1.1 Introduction

Banking is the business of providing financial services to
consuners and businesses. The basic services a bank
provides are checking accounts, which can be used Iike
noney to nmake paynents and purchase goods and services;
savi ngs accounts and tinme deposits that can be used to save
nmoney for future |oans that consumers and businesses can
use to purchase goods and services; and basic cash
managenent services such as check cashing and foreign
currency exchange. Four types of Dbanks specialize in
offering these basic banking services: conmmrercial banks,
savings and |oan associations, savings banks, and credit

uni ons.

Ratio Analysis is the basic tool of Financial Analysis.
Financial analysis itself is an inportant part of any
busi ness planning process as SWIT (Strengths, Waknesses,
Qpportunities and Threats. It is the basic tool of the
strategic analysis plays a vital role in a business
pl anning process. No SWOT analysis would be conplete
wi t hout an anal ysis of conpanies’ financial position.

In this way Ratio Analysis is very inportant part of whole
busi ness strategic planning. Financial analysis refers to
an assessnent of the viability, stability and profitability
of a business, sub-business or project. The Bal ance Sheet
and the Statenent of Incone are essential, but they are
only t he starting poi nt for successf ul fi nanci al
managenent. Application of Ratio Analysis to Financial



Statenments should |ead to anal yze the success, failure, and
progress of a business. Short-term liquidity and the
conmponents of current assets are nmeasured by five ratios:
current ratio, quick ratio, cash plus short- term
investnments to current assets, inventory to current assets,
and current asset deconposition. Different types of ratios
include liquidity ratio, leverage ratio, activity ratio and
profitability ratio.

Rati o Analysis enables the business owner/nmanager to spot
trends in a business and to conpare its performance and
condition wth the average performance  of simlar
businesses in the same industry. To do this conpare ratio
with the average of simlar businesses and conpare these
ratios for several successive years, watching especially
for any unfavorable trends that may be starting. Ratio
analysis may provide the all-inportant early warning
indications that allow researcher to solve business

probl ens before a business is destroyed by them

The ratio analysis and industry analysis tools are very
useful for individuals to instantly assess a conpany or
i ndustry by making two basic types of conparisons. First,
the analyst can conpare a present ratio with past (or
expected) ratios for the organization to determne if there
has been an inprovenent or deterioration or no change over
tinme. Second, the ratios of one organization nmy be
conpared wth simlar organizations or wth industry
averages at the same point in tinme. This is a type of
"benchmarking" so that one may determine whether the
organi zation is "average" in performance or doing better or

worse than others. For the professional, conducting such
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i n-depth analyses is critical, allowing an analyst to make
an i nformed busi ness or investnment deci sion.

However, the tool also has its downsides one of which is
that the findings of the analysis wll only provide answers
to the “what” questions or it only provides quantitative
data. This neans the analysis goes only to the extent of
determ ning what is wong and does not provide any possible
solutions. In order to mnimze weakness, the users of the
anal ysis have to pair it with other tools that will provide
qualitative data. By doing this it wll provide a better
pi cture of the conpany’s position in the nmarket.

In today’s dynamc and fast growi ng environnent, the banks
are inportant players in financial nmarkets and offer
financial services such as investnent funds, corporate
finance and comrercial |ending. The changing economc
environnment has a significant inpact on banks and thrifts
as they struggle to effectively nanage their interest rate
spread in the face of Ilow rates on loans, rate of
conpetition for deposits and the general market changes,
i ndustry trends and econom c fluctuations.

It has been a challenge for banks to effectively set their
growh strategies with the recent economic nmarkets. A
rising interest rate environnent may seemto help financia

institutions, but the effect of the changes on consuners
and businesses is not predictable and the chall enge renains
for banks to grow and effectively nanage the spread to
generate a return to their shareholders. For being the
owners of these financial institutions the nanagers,

suppliers, custoners, regulatory agencies, each one require
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financial information for effective decision naking. The
basic source for getting financial information is financia
statenents. Financial statenent analysis is an essential
skill in a variety of occupations |like investnent
managenent , corporate finance, comer ci al l ending and

extensi on of credits.

1.2 Rational of the Project

The rationale behind this research study is to determ ne
whi ch tool can be applied to a bank’s financial statenents
so that managenent and the public can identify the nost
critical problens inside each bank and devel op ways to dea
wi th those probl ens.

Fi nancial analysis is an evaluation of both a firms past
financial performance and its prospects for the future.
Typically it involves an analysis of the firms financial
statenents and its flow of funds. Financial statenent
anal ysis involves the calculation of various ratios. It is
used by such interested particles as creditors, investors,
and nmanagers to determine the firmis financial position
relatives to that of others.

Future flow analysis is an evaluation of the firmis charges
in financial position in order to determne the inpact that
its sources and uses of funds have on the firnls operations
and financial condition. It is wused in decisions that
i nvolve corporate investnents, operations, and financial.
The study will exam ne the banks’ performance in the recent
crisis period 2008.



1.3 Problem Area

To analyze, evaluate and conpare the performance of United
Bank Limted and Allied Bank Limted over the past five

years using financial analysis.

1.4 Project Qbjectives

Role of comrercial banks 1is considerable inportant in
relation with the inprovenent of econom c conditions of our
country. Donestic savings, causes of its low rate, effect
of soci o econom c conditions on savings, our banking system
and activities of commercial banks in nobilizing savings

rate.

The study ains to find out how useful and efficient are
ratios in judging the overall performance/progress of banks
over a specific period of tinme, in order to check the
profitability, liquidity and debt mx to the banks.

This study has been carried out in order to find the
financial performance of Allied Bank and United Bank over
the past five years. These ratios wll allow bankers and
ot her concerned parties like investors and businessnen to
make know edge based conparison with the past financial
statenents of Allied Bank and United Bank and to assess

trends in fluctuation both positive and negative.



The mai n obj ectives of current study are:

e To use the Financial Analysis tools and to see how
t hese tools determ ne the banks’ performance.

e To understand the Financial Policies and Practices of
ABL and UBL.

e To make inferences the results derived from the
rati os.

e To examne and assess the crisis effect on banks
performance in the 2008 peri od.



Literature Revi ew

A growing and dynamc banking sector is essential for
economc growth in Pakistan, as growh in the banking
sector and the real econonmy mutually reinforce each other.
The banking sector constitutes the core of the financial
sect or in Pakistan. Private sector i nvest ment and
consunption should be seen as the key drivers of the
econony and nust be supported by growng financial
intermedi ati on and services, including not only banks but
al so non-bank financial institutions, and debt securities
and the stock market.

The study given by the (Fotios, 2006) reveals that |ess
cost efficient banks, with higher than average |evels of
provisions relatively to their income and lower liquidity
tend to have lower ratings. Larger and nore profitable
banks tend to obtain higher ratings. Hi gher equity to
assets ratio results in higher ratings only when we do not
control for bank supervision and regulations. Banks in
markets wi th higher concentration and share of assets in

gover nment owned banks are assigned | ower ratings.

(Harry 2Zvi Davis and Yoram C. Peles, 1993) in their study
t hey suggest ed t hat firms liquidity ratios have
equi l i brium val ues. They eval uated the performance neasures
as capital structure and the gross nmargin ratio for
determning the equilibrating forces. For effective
deci sion making of an organization short-term liquidity is
an inportant concern of nmanagenent. If the firm has
insufficient current assets to satisfy current liabilities,



the firmmmy be bankrupt. If the ratio of current assets to
current liabilities decreases dramatically, managers nust
take nmeasures to ensure that future cash flows are
avail able to pay current liabilities.

