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The influence of the environment on bank development resulted in a new trend of banking services development,
and this in turn resulted into a range of information necessary for bank management to monitor certain aspects
of business, do risk assessment, better market positioning in a competitive environment, but also improve in qual-
ity business decision-making. Special attention is paid to defining a quality system of management accounting of
a business bank from an experienced professional’s point of view, starting with the specifics of management and
decision-making in a business bank, whose basic goal is defining the elements of a system of efficient and effective
management accounting. It defines the three basic segments of management accounting of a business bank: the
Segment of strategic management; the Segment of performances; the Segment of risks management, where for each
of the mentioned segments it defines their look, contents and time dynamics of information it is supposed to con-
tain, as well as the level of management structure of the bank requiring the report. It also specifies the purposes

of the report, i.e. the types of decisions based on specific reports.

1. Introduction

Banking today is a business undergoing a continual
process of change. It cannot be perceived as something
special, it is rather something that keeps getting newer
and newer every day - it offers new services, performs
integration and consolidation into larger and more
comprehensive business enterprises that are no longer
to be recognized only as banking business operations.
It also adopts new technologies that change faster than
a majority of us is capable of tracking and is faced with
a large number of rules that keep changing, while an
increasing number of nations collaborate for the pur-
pose of regulating and controlling banks and other fi-
nancial institutions in the service of their citizens. It is
for these reasons that managing the bank, and espe-
cially business decision making, has become highly
complicated. In other words, it is necessary that the
bank management dispose of quality and up-to-date
information, both from the environment and from
within the bank business system. (PIS) This can ex-
plain why the importance of the so-called Professional
Information System, meant to improve the flexibility
and efficiency of banking business, is growing. It is al-
so important that the PIS should not be exhausted in
providing information that describe only the past and
the present of certain business movements and condi-
tions. On the contrary, since the business activities of
any organization are oriented towards the future, to-
wards achieving future development goals, the purpose
of the PIS is to increasingly support the future business
decision making and the future business policies. This
actually means that it has to disseminate programme
information, plan information, information on

prospective limiting factors, on prospective positive
factors, as well as information on possible corrective
factors. The result of such management requirements
is the emergence of the management accounting seg-
ment in organizations, banks included.

2. The management process and the
management accounting and reporting system

In the conditions of highly dynamic changes in the busi-
ness environment the top management level in any busi-
ness entity encounters important and increasing chal-
lenges in the business goals achieving process. The top
managers make decisions and initiate activities that cov-
er a rather wide range of operations - from organizing
daily operations, to defining and implementing a long-
term development strategy. The precondition of a suc-
cessful organizational performance is the presence of an
adequate management accounting and reporting system
that provides timely and accurate information necessary
for managerial decision making. In this context, every
business subject must define and develop a system of
management accounting and reporting which will allow
for the identification, measurement, analysis and correct
interpretation of information and data in order that all
projected organizational goals should be achieved.
Consequently, the business bank, as a complex organi-
zational form must have a well developed, reliable, and
efficient management accounting and reporting system.
It is evident that the process of successful management
means the existence of a strong correlation link between
the system that “generates“ managerial information and
the decision making system. Namely, the precondition
for correct managerial decisions making is the establish-
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ing of clear, direct and timely information flows towards
the top management, as well as towards the middle lev-
el and lower level managements. A rather dynamic de-
velopment of market environment, the increasing com-
plexity of the structure of the products and services de-
livered to the clients, the pressure of regulatory restric-
tions etc., set additional barriers and challenges in the
business bank management process. The characteristics
of the environment the banks do business in put the
banks into a specific position where a highly sophisticat-
ed managerial information is needed in order that the
defined business goals should be achieved. It is for these
reasons that the management accounting and reporting
system is in practice often extended to the fields of:
strategic management, where the stress is put upon the
“provision of information and data necessary for strate-
gic (long-term) decision making; performance manage-
ment, concerned with the development of business (op-
erational) decision making through performance man-
agement within the organization; and the field of risk
management, where the set goals are achieved through
the development of the practices of identifying, measur-
ing, managing and reporting on risk exposures. In this
context, the primary objective of the established man-
agement accounting and reporting system in a business
bank is to provide an adequate support to the top man-
agement in the process of:!

