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Bezrodna O. S. Strategic Risk of a Bank: Assessment Proposals and Interrelation with the Compliance Risk

The article is aimed at forming a procedure for assessing the bank’s strategic risk and substantiating its relation to the compliance risk of financial monitoring.
The concept of strategic risk is considered and the expediency of delineating its types into primary one and secondary one is substantiated, which is taken into
account in the development of the assessment procedure. The proposed strategic risk assessment procedure includes three phases: the first phase involves
defining the primary strategic risk by generalizing results of the ratio of actual and planned values of parameters in measurement of the degree of achieving
the bank’s strategic objectives (grouped by the subsystems of a balanced scorecard); the second step is to define the secondary strategic risk using seven criteria
for assessing the organizational-economic provision of the bank’s strategic management; the third stage is to substantiate the overall level of strategic risk of
the bank on the basis of generalization of the conclusions on the first and second stages of the procedure. The article provides recommendations on explaining
the results of the quantitative assessment of the bank’s strategic risk by differentiating its qualitative levels - high, moderate, and low. It is concluded that, on
the one hand, a significant gap between the actual and planned values of indicators, which reflect the strategic priorities of the bank, as well as the inefficiency
of the bank’s strategic management mechanism can make it to focus (for financial gain and strategic financial objectives) on the use of a formal approach to
compliance with financial monitoring legislation. On the other hand, the implementation of the compliance risk of financial monitoring and, as a result, taking

