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7 Abstract

s This study is aimed at evaluating the financial performance of the banking sectors in Ethiopia
o with a special focus on Zemen Bank S.C. for the period 2009 to 2014. To meet the objective of
10 the study, secondary sources of data, such as annual reports of the bank have been utilized.

1 After collecting the necessary data, appropriate financial ratios and descriptive statistical

12 techniques were employed for analyzing, interpreting and giving a condensed picture of the

13 collected data. Accordingly, the results of the study revealed that the financial performance of
12 the bank had kept on improving, if not fluctuating over time. Besides, the bank has performed
15 well in profit earning and efficiently managing its assets for generating revenue, whereas there
16 is a need for improvement in its much dependence on outside financing and the high

17 proportion of nonperforming loans.

18

19 Index terms— financial performance, ratios, banking sectors, zemen bank, ethiopia.

» 1 Introduction a) Background of the Study

21 he history of banking in Ethiopia traces back to a century. However, before the introduction of the modern
22 banking system in Ethiopia, traditional financial institutions such as 'Equb’ and ’Idir’ has contributed a lot
23 in sharing risks, developing saving habits and by positively impacting on the economic betterment and social
24 wellbeing of the society. Later on, following the agreement between emperor Menelik II and Ma Gillivray,
25 representative of the British owned National Bank of Egypt, modern banking in Ethiopia has come in to birth
26 in 1905. This agreement has made true the opening of the first bank of Ethiopia called Bank of Abyssinia in
27 1906. Moreover, historical records show that different types of banks (private and public, domestic and foreign)
28 in different regimes have been seen in Ethiopia. However, the adoption of a free market economic system of
29  EPRDF is believed to be the root for the emergence of the current banks in the country.

30 Banking sector in Ethiopia is expanding through time. Particularly starting from the 1990s to the present
31 days, numbers of banks have come into existence. Among these, Zemen Bank is the newly emerging one. Having
32 the vision of bringing a new dynamism of the financial sector and the banking business in Ethiopia, Zemen Bank
33 was introduced in 2008. Its adoption of more advanced banking technologies such as ATMs, Internet and Mobile
34 banking within a short period of time enables the bank to deliver incomparable customer services. According to
35 Ermyas T. Amelga, the then board chairman of the bank, at times of its opening, Zemen has faced numerous
36 challenges both from outside and inside macroeconomic pressures. However, by challenging the challenges, it has
37 realized to be one of the highly competing banks in Ethiopia.

38 These days, the bank is very profitable and has made excellent progresses, especially due to the favorable
39 dynamic macroeconomic environments, including Strong GDP growth, low inflation, and the ongoing execution
40 of large scale projects and with growing customer deposits, increasing loan demand, and rising requests for
a1 trade facilities (Berhane Ghebray, 2014). But more importantly, the researcher has come across with the idea
42 of assessing the current performance of the bank through scientific ways, which would have a big plus. Scholars
43 in the field stated that expressing financial statement information in the form of ratios enhances its usefulness.
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5 METHODOLOGY OF THE STUDY

Ratios permit comparisons over time and among companies, highlighting the similarities, differences, and trends.
This by and large benefits internal and external users of financial information. Hence, it is worth noting that
evaluating the performance of financial institutions such as banks can improve the managerial performance,
inform government policy by assessing the effects of deregulation, mergers and market structure on efficiency and
make possible a wide range of users in making economic decisions.

2 b) Statement of the Problem

The performance evaluation of companies is essential to provide information about company’s operating
performance and its net worth. Knowing organization’s competitiveness and potentials of the business through
financial statement analysis is useful for decision making for users of financial statement information, including
managers, creditors, stockholders, potential investors, and regulatory agencies.

With the objective of mobilizing resources and enhancing investments, financial institutions have irreplaceable
roles in economic development of a country. Being one and may be the major category of financial institutions,
banks have a very determinant role in the healthy functioning of the economy. Meanwhile, notwithstanding with
its merits, banks can be challenged by different factors. These include: individual bank characteristics which
could be swayed by the internal decisions of the management and the board and the wide-ranged external factors
which are out of the control of the banks (Flamini, C., Valentina C., McDonald, G., Liliana, S. ( 77009)).