¢ Strategy formulation;

* Business activities planning and defining;

¢ Optimal use of scarce resources and efficient

business decision making;

* Preserving the bank’s business property.
The management accounting and reporting system es-
tablished on such bases also assumes a new role and im-
portance of the individuals responsible for creating such
reports. According to one definition, the person in
charge of accounting reports management (the manage-
ment accountant) “implements his/her professional
knowledge and skills to provide and present financial
and other reports in such a manner as to give an ade-
quate support to the top management both in policy for-
mulating and in the process of planning and controlling
the business operations under way“. Based on this defini-
tion, it is evident that their activities are oriented towards
the future and the decision making that will affect the
bank’s business operations in the period to come, rather
than towards the bookkeeping and historical tracking of
the generated accounting data. Consistent with other
roles in the present organizational scheme of the bank,
the role of the individuals in charge of the management

! Bhimani, A. (2006) Contemporary Issues in Management
Accounting, Oxford University Press: Oxford.

accounting and reporting system functioning is twofold.
On one hand, they ensure the information flow towards
business functions, whereas on the other, they direct, re-
port and coordinate the operation of the financial (ac-
counting) function. Generally, their activities are related
to the planning and forecasting the movements of basic
business indicators movements, to the analysis of the
variants of the results achieved, to cost control and track-
ing, etc. In practice, the functions of management and fi-
nancial accounting and reporting systems usually merge.
The essential difference is that the main purpose of man-
agement accounting is to supply the top management
with adequate information required in the management
and decision making processes, while the task of the fi-
nancial accounting and reporting is primarily to provide
and offer financial information to the stakeholders out-
side the organization (shareholders, creditors, regulatory
agencies, tax authorities, etc.). Essentially, financial ac-
counting is part of management accounting and report-
ing. Namely, the reports made within management ac-
counting may be generated for any period (daily, week-
ly, monthly, etc.) and are primarily used for monitoring
the results achieved and for future movements forecast-
ing (the so-called “future looking“). On the other hand,
financial reports are usually generated for a strictly de-
fined period of time (for example, one fiscal year).
Financial reports are based on historical data and are
used by the individuals outside the bank in order that
they should make adequate financial decisions.

3. Elements of management accounting and
reporting system in the business bank

The very design, structure and complexity of the man-
agement accounting and reporting system, the number
of participants in the system, and the number of gen-
erated reports/analyses are directly preconditioned by
the size and complexity of the bank itself (or any oth-
er organization, for that matter). More complex and
larger business systems are in themselves assumed to
have a more highly developed structure of manage-
ment accounting and reporting characterised by both
a larger number of forms of reports and the (hierar-
chal) lines of reporting (Figure 1).

The general categorization of reports assumes group-
ing the reports/information into segments of strategic
management, the segment of the operative, or per-
formance management as well as the risk management
segment (Figure 2). This classification is only condi-
tional, given that the contents of the segments are in-
terrelated and interconditioned, however, it is essen-
tially based on the difference among the end users, the
thoroughness of contents and the provision rates.
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Figure 2: Review of basic reports generated in the management accounting and reporting system’

4. The strategic management segment

The entire flow, from creating to communicating/pre-
senting the documents classed withing this category is
connected to the strategic management and decision
making. Involved in the creation process are all the
basic and subsidiary bank functions (with the coordi-
nation of the planning and reporting functions),
whereas the created documents are exclusively meant
for the top management level. Simultaneously, as the

strategic development of the bank is directly related
to the parent bank developmental plans, in the proce-
dure of generating these documents there is a direct
interaction between the subsidiary bank and the par-
ent group (Figure 3).

When dealing with complex international financial or-
ganizations, the management accounting and report-
ing system is normally based on a standardized

2 ivarkic’-Joksimovic’ N. "Upravljanje finansijama", FON, Beograd, 2008.
3 Zarkié-Joksimovié N. "Upravljanje finansijama", FON, Beograd, 2008.
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Figure 3: Reporting flow of subsiduary company towards parent banking group’

methodology that allows for creating unified forms
that will in turn make the comparison of presented in-
formation possible. The standard methodology imple-
mentation assumes:’
- standardized database forming and mainte-
nance;
- standardized reports creating and submitting;
- implementing international accounting stan-
dards in reporting;
- reporting in local currency; and
- using the English language as the language of
communication.
Strategic planning is a process of the development
strategy defining as well as the decision making
process as regards the available resources allocation,
in order that the adopted strategy should be imple-
mented. In a sense, strategic planning defines the di-
rection the organization should follow. It is of essen-
tial importance for any organization that it define an-
swers to three strategic questions: where the company
is now, which is the direction it should follow, and
which are the ways to accomplish it. The document
that is to contain the answers to these questions is the
strategic plan. The strategic plan usually covers a pe-
riod of three years. On the basis of the strategic plan
the so-called operational plan is devised; this covers a
shorter period of time (most often a year) and is more
detailed to a considerable extent.

‘Arnold A., Hope B. "Accounting for Management Decision",
Prentice Hall, London, 1990.

* Davis, S. and Albright, T. (2004) An investigation of the effect of
Balanced Scorecard implementation on financial performance,
Management Accounting Research, 15, pp. 135-153.

