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LARGE-SCALE BUSINESS RISK AND PROFITABILITY MANAGEMENT
WITH BANKING INSTITUTIONS INVOLVEMENT

Financial and industrial capital merging modern conceptual approaches are investigated in the article.
It is suggested scientifically based proposals on large-scale business risk and profitability management with
banking institutions involvement. The growth of business by combining financial and industrial capital compli-
cates economic management requires centralized control of cash flow and in the use of funds. World experi-
ence shows that in such cases, to solve this problem create an internal center cash management. In the finan-
cial and industrial systems as such a center should perform banking institution.
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Problem statement. Large-scale busi-
ness development modern trends are financial
and industrial capitals merger and FIS [1]
formation with participation of various indus-
tries economic units and financial institutions.
These processes are sustained by tangible
monetary resource stockpiling that can be rat-
ed as the positive phenomenon for innovative
projects investments. Innovations’ applying is
a specific mean to increase enterprises poten-
tial for the global competition. Experts note
this one is the main way for nowadays crisis
overcoming [2, p.10].

Innovative projects implementation de-
ferred costs are related to increasing uncer-
tainty, risks negative impact and economic
entities lower returns. Financial institutions
can reduce these affects and make business
activity more predictable and effective.

Financial institution which is Federal
Tax Service (FTS) participant has valid cash
flow levers management system for stochastic
and entropic internals and externals. However
these levers are insufficiently explored and
topical for further researches.

Analysis of recent studies and publi-
cations. Main feature of the problem which
was mentioned above is that it includes few
directions of scientific researches:

1. Financial and industrial capital mer-
ger and large-scale business formation [1; 2].

2. Business activity risks and risk man-
agement [1; 3; 4; 5].

3. Banking economic risks [6; 7; 8; 10].

Monographs and articles enclose these
blocks are listed below.

The most of them are focused on bank
institutions risk management internal prob-

lems. P. Zhytnyj, V. Zhytnyj [6] suggested
operational risks classification and commer-
cial bank operational risk management effec-
tive system formation. N. Shmatko [8] de-
scribes banks risk assessment approach in-
cluding not only operational and technologi-
cal risks, but also externals caused ones —
price, inflation, investment withdrawal, and
reinvestment. These risks types are common to
all economic structures and large-scale business-
es.

Singling out the unresolved parts of the
overall problem. These researches results did
not solve the task of large-scale business risk
management with banking institutions in-
volvement.

The aim of the article is to form risk
and profitability management mechanism im-
proving conceptual framework and practical
recommendations for large-scale business with
banking institutions involvement.

Presentation of the main material of
the research. Business growth which is based
on financial and industrial capital merger
complicates economic processes management
and requires specific cash flow centralization
and control. There is needed to implement
special cash management inner center to solve
this problem. Banking institution becomes
such kind of a center for financial and indus-
trial systems.

Bank is the very link that will not only
serve FIS enterprises, but also will offer them
a full range of financial services taking into
account their interaction to insurance and in-
vestment companies.

Stanford University and University of
Kyoto professor M. Aoki approves banking
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institutions main role to effective control FIS
activities and interactions [9, p.193]. So-
called company’s main bank is the major
shareholder and creditor. It organizes eco-
nomic unit’s long-term loans consortium and
is strategic actor in each business manage-
ment control system. Bank receives each
company’s activities information. It is also
allowed to control FTS. Control system is
based on FIS integrated accounting policy
which provides well-timed regulation for fi-
nancial resources redistribution enhances
funds use efficiency, reduces overall risk. Ob-
tained concentration of cash flows helps to
solve risk, cost and liquidity management
problems.

Banking system is most involved to in-
ternational economic market and innovative
projects financing. Therefore macroeconomic
(international) management and transnational
obligations risks transfer in unstable econom-
ic and social situation states is very important
to FIS-connected banking institutions.

The main component of international
economic relations is monetary and credit trans-
actions between business entities. Experts note
that international monetary interconnections are

Bank exchequer Pricing transfer and

peculiar type of mediators for countries, regions,
economic units, banks, institutions and individ-
uals’ goods, capital and services flow transfer-
ring [10, p.7].

Such interactions are always related to
uncertainty and interstate risk. Economic re-
searches draws attention to the fact that mac-
ro-economic risks are common to all states
and affect to investment projects implementa-
tion results equally in every country. Current
risks are the most significant for foreign in-
vestors who decide to invest to particular
country businesses [5, p. 212].

Bank losses threats are related to FIS
assets transfer across national borders and
foreign countries residents’ obligations case.
One of the components in total interstate risk
is capital transfer risk, which occurs when
debtor obligations are denominated in nation-
al currency in transfer period from one coun-
try to another.

It is necessary to define responsibility
centers functions distribution of front office,
back office, accounting and bank treasury for
effective banking institutions risk and profita-
bility management (scheme is given below

(fig. 1)).
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Fig. 1. Bank accounting and control processes organization (for FIS)

Source: authors is designed



Front office concludes banking con-
tracts and agreements. Back office takes esti-
mations and calculation functions, also it con-
trols and operates risk fields, confirms trans-

actions, monitoring aligned limits compliance.

