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Implications of the accounting assessment modeling of credit
concentration risks on the financial soundness indicators of the
Egyptian banking sector: quantitative models and an applied study

Abstract:

v’ Study objective: The main objective of the research was to study and
analyze quantitative models and qualitative requirements for measuring
credit concentration risks in the bank loan portfolio, in accordance with
of Basel Committee requirements Il and IV for Banking Supervision
and the instructions of the Central Bank of Egypt as a supervisory and
regulatory authority, Presenting the contributions of the International
Financial Reporting Standards (IFRS) in measuring and evaluating the
financial impacts of these risks and the mechanisms and policies for
disclosing them in periodic reports, and explaining the implications of
the accounting assessment (quantitative and qualitative impact) of credit
concentration risks on financial soundness indicators individually in
terms of capital adequacy standard, asset quality, profitability indicators,
and liquidity indicators.

v Design and methodology: The researcher conducted an applied study
for a sample of (12) commercial banks operating in Egypt, where the
data that serves the variables was collected and analyzed for a time series
of five years starting from 2019 and ending in 2023, with (60)
observations of (31) variables, to measure the impact of the accounting
assessment of credit concentration risks on financial soundness indicators
using the statistical analysis program SPSS.

v" The study results: Credit concentration risks fundamentally affect the
ability of banks to carry out their banking activities, as the absence of
systematic foundations and accurate and objective models for measuring,
evaluating, and tightening control over them results in negative financial
consequences that threaten capital adequacy, affects the quality of
financial and non-financial assets, and weaken the bank’s ability to
achieve target profitability rates. The applied study revealed a significant
impact of the accounting assessment of credit concentration risks in
commercial banks operating in Egypt on: capital adequacy indicators as a
whole at a significance level (0.015), the determination coefficient R?
(0.45), and asset quality indicators as a whole at a significance level
(0.000), the determination coefficient R? (0.77), the profitability
indicators as a whole at a significance level (0.011), the coefficient of
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determination R? (0.517), the liquidity indicators as a whole at a level of
significance (0.000), and the determination coefficient R? (0.657). At the
level of the sub-indices, the regression model of the effect of the
accounting assessment of credit concentration risks on the first tier of
capital to risk-weighted assets index (CARt1) was found to be non-
significant, at a level of significance (0.182). The results also showed
that the regression model of the impact of the accounting assessment of
credit concentration risks on the continuous basic capital to risk-
weighted assets index (CERt1) is not significant, with a significance
level of (0.158) and both of them are greater than (0.05). While the
regression model shows significance for the rest of the financial
soundness sub-indicators.

v" Originality and addition: This research contributes to extracting the

most important quantitative models and qualitative indicators for
assessing credit concentration risks, explaining their implications on
financial soundness indicators in commercial banks operating in Egypt,
and presenting the most important prudent strategies for managing these
risks in light of the requirements of the Basel IV and the instructions of
the Central Bank of Egypt as a supervisory and regulatory authority.

» Keywords: Accounting assessment, Credit Concentration Risks, Basel

IV, IFRS, Financial Soundness Indicators, Egyptian Commercial Banks.
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