The last decade has witnessed significant changes in
the business bank budgeting process. In the previous
period, the budget preparation used to be a regulato-
ry obligation, where the banks attempted to estimate
their costs and income in the following year. Such an
approach was promptly changed, as the market envi-
ronment became considerably more dynamic, better
organized and more competitive. Accordingly, in or-
der that they succeed, banks have to constantly im-
prove their capabilities of correctly predicting the fu-
ture busines operations, as well as of correctly esti-
mating the required resources. In other words, in or-
der to remain profitable, banks can no longer afford
any discrepancies between the anticipated income and
the anticipated costs.

Consequently, the tools implemented in the process it-
self (the reporting system, in the first place) have be-
come more integrated and more detailed, alongside
the growing importance of the budgeting process. The
quality of being more detailed, however, does not as-
sume a situation in which the the reports containing a
large scope of information are submitted to the top
management. A more detailed reporting is required
from the business functions/segments that generate
larger costs and incomes for the bank. It is for this rea-
son that the key indicators for performance measuring
(key performance indicators — KPIs, Figure 4) have
lately been introduced into the reporting process. The
primary goal is to give support to the management in
order that it should be constantly focused upon the ba-
sic generators of income growth and costs in the bank.
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Figure 4: Review of key performance indicators’

Regardless of the reporting model adopted, it is gen-
eral practice that a majority of business banks today
budget all their balance sheet accounts at various lev-
els of detail. The concept is such that the top manage-
ment is now presented basic data, so that it should be
able to focus more upon the most important business
indicators. If necessary, the details underlying the ag-
gregate data are given at request. In this way, the top
management level in the bank is in a position to pay
more attention to the analysis of the key indicators
and take adequate steps. Simultaneously, it is of ut-

most importance for the management that all the pre-
sented data be accurate and clearly formulated, so
that the risk of wrong management decision making
should be minimized.

S - and e i

When the bank does business within a financial group,
the strategic plan creating process is initiated by the
parent bank and it is carried out through a sequence
of interactions (Figure 5).
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Figure 5: A strategic (three year) plan creation process’

-PLAN PRESENTATION
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¢ Hopper, T., Northcott, D. and Scapens, D. (eds) (2007), Issues in Management Accounting, 3rd edition, FT/Prentice Hall: Harlow.*
7 Arnold A., Hope B. "Accounting for Management Decision", Prentice Hall, London, 1990.
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The strategic plan is essentially a formalized report con-
taining a set of business objectives to be achieved, as
well as the execution plan. The strategic plan may be fo-
cused upon internal and external users. Externally ori-
ented strategic plans are predominantly oriented to-
wards the goals important for all the so-called external
stakeholders, above all the (prospective) investors and
clients. On the other hand, internally oriented strategic
plans include the so-called meta-goals, the achievement
of which assumes the achievement of the so-called ex-
ternal goals. To this category belong the new product

and service development, the IT systems development,
financial and organizational restructuring, etc. the
strategic plan format itself depends on the context of its
implementation. It is not (un)usual that organizations
use a number of forms of strategic plan presentation.
Structurally, the strategic plan is composed of two parts
- one is qualitative and the other is quantitative. The
qualitative part contains the macroeconomic scenario
analyses, the SWOT analysis, the company’s mission,
the strategic guidelines as well as the action plan to en-
sure that the the plans defined are achieved (Figure 6).

Serbia: Macroeconomic scenario

Unit { Note 2005 2006 2007 2008 2009E 2010E 2011E
Real GDP y/y % {1) 6.0 5T 15 57 10 20 35
Nominational GDP RSD, bn (1) 17500 20420 23388 27738 30235 32654 35266
Per capita GDP RSD, th (1) 235 275 N5 e 41 445 482
Inflation y/y (average) % 173 127 68 129 80 60 45
EUR/RSD (average) RSD per Euro B372 B419 7967 B146 9400 9385 9273
EUR/RSD (end of period) RSD per Euro B516 7917 7844 BIT0 9400 9330 9215
Interest rate on currency market (aver.) 0 {2) na. 1962 1049 1480 1538 1275 1225
Interest rate on currency market % 2 na 15.30 957 1775 1300 1250 1200
Interest rate on credits % n.a. 1690 1250 1780 1810 1600 1580
Interest rate on deposits % na 512 439 6.80 742 480 430
Bank credits y/y % RSD (3) 539 1726 4017 4000 6.76 800 1000
Bank deposits y/y % RSD 4 465 3858 5095 1100 900 880 960
Bank credits RSD, bn 4874 5943  BI50 11410 12180 13155 14470
Bank deposits RSD, bn 3991 5556 @162 9060 9875 10744 11778

Figure 6: Abstract of the strategic plan qualitative part®
(a) Basic macroeconomic indicators