enforcement actions on the side of the NBU versus the bank can increase in the level of its strategic risk.
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Be3podHa 0. C. CmpamezivHuli pusuk 6aHKy: npono3uyii wodo
OYiHI0BAHHSA MQ 38'A30K i3 KOMMAGEHC-PU3UKOM GiHAHCOB020 MOHIMOpPUHy
Lini cmammi noaseaome y po3pobneHHi npoyedypu OUiHIOBAHHA CMpa-
meeiyHo20 pusuky 6aHKy ma o0b6rpyHMyeaHHi (io2o 368’A3Ky i3 KOMMAGEHC-
PU3UKOM (hiHAHCO8020 MOHIMOpPUHeY. Po3enaHymo 3micm cmpameziyHo20
PU3UKy BaHKy ma 8U3HAYEHO OOYinbHICMb PO3Mexy8aHHs lio2o 8udie Ha
nepsuHHUl i 8MopuHHUL, WO BpaX08aHO Mpu HopMyeaHHi npouedypu
lio2o ouiH8aHHA. 3anMponoHosaHa npouedypa BUMIPIOBAHHA cmpame-
2i4H020 pu3uKy BaHKY 8KaYae mpu emanu: nepwuli eman nepedbayae
BU3HAYEHHA MEPBUHHO20 CMPAME2iYH020 PUBUKY WAAXOM Y3020/bHEHHA
pe3ynbmamig CcriggioHOWeHHA (aKMUYHUX i 3aNAAHOBAHUX 3HAYeHb na-
pamempie 8UMIPIOBAHHA cmyneHa 00CA2HeHHs cmpamezivyHux yinel baH-
Ky (32pynosaHux 3a nidcucmemamu 36010HCOBAHOI CUCMeMU MOKA3HUKIB);
Opyeuli eman — 8U3HAYEHHA BMOPUHHO20 CMPAME2iYHO20 PU3UKY 30 CbOMA
Kpumepiamu oyiHKU opeaHi3ayiliHo-eKOHOMIYHO20 3a6e3neveHHs cmpame-
2i4H020 ynpasniHHA baHKom; mpemili eman — 06rpyHMYEAHHA 3020/16H020
pigHA cmpameziyHo20 PU3UKy 3aC0BOM MOEOHAHHA BUCHOBKIB 30 MepwuM
i Opyaum emanamu npoyedypu. ¥ cmammi HasedeHo pekomeHAayii wjodo
M0ACHEHHA pe3yabmamie KinbKicHOi OyiHKU cmpameziyHo20 pusuky 6aH-
Ky wsxom ougpepeHyiauii io2o AKICHUX piBHi8 — 8UCOKO20, MOMIPHO20 ma
HU3bK020. 3p0bs1eHO BUCHOBKU, WO, 3 00H020 BOKY, Cymmesuli po3pus mix
(haKMUYHUMU Ma 3GMAAHOBAHUMU 3HAYEHHAMU MOKA3HUKIB, AKI 8idobpa-
Hyrome cmpameziyHi npiopumemu 6aHKY, G MAKOX HeehekmusHicme me-
XGHI3My cmpameziyHo20 ynpasniHHA 6aHKom Moxyme opieHmysamu (o2o
(30019 OMPUMAHHA iHaHCo80i 8U200U Ma O0CARHEHHA CMpPame2iYHuX i-
HaHCoBUX Uineli) Ha BUKOPUCMAHHA (OPMAbHO20 NiOX00Y 00 BUKOHAHHA
8UMO2 3aKOH00a8CMBA y Chepi (iHAHC08020 MOHIMOpPUHeY. 3 iHWO020 BOKY,
peani3ayia KOMNAAEHC-PU3UKY (IHAHCOB020 MOHIMOPUH2Y Ma, K HACAIOOK,
3acmocysaHHA 00 baHky 3axodie enausy 3 6oky HBY — moxyme npussecmu
00 3pOCMAHHA pigHA 020 CMPamMe2iyHo20 PU3UKY.
Kntouosi cnoea: cmpameeivHuil pusuk, 6aHK, 36010HCOBAHA cuCMeMa no-
Ka3Hukie (3CI1), KOMNAGEHC-PU3UK, GhiHaHCOBUL MOHIMOPUHe.
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be3podHas E. C. Cmpameauveckuii puck 6aHKa: pekomeHOayuu
110 OYEHUBAHUIO U CBA3b C KOMNAAEHC-PUCKOM (PUHAHCOB8020 MOHUMOPUH2A
Lieasmu cmambu seaat0mca opmuposaHue npoyedypsl 04eHUBaHUS cmpa-
Mmeauy4ecKoz0 pucka 6aHKa U 060CHOBAHUE €20 C8A3U C KOMM/AEHC-PUCKOM
(hUHAHCOB020 MOHUMOPUH2A. PaccmompeHo noHAmue cmpameauyecko20
PUCKA U 060CHO8AHA eneco0bPa3HOCMb Pa32PaHUYeHUSs e20 8U008 Ha nep-
8UYHbIL U 8MopUYHLIL, YMo yumeHo npu paspabomke npouedypsi oyeHu-
8aHusA. [pednosxeHHas npoyedypa OUeHUBAHUA CMpPameauyeckozo pucka
8K/MK0Yaem mpu amana: nepssili 3man npedycmampugaem onpedeneHue
1ep8uvH020 CMpame2u4ecko20 pUcka nymem 0606UeHUS pe3ynbmamos co-
OMHOWEHUSA PaKMUYECKUX U 3aMNAGHUPOBAHHbIX 3HAYeHU( napamempoe u3-
MepeHus cmeneHu docmuxeHUs cmpameauyeckux ueneli 6aHka (capynnu-
POBAHHbIX MO nodcucmemam cbanaHcuposaHHol cucmemsl nokasameneli);
emopoli s3man - onpedeneHue BMOPUYHO20 CMPAMe2u4YecKo20 PUCKa ¢ Uc-
[10/16308GHUEM CEMU KPUMEPUEB OUEHKU 0p2aHU3aYUOHHO-9KOHOMUYECKO-
20 obecneyeHus cmpameau4eckozo ynpaeneHus 6axHkom; mpemuli sman —
060CHOBaHUE 06We20 YpOBHA cCmpameau4eckoeo pucka 6aHKa Ha OcHose
0606weHus 86180008 M0 MEPBOMY U 8MOPOMY 3manam npoyedypsl. B cma-
moee npedcmassneHbl PeKOMeHOAUUU OMHOCUMENbHO MOACHEHUA pe3ysb-
mamos KonuyecmeeHHOU OUeHKU cmpameau4eckozo pucka 6aHka mymem
OughhepeHyUauUU e20 KavecmeeHHbIX yposHeli — 8bICOK020, yMepeHH020 U
Hu3Ko20. COenaHbl 861800bl, YMo, ¢ 0OHOU CMOPOHbI, 3HAYUMenbHbIl pas-
pbig Mexdy (aKMUYECKUMU U 3aMAGHUPOBAHHLIMU 3HAYEHUAMU MOKA3a-
meneli, Komopsle omobpaxcalom cmpameaudeckue npuopumemsl 6aHKa,
0 makx#e He3(heKMuUBHOCMb MEXaHU3MA CMPameauyvecKo2o ynpasneHus
6aHKoM Mo2ym e20 opueHmMuposams (0718 Mony4eHus GUHAHC080l 86120061
U docmudceHus cmpameauyeckux (UHAHCOBbIX yeneli) Ha UcroabL308aHUe
thopmanbHo20 N00X00a K cobodeHuto 3aKoHo0amenbcmeaa 6 cgpepe (u-
HAHC08020 MOHUMOpUHea. C Opyaoli CMopoHb, peanu3ayus KoMnaaeHc-
PUCKA (hUHAHCOBO20 MOHUMOPUH2A U, KaK credcmeue, npumeHeHue HBY
K 6aHKy mep 8030elicmeus — Mo2ym npueecmu K yeenuyeHuto yposHs e2o
cmpameauyecKo20 pucKa.
Kntouesble cnosa: cmpameauyeckuii puck, 6aHK, c6ANAHCUPOBAHHAA Cu-
cmema nokazameneli (CCl1), KoMnAGeHC-PUCK, (UHAHCOBbIL MOHUMOPUHe.
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oday, the risk-based approach has become a

