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QSPM budgeting development level analysis in Bank CenterCredit JSC

Abstract

Object: The purpose of this study is to identify the main problems of budgeting in second-tier banks in
Kazakhstan based on the analysis of the development of the level of budgeting and modern methods of budgeting in
Kazakh banks.

Methods: The collected data for the assessment and development of budgeting were analyzed using the matrix
method for evaluating internal (IFE) and external factors (EFE), and QSPM (Quantitative Strategic Planning Method).

Findings: As a result of the QSPM analysis, the Bank can become aware of its position in the market and step up
its activities to improve management accounting, including budgeting in the bank.

Conclusions: QSPM analysis in JSC Bank CenterCredit revealed the main strengths and weaknesses of budgeting
development, as well as existing opportunities and threats. As a result, it was revealed that the bank is aware of its
position in the market and is stepping up its activities to improve management accounting, including budgeting in the
bank.

Keywords: Second-level banks, management accounting, income, expenses, planning, budgeting, financial man-
agement center, quantitative strategic planning method, budget, matrix method for assessing external factors.

Introduction

Most modern Kazakhstani banks apply management accounting partially. Mostly it is an abbreviated
form of financial statements, which reflects the plan, fact, deviation and forecasts. In this setting, forecasts
are still being carried out on past period budgets, which are carried forward to the next period with insignifi-
cant adjustment to the projected inflation rate and profit, division expenses, etc. that are supposed in a similar
way.

QSPM analysis allows to identify main strengths and weaknesses of budgeting development, opportuni-
ties and threats, as a result of which the bank can realize its market position and intensify its activities to im-
prove management accounting, including budgeting in the bank.

Management accounting in banks aims at obtaining reliable information on the actual state of affairs
with resources and their allocation, risks, ensuring control over profitability of all operations and providing it
to management for decision making.

Literature Review

According to I. Kasasbeh, management accounting in banks acts as a basis for financial accounting
(bookkeeping) and reporting. The main factor in its creation is its economic efficiency, a significant excess
of income over expenses associated with the creation and introduction of banking products and services
(Kasasbeh, 2018).

We feel worth noting that budgeting serves as a basic tool of management accounting. Since budgeting
has always remained the primary concern of any accounting, it has always been the focus of attention. At the
same time, the development of budgeting would be accompanied by certain problems that banks face con-
stantly in their activities.

The modern approach to budgeting in banks is based not only on the preparation of cost and income es-
timates with their subsequent analysis, but also includes certain actions aimed at achieving the strategic or
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operational goals of the bank, which use budgeting methods to control and manage the bank’s financial re-
sources.

Strategic planning refers to the preparatory stages for budgeting, which is an essential element of man-
agement (Bindra et al., 2019). Strategic planning is a part of the management process aimed at maintaining
balance and alignment between the goals and resources of the bank in a constantly changing environment
(Papke-Shields, K. E., & Boyer-Wright, K. M., 2017). At the same time, those indicators that the manage-
ment considers necessary to determine as standards for each FAC can be designated as targets. For instance,
profitability of capital, profitability of assets, rate of return, cost limitation, cost rationing, etc. Forecasting is
of great significance, which, moreover, should be actively used not only at the preparatory stage.

Methods

The collected data for the assessment and development of budgeting were analyzed using the matrix
method for evaluating internal (IFE) and external factors (EFE), and QSPM (Quantitative Strategic Planning
Method — a method of quantitative strategic planning

Forecasting macroeconomic indicators allows to determine the main regulatory guidelines for the ac-
tivities of both the bank as a whole and financial accounting centers (Forgione, A.F., & Migliardo, C., 2018).
Establishment of strategic guidelines is the prerogative of the bank's board of directors, which sometimes
delegates these powers to the chairman of the board or the bank's budget committee. Designing a precise
budgeting schedule will allow to determine not only time frames, but also an indication of the budgeting
stages themselves, which will contribute to effective planning. Our proposed timetable can be used as an ex-
ample (Table 1).