(Stephen H. Penman, 1992 ), shows Stock price changes
associated with reported earnings innovations (typically
assessed by estimating earnings response coefficients) have
been characterized as related to the persistence of
earnings, which is defined as the revision in expected
future earnings that is inplied by a current earnings
i nnovation. Permanent earnings innovations are associated
with higher multipliers than transitory ones. In contrast
to previous research, this study shows that the earnings
persistence indicated by financial statenents is not a
fixed attribute, but changes over time and tends to revert
to the nmean of all firms. Cor respondi ngl y, pricing
multipliers follow a simlar pattern, which requires their
periodi ¢ updating through financial statenent analysis.

(Lino Sau, 2003), he generate a behavior as "over |ending”
and "over borrowi ng," the sinmultaneous deterioration in the
financial structure of the banks and of the conpanies wll
lead to an increase in the fragility of the system and thus
to the possibility of a crisis triggered by debt deflation.
This in turn causes an increase in the anount of debt and
may drive many conpanies to bankruptcy. This process may
provide an explanation for the phenonenon  of t he
persistence in the drop in income and unenploynent. If the
bankruptcies also occur in the banking sector, they cause
the destruction of information and therefore negative and
opposite effects to those described above. The latter
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generate and magnify financial instability and can trigger
the collapse of the entire econom c system He believe that
it is precisely the destruction of information that occurs
in the aftermath of a banking crisis and the consequent
coordination failure, which accounts for the contagion and
propagation that produce chain reactions in the financial
system wthin and outside the individual countri es.
Therefore, in order to gain a nore thorough understanding
of what happened in emerging countries, it is necessary to
re-el aborate a new approach.

Commerci al banks have becone a field of rising interest of
i ndustrial econom sts who endeavor in an inportant branch
of i ndustri al econom cs Vviz., theory of i nconpl ete
information and principal-agent framework. Asymetry of
information in the principal- agent problem provides
reasons for banks to play a special role to mnimze the

agency costs between borrowers and | enders (D anond, 1984).

Al though <capital market also establishes relationships
anong borrowers and Ilenders but comercial banks have
conparative advantage due to their superior capability to
provide debt wth inside information, as explained by
(Famg, 1985).

There are nunber of indicators used to evaluate the
performance of the banking industry; the best and wdely
used indicators are Return on Assets (ROA), Return on
Equity (ROE) and Net Interest Margin. Performance of a bank
in terns of earnings and profitability reflects its ability
to support pr esent and future operati ons. Mor e
specifically, this determines the capacity to absorb |osses
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by building an adequate capital base, finance its expansion
and pay adequate dividends to its shareholders (Arby, M
Farooq, 2003).

Common reason for performng financial statenent analysis
include meking investnent in a firm in setting such as
initial public offering of its comobn stock, as an
acqui sition candi dat e, in court-directed bankr upt cy
hearing, or in liquidity action. Financial health of a
business firm for periods such as quarterly reports and
annual reports (Clyde, 1990).

Financial ratios can also give mxed signals about a
conpany’s financial health, and can vary significantly
anong conpanies, industries and over tinme. Oher factors
should also be considered such as conpany’s products,
managenent , conpetitors, and vision for the future
(Fi el dsend, Langford and MlLeay, 1987).

Financial ratios are widely used to develop insights into
the financial performance of conpanies by both the
evaluators and researchers. The firm involves nmany
interested parties, |ike owners, nmanagenent, personnel,
customers, conpetitors, regulatory agencies, and academ cs
each having their views in applying financial statenent
analysis in their evaluations. Evaluators wuse financial
ratios, for instance, to forecast the future success of
conmpani es, while the researcher’s main interest has been to
devel op nodel s expl oi ting t hese ratios can be
differentiated (barne, 1986).
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When a firm borrows noney, it promses to nake a series of
interest paynments and then to repay the anmpunt that it has
borrowed. If profit rise, the debt holders continue to
receive a fixed interest paynent, so that all the gain go
to the shareholders. O course the reverse happens if the
profits fall. In this case sharehol ders bear all the pain.
If times are sufficiently hard, a firm that has borrowed
heavily may not be able to pay its debts. The firmis then
bankrupt and shareholders |ose their entire investnent.
Because debt increase returns to shareholders in good tines
and reduces them in bad tinmes, it is said to create
financial l|everage the firm has taken on (Brealey, Mers,
and Marcus, 2001).

Once you have selected and calculated the inportant ratios,
you still need sonme way of judging whether they are high or
low. A good starting point is to conpare them with the
equi valent figures for the same conpany in earlier years.
It is also known as benchmarking or cross-sectiona
analysis in which the firms ratio values are conpared to
those of a key conpetitors or a group of conpetitors,
primarily to isolate areas of opportunity for inprovenent
(Lawr ence, 1997).

Comparison of current to past performances, using ratios
analysis, allows the firm to determne whether it is
progressing as planned. Using nultiyear conparisons can see
devel oping trends, and know edge of these trends should
assist the firmin planning future operations. As in cross-
sectional analysis, any significant year-to-year changes
can be evaluated to access whether they are synptomatic of
a major problem Tine series analysis is often helpful in
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checki ng the reasonabl eness of a firms projected financia
statenents (Lawence, 1997).

Fi nanci al statenments analysis applies analytical tools and
techniques to general purpose financial statenents and
relates data to drive estimates and inferences useful in
business decisions. It’s a searching tool in selecting
i nvestnent or nerger candidates and is a forecasting tool
of future financial conditions and consequences. It’'s a
di agnostic tool in assessing financing, investing, and
operating activities, and is an evaluation tool for
manager i al and ot her busi ness deci si ons. Fi nanci al
st at enent analysis reduces our reliance on hunches,
guesses, and intuition, and in turn it dimties our
uncertainty in decision making. It does not understand the
need for expert’s judgnments but rather establishes an
effective and systematic basis for maki ng  busi ness
deci sions (Bernstien and Wld, 1990).

I ncone statenent neasures a conpany’s financial performance
bet ween bal ance sheet dates and hence, reflects a period of
time. Net inconme shows the increase (or decrease) in net
worth of conpany before considering distributions to and
contributions by sharehol ders (Bri gham and Ehrhardt, 2001).

A bal ance sheet sunmarizes the financial position of a
conpany at a given point in tinme. Mst conpanies are
requi red under accepted accounting practices to present a
classified balance sheet in which assets and liabilities
are separated into current and non current accounts.
Current assets are expected to be converted to cash and
used in operations within one year or the operating cycle,
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whi chever is longer. Current liabilities are obligations
that the conpany nust settle in the sanme tine period. The
difference between current assets and current liabilities
is working capital (Law ence, 1997).
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Met hodol ogy/ Tool s

3.1 Popul ati on

Popul ation used in the study is based on two banking
conpani es selected for the purpose of conparison

1. United Bank Limted
2. Allied Bank Limted

3.2 Nature and source of Data

The research data is secondary in nature as for this
particular project. The data has been gathered from the
bal ance sheets and financial reports of each of the two
banks nentioned above and the annual reports of the said
conpani es. The data utilized for analysis based on five
years period i.e. 2004 to 2008. The sanple size is
t herefore conprised on two banks.

3.3 Type of study

This study is based on financial analysis of UBL and ABL
Paki stan. The study 1is therefore both descriptive and
analytical in nature. The researchers have utilized the
descriptive nmethod in acquiring information for evaluating
the financial performance of UBL and ABL and subsequently

anal yzed the data using ratio techni ques.
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3.4 Analytical Tools

There are diverse ways of neasuring efficiency of banks.
The traditional nmet hod of approaching the efficiency
nmeasurenent issue is the financial analysis. This study
includes the different ratios and conmon size analysis with
i ndustry averages to analyze the financial performnce of
t he sel ected banks.