(b) SWOT analysis

SWOT analysis

1 Broad and dispersive client (data) base, from  m Inadequate technological platform for further

any business sectors and income groups,
which guarantees stability in managing
liquidity position

p Strong capital position

accelerated development
1 High concentration of foreign currency deposits
1 Low percentage of cross-selling between
corporate clients and individual citizens

¥ Favourable coverage of business network with ¥ High percentage of inactive clients

179 branch offices and 145 ATMS

¥ High level of business efficiency

¥ Strong market position

¥ Good image - the bank is reputed to be an
institution providing high quality products
and services

¥ Good quality of credit portfolio

B Crowded branch ofices (especially in

larger cities)
i Inefficiency in recovering outstanding debts

* Davis, S. and Albright, T. (2004) An investigation of the effect of Balanced Scorecard implementation on financial performance,

Management Accounting Research, 15, pp. 135-153.
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SWOT analysis

u Still insuficient market penetration (low level 1 Spread of crisis to nationaleconomy
of credit/GDP ratio compared to other countries  (recession) threatens the opportunities for

in the region) further growth:
1 “Taking over” a number of dissatisfied clients of () Slows down the growth of total amounts

bank's product and services INErESEItEMAMI). .
¥ Making use of the parent bank brand advantages ) Unpredictibility of inflation and foreign

¥ Development of investment banking product and EIey WIE e Ny
integrationinto the offer to corporate clients

u Opportunities for further improvement of

business efficiency
u Trained junior staff

§ Improving offer through innovative and more
modern products

(c) Abstract from action plan

1 Additional regulatory constraints that may

limit growth
1 Pressure upon prices due to competition

1 Decline in credit portfolio quality
(especially in certain foreign curreny credits
due to the decline in the national currency
value)

Action plan

Strategi
guﬁijl?rll(es ‘ Anticipated impact (EUR mil)

Sustainable
growth of
total income

1 0ffer of product packages meant for
SME in order to increase cross-selling
Generating fate
new income
sources by
improving
product offer:

buyout of foreign receivables
nintroducing basic derivative products
(swap contract on interest rates, term
contracts, etc.)
1 Introducing products inflation rate
related

Corporate
clients

for big clients that do business with
large nubers of small clients
(co-branding with big clients)

& Financing and consulting services in
large public projects

The quantitative part consists of financial projections
of the balance sheet and income statement positions,
as well as of the projections of a set of selected finan-
cial reports (Figure 7). More precisely, the qualtitative
plan displays several-year (most frequently three
year) projections:’
- the balance sheet position, followed by the com-
ments on anticipated trends;
- the income statement position, with a special
account on the trends of net operational

1 Product development solely for exporter:
through direct financing of exporters and|

1 Introducing special types of credit cards

2217

Corporate
credits

SME
credits
Credits for
energy
efficiency
0 10
1
20086 201

income, operational costs, operational income
and the expenses for reserving;
- basic performance indicators, including:
a) Profitability indicators
ROA - returns on total assets
ROE - returns on bank equity
b) Interest rate margins indicators
Interestbearing assets/total assets
Average interest rate on interest bearing assets
Average interest rate on interest bearing liabil-
ities (sources of financing)

° Major, M. (2007) Activity based costing and management: a critical review, in Hopper, T., Northcott, D. and Scapens, R. (eds) Issues in

Management Accounting, 3rd edition, FT Prentice Hall: Harlow.
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¢) Capital adequacy indicators
Total capital/total assets
Capital assets/total assets
d) Growth trend indicators
Total assets growth rate
Interest bearing assets growth rate
Loan growth rate
Deposit growth rate
e) Liquidity indicators
Total loans/deposits
Total loans/deposits+capital

The capital, where it is necessary that in all the projec-
tion years the criterion of minimum capital level stip-
ulated by law is satisfied. In case the projections show
that it is necessary that more capital be raised, possi-
ble modalities of equity investment/rise of capital ad-
equacy indicators can be listed.

6. Conclusion

Contrary to many other business operations, the banking
business operations require not only the technical knowl-
edge but also the expertise, and not one or the other.
People gain confidence in the bank they do business with
and rely on its honesty, reliability and stability.

The managers providing banking services never stop
learning, since their job requires that they get and
show new knowledge daily, and the clients and owners
expect the manager to be “beyond average, regardless
of how fast the environment changes.

It is obvious that the globalization processes pervading
the world economy have brought significant changes in-
to the banking business. Banks have grown to be more
and more similar to financial supermarkets offering a
comprehensive service, from classic business opera-
tions, to investment banking, to insurance, to transac-
tions with securities. Besides, new jobs and new techno-
logical solutions make it a necessity for the banks to
adapt continually, search for new models and tools.

In order to perform this new role of the bank in a com-
plex environment, the bank, among other things, has to
have a well developed management accounting and re-
porting system as a significant decision making support.
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