Ministry of Science ’
and Higher Education ékFinanse

Republic of Poland financial internet quarterly

APPLYING THE WARD METHOD IN THE
ANALYSIS OF FINANCIAL SITUATION OF
COMMERCIAL BANKS

Anna Bieniasz', Anna Majchrzak®

Abstract
The article presents the evaluation of the financial situation of commercial banks in Poland. The ratio analysis
shows that the biggest variations between analyzed units were in productivity of tangible fixed assets, share of
non-performing loans and overall liquidity. The financial indicators constituted the basis for the process of
grouping banks into clusters of similar financial standing. The use of Ward method enabled us to differentiate
five clusters. The most profitable banks belong to the first cluster, while the most productive ones are from the
fourth cluster. The third cluster comprises the banks with the relatively worst financial situation.
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Introduction

Banks are the most essential element of the financial system in Poland, their stability is
guaranteed by the functions performed by them, even if some unexpected events occur. Banks
play a key role in financing the economy, providing liquid payments and creating products
allowing other entities to manage their financial risk (Report on the stability of the financial
system, 2010, p. 3). Therefore, the analysis and evaluation of banks’ stability and their
financial standing is of particular importance.

Financial analysis helps bank managers to make decisions which minimize risk and its results
may help to improve the efficiency of the bank’s performance, better use of resources, meet
the challenges posed by the market and the expectations of owners and clients. The financial
analysis of the bank is instrumental, its aim being practical use of appropriate tools to evaluate
the financial situation on the basis of financial statements (Kopinski, 2008, p. 12).

One of the most important elements of the financial analysis of the bank is the ratio analysis.
Financial indicators, expressing the relations between particular numbers from financial
statements enable us to make a synthetic characteristics and evaluation of various economic
aspects of the bank performance, and their choice depends not only on the subject performing
the analysis, but also on the specificity of the bank (Wedzki, 2006, p. 56).
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The aim of this paper is to conduct an analysis of the financial situation of commercial banks,
applying the Ward method. This will allow us to determine the characteristics of distinguished

bank clusters.

Material and methods
The basis of our analysis was financial data from 39 commercial banks from 2007 (The Best
Banks 2008 Ranking, 2008, p. 11-30)°. The information gathered was processed in research
procedure which comprised the following stages:

1) choice and calculation of financial indicators,

2) standardization of variables,

3) classification of banks according to the Ward method.
The choice of indicators was dictated by substantive and statistical concerns. The substantive
choice of indicators assumed that they reflected various aspects of the analysis of the financial
situation of the banks (table 1):

1) liquidity and solvency,

2) profitability,

3) resource utilization effectiveness,

4) property structure and capital structure,

5) property-capital structure,

6) preliminary analysis of the profit and loss account.
In order to avoid information repetition, through variables selected for examination, we
conducted an analysis of correlations using the inverse matrix. This process helped us to
eliminate the following variables: X3, Xs, X7, Xg and Xa0'. Next, we standardized the
remaining variables. Finally, we conducted the classification of commercial banks using the
Ward method. This method belongs to hierarchical agglomerate methods, in which on every
stage of binding we join the objects (groups of objects) with the lowest degree of
differentiation (Hair, Anderson, Tatham, Black, 1998, p. 473). The measure of this difference
is the error sum of squares (ESS) expressed by the formula (Stanisz, 2007, p. 122):

Ess =Y dZ, (1)
i=1

% In 2007, the Polish bank sector had 50 banks, however, not all of them met the requirements allowing them to
participate in the ranking of ,,Gazeta Bankowa”, such as: access to the balance sheet and the profit and loss
account together with the auditor’s opinion, filling the questionnaire with additional information, having the
solvency ratio at the level of at least 8% and own capital of over 20 million zlotys, as well as obtaining positive
net financial results in 2007.

The missing information was completed on the basis of data obtained from banks websites:

Financial results after the 4™ quarter of 2007. Reach for more, Warsaw February 2008. Obtained from
http://www.pekao.com.pl/informacje_dla_inwestorow/informacje_finansowe/Raporty_roczne.