Rat 1 0S

1. Asset Utilization = Total Revenue/ Total assets

2. Capital Adequacy = Total Advances/ Capit al

3. Deposit to Capital = Average deposits/Average equity

4. Earning per share = Net Incone/Nunber of share
out st andi ng

5. Efficiency ratio = Non interest expense/net interest
income + non interest incone

6. EQuity Capital to total assets = Equity/total assets

7. EQuity Multiplier = Total assets/equity

8. Interest Expense = interest expense/total operating
i nconme

9. Interest Income = |Interest incone/Total operating
i ncone

10. Loan to deposit = Total | oans/Deposits
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11. Overhead Efficiency = Non interest incone/ Non
i nterest expenses
12. Profit Margin = Net incone/ Total operating incone

13. ROA = Net incone/ Total assets
14. ROE = Net incone/Total equity capital

15. Tax Ratio = Incone tax/Total operating incone

3.5 Presentation of Results

The data anal yzed has been presenting in the form of tables
and charts.

3.6 Limtations of the study

The study period is based upon five years data i.e. 2004 to
2008. Non availability of data on all industry average
ratios could not be secured which showed as a nmjor

limtation.
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Results and Anal ysis

Ratio Analysis is the basic tool of Financial Analysis.
Financial analysis itself is an inportant part of any
busi ness planning process. Ratio Analysis enables the
busi ness owner/ manager to spot trends in a business and to
conpare its performance and condition with the average
performance of simlar businesses in the sane industry.
Rati o analysis may provide the all-inportant early warning
indications that allow researcher to solve business

probl ens before a business is destroyed by them
Rat i 0s:

Asset utilization

Asset utilization is a tool focused on uncovering a hidden
pl ant by neasuring the difference between what the asset is

capabl e of producing and what it actually produces.

Asset utilization
Table 4.1

Years | 2004 | 2005 | 2006 | 2007 | 2008
UBL 75.45|90.96 | 94. 08 | 80. 03 | 88. 44
ABL 45.51 | 64.27 | 70.92 | 69.19 | 67. 80
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Fig. 4.1

Asset utilization
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In the financial year 2008 UBL has earned nore interest and
non-interest income which is about 88.44% from its total
assets. So, UBL is fluctuating from 2004-2006 and also in
2008 as conmpared with the previous year. Wiile ABL' s asset
utilization ratio in 2008 is 20.64% |ower than UBL. The
above values from the given table show a declining closer
trend in both the banks but in 2008 UBL has better asset
utilization ratio. On the basis of this ratio one cannot
find out which bank has better perfornmance because it is
the breakdown of ROA and RCE. ABL had faced adm nistrative
problenms in 2004 and this bank had acquired by Ibrahim
G oup. So, due to this the bank has fewer earnings as
conpared to its assets. In 2007 ABL has this ratio 69.91%
which is 10.84% | ower than UBL.

Capi tal adequacy

Capital adequacy ratio is a neasure of the anmpunt of a
bank’s capital expressed as a percentage of its risk
wei ghted credit exposure. It 1is calculated by dividing
total advances by capital. The risk weighting process takes
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into account the relative riskiness of various types of
credit exposure that banks have. The higher the capital
adequacy ratio a bank has, the greater the level of
unexpected losses it can absorb before becom ng insolvent.
The capital adequacy ratios are concerned with credit risk.

Capi tal adequacy
Table 4.2

Year s 2004 | 2005| 2006 | 2007 | 2008

UBL 28.23 | 39.54 | 38.19 | 36.99 | 36.68
ABL 13.51| 24.78 | 32.09| 31.27 | 32.95
Fig. 4.2
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Capital adequacy of the bank is concerned with the credit
risk of the bank. H gher this ratio neans greater the
ability of bank to absorb the unexpected |osses. In FYO0S8,
UBL had greater capital adequacy ratio of 36.68% which
shows that the bank has nore funds to absorb the unexpected
| osses which may occur in the future. Fromthe given table,
it is evident that the UBL shows alnost average capital
adequacy ratio from 2005 to 2008. ABL had |ower capital
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adequacy ratio from 2004 to 2008 than UBL because the bank

gi ves nore advances due to change i n nanagenent.

Deposit to capital

This ratio neasures the equity position of the bank whether
the bank has
This ratio also reveals the |less or

increased its equity against its deposits.
nmore than proportionate
the bank. It

deposits

change in the equity and deposits of al so

descri bes whether a bank increases its equity or

to neet its short fall obligations.
Deposit to capital
Table 4.3
Year s 2004 | 2005 2006 2007 2008
UBL 16. 02 | 15. 42 12. 32 11.81 11. 45
ABL 13.38| 12.5 12. 69 14. 34 14. 3
Fig. 4.3
Deposit to capital
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The equity of UBL increased by 3% as nore ordinary shares
were issued in FYO8 and the share capital of the bank
increased from Rs.8.093 billion in 2007 to Rs.10.11 billion
in 2008. As the profit earned during 2008 was 0.36% | ower
as conpared to previous year because the deposit and equity
of the bank decreased from 11.81 in 2007 to 11.45 in 2008.
From 2006 to 2008 ABL has nore deposit to capital which is
mainly due to increase in deposits and equity of the bank
while from 2004 to 2006 UBL had nore equity to capital

rati o.

Earni ng per share

Earni ng per share neasures the profit earned per share. The
hi gher EPS will attract nore investors to acquire shares in
the conpany as it indicates that the business is nore
profitable enough to pay the dividends, the conpany also
retains sone profits for the business.

Earni ng per share
Table 4.4

Year s 2004 | 2005| 2006 | 2007 | 2008
UBL 7.15| 11.48| 14.62| 10.38 | 8.24
ABL 0.81| 6.88 9.8| 6.31| 6.43
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Fig. 4.4
Ear ni ng per share
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Earni ng per share neasures the bank’s performance in terns
of shares which are outstanding. In the financial vyear
2008, UBL has nore earning per share than ABL. It shows
that nore investors are willing to purchase the shares of
UBL because of the high value of shares and the bank can
give dividends to its shareholders at tine. One thing
keeping in view that all dividend is not given to
sharehol ders but some portion of profit is retained as
retai ned earnings. From 2004 to 2006, UBL shows i ncreasing
trends in earning per share but in 2007 and 2008 the
earning per share is decreased because the bank had opened
new branches in theses years due to the requirenent of SBP.
While ABL Bank also shows increasing trend from 2004 to
2006 but in 2007 earning per share was declined and in 2008
there has been slight increase in EPS of ABL.

22



Efficiency ratio

It nmeasures a bank’s ability to control noninterest
expenses relative to net operating incone. It is calculated
by dividing non-interest expenses with operating inconme. It
i ndi cates how nuch a bank pays in noninterest expense for
one currency unit of operating incone. Banks use this ratio
to measure the success of recent efforts to control
noni nt erest expense while supplenenting earning from fees.
The snmaller is the efficiency ratio, the nore profitable is
t he bank, all other factors being equal.

Efficiency ratio

Table 4.5
Years | 2004 | 2005| 2006 | 2007 | 2008
UBL 56.42 | 42.96 | 40.29 | 41. 31| 63. 19
ABL 89.65| 47.61 | 45.25| 51. 65| 59. 21
Fig. 4.5
Efficiency ratio
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From the analysis of this ratio it is evident that in 2008
UBL bears huge interest expenses as conpared with ABL. From
FYO4 to FYO06, UBL had less efficiency ratio which nmeans the
increase in profitability of the bank in these years. In
Decenber 31, 2004, efficiency ratio of ABL was 33.23%
hi gher than UBL because the non-interest expenses
(Administrative expenses and worker welfare fund) exceeded
as conpared with interest and non-interest incone.