world standard, its implementation in the bank-

ing sector was initiated by the Basel Committee
on Banking Supervision (in particular, in the format of
Basel II and Basel III recommendations) as a response to
the devastating consequences of the recent global finan-
cial crisis in order to further minimize risks associated
with banking activities. In view of this, it is important
not only to harmonize the banking legislation of Ukraine
with the international standards and create the neces-
sary regulatory framework for implementing risk-based
supervision but to improve internal systems of bank risk
management as well. In particular, we are talking about
assessment methods aimed at timely identification and
neutralization of risks as well as prevention of the occur-
rence of chain risk events, taking into account the inter-
connectedness of bank risks. Therefore, the development
of a procedure for assessing strategic risk of a bank and
the justification of its interrelation with the compliance
risk, which are defined as the aim of the article, can be
considered relevant and promising areas of research.

It is generally accepted in banking practice that
strategic risk is not quantifiable, and, in this regard, the
issues of finding alternative approaches to assessing it
(compared with financial risks) are not well developed
and has not been widely considered by scientists. But the
scientific literature more often highlights theoretical as-
pects concerning strategic risk of a bank (its essence, fea-
tures of manifestation and consequences) [5-7; 11; 19; 22;
23], considers its interrelation or causal relationship with
other components of risk profile of the bank and individ-
ual banking processes [10; 13; 17; 21-23]. For example,
A. O. Yepifanov, T. A. Vasylieva, S. M. Kozmenko et al.
[23] provide an explanation of the interrelation of the
strategic risk with the interest rate risk of a bank, while
A. M. Kuznetsov and Yu. B. Derkach [13] investigate its
connection with the currency risk. V. D. Sekerin and
S.S. Golubev [21] highlight hierarchical relationships be-
tween individual banking risks that, in their opinion, are
prevailing. According to the authors, these risks, along
with the strategic one, include market, compliance, cre-
dit, operational and liquidity risk, while at the same time
note that the strategic risk is the most global one.