To Nada Dreca (2012), the banking sector is affected by the global financial crisis. He argued that this crisis
produces many adverse effects towards banks. Some to mention, ’stagnation of the sector, decline in profitability,
increase of the non-performing assets and loans, past due receivables, loan loss provision and deterioration of
other key indicators of banks‘ performance’.

Banking sector in Ethiopia, according to Admassu Bezabeh and Asayehgn Desta, (2014), is undeveloped and
delicate. They furthermore stated that the sector is very limited, relatively weak, closed and characterized by a
large share of state ownership. For them, the repressive policies imposed by the government are negatively
affecting the performance of money and foreign exchange markets and weaken private commercial banks.
Controlling interest rates on deposits and the loan policies are also other impinging factors for the development
of the sector. In due course of this study, the results reveal that the extent of financial repression has negatively
affects savings, capital formation and financial development. This finding congruent with the research result of
Tom Keatinge (2014) which confirms that the banking industry’s nonperforming loan ratio is commendably low,
and profitability is good, but the dominance of public sector banking significantly restricts financial intermediation
and economic growth.

Irrespective of the aforementioned predicaments of the sector, the number of banks in Ethiopia is increasing
from time to time. This is resulted with the increasing in competitions among banks. This in turn leads to
dramatic effect on the performance of banks, particularly in financial and technological innovations. Under these
stiff competitions, Zemen Bank is one of the newly emerging banks of the country. The Bank was established
in Addis Ababa in 2008 and registered as a share company in accordance with the provisions of the Licensing
and Supervision of Banking Business Proclamation no. 84/94 and the Commercial Code of Ethiopia of 1960.
Principally, the bank’s activity is commercial banking -collecting deposits, providing loans, and securing the
foreign exchange funds needed to facilitate trade related services.

Since banks in Ethiopia are playing an important role in intermediating finance and wheeling the economy
to function, studying the financial performance of banks in the country is timely and necessary. Measuring the
performance of banks generally in the world and particularly in Ethiopia has attracted augmented attention over
the past years. Meanwhile, little has been done. This is more prevalent when it comes to Zemen Bank. Thus,
this study aimed at evaluating the financial performance of the banking sectors in Ethiopia, particularly Zemen
Bank at a focus.

3 c¢) The Objective of the study

The objective of the study is to evaluate the financial performance of the banking sectors in Ethiopia with a
particular focus on Zemen Bank S.C.

4 1II.
5 Methodology of the Study

The study was entirely depends on secondary sources of data; in one hand, different literatures were extracted to
establish a theoretical framework of the study and on the other, audited financial statements of the sample bank
i.e. Zemen Bank S.C. were the major sources of data. The study, Moreover, delimited to 2009-2014 financial
reports of the bank. After collecting the data from the bank’s website, the data were analyzed using (1) descriptive
statistical methods to summarize and give a condensed picture of the quantitative data and (2) methods of the
financial ratio analysis to measure, describe and analyze the performance of the bank were employed. These
ratios include:
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6 a) Profitability Ratios

It is the most common method of financial ratios which is used to measure the performance of banks. Profitability
enables to evaluate how well the bank is performing in terms of profit. As a rule, if a profitability ratio is relatively
greater than its competitors or the industry average, then it is considered to be indication of better performance
of the bank. It is mostly measured using the following criteria: i. Return on Assets (ROA)

The ROA reflects the ability of a bank’s management to generate profits from the bank’s assets. It shows
the profits earned per birr of assets. It also indicates how effectively the bank’s assets are managed to generate
revenues, although it might be biased due to off-balance-sheet activities.

higher return on equity may be due to debt (financial leverage) or higher return on assets.

7 ROE can be computed as: ROE = Net profit after tax /
Shareholders’ Equity

8 iii. Net Interest Margin (NIM)

NIM is the difference between interest income and interest expenses as a percentage of total loans and advances
which includes deposits with foreign banks, treasury bills and other investments. The higher NIM the cheaper
the funding or the higher the margin the bank is obtaining.

