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Accounting Aspects of Banking Risk 
Management

Abstract: Recognizing that banking accounting risks are a field of uncertainty, regulatory bodies in 
the accounting field have taken their views on the obligation to present the main assumptions of valuation. 
This information is designed to allow users of financial statements to assess whether companies are prudent 
or not in establishing their values.

Over the past decades, banking services have expanded considerably. Newly emerging financial ser-
vices institutions have become competitors to commercial banks.Institutional investors, with various in-
vestments, often promising higher returns on bank deposits and providing greater flexibility, attracted a 
growing pool of savings and offered alternatives to those seeking funds. 
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1.	Introduction

In general, both at the individual and at 
the company level, it is accepted that the risk 
may exist anywhere and at any time. People 
can accept higher volunteer risks on a vol-
untary basis and are much more reluctant to 
reject involuntary risks, even at lower levels, 
because they do not have sufficient knowl-
edge about them or have no control.

It is characteristic for our country that 
after a relatively long period of standard-
ized accounting, understanding the need for 
alignment to accounting regulations in the 
community space, accounting normaliza-
tion knows a reform process both in institu-
tional and in accounting terms. In a market 
economy, the objective of accounting nor-
malization is to organize the functioning of 
the accounting information market in such 
a way as to enable financial communication 
to be optimized. Accounting, as business lan-
guage, needs to adapt to the new require-
ments of the international landscape, solving 
this problem is currently one of the key con-
cerns of the accounting profession.

Due to the fact that in all countries of the 
world, the adopted accounting system is in a 
relationship of total dependence on the creat-
ed legal framework, a significant contribution 
to the research of the results was recorded by 
Frigo M., in 2002, joining the opinion many 
of the specialists in the field, that in our coun-
try, the reform of the accounting system was 
constantly correlated with the development 
of the profession, with the evolution of the 
specific legislation of the market economy 
related to the property, the establishment, 
functioning and liquidation of the commer-
cial companies and other legal companies, 
the development of the capital market and 
the business environment in general.

It can be said that risk is the exposure to 
undesirable situations due to the lack of ap-
preciation of facts and phenomena with neg-
ative consequences.

The term risk is currently used in sev-
eral areas: economic, financial-banking, so-
cial, political etc. Risk can have distinct ways 
of calculating only when the target to be 
known and the factors that can influence it. 
Understanding that we can deepen the mul-
tiple aspects of risk and how to calculate it, 
we will look more closely at some concrete 
aspect of bank risk.

In the field of banking activities, risk 
can be defined as a phenomenon that may 
arise during the course of the operations of 
the banking companies and which causes a 
negative aspect of those activities by deterio-
rating the quality of the business, diminish-
ing the profit or even recording the losses.

In banking, risk is actually a probability 
of a loss. This probability is not purely math-
ematical, but rather depends on the bank’s 
transactions with its clients, the credit grant-
ed to them, and last but not least, the bank’s 
placements and the payment systems used. 

The mathematical approach is applied 
in the credit risk assessment and consists in 
measuring, with the help of a necessary al-
gorithm, both banking specialists as a mate-
rial for improving the practical dimension of 
their activity based on theoretical and practi-
cal considerations.

	 Conscious awareness of a risk in-
volves the adoption of prudent and calculat-
ed actions, taking into account the following 
factors:

•	 compliance with prudential mea-
sures imposed by the national regulatory 
authority;

•	 profit expected loss to justify the 
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respective exposure to risk;
•	 any losses can be covered from provi-

sions and profit;
•	 the risk must be sized so that future 

losses do not affect the image of the credit 
institution;

•	 accepting only those risks that 
have a due date and can be quantifiable. 
Unfortunately, because of a fierce competi-
tion, some bankers and some banks tend to 
lose sight of the risks they are exposed to, 
and the basic risk question (“What is the cli-
ent’s ability to pay?”) Is no longer set, the 
likelihood of losing enormously.

We can talk about risk in case of real-
istic decision alternatives, the possible out-
comes of an event represent the risk. When 
a coin is thrown, two results are possible: 
head or writing. Depending on what we 
have received, it may be beneficial and may 
be counterproductive to the outcome of the 
game. This also implies that taking the risk 
does not unilaterally include the possibility 
of expected loss, but also the expected return. 
In banking practice, however, the focus is on 
determining and assessing expected losses. 
The concept of risk, danger and uncertainty 
is closely related to risk. The problem lies in 
the task to be solved; the danger of circum-
stances is

2. Literature review

Starting from the premise that the foun-
dation of any scientific research consists of a 
thorough knowledge of the specialized liter-
ature, at this incipient stage of the scientific 
approach we focused on presenting the cur-
rent state of the research in the field of bank-
ing risk and highlighting the importance that 
the researchers consecrated have given it to 
this area.

This methodological research project 
tends to identify with a single central method 
of investigation.

