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Abstract 

This research paper presents the factors affecting capital structure 

decisions of private commercial banks in Ethiopia. The study was 

conducted mainly on sets of data that were collected from the six private 

banks infive consecutive years (2003 - 2007) and by conducting interview 

with the financial managers of the six pri:1ate commercial banks; AlB, 

BOA, DB, NIB, UB and WB, which could pro:;ide the pertinent and 

necessary data existing at least during the last five yeo.rs . 

The collected data were analyzed using the pooled tir,'e-series correlation. 

The mean values of the dependent variable (cauital s·~ructure) are 

correlated with the mean values of the independent variables. The study 

has also inculcated in the analysis the primary data obtained by 

conducting interview with the financial officers c~nd banking supervisors. 

The results from the analysis has emphasized on two findings: the first 

has identified the major factors affecting th" '.: . .,;t.:;' <:tr.1cture decision of 

the selected private commercial banks. '"he second finding has justified the 

relationship (positive or negative) between the factors affecting capital 

structure decision such as financial risk, profitabilit ) . tax-shield, asset 

composition, and dilution of control, with debt -to- equity ratio i. e. the 

measure of capital structure. Based on a", wwi,l(sis, conclusions and 

recommendations were forward ed. 
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Chapter On~ 

Proposal to the Study 

1.1. Definition of basic terms 

D Asset composition ratio: is the relative Slze of loans and security 

investment in the total assets of the banks 

D Capital Structure: is determined by the ratio of the debt capital to 

equity capital in the bank 

D Debt capital: is the capital of the bank that include dC;Josits received 

and other liabilities existing in the balance sheet 

D Equity capital: The difference between a firm's assets (what it owns) 

and its liabilities (What it owes), also calk.:! net worth. 

D Financial risk: is the risk firms assume as a result of acquiring 

fixed-charge source of capital (see detail n~ ~: ; ,aI,' :ul leverage p 13) 

D Levered firm: a firm that uses debt in its capital structure. 

D Optimum Capital Structure: is the debt-equity mix at which a firm 

attains minimum cost of capital and maximum vfJue. 

D Profitability: ability of firms to generate positive return. 

D Un leve led firm: a firm with no debt in ;l~ carital struc ture. 



1.2. Background of the Study 

Commercial banks play a vital role; even they are back bones of the 

economic system or the business works, because they dealt with the major 

resource of every organization, capital. Hence, c.cpital in turn plays essential 

role in the banking industry. It is also core to the establishment, as well as 

survival and growth of the banks. (Koch, 2004) 

For a bank to survive and grow should balance the demand (requirement) of 

the three constituencies: owners (shareholders), custoners (depositors) and 

bank regulators. In developing counties, like Eth iopia, the government 

policies and regulations are a lso more foc;"" c::d on encouraging private 

investors to be involved in the banking industry . 

The main purpose of private commercial banks management is for profit. In 

an extreme case, the financial management, in which capital structure 

decision is important to be considered as a nc :::essary issue in private banks 

managemen t. Managers, therefore, to purse,e wealth maximization 

objectives of the private banks, should examine the major factors affecting 

th eir decisions. Much more difficult, is answering ' .. he capital structure 

questions in the context of developing countries where the financial system 

is not well developed. Moreover, considering the factors affecting will make 

the capital structure decision more complex. (Brigham & Ehrhardt, 2002) 
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Capital structure decision can be simplified as thc determina tion of the 

proportionate mix of debt and equity capital :-n. 'rces, in dUt attention to the 

major factors affecting the decision . Thus, the concern for the fac tors 

affecting capital structure decision of private banks in Ethiopia has received 

a special attention of the researcher to deserve this research study. 

\. 

1.3. Statement of the Problem 

Although earlier studies have a tremendous conL-ibution to the theory of 

capital structure, they were limited to we' l-developed financial systems that 

emanated from the advanced and developed countri c:~. The less developed 

(or developing) countries with insufficient and ineffir iFn t financia l system 

receive little attention in the theory. Among all types of firms banks in 
~ 

developing countries are working in such not w:ell-developed financial 

system, hence they may pay little attention u ; practice capita l structure 

theory for their related decision. Therefore, there should be concern for the 

attributes of capital structure decisions in comr:.:.-r ,i2.1 ~'anks. . . ~ . ," 

This research study tried to identify the factors affecting the capital 

structure decision of private commercial banks in O:thiopia, one of the 

developing countries. Hence, the research targeted to assess the correlation 

between capital structure and; 
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o Financial risk related to th e banking industr; ' 

o Profita bility such as maximizing rate of re turns -, 
o Tax advantages (Tax-shield) 

", 

o Asset compositions of the bank 
, ' 

o Dilution of controlling intent of shareholders 

o Other factors such as Fina n cia l systems and regulatory directives 

1.4 . Objectives of the study 

The main objective of this research study is to ldentifj the factors affecting 

capital structure decision in private commercia l ba nks in Ethiopia. Hence, 

the study attempts to achieve the fo llowing s pecific objec:tive: 

.:. To discuss the factors that a ffect the sources of cal ,ital 

.:. To evaluate which sources of financing are more emphasized m the 

banking business 

.:. To identify, which sources of capita l a re m ore accessible to determine 

th e adequate level of bank capita l and the rr.ix of debt and equity . 

• :. To assess the level of debt-equity ratio that can minimize cost of capital 

.:. To evaluate, currently, how banks are tak; , Ie- tax-shield /ad vantage in 

their optimal capital structure 

.:. To study the relationship of capital structure and concept of r isk-return 

trade-off. 

.:. To asses the extent of profit determine the capital structure decisions ----
4 



.:. To describe how the debt equity ratio cha'1gc with the asset composition 

of the banks . 

• :. And finally, to make recommendations that might provide additional 

information to enhance the present capital s .ructure decision of 

commercial banks. 

1.5. Significance of the study 

Since banking industry business is emerging and also flourishing in 

Ethiopian economy, assessing the factors affecting capital structure decision 

will help in inducing enhanced banking busin ~ c~ ::we ~(Inovative action by 

concerned parties that create packages ( f benefits to their capital flows. 

Even though research studies rela ted to the area of capital structure 

decisions are plenty, those th at a re concerned In the fin ancial system of 

developing countries are few. This study, ther ~ I()!'e, attem pts all lhc besl to 

contribute to the literature by assessing the factors affecting capital 

structure decision of the commercial banks in the developing countries like 

Ethiopia. 

The research study can also be used as launch-pad for researchers 

interested in making further studies in the banking industry as well as 

related to capital structure decision. 
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1.6. Scope and Limitations of the study 
The study focuses on factors affecting capital ," ",'C:l!: e decision of private commercial banks . It has excluded pub.ic commercial ba nks , because they mostly have state (government) policy directives on top of their profit concern and flexibility. The study a lso has not includfd private commercial banks currently announced such as Cooperative Ba nk of Oromia, Ambesa International Ba nk, Access Bank, Birhan lD~emational Bank, Bunna Internationa l Bank, and others that might emerge until the complet ion of the research that can not provide all the necessary data , since they are starting late to provide reports. 

The minor limitations can be that the bankers may not give due attention to provide a ll pertinent information needed in the research, even it was whaf the researcher has encountered while in the pilot survey for the proposal. Moreover, the usual limitation of research studies for a'2ademic requirement is financial shortage. 

1.7. Hypothesis and Variables Modeling 
Commercial banks maintain debt-equity rr,ix that is determined through a conscious financing decision or due to influence of certain factors . Determining the factors (independent variables) that a ffect bank's capital structure (dependent variable) will enable us :0 recogni2e how the decisions behaves as there is a change in those factors . 
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This research study provides the hypothesis that the financial risk, 

profitability, tax shield, asset composition, and dilution of control of 

shareholders on the banks are factors affecting capital structure decision of 

commercial banks in Ethiopia. Capital structure is mainly measured by 

debt-to-equity Ratio. 

In general, the lesser the debt-to-equity ratio, the better is the capital 

structure , because the banks are having lesser use of liability in the sources 

of capital, thus they can reduce their ' risks. On the other hand, the cost of 

debt is lesser than other sources of capital, thus it results in more profit. 

However, liquidity risk is more dangerous, so the banks are a lways 

attempting to avoid liquidity risks than making more profit at the expense of 

their liquidity. (Pandey, 2001 and Sinkey, 2002\ 

The hypotheses development and variabJes modeling are discussed below: 

Financial Risk 

Financial risk is taken by nearly every commercial bank. According to 

Sinkey (2002) the adequacy of a bank's capil8~ . :"pe!'1ds Of! i ~ s risk exposure. 

The more the debt and other fixed cost resource a firm uses in its capital 

structure , the more will be the risk expc.lsure, because the return (net 

income) provided may be unable to cover thL interest and other fixed 

payments, resulting in bankruptcy costs. (Hampton 2003) 
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Financial risk is measured by fixed -pay ment-coverage ratio (i. e . earnmg 

before interest and tax divided (EBIT) by fixed-charges such as interest 

charge and fixed preferred dividends) i.e. formu:~·ted as 

Fixed-Payment-Coverage Ratio; EBIT / (Interest pa_'T;,', ntsi21:ef~ Dividend)_ 

Based on the above reasoning, we can model the following hypothesis: 

Hypothesis 1: There is inverse relationship between the financial risk and 

debt-to-equity ratio 

Profitability 

Performance of a bank prominently is considered from the profit it 

generates. As a result, this profit is either provided to owners as dividend or 

partially retained in ' the firm. If the retained earnings are available, they are 

the most preferable financing sources, becauf.C! they re'llove the explicit cost 

of capital. Thus, banks tend to find external sou.-ces of capital only when 

internal funds are not sufficient (Sinkey, 2004). Profi lability is measured 

with its common and comprehensive tool: the retui7t on equity that is 

determined as: 

[ROE; Net Income after tax / total Stock h~lders Equity __ . _____ J 
Based on this argument, the fo llowing hypothesis can be developed: 

Hypothesis 2: there is negative relationship bei:.ucen profitability and 

debt-to-equity ratio 

8 



Taxes-shield: 

According to Hampton (2003), interest exp" ,.se is pa id on debt before 

calculating the corporate incom e tax . This tax policy makes the payment of 

interest on de bt is cheaper tha n the payment of dividends on stock or equity 

sources. To understand how capital structure alIects the value of the firm, 

the concept of tax-shie ld is critical thus, it is important to consider the 

concept of tax deductibility of interest expense, thus it increases the tota l 

net income that levered firms can payout more d .'vided to its stockholders 

than unleveled firms. Tax-shield is measured as tax-saving part of interest 

expense (i. e. In teres t charge multiplied by corporate t@. rate). 

Therefore, the following hypothesis can be formulated: 

Hypothesis 3: there is negative re lationship between tax-shield and the 

debt-to-equity ratio. 

Asset composition of the bank 
1 , . 

r; .) j 

j 

As a nature of operation, while a bank is accepti r.g deposits from customer , .- : - -' 

it is incurring lia bili ty, but its main op'~rations such as advancing loan to 

borrowers will be more facilita ted . Banks resort to customers de posits as a 

m eans of ra ising debt capita l in a dditioi la l to the in:tial and subsequent 

equity capital provided by shareholders. 

But there are regulatory reserve requirement c'. :~~c t i'/cs, !:ke National Bank 

of Ethiopia (NBE) vested directive NQ SBB 37 / 2004 , which oblige banks to 

9 



hold reserve deposit a t NEE to protect and mair.tain confidence for 

depositors, shareholders and regulatory body , in bank~, capital structure, 

Thus, the accepted deposits with the other sources of fun::l facilitate its 

basic operations i,e, advancing loan and investing In the finan cial system, 

These advanced loans and investment on fin a n cial securities, are the major 

components of the total assets of the banks, be::ause to do so is their major 

objectives, Therefore, the more is the loan and investment, the more will be 

the fund requirements and thus the more is t~,~ de;x:sit mobilization from 

customers that will increase th e debt-tc -equity ratio. The proportion of the 

loans and investments on financial securities in total assets is measured in 

terms of Asset Composition Ratio. 

The asset composition ratio is measured by the proportion of the sum of 

loans and security investments to the total as~.-. ~s of the banks. I. e. 

Asset Composition Ratio = (Loans + Investments on securities ) 

Total Ass~ts 

Hence , from the understanding, the following hypothesis can be developed. 

Hypothesis 4: There is positive relationship betwe'm t~e ,asset composition 

ratio and the debt-to-equit!l ratio. 

Dilution of control 

As it is viewed by Pandey (2001), the c. wners need co consider that the 

capital structure should involve the minimum possiL;;ity loss of control on 

the company. On the managers' attitude, with :'~gard t~ !t'lancing decision 

10 



are quite often influenced by their own desires not to lose control of 

operation. Thus, in share compam es like banks, cor.cern for d ilution of 

control is the most important. 

As of Hampton (2003), surrendering operational control as one in ternal 

factor tha t affect capital structure, stated that in some cases a firm is 

unable to sell bonds without allowing the bond holde rs to exe rc ise certain 

operational payment controls, and at the same- time , the sale of common 

stock brings n ew voting stockholders into the firm a nd dilutes the control of 

existing shareholders . Thus, th e possible loss of operational control is a 

factor affecting the financing mix. Diluti on of control is evaluated using the 

trend proportion of Earnings per Sh are (EPS) that is as the bank earns 

more , the potential investors may be ket;n to acquire sh ares of the bank, 

th us, the bank will get the better option to ra ise fund" it require . Therefore , 

the more the EPS, the more is the equity financing thdn dcb( in the capital 

structure, in turn the lesser wi ll be the debt-to-equity ratio. Consequen tly, 

the new incoming shareholders dilute the ~xisting shareholders controllin g 

extent. Dilution of control is evaluated u sing ~ar'1ings per Share as follows: 

EPS = Net Income available to common stock holders 

Number of common shares outsta!1Gmg 

Hence, it can be possible to formula te the following hypothesis. 

Hypothes is 5. There is positive relationship between the dilutions of control 

of owners and the debt-to-equity ratio. 

11 



1.8. Research Methodology 

8.1. Data collection Method 

The m a in source of da ta is the financial reports of the private banks and 

Nationa l Bank Ethiopia. The data are both quantitative and qua litative su ch 

as annu a l reports, financial notes, ru les, policies anti regula tions of each 

bank. Th e private banks included are Awash Tr.:,ernatiur.a l Bank (AlB), Bank 

of Abyssinia (BOA), Dashen Bank (DB), Nib Internationa l Bank (NIB) Uniled 

Bank (UB) and Wegagen Bank (WB) share C"lmpan ies. 

To collect other pertinent data interviews are conducted with financial 

officers of each private bank, and with banking supervisors in the NBE. 

Audited financial s tatements of the Banks \Vi;; ut: u'led in order to avoid 

possible distortions associated with provisional financial statements. 

8.2. Method of Data Analysis 

--The data collected will be analyzed usmg the pooled time-series cross-

sectional correlation that wi ll be computed for the five consec utive years . The 

statistical tools used a re mean and standard deviation 01' th e five year dala 

of the independent va riables such as fixed-rayment-coverage ratio , return 

on equity, tax-shields, asset composition ratio, a nd earning per share, and 

then they will be correlated with the average debt'- to- equity ratio of banks. 

Test of autocorrelation will be made a m ong t'1e research param eters, s ince 

the existence of s ign ificant autocorrela tion will adversely affect the outcome 
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of the research. Ca pital structure, the depende .. Jt varia ble , is the ave rage 

(mean) ratio of total debt to total shareholders equity among the ba nks over 

the five consecu t ive years. Hence, its correiauon with th e independent 

variables will be determined; after testing the hypotheses developed based 

on the correlation outcomes. Here, it should be remarked that correlation 

does not always indicate cause a nd effect , but th ~y relate. Thus, the 

analyses a lso inculcate the primary data obtained by conducting interview. 

13 



Chapter Two 

LITERATURE REVIEW 

2.1 Capital Structure Decisicn: uverview 

2.1.1 General Review 

A path to development could not be realized without enabling to evaluate 

the environmental factors and particularly factors affecting access to 

finance . Finance, in this case, is the most important factor that determines 
.' < 

the growth and even survival of a firm in both developing and developed 

countries . Consequently, managerial decisions related to finance a re at the 

center of the economic/business activities, which is the subject matter of 

financial management discipline. Financial IT!R.nagement, as disciplinary 

area has three major decision functions/ activities: 

First: Capital budgeting (Investment) Decision-that deal with the efficient 

use of capital or funds to acquire assets. it is more corLcerned with the size, 
-

type and percentage composition of assets of a firm. 

~ Second: Capital structure (financing) decisi,'"s-that e,nphasizes on the 

effective choosing among the sources of capital i.e. debt vs. equity. It deals 

mainly with the size, type and percentage ccmposition of capi tal sources. 

Third: Asset management decision- is the other dealing to efficient utilization 

of assets, being acquired through investment decision. 

