact of withdrawing capital on the
system parameters on the example of PJISC «MEGABANK» has been offered. The study presents
analysis of the research involves the ways to increase it’s efficiency PJSC «MEGABANK»
performance and it’s profitability. Taking into account for the banking institution such an index as
profitability, improvement the ways of research based on theoretical and methodological approaches
of the well known home and foreign scholars is proposed (on the example of PJISC «MEGABANKY)
expanding the bank’s effectiveness analysis based on the use of factor model of economic return on
capital. The factors system proposed it’s to indicate the most important economic impact concerning
the formation of return on capital as an important indicator of the banking institution profitability,
namely: the economic return on capital, profitability, profit margin, return on assets, multiplier of
capital.
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Introduction. Banking income is one of the most important indicators of the
efficiency and stability of the bank. All the participants in the economic process are interested
in. Shareholders are worried by the size of the banking income, because it’s an indicator of
earned income on their invested capital. Depositors are guaranteed stable incomes and
confidence in the future, as increased reserves and owned funds of the bank indicate its
stability. Borrowers are also interested in the bank’s profits, so that their own savings
increase. Under the current conditions of the banking, the main task is to find real ways to
minimize risks and gain enough income to save depositors’ money and support the healthy
bank up to the mark [1].

Literature review and the problem statement. The study of the essence, the nature of
a gain and parameters and of its estimation devoted to the work of foreign and domestic
scientists and economists: A. Blank, A. Dayle, B. Kolassa, E. Nehasheva, D. Han, L. Black,
A. Sheremet; financial problems of strategic management within the bank: F. Butynets, I.
Hitlenko, A. Vasyurenko, A. Zaruba, A. Kirichenko, O. Lavrushina, V. Mishchenko, P. Rose,
J. Sinko, A. Usoskina, Y. Utkin F. Shpig etc.; to assess the efficiency of economic activities
in terms of profitability A. Birman, K. Drury, P. Samuelson, W. Hoyer, P. Hein. The
problems of financial analysis, forecasting and planning financial results are considered by
many Ukrainian scholars, primarily by: S.I. Schebyvolok, L.A. Prymostka, I. Larionov, A.
Gerasimov, O.V. Vasyurenko, K.O. Volohata etc.

Despite the significant contributions of economists to the development of the theory of
profitability, methods of analysis, in the practice of banks the metrological approaches in the
analysis of the financial results of the activities is paid not enough attention, including using
factor models. The use of such models will allow not only to detect potential for raising the
efficiency of the bank in the modern conditions of development, but also to predict profitable
operation in the future.
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The purpose of article is to generalize and further develop the theoretical and
methodological approaches to the analysis of bank profitability, and develop practical
recommendations for in-depth study of the indicator based on the use of factor analysis on the
example of PJSC "MEGABANK".

Research results. The main goal - which is set by the owners of the bank - is its
effectiveness of it’s performance as yield management is one of the important tasks for the
bank management. Both external and internal users of the reporting bank are interested in the
analysis of the bank’s indicators. Internal users are most interested in information related to
the receipt of revenue and profit. External are most of all interested in the current value of the
shares.

Given the above, one of the main tasks of the banking institutions are searching for
effective profitability analysis areas to evaluate their activities.

The economic literature [1-5] while profitability analysis is most often used are:

1) analysis of changes in the average level of profitability by using the absolute
figures;

2) analysis of changes in the relative profitability;

3) factor analysis of profitability and return on capital assets (decomposition analysis
of return on equity or model of Dupont).

In our opinion, while making up the analysis of the financial results the following tests
should be solved [2, 3]:

1) evaluating the plan on profits in general and especial types of gains and losses;

2) tracing the dynamics of financial results for several years;

3) determining the influence of the main factors on different profit;

4) assessing the level of profitability (efficiency);

5) making up a factor analysis of profitability;

6) calculating reserves revenue growth and profitability, and identifying key areas for
their implementation.

In-depth analysis of profitability should be carried out by means of factor analysis,
which will allow to determine the degree of influence of individual factors on their shift, to
identify the strengths and weaknesses of the banking institution fully use internal resources,
time to develop management solutions for the effective development strategies.

The researchers pay much attention to the use of factor analysis in the study of the
profitability of the banking institution. They produce a lot of factors that affect the revenue
and profitability of the bank. To analyze the general indicators of banking practices various
factors are used. We believe that the range following bank factors must be taking into
account: of the banking institution and the specific purpose of the study.

Thus, for the factor analysis of profitability of PJSC "MEGABANK" select indicator
economic return on equity - the ratio of net income to balance capital. The main factors
affecting it, include the following: net interest margin, net spread, return on equity, return on
assets, the level of other operating incomes [4].

In this way, factor model of economic return on equity would be as follows (1.1) [5]:

N=E*HI *H2 *H3 (1.1)

N - return on equity (net income to net worth ratio; characterizes the efficiency of tax
administration);
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E - profitability (the ratio of net profit to profit before tax; characterizes the efficiency
of tax administration);

H1 - profit margin (ratio of profit before tax to operating income; reflects the
effectiveness of cost control);

H2 - return on assets (the ratio of operating income to total assets; determines the
degree of efficiency of asset utilization);

H3 - capital multiplier (the ratio of total assets to equity; demonstrates the level of
effectiveness of resource management).

