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Abstract
Evaluation of banks performance is very importan¢nsure sound and

stable financial system in the economy, and thenntwease the
contribution of the banking industry towards theowgth and

development of the economy. Thus, this study waducted bearing
this purpose aimed at evaluating the performancdoaf Ethiopian

private commercial banks namely, Dashen Bank, Mierhational

Bank, Wegagen Bank, and Zemen Bank, they maintawexdthe past
five years, 2010 through 2014. The study employ&®dELS model i.e.
evaluating the performance of those banks basediorparameters
such as Capital adequacy, Asset quality, Manageneffitiency,

Earnings ability, Liquidity and Sensitivity to matkrisk, and followed
descriptive method of data analysis. The data weokected from

secondary sources, such as, from 2010 to 2014 ameparts of each
bank. The researcher then analyzed the five yaanéial statements of
those banks, using respective performance indicedtios per each
CAMELS component and the researcher compared tmksbaach

other and assessed their trend throughout the yma&r periods. The
study found out that, there was inconsistency & pglkrformance of
those banks over the five years and among thenssélhe researcher
forwarded recommendations for those banks to desigpropriate

credit policy; to maintain good quality of their st; to use their
maximum effort to increase their capital; to budg@propriate mix of

assets and liabilities; and to design appropriatdigy for composition

of liquid and illiquid assets for maintaining godiquidity position. In

addition, the researcher recommended the regulabmwglies such as
National Bank of Ethiopia should set standardizeshkb performance
indicator ratios along with their benchmarks to ifdate the evaluation

of banks performance.

Keywords: Exact competitive performance, financial statement
analysis, CAMELS system, ratio analysis, trend ysig) and
comparative analysis
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1. Introduction

1.1Background of the Study

In the early and mid2000s, the commercial bankimglustry

experienced a period of recording profits. Duringripds of falling

profits and even during periods of record profitsany banks have
weak and inefficient areas that need to be addiesSee way to
identify weaknesses and problem areas is by amgyZinancial

statements (Hurdigins, 2008). Banking system playsery important
role in the economic life of a nation. The healthtlee economy is
closely related to the soundness of its bankindesys Beyond the
intermediation function, the financial performarafebanks has critical
implications for economic growth of countries (Imtational Journal of
Economics and Financial Issues, nd). As the banlgegtor is

considered a vital segment of a modern economyeffisiency is of

vital importance. In order to ensure a healthyritial system and an
efficient economy, banks must be carefully evaldasad analyzed
(Rengasamy, 2012).

The term performance as defined by Rengasamy (204f2ys to
“carrying in to execution or achievement. or accbsghpnent of
specific activities or the performance of an unaldrtg of a duty”.
Rengasamy, (2012), also defines the term bank imeaioce as “the
adoption of a set of indicators which are indicatiof the bank’s
current status and the extent of its ability to ieech the desired
objectives”. Banks today are under great pressungetform-to meet
the objectives of their stock-holders, employeespaditors, and
borrowing customers, while somehow keeping govemntmegulators
satisfied that the bank's policies, loans, and stments are
sound(Rose, 1999). According to Rose (1999), mahybanking
failures has been associated with the manageristiaka@s, the quality
of the assets the bank holds, outright fraud, amdoge volatile and
uncertain economy that demands new standards ke ibanagement.

Assessing the health of an economy can be accdmegliby studying
the financial performance of its banks. Then bagkamnd financial
industry has become a reality in today's economayt B witnessing a
growing both in terms of the number of such institos, or in terms of
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the amount of money managed by or diversity aadwitin spite of this
progress and successes achieved by the banking fiaadcial
institutions, it still have challenges which wi#quire further intensive
efforts on the part of these institutions (Europedournal of
Accounting Auditing and Finance Research, 2014)usThs studies
shows that many organizations including banks ailn§ to achieve
their objectives due to misunderstanding or not ribga their
competitive performance among their market areastrgl, as evidence
(Webb & Robert, 2004). The biggest problem in bagkis measuring
performance (European Journal of Accounting Auditand Finance
Research, 2014). So banks should give a greatafieadaluating their
performance. Especially, in a developing countke IEthiopia which
has under developed banking industry and its fil@nc
exchange/market are dependent on banks, timely uriegs and
evaluating performance of banks is of highly cruciecause, even
though banking in Ethiopia is not developed amornigstworld, it is
the dominant business in Ethiopia, and the faibfrbanks will result
in financial distortion and economic discrepanciasthe country
(Zerayehu, Kagnew, & Teshome, 2013).

In this very competitive era, it is also very imgoit for banks to
evaluate how they are performing; they need to uatal their

performance through trend analysis and compariagelves with the
industry. In addition to maintain the bank’s prakility, the efficient

working of banking industry will boost the econongoowth of the

country up. Therefore measuring the performancaofmercial banks
in Ethiopia, should not be the task of the banlgribelves, rather the
government and any interested entity should engagsuch like

studies. DB, NIB, WB and ZB are the commercial lsaokder study
which are rendering financial services in the counand are

contributing more to the development of the couateconomy, which

needs such timely supervision, analysis and evaluat

1.2. Statement of the Problem

"Due to the nature of banking and the importané @l banks in the
economy in capital formation, banks should be nveatched than any
other type of economic unit in the economy"(Red2ly12). Therefore,
the overall economic system to be healthy, banksinne be healthy
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and have good performance. To understand the fimlanealthiness of
banks, it is essential to evaluate their past perdmce. In addition,
planning is the key to the success of any busirasg.good plan as to
Yaregal (2007) should be related to the firms éxgststrengths and
weaknesses. As per Yaregal, (2007) strengths nmstinderstood if
they are to be used to proper advantage and wesds@nust be
recognized if corrective action is to be takenntdging strengths and
weaknesses requires evaluating past performancdée Wanks help
business organizations by rendering a wide rangerotiucts and
service, the products and services are more oridiesgical from one
bank to another, and there is little scope foredéhtiating between
them. Therefore, it is necessary to measure theksbamdividual

performance to determine their contribution to thHmisiness
development (Rengasamy, 2012).

The mere financial statement produced by each banay be

misleading in understanding their exact competifpegformance, for
they only show the absolute figures of their finahcesult. To know

the banks exact competitive performance, thesendiah statements
should be analyzed and interpreted well and thislm done through
ratio analysis i.e. CAMELS rating system. Accorditg Yeregal,

(2007) an accounting figure conveys valid and Usaaning when it
is related to some other relevant information. Besiratio analysis
allows the bank manager to evaluate the bank'smuperformance,
the change in its performance overtime (time seaigaysis of ratios
over a period of time), and its performance rettito that of

competitor banks (cross-sectional analysis of satioross a group of
firms (Ongore, 2013).

Therefore, if banks exact competitive performansenot evaluated
overtime and comparing with their competitors withtheir industry
however, banks will not be able to identify theitreagth and
weaknesses and problem areas, understand theit erateting
capacity, plan their future with certainty, know athchanges they
brought over the past years, and as a result willbe able to achieve
growth and development and thereby they will fadn the
consequence, if banks fail, the overall economgtesy in the country
will be deteriorated, since banks are backbonethefeconomy. In
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addition, poor bank performance can lead to banfarigre and crisis
which in turn have a negative repercussion on tom@mic growth of

the country (Ongore, 2013). Therefore, evaluatimg performance of
banks is a serious matter that should not be se@bforrow concerns

not only banks themselves, but also governmenteanecians, and any
interested body.

But with this severity, as the knowledge of theemssher, still little
research has been done about evaluation of baekfsrmance in
Ethiopia. Among the researches that have been ctedluTesfaye,
(2012), finds out that high performance is relatethe ability of banks
to control their overhead risk, diversify their amoe sources by
incorporating non-traditional banking services awdntrol their
overhead expenses. And also, on the other resdartlas been
concluded that diversification, operational effriyg, market
penetration, capital adequacy, bank size, loanngity and asset
quality are the significant key factors that infige bank's profitability
in Ethiopia (Determinants of Ethiopian CommerciainRs, nd).

In addition to filling this research gap, a timedyaluation of bank's
performance is of highly important for banks unter study, for such
like studies are time sensitive to be outdatedk@donducted to know
the performance of banks for specified period ofeti Therefore,

previous studies have no role in understandingeotrstatus of banks
other than may be used as guidance for evaluatigmope, and hence,
up-to-date study is very necessary to understanmermustatus of banks.