14 



Here , the literature is to focus on capital Ciructu:-e Gecisions in general 

th eories, and particularly rela ted to commercial banks, getti ng insight into 

the factors affecting capital stru cture decisions. It can be defined as: 

I 

~ 
o Capital s tructure is the composition of debt and equity capital sources 

that comprise a firms financing of assets. Both debt and equity 

financial securities, bonds and s tocks respectively are used in most 

large corporations. (Hamptori', 2003) 
' -

The various sources (means) of financing represent th~ capital structure of 

th e firm. The term capita l structure is used to represent the proportionate 

rela tion ship between debt and equi ty. Debt '-~~'rese11ls Llle creditor s' claim 

. i.e. liabilities or borrowings. Equity includes paid-up share capita l, s ha re 

premium, and reserve and surplus (retainec. earnings). 

Managers in the extent to pursue wealth maximization objective of the firm, 

should examine the set of theories and a t least major factors affecting the ' .. ' 
. """'-v '--i 

decision tha t help them choose the optimal capltal structure. Normally 

firms h ave option of choosing debt financing, equity fina ncing, or 

combination of the two, with the other option of intc:'nal finan cing ma inly 
, , 

from the retained earnings. Such dealings for finanrin g de:::isions a re, m 

fact, termed as Capital Structure Decis ions. 
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The initial advocates: Modigliani and Miller (M&M) (1 ';;:i8 , 1963) made effort 

to valuation of a firm that had significant cOflt':ioutiofl llf tl:e concern of the 

capital structure theory. Essentially, they derived two sets of propositions 

under stringent assumptions: the first, prcDosition I demonstrated lhal in a 

perfect market and in the absence of taxes, the capital structure is 

irrelevant for determining the value of firms. Hence, levered and unleveled 

firms should have similar value. 

M&M second, proposition II demonstrated that the introduction of corporate 

taxes a llowed firms to deduct (or shield) interest 0 ; L debt in computing 

profits after tax. This suggests that tax advantages derived from debt would 

lead firms to be more financed by debt. But t:-,e reaEty is not only to provide 

the key benefit of debt i. e. tax-shield a lso to consider thc additional debt the 

firms acquire that may bear bankruptcy ris k and the costs associated with 

such bankruptcy. (Gebrie, 2005). 

Therefore, the introduction of corporate tax :-. ,';()ciated with bankruptcy 

costs in to the capital structure theory, forced firms to seriously consider 

the optimal mix of debt and equity financing sources. 

As per Pandey (2003, chap, 18 and 19); the capital structure is reviewed as 
'. 

follows. Given the capital budgeting (investment) decision of a firm, it has to 

decide the way in which the capita l for invesl r .~,,{1t projests will be financed. 

Each time the firm makes investment decision, it is at the same time 

16 



making a fina n cing decision. Most of the effor ts of the fina n cial decisions 

process are centered on the determination of the optinnl capita l s tructure of 

a firm i.e. m a king the decision of the optimal debt-to-equity ratio. 

The financing or capital stru cture decisio~ is very significant managerial 

decisions . It exists whenever fund s have to be ra ised to finance investment. 

A need for raising funds creates a new capital structure; hence a decision 

has to be m a de as to the size (quantity) a na types (forms) of capital 

financing. This decision will involve the dn alysis of existing capital structure 

and the factors a ffectin g or governin g the decision at present. The new 

financing decision of the company may affect its de bt-e luity, mix. The debt­

equity mix has implications for the shareholders earnings and risk, which in 

turn , will affect the cost of capital and the market value of the firm . 

The optimal capita l structure is theoretica1iy "btained when the market 

value per share is maximized . The financial ma n ager should pla n a n optimal 

capital structure to maximize the use of the fL' ."·.;~' 8.r::.i to be able to adapt 

more easily to the changin g conditions. 
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The process of capital structure decision mocel is s h own below as depicted 

by Pandey, 2003, p63S: 
........ 

Capital budgeting 
~ Moderni zati on 

Decisions 
Proiects 

f----1 Reolacement I 

[~ Exoans ion I 

~versi fication I 

Source of rl r ntf:rn" I fll nrl s 
Need to raise funds 

fu nds 

Debt 

Externa l Equity 

Capital Structure 
Decisions 

Existing capital Desired Debt equity mix I,>ayout po licy 

I Structure 

-- -

Effect on Return I 
Effect on Ri sk 

~ 
Effect on cost of capi tal 

Optimum capital 
structure 

Value of the firm -- Val-le of the 
she -eholders 
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2.1.2 Financial Leverage in Capij':al Structure 

As stated earlier, a company can finance its investmer.t using debt and / or 

equity. In addition, the company may also use prefere lce capital by issuing 

preferred stocks which is hybrid of bonds (debt security) and ,~ommon stock. 

The rate of interest on debt is jlXed and th e company has a legal binding to 

pay interest on debt irrespective of its rate of return on assets . The rate of 

preference capital is also basically fixed, but p~eferred stock dividends are 

paid when the company earns profit~ The rate of the equity divided is not 

fixed and depends on the dividend policy of t ~le company, which is the 

earnings the ordinary shareholders are entitled to the residual income I.e. 

after interest and taxes (less preference dividends, if any). 

The use of the fixed-charges sources of funds, such as debt and preference 

capital a long with the owner's equity in the capital structure, is described as 

financial leverage or gearing or trading on equity. The use of the term 

trading on equity is derived from the fact that it is the owner's equity that is 

used as a basis to raise debt, i.e. the equity traded upon. The suppliers of 

debt (creditors) h ave limited participation in the profit of th e company, 

therefore, they will insist on protection in ear:lings and protection in values 

represented by ownership equity. 
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The financial leverage employed by a company i~ intended to earn more on 

the fixed charges funds than their costs. The surplus (or deficit) will 

increases (or decrease) the return on the owners equity. The rate of return of 

owner's equity is levered above or below the rate of return on total assets. 

Thus, financial leverage provides the potentials of increa.':;ing the shareholders 

earnings as well as creating the risks of loss to them. 

~2003) summarized the concepts of financial leverage as follows: 

The financial leverage at least suggests consideration of pertinent variables: 

the lower the interest rate, the greater wi ll be ~he profit and the less the 

chance of loss, the less the amount borrowed, and the lower wi ll be the 

profit or loss. Also, the greater the borrowing, the greater the risk of 

unprofitable leverage and the greater the char.ce of gain . It has also 

provided the most commonly used measures of financial leverage, these are: 

1. Debt Ratio (DR): - the ratio of debt to total assets 

IDR = D I (D +S)I Where DR= Debt Ratio 

Or D= Total Debt 

IDR = D 1 V S= Total Shareholders Equity 

V= tota l value of capi!.al i.e. total assets of the firm. 

2. Debt-to-Equity (DE) Ratio: - the proportion of debt to equity 

IDE Ratio = D / sl 
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3. Interest Coverage (I.C) Ratio: - the ratio of net operating Income I.e. 

earning before interest and tax (EBIT) to irterest charges : 

I.C . Ratio = EBIT / In terest charges 

The first two measures (DR and D-E-R) of financial leverage are related to 

each other, they rank companies in the same order and they show the 

borrowing position of the company at a point of tim(. The Debt-to-equity 

ratio, as a measure of finical leverage, is more popular m practice. 

There is usua lly an accepted industry standard to which the compan y's 

Debt-equity ratio is compared. The compa:1y will be considered risky if its 

D-E-R exceeds the industry average. Financial institutions and banks in 

India also focus on debt-equity ratio in there financing decisions. 

2.1.3 Features of Appropriate ca?ital structure 
' ( 

The board of directors (BOD) or the Chief Financial Officer (CFO) of a 

company should develop appropriate capital struc :ure which is most 

advantageous for the company. This can be done only when a ll those 

factors which a re relevant to the capital st:ucture decision are properly , ' . 

analyzed and balanced. Thus, the capital s tructure should be planned 

generally keeping in view the interests of tn e equity share holders and the 

financial requirements of the company. 
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As stated by Pandey. (2003, P 719); A sound ('~ ~.ppropriale -::apital structure 

should h ave the following features: 

o Re turn: the capita l structure of the company s hould be most 
0.-----

advantageous . Subject to other consid~rations, it s hould generate 

maximum returns to the s ha reholders with out additiona l cost. 

o Risk: the use of excessive debt threatf!ns the solvency or liquidity of 

the company . To the point debt does nnt add significant risk it 

should be used as source of capita l; or its use should be avoided. 

o Flexibility: the capital structure should be f.;;xible. It should be 

possible for a company to adapt i~~ capi~2. ! structure with a 

minimum cost a nd delay if warranted by a changed situa tion . It 

should a lso be possible for the company to provide funds whenever 

needed to finance its profitable ac tivitie:3 (projects). 

o Capacity: the capital structure should be determined with in the debt 
~ 

capacity of the company, and this capaClIy should not be exceeded . 

The debt capacity of a company depends on its ability to generate 

future cash flows. 

o Control: the capita l structure should involve mi.1imum risk of loss to 

con trol of the company. The owners of closely held ::ompanies are 

particularly concerned a bout dilution of control. 
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2.2 Factors 4ffecting Capital Stru ... ~;ture 

Hampton (2003) discu ssion of factors affectin~ capital structure could a lso 

be reviewed as follows, categorizing in to three schemes. 

The choice of the a mount of debt and equity is made after a comparison of 

certain major factors such as: ch a racterist ics of each k ind of securi ty, 

internal factors related to the firm 's operations. and external factors that 

can affect the firms in the industry. These will be discussed in turn. 

i. Security Characteristics that affect capital structure 

Security characteristics that affect the firm's capita l structure fall under 

four classifications: 

1. Ownership rights. New holders of comm'6n stock, except for class a 

nonvoting stock, receive immediate and fu ll owners hip rights. 

If the s h areholders do not wish to share th eir ownership rights with new 

investors, the firm will attempt to use debt or preferred -stock fin ancing 

rather that common-stock financing. 

2. Repayment Requirements. Debt matu?'es and must be repa id according to 

the conditions in th e bond indenture or oth er agreement. If the firm does 

not wish to face specific repayment n.quirements, ')referred or common 

stock is preferable to debt. 

3. Clam on Assets, The bondholders h ave t!-. ~ fIrst claIm ,)n assets in the 

event of liquidation, the preferred s hareholders the next claim, and the 
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common sha reholders the residual clam. If the firm does not want to 

give new investors a priority claim on assets , comm( i'1 stock is desirable. 

4. Claim on profits. Interest must be paid on bonds regardless of the level of 

profits . The common sh a reholders havel:h e abt;olute right to share in 

the profits of the firm. If the firm wants to restrict the right of new 

investors to share in the firm 's profits, nebt or preferred stock is 

desirable . 

ii. Internal Factors that Affect capital structl'.l<'''"-__ _ 

Internal factors are those considerationf within the firm that have a bearing 

on the kinds and amounts· of securities in the capital structure, such as 

following. 

1. Matching fluctuating Needs against s hort- Term sources. 
I 

fluctuatin g needs, the firm would probaoly reject long term debt and 

equity securities and prefer a short-term loan for a bank. 

2 . Degree of risk. The more debt firm I, .:1S, the larger the interest 

payments and the greater th e chance of inability Lo make the 

payments, with consequent bankruptcy. · F<",]1 1 it;, securities need not 

be repaid and dividends need no be obligatory. Thus, equity 

securities reduce risk; debt securities increase risk. 

3. Increasing owner's profits. The ability to increa'e the owner's return 

without increasing their investment is an argument for debt financing 

i.e. the concept of financial leverage . 
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4. Surrendering operational control: the sale of common stock brings 

new voting investors into the firm and dilutes the control or the 

existing shareholders. The possibie loss of op(;rationa l control is a 

factor influencing the financing mix. 

5 . Future flexibility. A firm is expected to J,:rintain~a~balance mixture of 

debt and equity securities. Excessive debt reduces the firm's ability to 

borrow and hence reduces flexibility . The need to maintain a balance 

to ensure flexibility of financing alternatives a ffects the capital 

structure. 

iii. External Factors that Affect Capital Structure 

External factors are those considerations outsiae the firm that have a 

bearing on the composition of debt and eql.lity securitie'; such as follows: 

1. General Level of Business Activity. If the o\·~ ·-all level of business 

activity is rising, most firms need money to expand their operations. 

The need for additional long-term funds brings a firm to the money 

market for either debt or equity funds. On the other h and, a decline 

in business activity may a llow a firm tc C'lt back it s operations and 

use its cash to retire debt or equity securities. 

2 . Level of Interest Rates. Interest rates ull bonds fluctu ate in the 

market in response to supply ani demand factors. If interest rates 

become excessive, firms delay debt financing, switch to short-term 
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financing until long-term debt can be offered at lower rates, or switch 

to equity securities more often . 

3. Level of Stock prices. When firms issue neW common stock, the hope 

to receive as much money as possible from eacr. share. When stock 

prices are depressed, the firm does not offer COf'lmon stock. If stock 

prices are high, the firm can ra ise relatively large amou'lt of money by 

issuing relatively few sh ares . 

4 . Availabilitv of funds in the markets . Money and capital markets are a 

constantly changing, complex phenomel:on. At times money is 

plentiful and reasonably priced securities can be sold. At other times, 

money is scarce and offerings fail to sell v...i~. The: availability of funds 

affects the firm's ability to offer de·.Jt and equity securities. 

5. Government regulations and Tax Policy on interest and dividends: At 

present. Interest is paid on debt prior to tl e calculating of the 

corporate Income tax. Dividends are declared a.fter the tax 

calculation. This tax policy makes the payment of dividends more 

costly than the payment of interest. 

26 



2.3 Banks Capital Structure D\:!cision: Review 

Banks are one of the financial intermediaries t 11at operate in the financ ial 

system of the economic system. They ad as intermediaries to transfer and 

a llocate money from the savers to needy borrowers. (Hempel, Simonson, and 

Coleman, 1998). 

Banks are back bone of the economy and to a ll business activities . 

Commercial banks can thus fill the diverse. ·~csires of both the ultimate 

borrowers and lenders of capital. Capital is a fundamental and vital part of 

, C ' 
the commercial banking industry. Bank ca;:>ital plays important ro le in the ; , ;. 

. ' ... 
establishment of the banking entity by providi-~g the necessary funds, and :l = = . . "" . 
a lso critical to the perpetuation of the entity in its capacity as on gOing :' ~: 41·=_ 

'fI1 - ,. concern. A commercial bank mainly obtains funds from creditors i.e. debt ~ " : , 
(deposits) ownership (equity) sources (p 60). As a ,-esult, the ba:,ic objective 

of bank management should be to maximize the value of the owner's 

investment in the banks. For most banks, useful information, on the 

appropriate trade-offs between returns and risk is obtained from relatively 

efficient markets. 

2.3.1 Do M&M Propositions Apply to Banks? (Sinkey, 2002) 

An important question in corporate finance is "Does capital structure 

matter?" when asked, if "M&M propositions" apply to banks, answered "yes 

and no" Miller (1995). On the affirmative, Mi:Jer says that it is hard to see 
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anything about demand securit ies (bank deposits) being so special to rule 

out the application of M&M propositions to banks. What make banks 

special , however, a re not the securities they issue but the government 

guarantees that protect these securities . The important point to recognize 

that capital can be acquired form a number of sources. 

Government gu arantees for bank deposits and other lia bilities, found on 

other corporate securities, will a ffect the cost of capital from these sources. 

Moreover, since common equity is the most expen .sive source of bank 

capital, bankers continually search for debt-like substitute. '~he two recent 

developments that have affected the cost of bank capital have been the 

Bank Accord on Risk-Based-Capital (RBC) Requirements phase in 1992 , a nd 

Federal Deposit Insurance Corporation Improvci"'1ent Act (FDI CIA)of 1991. 

o Since 1992, the Base Accord on RBC requirements has ma ndated that 

banks determine their regulatory capita! ;; ;:;.s",C; on their exposure' to 

credit risk i.e. more risk requires more regulatory capital. 

o In contrast, the FDICIA attempts to reduce thc moral h azard and 

agency problems, in effect , it forces banks to substitute their own 

capital for a smaller but still credible government guarantee. 

2.3.2 Optimal Bank Capital and the Value of the ban~ing firm 

To understand how financia l structure affects the value of the firm, the 

con cepts of tax shield and bankruptcy costs 2.1 e ,' ritical. 
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• First, consider the concep t of the tax shi-:ld; tl-te important point is 

that the tax deductibility of interest expense increases the total 

income tha t a levered firm can payout to both its stockholders and 

bond h olders. 

• If the first proposition IS true, however, wha t next s teps firm s form 

becoming purely debt-financed . Entering In to ba nkruptcy costs , ~. 

which have two components: the direct costs (such as legal and 

administrative costs) and indirect costs or costs of financial distress 

as manifested by a higher cost of capital. Specially, as a firm 

increases its use of debt, its risk of not being able to cover its interest 

expenses increases that eventually coula lead LO bankruptcy. 

• Combining costly bankruptcy with the tax deductibility of interest 

produces a s ituation in which bankruptc::y costs provide a disincentive 

that offsets the tax s hield incentive to expand debt. Under these dual 

conditions, the optima l capita l structurc L;;;;; t3 i~ which the value of 

the firm is maximized . 