9 NIM can be computed as: NIM= (Interest Income -Interest
Expense)/Total Asset b) Liquidity Ratios

This ratio indicates the ability of the bank to meet its financial obligations in a timely and effective manner. The
high liquidity ratios mean a bank has a larger margin of safety and ability to cover its short-term obligations.
This is measured by using:

i. Cash Deposit Ratio (CDR) Cash is the most liquid asset of the banks. A higher CDR indicates that a bank
is relatively more liquid than a bank which has lower CDR.

CDR can be computed as: CDR = Cash/Deposit.

10 ii. Loan Deposit Ratio (LDR)

This ratio indicates the percentage of the total deposits locked into non-liquid assets. A higher LDR denotes
lower liquidity.

11 LDR can be computed as: LDR= Loan/Deposit
12 iii. Loan to Asset Ratio (LAR)

This ratio measures the percentage of assets that is tied up in loans. The higher the ratio indicates the less liquid
is the bank.

13 LAR can be computed as: LAR = Loan / Asset c) Risk and
solvency ratios

The extent to which a firm relies on debt financing rather than equity is measured using these ratios. Furthermore,
Risk and solvency ratios evaluate the risks associated with the bank’s asset portfolio, i.e. the quality of loans
issued by the bank. If the amount of assets is greater than the amount of its all types of liabilities, the bank is
considered to be solvent. The following ratios can be used for measuring the Risk and solvency of the banks.

i. Debt to Equity Ratio (DER) It measures the ability of the bank capital to absorb financial shocks. In
case, creditors default in paying back their loans or the asset values decrease, the bank capital provides shielding
against those loan losses. Mostly, the lower DER is considered better relative to higher DER.

14 DER can be computed as: DER = Total Debt / Sharehold-
ers’ Equity
15 ii. Debt to Total Asset Ratio (DTAR)

It measures the amount of total debt a firm used to finance its total assets. The higher DTAR means the bank has
financed most of its assets through debt as compared to the equity financing. This implies the bank is involved
in more risky business.



145

146

147

148
149
150

151

152

153
154

156
157
158
159
160

161

162

163

164
165
166

167

169

170
171
172
173
174

175

177
178

179

180

181
182
183
184
185
186
187

189
190
191
192

25 B. OPERATING INCOME AND OPERATING EXPENSE

16 DTAR can be computed as: DTAR = Total Debt / Total
Assets

17 iii. Non-Performing Loans to Total Loan Ratio (NPTL)

Loans become nonperforming when borrowers stop making payments and the loans enter default. A lower NPL
ratio indicates smaller losses for the bank, while a larger (or increasing) NPL ratio can mean larger losses for the
bank as it writes off bad loans.

18 NPTL can be computed as: NPTL = Non-performing
Loans/Total Loans d) Leverage/ Efficiency ratios

These ratios measure how effectively and efficiently the firm is managing and controlling its assets. The efficiency
ratios also indicate the overall effectiveness of the firm in utilizing its assets to generate sales, quality of receivables
and how successful the firm is in its collections, the promptness of payment to suppliers by the firm, effectiveness
of the inventory management practices, and efficiency of firm in controlling its expenses. The higher value of
these ratios indicates the firm is doing well. It is mostly measured using the following criteria: i. Asset Utilization
Ratio (AUR) It is used to measure how effectively the bank is in utilizing its total assets. If the ratio of AUR
is lower, the bank is not using its assets to their capacity and should either increase total revenues or dispose of
some of the assets (Ross, Westerfield, and Jaffe 2005).

19 The AU can be computed as: AU = Total Revenue/Total
Asset

20 ii. Income Expense Ratio (IER)

It is the ratio that measures the amount of income earned per birr of operating expenses. The Higher IER is
preferred over the lower one as this indicates the ability and efficiency of the bank in generating more total income
in comparison to its total operating expenses.

21 IER can be computed as: IER = Total Income / Total
Operating Expenses

22 iii. Operating Efficiency (OE)
The OE is the ratio that measures the amount of operating expense per dollar of operating revenue. It is also
used to measure the managerial efficiency in generating operating revenues and controlling its operating expenses.
The Lower OE is preferred over the higher OE as lower OE indicates that operating expenses are lower than
operating revenues.