PKO Bank Polski, results from 2007, Warsaw, April 2008. Presentation of financial results for 2007. Obtained
from http://www.pkobp.pl/index.php/id=rel_prez/akt_id=6851/source=rel_prez/section=ri.

ING Bank Slaski S.A., results for the 4" quarter of 2007, February 2008. Obtained from
http://www.ingbank.pl/_fileserver/item/1000991.

Results of BRE Bank S.A. Group in 2007 and prospects for 2008, January 2008. Obtained from
http://www.brebank.pl/images/BreKorpo2/Portal/BinaryPL/1631509/Prezentacja_2007_1V_kw_1631509.pdf

* The descriptions of variables provided in Table 1. As the threshold value on the diagonal of the matrix inverse
to the matrix of correlations we assumed 10 (Wysocki and Lira, p. 175).
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= distance of i object belonging to a newly created s
where d? group (n — size of the group) from the centre of

gravity of this group.

The center of gravity of a given group is calculated with the formula:
q,=>3d, @
nr i=1
where d; = The distance of i object belonging to r group.

Table 1: Variables used in the analysis of financial standing of the banks
Variable | Name of the financial indicator | Calculation formula

Liquidity and solvency

X1 Solvency ratio Obtained from source materials (%)
Value of cash and operations with
X, Overall liquidity ratio central bank in relation to total assets
(PLN/PLN)

International Monetary Fund ratio Value of cash and receivables from

X3 L banks in relation to total liabilities
of current liquidity (PLN/PLN)
Profitability
X, Return on assets (ROA) Net financial result in relation to total
assets (%)
. Net financial result in relation to own
Xs Return on equity (ROE) equity (%)
X Return on assets ratio based on Result from interest in relation to total
6 interest margin assets (PLN/PLN)
X7 Ratio of operational revenue to Obtained from source materials (%)

earning assets
Resource utilization effectiveness

Gross financial result in relation to the

Xsg Labor productivity ratio number of employed workers
(PLN/number of employees)

Value of total assets in relation to the

Ratio of assets per employed

X person number of employed workers
(PLN/number of employees)
Xug Tangible assets productivity ratio Gross financia_l result in relation to the
value of tangible assets (PLN/PLN)
X Ratio of operational costs Operational costs of the bank in
1 share in total assets relation to total assets (%)
Property structure and capital structure
X Ratio of non-performing Value of non-performing loans in
12 loans relation to all receivables® (%)
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Ratio of amounts from The value of amounts from
Xi13 customers share in total customers in relation to total
receivables? receivables (%)
Ratio of liabilities to The value of liabilities to customers
X1 customers share in total in relation to total liabilities (%)
liabilities®
Property-capital structure
. Amount of receivables from clients
Ratio of coverage of loans . ; S
Xis with deposits in relation to liabilities towards
them (PLN/PLN)
X Ratio of financing bank Value of own capital in relation to
16 assets with own capital total assets (PLN/PLN)
Xi Ratio of ipilties | ¥A1U€ ofabiltes i flation fo
Preliminary analysis of the profit and loss account
Share of revenue from . . .
. : , Revenue from interest in relation to
Xis interest in bank’s , .
. bank’s operational result (%)
operational result
Share of revenue from Revenue from commission in
Xi19 commission in bank’s relation to bank’s operational result
operational result (%)
X Ratio of bank’s obligatory Net financial result in relation to
20 burden gross financial result (%)

U Non-performing loans were related to the sum of receivables from clients and financial
institutions (for example banks, leasing , insurance companies and broking houses).

2 Amounts from customers are a sum of receivables from non-financial subjects, that is economic
entities, individuals and budget units, whereas total receivables are a sum of receivables from non-
financial and financial subjects.

% Liabilities to customers are a sum of liabilities to non-financial subjects, that is economic
entities, individuals and budget units, whereas total liabilities are a sum of liabilities to non-
financial and financial subjects.