2.3.3 The Costs of Bank Financial distress 

As the view of Sinkey (2002) : 

The costs of bank financial distress take two forms: 

1) Increased cost of capital or funds, 'which operate through market 

discipline, a nd 
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2) Increased regulatory interferences, which operated through regulatory 

discipline 

As per the first form, banks with inadequate ~',,;:: ital will be perceived by the 

market as being riskier, which means they will in cure high er costs of funds 

on uninsured obligations. 

Banks pay interest on most of their deposits, on non deposit fund s, a nd o n 

their debt capital. What do they have to pay for equ ity capital? Th e return 

that shareholders expect to earn on th eir investm ent represents the implicit 

cost of equity capital. This expected total return (E(r)) can be viewed in 

terms of a dividend yield (D / P) and a price appreciation or capital-gains 

yield (Cha nge in P / Pl. Symbolically: 

E(r) = (D / P) + [(chan ge in P) / P] where, D is dividend per share 

P is price per share 

Change in P is the change in price per share 

over th te period of holding the stock 

Or 

Elr) = D / IP + g) g = constant groll " h in clividend 

The cost of total capital-is measured using weighted average cost of capital 

(WACC) th at is computed as 

WACC= Wd (cost of debt) + W, (cost of equity) 

WACC= Wd (K (I -t)) + W, (E(r)) 

Where, Wd = the percentage composition if debt in total capital 
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We= the percentage composition of debt in total capital 

K = Interest rate averaged on total liability 

t= tax rate 

E(r) = D / (P + g) 

2.3.4 Risk-Return Trade-offs Banks (Hempel, Simonson, and 

Coleman, 1998). 

Risk measures are related to the return meR '; '-l-r-<>ments beca use a bank 

must take risk to earn adequate re :urns. The difficulty in obtaining 

conflicting goals and the trade-offs between returns and risks taken by 

nearly every commercial bank. Four baslc~ategories of risk measures are 

as following: 

a) Liquidity Risk of a bank refers to a compariGon of its liquidity needs 

for deposit outflows and loan increases with its actual or potential 

sources of liquidi ty from either selling assets it holds or acquiring a n 

additional liability. 

b) Interest rate risk of the bank is related to the changes in asset and 

liabili ty returns and values caused by movements in interest rates. 

c) Credit Risk- is defined as the risk that the interest or principal, or 

both, on-securities and loans will not be paid as promised. 
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d) Capital Risk-indicates how much asset \' :"~ :es--r~ay-decline before the 

position of its depositors and othe: creditors is jeopardized. 

Clearly, returns are increased by increasing one or more of the four primary 

risks a bank may take. Therefore, bank managem::nt would prefer the 

highest returns for a given level of risks and/ or the lowest risks for a given 

level of returns. 

The main situations of Return-Risk Trade are changing the banks liability 

portion of the capital structure i.e . increasing cr decreasing capital position 

of debt: 

i) liquidity, low-capital situation 

ii) profitability, high-capital situation 

iii) s h ifting fund sources situation 

iv) rapid growth situation 

2.3.5 Bank's Capital Adequacy Deter~;nation 

It is important to determine, how much capital does the bank need to 

ensure th e confidence of depositors, credItors, investors and regulators? 

"The adequacy of a bank's capital depends on its risk exposure . More risk 

requires more capital, and vice versa ." This proposition is nothing more 

than the basic risk-return trade off expressed in terms of bank capital as a 

buffer for unexpected losses. 

32 



A financial management standard mandates that a banks capital adequacy 

reflects its risk exposure . In this context, the if:,:;ue of capital adequacy ties 

directly to risk management, which is as much art as it is science. 

In line with the dependence of adequ ate bank capital on the risk exposure, 

there are three primary factors affectin g the appropriate amount of capital 

for the bank's capital structure. These are : 

To determine how much capital is appropriate" i"or a hank's capital stru cture, 

there are three primary factors affecting the appropriate amount of capital 

for a bank. These are: 

1. The purpose of Bank capital 

Determining the amount of capital needed to ,:::ct t~e purposes of bank 

capital, such as 

o to maintain confidence and protection for depositors 

o to supply the working capital tools of the b mk 

o to provide protection for unanticipated adversity 

2 . The need for leverage to improve the returns to owners the need for 

financial leverage to increase the returns to bank's owner affects the 

amount of appropriate capi ta l for a bank. 

3. Regulatory capita l adequacy criteria and concerns Bank regulators have 
, 

the responsibility of protecting deposi tors fUlJUS ami the safety of the 

banking system. 
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2.3.6 Sustainable Internal Growth 

The internal growth of a bank is considered from the return (profit) it 

generates. As a result , this profit is either ret:3.:::cd ir. the firm of partially 

provided to the owners as dividend. 

If retained earning are sufficient to fill the bank's needs, they are the best 

form of bank equity capita l source to use. There are three variables (factors) 

to determine how much of the bank's growth can be sustained through the 

retention of earning. These are: 

1. the amount of capital the bank and its regulators determine to be 

adequate 

2. the earnings the bank is able to generate and 

3. the proportion of these earning that is I·e ::' . ::'c·~d ii: [he bank. 

Hence, the main concern is the relaLonship between the proportion of 

capital that is deemed to be adequate and how much growth is financed 

internally mainly from the reta ined earnings. 
~ 

Advanced loans are mainly long term while deposits are typicdly short term, 

therefore, banks suffer due to the maturity transformation performed tha t 

highly affect profit and capital. Bank capitalization may also influence the 

reaction of credit supply to output stocks. Th:::> effect depend s on the link 

between bank capital and risk-aversions. ThUf;, well-capitalized banks are 

risk-averse Banking supervisors set providf! n t ~. ::d :::;cpropria te minimum 
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capital adequacy requirements for all banks. Such requirements reflect 

the risks th at the banks undertake, and define the components of capita l, 

bearing in mind their ability to absorb losses. (Cebrie, 2005) 

o A banks capital structure usually is defined in terms of its Debt-to­

Asset or Debt-to-Equity Ratios. Of cc~·. ~==·, t!':e better measure of 

Debt-to Equity Ratio 

o The components of bank capital: Deposits (domestic or Foreign) of 

customers i.e. the debt financing portion of the ,ank's capital. 

Current Deposit 

Fixed Deposit 

Saving Deposits 

o Non-deposit liabilities those are spont8. •• ,"ous to any firm 

o Equity that includes 

Common shares values the author; .'. ,: 1<--1:;'; : capita l 

Surplus (Additional paid-in capital to share values) 

Reserve i.e. legal to the equity capital, and 

Retained earning-is profit not yet divided t) owners. 

In Ethiopia case, the NEE vested reserve requirement directives No. 5EE 

37/2004, which obliges banks to h old some ;;ropor~ion of deposits balance 

with account in NEE. 
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Chapter Thre.:: 

ANALYSIS OF EMPIRICAL DATA 

The pertinent data for the study are collected flOm the five years (2003 to 

2007) audited financial statements of the six selected private commercial 

banks denoted as follows: -

1. Awash Internation al Bank (AlB) is the first private bank in the new 

Banking Proclamation No. 83/1994 . It has obta;ned its license from 

the NBE on November 10, 1994 and started o;leration on February 

13, 1995 at paid-up capital of Birr 23 .2 million from 486 

shareholders . Currently, the paid up capita l at th e end of 2007 

reached Birr 282.3 million it is expected that it will reach Birr 300 

million ahead of December, 2008. 

2. Bank of Abyssinia (BOA) was inaugurated and started operation In 

the December, 1996. At the end of June 2()07 it has weighted average 

of 2 .65 million shares out standing of Birr 100 par value at paid-up 

capita l of Birr 353.03 million. 

3 . Dashen Bank (DB) was established a nd started (Jperation in January, 

1996. At the end of June, 2007 it has out stanc.iing shares of 187,800 

at paid-up capital of Birr 282.2 1 million. · 

4. Nib International Bank (NIB): was established and started operation 

in October, 1999. At the end of June, 2007 it has 417 million out 

standing shares of Birr 500 per share IJaid·up for Birr 307 million. 
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5. United Bank (UB) was established and started operation in the 1997. 

At the end of June, 2007 it has 2,593,267 out standin~ shares at par 

of Birr 100 and paid-up capital of Birr 2l52.21 million . 

6. Wegagen Bank (WB) was established and started operation In 1997. 

At the end of June, 2007 it has issued 233,139 shares at par value of 

Birr 1000 paid-up reached Birr 233.1 million. 

The remaining private commercial banks are no~ included in this research, 

which can not encompass the required five year (2003 to 2007) financial 

statements , since they are established late . The research a lso excludes the 

public commercial banks, because they mostly hav'; state (government) 

policy directives on top of their profit concern and flex;::'ility. 

The capital structure of the banks is measured by the Debt-to-Equity Ratio, 

which can be measured using market ann book values. Although market 

value is believed to give more accurate pictu:-e o~ the value of the ratio, this 

study has considered the book-values of the parameters to determin e the 

ratio. This is due to the unavailability of th : :r.ark.ct values in current 

financial system of the country. Therefc ~e, the other variables used in this 

study have been determined using the book values. 

The pooled time-series correlation analysis of the rc 3earch is conducted 

having the empirical data computed for the variables using the following 

formulae: 
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~ To m easure capita l structu re : 

Debt-to-Equity ratio = Total liabilities I Total Stor:kholdcrs Equity 

~ To determine financial risks ~sically the credit risle that is the 

interest or other fixed periodic paym ents), the Fixed -Payment-

Coverage Ratio is appropriate. 

Fixed-Payment-Coverage Ratio = EBIT / (In terest payments + Preferred Dividend) 

EBIT is Earning Before Interest and Tax 

~ profitabili~ m easured by the indicator: Hc:u~r. 0:1 Equity (RO E) 

ROE = Net Income a fter tax / total Etock holder s Equity 

~ Tax-shield IS tax savmg of intere r- t expenses, oecause the intere 

expenses are tax deductible expresses 

Tax-Shied = interest expense * tax ra te 

3. It u¥i 10) a 
Ll tJ Ii! 
CII'>~ .. 

fZ;> • 

~~ i: < • • 
<!it... .. 
~ w •• 

... ~ 

~ Asset Comp6~ition Ratio of the banks - i.e. the proportion of the loan~ --.--

advance and investments from the tota l a ::' sets 

Asset composition Ratio = loans +investment on securities /Total assets 

~ Dilation of cortJ rol is measured by usir. ~ c;arning per Share (EPS). Of 

course, the dilution of control should be measured using Price-

Earning ratio, but there ' is no feasible market vice of stock unit for 

each period of every bank 

EPS= Net Income available to Shareholders /Number of shares out s tanding 
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3.1 Results of the Empirical Da1:a 

The empirical data a re presented firs , by compu ting th e values of the 

varia bles In each bank for the five years and then the 

interpretations/ discussion of each variabl~ and its value will be followed. 

Computation of the variables of each bank for :: years 

(Figures are in millions of birr) 

Table 1:- Debt-to-Equity (DE) Ratio = total liabllity l total stockholders (SHs) equity 

The Private Banks 2003 2004 2005 2006 2007 

AlB Total Liability 1264 1615 1998 2650 3396 

Total SHs Equity 137 155 228 304 434 

Debt-Equity Ratio 9.2263 10.·;]9 8.7632 8.7171 7.8249 

BOA Total Liability 1184 1392 1803 2432 2993 

Total S Hs Equ ity 149 J ••• ~, , 254 402 403 

Debt-Equity Ratio 7.9463 7.2124 7.0984 6.04975 7.4268 

DB ~ Total Liabili ty 1862 2505 3177 4160 5496 

Total SHs Equity 12" 172 243 386 545 

Debt-Equity Ratio 14.434 14.564 ; 3.074 10.777 10.084 

NIB Total Liability. 760 1074 1508 1742 2187 

Total SHs Equity 125 i73 I 224 285 425 
~ 

Debt-Equity Ratio 6.08 6.208 1 6. 7321 6.lJ23 5.1459 

UB Total Liability 378 578 948 1408 1823 

Total SHs Equity 9 1 16 125 191 360 

Debt-Equity Ratio 4.1539 6.0208 7.584 7.3717 50639 

WB Total Liability 796 
-- -.,-.----- -

! :~ : ~' !436 2004 3077 
-

Total S Hs Equity ')3 129 180 255 403 

Debt-Equity Ratio 8.5594 7.837;" 7.9778 7.85882 7. 6352 
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As viewed in table 1 of debt-to-equity ratio to show the proportionate mix of 

debt and equity capital sources i. e . the capital structure decision. 

In general, the lesser the DE ratio, the better the banks in reducing their 

financial risks because they can have le sser debt proportion as compared to 

equity composition of the capital structure. For the private banks 

considered, the debt-to-equity ratios have been deC'~'easing except a few 

fluctuations; hence, the banks are reducine: their indebtednesses I.e. 

making their capita l structure better and better since 2004 in almost a ll of 

the banks. 

For instance, take the DE ratio of Awash International Bank, in the year 

2003 its capital structure contained Birr 9.20 : "-;n f:!Jallcing for each Birr 

1 equity financing. In 2004, the propflrtional mix of debt to equ ity was 

10.4 : 1, then the DE ratios have been declining, i.e . the banks has been 

reducing the use of debit financing, thus its capital structure has been 

taking more of equity financing and retained earning in the time series 2004 

to 2007. Of course , the banks have grown .. ;1 sizc (assets) that indicates 

both the debt and equity extents are increasing, but the increase in equity 

are greater than the increase in debt proportion of the capital structure that 

is why debt-to-equity ratio has been decreasing since 2004 in most of the 

banks. 
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Table 2:- Fixed-Payment-Coverage Ratio = EBIT / Interest Expenses 

• 
2 003 2 004 2~ r05 2006 

AlB l.69 2 . 17 2 .6 2 3. 3 1 

BOA l. 3 2.86 3.48 3 .98 
, 

. _ .-
DB 2.2 3 2.9 2. 87 3. 76 

NIB 2.73 4 .21 3.75 3 .45 

UB 2. 17 l.9 1 3.53 3 .07 

WB l.88 3.5 3. 86 , .69 

200 7 

4 .29 

2 .58 

3.77 

3 .52 

3 . 19 

3.75 

Considering table 2 that denotes th e fIxed ;;aymC:1t::: -c0verage ra tio to 

measure th e financia l r is ks (pa rticula r ly, credit r isks) of the private banks . 

Th e coverage ratio indicates , th e earnings a vaila bility a n d capacity of the 

ba nks to cover (pay) their fixed periodic payrr.eril.< . In gen era l, th e high er the 

coverage ratio, the better capacity of th e bank to cover its fixed paymen ts 

from its earnings of the per iod . Th e covera[e . .:.:;,) Can be stated as: how 

m a ny times the EBIT can cover the fixed paym ent in the s pecific period . 

In the calcula tion of the ratio, the fixed periodic pa,m en t in the p rivate 

banks is only the in terest expen ses they in cur. As it ca n be seen from the 

ta ble, th e coverage ratios of the banks h ave illcrea s:ng trends in a lm ost a ll 

th e per iods . Tha t is the banks h ave been improving (m a k in g better) their 

coverage capacity of interest expen ses by increasing th eir earnings before 

in terest and tax (EBIT) . 
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For instance, take the coverage ratios of BOA. That in the year 2003 the 

EBIT is 1.3 time the interest paym ents, in 2004 the EBIT is 2 .86 times the 

interest payments, and so on. For more, in t'-.e year 2007, the EBIT is 4. 29 

times the interest paym ent, i.e. it covers the interest payments 4.29 times, 

hence, after covering the interest expenses it f::'~ safe!y margin of 77% (i. e. 

Birr 3.29 less Birr 1 of interest divided by Birr 4 .29). The coverage ratio of 

BOA for 2007 can also be interpreted as the bank has provided Birr 4.29 for 

each Birr 1 interest expenses. 

Table 3:- Return on Equity {ROE)=Net income / tota~ ':L!S Equity 

2003 2004 2005 2006 2007 

AlB 10.4 17.8 19.8 29.3 38.8 

BOA 4.1 22.2 27.3 25.9 16.6 , 

DB 21.51 37.2 1 31.22 42.29 40.19 

NIB 11.6 23 .5 23.2 22.8 21.4 
, 

-- - -
UB 5.6 7.5 28. 1 ';E 23. 2 

WA 14 28 .8 3 1. 1 32.6 34 

With regard to the Return on Equit-y (ROE) ratio comp'lted in table 3, which 

is used to determine the profitability of the bank on behalf of th e investment 

(equity) of stockholders. In genera l, the highe;' tl~e ROE ratio, the better the 

banks are m a king profit on beha lf of investment of owners. Moreover, the 

higher returns can avail more retained earnings, which are the most 

preferable source of capital because they can avoid th e explicit cost of 
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capital , and the higher return can also attract shareholders to buy stocks. 

Hence, the company can raise more funds f! om e;;uity sources than debt 

financing. 

Considering the values in the table, the banks' ROE ratios have been 

increasing in trend of the five years, which indicates that the private 

commercial banks h ave generated more and more profit on behalf of the 

shareholders' investment. 

