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Abstract. This article examines the challenges of monitoring banking risks in conditions of
financial instability and heightened requirements for ensuring the financial security of business
entities. It has been established that existing systems for assessing the financial condition of banks
are predominantly geared towards the needs of regulatory bodies and professional financial
market participants, which limits the scope for their practical use by corporate depositors when
making decisions regarding the placement of temporarily available funds.

The feasibility of using an integrated approach to monitoring banking risks, which combines the
assessment of quantitative and qualitative indicators of banks’ performance with an analysis of
factors affecting the financial security of enterprises, is substantiated. It is proposed to use the
results of the rating assessment of banks’ financial condition as a tool to support management
decisions regarding the selection of banking institutions for the placement of financial resources
and the minimisation of the risk of liquidity loss.

Particular attention is paid to the use of forensic early warning indicators, which complement
traditional financial indicators and enable the timely identification of indirect signs of increased
risk in the operations of banking institutions. Such indicators include reputational risks, corporate
conflicts, legal disputes, changes in ownership structure and other factors that may indicate a
deterioration in a bank’s financial condition even before the relevant changes are reflected in the
financial statements.

The practical significance of the study lies in the development of a comprehensive toolkit for
monitoring banking risks, which can be used by enterprises to ensure financial security, manage
liquidity and improve the soundness of decisions regarding the allocation of temporarily available
funds.

INTRODUCTION

The stability of the banking system is one of the key prerequisites for the
effective functioning of the national economy and the continuity of financial
processes. Banking institutions play a leading role in the reallocation of financial
resources, the settlement of payments, the provision of business loans and the
safeguarding of business entities’ funds. The level of their financial stability
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determines not only the stability of the financial sector, but also the level of financial
security for enterprises that use the banking system to place temporarily available
funds and carry out their day-to-day business activities.

Most countries around the world operate specialised banking supervision
systems designed to assess the financial condition of banks and identify potential
risks in a timely manner. In particular, the United States uses the Uniform Financial
Institutions Rating System (UFIRS), whilst international practice widely employs
the approaches of the Basel Committee on Banking Supervision, which focus on
assessing capital, liquidity, asset quality, profitability and the effectiveness of risk
management. Similar prudential supervision mechanisms have been implemented
by the National Bank of Ukraine.

However, experience in recent years shows that even the existence of well-
developed regulatory control systems does not guarantee the timely identification of
all risk factors or the prevention of crises. In particular, in 2023, Silicon Valley
Bank, Signature Bank and First Republic Bank were declared insolvent in the US,
marking one of the biggest shocks to the banking sector since the global financial
crisis.

For businesses, the consequences of such events may include not only direct
financial losses but also insolvency, a liquidity shortfall, failure to meet contractual
obligations and a deterioration in the company’s overall financial position.

Modern approaches to monitoring banking risks are predominantly based on
the analysis of banks’ financial performance indicators. However, practice shows
that a deterioration in the financial condition of banking institutions is often
accompanied by the emergence of additional indirect risk indicators, which are not
always reflected in financial statements in a timely manner. Such indicators may
include corporate conflicts, reputational issues, legal disputes, changes in ownership
structure, breaches of internal control procedures and other factors that are the
subject of forensic approaches in the field of economic security.

Under such conditions, the development of integrated tools for monitoring
banking risks becomes particularly relevant, combining traditional methods of
financial analysis with the assessment of factors affecting the financial security of
enterprises and the use of forensic early warning indicators. This approach makes it
possible to improve the quality of management decisions regarding the allocation of
financial resources, reduce the risk of liquidity loss, and ensure more effective
protection of the financial interests of business entities.

Literature Review. International approaches to banking supervision are set
out in the documents of the Basel Committee on Banking Supervision [1], which
define the principles for assessing the capital, liquidity, risks and corporate
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governance of banking institutions. Practical mechanisms for assessing the financial
stability of banks are implemented through the CAMELS and Uniform Financial
Institutions Rating System (UFIRS) frameworks, which are used by regulators to
monitor the activities of financial institutions [3; 4].