Minding this, the researcher undertook this stumgxamine the exact

competitive performance of four selected Ethiopgammercial banks

such as, DB, NIB, WB, and ZB, they maintain ovevefiyear

periods(2010 through 2014) through trend /time eseranalysis,

comparing with each other, through horizontal/cresstional analysis,

by using CAMELS rating system through ratios.

In general, throughout this study the researchdrtiyi to answer the

following basic research questions:

* How the selected banks are performing well in re@tato capital
adequacy over the five years?

* How the qualities of the assets of the selecteé$are over the five
years?
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* How is the management of the selected banks eiticeer the five
years?

* How the earnings of the selected banks remain theefive years?

» Are the selected banks remaining liquid over thie fiears?

* How much the selected banks are sensitive to maiketover the
five years?

1.3 Objectives of the Study
The study has been conducted to achieve the follppie-established
research objectives.

1.3.1 General Objective

» To evaluate the performance of selected banks, ascibB, NIB,
WB, and ZB, they have maintained over the five ysanods (2013-
2014) through trend/vertical analysis and horizbngaalysis
(comparing each other) using CAMELS rating system.

1.3.2. Specific Objectives

» To appraise the capital adequacy of the selectekisbaver five year
periods,

 To assess the asset quality of the selected bawds five year
periods,

» To examine the management efficiency of the sedebtnks over
five year periods,

» To weigh up the earnings quality of the selectatkbaver five year
periods,

» To evaluate the liquidity of the selected banksrdtie five periods,
and

* To assess sensitivity to market risk of the seteti@nks over five
year periods.

2. Research Methodology
2.1. Research Design and Approach

This study is designed to be comparative and tramalysis i.e. to
examine the exact performance of each selectedshbénykcomparing
their current performance with their previous perfance and with
each other over the five years. Since, as it iSasvthat, using banks
financial statements as performance indicator wilt lead to better
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understanding of its exact competitive performarather, the bank’s
financial position should be evaluated over timeodigh trend/time
series analysis and comparing with its competitathin the industry
through comparative/cross sectional analysis.

The comparative and trend analysis has been caeiggtantitatively

and applied descriptive method of analysis by usatigps, percentages,
graphs, and bar charts. Because, the data thateavecollected are all
guantitative and can’t be expressed in quality, dhalysis followed

guantitative approach. The major data for analysispose was

collected from secondary sources such as, diffepeiblications and

directive manuals of National Bank of Ethiopia dhd five year (2010-

2014) annual reports of each selected banks.

The study applied CAMELS rating system that is i@leate the
financial performance of each selected bank’s basad bank’s
specific/internal determinants of its performancehich are the
components of CAMELS system; to evaluate each sarddpital
adequacy, asset quality, management efficiency, niregs
ability/profitability, liquidity, and sensitivity d market risk over the
five years and compare each other. These compoér@AMELS
have been measured using the respective performadioator ratios
for each component. According to Buerger (2011),MEAS rating
system is the best method to evaluate bank’'s pedoce based on
bank’s specific determinants of bank’s performance.

2.2. Source of Data and Methods of Data Collection

Secondary source of data has been used to cdile@ppropriate data
for the comparative and trend analysis of the perémce of each
selected banks. The data were collected from éifitepublications and
directive manuals of National Bank of Ethiopia dhd five year annual
reports (2010_2014) of each bank, especially balasheet and income
statements are essential to evaluate each banKerrmpance. In
addition, the researcher has collected the daban fonline posts of
NBE such as, performance evaluating ratiosl dmeir respective
standards/ bench mark for commercial banks, andequirements and
directives set by NBE for performance evaluatiorcaimercial banks
in Ethiopia. All the required data has been coéldcusing internet
sources.
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2.3. Population of the Study

Since, the study is proposed to evaluate the faa yperformance of
selected Ethiopian commercial banks; the targetgullation of this
study will be the purposively selected banks. Tésearcher selected
four banks, which constitute only private owned Kksanwhose
performance to be evaluated by this study purpbsibg looking their
data availability from internet source, or even tgntacting their
branch office of those banks in Woldia town for gbowhich have
branch in the town. These are DB, NIB, WB and ZB.

2.4. Methods of Data Presentation and Analysis

After the required data have been collected from dkailable stated
sources, the relevant data for analysis was idedtdnd then arranged
in to a tabular form to make it convenient for cagion of ratios.

Then the researcher has gone for selection of CAMEItios, such as,
performance indicator ratios for capital adequaegset quality,

management efficiency, earnings ability, liquidignd sensitivity to

market risk and compute mathematically. Furtheteratompute the

ratios mathematically, the researcher has repredehem graphically
and through bar charts. Finally, the researchelyaed the trends and
comparatively among each selected banks performaypamparing

selected banks each other.

2.5 The CAMELS Rating Methods

The CAMELS rating system was originally developedthe US to
classify banks overall condition in 1979. The rgtisystem is
commonly referred to as the CAMELS rating systentabee it

assesses six components of a bank’s performangataCadequacy,
Asset quality, Management efficiency, EarningsiahiLiquidity, and

Sensitivity to market risk. The ratings are assijhased on a ratio
analysis of the financial statements, combined witkite examination
made by a designated supervisory regulator (CAMEAg system,
nd).CAMELS is a rating system generally used by ¢loeernment
policy cycle, regulating commercial banks, thatasntral banks and
non-governmental research centers for the purpdésassessing the
soundness of a saving institution or a bank (Kab@12). For this
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research the following CAMELS parameters with thearresponding
performance indicator ratios has been used.

2.5.1 CAMELS: Capital Adequacy Component

In the standard CAMELS framework, capital adequicyses on the
total risk weighted capital intended to protect tepositors from the
potential shocks of losses that a bank might ifanonymous).Capital
adequacy is a measure of the financial strengtla dfank, usually
express as a ratio of its shareholders’ fund tal tassets. Capital
adequacy of a commercial bank can be measured loylaing a

number of ratios, such as, capital adequacy r@v@rage ratio, capital
to loans ratio, capital to deposit ratio etc (Oreg@013).

1. Capital adequacy Ratio (CAR)

This ratio reflects the ability of a bank to witlist the unanticipated
losses and the ability of management to addressgemgeneeds for
additional capital. This ratio has a positive relaship with the

financial soundness of the bank (Kabir, 2012). higher the ratio, the
better would be the performance of banks.

Formula; CAR= Total Capital /total Asset= TC/TA

2. Leverage (debt to equity) Ratio (LR)

This ratio indicates the degree of leverage of mkb# indicates how
much of the bank business is financed through delt how much
through equity. It is a measure of the amount setssbeing provided
by creditors for each dollar of assets being predidoy the
shareholders. Higher ratio indicates less protadto the creditors and
depositors in the banking system (Ginevicius, 2011)

Formula: LR= Total liability/Total Capital=TL/TC

3. Capital to Loans ratio (CLR)

This ratio assesses the nature, trend and volurpeobfem assets, and
the adequacy of allowances for loan and lease dosswl other

valuation reserves. It reflects the degree of gquibverage to

outstanding loans. The higher the ratio, the bettauld be the banks
performance (Kabir, 2012).

Formula= Total Capital/Total loans and advances=/TC
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2.5.2 CAMELS: Asset Quality Component

Asset quality evaluates the risks associated whi dank’s asset
portfolio i.e. the quality of loans issued by thank. Asset quality is
strongly hinged with credit risk management of masset quality of
a banking company is primarily assessed on thes lzdsits ability to
recover the outstanding loans and advances madaertime (Kabir,
2012). The asset quality rating reflects the guarai existing and
potential credit risk associated with the loan anestment portfolios,
other real estate owned, and other assets (Pan#ad®99)Several
ratios can be used for measuring credit quality dwar, not all
informationon the loans is always available. Non-performingnio is
not available for all banks therefore this papes tiee ratios such as
earning assets to total assets, provisions to laadstotal loans and
advances to assets.

1. Earning assets to Total Assets Ratio

This ratio measures the extent of deployment cftasa earning assets.
The higher the ratio, the better the assets arlygeg to earning assets
and the better would be the performance of ban&gi{&ana, 1999).