Table 1 — Timetable for budgeting

Ne Budgeting stage Term, days | Period, date Responsible
1 2 3 4 5

1. | Account of transfer rates and internal norms 1 20.09.2019 Budgeting
2. | Informing FAC about changes in transfer rates and norms o department
3. Devel'op.ment of planned l?udget forms of the FAC and 1 21.09.2019 FAC

submission to the Budgeting Department
4. | Cost-benefit analysis 1 22.09.2019 Budgeting
5. | Establishment of a management budget balance T department
6. | Establishment of own budget capital Budgeting
7. | Profit and loss budgeting ! 23.09.2019 department
. - 24.09.2019 Budgeting
8. | Profit and loss budgeting based on transfer pricing 2 25.09.2019 department
9. | Approval of budgets 1 26.09.2019 | Budget committee
Note: compiled by the authors

Thus, according to Table 1, budgeting will take no more than 7 days. The last stage of budgeting is
monitoring and control over the execution of budgets. Here it can be said that budgeting ends and at the same
time starts again, which testifies to the renewability of this process and its endlessness.

In the process of budgeting, it is important that the FAC budgets are made not for themselves, as is of-
ten the case (employees manipulate indicators), but directly for making management decisions. This kind of
manipulation is called a “mine” of delayed action (Nurgaliyeva et al., 2020).

In order to build an effective budgeting system in a bank, it is necessary to carry out comprehensive and
purposeful activities of bank managers in the following areas: structuring information flows between various
structural divisions of the bank; distribution of budgeting functions across the FAC; motivating FAC to exe-
cute budgets (Alabdullah, Tariq Tawfeeq Yousif, 2019).

It should be noted that PBB is based on the BPM model (Business Performance Management (Brimson,
2007), the use of which in the bank will allow the formation of management accounting with feedback (Fig-
ure 1).
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Bank management

Formation of strategic goals of Score cargs and feedback
the bank >
Process-oriented planning < > Functional and cost analysis
Budgeting < ? Consolidation, rg;)oﬁing and analysis
) if

Executors

Figure 1. Organization of management accounting based on the BPM system
Note: compiled by the authors based on the source (Belokrylov, 2013)

In Figure 1, management accounting includes both top-down and bottom-up processes. The first cycle
begins with the formation of the bank's goals, key performance indicators, and the structure of communica-
tions between the financial accounting centers.

Results

The results of an empirical study conducted in Kazakhstan banks have shown that budgeting in banks is
for the most part uses traditional methods, which have a number of drawbacks. Current period budgets get
carried over to projected values only with insignificant adjustment to projected values of inflation and ex-
change rate. As a result, the shortcomings and mistakes of past periods smoothly transition into future ones
while real expenses are not taken into account. There is also the problem of estimating costs; the self cost of
banking products, to be precise. Traditional methods misrepresent and unfortunately, are incompatible with
modern management accounting.

The dynamics of the modern banking market is increasing every day. Second-tier banks are increasingly
under pressure from non-bank organizations, which constitute a serious competition for them. As a result,
banks are trying to become more flexible and are revising conservative approaches, including those to budg-
eting, since in a dynamic market spending several months on budgeting is doomed to failure.

Moreover, traditional budgeting is a constant conflict of shareholders and bank management. Managers
strive to demand the maximum amount of resources, increase the budget. Shareholders want to perform large
tasks with a minimum of resources. As a result, bank remains ineffective financially.

Many economists identify several reasons why traditional budgeting is outdated today. In general, nega-
tive aspects of traditional budgeting in banks are as follows:

— it does not promote value creation;

— budget for the future period is prepared on the basis of the previous one with arbitrary correction;

— it does not take into account the features of banking products and customers;

— it gives the opportunity to manipulate the budget;

— it does not take into account the workload by type of activity;

— it does not take into account business processes;

— it does not track service levels;

— it does not take into account functional capabilities of the bank units.

As per the results of an empirical study on the development of management accounting in Kazakhstan
banks, currently most banks use traditional budgeting (67.2 % of experts) and only 32.3 % have indicated the
use of a more advanced method of Activity Base Budgeting. 59.1 % of experts have indicated a standard cost
estimate in banks.