Bank treasury and front office affirm
funding agreement. (E.g.: If front office needs
monetary funds for current active transaction,
it applies treasury. Treasury lends the funds
for front office on a fixed term taking into ac-
count credit funds agreed percentage. Back
office controls operation limits compliance.)

Limitation is certain process of banking
transactions restrictions setting. However,
risks limits are set on transactions amount and
expected financial results also.

Limiting complex transactions include
solutions for peculiar prognosis problems:

— bank financial state prognosis based
on preset (achieved) indicators of active and
passive operations, circumstances, external
constraints (legislation, National Bank regula-
tions), management requirements;

— strategic goals achieving based on
active and passive banking operations param-
eters permissible areas determining.

Specific limits indicators value is
formed on peculiar business tasks:

— resources allocation volume and its
dynamics for the planning period and its min-
imal amount which is need to be accumulated;

— permitted average values indicators
of costs and time;

— permitted average values indicators
of profitability and investment.

Back office sends operations confirming
information and documents to accounting of-
fice. Accounting office compiles financial
statements results in accordance to up-to-date
legislation and regulatory documents.

Back office organizes and monitors pol-
icy of management accounting, reports. It in-
teracts to internal bank departments, external
FIS structures and capital market. Accounting
office interacts to internal bank departments
and state bank regulatory authorities. Finan-
cial and management reports formation takes
into account risk levels that were defined by
bank accounting policy. FIS structures pricing
transfer is the top point for effective risk and
profitability management in financial and in-
dustrial capital mergers conditions.

Pricing transfer is important part of man-
agement accounting. It sets prices for different
resources (including monetary) and services
that are provided by peculiar structural blocks
of organization (accounting centers) to other
ones in terms of FIS functioning.

FIS terms transfer pricing has two levels.

The first one is transfer pricing within each
FIS involved structure (e.g., bank). The sec-
ond level is transfer pricing between FIS
structural units (e.g., enterprise — enterprise,

enterprise — bank, bank — insurance company).

The approach which is suggested below
is the most appropriate for banking institution
transfer pricing in FIS conditions.

Responsibility centers bank internal cir-
culation resources’ planning is based on stra-
tegic plan. Bank treasury makes financial
plans that contain assets and liabilities as parts
of united banking portfolio in responsibility
centers management. Financial plans period
must be less than strategic planning one. Ac-
tive operations funding plans are made to
manage interest costs in accordance to finan-
cial plans. Assets and liabilities are grouped
by funding urgency there.

Responsibility centers costs calculation
is made for each funding period. Also support
segments are chosen for each funding period
based on active operations resource base.

Main monetary capital markets are
these ones which are marked as principal
credit sources by bank strategy for each term.

Resources transfer prices calculation is
made for each funding term by alternative
market costs method applying. Transfer price
determines center direct marginal costs that
are calculated in accordance to bank financial
plan.

Bank treasury accrues revenue to profit
centers that accumulate resources in external
surroundings and transfer expenses to costs
centers that place resources to external sur-
roundings in the end of financial plan period.
Planned and actual data are taken into calcula-
tions.

FIS effective functioning great im-
portance point is transfer pricing between FIS
structures.

Fig. 2 presents schematic version of fi-
nancial and industrial structures interaction
chain in FIS conditions.
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Fig. 2 Management structures interaction in FIS conditions

Source: authors is designed

Transfer pricing formation requires con-

trol in each FIS participant structure and man-

agement costs.

Costs calculation is based on such basic
concepts as costs types and costs centers.

Management control is made by responsibility

centers.

Than specific matrix (table 1) is formed
for costs analysis. Its rows are responsibility

Costs variants matrix

Cost centers Wage |Consumables| Bank etc Total

/ resource type services

Cost center 1 all al2 al3 alm

Cost center 2 a2l a?22 a?23 a2m

Cost center 3 a3l a32 a33 a3m

Cost center 4 a4l a42 a43 a4m

etc anl an2 an3 anm

Total

Source: authors is designed

centers, columns are profit-oriented industrial
business programs.

Table 1



Costs information in the matrix that was
given above is summed by rows. Result is re-
sponsibility centers costs data. This infor-
mation describes program cost that is neces-
sary to determine services price and profita-
bility assess.

United codification of cost (profit) cen-
ters (each center is FIS structural unit) makes
possible to consolidate different businesses
total cost. Result optimization has such vari-
ants as:

Variant I. Positive results increase at
lower costs.

Variant 1l. Positive results increase at
costs maintaining.

Variant I1l. Positive results increase
faster than costs rise.

Variant IV. Positive results are the same,
costs are reduced.

Variant V. Results decrease rate is low-
er than costs.

The variants point that FIS functioning
goal is results increasing.