Formula=Net loans and advances+ Net investment+ &joat
call/Total assets

Where:

Net loans and advances= gross or total loan- Roovfer
loan loss Money at call = national bank treasulg-bi
government treasury bills

2. Provisions to Loans Ratio

The ratio measures the adequacy bank’s total laatfopo that is
provisioned for bad or doubtful loans and advangég. ratio indicates
the riskiness of portfolio assets. The higher tator the lower the
qguality of the portfolio and the higher the risksseof the asset, the
lower would be the performance of banks (Shaik4201

Formula= total provision for loans and advances/ggdoans and
advances
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3. Total loans and Advances to Total Assets Rat{bAR)

This ratio measures the proportion of gross loawsamlvances to assets
in the composition of assets of the bank, whichicatgs the
vulnerability of assets to credit risk. A highewoportion of loans and
advances indicate vulnerability of assets to cretik and lower

performance of banks (Kabir, 2012)
Formula= Total loans and advances/Total assets=TH./

2.5.3 CAMELS: Management Efficiency Component

Management Efficiency is one of the key internaldas that determine
the bank profitability but appears to be one of¢thenplexes subject to
capture with financial ratios (Ongore, 2013). Sounanagement is a
key pre-requisite for the strength, profitabilitywda growth of any
financial institution. The performance of Managem&apacity is
usually qualitative and can be understood throulgh s$ubjective
evaluation of Management systems, organizationumilt control
mechanisms, and so on. However, the capacity omtdr@agement of a
bank can also be gauged with the help of certailosaof off-site
evaluation of a bank. The capabilities of the managnt to deploy its
resources, aggressively to maximize the incomézeaitihe facilities in
the bank productively and reduce costs etc (Sanga&@$0). The
efficiency and capabilities of the management ahewrcial banks can
be measured using ratios such as asset utilizediom cost to income
ratio and loan and advance to asset ratios.

1. Asset Utilization Ratio (AUR)

This ratio determines that how efficiently the baskitilizing its assets
in generating revenues. Higher value of it revéladd bank is efficient
in utilizing its resources (Shaik, 2014).

Formula=Total income (revenue)/Total asset= TI/TA

2. Cost to Income Ratio (CIR)

Cost to Income Ratio (C/lI) measures how the managewf the bank
is efficient in generating the maximum income pema of cost. That
is how expensive it is for the bank to produce & ohoutput. The
lower the CJ/I ratio, the better would be the parfance of the bank
(Webb & Robert, 2010).
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Formula = total cost /total income= TC/TI
3. Total Loans and advances to Total Deposits Rat(LDR)

The ratio measures the efficiency of managementoinverting the

deposits available with the bank (excluding othendks like equity

capital, etc.) into high earning advances. Totplodés include demand
deposits, savings deposits, term deposits and depaisother banks.

Total advances also include the receivables (Rednce Measurement
System in Indian Banking Sector in CAMEL Frameword).

Formula= Total loans and advances /deposits= TL/TD

2.5.4 CAMELS: Earnings Ability/Profitability Compon ent

The earnings/Profit is a Conventional Parameteneésuring financial
performance. Higher income generally reflects & la¢ financial
difficulties and so would be expected to reducelitedinood of failure
of a bank (Sangamy, 2010). Earning quality reflegtality of a bank’s
profitability and its ability to earn consistentlgarnings determine the
ability of a bank to increase capital (through iregd earnings), absorb
loan losses, support the future growth of asset$,paovide a return to
investors (Credit & Finance Risk Analysis, nd). Tdwelity of earning
is a very important criterion that determines thiity of a bank to earn
consistently, going into the future. It basicallyetermines the
profitability of the bank. It also explains the wisability and growth
in earnings in the future. The profitability of camarcial banks can be
measured through ratios such as return on assetn ren equity, and
net interest margin (Webb & Robert, 2010).

1. Return on asset (ROA) Ratio

This ratio shows the ability of management to aeuieposits at a
reasonable cost and invest them in profitable iimrests. The ratio
indicates how much net income is generated per dfirassets. It
indicates the return earned on the resources ewebBy both the
stockholders and the creditors. The higher the R@®W, more the
profitable the bank, the better would be the penfonce of the bank
(Webb & Robert, 2010).
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Formula =Net income after tax/ total asset= NI/TA

2. Return on equity (ROE) Ratio

ROE is the most important indicator of a bank’s fipability and
growth potential. This ratio indicates the retuamreed in the resources
contributed by the stockholders (Webb & Robert, ®0The higher the
ratio, the profitable the bank is, the higher wolddthe performance of
the bank.

Formula =Net income after tax /total equity= NI/TE
3. Net interest margin (NIM) Ratio

Net interest margin measures the residue fromnmadrating business.
Net interest margin measures the gap between theegt income the
bank receives on loans and securities and intecesitof its borrowed
funds. It reflects the cost of bank intermediatiservices and the
efficiency of the bank. The higher the net interastgin, the higher the
bank's profit and the more stable the bank is. Hewea higher net
interest margin could reflect riskier lending prees associated with
substantial loan loss provisions (Ongore, 2013iL. becomes negative,
this is indicative of poor pricing and/or poor dteguality. The higher
the positive ratio indicates the good pricing aodf pricing quality,
and the profitability of the bank to be good (Pag#&na, 1999).
Formula= [Interest income-(interest expense+ pions for loan
loss)]/Total assets= NII/TA

2.5.5 CAMELS: Liquidity Component

Liquidity indicates the ability of the bank to meds financial
obligations in a timely and effective manner (WebtRobert, 2010).
Liquidity is very important for any organization aleg with money.
For a bank, liquidity is a crucial aspect whichresents its ability to
meet its financial obligations. It is of utmost iarfance for a bank to
maintain correct level of liquidity, which will oémwise lead to
declined earnings. Banks have to take proper cahedging liquidity
risk, while at the same time ensuring that a goedtgntage of funds
are invested in higher return generating investsjesu that banks can
generate profit while at the same time provide gy to the
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depositors. Among a bank’s assets, cash investnaetsthe most
liquid (Performance Measurement System in IndiankBay Sector in
CAMEL Framework, nd). The liquidity position of conercial banks
can be measured using the ratios such as loanpwsitieatio, liquid
asset to total asset ratio, and liquid asset toslemtio.

1. Liquid Assets to Total Deposits Ratio (LATD)

This ratio measures the liquidity available to thepositors of a bank.
Liquid assets include cash in hand, balance with rthtional bank,
balance with other banks (both in domestic and at)ycand money at
call and short notice. Total deposits include deindeposits, savings
deposits, term deposits and deposits of other diaamstitutions. The
ratio indicates the percentage of short term obbga that could be
met with the bank’s liquid assets in the case afden withdrawals
(Webb & Robert, 2010).

Formula= (Cash+ cash reserved in the national bankash in other
banks+ cash in foreign banks+ money at call andrsihotice)/Total
deposits

2. Net Loans to Total Asset Ratio (NLTA)

NLTA measures the percentage of assets that isupeth loans. The
higher the ratio, the less liquid the bank is. Thgher the ratio, the
more risky a bank may be to higher defaults.

Formula= Net loans/total assets

3. Net Loans/Total Deposits

This ratio indicates the percentage of the totplodés locked into non-
liquid assets. A high figure denotes lower liquidiivebb & Robert,
2010).

Formula= Net loans/ Total deposit

2.5.6 CAMELS: Sensitivity to Market Risk

Sensitivity to market risk reflects the degree thick changes in
interest rates, foreign exchange rates, commodiiyey or equity
prices can adversely affect a financial instituaarnings or economic
capital (Ginevicius, 2011). The sensitivity of coential banks to
market risk is analyzed using ratio such as, Gabyars which focuses
on rate sensitive assets and liabilities (Pajutagaf99). Rate-sensitive
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assets and liabilities refer to those assets atmlities which react to
changes in market conditions (such as changesenrest rate, foreign
exchange rate and equity prices) that may leatidease/decrease in
value/earnings on the asset or costs/expenses en lidiility
(Pajutagana, 1999). But for this research, sineedtita needed for the
computation of ratios was not available in all sedd banks, only the
Gap analysis has been used.

Gap Analysis

Gap analysis helps identify maturity and repricmgmatches between
assets, liabilities, and off-balance sheet instmisieGap schedules
segregate rate-sensitive assets (RSA), rate-sandigibilities (RSL),
and off-balance sheet instruments according to r thepricing
characteristics. Then, the analysis summarizeseibrécing mismatches
for defined time horizons. Additional calculatiocasn then estimate the
effect the repricing mismatches may have on netrést income
(Federal Depoit Insurance Corporation of USA, nd).