Equity capital to total assets

Conmputation of equity capital to total assets indicates the
conmpany's ability to satisfy long-term debt. It is
calculated by dividing equity capital to total assets. A
ratio greater than 100% neans that sonme of the fixed assets
are financed by debt.

Equity capital to total assets

Table 4.6
Year s 2004 2005 2006 2007 2008
UBL 5.3 5 4 6.4 6.4 7
ABL 6.1 6.7 6.4 5.8 57
I nd. Avg 6.7 7.9 9.4 10.5 10. 4
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Fig. 4.6
Equity capital to total assets
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From 2004-2008, equity to total assets ratio of UBL has
persistently increased. And industry average al so increased
in these years by 3.7% UBL has higher this ratio of 7% in
2008 as conpared to ABL; which is nore attractive as
conpared with industry average. |t shows UBL perforned
better in the industry. In case of ABL sone fluctuations
have been seen from 2005-2008 where this ratio has a
decreasing trend. This neans that both the banks have
decreased debt burden against its assets. Hence ABL has
performed better from 2004-08 as its ratio is less than UBL

and i ndustry average.

Equity nmultiplier

It neasures the perfornmance of bank by inproving and
enhanci ng confidence of the investor on the bank as the
equity builds up against assets of the conpany. It is
calculated by total assets dividing by total equity. It
al so neans that conmpany has sonme other forns of investnents
or loans for inproving its performance.
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Equity multiplier
Table 4.7

Year s 2004 | 2005| 2006 | 2007 | 2008
UBL 18.97| 18.5| 15.56| 15.59 | 14. 33
ABL 16.4| 14.91| 15.53 | 17.39 | 17. 62

Fig. 4.7
Equity multiplier
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In years 2007 and 2008, ABL has nore risk due to higher
Equity Multiplier which is 1.8 and 3.29 tines respectively
while UBL is less risky than ABL from the previous two
years. During financial year 2008, UBL net interest earned
grew by 17% as conpared to 2007 i.e. Rs. 23 billion due to
growing volume of advances and strong vyield on the
portfolio. So, ABL equity nmultiplier is 17.62 tinmes and UBL
which is 14.33 tinmes in 2008. ABL has | ent nore advances to
corporate sector so; it has higher equity nultiplier than
UBL. From the year 2004-2006 UBL had higher equity
multiplier which nmeans the bank had nore liquidity risk as
conpared with ABL.
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| nt erest expense ratio

All the factors being equal, the lower interest expense
rati o which neans nore profitable is the bank. The val ue of
this neasure conpared wth simlar ratios of peer banks
reveal s whether specific types of expenses contribute to
significant differences in performance.

I nt erest expense

Table 4.8
Year s 2004 | 2005 | 2006 | 2007 2008
UBL 14.44 | 31.61| 43.6| 51.16 | 50.06
ABL 17.06 | 21.94 | 55.83 | 81.97 | 110. 35
Fig. 4.8
I nt erest expense
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Interest expense ratio of UBL is 60.29% |ower than ABL in
FY08. ABL has higher this ratio in 2008 because its
adm ni strative expenses (hired professional staff) are too
hi gh which affects the overall profitability of the bank.
In the FYO6 and FYO7 UBL has lower this ratio than ABL. But
in 2005, UBL shows higher ratio than ABL which indicates
t he hi gher operating expenses (opened new branches).

27



| nterest i ncone

This ratio indicates how nmuch of a bank’s gross yield on
assets results frominterest income, noninterest incone and
realized securities gains/losses. H gher this ratio neans
the higher profitability for the bank.

I nterest incone

Table 4.9
Year s 2004 2005 2006 2007 2008
UBL 62.51| 73.79 | 75.02 | 72.83 58. 4
ABL 62.61| 78.98| 79.87 | 68.16 | 72. 33
Fig. 4.9
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In FYO8, UBL had 13.33% |lower interest incone ratio than
ABL. which shows that the bank utilizes its expenses but
generate less interest inconme from its loans. UBL had
hi gher ratio in 2007 and was |ower in 2006 and 2005.This is
because ABL takes benefit fromthe liquidity of the market
and gets | ow cost deposits and earned interest inconme which
shows the better performance of the bank. Wile from 2004
to 2006, ABL controlled its expenses and has boosted its
i nterest incone. However, ABL has higher ratio from 2004 to
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2008, because it borrowed |ow cost deposits at |ower
interest rate and offer them at higher interest rate which

shows nore profitability.

Advances to deposit Ratio

This ratio shows how nuch advances or |oans the bank is
making wth respect to its deposits. This ratio is
cal cul ated by total advances dividing it by total deposits.
The higher the ratio, the nore | oans the bank is giving and

the nore earnings it is generating.

Loan to deposit

Table 4.10
Year s 2004 | 2005 | 2006 | 2007 | 2008
UBL 70.58 | 76.99 | 82.63 | 80.7 | 81.47
ABL 59.86 | 72.48 | 79.15| 70.78| 76.9

Ind.avg| 65.8 | 70.3| 74.6| 74.8|75.94

Fig. 10
Loan to deposit

= UBL
& ABL
& Ind.Avg

2004 2005 2006 2007 2008
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Over the past five Years UBL's yield on earning assets are
increasing due to higher interest earned during the period
owing to higher advances and lending rate of the bank.
However the cost of funding earning assets of UBL increased
due to 42% higher interest expense during FY0O8 as the
deposits increased. So, UBL shows increasing loan to
deposit ratio due to increase in deposit. ABL has
persistently decreased this ratio than UBL due to huge
expenses from FYO4 to FY08. UBL from the FY04-08 perfornmed
better as conpared with the industry average. ABL showed
variations from 2004-2008. In the years 2004 and in 2007

this ratio was 5.94% and 4% | ower than industry average but
in 2005, 2006 and in 2008, this ratio of ABL was 2.18%
4.55% and 0. 96% hi gher than industry average.

Over head efficiency

It neasures the ability of the bank to control its expenses
against its incone. Wen this ratio is higher it is better
because when expenses increase the inconme of the bank wll
decline. And when the expenses decrease the incone wll
rise. Fromthis ratio the managenment can decide to mnimze
t he expenses.
Over head efficiency

Table 4.11

Years | 2004 | 2005 | 2006 | 2007 | 2008
UBL 66.43 | 61.01 | 62.01 | 65.76 | 65. 83
ABL 41.71 | 44.15| 44.48 | 61. 63 | 46. 73
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Fig. 4.11
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In the FYO8 UBL's overhead efficiency ratio is higher than
ABL. Higher overhead efficiency ratio means the bank has
| ess non-interest expenses which generate nore non-interest
i ncome. Low non-interest expenses shows the risk but higher
this ratio neans greater the non-interest inconme of the
bank. From FYO4 to FYO8 ABL was unable to control its non-
I nterest expenses. So ABL had |ower overhead efficiency
ratio.

Profit Margin

A high level of profit |ooks very inpressive but how can
one determne if the level of profit the conpany is making
is good or not? To do this, another ratio is used. The
ratio used to assess this is called the profit margin. The
profit margin is the level of profit, divided by the |evel
of sales revenue as a percentage. In other words the
percentage profit the firmis making on its sales.
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Profit margin
Table 4.12

Years | 2004 | 2005 | 2006 | 2007 2008
UBL 30.85| 31.1|34.04|25.38| 17.3
ABL 4.12132.88|36.14| 33.1| 27.7

Fig. 4.12
Profit margin

& UBL

i ABL

2004 2005 2006 2007 2008

UBL in the FYO8 has lower profit margin than ABL because
the bank had to bear nore interest and non-interest
expenses in this year. So, UBL's expenses increased from
the year 2004, as the proportion of low cost deposits
declined while that of fixed accounts increased. From the
FYO5 to FYO8 ABL's interest and non-interest expenses
decreased so its profit margin also increased than UBL. ABL
controls its expenses and its profitability increases due

to increase in fixed accounts.