Work [22] also focuses on the interconnectedness
of bank risks; in particular, this is demonstrated using the
example of the partial intersection of the strategic, repu-
tational and transfer risks, business risk, credit, market
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and operational risks. The influence of innovative sys-
tems of remote banking services on the strategic and oth-
er bank risks are considered by L. O. Prymostka [17] and
G. T. Karcheva [10]. According to G. T. Karcheva [10],
this relationship is explained as follows: the application of
electronic banking technologies leads to changes in the
“bank-client” interaction, which in turn can have a nega-
tive influence on effectiveness of the implementation of
financial monitoring procedures and result in an increase
in the strategic, reputational and compliance risks.

mong the scientific works that deal with the for-
mation of guidelines for assessing strategic risk of
a bank and the development of methodological
support for managing it as a whole, researches of I. M. Ra-
byko [18; 19] and N. P. Verkhusha [6] should be noted.
. M. Rabyko [18] proposes a methodology for measur-
ing strategic risk of a bank, which implies its assessment
according to criteria that summarize information regard-
ing: existence of the bank’s strategic plan and its adjust-
ment (including when the bank moves to another stage
of its life cycle); consideration in the strategy of the risks
to which the bank is exposed in its activities; compliance
with the relevant regulations and the principles of the In-
ternational Accounting Standards; existence of plans for
increasing revenues and optimizing expenses, carrying
out recapitalization and ensuring liquidity; availability of
methods for conducting stress testing for profitability; di-
vision of functions among persons responsible for elabo-
rating and implementing the strategic development plan,
control and monitoring of the strategic risk; monitoring
of and stress testing for strategic risk, formalization and
presentation of their results on a regular basis, etc.
Using scoring (from 1 to 4 scores: 4 — the lowest
score, 1 — the highest score) and weights for each of the
specific criteria for strategic risk assessment, the author
offers the following interpretation of the results: < 1.0 —
the component of the risk management system is highly
effective; > 1.1 and < 2.0 — the component of the risk
management system is sufficiently effective; > 2.1 and
< 3.0 - the component of the risk management system
is not sufficiently effective; > 3.1 — the component of the
risk management system is ineffective. Following the rec-
ommendations of N. P. Verkhusha, the level of strategic
risk should be measured from with regard to reliably as-
sessed data on errors associated with the implementation
of strategic decisions of the bank and any other informa-
tion about changes in its strategy [6].
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he presented proposals of researchers to a greater

extent cover issues related to applying the corpo-

rate (general) strategy, in particular, those mana-
gerial errors that are committed in the process of its im-
plementation. However, reasons of emergence of strate-
gic risk at the stage of strategy formation, in our opinion,
are not fully covered. To clarify and generalize them, we
will consider the definitions of the concept “strategic risk
of a bank” given in relevant regulatory legal acts and the
scientific literature (Thl. I). For example, the Guidelines
for the inspection of banks Risk Assessment System [14]
and the Guidelines on the Organization and Functioning
of Risk Management Systems in Banks of Ukraine [15],
define strategic risk as “the existing or potential threat
to income and capital arising due to incorrect manage-
rial decisions, inappropriate implementation of the deci-
sions and inadequate response to changes in the business
environment. This risk arises from the inconsistency of:
strategic goals of the bank; business strategies designed
to achieve the goals; resources involved in achieving the
goals; quality of their implementation”

goals and activities; inconsistency of strategic decisions,
etc. In view of this, recommendations on differentiation
of the types of strategic risk of a bank are proposed to be
taken into account when assessing its overall level.