Source: Own work, on the basis of Bier and Sokét, 2001, p. 57-85; Jaworski,
1999, p. 269-286; Wasowski, 2004, p. 283-293

Ratio analysis

Table 2 shows the values of ratios for the banks which were covered by our research. As the
data included in the table indicates, the solvency ratio (X;) differentiated banks to a very
small extent, which can be attributed to the requirement that the banks keep it at the level of
8%. In more than half of the banks this ratio was 11.9% or more, the maximum value
achieved by Fiat Bank Polska S.A.

Great differences could be noticed in the ratio of overall liquidity (X3), which in half of the
analyzed banks had the value of below 0.02. This can be explained by the fact that some
banks kept low cash reserves, obtaining the means to cover accumulated payments directly
from the money market.

Return on assets (X,) strongly differentiated the surveyed banks, its average value amounting
to 1.7% and was on the same level as the average for the whole banking sector in Poland
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(Report on the situation of banks in 2007, 2008, p. 49). The lowest return on assets was in
Dominet Bank, which was a consequence of relatively low financial result in this bank in
relation to the value of assets. Banks with similar value of assets obtained in 2007 similar
return on assets, in the region of 1.0-1.5%. The highest return on assets was in BPH bank,
however this result could be the effect of the division of ‘banking business’ (Single annual
report of BPH, Chairman’s Message, 2007, p. 1) and isolating some assets of the bank, which
were then transferred to Pekao S.A. Due to such an outstanding value, this bank was excluded
from the process of grouping.
Return on assets ratio based on interest margin (Xg) allows us to determine more precisely
what profit in relation to assets is generated by the core activity of the bank — from interest. It
also indirectly indicates the policy of determining the interest rates of deposits and loans. In
half of the surveyed banks this ratio had the value of 3.0% and higher.
The ratio marked as Xg, Xio, X121 belong to the measures of the resource utilization
effectiveness and were characterized by big or very big changeability in the surveyed
environment. Banks differed most in the tangible assets productivity ratio (Xi0), which ranged
from 0.03 to nearly 30. In case of the bank with the lowest ratio (Dominet Bank) it resulted
from a very low gross profit, whereas in the bank with the highest ratio (AIG Bank Polska)
this was caused by relatively high gross profit and low involvement of fixed assets.
In the group of property structure and capital structure indicators, the least volatile ratio was
that of amounts of customers share in total receivables (Xi3), which in half of analyzed banks
amounted to 89.6% or more, which indicates that the credit activity dominated the banks’
operations and profit-generation. On the other hand, the most volatile measure in this group
was that of non-performing loans (Xi2), whose minimal value was 0% in Deutsche Bank
Polska, which is attributed to the low share of receivables from clients in total receivables.
The maximum value of the ratio of non-performing loans was observed in AIG Bank Polska,
where it reached the level of almost 12%. Such a wide range of the value of this ratio may
indicate that banks run differentiated policy of offering loans and evaluating customers credit
capacity.
The indicators of the property-capital structure presented in table 2 (X5, Xi7) did not
differentiate significantly the banks, with the exception of the ratio of coverage of loans with
deposits (X15), whose values were within the 0.01 — 4.34 range, which means that the banks
used different policies of financing liabilities and approached liquidity risk differently.
The final group of measures of banks’ financial standing consisted of the ratios of the profit
and loss account (Xig, X19, X20), Which indicate the significance of revenue from interest and
commission in bank’s operational result. These ratios showed average changeability and
confirmed that the proper policy of interest rates was of prime importance in banks’
operations.