As such, it is called for a corroboration, 
the purpose of which is to assure research-
ers that their results will be seen by others as 
credible (Stainback L., 1988). One of the pro-
cesses used in the conjunction is the triangu-
lation method, which allows the combination 
of methods to obtain the most credible data, 
involving the convergence of multiple infor-
mation sources (Denzin J., 1978).

It should be noted that it originally 
originated from the premise of a qualitative 
research, but it was concluded that such re-
search has the disadvantage of making it dif-
ficult to determine the relevance and validity 
of the approaches and information provided, 
as well as to detect the extent to which the 
subjectivity of the researcher influences the 
results research.

For these reasons, we have chosen to ex-
tend the research methods, which determines 
us to classify the present paper as a qualita-
tive research with quantitative elements, of-
ten used to test authors’ hypotheses.

Also, the motivation for choosing qual-
itative research lies in the fact that the type 
of research is the best able to produce con-
sistent information needed to thoroughly un-
derstand the banking risks and the overall 
context.

In addition, this type of research uses 
subjective information and participatory ob-
servation to describe the context, the variable 
environmental conditions under consider-
ation, and the interactions between these 
variables in the specified context. And while 
quantitative research can be presented in 
mathematical terms, qualitative research is 
not measurable or comparable in indisput-
able terms.
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In fact, the authors of this paper do 
not consider these types to be opposing but 
complementary: research will give the proof 
of time an optimal combination of research 
methods in order to achieve the proposed 
objectives.

In the present paper we have only ap-
proached the issue of risk accounting, pro-
viding an analysis of 150 selected articles 
from 50 international journals, considered by 
the academic community to be the most rep-
resentative journals in the accounting sphere.

Given that the subject of our research 
is at the intersection of accounting with fi-
nance and management to deepen academic 
debates on this topic, we have analyzed the 
scientific papers published in international 
journals considered by the academic com-
munity to be the most representative jour-
nals in the field of accounting, finance and 
management.

For the selection of these journals we 
considered the classifications made by vari-
ous scholars of prestigious universities in the 
world.

For the accounting field, we mention 
that we were guided by the studies elabo-
rated by Hoffjan A., Plagge J. and Weide G. 
(2006) A meta-analysis of international jour-
nal rankings in accounting, Working Paper, 
Germany and the study by the Australian 
National University (2007) on Journal 
Rankings.

Also, for the field of management we 
have as reference the study prepared by the 
School of Management, Cranfield University 
(2009) Journal Recommendation for aca-
demic publication. All articles analyzed were 
written in English.

Of particular interest in risk accounting, 
we can see from prestigious professional and 

education bodies: AICPA, ICAEW, ACCA, 
who have published a series of reports and 
studies that are considered a reference in the 
literature and as such have been included in 
the our study.

Besides, a number of books and legisla-
tive regulations have been used to make the 
study, but which, given the nature of this 
study, have not been taken into account.

3. Research Methodology

The 150 analyzed papers were selected 
from 55 main accounting journals but also 
from finance, management and interdisci-
plinary journals published by US, European 
and Australian research and development 
bodies in English that treated as a primary or 
secondary topic the field of risk accounting.

By trying to synthesize what the scien-
tific method is common to all sciences, it is 
found that there are indeed some obvious 
requirements:

•	 an attitude of impartiality;
•	 the decision to consider all reason-

able possibilities;
•	 the desire to make every effort to be 

exactly wherever possible;
•	 the need to avoid the influence of 

preconceived ideas.
 In the following table, we present the 

dispersion of articles in the 55 journals ana-
lyzed, from a maximum of 20 articles select-
ed from a journal to a minimum of 1 article.
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Figure 1. Dispersion of articles by publications, dur-
ing the period: 1998-2018

Source: Processed by authors

Out of the total of 55 publications taken 
in the study, which totals 150 articles, out of 
24 journals more than one article on banking 
risks was selected for the analyzed period, 
representing 80% of the total number of ar-
ticles (119 articles ).

The following 3 journals accounting for 
more than 32% of the total of the analyzed ar-
ticles, namely 48 articles: Accounting Review 
with 20 articles, Accounting Accounting with 
18 articles and Journal of Accounting and 
Economics with 10 articles.

In the second echelon there is a number 
of 6 journals showing a moderate interest to-
wards the subject under review and having 
published a total of 33 articles with a frequen-
cy of 5 to 7 items: Accounting Horizons 7 ar-
ticles, CPA Journal with 6 articles, and five 
articles in the following journals: Accounting 
and Business Research, Financial Analysts, 
Journal of Accounting Research Journal, and 
Review of Accounting Studies.