Within the established procedure for measuring
strategic risk of a bank, the level of primary strategic risk
is determined by summarizing information on the com-
parison of the actual values of the bank’s performance
indicators with the desired target priorities, which are
declared in the strategic plan, the level of the secondary
strategic risk — by evaluating the organizational and eco-
nomic support for strategic bank management.

ince strategic risk of a bank arises directly in the
strategic management process, the implementation
of which is characterized by certain features in dif-
ferent banks (in terms of choosing tools for the forma-
tion of analytical support for the development and imple-
mentation of the strategy), it is proposed to assess the
primary strategic risk using indicators that are grouped
within the subsystems of the Balanced Scorecard (BSC).

Table 1

Definition of the concept “strategic risk of a bank” in the scientific literature

Author(-s), source

Definition of the concept “strategic risk of a bank”

V.V. Bobyl [5]

The likelihood of deviation from the target figures due to inadequate response to changes in the
business environment of the bank

V. V. Kovalenko [22]

Risk of an incorrectly chosen managerial decision.

A. O.Yepifanov,
T. A.Vasylieva,

S. M. Kozmenko et al.[23] | profit and / or equity

A potential threat to a bank’s financial condition as a result of incorrect determination of its de-
velopment strategy and ways for achieving it, which is manifested in changes in the bank’s net

N. P.Verkhusha [6];

Risk associated with the occurrence of debts and financial losses in a bank, with the non-receipt
of the target revenues as a result of mistakes and omissions made in making decisions that de-

. M. Rabyko [19];
Ye. G. Knyazeva,
N. I. Parusimova [11]

termine the strategy of the bank’s activities and development and are manifested in: neglecting
possible dangers that threaten the bank’s activities; incorrect or insufficiently justified identifica-
tion of promising activities in which the bank can achieve advantages over its competitors; lack

or insufficient provision of necessary resources (financial, material and technical, human ones)
or adequate organizational and control measures to achieve the goals of the bank’s activities

V. P. Gmyria [7]

Risk arising from incorrect or insufficiently justified identification of promising activities of the
bank; lack or insufficient provision of necessary resources or adequate organizational measures
to achieve the strategic goals of banking organizations

Studying the essence of the strategic risk leads to
the conclusion that the reasons for its occurrence may
be insufficiently justified in the process of forming the
general strategy strategic goals or strategic measures and
failure to implement them, as well as incorrectly set target
values of indicators used to measure the strategic goals.
Therefore, it is necessary to distinguish between primary
and secondary strategic risk, which should be considered
as risk of incorrect setting of target parameters and risk
of failure of management decisions respectively. In this
case, the secondary strategic risk is produced as a result
of management failures, in particular: inconsistencies of
the strategic goals, the strategic goals and resources nec-
essary for their achievement by the bank, the strategic
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The idea of forming a balanced set of indicators belongs
to the American researchers R. Kaplan and D. Norton
[2] and is highlighted in many scientific works on de-
velopment of analytical systems (in particular, [1; 3; 4]
and others). The main feature of the BSC proposed by
D. Norton and R. Kaplan, in comparison with derivatives
and analogous tools, is the possibility of its using not only
as a system for evaluating performance but as a strategic
management tool as well. Moreover, if we consider BSC
as a tool for strategic management of the bank as a whole,
the logic of its using is as follows: it allows 1) carrying out
a comprehensive assessment of the bank’s activities due
to a balanced combination of financial and non-financial
indicators (Key Performance Indicators or KPIs), which
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are grouped within four subsystems (Finance, Customer,
Internal Processes, Learning and Growth); 2) based on
the results of the assessment, formulating strategic goals
united by cause and effect relationship; 3) determining
and formalizing the general development strategy, moni-
toring the implementation of the strategy and evaluating
its effectiveness.