A basic gap ratio is calculated as:

RSA MIiNusSRSL [(Net loansand advance+ net investment+ money at ea(lDeposits +
Borrowings)]

Earning Asset investmemt securities+ net loans and advances-+ yratrell

A bank has a positive gap if the amount of RSAgicenm in a given
period exceeds the amount of RSLs repricing dutimeggsame period.
When a bank has a positive gap, it is said to Betasensitive. Should
market interest rates decrease, a positive gapatet that net interest
income would likely also decrease. If rates inceeas positive gap
indicates that net interest income may also ineeas

Conversely, a bank has a negative gap when the r@nwfuRSLs
exceeds the amount of RSAs repricing during theespemniod. When a
bank has a negative gap, it is said to be liab#ignsitive, and a
decrease in market rates would likely cause areass in net interest
income. Should interest rates increase, a neggae indicates net
interest income may decrease (Federal Depoit Insar@orporation of
USA, nd).

2.6. Model of the Analysis Process
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In general, the overall process of the study fratactollection up to
the end result and conclusion and recommendatialessribed below

diagrammatically.
Figure 1:Model description of the overall research process
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3. Data analysis, Result Presentation and Discusesi

3.1 CAMELS: Capital Adequacy Component

Capital adequacy of a commercial bank can be meddyr calculating
a number of ratios, such as, capital adequacy, régierage ratio,
capital to loans ratio, capital to deposit ratio. et

3.1.1 Capital Adequacy Ratio (CAR)

The higher the ratio, the better would be the perémce of banks.
Formula; CAR= Total Capital /total Asset= TC/TA

Table 1: Capital Adequacy Ratio of each Bank

CAR of banks
Banks [2010 2011 2012 2013 2014 Average
DB
0.1 0.1 0.104 0.103 0.12 0.1054
NIB 0.15 0.16 0.185 0.18 0.18 0.17
\WB 0.18 0.166 0.19 0.176 0.186 0.18
7B 0.15 0.15 0.12 0.15 0.167 .15

Source: the five year (2010- 2014) annual repdresaoh bank

As we can see in the table above, the capital adggatio of Dashen
bank is relatively small than the other banks, #msle is no significant
change over the five years. In 2012, the CAR ratidemen bank has
shown a slight change that it decreases to 0.1 bses since the next
year. In general, there was no significant perforoeachange and
difference among banks over the five year, as mieddwy their capital
adequacy. The following graph also shows the treartts changes in
the capital adequacy of the banks over the five peaods. By taking
the average of their five year CAR, WB and NIB Isg®wn better
performance as their higher CAR (0.18 and 0.17 eetsgely) than

other banks, whereas, DB has the least capitaluadggerformance.
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Figure 2: The trend in capital adequacy of banks
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Source: the five year (2010- 2014) annual repdresaoh bank

3.1.2 Leverage (Debt to Equity) Ratio (LR)

Higher ratio indicates less protection for the dad and depositors in
the banking system.

Formula; LR= Total liability/Total Capital=TL/TC
Table 2: Leverage (debt to equity) Ratio

Banks |LR of banks

2010 2011 2012 2013 | 2014 Averagp
DB 10 9.5 8.6 8.65 | 7.45 8.84
NIB 5.5 5.1 4.42 45 45 4.82
\WB 4.46 5 4.2 468 | 4.4 4.55
ZB 5.66 5.7 7.5 56 | 4.97 5.9

Source: the five year (2010- 2014) annual repdresaoh bank

As shown in the table above, debt to equity rafidashen bank is
relatively higher than other banks and the ratightly decreases for
the consequent years. This indicates that Dashek bas more debt
proportional to its capital than other banks, ahd treditors and
depositors has less protection for their loan agplodit, i.e. there will
be default risk for the creditors and depositansaddition, by the year
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of 2012, as it is also shown in the graph belowRD&E Zemen bank
was higher than other years and other banks exXgaphen bank’s.
This higher ratio bears that low performance.

In line with the above table the following graphvidly exhibits the
trends in the debt to equity ratio of the banksrahe five years. As
shown in the table above and in the graph below,bidnks, such as,
NIB, WB and ZB, does not show a significant charige their
performance in terms of DER and there was no natelifference
among them, except Zemen bank show higher ratibdyear of 2012.
On average, DB has the lowest performance tharr ditheks as its
highest LR (8.84) implies in the above table andtha figure that
follows.

Figure 3: Trends in Leverage Ratio (DER) of Banks wer the Five Years
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Source: the five year (2010- 2014) annual repdresach bank

3.1.3Capital to Loans Ratio (CLR)

It reflects the degree of equity coverage to outiitay loans. The
higher the ratio, the better would be the bankdopsrance (Kabir,
2012).

Formula= Total Capital/Net loans and advances= TC/T
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Table 3: Capital to Loans Ratio of Banks over the ive Years

Banks | CLR of banks

2010 (2011 (2012|2013 | 2014| Average
DB 023 | 023 | 0.23]0.236] 0.275
NIB 037 [ 044 | 0.4 [ 038 036
\WB 0.44 | 048 | 0.46| 0.4 | 0.47
7B 042 | 04 | 028 04 | 05

Source: the five year (2010- 2014) annual repdresaoh bank

As we can see from the table above and in thedigetow, the CLR of
Dashen bank is lower than other banks, which ind&caashen bank
has lower performance than the rest banks, angdtformance is
slightly the same for the four years, and increasdbe year of 2014.
In addition, Zemen bank has shown lower ratios @22 (0.28) and
higher ratio in 2014 (0.4). However, banks suchNiB, WB and ZB
has nearly similar performance as evidently denratedd in table 4.3
and in figure 4.3, except ZB CLR was lower in 2012 and higher in
2014. On average WB has the best performance tthem banks, on

the other hand DB has the lowest performance.
Figure 4: Trend of the Capital to Loans ratio of Banks over the Five Years
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Source: the five year (2010- 2014) annual repdresaoh bank
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3.2 CAMELS: Asset Quality Component

Several ratios can be used for measuring credittgimwever, not all
information on the loans is always available. Nenfprming loans is
not available for all banks therefore this papes tlee ratios such as
earning assets to total assets, provisions to leadstotal loans and
advances to assets.

3.2.1 Earning Assets to Total Assets Ratio (EAAR)
The higher the ratio, the better the assets arlgap to earning assets
and the better would be the performance of ban&gi{&ana, 1999).

Formula=Earning assets /Total assets= EA/TA

Where:

Earning assets=Total loans and advances+ Investimbtdney at call
Money at call = national bank treasury bills+ gawaent treasury bills

Table 4: Earning Assets to Total Assets Ratio

Banks EATAR of banks
2010 (2011 2012| 2013 2014 |Average
DB 0.52 0.53 0.62 | 0.63 0.62
NIB 0.5 0.48 | 0.62 | 0.72 0.76
\WB 0.45 046 | 0.63 | 0.72 0.66
ZB 0.42 053 | 0.61 | 0.72 0.57

Source: the five year (2010- 2014) annual repdresaoh bank

As indicated in the table 4 above almost all thekisahave been
showing an increasing trend in their earning asketstal assets ratio
over the five years from 2010 through 2014. Thathiesy had lower
ratios in the earlier years and higher ratios ia tater years. This
increasing trend demonstrates that the banks hese teeploying their
assets to earning assets that would increasepttwditability. The trend

is also shown in figure 4.4 below. In addition, thenks didn’t show a
fundamental difference in their EAAR over the fiyear periods as it is
evidently demonstrated in the table 4.4 above hadigure 4.4 below.
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Figure 5: Trend in EAAR of Banks over Five Years
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3.2.2 Provisions to Loans Ratio (PLR)

The higher the ratio, the lower the quality of tpertfolio and the
higher the riskiness of the asset, the lower waneldhe performance of
banks (Shaik, 2014).

Formula= total provision for loans and advances/ggdoans and
advances= TP/GL

Table 5: Provisions to Total Loans Ratio

Banks |PLR of banks
2010 2011 2012 2013 2014 |average
DB 0.0021 0.02 0.021 0.021 | 0.017
NIB 0.039 0.041 0.027 0.025 | 0.021
\WB 0.07 0.045 0.024 0.022 | 0.017
ZB 0.016 0.018 0.018 0.085 | 0.088

Source: the five year (2010- 2014) annual rspaf each bank

As we can observe in the above table and in therdigl.5 below,
Dashen bank has shown lower PLR other than otheksban 2010,
which indicates its better performance, for it hesb risky assets in that
year. If the bank has lower PLR, it would indicttat the bank has less
risky assets i.e. there will not be default risktthesults to provision
lower for the loans or advances provided by thekb&y the years
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from 2011-2014, Dashen bank however showed relgtigemilar
trends which is higher than its 2010 PLR. NIB and \Wad shown
similar trend in their PLR for the two years (202@%2) and in the next
consecutive years (2012-2014) they shown similands which was
higher than their trend in the previous two ye@®.had also shown
relatively lower PLR than NIB and WB but higher PltRan DB (in
2010) in the years 2010 through 2012. However hieyyears 2013 and
2014 ZB has shown significantly higher provisioasdans ratio, which
indicates that it, has higher risk assets which imaye higher default
risks than the other banks. On average DB has ¢isé dsset quality
performance than other banks have as its lowest(PLOR622) reveals,
while ZB has the lowest asset quality performansdtsahighest PLR
(0.045) reflects.