For example, the ROE ratio of DB shown that in 2003 the bank has 

generated Birr 21.5 1 for each Birr 1 investment of owners i.e. 2 1.51 % 

return on the investment of owners (equity capit:::.!;, in 2004 ROE was 

37.2 1 % and so on. 
· . 

Table 4 :· Tax-Shield = Interest Expense ' Corporate tax rate lin million. of birr} 

2003 2004 '£0051 2006 2007 
I 

AlB 10.4 12 13.'6- 19.2 24.8 

BOA 10.8 11.6 13.2 16.4 24 

DB 12 16.4 2C .8 . ~5 . 8 37.2 

NIB 4 .4 6 9 .6 ---- 13 .2 16.8 

UB 2.4 4.4 6.8 11.6 16 

WB 6.8 7 .2 8.8 14 
.. ~ 

22 

The computations of table 4 denote the Tax-Shield of the private banks 

during the five years. The values indicate the ~ax savings of interest 

expen ses will increase the profit available to th e shareholders. The more the 

interest expenses the bank pays, the more will be th e profit remaining to the 
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shareh older, bu t in turn will increase it~ credit risk that could anse from 

th e possible ina bility to cover the interes t expen se wiL;' its principa l (tha t is 

the expression of "profita bili ty at th e expens~ ., [ ris k '''" 8 :J:11monly tha t is 

why debt fina n cing is cheaper, but risky. 

Regarding th e banks' tax-shield values , they :;,re a t a ll increasing m each 

consecutive per iod . That indicates the ba n ks a re paying m ore interest 

expenses and also saving tax payment t:-.;:::;;ndc:.:s ly. For in s ta n ce , 

considering the NIB figures basically, fre m in teres t expen se of 2003 Birr 4 .4 

m illion, from th e 2004 Bir r Million h as been covered by th e tax shield from 

governmen t, h ence the banks incurred m ore intere ~ i : expen se and h ave 

taken more tax s hield, in turn increased p rofit for the s h areh olders . 

Table 5:- Asset composition ratio = (loans + investr.~ .. :·.fa on Secw:;ties) / total assets 

2003 2004 2005 2006 2007 

AlB 0.8 0.73 0.69 0.7 0.66 

BOA 0.61 0 .72 0 .6 0.69 0.74 

DB 0.7 1 0.75 0.66 0.7 0.66 

NIB 0 .66 0 .7 0 .65 0.73 0.7 
:. " , 

UB 0 .62 0.57 ' 0.55 
1-- '_--

0.63 
-----,-

0 .6 
I 

- . 

0~62-WB 0 .64 0.64 0.02 0.71 

.. 

Con cerning th e asse t composition ratio depicted in ta O j le 5, th is s hows the 

extent of utilizing the capita l to a dvance loans and to invest on financia l 

-. 
assets. The m ore th e ratio indicates th at th e more t:1e ba n ks a re a llocating 
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their funds to assets that bear direct ea rning (interest). On the other hand, 

the availabili ty of funds will a ffec t the banks direct earning extent i.e. the 

funds could be provided by incurring more lia bili ty (dr 'bt) as it can be seen 

from the table, but in the five years there is no significant ch a nge in th e 

assets compositions ratio except some de:lining trends for AlB, the 

rem aining banks h ave some increase and decreasin g trends. Th e indication 

is that the treasury bills issu ed by the NBE are acquired by the bank in 

som e of the periods, except the UB and WB. 

As to the indication of the figures for instance taking WB , it has 64% of its 

total assets composed of loans and investmen t d fin a ncia l assets in the 

years 2003 a n d 2004 and it h a s 62% of loans and fina ncial investments in 

the total assets of 2005, and exceptionally in 2007 it h as 71% of these 

assets that is the period it h as greatly increased its total loan" and a dvance . 

Table 6:- EPS= Net Income / Number of Shares out standing (figures are in birr) 

2003 2004 2005 2006 2007 

AIB(for Br 1000) 11 2 279 302 620 600 

BOA(for Br 000) 164.8 284. 3 322.7 430.2 250.2 

-
DB(for Br 1000) 540 712 -::-6 1 11 02 960 

NIB(for Br 1000) 52.5 148 160 161 160 

UB(for Br 1000) 63 77 345.'1 4 16 358.7 

WB(for Br 1000) 256 380 478 553 573 
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As enumerated by table 6 of the Earning per S:~ :;.re (~!-'S) that describe the 

earning provide on behalf of each out ,tanding capital s tocks. In general, 

the more the EPS, the more the company can satisfv the existing stoc k 

holds, in addition, it can attract potentia l investors .0 acquire ownership 

interest; hence, the banks can have preference to use equity financing than 

debt financing. 

As viewed from the table all the banks have been increasing their EPS, 

h ence they can get feasible source of raising the required funds, if a ny, from 

the equity of potential investors those who could be attracted by the high er 

EPS. 

Therefore, the more the EPS, the accesf' to equity fiJlan c in ;:;, in turn 

number of outstanding s h ares increases, which r~'~ects 

control of existing owners. Moreover, as more equity finan cir 'g is used, th J, ---. 
surrendering operational control of cr editors will be reduced a nd th e banks 

get flexibili ty and minimize risks. 
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3.2 Analysis of the Empirical Data 

The empirical da ta of varia bles' values compclted for five consecutive years 

(2003 - 2007) using audited financial statement., of the selected private 

banks, a nd the primary data collected lJy conducting interview with the 

financia l mangers the banks and the Banking Supcr"isor at the NBE. All 

these data are analyzed using the pooled-time series correlati[·n analysis, for 

which the resea rch er is assis ted by SPSS application software . 

Thus, this part of the study would present the correlation analysis between 

th e independent variables that are hypothesized factors affecting capital 

structure decision and the dependent variable 1:-';;: ,col,;0) indicating capital 

s tructure decision. 

The values of the variables are pooled from the six prj'late banks i.e. mean 

of the values of the variables, then the mean values of the independent 

varia bles is correlated with the dependent vari; ?u:es to consider that whether 

the hypothesized factors could a ffect positively or negatively, or could not 

affect the capital structure decisions , The banks' pooled values or mean 

values of a ll the variables and standard deviations a re computed as follows: 
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Table 7:- Mean Values of the variables among the banks over the five years period 

20031 2004 2005 2006 2007 

Debt-Equity Ratio 8.3999468 8.7 1031 8.53826 7.81448 7. 196849 

Fixed-Payments-Coverage Ratio 2 2.935 3.35167 3.54333 3.516667 

Return On Equity 11.201667 22.835 27.2867 30. 11 5 29.03 167 

r--' 9.6 ---
Tax-Shield a mou nts 7.8 12.1333 16.8667 23.46667 

Asset Composition Ratio 0.6733333 0.685 0.62833 0.69333 0.663333 

Earning per Share 167.05 296.05 1 386.733 522.7 490.4833 

Table 8 :- Standard Deviations of the Variables amon:;- the bu"k" OlJe;' the 5 years 

2003 2004 2005 2006 2007 

Debt-Equity Ratio 3.485300 1 3.27678 2.3317 1.77776 1.883265 

Fixed-Payments-Coverage Ratio 0.4929909 0.86535 0.49652 0.33056 0.583221 

Return On Equity 6.2722577 10.0357 5.2 1585 6.80742 9.913729 

Tax-Shield amounts 3.8760805 4.51132 4.98745 5.54497 7.655238 

- -
Asset Composition Ratio 0.0714609 v. vo775 0.04956 0 .03386 0.05 125 1 

Earning per S hare 118.19143 186.918 188.944 264.16 304 .5496 

At average, the banks DE ratio has decreasing trends :luring th e five years. 

That is indicating the banks more inclination to the equity financing than 

deposit mobilization . Even the standard devjc" ~;om: shows i~ the five years 

that most of the banks have focused more on equity financing that debt 

financing. 
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As to the fixed-payment coverage ratios lr: aver2.ge over the five years 

indicate fluctuations that may point out the banks at all could not maintain 

a better position on their coverage capacities. 

Regarding the average values of the ROE ratios and the tax-shield during 

the five years that show the banks have been increasing the earnings on 

behalf of owners' equity and taking advantage OE interest pay ments, 

respectively. 

The average values of the asset composition ratios indirate almost similar in 

the trends of the five years. 

The average EPS is increasing each year except 8 sligl-jt oeci:ne in the year 

2007. But the deviation between banks is very high. 

In correlation .analysis, the coefficient of corrf'iat;'m originated by K. Pearson 

(1900), describes the strength of the relationship between two sets of ratio­

scaled variables . The Pearson's Correlation Cl'~Ficier.~ assumes a ny value 

from - 1.00 to +1.00 inclusive. Correlc tion Coefficient of - 1.00 or + l.00 

indicates perfect correlation. The + I indicate s the direc tly perfect 

relationship between dependent and independent v8 'iables, while the - 1 

indicates the inversely perfect relationship between dependent and 

independent variables . The more the value 2)prol:ches to + 1 or -1, refers 

that there is strong relationship between the two variables directly or 

inversely, respectively. When there is loose (weak) relationship between th e 

two variable s directly or inversely, the Correlation Coefficient gets closer to 
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zero in the absolute values . If there is no relationship between the two set of 

variables, the Correlation Coefficient will be ze ;·u. 

Before the consideration of the correlation results it is better to examine the 

multi-collinearity among the variables, thus the correlation matrix of the 

independent variables has been depicted as follows using SPSS: 

Table 9:- Correlation Matrix to test for multi-colli .. 3arity of independent variables 

Fixed-Payment ROE Tax- Asset EPS 

Coverage Ratio Shield Composition 

Ratio I 
, -

Fixed-Payment 1.00 

Coverage Ratio 

ROE 0.09 1.00 

Tax-Shield 0.01 0.07 1.00 

Asset Composition 0.54 0.34 0.15 1.00 

Ratio 

EPS 0.07 0.08 0.01 0.03 1. 00 

As viewed in the above table, the correla'ion coefficients are not significantly 

to cause collinearity problems in the correlation analysis of the independent 

variables and the dependent variables. The only variables at which the 

values being quite significant are between the asset ,-omposition ratio and 

the fixed-payment coverage ratio (54%) and R~S 134%; . 
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Tablel O:- Correlation Mat rix to compute the correlation between DE ratio and the 

Values of the independent variables 

Correlation 

-Correla tion between Coefficit::n L,:; 

DER and FP Coverage Ratio -0 .5098022 

DER a nd RO E -0.4900724 

DER and Tax-Sh ield <).9387957 

DER and Asset Composition Ra tio -0. 135838 1 

DER and EPS -0.6947282 

For analysIs purpose values are taken 111 two decImal p, ·l ces. 

As depicted in table 10, the correla tion between DE ra tios a nd Coverage 

ra tios IS -0. 5 1 tha t s hows inverse (nega tive) rela tion ,;')ip between DE ra tio 

Fixed -Paym ent Coverage Ra tios . Hen ce, th e hypoth esis developed as: There 

is inverse relations hip betw een the financial risk and DE ratio is true. 

Tha t is as the coverage ra tio of the ba nks a t average increases and DE ratio 

declines, which indicates good position to t l:! r. banks in m a naging th eir 

r isks , during of the five year s . The inverse relationship is some h ow strong. 

'. 
Con cerning the correla tion of DE ra tio a lld ROE, the coefficient s hows -0.49, 

which is pointing out they have inversely rela tionship tha t makes true the 

hypoth esis developed as : th ere is negative relationship betwec;n profitabili ty 

and debt-to-equity ra tio. The increase in the profitability indicated by ROE 

h as effect of decreasing th e DE ra tio i.e. : ::e banks ' capita l s tructure 
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decision has focused more on equity fin mcing tha n debt financin g. But the 

correlation has average strength (-0.49). 

Regarding the relationship between DE ratio and Tax-Shield, the correlation 

coefficient is -0.94, which indicates the inu'~cises ·n-t:h-e- tax saving has 

inversely affected the DE ratio i.e. the more the advantage the banks are 

having from tax-shields by using more inte:est paying deposits, in turn the 

is the will be the net income that more levered firms can payout more ;. ___ ~ 

dividends to shareholders, hence the more is their capital structure to/,:4 :'~t 
;0 ~. 1,) 

contain equity financing than debt financing, :)ecause the higher net incomej '0· . ;:" ;;;. 
! .(". ~l ' 

attracts the new investors to acquire shares, thu~ the company has a les$ . ol" 
i: '; 

risky capital option from the potential investors, Therefore , the hypothesis. i.;; " 
! . .. 
' ~ I 
I (. 

developed is also true. The relation is very strong i.c. vuy close to 1 (0.97). '- --U 

Based on the correlation coefficient (-0.14) stated for the relationship 

between DE ratio and Asset Composition ratio, the relation is very weak 

though it is inverse. However, the hypothesi~ was developed stating that 

there is positive relationship between the assets composition ratio and DE 

ratio. The correlation coefficient result is dispr _ ";'J.g tbe hypothesis. Thus , 

there is a need to deal more on the ratcos. The more habitable evidence is 

the theory framed as: The more the asset composition ratio is to mean th e 

more are the loans and investments on securities fJ om the total assets . 

Hence, to grant more loans and acquire more financial assets , the banks 
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should raise more capital that is to mobilize more deposits from customers, 

because as the n ature of th e banking bus'ness, banks are primarily to 

a llocate fund s from depositors to needy borrowers. 

Lastly, with regard to the relation ship between DI<~ r:atio and EPS, the 

correlation coefficient approximated at -0 .70 is the indica! ion of inverse 

relation between DE ratio and EPS and it can be stated as strong 

correlation. This IS also disproving the hypothesis that states there is 

positive relationship between dilution of cont!"u! and DE ratio. But, in this 

case the correla tion can be accepted in the view that the higher the EPS 

may indicate better earnmg to the existin£ .,:la ne:·:wlders, ~wllich may 

influence the potential investors to be '~ nthusiasts to acqUire the share of 

the banks. Therefore , the banks wi ll get better option to raise th e fund s they 

need from the potentia l investors, which is the ind icato r of the banks 

inclination to use more equity financing than debt financing. However , the 

practice is more of preserving preemptive righe Lv th e existing sh a reholders. 
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3.3 Analysis of Primary Data from Interview 

The banks financial managers (officers) stated that the banks capital 

structure contains mostly the deposits from customers (creditors) and 

shareholders investments (equity capital). 

The deposit from the customers comes in three !nain ways; Demand 

Deposits, Savings Deposits and Fixed Time Deposits. The fir>:t is payable on 

demand (Demand Deposits) accounts received from private sectors, public 

agencies and institutions, cooperatives and associations, and residents and 

non-residents foreign currency. The second (l!"l.::is the saving deposits from 

the general public and from institutions. The third component is the Fixed­

Time (Term) deposits from private sectors, pub:., ~gel!cies and institutions, 

cooperatives and associations. 

All the banks' Demand Deposits are non-interest bear ;"If, to the depositors, 

but should be so live that the customers can withdraw it any time. It is 

mostly processed by check. This account is V,:l Y sensitive to cash shortage 

for its settlement, since customers may need cash from their deposit current 

to be withdrawn. Specifically the researcller has identified that Wegagen 

Bank has specia l type of the demand deposit to pay interest on 

arrangements. 

54 



The Saving Deposit accounts of the banks pay interest for their depositors 

currently 4% per annum and there are some restrictions put aside, but 

open to any citizen having proper identification card . Still in Wegagen Bank 

this deposit type contains Children trust fur .. l" i.e. fund s set aside by 

parents a nd gu ardia ns from court in the name of their children and minors. 

The fixed time deposits are accepted from the cu stomers through 

contractual agreem ents that stipulate terms expressin s the obligations and 

rights of each party. These deposits a re commonly accepted from private 

sectors, public agencies and institutions, coo;::::-8.tives and associations that 

can be more liable in their position and legality. The terms for interest rate 
,- -----. --- --

a re set by n egotiation based on time and amount. The longer the fixed 

period and the larger the amount is deposited, tile more will be the interest 

rate to be paid. The interest rate ranges 5% to 7 .5%. This type of deposit is 

more useful to the banks to manage their liqu:dity. 

In addition to the accepted deposi ts, tnere are s')urces of funds such as 

Margin h eld on letter of credit a nd some other sp:mtaneous liabi lities 

reported as other lia bilities su ch as CPO (Cashiers Pc ymen t Orde r), Drafts 

Payable, Unclear mail and telegram transfers, provision for tax, a nd accrued 

liabilities and deferred revenu es . 

The owners' equity capita l is raised from issuan-:e of s hares, from legal a nd 

special (general) reserves a nd from retained earnings. The capital raised 

from the issuance of sh ares is recorded as P',id-up (Share) capi tal. The 
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share capital contains the amount of share~ :-';3ued and paid, and Shares 

Premium. In some banks the shares are issued at partial payments, and 

new shareholders are charged for premiu:TI at 5%-10%.of the par value, 

mostly the shares are owned by existing owners. The bank is not a llowed to 

acquire its own stock (there is no treasury stock). 