Thus, it can be concluded that, encompassing the
strategic management cycle, the BSC provides
the management of the bank with complete in-
formation on its financial activities and factors that in-
fluence it; allows checking the current corporate strategy
for completeness, consistency and relevance; contributes
to concentration of efforts on the bank’s strategic ac-
tivities; provides for communication at all levels of the
bank’s management; aims to optimize the bank’s business
processes and innovation; ensures increased strategic ef-
ficiency and can be successfully integrated into the con-
trolling system; allows to predict appearance of problems
and timely respond to risks. Moreover, it is critical that
the requirements for the strategy (from the point of view
of its balance), which must be met for a successful imple-
mentation of the BSC, are quite closely correlated with
factors influencing the secondary strategic risk.

The developed procedure for assessing a bank’s stra-
tegic risk includes three stages (Fig. I): at the first stage, a
quantitative assessment of the primary strategic risk is car-
ried out (based on the approximation of the actual values
of financial and non-financial parameters for measuring
strategic goals to the target values, the indicator StRI, is
calculated); at the second stage, by interviewing internal
experts (heads of functional departments of the bank), an
assessment of the secondary strategic risk is provided (us-
ing the Rasch model [8], with the help of the criteria pre-
sented in [12] and supplemented by the criterion “incoher-
ence and inconsistency of the adopted strategic decisions’,
the indicator StRI, is calculated); at the third stage — the
general level of the strategic risk is determined.

At the final stage of the procedure for assessing
strategic risk of a bank, the results of determining the
quantitative levels of the primary and secondary strategic
risk are synthesized (with regard to the need to bring the
secondary strategic risk indicator to the measurement
system — from 0 to 1). After that, the arithmetic mean
value of the indicators StRI1 and StRI2 is calculated and
the level of the total strategic risk is determined.

To provide a qualitative interpretation of the re-
sults of the quantitative assessment of strategic risk of a
bank, an interval scale constructed using the golden sec-
tion can be applied. According to this scale, if the quan-
titative value of the indicator of the total strategic risk
falls within the range from 0 to 0.382, it indicates a low
(acceptable) level of risk; within the range from 0.383 to
0.618 — a medium (moderate) level of risk; within the
range from 0.619 to 1 — a high level of risk.

320

Given the content-related characteristics of the
components of a bank’s strategic risk (primary and sec-
ondary strategic risk), it is possible to streamline the chain
of cause and effect links not only with financial risks but
also with non-financial risks of banks. In particular, with
the compliance risk, which in the Regulation on Imple-
menting the Financial Monitoring by Banks [16] is de-
fined as “the risk of legal liability or the risk of application
of enforcement measures by the NBU, financial losses and
reputational losses that the bank may incur due to non-
provision of the appropriate level of compliance with all
requirements of the laws of Ukraine, regulations, rules,
internal documents of the bank, rules of conduct that
can be applied when the bank fulfills its obligation as a
reporting entity”. The necessity of studying this risk under
modern conditions is gaining importance due to the in-
tensification of implementing the International Standards
on Combating Money Laundering and the Financing of
Terrorism and Proliferation (the FATF standards) and, ac-
cordingly, an increased attention to the banking system as
a link in criminal money laundering schemes.

it was noted that to ensure proper supervision over

bank’s compliance with legislation requirements in
the field of financial monitoring during this period, NBU
specialists conducted 53 scheduled and 3 unscheduled
field inspections of Ukrainian banks as well as 86 desk
inspections. Based on the results of inspections, for vio-
lation of the law on financial monitoring, the following
measures were applied: in 2017 — 37 banks received writ-
ten warnings, and 15 decisions on imposing fines for the
total amount of UAH67 552 001 were approved; in 2018 -
22 banks received written warnings, and 14 decisions re-
garding penalties for the total amount of UAH152 072
978.26 were recorded.

The data on the results of inspections of individual
Ukrainian banks, aimed at prevention and counterac-
tion to legalization (laundering) of proceeds from crime,
terrorist financing and the financing of proliferation of
weapons of mass destruction, for January-November
2019 are presented in T5l. 2.