This state of affairs creates the need for analysis of the budgeting development in banks. For these pur-
poses we used QSPM (Quantitative Strategic Planning Method), a high-level strategic management approach
to evaluate possible strategies. QSPM provides an analytical method for comparing possible alternative ac-
tions and is based on IFE and EFE matrices (Zulkarnain et al., 2018).
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The Internal Factor Evaluation (IFE) is a strategic tool for managing an audit or evaluating the main
strengths and weaknesses in budgeting in a bank. The IFE matrix provides the basis for identifying and eval-
uating the relationships between budgeting elements.

The matrix method of evaluating external factors (EFE) is used to assess current business conditions
(Mina Salehi et al., 2018). The EFE matrix is a great tool for visualizing and prioritizing the opportunities
and threats the bank faces.

In general, the EFE and IFE matrices are very similar. The main difference between the two is the type
of factors included in the model: the IFE matrix evaluates internal factors, while the EFE matrix evaluates
external factors exclusively.

The external factors evaluated in the EFE matrix are those that obey the will of social, economic, politi-
cal, legal and other external forces.

In turn, the QSPM technique consists of several stages:

1) Listing the key factors reflecting strengths and weaknesses of budgeting in the bank.

2) Determination of scores (score — S) of each factor. With that, in the IFE matrix, a predetermined
group of experts evaluates the factors on a scale of 1 to 4 as follows: 1 — the factor is the bank’s main
weakness, 2 — the factor is the bank’s insignificant weakness; 3 — the factor is the bank’s minimum
strength; 4 — the factor is the bank’s main strength. Thus, weaknesses are scored 1 and 2, and strengths are
scored 3 and 4. In the EFE matrix, a predetermined group of experts evaluates the factors on a scale of 1 to 4
as follows: 1 — a weak response to the environmental factor, 2 — response to the environmental factor is
weaker than average, 3 — response to the environmental factor is higher than average, 4 — a very strong

response to the environmental factor.

3) Determination of the attractiveness (attractiveness score — AS) of each factor in such a way that the

total of attractiveness of both strengths and weaknesses is 1.

4) Determination of the weighted total score (total attractiveness score — TAS) for each factor by mul-

tiplying the score by attractiveness.

5) Definition of the result as a sum of the final points (final total attractiveness score — FTAS) for each

factor.

6) Building a diagram where the value of the IFE matrix is displayed on the X axis, and the EFE matrix

on the Y axis.

To evaluate these factors we have created a group of experts consisting of senior and middle managers,

and bank unit employees with a total of 116 people.

AS and S indicators in tables 2 and 3 have been calculated as the weighted average of the results ob-

tained from the expert group.

So, let us assess the strengths and weaknesses of budgeting development in the Bank CenterCredit JSC

(Table 2).
Table 2. IFE matrix of strengths and weaknesses of the budgeting development in Bank CenterCredit JSC
Factors Weight (AS) Rating (S) sc\?)/:;%}%tz%)
1 2 3 | 4
Strengths
Interconnected management system formation 0.07 2.8 0.196
Abl.ll'[y to introduce modifications at a particular level of the 0.04 31 0.124
business system
Ablhty to introduce modifications when deviations occur, not 0.06 387 02322
In response to
Orientation of employees to achieve measurable goals 0.04 3.92 0.1568
Has a positive effect on employee motivation 0.07 3.73 0.2611
Allows to improve the resource allocation process 0.08 3.3 0.264
Ability to track any stage of budgeting 0.03 2.66 0.0798
Release of a large amount of time and labor 0.06 4 0.24
Creation of accounting by financial management centers 0.09 3.21 0.2889
Ability to take into account overhead dynamics 0.05 4 0.2
Weaknesses
Different perceptions of FMC budgets 0.04 1.98 0.0792
Conflict of interests of employees and management 0.08 0.95 0.076
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1 2 3 4

The discrepancy between forecasts and facts 0.08 1.13 0.0904
Inadequate staff skills to apply advanced budgeting methods 0.03 1.84 0.0552
Lack of budget flexibility 0.05 1.66 0.083
Exaggeration of own results by some unit employees 0.05 0.97 0.0485
Errors in the distribution of overhead costs for banking services 0.04 1.72 0.0688
Lack of feedback required for immediate management 0.04 1.33 0.0532

FTAS 100 2.5971
Note: made up on the basis or research and calculations

According to the data obtained, the most powerful aspects of budgeting development in Bank
CenterCredit JSC are accounting by financial management centers — 0.2889, improvement of the resource
allocation process — 0.264 and presence of a positive effect in the form of employee motivation — 0.2611.