Return on Assets

This ratio shows how efficiently bank utilizes its assets.
It is calculated by dividing profit after tax by total
assets. ROA is primarily an indicator of rmanageri al
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efficiency. It indicates how capably the nmanagenent of the
bank has been converting the institution's assets into
earnings. It indicates the efficiency wth which nanagenent
enpl oyed the total capital resources available to it. It is
a better neasure of operating performance than ROE because
ROE is affected by degree of financial |everage.

ROA
Tabl e 4.13
Year s 2004 | 2005| 2006 | 2007 | 2008
UBL 1.36| 1.71| 2.24| 1.58| 1.38
ABL 0.12| 1.58| 1.74| 1.27| 1.13

I nd. Avg 1.2 1.8 2.1 1.5 1.73

Fig. 4.13
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A look at the above situation can be analyzed that from
financial year 2004 to 2008, UBL has higher return on
assets. In 2008 UBL's ROA stands at 1.38 which shows that
the bank generates nore incone fromits assets. Wile ABL
had | ess ROA because the bank opened new branches in the
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country to increase its network. In 2004, ABL had | ower ROA
due to change in the managenent of the bank. Looking at the
overall trend in this ratio from 2004 to 2008, ABL has
lower ROA which is due to less earning from its assets.
From the FY04-08, ABL had |ower ROA than industry average
while UBL has better ROA in these years. But in 2008 UBL
Bank has 0.38% | ower ROA than industry average.

Return on equity

Return on equity is the rate of return flowng to the
bank’ s sharehol ders. It approximates the net benefit that
t he stockhol ders have received frominvesting their capital
in the bank (i.e. placing their funds at risk in the hope
of earning a suitable profit). ROE ratio is inportant for

the investor in security market.

ROE
Table 4. 14
Year s 2004 | 2005 | 2006 | 2007 | 2008
UBL 25.76 | 31.72| 34.8|24.71|19.74
ABL 2.03 | 23.49| 27.09| 22.14 | 19. 98

Ind. Avg | 20.3 25.0| 23.8| 15.5| 11.3




Fig. 4.14
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Increase in return on equity is not a better sign for the
bank’s performance because when bank has nore ROE, then
there are nore chances of insolvency of the bank. In 2008,
ABL has nore ROE which is due to the decrease in equity
capital relative to net income. Wiile from 2004 to 2007 UBL
has nore ROE which is an indicator of high risk for the
I nsol vency of the bank. So, the performance of both the
banks from RCE ratio cannot be determ ned. From the FY04-
08, the ROE of UBL was nore than industry average while in
2004 and 2005 ABL had | ower RCE than industry average.

Tax Ratio

This ratio measures the ability of the bank to maintain its
operating incone against the incone tax. Wen this ratio is
lower it neans that the bank has paid less incone tax on

its profit before tax.

35



Tax Ratio

Tabl e 4. 15
Year s 2004 2005 2006 2007 2008
UBL 9.9 18.47 | 17. 34 13.9 11.5
ABL 6. 23 18.9 | 18.61 | 15.24 | 13.09
Fig. 4.15
Tax Ratio

= UBL
& ABL

2004 2005 2006 2007 2008

In FYO8, UBL's tax ratio is 1.59% | ower than ABL. \Wen this
ratio is lower it shows that the bank’s performance is
better. From the FY0O5 to FY0O8 UBL had shown gradual
decrease in this ratio than ABL. It neans that UBL has
| ower total operating income which shows that the bank
generates nore profit after tax. In FYO4 the ABL has 3.67%
|l ess tax ratio than UBL which shows nore profit after tax.
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Common Si ze Anal ysi s:

Common Si ze anal ysis of Financial Statenents

Common  size financial statenent analysis perforned on
yearly basis explains changes in assets/liability mx and
cost  structure. The common size financial st at enent
expresses each items of the balance sheet or profit and
loss statement as a percentage of total assets and net
revenue earned respectively. An analysis of comon size
profit and |oss account over the years for each bank and
bet ween the banks provides certain inportant insights. It
is natural that banks spend |arge anount towards interest
expenditure and a declining trend is wtnessed on account
of general reduction in interest rates in the market.

Vertical Analysis of UBL Assets

Tabl e 4.16
2004 2005 2006 2007 2008

Cash and bal ances

with treasury banks 8.75 10 12 11 8
Lendings to

F.institutions 5.97 5 7 5 4
| nvest nent s 20. 16 18 16 22 19
Advances 53. 65 59 58 56 61
Qperating fixed

assets 1.61 1 1 3 3
O her assets 1.46 2 2 2 3
Total assets 100 100 100 100 100
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Fig. 4. 16
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In the vertical common size analysis researchers have been
conparing the percentage increase or decrease in the
individual item fromthe preceding year. If one can | ook at
the given table in FY0O8, +the cash and balances wth
treasury banks are decreased by 3% There are two factors
whi ch account for the decrease of Cash and balances wth
treasury banks which includes local currency current
account and foreign currency cash reserve. The |[ocal
currency current account is maintained by SBP while foreign
currency cash reserve is maintained to at |east 5% of the
bank's foreign currency deposits which is kept in a non-
remunerative account as prescribed by SBP. And in Decenber
31, 2008, it carries mark-up at the rate of 0.90% and in
the sane period of l|ast year the mark-up at the rate was
4. 24%

In the year 2005, the Cash and bal ances with treasury banks
had increased by 1.25% from the sane year as conpare to
precedi ng year because the |ocal currency account was on an
increase by 8.78 MIlion and foreign currency cash reserve
by 9.31 MIlion. So, the bank had to maintain cash reserves

against the foreign currency and |ocal currency accounts.

38



And in the financial year 2007 the cash and bal ances wth
treasury banks are decreased by 1%

In FY0O8, the lending to the financial institutions was
decreased by 1% from the previous year 2007. The unsecured
| endings carrying mark-up at rates ranging from 9.50% to
15.65% per annum and in 2007, the mark-up was 9.50% to
11. 00% per annum The markup was higher in 2008 because the
securities were premature. In 2006, the Ilending to
financial institutions was increased by 2% due to higher
mark-up rates ranging from 7.99% to 9.40% per annum and in
2005, the interest rate was 3.5% to 8.75% per annum The
total investnent of the bank was decreased in FYO8 by 3% as

conpared with the previous year.

Total advances were increased by 5% in 2008 as conpared
with the previous year because perform ng advances given
under various Islamc financing nodes anounting increases
by Rs.469.910 mllion in 2008 to Rs.339.477 mllion in
2007. The average trend shows the increase in advances from
the FYO4 to FYO08. O her fixed assets and operating assets
show al nost the same trend in 2007 and 2008. And also from
2004 to 2006 the operating and fixed assets were al nost
sarne.
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Vertical Analysis of ABL Assets

Tabl e 4.17
Year s 2004 2005 2006 2007 2008
Cash and bal ances with
treasury banks 7 7.66 9.14 9.29 6.45
Lendi ngs to financi al
institutions 10. 44 3 7.56 575 4.31
| nvest nent s 37 23.33 18.63 26.23 22.53
Advances 38.4 57.75 57.15 52.61 58.08
Operating fixed assets 3.84 2.45 2.56 2.36 3.04
O her assets 1.65 3.75 4.03 3.34 4.74
Total assets 100 100 100 100 100
Fig.4.17
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In FY 08, the Cash and balances with treasury banks were
reduced by 2.84% due to the decrease in l|ocal currency
account. And from Decenber 31, 2004 to the sane period of
2007, the cash and balances of the bank shows increasing
trend. From 2004 to 2007, it was increased by 2.29% There
have been mnimm changes in the lendings to financial
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institutions in 2007 and 2008 but as conpared with the
2006, it was decreased by 3.25% Investnent on securities
had decreased in 2008 due to the “Floor Mechanisni, the
i ndi vidual security price of equity securities could vary
within normal circuit breaker limt, but not below the
floor price level.