Table 2: Banks financial indicators

Name of the Financial indicators®

bank Xo | X | Xe | X | Xe | X | Xu | Xe | X | Xu | X | X | X | Xi | Xue
ﬁ;lsza”k 126| 001| 445| 015| 021| 307| 38| 11.9| 989| 167| 015| 010| 767| 139.4| 126
Bank BPH 160| 004| 1246| 004 009| 10| 43| 43| 793| 531| 091| 009| 8L2| 67.3| 645
ﬁg‘é‘g”B 113| 002| 009| 002| 001 03| 25| 49| 77.3| 602| 078| 008| 889 1504 | 27.2
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Bank 138| 004| 151| 003| o010| 17| 32| 17| 954| 822| 099| 009| 89| 97.7| 380
Millenium
Bank 104| 001| 046| 001| 004| 07| 14| 31| 549| 156| 051| 003| 924 2129| 413
Polskiej
BGK 137] 002| 129| o001| 030| 38| 05| 25| 674| 640| 092| 004| 712| 1961| 110
BGZ 11.1] 002| 098] 003| 005| 05| 31| 11| 889| 883| 1.09| 008| 865| 127.6| 26.9
BHw 129] 009| 212| 003| 017| 17| 36| 14| 589| 61.2| 159| 009| 832| 808| 356
Warszawie
BOS 155| 002| 078| 002| 005| 08| 26| 76| 90.3| 917| 123| o008| 887| 1505| 216
BPH Bank 158| 000| 098] 003| 019| 260| 13| 61| 993| 08| 001| 014| 847| 1868| 56
Hipoteczny
BRE Bank 102| 004| 132| 002| 024| 15| 18| 36| 924| 763| 124| o008| 887| 1026| 313
BRE Bank 113] 000| 104| 002| 040| 54| 09| 03| 987| 92| 009| 010| 889| 2580| 37
Hipoteczny
BZ WBK 138| 006| 207| 003| 012| 19| 31| 09| 896| 87.7| 137| 008| 881| 845| 431
Deutsche 11.1] 003| 046| 002| 003| 05| 42| 03| 89.2| 686| 076| 010| 87.9| 915| 383
Bank PBC
Deutsche 242| 006| 134| 001| 048| 159| 13| 00| 17.9| 84| 434| 008| 87.4| 1651| 358
Bank Polska
g;’;“k'”“ 170| 005| 003| 009| 000| 00| 83| 86| 945| 755| 084| 011| 819 1180| 212
E(ﬁsBkg“k 11.1] 002| 055| 002| o010| 28| 21| 09| 662| 764| 121| 009| 888| 1410| 139
Eurobank 136| 002| 339| 008| 007| 15| 63| 01| 975| 393| 005| 011 822| 793| 438
E:)"’;glia”k 370| 000| 194| o006| 022| 64| 33| 16| 1000| 25| 002| 036| 599| 1360| 09
Eglrstl'; Bank 117 011| 125| 002| o013| 19| 11| 05| 980| 50.8| 056| 007| 87.3| 106.4| 236
GE Money 11.9| 000| 288| 006| 012| 47| 40| 63| 12000 08| 001| 013| 79.9| 1082| 29.1
GETINBank | 109| 001| 18| 003| 014| 30| 22| 46| 796| 670| 087| 008| 87.5| 116.7| 27.4
GMACBank | /5| 00| 111| 004| 018| 91| 29| 80| 95| 15| 001| 014| 750| 1761| 85
Polska SA
Gospodarczy | 4061 go1| 041| 001| 004| 06| 14| 29| 554| 44| 012| 004| 904| 2207| 354
Bank Wielk.
ING BS 131] 004| 122| 002| 010| 15| 26| 30| 5.9| 936| 272| 006| 914| 1235| 527
Invest-Bank | 146| 005| 063| 004| 002| 04| 43| 54| 681| 985| 1.65| 010| 86.6| 1066| 359
KredytBank | 96| 002| 144| 003| 009| 13| 36| 69| 87.1| 71.2| 103| 008| 885| 1125| 259
LukasBank | 115| 002| 299| 012| 006| 15| 83| 03| 920| 611| 062 011| 83| 1060| 19.2
Mazowiecki
Bank 119] 005| 033| 001| 004| 15| 13| 18| 397| 74| 023| 005| 930| 290.1| 37.9
Regionalny
Mercedes-
Benz Bank 207| 000| 159| 005| 013| 183| 43| 89| 978| 11| 001| 020| 745]| 1560| 55
Polska
Noble Bank 214| 001| 462| 002| 044| 125| 17| 73| 657| 635| 081| 015| 746| 60| 264
g'glfsdkeaa Bank | 196| 005| 069| 002] 007| 12| 21| 19| 970| 701| 073| o010| ss2| 1316| 239
Pekao 116| 004| 174| 002| o011| 13| 22| 78| 797| 850| 135| 012| 53| 887| 469
PKO BP 119| 004| 267| 004| 012| 13| 38| 39| 935| 934| 113| 009| 855| 884| 406
Eggiga”k 138| 001| 014| 000| 031] 284| 04| 01| 275 59| 024| 004| 966/ 7666| 226
Raiffeisen BP | 10.2| 009| 1.74| 003| 013| 66| 32| 43| 950| 791| 094| 008| 868| 940| 291
Santander
Consumer 80| 002| 111] 003| 025 97| 16| 12| 996| 13| 001| 007| 90.6| 1419| 198
Bank SA
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Volkswagen 98| 002| 148| 005| 012| 28| 30| 49| 943| 569| 054| 009| 87.0| 1457| 67
Bank Polska