Significant contributions to the development of banking management theory
and the comprehensive assessment of banks’ financial condition through the
analysis of liquidity, capital adequacy, asset structure and risks have been made by
F. Mishkin [19], P. Rose and S. Hudgins [18], as well as A. Saunders and M. Cornett
[20].

A separate area of contemporary research concerns the issues of systemic risk
in the banking sector. Nguyen et al. [10] investigate the mechanisms of systemic
risk transmission between banking institutions, whilst Chang et al. [11] analyse the
impact of large banks on the financial stability of the economy.

Ensuring the financial security of economic entities during the management of
financial resources and the placement of temporarily available funds is discussed in
the work by Hrytsyshen, Dzyubenko, Dykyi and Prokopenko [20], which
emphasises the importance of analytical risk assessment models as a tool for
protecting the financial interests of enterprises and improving the effectiveness of
managerial decision-making.

The works of J. Wells [6], T. Singleton [7] and W. Hopwood [8] justify the use
of additional indicators that enable the timely detection of signs of financial
irregularities, corporate conflicts, accounting manipulation and other factors that
may precede the emergence of crisis phenomena.

Despite a significant body of research in the fields of banking supervision,
financial stability of banks and risk management, most existing approaches are
geared towards the needs of regulators, rating agencies or professional investors [1;
3; 18-19].

The integration of traditional financial indicators with forensic early warning
signals can enhance banking risk monitoring and improve decision-making on the
allocation of temporarily available funds for ensuring enterprise financial security,
addressing the limitations of existing assessment models that rely predominantly on
financial metrics [6-8; 20].

The aim of the article is to justify an integrated approach to monitoring banking
risks, which combines a rating assessment of the financial condition of banking
institutions, an evaluation of the impact of banking risks on the financial security of
enterprises, and the use of forensic early warning indicators to enhance the
soundness of management decisions regarding the allocation of temporarily
available funds.
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Materials and Research Methods. The study employed analysis and
synthesis, comparative, generalisation, systems analysis and expert assessment
methods to examine banking risk assessment approaches, banking supervision
practices and forensic early warning indicators. The research is based on a scoring
rating model that integrates quantitative indicators (customer inflows and outflows,
dependence on interbank funding, capital adequacy, liquidity and loan loss
provisioning) with qualitative indicators (shareholder support, fulfilment of
obligations, political risks and systemic importance). The model can be adapted to
risk-based banking supervision through the use of prudential liquidity indicators,
including the LCR and NSFR.

To enhance the early detection of potential threats, the traditional monitoring
system is supplemented with forensic indicators. An integrated bank rating is
calculated using a weighted scoring method, whereby indicators are assigned
weights according to their influence on financial stability. The approach was tested
using data from the Ukrainian banking sector and demonstrated its applicability for
deposit placement decisions, liquidity management and strengthening enterprise
financial security. Inclusion of forensic indicators improves management decision-
making and supports the development of an early warning system for banking risks.

RESULTS

As a result of the study, an integrated system for monitoring banking risks has
been developed, which combines the assessment of the financial stability of banking
institutions, the analysis of the impact of banking risks on the financial security of
enterprises, and the use of forensic indicators for early warning of a potential
deterioration in the financial condition of banks.

The basis of the proposed approach is a rating model for assessing the financial
condition of banks, built on a combination of quantitative and qualitative indicators
of banking institutions’ performance. The quantitative block includes indicators of
liquidity, capital adequacy, the level of provisioning and the structure of the bank’s
resource base. The qualitative block covers the assessment of the level of
shareholder support, the bank’s fulfilment of its obligations, political risks and the
systemic importance of the financial institution.