Figure 6: Trends in Provisions to Total Loans and Avances
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3.2.3. Total Loans and Advances to Total Assets Ratio (LAR

This ratio measures the proportion of gross loamsaalvances to assets
in the composition of assets of the bank, whichicatgs the
vulnerability of assets to credit risk. A highewoportion of loans and
advances indicate vulnerability of assets to credik and lower
performance of banks (Kabir, 2012)

Formula= Total (gross) loans and advances/Totakeass TL/TA
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Table 6: Total Loans and Advances to Total Assetsd®io
Banks |LAR of banks

2010 2011 2012 2013 2014Average
DB 0.41 0.43 0.46 045 | 0.44 | 0.438
NIB 0.43 0.39 0.45 05 | 051 | 0.456
\WB 0.43 0.36 0.43 045 | 0.4 0.414
ZB 0.364 0.4 0.423 0.42 |0.364| 0.3942

Source: the five year (2010- 2014) annual repdresaoh bank

As portrayed in the table.6 above and in the figues well below, the
banks had shown almost similar trend in their tldahs and advances
to total assets ratio as compared each other beefite years (2010-
2014).

Figure 6: Trend in Total Loans and Advances to TothAssets Ratio of
Banks
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3.3 CAMELS: Management Efficiency Component

Management Efficiency is one of the key internaldas that determine
the bank profitability but appears to be one of¢henplexes subject to
capture with financial ratios (Ongore, 2013). Sounanagement is a
key pre-requisite for the strength, profitabilitywda growth of any

financial institution. The performance of Managem&apacity is

usually qualitative and can be understood throulgh s$ubjective

evaluation of Management systems, organizationumilt control

mechanisms, and so on. However, the capacity ofndn@gagement of a
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bank can also be gauged with the help of certailosaof off-site

evaluation of a bank. The capabilities of the managnt to deploy its
resources, aggressively to maximize the incomézeitine facilities in

the bank productively and reduce costs etc (Sang&@$0). The

efficiency and capabilities of the management ohewrcial banks can
be measured using ratios such as asset utilizediom cost to income
ratio and loan and advance to asset ratios

3.3.1. Asset Utilization Ratio (AUR)

This ratio determines that how efficiently the baskitilizing its assets
in generating revenues. Higher value of it revéads bank is efficient
in utilizing its resources (Shaik, 2014).

Formula=Net income before tax and dividend/ Tosdet= NI/TA

Table 7: Asset Utilization Ratio of Banks

Banks AUR of banks

2010 2011 2012 2013 2014 Average
DB 0.037 0.043 0.051 | 0.041 |0.044| 0.0432
NIB 0.048 0.048 0.047 | 0.041 |0.039| 0.0446
\WB 0.055 0.057 0.055 | 0.043 |0.036| 0.0492
/B 0.065 0.075 0.052 | 0.038 |0.042| 0.0544

Source: The five year (2010- 2014) annual repdresaoh bank

The higher asset utilization ratio of banks indésathat better the banks
are utilizing their assets in generating income tfeg year and vice
versa. As indicated in the table 7 above and clgaoktrayed in the
figure 7 below, DB has shown relatively lower assglization ratio
(0.037) in 2010 than other banks and its AUR raittoghe next four
years though not significant. WB has also showneloAUR (0.36) in
2014. Even though, most of the banks has showncee@gng AUR
trend, ZB has relatively higher ratios in 2010 &P and in 2011
(0.075) than other banks which indicates that ZB baen better
utilizing its assets in these years than other baarid other years to
generate revenue. In general, most of these bardtsas NIB though
not significant, WB and ZB has shown lower AUR atelr years (2013
and 2014) than earlier years, which implied thaséhbanks were better
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exploiting their assets in revenue generation E®c8y taking the
average of their five year performance, ZB hasliast management
efficiency performance since its average AUR (04)54 the highest
ratio than other banks though there is no signitichfference amongst
banks.

Figure 7: Trends in Asset Utilization Ratio of Banls
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3.3.2 Cost to income Ratio (CIR)

Cost to Income Ratio (C/lI) measures how the managewf the bank
is efficient in generating the maximum income pem# of cost. That
is how expensive it is for the bank to produce & ohoutput. The
lower the C/I ratio, the better would be the perfance of the bank
(Webb & Robert, 2010).
Formula = total cost /total income= TC/TI

Table 8: Cost to Income Ratio of Banks

CIR of banks
Banks bo10 [2011  [2012 | 2013 2014 Averade
DB 0.52 0.51 0.48 0.45 0.55 | 0.502
NIB 0.49 0.48 0.49 0.56 0.6 0.524
\WB 0.44 0.44 0.43 0.54 0.6 0.49
ZB 0.48 0.44 0.54 0.7 0.64 0.56

Source: The five year (2010- 2014) annual repdresaoh bank
Since CIR measures the efficiency of the manageroériianks in
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generating maximum revenue in given cost, or itditglio generate
higher income without incurring higher cost and exges. The lower
CIR indicates that the better the managementsi&fty in generating
higher revenue per a unit of cost or in minimizthg cost in line with
generating optimum revenue. As we can see in tile ta8 above and
in the figure 4.8 below, there are variations daodttiations in the CIR
of the banks over the five years (2010-2014) tma2010 WB has
shown the lower CIR (0.44) and DB has shown highi& (0.52) than
the other banks for the same year. In the yeabd1 2WB and ZB have
shown lower CIR (0.44), while the other banks DBI axIB have
shown relatively higher CIR (0.51 and 0.48 respety). In 2012, WB
showed the lowest CIR (0.43) and ZB showed higiéRt (0.54) than
other banks. But in the years 2013 and 2014 DBshasvn the lowest
CIR (0.45 and 0.55 respectively) and ZB has shoighdst CIR (0.7
and 0.64) than the other banks.

Figure 8: Trends in cost to income ratio of banks
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3.3.3. Total Loans and Advances to Total Depositsaio (LDR)

The ratio measures the efficiency of managementoinverting the
deposits available with the bank (excluding othends like equity
capital, etc.) into high earning advances. Totglodés include demand
deposits, savings deposits, term deposits and depaisother banks.
Total advances also include the receivables (Rednce Measurement
System in Indian Banking Sector in CAMEL Frameword).

Formula= Total (Gross) loans and advances /depesits/TD

Table 9: Total Loans and Advances to Total DepositRatio
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LDR of banks
Banks bo1o [2011 | 2012 | 2019 2014 | Averade
DB 05 | 053 | 058 | 056 | 0.54 0.542
NIB 062 | 054 | 064 | 0.68 | 0.69 0.634
\WB 0.62 | 051 | 0.66 | 0.66 | 0.57 0.604
ZB 056 |0.555| 057 | 055 | 0.47 0.541

Source: The five year (2010- 2014) ahneorts of each bank

Since the banks most function is channeling fundsnf savers to
investors, banks should be efficient in convermgl channeling deposits
by customers in to higher earning loans and adwaatehigher rate to
generate the optimum profit. As it is evidently e@aled in the table 4.9
above and figure 4.9 as well below the banks didhdw a fundamental
difference in their LDR trend over the five yearattthat ranges from 0.47
LDR of ZB in 2014 to 0.69 LDR of NIB in the same ye@omparatively
NIB has shown higher LDR in the years 2010 (0.62),22(0.64), 2013
(0.69) and likewise WB has also shown higher ratiothe years of 2010
(0.62), 2012 and 2013 (0.66) which indicates th&ebemanagements
efficiency of these banks in converting depositg¢arhigh earning loans
than other banks and other years of their own. Gamage NIB and WB
have better management efficiency performance tharrest two banks,

for their higher LDR (0.634 and 0.604) reflects.