WEST LB 233| 000| 073| 001| 048| 116| 12| 08| 330| 370| 106| 010| 869 191.3| 116
Bank Polska

Statistical measures

\')g'lﬂ'ema' 800| 000| 003| 000| 000| 003| 035| 000| 17.94| 078| 001| 0.03| 59.89| 65.97| 0.87
\'Xa'fl’j‘ém“m 37.00| 011| 1246| 0.15| 048| 30.74| 834| 11,92| 99.98| 9853 | 434| 036| 96.61| 766.5| 64.53
Median 11.90| 002| 129| 003| 012| 173| 265| 3,00| 89.63| 61.20| 081| 0.09| 86.95| 127.5| 26.87
Ratio of

gg‘;‘gg%ib"'ty 1450 | 68.55| 45.39 | 42.08| 57.71| 11.6| 41.08| 78,30 | 16.70| 52.25| 57.00| 15.17| 3.81| 23.68| 37.92
median

DRatios marked as in table 1.

Source: Own work

Classification

On the basis of the above financial indicators the grouping process was carried out. The
results of this classification are presented in figure 1. The maximum distance between ties on
the dendrogram pointed at the existence of three clusters. However, due to low homogeneity
of classes, restricting the possibilities of interpretation, the division from the lower level of
tying was adopted (Fratczak, Gotata, Klimanek, Ptak-Chmielewska, Pgczkowski, 2009, p.
146).

The first cluster was made by three entities: Lukas Bank, Eurobank i Dominet Bank® (figure
1). These are banks focused rather on servicing individual clients. A significant element of
their offer is consumer credit (cash and mortgage), though they offer other services which
make these banks look more universal. This group of financial entities was characterized by
the highest profitability of all classes, both in net assets (nearly 3%) and in interest margin.
These banks also had their property greatly burdened by operational costs (8.3%). The value
of this indicator was over three times higher than the average for all surveyed financial
institutions. At the same time, these entities were not very productive as far as labor resources
are concerned. Generally this group showed low effectiveness of resources. Analyzing the
property structure of this group of banks, we should emphasize the lowest share of non-
performing loans in total receivables, while the level of customer liabilities was quite high
(slightly below 95%). This proves that these banks have good policies of crediting
individuals, budget units and economic entities. It should also be observed that this group had
the lowest share of revenue from interest in bank’s operational result. Other indicators were
more or less similar to the average values of the surveyed units.

® In 2009 formal, legal and organizational merger of Dominet Bank and Fortis Bank Polska was carried out (at
present the bank operates under the name BNP Paribas Fortis). Obtained from http://www.bnpparibasfortis.pl/o-
banku/historia-banku.htm.
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Figure 1: Classification of commercial banks according to their financial
situation in 2007 (Euclidean distance)
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The second class was created by such financial institutions as: GE Money®, BPH Bank
Hipoteczny’, Fiat Bank Polska, GMAC Bank Polska SA®, Mercedes-Benz Bank Polska and
AIG Bank Polska (figure 1). These subjects specialize in some specific areas of activity. The
first two concentrate on servicing the real estate market through their offer of mortgage loans.
The next three finance the purchase of new and used cars. There are some doubts concerning
the presence of AIG Bank Polska in this group, which, like institutions belonging to the first
group, bases its activities on consumer finance sector. However, it differs from them in being
much more involved in financial instruments® and being more effective in utilization of
resources.