The weakest points of the budgeting development strengths in the bank are the ability to track any stage
of budgeting — 0.0798, the ability to introduce modifications to the budget at a particular level of the busi-
ness system — 0.124, and orienting employees to achieve measurable goals — 0.1568.

In addition, the following areas are the main weaknesses in budgeting development in Bank
CenterCredit JSC: many employees exaggerate their performance as a result of KPI introduction — 0.0485;
the bank has not established feedback information necessary for effective immediate management — 0.0532;
the score and qualifications of employees of the budgeting unit are not enough to apply new budgeting meth-
ods — 0.0552.

Thus, this analysis allows the bank to identify problem points and work directly in strictly defined areas
without spreading on other factors with much higher scores.

Let us analyze the possibilities and threats of budgeting development in Bank CenterCredit JSC (ta-
ble 3).

Table 3. EFE Matrix of Opportunities and Threats of Budgeting Development in Bank CenterCredit JSC

Factors Weight (AS) | Rating (S) stel%}'ll{Z(é)
Opportunities
The use of more advanced budgeting methods 0.09 3.46 0.3114
Estimation of the cost of individual banking products 0.12 3.11 0.3732
Providing feedback information for managers 0.07 2.11 0.1477
Increased budget flexibility 0.11 2.85 0.3135
Elimination of the budget manipulation 0.09 2.18 0.1962
Further training for employees and management 0.05 3.76 0.188
Conducting regular surveys of bank employees to im- 0.04 234 0.0936
prove the budget process quality
Threats

Global competition 0.07 2.96 0.2072
High cost of software for budgeting 0.08 3.88 0.3104
The use of more advanced costing methods by competitor 0.09 508 0.2682
banks
Distortion of financial results as a result of the introduc-
tion of modern budgeting methods 0.08 277 0.2216
Failure to adopt a new budgeting method by employees 0.06 2.13 0.1278
Tran.sformgtlon of budgeting from a method of increasing 0.05 235 0.1175
efficiency into a system of supervision over employees

FTAS 1 2.8763
Note: made up on the basis or research and calculations

The results of the analysis show that currently, to the fullest extent Bank CenterCredit JSC has the abil-
ity to estimate the cost of individual banking products — 0.3732 with the use of more advanced budgeting
techniques — 0.3114, which shall increase budget flexibility — 0.3135.

At the same time, the high cost of budgeting software products — 0.3104, the use of more advanced
budgeting methods by competing banks — 0.2682, and the distortion of financial results due to the incorrect

88 BecTHuk KaparaHguHckoro yHuBepcuteTa



QSPM budgeting development level analysis in Bank CenterCredit JSC

introduction of modern budgeting methods may prevent the bank from achieving its goals using the available
capabilities — 0.2216.

Thus, the results shown in the EFE matrix also allow us to focus on the identified opportunities and
threats to the greatest extent.

Discussions

The obtained FTAS results for both matrices are reflected in the X and Y coordinate system. In this
case, the IFE matrix value is on the X axis, and EFE matricx value is on the Y axis. As a result, both points
shall indicate a specific segment of the IE matrix shown in Figure 2.

EFE;| i Strong / Moderate / Weak

growth and creation
3 e
26 [ retention | | and )bI‘ preservation .
]
. I =
- ) | i e
2 . I L >
collection or | deprivation <
I b
1 N : =
1 ! 288 4
2 ' 3 IFE

Figure 2. [EQSPM analysis matrix
Note: made up on the of basis source (Allahyari et al., 2017)

The strategy of “growth and creation” means intense and aggressive tactical behavior. The bank should
be focusing on creating new budgeting system, developing a methodological and organizational base and
designing a new strategy different from all those available on the banking market.

The “retention and preservation” strategy assumes that the bank needs to continue the existing initia-
tives regarding the restructuring of the budgeting system in the bank in the same direction and hold on to
those positions that the bank has been able to take and present them in the form of its strengths.