OE can be computed as: OE=Total Operating Expenses / Total Operating Revenue III.

23 Data Analysis and Interpretation

In this part of the research, the collected financial data have been analyzed, discussed and interpreted accordingly.
The first part of it presents the financial highlights of the bank. In the second place, based on the data already
uncovered in the first part, different ratio analysis has been undertaken.

24 a) Financial Highlights of The Bank i. Incomes and Expenses
a. Interest Income and Interest Expenses

Zemen Bank, hereafter referred to as the bank, has shown a remarkable growth in earning interest incomes. As
explicitly depicted in the following graph and/or table (figure ?7.1 & table 3.1), the Bank’s interest income has
averagely grown by 62% in the last six consecutive years. Correspondingly, the 2010 interest income growth
in accordance with the base year is recorded at 581%. This is very substantial in comparison with the later
years. Likewise, the interest expenses which have been incurred to earn the interest incomes have also increased
significantly. Furthermore, on average; the bank has earned Br 92,474,643, and incurred Br 57,980,449 as interest
income and interest expenses in the last six years of its operation, respectively.

25 b. Operating Income and Operating Expense

Like that of the interest income and interest expenses, the operating income and operating expenses disclose an
altogether increasing trend throughout the study periods of the bank. Table ?7?.1 below clearly exhibits that the
net operating income of 2010 has revealed an 831% positive change from the previous year. It seems inflated.
However, since the first year was the beginning of the bank, it might perform below the expectations. In the
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same token, the net income of the bank averagely increases by 53% in the remaining budget years. This denotes
that both

26 d. Assets, Liabilities and Shareholders’ Equity

The total asset and liability of the bank had increased in an increasing rate. With those limited years of its
business undertakings, the bank had increased from millions to billions of Birr as far as asset and liability
is concerned. This is one of the manifestations of the good fortune of the bank. To be more specific; the
bank’s asset, liability and shareholders’ equity averagely were Birr 2,116,600,496; 1,796,436,996 and 320,152,909
respectively. In the case of assets, Birr 3,924,769,457 in as the maximum and minimum amounts during the study
periods respectively. Similarly, Birr 3,267,757,912 and 372,082,934 were the highest and lowest liability sums.
Besides, the maximum and minimum shareholders’ equity had been reflected as Birr 90,515,749 and 657,011,545,
respectively.

To sum up, the above trend analysis of assets, liabilities and shareholders’ equity signify a consistence increment
of these items from year to year. This is basically an indication of the better future of the bank to grow as it
has been seen during those periods. 1,000,000,000 1,500,000,000 2,000,000,000 2,500,000,000 3,000,000,000 To
measure the profitability of the bank, ratios such as ROA, ROE, and NIM have been utilized. Accordingly, the
results are presented as follows.

a

27 . Return on Asset (ROA)

This ratio helps us to evaluate how well the bank uses its assets in its operations. The lower the ROA means the
less profitable is the bank and vice versa. Based on this line of reference, the ROA of Zemen bank looks like as
follows.

As it can be possible to recognize in the following table and figure (see Table ?7?.2 & figure 3.5), Zemen Bank
has shown a notable increase in ROA of the first two years of its operation. But after sometime, particularly
starting from 2012, its performance on ROA fluctuates. This implies that the bank has shown a better level of
efficiency in utilization of assets to generate profit in the initial periods (excluding 2009) than the succeeding
years of operation. But on average, the bank had shown a 2.84% performance of ROA. The different sizes of
loans by the national bank of Ethiopia in different fiscal years have been mentioned as a significant factor for the
fluctuation of the return on Asset of the bank. Thus, from the computation made below, one can deduce that for
every Birr invested in assets, Zemen Bank had earned about 39.6, 52.5, 36.1, 29.0, and 32.7 cents in 2010, 2011,
2012, 2013, and 2014, respectively. But in 2009, the bank incurs a loss of 19.7 cents while it had invested 1 Birr
on Assets. In general, averagely, the bank had earned about a 2.84% from its each and every asset invested.