Advances portfolio of ABL grew by 5.47 % to Rs.223.6
billion represented by 72% corporate |oan book and 19% SME
| oan book. The bank has nmanaged to increase its narket
share by 40 basis points to 7.1% by end of the year 2008.
In 2005, the advances grew by 19.35% The operating fixed
assets and other fixed assets of the bank shows average
trend from the FY04 to FY08. There were no significant
changes in the operating fixed assets and other fixed

assets of the bank.
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Vertical Analysis of UBL Liabilities

Tabl e 4.18

2004 2005 2006 2007 2008
Cust oner deposits 90.21 88.89 85.16 82.33 86.16
I nter bank
borrow ngs 4. 69 6. 70 9.80 12.11 7. 88
Bills payabl e 1.49 1.28 1.16 1.25 0.93
G her liabilities 1.38 1.91 2. 36 2. 63 2.90
Share capital 2.03 1.59 1. 65 1.66 1.80
Reserves 2.32 1.91 2.11 2.10 2.76

Un - appropriated
profit /Il oss 1.28 2.26 3.16 3.21 2.96
Sur plus on

reval uati on of

assets 1.17 0. 89 0. 68 1.72 0. 29
Total Liabilities 100 100 100 100 100
Fig. 4.18
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From the given table there is a 3.83% increase in custoner
deposits in 2008 as from previous year. In local currency
the custoner deposits were increased from Rs. 3.09 MIlion
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in 2007 to Rs.3.53 MIlion in FY08 And foreign currency
account was increase from Rs.0.91 MIlion in Decenber 31,
2007 to Rs.1.32 MIlion in the sane period of 2008. In 2004
the custoner deposits were decreased by 1.32% due to the
increase in non-renunerative deposits of the bank which
were increased in 2005.

Inter bank borrow ngs continuously increased from 2004 to
2007 due to the increasing trend of the nmarkup as
prescribed by the state bank of Pakistan. Wile inter bank
borrow ngs has been decreased by 4.23% in 2008 as conpared
with the previous year because the nmarkup on repurchase
agreenment had been increased in 2007 from 8.90% to 10.00%
per annum to 9.00% to 15.00% per annum in 2008. And also
hi gher interest rate on the call borrowi ngs in Decenber 31

2008 as conpared with the previous year.

Bills payable were decreased by 0.32% in 2008 from the
previous year. This shows that the bank has paid off its
l[iabilities in 2008. The overall trend shows the decrease
in the bills payable of the bank 2004 to 2006.

Oher liabilities of the bank were increased by 0.27% which
includes an accrual of Rs.338.551 mllion for the year
ended Decenber 31, 2008 and Rs.263.181 mllion for 2007 in
respect of enployee bonus schenme. The objective of the
scheme is to reward, notivate and retain high performng
executives and officers of the bank by way of bonus in the
form of shares of UBL. The liability of the bank in respect
of this schene is fixed. These liabilities were increased
from 2004 to 2008 because of the above nentioned factors.



The bank decided to increase its share capital from Rs.10.3
billion to Rs.20 billion in 2008. So, the share capital was
increased by 0.14% in 2008 from the previous year. The
reserve of the bank was increasing continuously from
Decenber 31, 2007 to Decenber 31, 2008 because the bank had
to payoff the dividend from certain portion of the reserve
to neet the shareholder’s obligations. Another reason for
the increase in reserve is the increase in reserve
requirement of the bank as prescribed by the SBP
regul ations. Surplus on revaluation of assets was decreased
by 1.43% due to the increase in tax liability of the bank.

Vertical Analysis of ABL Liabilities
Tabl e 4.19

Year s 2004 2005 2006 2007 2008
Cust oner deposits 87.37 90.67 87.92 87.92 86.39
I nter bank

borrow ngs 8.67 5.45 7.86 7.64 8.07
Bill s payabl e 1.75 1.38 0.97 1.16 0.86
Oher liabilities 2.22 2.51 2.18 2.44 3.96
Share capital 3.04 2.52 1.92 1.79 1.88
Reserves 0.5 0.77 0.78 0.88 1.01
Un-app p/L -4.36 1.53 2.39 2.32 2.48
Equity - Tier | 6.53 7.95 6.93 6.13 6.04
Sur plus on rev. of

assets 0.58 0.92 0.62 0.49 0.45
Total Liabilities 100 100 100 100 100
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In the FY08, FYO7 and FY06, the custoner deposits have not
shown significant changes because the liquidity position of
the market was not good in these years. Inter bank
borrowi ngs of the bank were decreased by 3.27% in the
Decenber 31, 2005 as conpared with the sane period of the
preceding year. The reason for +the decrease in the
i nterbank borrowing is that the higher borrow ng rates.

Hori zontal Analysis of UBL Assets
Tabl e 4. 20

2004 2005 2006 2007 2008
Cash and bal ances with

treasury banks 100% 142.9 205.3 241.3 210
Lendings to F.|I 100% 109.9 181.8 152.4 140.2
I nvest nent s 100% 114.7 122.4 210.3 211.7
Advances 100% 140 169.1 204.7 253.8
Operating fixed assets 100% 101.3 119.1 385.1 410.2
O her assets 100% 197.3 253.5 300.5 432.2
Total assets 100% 127.3 155.3 194.5 222
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Fig. 4.20
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If one can look on the table the cash and bal ances wth
treasury banks wth respect from the Decenber 31, 2004
which is considered as base year, the cash and bal ance has
been increased by 42.9% in 2005, increased by 105.3% in
2006, also increased by 141.3% in 2007 and in 2008 it is
increased by 110% The cash and balances with treasury
banks have decreased by 31.3% as conpared wth the
preceding year due to foreign currency account and the
| ocal currency accounts.

If researchers look at the table it is concluded that the
total assets of UBL was increased by 122% in 2008 as
conpared with the FY04. This increase is due to the
increase in the investnent activities of the bank. The
investment of the bank was increased by the 111.7% as
conpared with the FY04. Total advances of the bank also
increased by 153.8% in 2008 as conpared wth the FY04. UBL
is a market |eader in the consuner business segnment with a
13% overall market share. The bank's consuner business
stands at Rs. 42.7 billion and fornms 17% of its total |oan
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portfolio. There was a 9% decline in the consuner segment
of the bank during HYOS8.

Hori zontal Analysis of ABL Assets
Table 4.21

Year s 2004 2005 2006 2007 2008
Cash and bal . 100% 136 212 274 218.16
Lendi ngs F. | 100% 35.72 118 114 97.64
I nvest nent s 100% 78.38 81.9 146 144.16
Advances 100% 187 242 283 358.03
Operating fixed assets 100% 79. 33 108 127 187.1
O her assets 100% 283.2 398 419 680. 58
Total assets 100% 124.3 163 207 236. 68
Fig.4.21
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From the given table it is nmentioned that the Cash and
bal ances with treasury banks of ABL bank were increased by
118.6% in Decenber 31, 2008 as conpared with the sane
period of 2004. But in 2008, the cash and balances wth
treasury banks of the bank have decreased in 2008 by 55.84%
because of the financial crises faced by the banks in 2008.
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Lendings to financial institutions in FYO8 were decreased
by 2.36% as conpared with the FYO4 due to the higher rates
on the lending in 2008.