The Paid-up capital is mainly required by the NBE "3.S minimum requirement 

to establish banking businesses. For a ll the banks considered in this 

research, initially the minimum capital requirement '.vas Birr 20,000,000 

(twenty millions), but in the late announced regulation, ,·he banks are 

required to raise funds at the minimum of Birr 75,000,000 (Seventy -five 

millions). Therefore, in the last two years the banks have been issuing 

shares to raise their capital to the requirement of the regulatory body, and 

also the banks have been subscribing and issuing more shares each year to 

facilitate their activities in the competitive envirr.:'''1c!1t 

Moreover, the need for owners' equity capital comes from different 

requirements such as; 

to increase the single borrower limits set by the NBE i.e. the 

private banks can grant loans and :-.:'''anccs to a single borrower 

(private sectors and institutions) up to 25% of the paid-up capital 

to protect the interest of depositcrs and the general Dublic, since 

capital from shares are less risky. 
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to expand branches and to m creas(' the types of their 

products/ services through acquiring fixed faciliti ~s that could 

make the too growing. 

to prosper to the international banking business and to capture 

international trade opportunities, i.e. the banks are expected to 

have adequate capacity that is measured by their paid-up capital 

to deal with international banks, t:-, i., is hccause the risks on 

share capital is very low, hencf, it grants the banks, 

to hold more foreign currencies that are hard currencies, at wh ich 

the banks are limited by NEE to hold hard cu ~Tencies up to 15% of 

their shares capita l, 

to increase creditors and debtors c; •. ,,,fidence in the competition, 

that the customers feel their bank has better capacity to exist and 

progress, 

the increase in the general business trends may require to have a 

higher capital to grasp opportunities and to tackle threats, 

some times to bond the agency of the management to the 

ownership, which is a means to motivatl' managers to perform to 

th eir best to maximize the wealth of shareholders and to retain 

managers a nd some out-performing emplo-{ ::es in the banks for 

long period. 
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The sUbscription a nd is suance of shares is mos tly initiated by the 

management considering the above issue5 requiring th :: share capital, being 

justified wi ll be approved by the general assembly of the shareholders. In 

the current period, most of the banks arei :::uing shares to the general 

public after preserving the preemptive right for the previously existing 

shareholders. The current issuance to m'w shareholders is by charging 

premium price, which is considering the curren~ market situation and the 

trends of share issuance of other financial institutions. 

The other source of capital IS the legal reserve. The Licensing and 

Supervision of the Banking Proclamation No. 84/ 1994, Article 13(4) 

provides that 25% of the net profit after taxation shall be transferred to the 

legal reserve account until the balance reaches the p8id-up capital. 

Furthermore; recently the banks have kept speciai reserves set aside for 

their own purposes at 15% of the retained earning of the year. 

.. Concerning the interview related to the impac~ financi~1 risk assessment on 

the capital s tructure decision of the banks, due c rtention is given to the four 

types of risks: credit risks, liquidity ri~ :ks, interest rate risks and foreign 

currency risks. Commonly, most of the banks' financial managers argued 

that they have good risk management pos;tions. The researcher has focused 

on the credit risks and liquidity risks of the banks. Because the interest rate 

risk is as such significant to affect the capi1": :slruclure i;1 Its trends, the 
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foreign exchange risks are controlled · by maintaining major currencIes 

whose exchange rate against Birr has always been appreciating. 

The credit risk, both on and off balance sheet, is managed and monitored in 

accordance with defined credit policies ~.:-'~-f). 'QG€Q.l,lj·€ The credit 

worthiness of each counter part is evaluated and appropriate credit limits 

are established. To reduce individual counter party credit risk the banks 

ensure, whenever necessary, that all loans are sc;cured by acceptable forms 

of collateral. Although the banks have not yet established credit limits 

across industries and products, they regularly revIew their credit exposures. 

The banks loans are diversified against variow1 sectors . Therefore, the 

private banks are granting loans and advances prefcrving their deposit 

mobility i.e. using measures from On-balance sheet such as keeping the 

loan-to-deposit ratio at plausible level, and considering t!1e Off-balance 

sheet items such as commitments for letter of credit, overdrafts and other 

loan provisions in analysis. In the current period the government is resisting 

the banks not to grant loans excessively, due to the prevailing inflation of 

the country. 

The liquidity risk anses III the general funding activities of the banks and 

the management of positions. It includes the risk of being unable to fund 

assets at appropriate maturities a nd ratts and the ri"k of being unable to 

liquidate an asset at a reasonable price and in approjJriate t ime frame. The 
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banks have reasonable funding bases . The funds are raised mainly from 

customers' deposits. The maturity profile is monitored by management to 

ensure adequate liquidity is maintained. The critical strategy to maintain 

adequate liquidity is identifying the contractual maturity of assets (loans 

and investments) and the liabilities. These have bee n determined on the 

basis of the remaining period to maturity as at the balance sheet date on 

those loans and deposits having the maturity date, and some how trend 

analysis could be used to determine the due of demand (current) deposits 

since these deposits have no maturity. Tha~ is all to avoid mismatch 

between available funds and the maturing liabilities. Mostly, the banks 

maintain about 25% of Cash and cash equivalr It amounts in their assets. 

Above all they have reserve and other ae counts with the NBE, for which the 

governing body has vested reserve requirement directives No. 5BB 37/2004, 

that obliges commercial banks to hold 15 }!o of the depc1sit on cash and cash 

equivalents with the account in the NBE, as payment and settlement 

accounts. 

~ Therefore, the banks in order to maintain adyuate liquidity position they 

should raise funds i.e. adjust their capita~ structure. Hence, they need to 

enhance/mobilize deposits from customers and/or Issue shares of 

ownership. 

For the discussion that the researcher inqui,·eQ we financial officers: "how 

could they determine to choose eithe,· to enhance deposits or to issue 

shares?" Most of them answered that they do both to r.1.obilize the deposits 
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and to issue s h ares . The issu ance shares needs the approval in the general 

assembly of the shareholders . But the mobility of deposit requires some 

enhancement techniques such as: 

to provide attractive interest ra tes 

approaching enterprises at their project developments 

openmg new branches and providing new nroduct using latest 

technology 

inviting prospective investors by prc-::~.ring ceremonies like dinner 

party, 

sharing expertise business consul~.ancy and advises 

Moreover, as particularly argued by financial oificer of NIB , the issuance 

share to the general public can have opportunity to enhance deposits from 

the activities if the shareholders and their affi:iates. 

_")In the dealing the researcher made , Ii question is raised as to the tax 

advantage they are taking by paymg more interest e:'penses. In thi s the 

researcher explained that the use of more debt financi 19 (in the banks case 

the acceptance of more interest paying deposit) have the more interest '\ 

payment, hence the tax deductibility of the inte~est expenses results in tax- ( 

shield or tax saving, in turn this increases the net profit available to existing 

shareholders. T~he financial officers replied th at :hey do not so much bother 

about the tax-shield ; they consider the margin between interest incom e and 

interest expenses. 
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In the interview regarding the effect of EPS (Earning Per Share) on the 

capital structure of the banks, i.e. the more the earning the more will be the 

willingness of the new potential investors to acquire shares of the bank, 

hence the controlling extent of the previous owners will be diluted, for this 

the existing owners may refuse the issue of additional share. Most of the 

officers argued that there is no so much analysis 0: the earning of the banks 

by the new investors; rather they a re to be informed from their affiliates 

basically about the divined paid out to shareholders. T: le reason can be lack 

of developed financial system, particularly the financial markets. Therefore, 

except that the higher EPS results in better dividend payments, there is a 

trend of each period subscribing and issuing of shares. 
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Chapter Four 

Conclusions and Recommendations 

Based on the analysis of the empirical data conducted and th e information 

a r ticulated from the interview, the following conclusions a re derived and 

recommendations are commented. 

4.1 Conclusions 

The research has been dealing with the empirical da ta collected from th e 

five consecutive years' (2003 - 2007 ) financial reports of the s ix priva te 

comm ercia l banks: Awash International BE.., ,:: (AIl3) , Bank of Abyssinia 

(BOA) , Dash en Bank (DB) , Nib International Bank (NIB) , United Bank (UB), 

and Wegagen Bank (WB) . The analysis ""as conducted u sing correlation 

analysis of value of the dependent variable (Deb t-to-Equity Ratio) with the 

values of the independent variables considered them as factors affecting 

capital structure decision . As a result 0, the aualysis the following 

conclusions: 

.:. The priva te banks capital structure decision has been affected by the 

concern of m a nagers to finan cia l ri sks. As i. has approved the 

hypothes is indicated as -0.5 1 i.e. the coverage ratin is inversely 

correlated with the DE ratio . Thus, the fina ncial ris k is on e of the 

factors a ffecting the capital structure decisions . Moreover , the financial 
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managers of the banks argued that they give main concern to the credit 

risks and liquidi ty risks . 

• :. The profitabili ty modera tely affects the capital structure decisions of 

the banks . As it was hypothesized the ROE is inversely correlated with 

the DE ra tio, shown by the coefficient as -0.49. The higher the returns , 

the banks a re providing on behalf the owners' investment, the more will 

be the reta ined earnings and appealing of potential investors, hence the ,. 

banks can raise more capital from issuance of shares . The increases 01 ~ , i~ 
~l) rio 

equity financing have been more and m ore th an the increase in th ~ ~ s 5 , 
!fJ ' j ~ ~ debt financing (deposits mobilizing). 0,.. 'f.I • 
;.; II; 

"" (> .. 
I ~ (if" 
' ... ~ 

.:. With rega rd to the value of correlation coefficient (-0. 94) indicating very 

strong inverse relationship between the tax-shield and DE ratio, as it 

was hypothesized . The banks have bee l : tremendously taking tax 
f' 

saving by higher payment of interest expenses but the banks are 

having lesser debt (deposit from custom ,:r~ ' proportion than equity 

capita l as indicated by declining tre Cld of the DE ratio in the five years . 

• :. As indicated by the correla tion coefficient (-0.1 35), the Asset 

composition ratio and the DE ratio are inversely bu t in s ignificantly 

re lated as it is opposing th e hypothe~;. ·:. Lnat SLCl Le" the loans a nd 

investm ent proportion in the total assets is directly (positively) related 
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with the DE ra tio. Of course , the correlation coefficient may not always 

indicate cau se and effects, thus the researcher ha.s emphasized on the 

primary data obtained through the interview of t ~, e financial officers of 

the banks. As a result they promulgate that the. increc:se in the loan 

advancing option of the banks necessitate raising more funds 

particularly from mobilizing customers' deposits . Therefore, the loans 

and other financial investment compo:::itic..'1. in the total asset of the 

banks is directly related to the DE ratio, in turn shows asset 

composition is one of the factors affecting " "' ;';'.al ~Lructure decisions . 

• ;. The banking regulation and directives of NBE have been affecting the 

capital structure decision of the private commer(,ial banks; especially 

they lead the banks to more of equity financing . 

• ;. Finally , the correlation result of -0.7 sho'!.'s st~ong but inverse relation 

between DE ratio and EPS. The correlation result is falsifying the 

hypothesis the declared there is positive relationship between DE ratio 

and EPS. However, in this case the correlation result can be accepted 

in the view that the higher the EPS may indicate better earning to the 

existing shareh olders , which may appeal potential investor to the bank. 

Therefore, the banks will get better option to ra ise the funds they need 

from th e potential investors, which is the indicator of the banks 

inclination to use more equity financing than df'i1i financin g. With this 
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it can be concluded that the dilution of c'.,:::!"o! represent by EPS can 

affect the capita l structure decision 

4.2 Recommendations 

Sanding on the a n alysis and conclusions reached. the r'.':searche r h as 

profound and forwarded the following recommendations: 

>- The priva te commercial banks considered in this study h ave no more 

specific dealing towards the prop0: lion of the debt-to-equity 

proportion in their capital structure . They are more of to adhere to the 

policies a nd procedures of the NBE Q . ; , 1 'sc'me times they are 

a ttempting loophole mining on th e regula tion . Being in line with the 

policies and regulations, the ba nks should have stipulated standard 

to determine the proportion of debt -to-equi ty rat o. 

>- Of course, the banks have been issuin §. addition a.l shares each year, 

most of them to the general public, simultaneously; they are greatly 

mobilizing deposits from customers. It is a good trend that their 

equity fina ncing is greater than th e deposi t mobilized from cu stomers , 

hence they are minimizing their fin a n cia l risks. 

>- In th e current situation the banking indust.-y is more profitable and 

even there a re still abundant potentia l ba nking services to be 
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provided, not yet provided by the existing banks. Even that is why a 

number of banks a re emerged. The profit m ay n ot continue as it is , it 

will be sh a red by the incoming banks, h en ce, the banks can m ake 

better p rofit a nd exist, by con sidering factors a ffecting their capita l 

s tructure decis ions a nd to ch erish from their exp(~ri ence. 

>- As th e research er was informed wh ile COT"::lucti lOg th e ii1terview, most 

of the finan cia l m a n ager s do n ot consider the tax advantage of 

interest expen ses , but as a rule of thumb they a re enha n cing the 

deposit i.e. the debt , a s a n a ture of th-:: bc' nking bus iness . Therefore, 

th e officer s better in culca te in th e future concep t of tax-shield in th eir 

profit generation as far as they a re h avin;:; ':;:.;: le1' :n th eir liquidity. 

>- Gen era lly, a ll the ban ks h ave a high er proportion of m obilized 

deposits from customers when compared to th f existing ca pi ta l a nd 

reserves tha t is depicted on Table 7, which s h ows at average banks 

h ave liabilities of 8 time th e capi tal a r.d r"serve a m ounts, but some 

h ow in the 5 years it is reduced to 7 times. The higher ra tio could be 

the na ture of banking business, ba nks as fa r as possible should be so 

con servative in the level of lia bility th ey a re incurring, and in the 

mean time th ey sh ould ra ise m ore capital from issu a nce of shares to 

th e public to minimize the r isk s associa~ed to their capita l s tructu re . 
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Interview Questions to the financial officers of th,: priVllte banks 

1. What are the major sources of capital for your bank" 

2. How frequently you have ever encountered the !,racti~e of C.S decisions? 

3. Is there authorized and responsible unit/body to make C.S. decisions? 

4. Would you specify the major factors affecting your capital structure 

decisions? Such as: 

i. What are the financial risks considered? 

ii. To what extent profitability affect~ Hr', '::'.S. dpejsions? 

iii. How do you consider tax-shi,ld/advantage in C.S. decisions? 

iv. At what level the asset composition affects the C.S. decisions? 

v. How do you entertain the dilutlOn of control a ; onc faclor? 

S. Do you have specific types of model or software used tor C.S. decision? 

6. Are there any specific techniques used to eV":"'1!C a!lri iui;ul'I-lIP the 

implementation and results of C.S. decisions? 

7. Which source of capital is more emphasized: debt or equity? 

8. What are the initiatives to raise funds using debt financing sources? 

9. What are the schemes to raise funds using equity financing sources? 

10. In general, how do you consider the D-to-E(,u~:'J a.:ti"ofyour bank? 

Interview Questions to Banking Supervisors at NBE 

11. Arc there rules and regulations stipulated as to the C.S. ill' the banks? 

12. Are there directives to the private commercial banks , i ,at influence their C.S. 

decisions in the recent periods? 

13. Do you think that any of the rules/regulatiOl.,. and d;rectives arc considered 

by the private commercial banks as factors affecting their C.S. decisions? 



0~ Awash International Bank S.C ~"''',,' 

AWAS H INTE RNATIONAL BANK SHARE COMPANY 
HALANClc S HEET 
AT.1 I DEC EMIlER 2~()7 

ASSETS 
Cash and Bank Balances 

Cash 011 hand 
Reserve Account w ith National 

Bank of Ethiopia 
Payment and sett lement account with 

Nat ional Bank of Ethiopia 
Deposits with loca l banks 
Deposits with foreign banks 

Other assets 
Treasury bil ls 
Investments in shares 
Loa ns and advances 
Customers' Ii ahili ti es rO I" commercia l letters 

o f c red it and acccpti.lllCCS, as per contra 
Fi x\.!d ass4.;l s 

TOTALASSE' I'S 

L1AHILITI E,'; 
Deposits 

Demand deposi ts 
Sav ings depos its 
Fixed deposits 

Margins he ld on letters of cred it 
Other liabilities 
Provision for tax 
Bank's liahiliti es for commercial letters of 

credit and Clcceptances, as per contra 

TOTAL LIABILITIES 

CAPITAL AND RESERVES 
Share cap ital 
Legal reserve 
Retained c:Jrll ings 
Profi t ancl loss account 

TOTAL LlABILITfES AN D CAJ'ITAL 

.' 