28 b. Return on Equity (ROE)

The ROE is the ratio of the net income that shareholders receive to their equity in the stock. The lower value of
this ratio shows the lower is the financial performance and vice versa. In view of that, the Return on Equity of
Zemen bank in 2009 was very incomparable with respect to the rest of the accounting periods. It was relatively
very low. This is why? Because, the year 2009 is the starting year of the bank. Thus, in this year, Zemen
had spent more than it makes. Meanwhile, the bank shows a continuous increase in the following two years, i.e.
26.39% in 2010 and 35.19% in 2011. Again in the year 2012 and 2013, the ROE drastically decreases by 4.41%
and 11.7%, respectively. However, in 2014, it had shown a slight (at 0.46%) increment. In a nutshell, averagely,
the shareholders of Zemen Bank had earned 5.0% of their investment throughout the study period. This ratio
is used to measure the amount of operating income to earning asset. The lower the NIM ratio means the lower
is the quality of the management decision. As far as Zemen bank is concerned, unlike that of the above two
profitability ratios, the Net Interest Margin of the bank had shown a continuous percentage increase from the
year 2009 to 2013. Meanwhile, shown a petite decrement in the year 2014 (see table ?77.2 & figure 3.5). Hence,
the decision making quality of the management of the bank in generating the net interest income vis-a-vis the
total assets has improved over the study periods.

29 ii. Liquidity Ratios
The Liquidity ratios are ratios which are used for measuring the ability of the bank to meet its financial obligations
as they become due and are crucial to the sustained viability of the banking institutions.

30 a. Loan to Deposit Ratio (LDR)

The LDR is a ratio that is used in determining the amount of loans that a bank has out versus the amount
of current deposits on hand at the same time. The LDR also shows the bank’s ability to cover loans. If the
ratio is too high, it means that banks might not have enough liquidity to cover any unforeseen fund requirement
and vice versa. For that reason, a lower LDR has been always favorable than the higher LDR. In this study,
Zemen Bank had shown approximately a steady performance. It is cognizant that the minimum (47.18%) and
the maximum (67.93%) LDR had been seen in the last and first years of the study, respectively. Nonetheless, in
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38 IV. LEVERAGE/ EFFICIENCY RATIOS

the remaining years of the study, the bank had shown less than one percent variations. Even though it was not
much significant, a relative diminution of the LDR in the later years of operation indicates the improvement of
the bank’s position or the shift of the focus of the bank from loan to deposit. At the last, since the bank’s LDR,
in all years of operation (2009 to 2014) is below 100%, one can conclude that the bank relied on its own deposits
to make loans to its customers, without any outside borrowing.

31 Table 3.3 : Liquidity Ratios

Source: Bank’s Annual Reports 772009) 772010) ?772011) 772012) ?72013) ?72014)

32 b. Loan to Asset Ratio (LAR)

The LAR is used to measure the total loans outstanding as a percentage of total assets. The lower this ratio
signifies a bank is more liquid. So, the lesser the ratio means the less risky a bank to higher defaults.

The LAR trend of Zemen bank from 2009 to 2014 was a mix of ups and downs. The deviation ranges between
42.30% in 2012 and 36.37% in 2010. This unstable drift of LAR implied that the bank was not in a stable financial
position. As the table and figure indicates the bank’s LAR is below 50% in all years of the study. Hence, one
can conclude that the bank is not much loaned up and its liquidity is in a good position.

33 Ratios/Years
34 c. Cash Deposit Ratio (CDR)

The CDR is the ratio of average cash balance held by the bank against the total deposits. If the amount of
money the bank have as a percentage of the total amount of money the customer have deposited into the bank
is high, the confidence and of the depositors will increase. Therefore, always the higher CDR has been favorable
than the lower. According to the table above and the figure below (see figure 77.6 & table ?77.3), CDR has shown
a slight improvement in the first two years and then it drastically decreases from 2011 to 2013. But in the last
year, there was an increment of 17.91% as compared to the preceding year. Therefore, one can conclude that
Zemen Bank was better in the first years of its business than the later ones.

35 iii. Risk and Solvency Ratios

Using risk and solvency ratios, the degree of the financial risk that the bank faces has been discussed hereunder.