The “collection or deprivation” strategy suggests that the bank needs to choose between investing in
this area and its further development, or explore other ways to improve budgeting.

Thus, according to the data obtained, the IFE value is close to 3, a value that approaches the retention
strategy, and the EFE value is in the middle of the retention strategy. Such a result indicates that the bank in
question has certain strategically important positions in the development of the budgeting system. These
need to be maintained and directed towards improving the results, having established the existing positions
as the strengths of the bank's budgeting system.

Employees of Bank CenterCredit JSC have pointed out the most significant aspects of the development
of the budgeting system in the bank. In particular, such strengths of improving the budgeting process as the
ability to introduce modifications when deviations occur, and not in response to, orienting employees to
achieve measurable goals, and having a positive effect on employee motivation have received the highest
significance: 3.87; 3.92 and 3.73 out of 4 maximum points, respectively. This data indicates that the ongoing
processes of improving budgeting in the bank primarily had an effect on human capital (the active use of KPI
also played a role here as the main method for assessing the performance of the central financial institution).

The most significant weak aspects of budgeting development are different perceptions of the FMC
budgets, insufficient qualifications of employees for applying advanced budgeting methods, and errors in the
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distribution of overhead costs for banking services that received 1.98; 1.84 and 1.72 out of 2 maximum pos-
sible points, respectively. Thus, once again the main issue of improving the budgeting process in the bank is
human capital. However, as can be noted, these aspects are quite fixable and require introduction of minor
but decisive measures to develop these areas. Especially if we consider that the basic capabilities of the bank
were the advanced training of employees and management, the use of more advanced budgeting methods and
the ability to assess the cost of individual banking products, which received 3.76, 3.46 and 3.11 out of 4
maximum points, respectively.

Conclusions

Thus, the bank solves the issues identified as weaknesses in improving budgeting on its own. The only
thing that the bank is particularly concerned about as external challenge factors is the presence and growth of
global competition seen from not only local but also foreign banks; the relatively high cost of budgeting
software and the ability of competing banks to use more advanced costing methods. We feel worth noting
that the acquisition of expensive software products may possibly be unjustified due to the fact that budgeting
techniques are constantly being improved due to the internationalization and globalization of banking mar-
kets. However, regular further training of employees may be much less costly, yet more progressive because
it allows the development and not just introduction of modern budgeting methods in the bank.
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A.M. Hypranuesa, /I.E. MbinbaeBa, A.H. J/lam0exoBa
«bank LlenTpKpennT» AK-HbIH 0101:KeTTEYiHIH 1amMy deHreiiin QSPM Tanaaay

AHoamna

Maxkcamut: 3epTTeynin MakcaTel KasakcTaHHBIH eKiHIII AeHTrelaeri OaHKTepiHae OI0MKeTTey NeHIeHiHIH JaMyBIH
JKoHe OaHKTepAeri OIOMKETTEyNiH Kas3ipri 3aMaHFBl ONICTEpiH Talmay HOTIKelepi OoibIHIIA OrOMKEeTTeY Il
YHBIMIACTHIPYIBIH HET13T1 PpoOIeManapblH aHBIKTay OO TaObITabL.

Ooici: Bromxerteyni Oaranay »xoHe IaMmbITy yiniH sxkuHanran aepekrep imki (IFE) jxoHe chipTkbl dakTopinapast
(EFE) 0aranaynsig MmaTpunansik xone QSPM (Quantitative Strategic Planning Method) axici — caHAbIK cTpaTerusijIbIK
JKocTapJiay 9/IiCiH maiianana OThIPBII TaIIaH kL.