',. 

la 

I a 

l a,2 
3 

4,5 

Ib 
le, 6 

7 

Ib 

8 

.. -

·--I~-.-v~:,! , 

CU RRENCY: BIRR 
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241,391.566 20 I .52ri •. l ~ r: 
550.000.000 IO I.OOO.il ,,'" 

3.5M.100 3 .2o(\J~ ") 
2.402 .cOIi. 5(, 7 2 . .""54 .977.-115 

417J1X 7.nXIl ='O,447.(""J 
._ 93,1 'I2>:U; ~ . _0~:: 3~.,J,~;~ 

-1 . 78),0.6J .5p ~ . 0~3,Qg8,7.'il 

697,938,07(, '7X,OX:;.7! 5 
2,426,4 I 2,'J.1 2 .2. ( ) ~2 ,()4;"' , (I .j t) 

294,846,69 C) :.:1 .Ji ~11'/' (l .5. 
3 ,4 19,197,707 ~ . 7 2 1 .JOJ. !Jt~!) 

88,772,7 18 64, J 65 ,5~;3 
322,192,075 246,486,423 

52,680,764 38,907,720 

4 17,687,080 270.44 7~O[,' ) 

4 ,300,530,341 3,341 , 30.2.~~:; 

282,3 00 .378 200,000.UI)0 
9R.591 .0 17 66,9 n.')~ (1 

(,.IiS:1.706 (,.653.70(, 
,J!4,9X(', II X2. 6l:U.lthl ~~ . 

4X2.S,J ! . 11\,\ .}~U., :.>!~ ,\',7<) 

4. 783,061.:i~7 3 ,(\:":3 .l.lf' ~: .15 't 

AWASH INTERNATIONAL BANK SHARE COMPANY 



'0 

\ \\ \~ I I I ;\TE R!\ATIO~AL BA:"K SHARE C01V1P;\ \\ I'H O FIT A '\1) LOSS A CCOU:,\T FU R TH E YEAR ENDED 31 DECE;\lBER 2007 

CLlmL .'( .\' : BIIW 

I 

I i'\ C() :\IE 

I n l l']l's t i ll ~'\I!l1l' 
Cnll lllll s:-.ioll:- , Ild ~ (,lY i ccs .~. ( iaill UI1 fo re ign cu rrellcy transacti ons and t ra ll~i:Jlill !l S 
Other ill COllh' 

I r .!\.'!\'st ~'" I ~ 1'>\.: 

:--;;d:tl H" 'i\ ,11-; 
\dlli -' " -' ..... ! !! _'!h:r;:! L' XIKlI .... ,:.' 

.- , 

P IO":' I 11 h' 111', 1~trlll1p;lth. rHh ancL· ..... IIHI ,,;III'] I,,,:,, '1\;Jhks 
Aud;l !~\.: 

NET I'IWFIT BEFORE TAX 
PH() \ · I~IO N H ) I ~ T ·\\; 
NET l'IWFlT A I· II·: I{ TAX ...... ~""~ 

<.jl, - - _ ;S'-, 
c· TRA:\SFER TO " " GAL RESERYE ~-- --. .., ... -.... ~ .. ,; 

~ llil/Fe l O llS ' \ I l.( ) \ \ \:\ (,1-: '-

l~ . \ i . '\, I ., I -' I~::\\,"I ~ I) 

.1',.';.\ 

1)1 \ 11.1 1." 11 '> . ··.I!} 

BAL,\i'\CE C\lm l I'll FO ln\'.\Hll 

Note 

9 _. 

1(1 

II 

4 
'. 

2007 

232.3-1 (,.11() I 
52 .2XX ,-1 2(, 

X-1\)lIq~ 1J I 
I c.' "'''.1-11. 

} X2--, L!1., .' ( Itt 

~4,()g0 .3 (I ~ 
-l2 .t){J5 .<)r, 
",UIJ) - ! ~, 

2 ~ , -lo_ .~'" 

I: 'litH) 

179,32}.P 4 

( "2 ,r. ~1I' ( , 1) 

12G ,G4 ~.1 10 J, 
~. 

(3 1 .6()~,!J2~ 

94,% ' .1 ).~ 2 

,. , 

" .... '-. 

::( Hlf , 

,1)27 .1)1 ( , 

-L ~ . ~ .~ l. t)1 I 

) j '-:'1(' _ ~1}.2 

'I. ' ;.{, )::1 

"I; . "fl 

., 

, 
~o 

II II) 

\·1') 'I ' I 

I '·l ,1 

C·:·' "I '1 1) 

'. ".' - I 

. , 

-, ,I 

1',; (.' 
~ 'tl ''') 

. , 

f., 1 '. I 

;'j 

> 

,. 

\ 

\ 
~ 

\ 
• 

~.,1 
-. :t , 

.: ~~ 
II 
e 

\' 
• 



BANI< OF ABYSSIN IA S.c. 

BALANCE SHEET 
AS AT 30 JU NE. 2007 

-.-- -- - --- -,--------- - --

ASSETS 
Cash anel Bank Balances 
Cash on hanel 
Deposits wi th local commercial banks 
Deposits with fore ign banks. 
Reserve Account w ith National Bank of Ethiopia 
Other accounts with National Bank o f Ethiopia 

Items in course o f co llection from other banks 
Deposits anel prepayments 
Loans anci advcll1ces to custolners 
Treasury bills 
Other "sse ts 
Customers ' liabilities on letters 

of creelits. per contra 

Infa.n,p, ibIC fix ed assets 
Tangible fixed d~sc ts 

TOTAL ASSETS 

LIABILIT IES 
Deposits 

Demanel eleposits 
Savings deposits 
Fixed tim e deposits 

Margins held on letters of credit 
O ther li.lhilitiC's 
rrovision for rrlX 

11.1111- ' ·, Ii .. hililic:, 0;1 I'-'Iicr' of cred its. per conlr" 

10 1l\t tt l\ tltttltt ' 

( I\ I'II I\L I\NI) It[S lRV[S 
r,-\icl -up ( clpiLll 
! ('~,d I l · .... VIV t · 

Special re serve 
Retained earnings 

TOTAL LIABILITIES AND SHAREHOLDERS FUND 

rHllIrrO~-IMARIAM 
, 11.-\11 ':1\" '~N \ 'I "111 J\( )I\ IU I () I 1>11\1 ( I< )1(' . 

Notes 

I c 
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lel. 5 
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BANK OF ABYSSIN IA S.c. 

PROFIT AND lOSS ACCOUNT 
FOR THE YEAR ENDED 30 JU NE 2007 

INCOME 

Interest income 
Less: Interest expense 
Net interest income 
Provision no longer required 
Gain on Auctuation of exchange rates 
Service charges - fo reign and local 
Comnli ss ion c .l rned 
O th er income 

EXPENSES 

Sa laries and beneRts 
General and administration 
Board of Directors' fees 
Audit fee 
Provision for doubtful loans and advances 
Prov ision for other receivables 

PROFIT BHORE TA X 

LESS: PROVISION FOR TAX 

PRIOR PERIOD ADJUSTMENTS 

NET PROfIT I\flEn TI\ X 

TRI\NSFER TO LEGAL RESERVf 

RETAINED EARNINGS BRO UGHT FORWARD 

I.ESS: TRANSFER TO SPECII\L RES[RVE 

DIVIDENDS PAID 

RETAINED EARNINGS CARR IED FORWARD 

EARNINGS PER SHARE 
(PAR VALUE Of BR. Z5) 

EI\RN INGS PF.R nlRR ~ 00 Slll\RfS 
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UA~Ht: I \I tjAI\lK. ::'.L.;. 
DASHEN Bp 

BALANCE SHEET ; PROFIT AN[ AS AT 30 JUNE 2007 i, FOR THE YE 

~Jth!Qfl;(ln Birr 
g::;;~~iii£1f"'l'''·"",,,''~· ~---r~''''''''''''''' i'. i""U"..' .. .., ...... T'r"--.~ /.""" '1~";'"'~c:~~-':'~ .. ~ 

r'~!!!"1:· 7 · ~' -
. '.~ IJJ;clf[1 ~:f.~±wJ,Io...lJoL..:.~j~~ · ... le.l· i i .~ O!~,;;.;.tJ. ... nll!.~L1!.~~t • .d!~~~.~ •. ~ Ilx3.~ °6.J.fj: !f.,:j 
ASS ETS ",·.~· 4.~ , .. ~ 

INCOME Cash and balances with other banks 
I Interest inlo llIO Cash on hand 3 150,166,259 120,4 47,048 , 

-'J~ 
Loans and Hdvanct Deposits with local commercial banks 13,080,857 1,374,628 ~ Surplus fund Deposits with foreign banks 646,460, I 30 546 ,014,884 
To tal nW! t ' ~\ : i: \:~f}" Deposit with National Bank of Ethiopia 4 86 1, I 84,640 482,0~9,266 

.} 1,670,891.886 1, I 49,885,826 
!ntp,'!S t C XpC! r:iC 

Interu:;l p<.,(\ Oq di: Investments 5 28,385,795 27,801.795 
Items in course of collection from 

\ other hanks 6 234,986,600 153,8G4,230 Less Provl:::on !r. 
Loans and advances to cus tomers 7 3,889,003,6 11 3,080,263, 248 ' , ,wd ;-1I1v 
Other assets 8 120,366,856 74, 1 8 5.34~ 
Fixer! assets 9 97.279.~ ·/2 60.0 12. ~135 Othe r inr: o IlH! 

~; I!r 'llr.r~ d\~'rlll! 
TOTAL ASSETS 6,040,91 ~ , 220 4,546,012.978 Ll:t\I!'s 1)1 uI;d" Ii' 

Call II rw;~:i ; ,: I:; 
LIABILITIES 

{ii tl fl:, )(1 I;HI: ::;" L:J 
Customers' deposits , Sundry Iflcom:: 

Demand depOSits 1,360,926.4 59 1,039,0'11,412 Irlv~~; ~ n '~' i · : , q ~;t):; ,; 
Saving deposits 2,842,853,597 2.343,2~4.~80 
Fixed deposits 656,767,450 309,267.163 EXPENSES 

" 4,860,547,506 3,691,603,055 Salaries (]fld IWlle!! Margin held all lellers of credit 145,500,202 136,3n ,485 

t 
Ren: 

othel liilhilit ies 10 419,230,188 280,367,023 Gell cc<J1 t!!irl dtlrn!n, Provision for taxation 14 71,164, 201 _ ~1.777,513 Dcprt'ci ;lI rn~1 
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SHIlREIlOLOHtS' F1W"S 
I'nO~;T BEFORE PH 
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544.472.122 ]85,8 " 2,802 ' lransfN 10 ;f.:l<lin!! i", - .' - - - - " TOTAL LIABILITIES AND 
'~. SHAREHOLDERS' FUNDS 6,040,91 4,220 4,546,012,978 F:n rninq s rnr shrlrp. 



Currency: Ethiopian Birr 

120,447,048 
1,374,628 

546,014,884 
482,049,266 

1,1.49,885,826 
27,801,795 

153,864,230 
3,080,263,248 

74,185,344 
60,012,535 

4,546,0 12,978 

1,039,091 ,412 
2,343,244,480 
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136,392,485 
280,367,023 

51 ,777,613 

,160,140,176 

, -.1 
156,190,000 ',' 

j 89,973,776 ~, 
64,709,02Sf 

PROFIT AND LOSS ACCOUNT 
FOR THE YEAR ENDED 30 JUNE 2007 

INCOME 
Interest income 
Loans and advances 
Surplus fund 
Tolal interest income 

Interest expense 
Interest paid on deposits 

, 
Less: Provision for doubtful loans 

and advances 

Other income 
Service charge 
Letters of credit opening charges 
Commissions 
Gains on foreign exchange 
Sundry income 12 Investment income from Tana Building 

EXPENSES 
Salaries and benefits 
Rent 
General and administrative 13 Depreciation 
Directors' remuneration 
Audit fee and expenses 

PROFIT BEFORE PROVISION 
FOR TAXATlo"N 

PROVISION 
14 

15 

299,345,467 
20,582,225 

24,988,268 
9,848,581 

32,804,602 
B5,363,666 
10,280, 175 
1,540,686 

51,802,159 
17,525,028 
39,267,852 
15,841,137 

698,769 
110,000 

319,927,692 

192,511,233) 
227,416,459 

17,849,833) 
2; 9,566,626 

164,825,978 

1125,244,945) 

25,9,147 ,659 
171,159,443) 

187,g88,216 
146,997,054) 
140,991)162 

1,001 

Currency' Ethjopiao.airr 

227,942,449 ' ! 
13,950,849 i 

24 I ,893,298 ' 

166,887,818) 
175,005,480 

113,560,1 13) 
161 ,445,367 

24,221 ,209 
10,507,419 
26,038,498 
54,376,042 
8,252,709 
1,334,477 

124,730,354 

39.917,551 
12,452,3 14 
32,841 ,576 
14,775,353 

698,769 
122,'157 

1100,808,320) 

\ 

1 

\ 



UN ITED BANK SHARE COMPANY 
BALANC E S HEET 
AT 30 JUNE 2007 

ASSETS 

Cash and b:mk ba lances 

Loans and advances 

Other assets 

Deferred charges 

In vestment 
Property, plant and 
equipment 

Total asse ts 

LIABILITIES 

Deposit from custol11ers 

Deposit from finan cial institutions 
Other liabilities 

Margin held on letter of credit 

Profit tax payable 

Total liabilities 

CAPITAl. AND RESERVES 
Paid lip C;I!ll t : d 

Share prcil lilllll 

I c.; ga! n :S('ITl' 

Retained earnings 

Notes 

2h.3 

2dA 

5 

2i ,6 

7 

2e.8 

9 

10 

I I 

12 

I l 

13 

I ~ 

13 

Total liabilities, capital and reserves 

Addis Ababa 
02 October 2007 

Eyessus-W. Zafu 
Chainnan of the Board of Directors 

Currel/cy'Ethiopian Birr 

757.713.731 

1,367.883,083 

24.235 .873 

1.04 1.53 0 

320,000 

3 1,549,592 

2, I 82,713,802 

1.541.089.453 

139,680, 126 

85,258,458 

34,395,684 

22,585,753 

1,82~,O!!2,~H 

25 ') ,l2(" (i ( ,') 

9,05 7,087 

40.7<J2 .R02 

50,557,777 

359,734,335 

2006 

592,675,420 

974,949,418 

17,440,479 

917,154 

13,586,332 

I,S22.SG8.HlU 

u 

1,220,580,816 

72,178,991 

51,960,005 

47,534,159 
i,' .-;,t 

15,955,194 , 

J .~081~g2.J ti~ 

130,834,967 

1,595,547 

24,724,204 

34,204,920 

191,359,638 

2,182,743,809 1,599,568,803 

Lil l! y\.. 
Berhanu Getaneh 
President 

The attached Jlotes UII pages 25 tu J~ rurm parl or these li JlaJlciul statemeJlts 



UNITF.D BANK SHARE COMPANY 
INCOME STATEMENT 
FOR THE YEAR ENDED 30 JUNE 2007 

INCOME 

Inter<;, t i nCOJlle 
Less: Interest expen se 
Net intCl"cst income 

: :oJllmi ss ion fees and charges- net 
'\let ga ins from dealings in foreign curren cies 
J ther income 

'let operating income 

)rovi sion for doubtful loans and advances 

-1 ct interest and otl"" income after provisi on for doubtful loans 

:X PENSES 
.alaries and benelits 
Jenera l and admin istration ex penses 
)ireC[OL';' fee 
,udit fcc 

ROFIT BEFORE TAXATION 

ROVISION F0R TAXATION 

ET rROFIT AFTER TAXATION 

EGAL RESERVE 

f';T PROFIT AFTER TAX AND LEGAL RESERVE 

\RNING PER SIIAHE OF BIRR 100 

Notes 

21'. 14 
15 

2f, 16 
2g 

17 

2d,4 

18 
19 

12 

24 

Currency: Ethiopian Birr 

122. 146. 169 
39,576527 

2006 
71.269.924 
28,5 53 ,034 

8~,569,642 42,716,890 

26,605,012 25 ,388,260 
40,380,801 26,824.029 
2,973,824 2,578,691 

152,529,279 97,507,870 

(13 269 166) (6 391 600) 

13~,260,l13 91,U6,~70 

22,891 ,653 13 ,859,278 
26,973 ,539 i 5,863,386 
2,464,778 1,689,653 

70,000 58 121 
52,399,970 31,470,438 

86,860,143 59,645,832 

22 5~5 753 15 961 74~ 

64,274,390 43 ,684,090 

16,068,598 10 921.023 

48,205.792 32,763,067 

35.87 41.60 

_______________________________ AwmaIUtlporI2006l07 

i 

(' 



WEGAGEN BANK SHARE COMPANY 
BALANCE SHEET 

AT 30 JUNE 2007 

Annual Report 2006/07 

Currency: Ethiopian Birr 

Notes I --------1 2006 ASSETS 
Cash and bank balances with local banks 
Reserve with National Bank of Ethiopia ­
Deposits with foreig n ,banks 
Loans and advances 
Stock of supplies 
Other assets 
Deferred charges 
Leasehold land 
Property, plant and equipment 

Total assets 

LIABILITIES 
Deposit from custome rs 
Deposit from fin<lnci,d institutions 
Other Ii ,bi li t les 
Margin held on letters of credit 
Profit tax payable 
leaseho ld land payable 

Total liabilities 

CAPITAL AND RESERVES 
Paid up capital 
Share premium 
Leg~1 reserve 

. Special reserve 
Retained earnings 

Total capital, rese,-ves and liabilities 

Addis Ababa 
2'1 S"l' h 'llIl",r 2007 ( '2':'~·J\HI 

2h,3 

4 
2d,S 

6 
7 

2i,8 
9 

2e, 10 

II 
12 
13 

14 
9 

15 
15 
IS 
15 
15 

486,043,345 
131 ,388,527 
702,374,258 

2,060,606,572 
6,094 ,277 

44,462,090 
597,068 

15,83 5.026 , 
32,879.227 

I--I 3,480.280,390 

2,236 ,5 38,8 13 
487,087.044 
153,783.036 
144,467 .640 
41,305.8 13 
13 ,892.078 

318,670,756 
94,388,526 

248,294,591 
1,516,839,343 

5,797,31-5 
50,547,074 

25,006,91 6 

2,259,544,52 1 

1,530,944,846 
247,473, 182 
I 18,4 28,665 
84,66 1,826 
23,367,734 

_ .. ---_. ---.----_ .. I 3,077,074.424 ' 2.004 ,876,253 
I"~ -, 
i 

233.139,000 
5,24 1,450 , 

73.622. 138 
7,972.089 

83.231.289 
403.205.966 

147,605,000 
2,670,300 

45 ,878,375 
~,367,333 

53,147,260 
254,668,268 

3,480,280.390 2,259,544.521 

AI" ya G/Egziabhcr 
A resident & CEO 



WEGAGEN BANK SHARE COMPANY 
INCOME STATEMENT 

FOR THE YEAR ENDED 30 JUNE 2007 

I ',., 
~'.-." .\ . 