36 a. Debt to Equity Ratio (DER)

The ratio of debt to equity or net worth connotes that the degree of financial leverage that the bank is using to
enhance its return. Furthermore, DER indicates how much debt a company is using to finance its assets relative
to the amount of value represented in shareholders’ equity. A higher DER generally means that a bank has been
aggressive in financing its growth with debt.

The DER of Zemen bank has shown a continuous increase from 2009 to 2012. To the reverse, it has been
recorded as a bit lower in 2013 and 2014. But in a nutshell, in those six years of operation, the bank had a 5.59%
mean of DER. This denotes that the bank has taken a little debt and thus has low risk. However, it should not be
forgotten that if the bank has used much debt to finance the growing operations (high DER); it could potentially
generate more earnings than it would have without this outside financing. The DTAR is used to measure the
percentage of a bank’s assets that are financed with debt. The higher the ratio means the higher the degree of
leverage, and consequently, the bank may face a financial risk or potential problems such as incapability to the
debt payments. Traditionally, a less than 50% DTAR is considered as prudent.

In the last six consecutive years of business operations, The DTAR of Zemen Bank was all in all above 50%.
In addition, it had almost similar values (range between 80 to 88 percent). This implies that the bank had a
high degree of leverage and thus a lower degree of financial flexibility. In other words, it indicates that 84% (on
average) of the Zemen Bank’s total assets have been financed by debt.

37 c. Non-Performing Loans to Total Loan Ratio (NPTL)

This ratio is used to measure the percentage of gross loans which are doubtful in banks’ portfolio. The lower the
ratio of NPTL indicates the better is the asset/credit performance of a bank.

Both table 3.4 and figure ?7?7.7 shows that the NPTL of Zemen Bank continuously increased throughout the
study period, except the 2014 insignificant reduction. This signifies that the asset quality of the bank lowers and
the risk associated increases over time. Therefore, it is advisable for the bank to reduce the size of doubtful loans
in its portfolio.

38 iv. Leverage/ Efficiency Ratios

The efficiency or commonly called as leverage ratios are financial ratios which are used to measure the manner
of the bank in controlling and managing its assets effectively and efficiently.
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39 a. Asset Utilization Ratio (AUR)

The AUR is an analysis tool that is used to recognize whether a bank is wasting its assets or putting them to
generate revenue. A higher AUR means good for the bank (or) it indicates the bank is utilizing its assets well.
As the following table reveals Zemen bank has shown an increasing trend in the first three years 772009, 10 &
11) and it turns down and again up and down at the last. Therefore, it is possible to say that Zemen bank is
performing well in employing its assets for making revenue. Nonetheless, the unstable flow of the AUR trend
reminds the bank to find solutions which could evade the continuous fluctuations of the asset utilization. This
ratio is a broadly used efficiency ratio that is used to measure the managerial efficiency of the bank in generating
a total income while controlling its operating expenses. The higher the IER is always favorable than the lower
one.
In the case of Zemen bank, during the last six years, it has earned Birr 0.81, 7?7.52, 4.35, 3.78, 4.

40 c.Operating Efficiency (OE)

It is one of the mostly used efficiency ratios which are used for measuring the amount of the operating expense
of the bank vis-a-vis its operating revenue. The lower OE means that the operating revenues are higher than the
operating expenses.

Table ?7.5 and figure 7?7.8 clearly depicted that Zemen Bank has incurred Birr 1.66, 0.37, 0.32, 0.36, 0.27,
and 0.35 of operating expenses per a one Birr operating revenue in 2009, 2010, 2011, 2012, 2013, and 2014,
respectively. The only year where the operating expenses are higher than operating revenue was the 2009. In this
year, the operating expenses outweigh the operating revenue by almost 66%. This implies, in other words, the
bank incurs a 0.66 cents extra expense in earning every single Birr. Since the operating expenses to operating
revenue was lower than 100% (a 55.58% on average), one can conclude that the bank’s managerial efficiency in
making operating revenues over its operating expenses was in a good position. Furthermore, the lowest (best
performance) of all of the operating efficiency of the bank has been revealed in 2013, whereas the highest of all
has been exhibited in 2009. In the first three years of operation, the OE has been decreasing in at increasing rate.
However, in the later years, the OE of the bank had a rise and fall patterns. But still, the percentage changes
were very minimal.