ABL |ends advances nmainly to the corporate sector of the
econony which were increased by 258.03% in Decenber 31,
2008 as conpared with the sane period of the base year. The
total assets of the bank were increased by 136.38% in the
year Decenber 31, 2008 as conpared with the sanme period of
the base year because the total investnent of the bank in
different securities, bonds or in fixed assets were
increased in 2008 by 44.16%

Hori zontal Analysis of UBL Liabilities
Tabl e 4. 22

2004 2005 2006 2007 2008

Cust oner . dep 100 125.1 145.52 174.43 210.01
I nter bank

borr owi ngs 100 181.6 321.86 493.53 369.05
Bills payabl e 100 109.5 119.66 159.51 136.29
O her

liabilities 100 176.9 263.98 364.67 462.93
T.Liabilities 100 127.8 154.15 191.13 219.87
Share capital 100 100.0 125.00 156.25 195.31
Reserves 100 105.3 140.28 173.46 262.03
Un-app P/ L 100 224.9 379.60 478.06 507.08
Sur pl us on

rev. of assets 100 97.27 88.84 280.99 54.78
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Fig.4.22
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The Custoner deposits of UBL were increased by 110.01% in
Decenber 31, 2008 as conpared with the sanme period of the
base year. The deposits of the bank increased gradually
from 2004 to 2008. The growh in the deposits indicates the
increase in the market share of the bank. The total
l[iabilities of the bank increased due to the increase in
the inter-bank borrowings to neet the short term
obligations of the bank and also due to the increase in
cust oner deposits. The bank increased its reserve
requirement by 162.03% to pay the dividend of the
sharehol ders. The Surplus on revaluation of assets had
decreased by the 45.22% in 2008 as conpared with the base
year.
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Hori zontal Analysis of ABL Liabilities
Tabl e 4.23
2004 2005 2006 2007 2008
Custonmer deposits 100 127.71 163.01 208.85 235.36
I nt er bank
bor r ow ngs 100 77.32 146.83 182.92 221.55
Bills payable 100 96. 65 89.9 137.88 116.5
Gther liabilities 100 139.49 159.67 228.7 424.86
Share capital 100 101.91 101.91 122.27 146.74
Reserves 100 192.05 253.42 367.09 482.98
Un - appropriated
profit / (loss 100 (43.27) (88.82) 110.41 135.21
Equity - Tier | 100 136.69 171.78 194.83 220.21
Sur pl us on
reval uati on of
assets 100 202.48 180.45 181.93 191.83
Fig. 4.23
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which resulted in 8% growh in Current & Saving Accounts
(CASA). This deposit growmh has enabled the bank to
increase its market share by 40 basis points, in only one
year’'s time, to reach 7.8% by end of the year 2008. The
reserve requirenent of the bank was increased from 2006 to
2008. In 2008 the bank bears un-appropriated |oss due to
hi gher interest on borrow ngs.

» Findings of comon size analysis of the both banks
bal ance sheets:

From the common size analysis of the balance sheet of UBL
and ABL it is concluded that the deposit to capital ratio
of ABL is higher than UBL by 2.85% in 2008 because the
deposits of ABL was increased by 135.36% and UBL's deposits
increased by 210.01% as conpared with the base year. Wile
ABL's deposits increased by 86.39% and UBL's deposits
increased by 86.16% as conpared with the previous year.
However, equity of ABL increased by 1.88% and UBL's equity
increased by 1.80% as conpare with the previous year. The
deposit to capital ratio of UBL was better in 2004 and 2005
because of decrease in the equity of the UBL.

Capital to total assets ratio of UBL was better in 2008,
which was 2.7% higher than ABL because the equity of UBL
was decreased as conpare with assets. Although the increase
in assets of ABL is higher than the UBL but the earning on
assets of UBL is better due to decrease in expenses.

The loan to deposit ratio of UBL was better than the ABL
from the FYO4 to FYO8 because the total advances of the
bank grew and UBL took benefit from the liquidity of the
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market to lend nore loans to the customers. The loan to
deposit ratio of UBL was 5.48% greater than the ABL in 2008
the reason behind the nore loan to deposit ratio of UBL is
hi gher than ABL due to the | ess cost of borrow ng funds.

The equity multiplier of ABL is higher than UBL in 2008
because the equity of ABL is less than UBL. The ABL
generates nore loans on its equity. This shows that the ABL
cannot raise its assets as conpared with UBL. It neans that
ABL in 2008 has nore risky as conpared w th UBL.

The assets quality of UBL is better than ABL because the
return on Asset ratio of UBL is higher than ABL from the
FYO4 to FY08. In 2008, the total assets of UBL were
increased due to which the assets of UBL generate nore
income than the ABL.

The return on equity ratio of ABL was higher than UBL in
2008, but in 2007 return on equity ratio of UBL is nore
than the ABL. The return on equity of both the banks shows
Vari ations from 2004 to 2008.
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Vertical Analysis of UBL incone statenent
Tabl e 4. 24
Year 2004 2005 2006 2007 2008

I nterest expensed (18.77) (29.99) (36.76) (41.26) (46.16)

I nterest incone 81. 23 70.01 63. 24 58.74 53.84
I nterest incone
after provisions 77.56 62. 93 56. 22 43.09 38.35
Non. I nt . expenses (72.33) (40.76) (33.96) (33.32) (31.7)
PBT 52.95 47.03 43. 32 31.68 26.55
Taxat i on (12.87) (17.52) (14.62) (11.21) (10.6)
Un app. profit b/f 14. 99 16. 24 22. 28 20.47 15.95
PAT 40. 09 29.51 28.7 20.47 15.95
I nt erest earned 100 100 100 100 100
Fig. 4.24
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As research team analyzed from the table that UBL has
experienced strong growh in profits over the past years.
However, the bank could not maintain this rising trend of
profitability in 2007 when it posted a profit after tax of
Rs. 8.4 billion, which was 11.25% | ower than that of 2006.
The profits decreased despite a substantial growth in the
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interest and non-interest incone of the bank because of 40%
increase in interest expense (cost of funds). The bank's
i nterest expense has been increasing since 2004 because the
proportion of |low cost deposits declined while that of
fi xed accounts increased.

During FY08, the net interest earned grew by 5% as conpared
to sanme period of last year was Rs.23 billion due to
growi ng volume of advances and strong vyields on the
portfolio. However due to increased provisioning against
advances and consuner |oans and bad debts witten off, the
net interest inconme decreased by 4.9% from FYO7. The non-
interest incone of the bank grew by 8. 7% was Rs.16.7
billion mainly due to increased fee incone, inconme from
dealing in foreign currencies and derivatives gains.

For the period Apr-Jun 2008 (2Q08) UBL posted a PBT of
Rs.4.5 billion. The PBT for HYO8 was Iimted by the
conbi ned inpact (Rs.0.8 billion) of Wrkers' WlIlfare Fund
(VWAF) , increased provisioning of NPLs  under SBP' s
regul ations and Early Ret i r enent Schene ( ERS)

Adm ni strative expenses have increased with prem ses costs
have increasing due to addition of 5 new branches, ongoing
branch renovations and investnents in call centre and core
banking facilities. PAT for 2Q08 is lower than that posted

in the previous quarter.