Notes 

Ann"" I I~ cport "2006/0/ 

CU ITency: Ethiopian Birr 

2006 



x 

, Awas" International Bank 
Balance I?heet 

year !lhdlng June 
( In millions of Birr) 

Assets . 2003 

Oash on hand 76 
Oash at Bank 2 
Res~lve Account with NElE 61 
t5ePQsit wllh foreign Banks ,!,JJI<f. 100 
Treasufy bills ........ 

~ 316 
other investments ,/' -- (l 
Trust Funds ...... I , 

Other debit balances I . 30 
Totai Loans Advances -iY, I ~ /l00 
Less p,rovision For Doubtful Debts I 44 
N~i Ldans 8. advances \ fi 1 .' 756 
Custoiners' liabilityfor UC I I I; ., 
Fixed assets 

. 
I I 57 

Total I: { I I 1,401 
Liablilii"ol , 

I 
Deposits 1.164 
Demand Deposits 245 
Savind Deposits 875 
Fixed Depos/1s 44 
Foralgn Bahk their AlC , 
Trust Funds j 

sho~ terrn loans 
other credit balances I I 73 
Mardin held on UC I 27 
LtHing term loahs 

, 
I 

Provision for taxation I 
Shlte dividend cayabla 

, 
I 

Other provisions I 
8ahk's !lIabilily to UC '. I I 
capllall8. reserves ... ,', I I 1137: 
Aut~orized & lJald • ",;'.,;. ., I '. I I' '~ 111 
Lel1bl r~se!ves ~!t. I I 19 
Geheral reserves , . 2 
Reialned Earninl1 I 
Profit &' Joss Ale 5 
Total 1.,4q1 

, 1,401 

2001 

100 
0 

2b6 
116 
337 

3 

61 
946 

, 73 . 

873 ! 

i ' ; 

74 1 
, 1,770 

, 
I 

1 493 
267 

1141 
65 

94 
22 

6 

t; ,~ 

'. 155 
t, ~27 

, 

23 
3 

2 
1,170 
1,770 

• 1 
, 

2005 2006 2007 I 

I 
129 125 181 

2 2 ,1 
, 

233 237 520 ! 
267 367 426 

1,1 235 198 I 
3 I 3 I 13 

I 

I 
. I· I 

I 
72 152 I 196 

I?,[ ~ I 1290 1 1872 I 2512 
I 80 I " ·92 I 110a 
1210 I 17801 I 2~03 -r I I I , " I I 

I 75 q , '90 I 10e 
2,226 I 2,954' I 3,830. 

1.". 

I I 
1 940 2 567 I 3 112 

422 574 
, 

603 
1437 1833 2223 

81 1601 1 286 
I I 
, , 

. .... 
I I 

I 16 18 !. ' 214 
42 65 ~ 70 , 

.! '[(" 1 
I I \ , 

l ' 
• I .'" • 

1 I , . , , 
\ If " " '1 

I I , , 
I 

1228 I • \304 "" 434 

~~ : 
1 ,155 j I '~ 1<1 88 n' .'~ 252 .5 

32 I 'j. 43 ' I ' 6t I 
7 8 

, 
7.5 t , , I I 

34 65 1 106.5 
2,226 2,954 , 3,830 • 
2,226 2,954 I 3,830 I . 



Awash lriterilatlonal Bank 
Year-endlng June ,,,corne Sfjltement 

( In millions at Birr) 

, 
description 
ihleres! Income 
Inleresl Ex~ense 
Net Interesi income I 
§erVic~ Charge & CommlsSloH IncalM I 

bth!lr Incolne , 
Total Non Interest Incdnie 

, 
Net Interest Income & Ndn Int~lest Income I 
Emplovees Salarv & Benefits ' I 
Provision For Doubtful Loans 

... 
I , 

G~nerlIl Expenses .. , I I" \ \II " 1 . '" , To alan. nterest Expenses , , I ' ~';' I " 

Prior Year Alustment I I 
Operating Income before Ta~ '+ I- I 

I I 

I Tax , 
Net Irico!Tle After Tal! /I. provisions , 1 

;lOo=! 

58 
26 

32 , 
17 
26 

43 
75 
14 
24 

~ ; 19 
4 I 57 

18 
4 

14 
e-erT:.. &.+6 44-

fi.-~f¥;' ~ ~~ ~ 
AWi\slllnterJaWjna\ ~ai1~ I .. 

F!ll~ncla . ~At!P •. ( "(0) I 
Oescrlp~loh , 2003 
Retutn oh Assets 1.1 
Return on Eduitv 10.4 
Profit Margin' , 13.9 
Gross velld on Asset 8.0 
Ihteresllncome /Av.Assets 

.. 
4.~ , 

Non Interest Income/Av. Assets I , 3.4 I 
EQuliV Muliiplier 

.. I 

I 9:4 I 
Nellnleresl Margin I " . I I 2.a , 

. SpearCl ,f ' I I 1.9 
Effl'ciehcy Ratio 

, 
I I 75.4 -"; 

Non Interst Income/Gross Reverlue I , I 42.6 , I I I 'I I I I Interest Income/Gross Revenue I 57.4 
Non Interst expense/Gross revenue I 56.4 
SalarY 8< benefit/Non Inter~st exbense , I 24.6 , 
L1auld 'Assets/Deposits 

, 
, I 47.7 

LiHliid IAssetslTo!al assets , i I 39.E\ 
Intetst,riiarglh/gross Income I 'B1.7 

2P04 
A 

68 
30 

3f1 
21 
35 

56 
94 

, 16 .. 
, 19 

" 24 
I ' 59 

~ 35 

Ii 
28 

' 6J. 

2094 
A ' 

1.6 
17.8 
21.0 
7.a 
4.3 
3.5 
10.9 
2.7 • ,,' 
2.4 
94.9 , . 

' 45.2 
54.8 
47.6 
27.1 
50.8 
~2.9 
30.6 

2d05 

94 
34 

I 60 
I 34 
, 21 
, 55 

115 
22 

I . 9 

~I ' 29 
: I 60 

I 

I 55. 
, 1.7 

38 

~~ 

2005 
S I 

1.9 
19.8 
25.5 
7.5 
4.7 
2.8 
10.4 
3.3 , 

3.0 
91.7 
36.9 
63.1 

,40.3 
36.7 
44.6 
38.9 
40.3 

2006 2007 I' , 
I , 

137 214.6 
, 48 62 , 89 t 153 

, 
, 48 48 . 

, , 43 80.5 
1 91 129 , , 
180 ~' 28:1 , 

30 38 f . , 

1 1. , t 
I \ 39 ,. l' 9 1 

69 I I., i" I 

I l I 
I 111 I 204 , , 

33 1 
, 

.. 61 ' , • 
~ " 

78 143.
0 

~ 'l6f, 

I 2006 1 2007 
' e ' I 

, , 
3.0 4.2 
29.3 38.8 I 

34.2 41.7 ,. 
8.8 ~~I· ! 10.1 

;-
, 

I 6.3 
1 5.3 , 

3.5 1, 1. 3.8 ,. , I" 
. 19.7 i, I 9.2 ' . '1 

13:6 'I \: 1 '5.2 1', ;\ 

'tl.2 I ·4.8 -I I ,~ 

113M ~j,166.9 I ;, 
a9.9 , !;~.\ 1 37.5 I 
60.1 I 62.5 I 
30.3 I 22.4 I 
43.5 I 49.4 I 
36.2 • I 36.2 I . , 
31.4 "' ~; i 29.5 , I· 
39.0 1 44.5 . i 

I 
I 
; 



Assets 

Cash on hand 
Cash at Bank 
Reserve Account With NBE 
Depos it with foreign Banks 
Treasury Bills 
Other Investments 
T rust fund 

Bank of Abyssinia 
Ba lance Sheet 

At year ending June 
(In millions of Birr) 

Sundury Debtors & Other debit balances 
Total Loans & Advances 
Less Provision for doubtful Debts 
Net Loans & advances 
Custemers liability 
Fixed assets 
Total 

I Llaoliltl es 
Deposits 
Demand Deposits 
Saving Deposits 
Fixed Deposits 
Foreing Bank 
Trust fund 
Short term loans 
Other credit balances 
MarQin held on LIC 
Long term loans 
Provision for taxation 
State dividened 
Other provisions 
Banl( liability 
Capital & res erves 
AulllOrized & paid 
Legal rese/ves 
General & Special rese/ves 
Retained Earning 
Pl ofit LI\ loss Ale 
Tota l 

k:,tl<'-< ';]""J J '"eN !- I ¥'-'C -t. L 

2002 2003 

28 51 
252 242 
70 73 
85 141 

'-"" a a 
\./ 5 5 

a a 
58 61 

-/ 669 809 
38 62 

63 1 747 
. 90 

13 13 
1,142 1,333 

909 1,076 
134 207 
63 1 719 
144 150 

a a 
a a 
a a 

54 67 
29 39 
a a 
9 2 
a a 
a a 
a 90 

141 149 
129 132 

10 11 
4 4 

-2 2 

1,1 42 1,333 
1,142 1,333 

'U. 3 J4 
- j\. 

\ 

2004 2005 2006 2007 

58 110 101 128 
170 16 5 1 
104 440 472 433 
123 193 203 260 
173 a a 200 

5 a a 
a a 0 

44 90 11 3 136 
962 1234 1963 2005 

73 61 61 108 
889 1,173 1,902 2,1 97 

67 
19 35 38 41 

1,585 2,057 2,834 3,396 

1,275 1,627 2,177 2,721 
223 333 403 51 ' 937 11 83 1548 1898 

115 111 226 312 
a a a 
a a a 
a a a 

84 11 8 173 209 
17 37 45 35 
a a a .. 

16 21 37 28 
a a a 
a a a 

67 
193 254 402 403 
137 166 265 26~, 

21 36 58 75J 
6 6 13 13 ' 

29 46 66 -50 
1,585 2,057 2,834 3,396 
1,585 2,057 2, 834 3,396 

~WI·D j23LJ 1 9b.~ ;l..Sc£ 



Bank of Abyssinia 
Income Statement 
Year ending June 
( In millions of Birr) 

Descriptions 
Interest Income 
I nterest Expense 
Net Interest Income 
Service Charge & Commission Income 
Other Income 
Total Non Interest Income 
Net Interest Income & Non Interest income 
Employees Salary & Benefits 
Provision For Doubtful Loans 
General Expenses 
Total Non Interest Expenses 
Prior Year Ajustment 
OgeratinQ Income before Tax 
Tax 
Net Income After Tax & Provisions 

... . , . ...-

Bank of Abyssinia 
Financial Ratios 
( I n Percent) 

Description 
Return on Assets 
Return on Equity 
Profit Margin 
Gross yeild on Asset 
Interest income /Av.Assets 
Non Interest Income/Av . Assets 

ECjuity Multiplier 
Net Interest Margin 
Speard 
Elliclency Ratio 
Non interst income/Gross Revenue 
Interest income/Gross Revenue 

.N~ I~!\ l l'rs l (, x l!.{ ~rI S (l/Gn)SS n ~V(~IHH! 
Salary & belleliUNon Interest Expense 
Liquid Assets/Deposits 
Liquid Assetsrrota l assets 
Inlersl margin/gross income 

-

2002 2003 

A 
65 62 

v/' 34 27 
31 35 

1 8 
14 11 

15 19 
46 54 

7 8 
20 24 
11 14 

38 46 

\./ 8 8 
10 2 
2 6 

2002 2003 A 
-0.2 0.5 
-1.4 4.1 
-2.5 7.4 
7.9 6.5 
6.4 5.0 
1.5 1.5 
7. 1 8.5 
4.1 3.7 
4.2 3.4 
39.5 41 .3 
18.8 23.5 
81.3 76.5 
47 .S 5G. 0 
18.4 17.4 
47 .9 47.1 
38.1 38.0 
38.8 43.2 

2004 2005 2006 2007 
B C 0 

97 105 165 202 
29 33 41 60 
68 72 124 142 
12 14 21 23 
14 33 34 42 
26 47 55 65 
94 11 9 179 

___ c:: 
207 

10 13 30 35 
11 0 4 47 
19 24 23 30 
40 37 57 112 

54 82 122 ~5 
16 21 37 28 
38 61 85 67 

.-. 

2004 2005 2006 2007 
B C 0 

2.6 3.3 3.5 2.2 
22.2 27.3 25.9 16.6 
30.9 40.1 38.6 25 .1 .-8.4 8.3 9.0 8.6 
6.6 5.8 6.7 6.5 
1.8 2.6 2.2 2.1 --8.5 8. 1 7.5 7.7 
5.4 5.0 5.7 .5.1 
4.9 4.8 5.3 4.6 
65.0 127.0 96.5 58.0 
21 .1 30.9 25 .0 24 .3 
78.9 69.1 75.0 75.7 _.-' I? r.. ~,_ . :J 24 .:1 25.9 41 [1 __ 
25.0 35.1 52.6 3U 
49.3 46.7 35.9 37 .6 
39.6 36.9 27.6 30.1 
55.3 47.4 56.4 53.2 



iAssets 

Cash on hand 
Cash at Bank 
Reserve Account with NBE 
Deposit with foreign Banks 
Treasurv Bills 
Other Investments 
Trust fund 
Other debit balances 
Total Loans & Advances 

Dashen Bank 
Balance Sheet 

Year ending June 
(In millions of Birr) 

Less Provision For Doubtful Debts 
Net Loans & advances 
Customers liability 
Fixed assets 
Total assets 
Liabiliti es 
Depos its 
Demand Deposits 
Saving Deposits 
Fixed Deposits 
Foreign bank their alc 
Trust fund 
SIIOI t termloi!ns 
Other credit balances 
Margin held on LlC 
Lonq term loans 
Provision for taxation 
State Idividened payable 
Other provisions 
Balik's liability 
Capital & reserves 
Allthorized & pAilf 
Legal resfHves 
Genoml Resolv(' 
Retaned Earning 
(J1()(i( (\ In.''"''; ,Ivr. Total - _. ----.---, 

I 

2003 

103 
34 

138 
245 

'v 129 
\,../ 23 

75 
\/' 1267 

49 
1,2 18 

-

26 
1,991 

1,621 
466 

1056 
99 

117 
94 

10 
20 

0 
0 

129 ' 
75 
25 

29 
0 

1,991 
1,991 

2004 2005 2006 2007 

77 110 120 150 
81 75 1 13 

225 390 482 861 
190 446 546 647 
299 
26 28 28 28 

113 165 229 356 
1690 2232 3164 3988 

63 72 84 99 
1,627 2,160 3,080 3,889 

-
39 46 60 97 

2,677 3,420 4,546 6,041 

2, 178 2,833 3,692 4,861 
623 793 1039 1361 

1,448 1,897 2,343 2843 
107 143 310 657 

166 214 280 419 
101 104 136 145.5 

22 26 52 71 
38 
0 
0 0 0 

172 243 386 545 
100 100 156 282 
39 57 90 137 

86 65 65 
" 33 75 GO,5 

0 0 0 
2,677 3,420 4,546 6,041 
2,677 3,420 4,546 6,041 

20J.{ 22bo 



Dashen Bank 
Income Statement 
Ye8 ' ending June 

( In m illions of Birr) 