Kopvimuinovr: QSPM-tannay HoTvkeciHJe OaHK HapbIKTaFbl ©3 MO3UIMACHIH OLIin, OaHKTeri OroKeTTey Il Koca
anFaH/a, 6acKapyIIbUIBIK €CEITI KETUIAIPY OOUBIHIIA 63 KhI3METIH JKaHIaHIbIpa alajibl.
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Tyorcoipoimoama: «bank HeatpKpennt» AK-apiH QSPM-Tanmay OromKkeTTeyoiH JaMyBIHBIH HETi3Ti KYIITI, 9JIci3
JKaKTapblH, COHIAi-ak Koifa 0ap MYMKIHAIKTEP MEH KayinTepAi aHBIKTayFa MYMKIHIIK Oepi, COHBIH HOTIIKECiHze
0aHK HApBIKTAFbl ©3 YCTAHBIMBIH TYCIHIN, OaHKTEri OIOKETTEY I Koca anranna, 6ackapy eceOiH KeTuIIipy KeHIHAeT]
KbI3METTI KaHAaH/IbIPAThIHbI aHBIKTAIIIBI.

Kinm ce30ep: exiuii aeHreieri 0aHkTep, 0acKapyIIbLUIbIK €CeIl, KipicTep, IIBIFbICTAp, JKOCIapiay, OKeTTey,
Kap>KbUIBIK 0acKapy OpTaJIbIFbl, CAHIBIK CTPATEIHSIIBIK KOCIapIiay dJici, OFIKET, CHIPTKbI (DakTopIapabl OaranayIbiH
MaTpHULAIIBIK 9JIICI.

A.M. Hypranauesa, /I.LE. Mbin6aeBa, A.H. J/lam0exoBa
QSPM-ananu3 ypoBHs pa3BuTus OoxxetupoBanus B AO “bank IleatpKpeaut”

Annomauusn

Lenv: 1enbio 1aHHOTO MCCIIEAOBAHUS SIBIISIETCS BBISIBICHUE OCHOBHBIX ITPOOJIEM OpraHu3aluy OrJKETHPOBAHMS
B OaHkax BToporo ypoBHs KazaxcTaHa mo pe3yjbpraTaM aHali3a Pa3BUTHs YPOBHS OIOPKETHPOBAHUS U COBPEMEHHBIX
METOJI0B OIO/DKETHPOBAHUS B Ka3aXCTAHCKMX OaHKaX.

Memoowr: CoOpaHHbIe TaHHbBIE ISl OUEHKH M Pa3BUTHs OI0KETUPOBAHUS OBUTH ITPOaHAIN3UPOBAHBI C UCIIOJIB30-
BaHMEM MarpuyHoro merona oueHku BHyTpeHHHX (IFE) u BHemnux ¢akropoB (EFE), meroga QSPM (Quantitative
Strategic Planning Method) — MeTona KOMMYECTBEHHOTO CTPATErMYECKOTO TNIAaHUPOBAHUSL.

Peszyromamei: B pesynprare QSPM-aHanu3a 6aHK MOXKET OCO3HABATH CBOM ITO3WIINMH HA PHIHKE M aKTHBH3HPO-
BaTbh CBOKO JICSTEIILHOCTH 110 COBEPIICHCTBOBAHHIO YIIPABICHYECKOTO yueTa, BKIIIOUas OI0KETHPOBaHHE B OaHKeE.

Buigoowvr: QSPM-ananu3 B AO “bank LlearpKpeaut” mo3Bommn BEIIBUTE OCHOBHBIE CHIIBHBIC, CTa0BIE CTOPOHEI
Pa3BUTHS OFOJKETUPOBAHUS, a TAKXKE CIPOTHO3MPOBATH MMEIOLINECS BO3MOKHOCTH M YIPO3bl. DTO IO3BOJMIO GaHKY
OCO3HATh CBOH ITO3MIMU HA PBIHKE U aKTHBHU3UPOBATh JESATEIHHOCTD 110 COBEPIICHCTBOBAHMIO YIIPaBIEHYECKOTO y4erTa,
BKJTIOYAst OI0DKETUPOBAHKE B OaHKe.

Kniouesvte cnosea: OaHKM BTOPOTO YpPOBHS, YIPABICHYECKHH y4yeT, MOXOABI, PAcXoibl, IUIAHUPOBAaHUE,
OI0/UKETHPOBaHUE, LEHTP (PUHAHCOBOTO YIIPABJICHHS, METO]] KOJIMYECTBEHHOI'O CTPaTErHYeCKOro IUIaHHPOBAHMS,
OF0JKET, MAaTPUYHBIA METO/ OLIEHKH BHEITHUX (haKTOPOB.
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