Figure 9: Trend in Gross Loan and Advance to DeposRatio of Banks
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3.4 CAMELS: Earnings Ability/Profitability Componen t

The Earnings/Profit is a Conventional Parameteneésuring financial
performance. Higher income generally reflects & la€ financial
difficulties and so would be expected to reducelitedinood of failure
of a bank (Sangamy, 2010). Earning quality reflegtality of a bank’s
profitability and its ability to earn consistentlgarnings determine the
ability of a bank to increase capital (through iregd earnings), absorb
loan losses, support the future growth of asset$,paovide a return to
investors (Credit & Finance Risk Analysis, nd). Tdwelity of earning
is a very important criterion that determines thiity of a bank to earn
consistently, going into the future. It basicallyetermines the
profitability of the bank. It also explains the wisability and growth
in earnings in the future. The profitability of camarcial banks can be
measured through ratios such as return on assetn ren equity, and
net interest margin (Webb & Robert, 2010).

3.4.1 Return on asset (ROA) Ratio

This ratio shows the ability of management to aaquieposits at a
reasonable cost and invest them in profitable iimvests. The ratio
indicates how much net income is generated per dfirassets. It
indicates the return earned on the resources eweby both the
stockholders and the creditors. The higher the R@w, more the
profitable the bank, the better would be the pentonce of the bank
(Webb & Robert, 2010).

Formula =Net income after tax/ total asset= NI/TA

Table 10: Return on Asset Ratio of Banks
Banks | ROA of banks (%)

2010 (2011 | 2012 | 2013 2014 | Average
DB 2.6 3.08 3.7 | 307 | 3.24 3.14
NIB 3.4 3465 | 346 | 3.3 2.92 33
\WB 3.9 4 4 3.23 2.8 3.6
/B 4 5 3.6 3 3.3 3.8

Source: The five year (2010- 2014) annual repdresaoh bank
The ROA measures the return banks earned perassats. The higher
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ROA ratio indicates the better profitability of thHeanks that they
produce by both equity capital and debt funds. @ndontrary, lower
ROA ratios implies that the less profitability o&riks that they didn’t
utilize their assets efficiently as required in tltevenue generation
process. As we can see in the table 4.10 abovenatig figure 4.10

below, most of the banks showed variations in tf@ARrend that

ranges from DB’s 2.6% in 2010 to ZB’s 5% in 2011B Bhowed

relatively better ROA (3.7%) in 2013 than other ngeaf its own. NIB

has shown better ROA in three earlier years ab@% dut lesser ROA
in the latter two years 2013 and 2014, (3.1% ardo2respectively).

Similarly, WB showed better ROA in the earlier #argears about 4%
but lower ROA in the latter two years 2013 and 2QB43% and 2.8%
respectively). ZB has shown the best ROA in 20Xntbther banks
and other years of its own. On average ZB has itjieebt ROA (3.8%)

followed by WB with ROA of 3.6%. whereas, the resthe two banks,
NIB and DB has relatively lower ROA ratio.

Figure 10. Trend in return on asset of banks
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3.4.2 Return on equity (ROE) Ratio

ROE is the most important indicator of a bank’s fipability and
growth potential. This ratio indicates the retuamned in the resources
contributed by the stockholders (Webb & Robert,®0The higher the
ratio, the profitable the bank is, the higher wolddthe performance of
the bank.

Formula =Net income after tax /total equity= NI/TE
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Table 11: Return on Equity Ratio of Banks

Banks | ROE of banks (%)

2010 2011 | 2012 2013 | 2014 Average
DB 29 32.3 35.7 30 27 30.8
NIB 22 21 18.7 17.2 16 19
\WB 21 24 21 18.6 15 20
ZB 26.4 35.2 31 19.1 19.5 26

Source: The five year (2010- 2014) annual repdresaoh bank

ROE measures the return that shareholders of thikeslearned for their
investment (equity capital). The higher ROE ratntads that the good
performance of banks in generating higher revemu@roportion of

their equity capital, while the lower ROE ratio icates that the lower
performance of banks in producing higher returntf@ir stockholders.
As we can refer in the table 4.11 above and figutd as well below,
comparatively NIB and WB has shown lower ROE in five years

except ZB has lower ROE in the later years 2013 and

2014. DB and ZB have shown best performance asuresdy their
ROE especially in the years of 2010 (29% and 26rd%pectively),
2011 (32.3% and 35.2% respectively) and as wel0h2 (35.7% and
31% respectively) than other banks and other yearsheir own.
Furthermore, DB has also shown better performancRQE by the
years of 2013 (30%) and 2014 (27%) than other bamkkese years.
WB has shown the lowest ROE (155%) in 2014 thamroblanks and
other years of its own. On average, DB has the besfitability
performance as measured by its ROE which amoung$/3@llowed
by ZB with ROE of 26%, while the other banks, NIBdawWwB has
relatively lower ROE.
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Figure 11: Trend in the return on equity of banks
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3.4.3 Net interest margin (NIM) Ratio
NIM measures the residue from intermediating bussinéet interest
margin measures the gap between the interest intimengank receives
on loans and securities and interest cost of itsol@d funds. It

reflects the cost of bank intermediation serviced the efficiency of
the bank. The higher the net interest margin, thkdr the bank's profit
and the more stable the bank is. However, a higheinterest margin
could reflect riskier lending practices associatgth substantial loan
loss provisions (Ongore, 2013). If it becomes niggathis is indicative

of poor pricing and/or poor credit quality. The lméy the positive ratio
indicates the good pricing and/good pricing qualitgnd the

profitability of the bank to be good (Pajutagan299).

Formula= [Interest income-(interest expense+ pious for loan

loss)]/Total assets= NII/TA

Table 12: Net interest margin Ratio of Banks
Banks [NIM of banks (%)

2010 2011 | 2012 2013 2014 Average
DB 2 2 2.7 2.6 2.6 2.4
NIB P.4 2.8 3.4 4 4.2 3.46
\WB 3 2.2 3 4 3.7 3.2
ZB 0.42 0.9 13 15 2.3 13

Source: The five year (2010- 2014) annual repdresaoh bank
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Banks generate more of their income through intdratmg activities
that is by accepting deposits from savers (parugh surplus of
money) at lower rates and providing these depdsitthe investors
(parties who are in need of money) at higher ratidee higher NIM
ratio indicates banks are efficient in their intedrating activity and
maintain good profitability and performance. As keatly depicted in
table 4.12 above and as well in the figure 4.12Wwelbanks shown
variable performance in their NIM over the five y@aDB showed
relatively smooth trend in the NIM over the fiveaye and medium
performance relative to other banks. NIB bank leswvé an increasing
NIM trend over the five years i.e. 2.4%, 2.8%, 3,49%06 and 4.2%
throughout the respective years of 2010-2014. WB staown lower
NIM 2.2% in 2011 and relatively better performanoeNIM (4% &
3.7%) in 2013 and 2014 respectively than other sy@drits own. ZB
has also though relatively lower than other baskswn an increasing
trend in its NIM performance i.e. 0.42%, 0.9%, 1,326%, & 2.3%
throughout the years 2010-2014 respectively. OmaaneNIB has the
best NIM 3.46% followed by WB with NIM of 3.2%, wteeas ZB has
the least NIM (1.3%) than other banks.

Figure 12. Trend in the net interest margin ratio of banks
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Source: the five year (2010- 2014) annual reports of each bank

3.5 CAMELS: Liquidity Component

Liquidity means cash, or how quickly a bank canvewhits assets into
cash at face value to meet the cash demand of é¢pesdors and
borrowers. Liquidity is the life for a commerciaarik (Yesuf, 2010).
As a depository institution commercial bank mustetniés depositor
claims on demand. Failing to meet this demand, ceroia banks are
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exposed to liquidity risk. So, commercial banks tmhisld sufficient
liquidity. It is of utmost importance for a bank maintain correct level
of liquidity, which will otherwise lead to declinezhrnings. Banks have
to take proper care in hedging liquidity risk, vehiit the same time
ensuring that a good percentage of funds are iegtdst higher return
generating investments, so that banks can genprafé while at the
same time provide liquidity to the depositors. Tigeidity position of
commercial banks can be measured using the raticls as loan to
deposit ratio, liquid asset to total asset ratma Bquid asset to deposit
ratio (Ginevicius, 2011).

3.5.1 Liquid Assets to Total Deposits Ratio (LATD)

This ratio measures the liquidity available to thepositors of a bank.
Liquid assets include cash in hand, balance with rthtional bank,
balance with other banks (both in domestic and at)ycand money at
call and short notice. Total deposits include deindeposits, savings
deposits, term deposits and deposits of other diahmstitutions. The

ratio indicates the percentage of short term obbga that could be
met with the bank’s liquid assets in the case afden withdrawals
(Webb & Robert, 2010). The higher the LATD, the mdiquid is a

commercial bank and less vulnerable it is to renthnk.