IV.

41 Conclusion and Recommendation

This paper was typically an analytical type of research which was aimed at measuring the financial performance
of Zemen bank over the periods of 2009-2014. It has employed financial ratios and descriptive statistical tools
to analyze the data. In doing so, the discussions, analysis and interpretations of the data have come across
with sound findings. Thus, based on the results of the study, the researcher draws the following conclusions and
suggestive solutions.

The overall result of the study shows that except in 2009, in the remaining years of the study, the financial
performance of the bank had kept on improving, if not fluctuating over time. The case in point is the remarkable
growth of the bank’s interest incomes over interest expenses, the earning of large sums of profits, the augmentation
of total assets over total liabilities and an all-together advancement of the deposits and loans and advances from
year to year.

To measure the Profitability of the Bank, ratios such as ROA, ROE, and NIM have been employed. The result
of the ratios revealed that the bank had an experience of an increasing pattern of those ratios in the first few
years of its functioning. However, it has consistently fluctuates in the remaining years of the study. Particularly,
so far as ROA is concerned, the bank has shown a better level of efficiency in the utilization of its assets to
generate profit in the initial periods (excluding 2009) than the subsequent years of operation. Therefore, it is
recommended that the bank should assess how well it performs in utilizing its assets in its operations. Likewise,
the ROE of the bank follows the same trend of ROA. However, unlike that of the above two ratios, the NIM
has kept on increasing with the passage of time. Hence, this shows that the quality of the management decision
making of the bank in generating the net interest income vis-a-vis the total assets has improved over the study
periods.

The study also uncovers that the liquidity of the bank has been improved through time. It was evident
that both LDR and LAR have shown advancement though sometimes they had ebbed and flow. This swinging
dimension of these ratios connotes that the bank was not in a stable financial position. Wherefore, the bank
should find solutions which may save it from such type of financial wavering. Furthermore, since the CDR of the
bank has shown a decreasing trend, it might negatively affect the general performance of the bank. As a result,
the bank should increase its cash balance against its total deposits. In doing that, the confidence and trust of
the depositors will increase.

The degree of the financial risk associate to the bank has also been analyzed using the risk and solvency ratios.
The findings of these ratios (DER, DTAR and NPTL) show that an initial tremendous increments and a drastic
fall in the succeeding periods. For instance, according to the result of the DER, Zemen bank was initially more
financed by debt than its stakeholders’ contributions. But later on, the debt to owners’ equity proportion has
shown a decreasing pattern. This indicates that the bank has taken a little debt and thus has low risk. However,
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it should not be forgotten that if the bank has used much debt to finance the growing operations (high DER); it
could potentially generate more earnings than it would have without this outside financing. Besides, the DTAR
of the bank indicates that it had a high degree of leverage and thus a lower degree of financial flexibility. This
implies that a higher proportion of the Bank’s total assets have been financed by debt. Therefore, it is highly
recommended that Zemen bank has to decrease its much dependence on outside financing. It is also advisable
that the bank should reduce the size of doubtful loans in its portfolio since the result of NPTL revealed that the
percentage of non-performing loans to the total loans has continuously increased.

Finally, the efficiency level of the bank has been measured. The results of the ratios analysis disclosed that
the bank had a good rate of efficiency. It is for example underpinned by the result of AUR in which Zemen bank
has performed well in employing its assets for generating revenue. Meanwhile, the unstable flow of the AUR
trend signifies that the bank should find solutions, which could evade the continuous fluctuations of the asset
utilization. Plus to that, the IER ratio depicts that the managerial efficiency of the bank in generating a total
income while controlling its operating expenses was good except its oscillations. Eventually, the OE of the bank
asserts that the bank’s managerial efficiency in making operating revenues over its operating expenses was in a
good position. B
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Appendix A: Consolidated Profit an
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2009* 20102011
4,590,108 31,240,880 (2,908,012) (22

NET Loans And Advances To INTEREST INCOME Provision for doubtful loans and advances Customers ]
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[Note: *]
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