Comparing the change of parameters included in the calculation of rates of return on
capital, the structure changes (vertical analysis) and dynamics (horizontal analysis), it can be
found out which factors through output indicator - economic impact - changes and which one
of them due to resulted in a significant changing economic return on capital [5]:

1) profitability resize, i.e. the efficiency of tax menegment;

2) margin change, i.e. the effectiveness of cost management;

3) change in return on assets, i.e. the effectiveness of asset management;

4) change in the financial capital structure, i.e. resource management.

Table 1.1 shows the estimates for factor analysis of the bank profitability. Table 1.1
indicators are obtained on the basis of accounting data in the Statement of Financial Position
(Balance Sheet) and Statement of profit and loss and other comprehensive income (Income
Statement) [6].

Table 1.1
Calculated data for factor analysis of PISC «MEGABANK» profitability 2012-2013
years.
Ne Indicator 2012 2013 Margin, UAH,
3/m thous.
1 | Assets, UAH, thous. 4840058 5438012 +597954
2 | Owned capital, UAH, thous. 656234 675629 +19395
3 | Operated income, UAH, thous. 3459 19305 +15846
4 | Net profit, UAH, thous. 2005 20095 +18090
Income before tax, UAH, thous. 5781 27376 +21595

Source: compiled and calculated according to the Financial Statements [6].

Consider calculation of economic return on capital and the impact of the factors on the
figure, using methods to eliminate and ways to enhance the factor systems of:

2005 5781 3455 4240058
l. Ny =E, xHl,x H2,X H3, = X X X = 0,31%
5781 3459 24240058 656234

20055 573 3455 4340058
2. Ny=E;XHly,Xx H2, X H3, = b X X = 0,65%
27376 3459 4240058 B556234

20095 27376 3459 4240058

3. Ny =By XHLy X H2g X H3g = 27376 © 19305 - 4040058 « 656238 0,55%
_ _ 20095 _ 27376 19305 3455 _

4. Ny =E, XH1, X H2, X H3, 27376 X 15305 < 5438012 X 4B40058 2,73%

5. N, = E, XH1, X H2, X H3, = 20095 , 20095, 19305 | 5438012 _ 2,970

27376 15305 5438012 B75G29
The magnitude of the effects of each factor on the profitability of the bank in table 1.2
is given.
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Table 1.2

The factors’ influence on the profitability of the PISC «<MEGABANK) capital

Ne Factor Ratio, % Specific gravity
3/m
1 | Profitability 0,34 12,78
2 | Profit margin -0,10 -3,67
3 | Return on assets 2,18 81,57
4 | Multiplier capital 0,25 9,32
Total 2,67 100

Source: calculated basis of the formula (1.1) by the authors [5].

From table 1.2 data it is obviously that the return on equity or economic efficiency,
increased by 2,73% due to an increase in:

1) profitability or efficiency of tax administration at 0,34%; this figure is the specific
gravity of the impact is 12,78%;

2) level of return on assets, the degree of efficiency of the assets 2,18%, the specific
gravity of influence is 81,57%;

3) capital multiplier, or the level of efficiency of resource management is 0,25%, has
the specific gravity impact of 9,32%.

Reducing the profit margin indicates a decrease in the effectiveness of cost control,
this led to a decrease in the return on capital of 0,1% (-3,67% in the specific gravity of
influence factors). The negative impact on profit margins caused the profit margin due to
lower earnings growth rates relative to the growth rate of income.

Conclusions. In practice, not all banks are able to stabilize their income, which is
evidence of inadequate response object management to executive influence on the part of
management. We agree with the author of the monograph [7], G. Azarenkova that the main
reason is the inadequacy of the existing approaches to building management systems,
focusing, mainly, on the financial management of banking and underestimation of the role of
marketing in bank management.

Distribution of marketing in foreign banks occurred within a relatively short time, its
theoretical foundations were laid by western economists [8-11]. According to French experts
[12], the banks engaged in the strategy that focuses on customers’ satisfaction may increase
by 50-100% return on their operations.

When solving problems of efficiency of financial methods it can clearly be identified
which financial indicators should be directed guiding influence to, how should the structure of
bank balance be improved, how to increase bank profits (due to increased revenue and cost
optimization). You can even identify the most common ways to achieve them. Thus, in order
to improve profitability of banks including PJSC «MEGABANK» the volume of banking
services, customer base, profitability of bank assets by rationalizing their structure should be
increased; the share of income and not distressed assets, conduct prudent price policy the
riskiness of the banking business should be reduced. To reduce banking costs the expensive
banking activities should be reduced, primarily, through the introduction of austerity for
administrative costs; the structure of borrowed funds due to cheaper sources of bank resources
should be optimized. To solve these issues only analysis using factorial methods and science-
based marketing is able to, which is the connecting element between the bank and its
customer.

To improve the efficiency of development PJISC «cMEGABANK) at the present stage
of the banking sector, it is necessary to use research-based methods of investigation, analysis
and evaluation of its profitability, including using factor analysis. Development prospects of a
particular area of study serve to improve the efficiency of managing the profitability of the
banking institution, using both traditional methods, and specific, ones including peculiarities
of the bank.
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