Formula= Liquid Assets/Total deposits=LA/TD

Where, Liquid assets=(Cash+ cash reserved in th#onal bank +
cash in other banks+ cash in foreign banks+ monegall and short
notice+ items in course of collection from othenks)

Table 13: Liquid Asset to Deposits Ratio of Banks
Banks [LATD of banks

2010 [2011 |2012 |2013 | 2014 Average
DB 069 | 059 | 047 | 044 | 0.44 0.526
NIB 074 | 07 051 | 034 | 034 0.512
\WB 077 | 07 048 | 032 | 032 0.52
/B 09 | 061 | 046 | 032 | 032 0.52

Source: The five year (2010- 2014) annepbrts of each bank
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Banks as a depository institution should satisfy thoney needs of
depositors from their deposits. They can pay/servisudden
withdrawals by depositors if they have sufficierjuid assets. The
higher LATD ratio indicates that the best liquidiperformance of
banks and vice versa. As we can refer in table 4dd/e and also in
the figure 4.13 below, the banks maintained goqdidiity position in

earlier years than the latter years. DB has showleaeasing LATD
i.e. 0.69, 0.59, 0.47, 0.44, and 0.38 throughostfihe years 2010 -
2014 respectively. Similarly, NIB also shown a @éaging LATD ratio

except the trend shows high decreasing rate thas DBt is 0.74, 0.7
0.51, 034, and 0.24 throughout 2010 to 2014 resmdygt WB also

showed a decreasing LATD ratio except it showethareased LATD

in 2014. ZB has shown the highest LATD ratio (0r®2010 than other
banks and others years of its own. It has also shbe lowest LATD

ratio in 2013 than other years of its own. On agerthe four banks
maintain almost similar liquidity performance tmahges from 0.512 to
0.526 as measured by their LATD ratio.

Figure 13. Trend in liquid asset to deposits ratio of banks
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3.5.2. Net Loans to Total Asset Ratio (NLTA)

NLTA measures the percentage of assets that isupeth loans. The
higher this ratio indicates a bank is loaned up igmdiquidity is low.
The higher the ratio, the more risky a bank maydaigher defaults
(Yesuf, 2010).

Formula= Net loans/total assets= NL/TA
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Table 14: Net Loans to Total Asset Rat
Banks NLTA of banks

2010 [2011 |2012 |2013 | 2014 Average
DB 04 | 042 | 045 | 044 | 043 0.43
NIB 041 | 037 | 044 | 048 | 05 0.44
\WB 041 | 035 | 042 | 044 | 0.39 0.4
/B 036 | 039 | 042 | 039 | 033 0.38

Source: The five year (2010- 2014) anmepbrts of each bank

Banks generate most of their income through adwgndoans to
customers. If the loan granted to the customes® ikigh proportional
to total assets, the bank becomes loaned up asdidesd, that it will
not be able to satisfy demand or sudden withdrawidie higher the
loan and advance to total asset ration impliesttietoan is loaned up
and is less liquid tough it will generate higheoffirin the short run.
But in the long run it negatively affects the ptaff the banks. As it is
evidently demonstrated in the table 4.14 aboveianie figure 4.14 as
well below, the banks didn’t show fundamental vidgoimin their NLTA
ratio over the five years and among each other. Gdneks showed
almost similar trend that ranges from the smalMstA ratio (0.35) of
WB in 2011 to the highest NLTA ratio (0.5) of NIB 2014.

Figure 14. Trend in NLTA ratio of banks over the five years
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Source: the five year (2010- 2014) annual reports of each bank
3.5.3 Net Loans/Total Deposits (NLTD)

This ratio indicates the percentage of the totplodés locked into non-
liquid assets. A high figure denotes lower liquid{ivebb & Robert,
2010). The higher the ratio, the more the banleigimg on borrowed
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funds, which are generally more costly than mogesyof deposits.
Bank with low NLTD ratio is considered to have essige liquidity,
potentially lower profits, and hence less risk aspared to the bank
with high NLDR. The higher the NLTD, the highertiee liquidity risk
(Yesuf, 2010).
Formula= Net loans and advances/ Total deposit=NL/T
Where, Net loans and advances = gross loans andrams- provisions
to loan losses

Table 15: Net Loans and Advances to Total DeposiRatios for Banks

Banks NLTD of bank:
2010 2011 2012 2013 2014 Average
DB 0.49 0.51 0.57 0.55 0.53 0.53
NIB 0.6 0.51 0.62 0.67 0.68 0.616
B 0.62 0.48 0.64 0.64 0.56 0.59
ZB 0.55 0.55 0.56 0.5 0.43 0.52

Source: The five year (2010- 2014) anmepbrts of each bank

Intermediating through accepting deposits/fundsmfrparties with
surplus of funds thereby granting to the investoh® are in need of
funds is the very significant function of banks aitdis the very
operation of banks as well that they can genefradargest portion of
their profit. Thus, banks will be sensitive in gtiag higher loans to
generate higher income, but this reduces theiridigu The higher
NLTD implies that to generate maximum profit thenkas highly
relied up on deposits and the bank is illiquid. we can refer in table
4.15 above and as well in the figure 4.15 below, I8 shown best
liquidity performance with the lowest NLTD ratio.4®) in 2014 than
other banks and other years of its own. NIB haswvshthe lowest
liquidity performance as its highest NLTD ratio§D.and 0.68 asserts
in the years of 2013 and 2014 respectively thaerotianks and other
years of its own. On average NIB has the highesTINI(0.616) than
the other banks.
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Figure 15. Trend in net loans and advances to total deposit ratio of banks
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Source: the five year (2010- 2014) annual reports of each bank
3.6 Sensitivity to Market Risk

Sensitivity to market risk is a newly added compurtbat reflects the
degree to which changes in interest rates, for@gohange rates,
commodity prices, or equity prices can adverselgcafa financial
institution's earnings or economic capital (Ginexs¢ 2011). The
sensitivity of commercial banks to market risk rakyzed using ratios
such as, Gap analysis, rate-sensitive assets deseasitive liabilities,
rate-sensitive assets to total assets, and rastiseniabilities to total
assets (Pajutagana, 1999). Rate-sensitive assgthbahilities refer to
those assets and liabilities which react to chamyesarket conditions
(such as changes in interest rate, foreign exchaatge and equity
prices) that may lead to increase/decrease in Aedu@ngs on the asset
or costs/expenses on the liability (Pajutagana9).99

3.6.1. Gap Analysis

Gap analysis helps identify maturity and repricmgmatches between
assets, liabilities, and off-balance sheet instmisieGap schedules
segregate rate-sensitive assets (RSA), rate-sendigibilities (RSL),

and off-balance sheet instruments according to r thepricing

characteristics. Then, the analysis summarizeseihrécing mismatches
for defined time horizons. Additional calculatiocasn then estimate the
effect the repricing mismatches may have on netrést income

(Federal Deposit Insurance Corporation of USA, md)bank has a
positive gap if the amount of RSAs repricing inieeg period exceeds
the amount of RSLs repricing during the same peNdden a bank has
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a positive gap, it is said to be asset sensitivmulsl market interest
rates decrease, a positive gap indicates thatnteriest income would
likely also decrease. If rates increase, a posgme indicates that net
interest income may also increase. Conversely,nk bas a negative
gap when the amount of RSLs exceeds the amounSéRepricing
during the same period. When a bank has a neggdiveit is said to be
liability sensitive, and a decrease in market ratesld likely cause an
increase in net interest income. Should interesésrancrease, a
negative gap indicates net interest income may edser (Federal
Deposit Insurance Corporation of USA).