To ensure a comprehensive assessment of banks’ financial soundness, a system
of quantitative and qualitative indicators is proposed, which form an integrated
assessment of a banking institution’s financial condition (Table 1). The weighting
coefficients are determined using an expert method, taking into account banking
supervision practices and the significance of individual factors for ensuring the
financial stability of banking institutions.
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Table 1
System of indicators for the comprehensive assessment of a bank’s financial
condition

| Group of indicators || Indicator | Weight, % |
Quantitative |Inflow/outflow of customer funds 10 |
Quantitative |[Dependence on interbank funding [E |
Quantitative |[Capital adequacy 120 |
Quantitative [Current liquidity |10 |
Quantitative |Loan portfolio provisioning level [E |
Qualitative |[Shareholder support 120 |
Qualitative |[Fulfilment of obligations and information support 115 |
High |Political risks 110 |
Qualitative |[Systemic importance of the bank |5 |
Total [ |200 |

The structuring of indicators allows for consideration of both the bank’s current
financial condition and factors that may affect its stability in the medium term. The
greatest weight in the assessment system is given to capital adequacy and
shareholder support indicators, which is consistent with international approaches to
banking supervision.

Based on the resulting comprehensive indicator of the bank’s financial
condition, it is assigned to the appropriate rating class in accordance with the
proposed assessment scale (Table 2).

Table 2

Rating scale for the financial condition of banks
| IFSVvalue | Rating | Characteristics |
3.9-5.0 A |Good financial standing |
3.0-3.8 B |Good financial position with a need for additional monitoring |
1.0-2.9 lc IWeak financial position |
‘<1.0 HD HCriticaI financial condition ‘

This scale enables quick decision-making regarding the allocation of
temporarily available funds, liquidity management, and the minimization of
financial risks (Table 2).

Unlike traditional approaches, the proposed system makes it possible to
identify potential risks even before negative changes are reflected in banks’ financial
statements (Table 3).
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Table 3

Forensic early warning indicators of bank risks

| Forensic indicator

H Potential risk indicator

|Frequent changes in management

HDeterioration in corporate governance

|Legal disputes with clients or the regulator

||Legal and regulatory risks

|Conf|icts between shareholders

INegative media coverage

| Reputational risk

|Frequent changes in top management

|ISigns of internal instability

|Change in ownership structure

|[Increased level of uncertainty

\Reports of breaches of control procedures

|
|
|
|Risk of losing control over management |
|
|
|
|

| Operational and compliance risk

The general logic of the proposed banking risk monitoring system is shown in

Figure 1.
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Fig. 1. Architecture of an integrated system for monitoring banking risks and
assessing financial instability
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The proposed model integrates quantitative, qualitative and forensic indicators
into a single bank rating that supports financial resource allocation decisions and
enhances enterprise financial security under conditions of financial uncertainty.

Conclusions.

The article justifies the feasibility of applying an integrated approach to
monitoring banking risks, which combines a rating-based assessment of the
financial stability of banking institutions with the objectives of ensuring the
financial security of enterprises when placing temporarily available funds.

A system for the comprehensive assessment of banks’ financial condition is
proposed, based on a combination of quantitative and qualitative performance
indicators. A rating scale for assessing the financial reliability of banks has been
developed, which can be used as a tool to support management decisions regarding
liquidity management and the selection of banking institutions for the placement of
financial resources.

The scientific novelty of the study lies in the development of an integrated
approach to monitoring banking risks for corporate depositors, which combines a
rating-based assessment of the financial condition of banking institutions, tools for
ensuring the financial security of enterprises, and forensic early warning indicators.
Unlike existing approaches, the proposed model allows for the consideration not
only of banks’ financial performance indicators but also of indirect signs of a
potential deterioration in their financial condition, in particular reputational risks,
corporate conflicts, legal disputes and changes in ownership structure.

The practical significance of the results lies in the possibility of the proposed
system being used by enterprises, financial advisers and other financial market
participants to improve the soundness of management decisions, minimise the risks
of liquidity loss and strengthen financial security in an unstable economic
environment.

The results obtained confirm the potential for the further development of
integrated models for monitoring banking risks based on the * * approach, combining
tools of financial analysis, risk management and forensic diagnostics.
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