The entities in the analyzed 2™ class were characterized by a markedly higher solvency
(15.2%) and the best productivity of fixed assets in comparison to other groups (for every
zloty of possessed fixed assets, they generated 13.7 zloty of gross profit). These banks

®In June 2008 the majority shareholding of BHP shares after division (and incorporating 80% of assets into
Pekao S.A.) was purchased by General Electric Company. In December 2009 GE Money Bank (a subsidiary)
merged BPH Bank. Obtained from z http://www.bph.pl/pl/o_banku/historia.
" Since 31% July 2008 the bank has been operating as Pekao Bank Hipoteczny SA. Obtained from
http://www.pekaobh.pl.
& In 2009 100% shares of GMAC Bank Polska SA were purchased by Noble Bank (at present Getin Noble Bank
SA). Obtained from http://www.money.pl/gielda/wiadomosci/artykul.
® The share of liabilities from financial instruments was in 2007 27.7%, compared with 9.8%, 2.0% and 0.0% for
respectively Lukas Bank, Dominet Bank and Eurobank.
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targeted their services almost exclusively at non-financial entities, which is reflected in nearly
100% share of amounts from customers in total receivables. The share observed in banking
institutions belonging to the first group was not much lower, however, there is one significant
difference. The percentage of non-performing loans in the analyzed group is the highest
among all classes (7.2%). One could question the quality of the mechanism of assessing
customers credit capacity and the effectiveness of receivables recovery. These banks, due to
their specialization and method of obtaining means for the credit operations (mainly from
other sources than customers’ deposits), showed the minimum level of the share of liabilities
to individual customers, economic entities and budget units in total liabilities (1.3%). The
consequence of this was the ratio of covering loans with deposits being close to zero.
Analyzing the property-capital structure, the entities belonging to this group of banks excelled
in financing their property from own funds and showed the lowest profitability (ROE)™.
These banks were also characterized by the lowest level of liabilities (nearly 76%), which
limited the level of risk while being relatively heavily burdened with non-performing loans.
The analysis of the banks operational result showed the minimal share of revenue from
commission and above the average share of revenue from interest in banks operational result.
Thesellbanks obtained their revenue almost exclusively from the interest of their credits and
loans™.
The third class was composed of the entities connected with the cooperative sector*?, which
direct their offer mainly to the entities operating in the agricultural market. Such institutions
also offer their services to self-government units. We have here the entities incorporating
cooperative banks operating in Poland as well as Rabobank Polska. In this class we observed
the lowest level of solvency (slightly over 11%), which still offered some safety margin in
comparison with the legal requirement of 8%. These subjects, due to the specificity of their
activities, were also characterized by the lowest profitability. Incorporating cooperative banks,
these entities focus their attention on catering to the needs of local communities as well as on
generating profits. This approach is also connected with the lowest productivity of labor
resources and fixed assets. These entities showed the lowest share of amounts from customers
in total receivables and equally low share of liabilities to individual customers, enterprises and
budget units (6.7%). At the same time, these banks minimally financed their property with
own capital, which was reflected in the already mentioned low level of solvency ratio. In this
group we also observed the maximum level of liabilities in relation to the balance sum, which
was 6% above the average value. These subjects recorded the highest value of the revenue
from interest as well as from commissions in banks operational result. This implies that these
banks did not obtain such large benefits from operations on securities and other financial
instruments and currencies as entities from other groups.

% Though the ROE variable was not taken into account when making the classification due to its strong
correlation with ROA, we calculated the value of this indicator for each group. The second class had the lowest
value (8.1%), while the first one had the highest one (27.8%).

! The share of the result from interest in banks operational result was nearly 98%.