According to the data in Tbl. 2, in January — No-
vember 2019, the NBU made a decision on applying
enforcement measures to 23 banks (to Megabank JSC -
twice (in February and November). To 6 of them (Pravex
Bank JSC, Universal Bank JSC, OTP Bank, Bank Vostok
PJSC, Bank Credit Dnipro JSC and Ukrgasbank JSB) both
penalties and written warnings were applied as enforce-
ment measures.

The total amount of fines for banks that violated
legislation in the field of financial monitoring for the cor-
responding period is UAH 49127515.21, and the main
reason for applying fines to most of them is an inappro-
priate analysis of financial transactions of their clients
in view of the risk-based approach. Moreover, for these
banks, the amount of fines was much less than for those

In the annual reports of the NBU for 2017-2018 [20],
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Stage 1: Assessment of the primary strategic risk of the bank

which are grouped within the subsystems of the BSC:

Subsystem “Finance”: indicators of liquidity, profitability, financial stability and business activities

of the bank;

Subsystem “Customer”: indicators of customer relationship, customer profitability and customer
retention;

Subsystem “Internal Processes”: indicators of operating expenses and innovative activities of the bank;
Subsystem “Learning and Growth": indicators of staff efficiency, qualifications and competence,
motivation level

1.1. Determination of actual values of indicators for measuring the degree of achievement of strategic goals,

1.2. Calculation of StRl:

1 n xac
StRI, =1—-—.y 2Lt

=1 Xpian

where x4t — is actual values of financial and non-financial indicators of the bank’s performance;
Xplan — is target values of financial and non-financial indicators of the bank's performance, which are
justified in accordance with the chosen strategy;

n - number of indicators analyzed

- L

Stage 2: Assessment of the secondary strategic risk of the bank

2.1. Calculation of StRI, using the Rasch model:

SIRI, = ln( P j

I-p
where p —is the ratio of the total number of positive responses from experts on the criteria
for assessing the level of strategic risk (K7 — K7) to their maximum possible number;
Kj - inconsistency of the goals of the bank and the resources necessary to achieve them;
K> — inconsistency of the stakeholders’interests;
K3 - inconsistency of goals of all levels of management;
K4 - inconsistency of the strategic goals of the bank and personal goals of its employees;
Ks — inconsistency of duties and responsibilities of the bank’s employees;
Kg — inconsistency of the strategic goals and measures;
K7 - inconsistency and incoherence of strategic decisions

2.2. Reducing the results of assessing the secondary strategic risk of the bank to the range
of values from 0 to 1.

It is performed by comparing the value of StRI, with its maximum possible value, which, according
to the Rasch model, equals 2.94 logits (the upper limit of the interval [2.2; 2.94], which corresponds
to a high level of the secondary strategic risk of the bank)

— -

Stage 3: Assessment of the general level of the bank’s strategic risk
(as the arithmetic mean of the indicators StRly and StRl5)

Fig. 1. Stages of the procedure for qualitative assessment of the strategic risk of the bank

that carried out risk related activities in the field of finan-

cial monitoring.

For example, financial schemes the nature and con-
sequences of which give reason to believe that they are
related to legalization of criminal proceeds were found in
the activity of 8 banks. In particular, the schemes imple-
mented through the so-called layering and imply the con-
version of non-cash resources into cash. In the explana-
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tions of the NBU [9] on the implementation of risk-taking
activities in the field of financial monitoring by these
banks, the following schemes were identified: the issuance
of cash which came to the accounts of a group of indi-
viduals from a legal entity — the bank client — as loans and
the repayment of these loan obligations by two other legal
entities with signs of fictitiousness (Megabank JSC in the
amount of UAH211.8 million); transferring funds from
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Table 2

Enforcement measures of the NBU applied to the banks of Ukraine that violated legislation in the field
of financial monitoring (January - November 2019)