The next level is for logs of relative-
ly low interest for the Employee Benefits 
Accounting topic, with a reduced num-
ber of items between 4 and 2, which are 

presented in descending order of inter-
est: Contemporary Accounting Research, 
Journal of Accounting, Auditing and 
Finance, Accountancy Magazine, Accounting 
, Organizations and Society, Journal of 
Business Finance and Accounting, Strategic 
Finance, ACCA Research Reports, Human 
Resource Management Review, Journal of 
Accountancy, Journal of Accounting and 
Public Policy, Journal of Financial Economics, 
Journal of Management, Operations Research 
Proceedings, Pensions & Investments, 
Quarterly Journal of Economics.

Analyzing the selected journals in terms 
of scientific reputation, we find that they 
can be grouped into 3 major categories. In 
the first category, 17 of the selected journals 
are considered to be the best in the field of 
business research, respectively the account-
ing, finance and management sub-domain. 
These logs are ISIs with impact factor. In 
the second category we include a total of 33 
journals found in indexed databases such as: 
ScienceDirect, Springer, Taylor and Francis, 
EBSCO - Academic Search Premier. And the 
third category, which includes 5 publica-
tions, refers to professional articles for pro-
fessionals, practitioners, and researchers in 
the field, which are available free of charge 
on the magazine websites of professional or-
ganizations’ websites as seen in the figure 
next.

The distribution of accounting books for 
this period is as follows: in other accounting 
journals (8), The CPA Journal (6), Accounting 
and Business Research (5), Accounting 
Review (5), Review of Accounting Studies (4) 
in the Journal of Accounting and Economics 
(4), and in ACCA Research reports 2 and in 
the Journal of Accountancy.

Figure 2. Distribution in Accounting Logs
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Source: Processed by authors

Banks that have managed to control the 
risks to which they are exposed have inferred 
that this process is in close correlation with 
their profitability. To get higher incomes, a 
bank has to take greater risks or increase its 
exposure to risk, or reduce its operating costs 
(which also leads to increased risks).

Typically, profitability varies directly 
with the degree of risk of bank activity. Some 
risks can be avoided or diminished, others 
are inherent in the economic environment 
that the bank serves.

Today, we see that banks deserve very 
complex activities, and therefore risk man-
agement tends to be “cross-checked”, both 
on the types of transactions conducted and 
on the bank’s deposit and loan portfolios. 
This risk approach is addressed both to re-
gional or national banks and to international-
ly-performing banks.

Banks assess the credit risk they are ex-
posed to by answering 3 questions:

1. What is the rate of non-performing 
loans based on past data?

2. What are the expected losses in the 
future?

3. How is the bank ready to cover and 
face the losses?

In order to cope with the losses resulting 

from bad loans, the bank has to set up a se-
ries of reserves that are imposed on a per-
centage of the total loans granted.from the 
competitive pressure, unfortunately the an-
alyzes related to the creditworthiness of the 
debtors are made quickly and negligently, 
which leads to the increase of loans granted 
by banks.

Some banks grant credits to govern-
ments, government agencies, or foreign 
economic entities. If the country risk is not 
properly and carefully assessed, these cred-
its can be considered as loss from the start, 
as the refusal to pay may occur at any time, 
often on economic grounds.

Table no 1: Represent the degree of severity (impact) 
on the business

Balance of liquidity depends on how 
the market perceives the bank’s financial 
situation.

Due to the importance of banks for 
any economy, their work is subject to strict 
supervision also by the central bank of that 
country. Although some banking companies 
are vehemently protesting against the su-
pervisory measures imposed by the central 
authorities, they are designed to avoid risks 
throughout the banking system and to cre-
ate the necessary procedures for action if the 
negative effects of risk arise.
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Conclusions.

It can be said that the bank risk identi-
fication and management operation is par-
ticularly important in economic and financial 
activity. At the same time, the risks represent 
the cooperation between banks and the eco-
nomic structure units of a country. Of par-
ticular interest are the loans granted by the 
bank, which raise an approximately similar 
risk for both the creditor and the debtor.

Consequently, each science has its own 
notions, its specific methods, the fruit of evo-
lution and historical accumulations; all sci-
ences have in common what is called the 
scientific approach to research.

Although the conception of the method 
changes with science itself, there are a set of 
permanent principles, which are the basis of 
any scientific method. All sciences are based 
on a series of facts, data, “evidences”, per-
ceived from the real world, to be explained 
and confronted by various theories.

These data are in a series of relation-
ships, as an expression of interdependencies 
between data, which are interpreted in some 
models, as a first step towards the elabora-
tion of comprehensive theories. Confusion 
and ambiguity occurs when the succession is 
broken

data - relationships - models. This is a 
serious deviation from the scientific method.

Given that the subject of our research 
is at the intersection of accounting with fi-
nance and management to deepen academic 
debates on this topic, we have analyzed the 
scientific papers published in international 
journals considered by the academic commu-
nity to be the most representative journals 
in the field of accounting, finance and man-
agement. For the selection of these journals I 
have considered the classifications made by 
different scholars of prestigious universities 
in the world.
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