In the best variant each structure is prof-
itable but it is difficult to achieve in practice.
E.g.: coal mines, ore-dressing enterprises,
separate services (repair, etc.) operate with
losses under normal market pricing, steel
plants, pipe plants have profit. Transfer pric-
ing should be directed to FIS weak links
maintenance and development in this situation.
It gives possibility to these structures innova-
tive progress and FIS technological cycles
self-sufficing.

Conclusions and prospects for further
research. Research results that are revealed in
this article disclose financial and industrial
capital merger conceptual approaches and
banking structures role in risk and profitabil-
ity management for large-scale businesses
conditions. It was determined that banking
institutions are main indicators of risk factors
there. It manages not only operational and
technological risks inherent to the banking
sector, but also global risks that are related to
large-scale business transnational obligations
and all market relations participants. Banking
institution is the central link in financial and
industrial system, it reallocates financial re-
sources and reduces negative risk factors and
increase FIS funds efficiency.

These research results can be used as
risk management practical recommendations
for large-scale business structures.
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AKurnuii I1. €., JIyk’ssnosa O. 1O0.
YnpasiiHHS pU3NKaMH Ta NPUOYTKOBICTIO BeJIMKOro 0i3Hecy 3a y4acTio
0aHKIBCBKHX YCTAHOB

JochimkeHo cydacHi KOHIENTYalbHI MIXOA MO0 37MUTTA (iHAHCOBOTO 1 MMPOMHUCIIOBOTO KaITiTaly.
3anponoHOBaHO HAYKOBO OOIPYHTOBAHI MPOMO3HLIiT 3 YIOCKOHAJIICHHS MEXaHi3My YIPaBIiHHS PU3HKAMH Ta
MpUOYTKOBICTIO BEJIMKOro Oi3HECYy 3a y4acTH0 OaHKIBCHKMX YCTaHOB. 3pocTaHHS Oi3HECYy 3a paxyHOK
00’emHaHHSA (pIHAHCOBOTO 1 MPOMHUCIIOBOTO KAIliTaly yCKIIATHIOE YIPaBIiHHS €KOHOMIYHHMH TPOIIECaMHU,
notpedye HeHTpaji3anii IPOIIOBUX MMOTOKIB Ta KOHTPOJIO B MPOILECi BUKOPUCTaHHS KOIITiB. CBITOBHH AOC-
BiJ CBIZTYMTH TIPO T€, IO Y TAKUX BHUIMAJKaX IS BUPINICHHS Ii€l MpoOIeMU CTBOPIOIOTH BHYTPIIHIN HEHTP
cash management. B ymoBax ¢(iHaHCOBO-ITPOMHCIIOBUX CHCTEM Y POJIi TAKOTO IEHTPY MOBHHHA BUCTYHATH
0aHKIBChKa yCTAaHOBA.

Kouoei cnosa: Benukuii 0i3Hec, (iHAHCOBO-ITPOMHUCIIOBA CUCTEMa, OAaHKIBChbKA YCTAHOBA, IHBECTHIIIS,
MPUOYTKOBICTh, PU3HK, aHAJI3, YIPABIiHHS.

Kurnuii I1. E., Jlyksanosa E. 10.
YnpasJieHne pucKaMH M J0X0JHOCTHI0 KPYIHOro OM3Heca ¢ y4acTHeM
0aHKOBCKMX y4pe:kaeHHit

HccnenoBanbl coBpeMEHHBIE KOHIENTYAJIbHBIE MOAXOABI 10 CIUSHUIO (DJMHAHCOBOTO M NPOMBIIIICH-
Horo Karmtana. [IpennoxeHsl HaydHO 0OOCHOBaHHBIE MPEAJIOKEHHS MO COBEPIICHCTBOBAHUIO MEXaHW3Ma
yIpaBJICHHsI PUCKAaMH M JIOXOJTHOCTHIO KPYITHOTO OHM3HEca ¢ ydacTheM OaHKOBCKHX yupexaeHui. PocT Om3-
Heca 3a cueT o0beIuHEeHUs1 PUHAHCOBOTO M MPOMBIIIJICHHOTO KalmuTana yCIOXKHAET YIpaBIeHHEe SKOHOMH-
YEeCKMMH IpOLECCaMu, TpeOyeT IEHTPaIN3aluH ICHEKHBIX MOTOKOB U KOHTPOJISI B MPOLECCE MCIOIb30Ba-
HUs. MUPOBO# ONBIT CBHIETENHCTBYET O TOM, YTO B TAKUX CIIydasx JJIS PEIIeHUs] 3TON MPOoOIeMbl CO31al0T
BHYTpEHHHUI 1eHTp cash management. B ycnoBusix (GUHAHCOBO-TIPOMBIIIIJICHHBIX CHCTEM B Ka4eCTBE TAKOTO
LEHTpa JOJKHA BBICTYIIATh OAHKOBCKOE yUPEXKICHHE.

Kniouesvie cnosa: KpynHblii OM3HEC, ((UHAHCOBO-TIPOMBIIIEHHAS! CHCTEMa, OAHKOBCKOE YUpEkKICHHE,
WHBECTHUIHA, JOXOIHOCTh, PHCK, aHAJIN3, YIIPABJICHHE.
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