Description 
Interest Income 
Interest Expense, 
Net Interest Income 
Service Charge & Commiss ion Income 
Other Income 
Tota! Non Interest Income 
Net Interest Income & Non Interest income Employees Salary & Benefits 
Provision For Doubtful Loans 
General Expenses 
Total Non Interest Expenses 
prior Year Ajustment 
Operating Income before Tax 
Tax 
Net Income After Tax & Provisions 

'D'8Sc"ription 

Dasl1en Bank 
Fin'lncial Ratios 

( In percent) 

Return on Assets 
Return on Equity 
Profit Margin 
Gross yeild on Asset 
Interest income /Av,Assets 
Non Interest Income/Av, Assets 

Equity Multiplier 
Net Interest Margin 
S~eard 

Efficiency Ratio 
Non interst income/Gross Fevenue 
Interest income/Gross Revenue 
Non interst expense/Gross revenue 
Salary & benefitiNon Interest Expense 
~cJ Assets/Deposi ts 
Liquid Assets/Total assets 
Interst margin/g ross income 

l 

2003 2004 
A 

82 117 
\,,/" 30 41 

52 76 
25 17 
27 58 

52 75 
104 151 

19 23 
23 16 
25 34 

67 73 

<./" 37 78 
10 22 

27 56 

2004 
2003 A 

1 55 2.40 
/' 21.51 37.21 

20.15 29.17 
7.71 8.23 
4.72 5,01 
2.99 3,21 

13.85 15.51 
3.13 3.45 
2,33 2,67 

77.61 102,74 
38.81 39.06 
61, 19 60.94 
50.00 38.02 
28.36 31 .51 
40.04 40.04 
32 .60 32.57 
38.81 39.58 

2005 200~r 2007 
B C D 

162 242 320 
52 67 93 

110 175 22,~ 38 6 1 68 
34 64 97 

72 125 165 
182 300 392 

29 41 53 
12 14 8 
44 60 73 

85 115 134 
'-

97 185' 258 
26 52 71 

71 133 187 

2005 2006
1 

2007

1 2,33 3.34 3.53 
34 ,22 42 .29 40.19 
30,34 36 ,24 38,56 
7.68 9.2 1 9, 16 
5.31 608 6.05 
2.36 3.14 3.12 

14.69 12,66 11 ,38 
4 ,07 4 .68 4,87 
3.44 3.95 4.21 

84.71 1 OB. 70 123.13 
30.77 34.06 34,02 
69.23 65.94 65, 98 
36 ,32 31 .34 27.63 
34.12 35,65 39.55 
36 04 31 .12 34.38 
29.85 2527 _p6S_1 47.01 476A ' ~6.80 i 



Nib International Bank 
Balance Sheet 

Assets 
Cash on hand 
Cash on bank 

As at end of June 
(In millions of Birr) 

Reserve Account with NBE 
Deposit with foreiQn banks 
Treasury Bills 
Other Investments 
Trust fund 
Sundury Debtors&Other debit balances 
Total Loans & Advances 
Provisions 
Net Loans & ~dvances 
Customers Iiabilty~ 
Fixed assets 
Total Assets 
Liabilities and Capital 
Deposits 
Demand Deposits 
Saving Deposits 
Fixed Deposits 
Foroillfl banl< 
Trust fund 
Sthorlterm loans 
Other credit balances 
Margin held 
long term loan 
Provisions for taxtion 
State dividened 
Other provisions 
Bank liabilty 
Capital & reserves 
Aulhorized & paid 
Leqal reserves 
General & Special reserves 
Rot fl il me! (J Anlif 1fT 
Profit & loss Ale 
Total liabilities and Capital 

-

2002 2003 
41 67 
25 10 
5 40 

96 97 
.. /0 30 
V 1 

0 
42 106 

\/324 550 
4 22 

320 528 
131 

5 6 
534 885 

345 588 
95 152 

203 336 
47 100 

0 
0 
0 

61 125 
20 41 

0 
9 6 

0 
0 

0 131 
99 125 
84 105 
7 10 

1 
0 

8 9 
534 885 
534 885 

2004 2005 2006 2007 
76 138 111 147 
21 28 23 21 
62 98 93 279 
92 200 208 249 
80 0 0 

1 2 2 3 
0 0 

152 170 141 1 11 
786 1133 1475 1017 

30 47 57 62 
756 1086 1418 ~~ 149 

7 10 31 42 
1,247 1,732 2,027 i:607 --

---.---832 1,223 1,452 1, 879 
229 292 327 423 
493 709 831 10~ 
110 222 2~§. r-----2z..2. 0 0 

0 0 
0 0 

181 215 211 223 
47 50 56 50 

0 0 
14 20 23 30 
0 0 
0 0 

149 
173 224 285 425 
129 160 200 ~~ 18 30 44 63 

1 1 1 1 
0 0 

25 33 40 54 
1,247 1,732 2,027 2,607 
1,247 1,732 2,027 2,607 

JUS' i Z2D 



Nib Inte rnational Bank 
Income Statement 
Yea r ending June 
(In m illi ons of Birr) 

Descript ions 
Inleresllncome 
Interest Ex ense 
Nellnlerest Income 
Service Charge & Commission Income 
Other Income 
Total Non Interest Income 
Net Interest Income & Non Interest income 
Emplovees Salarv & Benefits 
Provision For Doubtful Loans 
General Expenses 
Total Non Interest Expenses 
Prior year aduslmenl 
Operatinq Income before Tax 
Tax 
Net Income After Tax & Provisions 

Nib International Bank 
Measures of Profitabili ty 

( in percent) 

Relurn on Assels (%) 
Return on Equilv (%) 
Profil Margin (%) 
Gross Yield on Assets (OA)) 
Illterestlncome/Av.Assels (%) 
Non Interest Income IAV.Assets (%) 
Equity Multiplier (times) 
Net Interest Marain I%l 
Spread 
Efficiency Ralio (%) 
Non Inleresllncome/Gross Revenue (%) 
Inlerest Income/Gross Revenue (%) 
Non Interest Expense/Gross Revenue (%) 
Salary and Benems/Non Inleresl Expense (%) 
Liquid assets/Deposit 
Liquid asselsl assets 
Interst margin/gross income 

2003 2004 
A 

37 56 
V 11 15 

26 41 
13 18 
16 19 
29 37 
55 78 

6 8 
20 8 
10 13 
36 29 

<V' 19 49 
6 14 

13 ,35 

700 ~4 

2004 
2003 A 

1.8 3.3 
. / 11 .6 23.5 

19.7 37.6 
7.5 7.5 
5.2 5.3 
4 .1 3.5 
6.3 7.2 
3.8 4 .3 
2.9 3 .4 

80.6 127.6 
43.9 39.8 
56.1 60.2 
54.5 31 .2 
16.7 27.6 
41.5 39.8 
41.5 39.8 
39.4 44.1 

2005 2006 2007 
B C D 

83 107 1~r 24 33 42 
59 74 105 . . -. 
23 25 27 
29 29 34 
52 54 61 

111 128 166 
11 17 25 
18 9 5 
16 21 30 
45 47 60 

66 81- 100 
20 23 30 
46 58 76 

c,,:u 1/ <f-'- 1 d : , 

2005 2006 2007 

8 C D 
3.1 3.1 3.3 

23 .2 22 .8 21.4 
34 .1 36.0 36 .E. 

7.8 7.9 8.0 
5.6 5.7 6 .3 
3.5 2.9 2.6 
7.5 7.4 6 .5-
4.4 4.4 5.') 
3.6 3 .4 4.2 

115.6 114.9 1au-
38.5 33.5 29.3 
61 .5 66.5 70.7 
33.3 29.2 28.8 
24.4 36.2 41 .7 
37.9 30.0 37.0 
37.9 30.0 37.0 
43 .7 46 .0 50.5 



UnitedBank 
Blance Sheet 

Year ending June 
(In mill ions of Birr) 

Assets 
Cash on hand 
Cash at Bank 
Reserve Account with NBE 
Deposit with foreign Banks 
Treasury Bills 
Other investment 
Trust fu nd 
SunduryDebtors&Otl1er debit balances 
Total Loans & Advances 
Less Provision for doubtful Debts 
Net Loans & advances 
Customers liabilty 
Fixed assets 
Total 
Liabilities 
Depos its 
Demand Deposits 
Saving Deposits 
Fixed Deposits 
Foreing bank 
Trust fund 
Shotr term loans 
Other credit balances 
Marqin held on LIC 
Long term loans 
Provistion for tnx 
Slate divldened 
Other provisions 
Bank liabilitv 
CaRital & reserves 
Authorized & paid 
Legal reserves 
General & Special reserves 
Retained Eaminq 
Profit & loss Ale 
Total 

2003 2004 
35 34 
13 14 
55 47 
70 195 

\ ./ 0 0 
V 0 0 

0 0 
4 6 

-./ 290 384 
7 15 

283 369 

9 9 
469 674 

287 532 
60 118 

172 276 
55 138 

0 0 
a 0 
0 a 

72 30 
17 13 
0 0 
2 3 
0 0 
a 0 
0 0 

91 96 
83 85 
4 6 
a a 
4 5 
a a 

469 674 
469 674 

\ 
2005 2006 2007 

44 68 11 6 
15 72 33 

135 286 141 
290 167 468 

0 0 
0 0 
0 0 
8 17 25 

593 1004 141 0 
23 29 42 

570 975 ~~ 

11 14 32 
1,073 1,599 2,183 

865 1,220 1,541 
191 331 385 
397 681 849 
277 208 307 

42 124 225 
29 48 34 
0 0 

12 16 23 
a a 
0 0 
0 0 

125 191 360 
88 132 259 
14 25 41 
a a 9 

23 34 51 
a a 

1,073 1,599 2,183 
1,073 1,599 2,183 

iOD'/ ' 11·10 



United Bank 
Income Statement 
Year ending June 

( In millions of Birr) 

Descript ions 
Interest Income 
Inleresl Expense 
Nel Inleresl Income 
Service CharQe & Commission Income 
Other Income 
Total Non Interest Income 
Net Interest Income & Non Interest income 
Employees Sal ary & Benefils 
Provision For Doubtful Loans 
General Expenses 
Total Non Interest Expenses 
Prior Year Ajuslmenl 
OperalinQ Inco me before Tax 
Tax 
Net Income After Tax & Provisions 

United Bank 
Financial Ratios 
( In percent) 

Description 
Return on Assets 
Return on Equity 
Profit Margin 
Gross yei ld on Asset 
Interest income /Av.Assets 
Non Interest Income/Av. Assets 

Equity Multiplier 
Net Interest MarQin 
Speard 
Efficiency Ratio 
Non interst income/Gross Revenue 
Interest income/Gross Revenue 
Non interst eXperlS{!/Gross revenue 
Salary & benefitlNon Interest Expense 
Liquid Assets/Deposits 
Liquid AssetsfTotal assets 
Inlerst margin/gross income 

./ 

2003 2004 
A 

19 27 
v6 11 

13 16 
5 8 
7 11 

12 19 
25 35 
4 7 
5 9 
9 9 

18 25 

,./7 10 
2 3 
5 7 

2004 
2003 A 

1.3 1.2 
5.6 7.5 
16.1 15.2 
7 .9 8.0 
4 .9 4 .7 
3.1 3.3 
4.4 6.1 
5.3 4. 7 
2 .6 2 .0 
66 .7 76 .0 
38.7 41 .3 
6 1.3 58.7 
58.1 54.3 
22.2 28.0 
60.3 54.5 
36.9 43.0 
41 .9 34 .8 

2005 2006 2007 
B C D 

46 71 12? 
17 29 40 
29 42 82 
20 25 27 
25 30 43 
45 55 70 
74 97 152 
10 14 23 
7 6 13 

14 17 29 
31 37 65 

43 60 87 
12 16 23 
31 44 64 ,. 

/2:( 

2005 2006 2007 
B C D 

3 .5 3 .3 3 .4 
28 .1 27 .8 23 .2 
34.1 34.9 33.3 
10.4 9.4 . 10~~ 5 .3 5.3 6.5 
5.2 4 .1 3.7 
7 .9 8.5 6.9 
5.2 6. 1 6.5 
2.7 2.8 3.0 
145.2 148.6 107.7 
49.5 43.7 36.5 
50 .5 56.3 63 .5 
34 .1 29.4 33.9 
32.3 37.8 35.4 
56.0 48.6 49.2 
45 .1 37 .1 34 .7 
31 9 33 .3 42 .7 



Assets 

Cash on hand 
Cash at bank 
Reserve Account with NBE 
Deposit with foreiQn Banks 
Treasury Bills 
Other Invesments 
Trust Funds 

Wegagen Bank 
Balance Sheet 
Year ending June 

( In millions 01 t:llrr) 

Sundury Debtors & Other debit balances 

2003 

86 
33 
55 

140 
\....-- 0 
'\.../' 0 

0 
18 

TotalLoans & Abvances \. /' 571 
Less Provision for Doubtful Debts 29 
Net Loans & advances 542 
Customers' liability for LlC 
Fixed assets 15 
Total 889 
LIabilitIes 
Deposits 704 
Demand Deposits 251 
Savinq Deposits 274 
Fixed Deposits 179 
ForeiQn Bank their AlC 
Trust Funds 
Short term loans 
Other credit balances 55 
MarQin held on LlC 33 
LonQ term loans 
Provision for taxation 4 
State dividend payable 
Other provisions 
Bank's liability to LlC 
Capital & reserves 93 
Authorized & p"id 77 
LeQal reserves 8 
General reserves 
Retained EarninQ 8 
Profit & loss A/C 
Total 889 

889 

2004 

75 
54 
95 

185 
0 
0 
0 

20 
738 
43 

695 

16 
1,140 

876 
375 
351 
150 

72 
50 

13 

129 
89 
16 

24 

1,140 
1,140 

\ 

2005 2006 2007 

104 147 167 
104 91 124 

62 175 321 
350 248 702 

0 
0 
0 

24 57 67 
1002 1593 2155 

51 77 95 
951 1,516 2,060 

21 25 33 
1,616 2,259 3,480 

1,288 1,778 2,724 
590 725 1209.5 
518 723 803.5 
180 330 7105 

----

89 118 1611 
43 85 144 

16 23 41 

180 255 403 
113 lS 1 2:1f1 

28 46 74 
3 5 8 

36 53 83 

1,616 2,259 3,480 
1,616 2,259 3,480 



Wegagen Bank 
Income Statement 
Year ending June 

( In millions of Birr) 

Description 
. Interest Income 

Interest Expense 
Nel lnterest Income 
Service CllJrqe & CO lllmiss ion Income 
Other Income 
Total Non Interest Income 
Net Interest Income & Non Interest income 
Employees Salary & Benefits 
Provis ion For Doubtful Loans 
General Expenses 
Total Non Inte rest Expenses 
Prior Yea r Ajustment 
Operating Income before Tax 
Tax 
Net Income After Taxes & Provisions 

Description 
Return on Assets 
Return on Equity 
Profit Marqin 
Gross yeild on Asset 

Wegagen Bank 
Financial Ratios 
( In pe rcent) 

Interest income 'Av.Assets 
Non Interest Income/Av. Assets 

Equity Multiplier 
Net Interest Marq in 
Speard 
EfficiencY Ratio 
Non interst income/Gross Revenue 
Inte rest income/Gross Revenue 
Non interst expense/Gross revenue 
Salary & benefiUNon Interest Expense 
Liquid Assets/Deposits 
Liquid Assets/Total assets 
Interst marc in/qross income 

\.. /' 

2003 2004 
A 

42 66 
v / 17 18 

25 48 
16 27 
9 17 

25 44 
50 92 
11 14 

8 14 
16 19 
35 47 

v' 15 45 
4 13 

11 32 

6·' .. , . -

2004 
2003 A 

1.4 3.2 
14.0 28.8 
16.4 29.1 
8.7 10.8 
5.5 6.5 
3.3 4. 3 
9.8 9. 1 
3.5 5 .2 
2.2 3.6 
71.4 93 .6 
37.3 40 .0 
62 .7 60.0 
52 .2 42 .7 
31.4 29.8 
44.6 46. 7 
35.3 35.9 
37.3 43.6 

2005 2006 
B C 

80 120 
22 35 
58 85 
39 52 
31 48 
70 100 

128 185 
20 31 
19 29 
26 31 
65 91 

63 94 
15 23 
48 71 

Iz9 

2005 2006 
B C -

3.5 3.7 
31.1 32.6 
32.0 32.3 
10.9 11 .4 
5.8 6.2 
5. 1 5.2 
8.9 8.9 
4 .3 4.6 
2 .8 3.2 
10:.7 109.9 
46. 7 45 .5 
53.3 54 .5 
43.3 41.4 
30.8 34.1 
48.1 37.2 
38.4 29.3 
38.7 38.6 

200,.1 

~ 55 

D 

130 
51 

68 
135 
265 

44 

32 

36 

112 

153 -- -
41 

11 2 

f) " (7- / l) .. 

2007 

3.9 
34.0 
35.0 
11 .2 
6.4 

4.7 
8.7 
4.6 
2.8 
120.5 
42.2 
J 7.8 
35.0 
3~:· .3 

48.5 
37.9 
40 .0 ----
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