A basic gap ratio is calculated as:

RSA minus RSt [(Net loans and advance+ net investment+ money at
call) — (Deposits + Borrowings

Earning Asset (EA)

Table 16: Gap ratio of banks

Banks
2010 |2011 | 2012 | 2013 2014 | Average
DB L0.59  0.48 0.3 £0.276 0.3 L0.39
NIB  to.4 L0.51 }0.14 }0.02 [0.03 £0.21
WB 1052 }0.62 }[0.09 f0.005 0.1 L0.267
ZB L0.82  t0.37 |0.23 |0.08 }[0.34  f0.37

Source: The five year (2010- 2014) annual repdresaoh bank

As it be seen in the table above and in the fidqhelew as well, only
NIB a positive GAP ratio in 2014. ZB showed the Hagt negative
GAP ratio in 2010 the other banks. On average DBz have shown
higher GAP ratio than the other banks with respectatios of -0.39
and -0.37.
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Figure 16. Trend in gap ratio of banks over the five years
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4. Conclusion

This study aims to evaluate the financial perforoeaof four selected
Ethiopian private commercial banks such as DashamkB Nib
International Bank, Wegagen Bank and Zemen Bank thaintained
over the five years 2010 through 2014. The perfogeaevaluation
was made by using the bank’s internal determinahits performance
using the CAMELS model. Each internal determinaafsbank’s
performance are the components of the CAMELS sysitecomprises
the capital adequacy, asset quality, managemeitiegity, earnings
ability, liquidity, and sensitivity to market riskhe performance of the
banks is evaluated based on these six componesntg) tine respective
performance indicator ratios per each component.

As discussed in the previous chapter, the capitedjaacy performance
of the banks was evaluated using three performamieator ratios
such as, capital adequacy ratio, leverage rati capital to loans ratio.
The capital adequacy of DB didn’'t show a fundamlevdziation over
the five years, as measured by the capital adegaioyand capital to
loans ratio, but it showed somewhat a decreasitggas measured by
its leverage ratio and it is exhibited in table,42 and 4.3. Similarly,
the other banks such as NIB, WB and ZB also didhttw material
difference in their capital adequacy performancenaasured by these
ratios throughout the five years 2010 to 2014. émegal, the capital
adequacy of NIB and WB is found to be better assmesl by capital
adequacy ratio over, leverage ratio and capitdbaéms ratio the five
years than other banks.
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The asset quality performance of the banks iselstuated using three
performance indicator ratios such as, earning sssettotal assets,
provisions to loans, and total loans to total assatios. The results
then revealed that the banks has shown an incgeaasimd over the five
years as measured by earning assets to total asdeis But as
measured by the provisions to loans, banks didmwtsthe same result.
For instance, DB has shown the lowest PLR thatatds its best asset
quality performance in 2010 and ZB has shown tiaetdPLR ratios in
earlier three years since 2010, but highest PLBenlater years. NIB
and WB have also shown higher PLRs which demorestrieir lower
asset quality performance in the earlier two yef$0 and 2011, and
lower PLR in the latter three years which indicabetter asset quality
performance, as it is displayed in figure 5 in frevious chapter. As
measured by the total loans to total assets, timsbdidn’'t show a
material difference and variation in the asset itpgderformance of
banks among themselves among each other over ‘keyéars as
exhibited in the table 6.

The management efficiency of the banks is meashyedsing three
performance indicator ratios such as asset uiiimatatio, cost to
income ratio and loan and advance to asset rdfius.results showed
that banks such as DB, NIB and WB didn’'t show fundatal variation
in their management efficiency performance over fhe year
performance as measured by asset utilization estid is depicted in
figure 7 in the previous chapter. But, ZB has ebguered variation in
its AUR that we can refer in the figure 7 in theyous chapter that it
has best performance as its higher AUR impliesOh02and 2011, but
lower AURs in the later three consecutive years ctvhivere in
decreasing with time and little increase in thd hear. The second
bank management’s efficiency performance indicatatio CIR’s
revealed that the same result as the AUR that werefar in figure 8
from the previous chapter. As measured by loansaadnces to total
assets ratio, the banks such as DB and ZB showedsalsimilar
management efficiency trend over the five years Hrete was no
fundamental difference among themselves as it isdeetly
demonstrated in figure 9 in the previous chaptdB Bhowed better
performance in all years since 2010 except it ba®t LTAR in 2011,
and WB as well has shown better management ef@igiperformance
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in 2010, 2012, 2013, 2014 and a relatively loweARTin 2011 as it is
indicated in figure 9. Another very important compat of CAMELS
and the very crucial determinant of the bank's qenfince,
profitability or earning’s ability of the banks mseasured using the very
common bank’s profitability performance indicatatios such as ROA,
ROE and

NIM. These profitability performance indicator i disclosed
different results. The ROA reveals that ZB showwealliest profitability
performance in 2011 than other banks and othersyafits own. But,
as measured by ROE, DB showed the best profitalmétformance in
2012 and ZB as well in 2011 while it is evidentligadosed in figure
4.11. While measured by NIM, NIB showed the bestfifability
performance in 2014 than other banks and othersyefaits own. ZB
showed the lowest performance in 2010 as measyrddNd than other
banks and other years of its own. On average ZBh®sighest ROA
(3.8%) followed by WB with ROA of 3.6%. whereasgthest of the
two banks, NIB and DB has relatively lower ROA oati

The liquidity performance of the banks, which isnsidered as the
blood of commercial banks is evaluated using thpegformance
indicator ratios such as, liquid asset to dep@iby net loans to total
asset and net loans to total deposit ratio. Theweker showed
different results. The LATD reveals that ZB achi@vbke best liquidity
performance in 2010 where as NIB has achieved divedt liquidity
performance in 2014 than other banks and othersyehtheir own.
Whereas, when measured by NLTA and NLTD ratiosudgmo WB
showed the lowest performance in 2011, the bankk’tdishow
fundamental difference and variation in their ldjty performance
over the five year and among themselves.

The last component of CAMELS, sensitivity to marketk was
evaluated using one performance indicator ratit ih&ap ratio. Even
though due to the difficulty in acquiring data abauterest rate, the
result reveals that no consistency in the trendaandng themselves of
banks sensitivity to market risk, that only NIB r&mwn a positive gap
in 2014 and ZB has shown the largest negative gapOLl, as it is
plainly demonstrated in figure 4.16 in the previocisapter. This
negative trend in GAP ratio indicates that the Isamke liability
sensitive.
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5. Recommendations

This study attempted to evaluate the financial ggetbnce of four
Ethiopian commercial banks such as, DB, NIB, WB &by using
CAMELS model. On the basis of the findings and dasions reached,
the following recommendations are forwarded by thsearcher in
order to improve the performance of these banksaddition, the
recommendations are forwarded to maintain goodopmdnce in the
overall banking system in Ethiopia. These recomraBods are
forwarded for these banks themselves, for the Ingnkegulators like
national bank of Ethiopia and for further researchductor.

* It is better that the banks, particularly, DB slibuke its maximum
effort to maintain adequate capital to build coefide on depositors
that they are protected from the potential loskasa bank might incur.

» These banks, especially the Zemen bank should Wwellelesigned

credit policy and procedure to maintain qualityeassTo reduce the
provision for loan losses, the borrower’'s perforgc@nshould be

scrutinized whether they have capability to reday lban. For this an
appropriate credit policy should be designed. Iditaah, as much as
possible, these banks should use their effort fdogetheir assets to
earning assets to strengthen their earnings ability

e The NIM of Zemen bank has shown the least perfoo@an
therefore the researcher recommends that the Zbardnshould adjust
the interest rate when granting loans and accemampsits i.e. the
lending rate should be substantially higher than rdte of borrowing

that bank should pay for depositors, but shoulavitlein the scope that
the national bank has set.

» Liquidity in a bank is highly sensitive and mosuaal issue than
other enterprises. Therefore, those banks shouid &dgosition to meet
its liability holders as when demand arises. Thhe &ppropriate
mixture of liquid and non-liquid asset should benteined. For this an
appropriate strategy of liability and assets manmsgd should be
designed by the management of these banks.

« The GAP ratio of these banks indicates that they lability
sensitive. Especially, Dashen Bank and Zemen Baskhigher GAP
ratio, which implies they are highly liability setige that their income
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will decrease in case of rising market rates bexdls rise in interest

rate causes the interest expense to increase.fdteeréhe researcher
recommended that these banks should maintain gropate assets

and liabilities and the optimum asset and liabilityx should be
maintained.

» The regulatory bodies of financial institutions lswas the National
bank of Ethiopia should build bank performance mess standards
i.e. bank performance indicator ratios along witle accompanying
standards or benchmarks to measure the perfornafnsanks which
are operated and being run in Ethiopia.

5.1. Direction for Further Researches

* Further researches which focus not only on intefianabrs of banks
performance, but also on external factors should cbeducted
periodically i.e. at least annually. Because siilah $tudies are so time
sensitive that once they have been applied thely netl be used to
know the next year’s performance of banks, and thatperformance
of banks in the economy can also be affected byegternal factors
such as the overall condition of the economy artlbei different from
year to year.

e In addition, it is better that the researches érgaalitative and
primary data.
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