Increased provisioning under the SBP Regulations for the
year, also limted the positive inpact of increase in
interest incone. Thus increased provisioning and high
adm ni strati on expenses due to higher personnel cost in the
consuner business and the introduction of Early Retirenent
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Schene (ERS caused an
negative i npact
i ncreasi ng expenses

on profits in 2007.

impact of Rs.345 mllion) had
UBL has been incurring

a

in order to upgrade and expand its

branch network over the years.

Verti cal

Anal ysis of ABL | ncone statenment

Tabl e 4.25
Year s
| nt er est expense
I nterest incone
Int.incone after
pro
Non- I nt.incone
Non. I nt. expenses
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Taxati on
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| nt erest earned

Fig. 4.25
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In the FYO8, the profit after tax of the bank was decreased
by 3.65% as conpared with the previous year because the
bank opened new branches due to the regulations of the SBP
The interest expenses were increased which shows the |ess
profitability of the bank. The profit before tax of the
bank was decrease by approximately 8% in 2008 as conpare
with the previous year due to increase in the expenses of
the bank. ABL beard loss in 2004 but the bank inproves its
performance and bank brought itself fromloss to profit in
2005 due to decrease in interest and non-interest expenses.
In 2005 the interest income of the bank was increased by
18.12% as conpared with the previous year. In 2007, the
profit before of the bank was again decreased by 10.61% due
to the decrease in the interest incone and increase in the
i nterest and non-interest expenses of the bank.

Hori zontal Analysis of UBL i ncone statenent
Tabl e 4. 26

Year s 2004 2005 2006 2007 2008
I nterest earned 100 218.31 357.29 444.51 565.89
I nterest expensed 100 348.92 699.86 977.41 391.87
Interest incone 100 188.14 278.16 321.41 375.09
Interest income after

provi si ons 100 177.11 258.97 246.95 279.78
I nt erest expenses 100 123.02 167.76 204.75 248.03
Profit before taxation 100 193.91 292.28 265.97 283.75
Taxation 100 297.31 405.96 387.35 466. 37
Unappropriated profit 100 236.51 530.94 606.91 601.89
Profit after taxation 100 160.72 255.79 227.00 225.13
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The net interest earned by the bank was increased by the
465.89% in Decenber 31, 2008 as conpared with the sane
period of 2004; this was mainly due to the increase in the
loans to custoners by Rs.5.9 billion in FY04 to Rs.40
billion in FY08. The interest expense of the bank was
i ncreased by 148.03% in 2008 as conpared with the FY04. The
Profit before taxation was increased by 183.75% in Decenber
31, 2008 as with the sane period of the base year. But the
net income of the bank was decreased in 2008 due to
increase in taxes by 366.37% as conpared with the sane
period of the base year. |In 2007, the profit before
taxation of the bank was decreased due to decrease in the
interest incone and increase in interest expenses and non-
interest expenses of the bank and bank inprove its
efficiency and increase its profitability in 2008.

57



Hori zontal Analysis of ABL |ncone statenent
Tabl e 4.27

Year s 2004 2005 2006 2007 2008
| nt erest earned 100 188.61 328.25 404.24 582.88
I nt erest expensed 100 254.96 855.44 270.99 2085.34
| nterest incone 100 176.55 234.18 249.59 314.81
I nterest incone
after provisions 100 250.13 333.54 288.10 372.57
Non-i nt erest i ncone 100 111.46 140.74 70.76 86. 24
I nt erest expenses 100 105.29 131.97 152.46 212.99
Profit before
taxation 100 100.36 138.28 123.58 127.07
Taxat i on 100 602 777 647 677
Profit after
taxation 100 (47.07) 110.47 86.66 107.73
Fig. 27
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Net mark-up / interest income, as a result, rose by over 7%
to Rs.14.0 billion primarily due to higher interest rate
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spread which rose to 5.7% conpared with last year’'s 5.1%
Non mark-up inconme rose to Rs.4.2 billion or up by alnost
6% This works out to be 23% of gross inconme for 2008. The
core fee, conm ssion and brokerage inconme grew by over 19%
to Rs.1.98 billion. In the financial year 2004 to 2007, ABL
Bank cannot mmintain its profitability. But in 2008, the
bank increases its profit due to decrease in the interest
and non-i nterest expenses of the bank.

» Findings fromincone statenent Analysis:

From the common size analysis of incone statenment of both
t he banks we concluded that the net profit margin ratio of
ABL was better from FYO5 to FY08. This increase in profit
margin ratio of ABL is due to the increase in the interest
incone by 214.8% from the base year. Wen interest incone
of the bank increases it ultimately shows the increase in
the net incone of the bank. The profit margin ratio of UBL
and ABL in 2008 has declined due to gradual decrease in

their interest incone in this year.
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Concl usi ons

Fi nanci al anal ysis focuses on one or nore elenents of
a bank’s financial conditions or operating results.
After the financial anal ysi s, we conme to the
conclusion that the performance of UBL of Pakistan is
much better than the ABL.

ABL showed a high increase in its equity nmultiplier
from 2004-2008; it shows the higher risk for ABL.

The return on assets (ROA) and return on equity (ROE)
of UBL is nmuch better from 2004-2008 than the ABL.
Increase in ROA and RCE shows that the UBL utilized
its assets nore efficiently and increases its
profitability.

Earning per share (EPS) of UBL is also higher than ABL
from the past five years. Increase in EPS indicates
the confidence for the investor and shareholders on
the bank. From the financial analysis of both the
banks it is concluded that the interest expenses of
ABL are higher than UBL from 2004-2008.

A gradual increase in assets utilization ratio has
seen in UBL, UBL has wutilized its assets nore
effectively than ABL. UBL is increasing its earning on
assets as conpare to ABL; in the past five years. As
the financial analysis showed that the results of ABL
are not effective as conpared to UBL.

The profit after tax of the UBL in 2008 was |ess than
the previous year because of the 44% increase in the
non-interest expenses of UBL. These expenses increased
because UBL had |aunched the early retirenment schene
for its enployees in 2008. The profit after tax of ABL
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al so decreased in the FYO8 because of increase in the
non-int erest expenses in 2008 of ABL.

From the comon size analysis of the bal ance sheet of
UBL and ABL it is concluded that deposit to capital
ratio of UBL was better in 2004 and 2005 because of
decrease in the equity of UBL.

From the conmon size analysis of incone statenent of
both the banks we concluded that the net profit margin
ratio of ABL was better from FYO5 to FY0S8.
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Recomendat i ons

By increasing advances to deposit ratio ABL can
significantly enhance its income and profitability in
com ng years.

Reduction in non-performng |oans to enhance markup
incone by inproving loan procedure and plus the
utilization of the | oan usage shoul d be nonitored.

There are great opportunities for both the banks in
the country to grab the markets of mcro financing
especially in rural areas because mjority of the
popul ation  of Pakistan is living in villages.
M crofinance can easily used for the devel opnent of
agricultural and agro based small industries.

Both the Banks should focus on the consuner |oans but
the consuners |oans are decreased in FYO8 due to the
financial crises faced by the econony. Another reason
for decreasing the consuner loans is the high
inflation and increasing interest rates. So, the bank
should focus on inproving the consuner |oans by
enhancing its market share in consunmer business to

t el ecom and def ense sectors.

UBL can enhance the consuner business in international
mar ket. However, the bank wll increase its profits
but also diversified the risks for the bank. UBL'Ss
growing international business wll nake it |I|ess
vul nerable to the inpact of the present downturn in
the econony, rising profit and |ow donestic credit

demand.
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The net profit of the UBL has been decreased in the
FY08, as conpared with the previous year because of
the liquidity crunch this year. So, the bank wll
enhance its profitability by |aunching new innovative
products.

Majority loans of ABL are unsecured so ABL should
focus on consuner loans i.e. short term | ending.
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