Month Banks to which the enforcement measures were | Types of enforcement measures applied
applied for violation of the legislation Penalties, hrn Warning letters
Pravex Bank JSC 200000 +
January JSC"Unex bank” - +
Universal Bank JSC 14382472.28 +
Megabank JSC 6200 000 -
February - -
Commercial Bank “Land Capital” -
March OTP Bank 714212542
Bank Vostok PJSC 300000
JSC"Alpari Bank” 2000 000 -
April PJSC“MTB Bank” 4350000.50 -
“RwS bank” 3000390.52 -
r:iﬁeslzei;'giggm (;Sgtesl:’for Servicing Contracts 200 000 _
May JSC CB PrivatBank - +
June JSCB Industrialbank 6852526.49 -
JSB Pivdennyi -
July JSC"Misto Bank” -
Bank Credit Dnipro JSC 300000 +
JSC Bank Alliance 2600000 -
August “Sberbank” JSC -
Ukrgasbank JSB 300000 +
Jscrcg” 200000 -
September - October NBU did not apply any enforcement measures to the banks
JSC"EPB” 400 000 -
Novermber Megabank JSC 200000 -
JSC"AB “Radabank” 300000 -
JSC"Oschadbank” 200000 -

Source: developed by the author based on [9].

customer accounts to accounts with other banks and the
delivery of these funds by means of cash-in transit ser-
vices of other banking institutions to the business units of
these customer (JSCB Industrialbank — in the amount of
about UAH906 million, PJSC “MTB BANK” — UAH1.18
billion, OTP BANK — more than UAH700 million, JSC
“Alpari bank” — UAH400 million); crediting of funds to
customer accounts with signs of fictitious activity (trans-
fer from counterparties, some of which are clients of
other banks) with their subsequent transfer to other com-
panies (Universal Bank JSC — in the amount of UAH 2.8
billion) within the following few days; conducting cyclical
financial transactions with government bonds on behalf
of individual customers, including public figures or per-
sons close to them (JSC Bank Alliance and “RwS bank”).
It should be noted that the main reasons for the
emergence of compliance risk are inefficient work of the
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compliance control department, imperfect internal bank
systems for financial monitoring and insufficient experi-
ence of banks in these areas.

owever, an increase in strategic risk resulting
Hfrom incorrect determination (in this case —

overestimation) of the values of target indicators
for measuring strategic goals as well as from inefficiency
of the strategic management mechanism also makes it
possible for banks to use a formal approach to meet-
ing the requirements of legislation in the field of finan-
cial monitoring. This means that due to the failures to
reduce the level of strategic risk through using internal
drivers (managerial decisions to improve strategic plans)
and the reluctance to adjust target parameters, in order
to obtain financial benefits and achieve strategic finan-
cial goals, banks face a risk of being involved in legalizing
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criminal proceeds and, accordingly, compliance risk. As
an example of using a formal approach to meeting the
requirements of legislation in the field of financial moni-
toring, we can consider the information published by the
NBU [9] about Universal Bank JSC. In particular, the fact
that within a month after making the decision to termi-
nate business relations with customers who were posing
an unacceptably high risk, the bank continued to service
them and conducted financial transactions in the amount
of about UAH266 million.

CONCLUSIONS

From a practical point of view, the significance of
the presented procedure for assessing strategic risk of
a bank is that the results of its implementation can be
used: firstly, for justifying decisions to minimize strate-
gic risk by adjusting the strategy (clarifying and chang-
ing strategic measures, reviewing strategic goals and
parameters, measuring their achievements) and opti-
mizing managerial decisions in general; secondly, in the
context of managing the compliance risk, organizing the
work of the bank’s compliance control department and
its internal financial monitoring system. It is also advis-
able to note that the occurrence of compliance risk initi-
ates the growth of strategic risk. In particular, due to the
application of financial sanctions to the bank, it leads to
the emergence of reputational risk, the strengthening of
which may negatively affect the level of effectiveness of
the strategy implemented by the bank. ]
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