“Bank Polskiej Spotdzielczosci incorporates 359, Gospodarczy Bank Wielkopolski - 150, while Mazowiecki
Bank Regionalny - 77 cooperative banks. Obtained from: http://www.bankbps.pl/o-banku/o-anku,
http://www.gbw.com.pl/gbw_spoldzielcza_grupa_bankowa, http://www.mrbank.com.pl/mrbanksa.
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Table 3: In-class values of indicators of commercial banks financial situation (median
value)
. e Class
Financial indicator | T T v v Total
Solvency ratio (%) 13.60|15.16|11.15|17.53|11.63 | 11.90
Overall liquidity ratio (PLN/PLN) 0.02| 0.00| 0.01| 0.02| 0.04| 0.02
ROA net ratio (%) 299| 1.77| 0.37| 1.20| 1.32| 1.27

ROA ratio based on interest margin
(PLN/PLN)

Labor productivity ratio (PLN/number
of employed workers)

Ratio of fixed assets productivity
(PLN/PLN)

Ratio of the share of operational costs
in total assets (%0)

Ratio of the non-performing loans
share (%)

Ratio of amounts from customers share
in total receivables (%)

Ratio of liabilities to customers share
in total liabilities (%0)

Ratio of covering loans with deposits
(PLN/PLN)

Rate of financing bank property with
own capital (PLN/PLN)

0.09| 0.05| 0.01| 0.01| 0.03| 0.03

0.06| 0.18| 0.04| 0.42| 0.10| 0.12

1.49|13.68| 1.08|10.65| 1.48| 1.79

8.30| 3.52| 1.36| 1.22| 3.03| 2.62

0.30| 7.15| 2.37| 1.01| 3.60| 2.96

94.48199.09 | 47.30|66.56 | 89.16 | 89.98

61.11| 1.31| 6.65|50.28|76.44|62.36

0.62| 0.01| 0.24| 0.86| 1.09| 0.79

0.11| 0.14| 0.04| 0.09| 0.08| 0.09

Ratio of liabilities (%0) 81.91|75.84|92.69|87.19|87.47 | 86.96
Share of revenue from interest in 105.9|147.7|255.41178.2| 106.5 199 57
bank’s operational result (%0) 9 3 2 3 9™

Share of revenue from commissionin | ,, 121 7 47/3565(15.71|29.11 | 26.63
bank’s operational result (%)

Source: Own calculations

The fourth cluster was composed of six entities (figure 1). These are banks specializing in
servicing certain areas, such as commercial property (BRE Bank Hipoteczny) or certain
segments of clients, fir example large enterprises (WEST LB Bank Polska). This class of
financial institutions was characterized by the highest profitability, which exceeded 17%.
These banks were also the most effective in using resources, while maintaining minimum
share of operating costs in total assets. Other indicators were similar to the average values.
One should emphasize, however, that the amounts from customers share in total receivables
was 20% lower. This situation can be attributed to the specialization of some entities in
investment activity (Deutsche Bank Polska, WEST LB Bank Polska, Noble Bank).

The final differentiated class, which turned out to be the most numerous one, comprises of
typical universal commercial banks (figure 1). These entities had the highest financial
liquidity, though the liquidity level did not differentiate significantly the group. In this group
we observed the highest percentage of liabilities to clients in total liabilities. This results from
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the fact that these banks are strongly focused on servicing individual clients. The banks
belonging to this cluster also showed the highest coverage of liabilities with receivables from
non-financial subjects, though this value was not much higher than the average for all
surveyed banks. These banks, just like financial institutions belonging to the first class, were
characterized by comparatively low share of revenue from interest in bank’s operational
result. Contrary to the above-mentioned entities, these banks had the above-the-average share
of commission revenue in the analyzed year.

Conclusions

The aim of this article was to evaluate the financial standing of commercial banks on the basis
of some selected financial indicators. The surveyed sample was mostly differentiated by:
productivity of tangible fixed assets, share of non-performing loans and overall liquidity. On
the basis of financial indicators banks were classified using the Ward method. Taking into
account the profitability, the banks belonging to the first cluster excelled here. Productivity
was the highest among the banks belonging to the fourth class. The subjects belonging to the
second class were nearly as effective in this respect, however, they also showed the highest
percentage of non-performing loans. Taking into consideration two elements of the evaluation
of the financial standing, profitability and productivity, the worst results were achieved by the
banks from the third class, which additionally showed relatively low liquidity. To determine
the total level of financial situation of each bank, it would be necessary to use the synthetic
measure allowing us to create a ranking. This research aspect, however, requires some
additional analyses.
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