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Abstract

Many banks have entered the Ghanaian banking industthe past five years to take advantage of the
increasing expenditure of the middle income Gharsiand the growing private sector. The bankingisiny is
now experiencing keen competition. The questionhisther the banks in Ghana are currently in gooanftial
position to continue functioning as expected, esigcas the world recently experienced financiases. The
study therefore evaluated the financial health ki banks in Ghana by analyzing the published fiiwnc
statements of Ghana Commercial Bank (GCB), Agngalt Development Bank (ADB) and Barclays Bank
Ghana (BBG). Financial ratios were used to anathieeliquidity and profitability trends of the bankem the
year 2005 to 2009. The performance of the banksalss compared with the industry’s average perfoicea
The major findings from the study were that theKag business in Ghana is lucrative. The banksnaaking
much sales revenue in excess of their cost. Frddi &0 2009, however, the expenses, especiallyntpairment
charges, kept increasing, which reduced the nditpaf the banks. This is attributed to increageavision for
bad debts arising from rising inflation and inténedes, especially in the early part of 2009 whiohtributed to
increased loan delinquency.
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1. Introduction

Finance is an important component of every businBasinesses need, not only seed capital to $fartalso
growth capital to expand. Thus, private sector s, which is generally recognized now than esgetha
engine of economic growth, requires efficient, imaitive and vibrant financial sector, especially banks, in
order to survive. Fortunately, many banks haveredtéhe Ghanaian banking industry in the past yiwars to
take advantage of the increasing expenditure ofrtigielle income Ghanaians, and the growing privattos.

The banking industry in Ghana has made some treousnidnprovement since 2001; especially followingatvh
experts say has been the foresightedness of tlialcbank which has initiated many proactive dexisiin tune
with global trends. The banking sector, until rebgmvas divided into four sectors: commercial bentorporate
banks, industrial, and agricultural banks. Pregetite Bank of Ghana issues one main universahdiee The
reforms that is mainly captured in the Banking 2604, and which introduced the universal bankingcept,
saw an influx of banks into the country, mainlyrfraNigeria, Liberia and India. The number of banls h
increased from nineteen (19) in 2001 to twenty(8&) in 2009. There are still many more foreignksmalooking
to establish subsidiaries in Ghana.

This phenomenon has injected a keen competitionngnianks, which analysts describe as healthy fer th
development of the industry. For instance, the bankector has continued to record a strong aseettly and
improved profitability as per figures availabletla¢ end of 2008. Total assets of the banking imgw&tthe end

of December 2008 was GH¢10,692.2 million (a growtt87.2 percent, compared with GH¢7,795.6 millian i
2007 (Governor, BOG, quoted from Graphic Busindtach 10 — 16, 2009).

The banking industry is now experiencing keen cditipe. As a result, most of the banks try to ‘sell
themselves'’ i.e. they build up their image, throulgé publication of ‘prosperous’ financial statensemhese
financial statements serve as tools used by theelstdders, including the private sector for theirsiness
decision making.

The question is whether the banks in Ghana aralficin good financial position, or they only ‘wind/ dress’
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the financial statements just to gain competitisreamtage.

From the latter part of 2008, the world experiensedous financial crisis. Many giants in bankingerienced
credit crunch, and either filed for bankruptcy etually collapsed. In Ghana, however, the oppcesiteears to
be the case. Banks have continuously releasededualicounts that show significant increase in fwrafiter tax.

The questions are whether the increasing profitdyiman improving financial performance, health smdspects
of the banks in Ghana, and whether the performamtieated by the published statements of the bangties a
zero or a positive effect of the global credit aiion the banks in Ghana.

The aim of the study is to evaluate the financiehlth of the banks in Ghana by analyzing the phbts
financial statements of GCB, ADB and BBG in ternfidiquidity and profitability from the year 2005 @009.
Specifically the study assesses: the financial tiposiof the banks using liquidity ratios analysamd the
financial performance of the banks using profit&pilatios analysis.

2. Literature Review

The Ghanaian banking sector has witnessed a pherargeowth in recent years with the number of banks
soaring from 16 in 2000 to 24 in December 2007 a6dn 2009. According to the Ghana Banking Survey
(2008), the number of bank branches also increfieed350 in 2004 to 530 in 2007 for the 22 banksouis the
study. The largest contribution to branches inyhar 2007 came from Barclays Bank Ghana Limitedctvhi
increased its branches by 63.

The Ghana banking sector is currently majority ifgmeowned. The acquisition of universal bank licerey
banks and entry of several foreign banks have hengld competition in the industry. The net spreadithe net
interest margin has witnessed a reduction from 1?@.and 10.82% in 2003 to 9.4% and 8.53% in 2007
respectively (PwC & GAB, 2009). A number of studiesse found a positive relationship between cortipati
and efficiency, and between competition and the odtproductivity growth. Banks simply have to cgter at
high level of efficiency to ensure their survivalstrong regulation is however needed as excessimgetition

in the banking sector can induce the temptatiopréwide finance to high risk customers, erode frése values
and create an unstable environment (Kweku Baa Koetaal. 2001).

Recent cross country-country studies find thatyebty foreign banks increases competition, efficigrand
banking sector stability, factors that should b&nafrrowers. On the other hand, opponents of fprdiank
entry argue that this process might still harm asde credit in particular by underserved sectach s small
and medium-sized enterprises. Demirgue-Kunt et(E98), contend that actual foreign bank presemce i
associated with a lower probability of crises.

2.1 Profitability of Banks in Ghana.

Banks in Ghana have become more profitable dubemligopolistic nature of the market that enalttesn to
reap supernormal profits (Kweku Baa Korsah et2801).The market is driven mainly by four leadiranks
that together control a large portion of the markebfitability has soared over the last 9 years e banks are
sounder now than they were a decade ago. For gestéire Ghana Banking Survey (2008) reported thatden
2003 and 2007 the total deposit mobilized incredsgd 20% from 1.65 billion cedis to 3.65 billiondis.
Industry’s operating assets also grew by 40% frbenend of 2007. Cash assets had the highest gravetof
about 50%. The rise in deposits and assets sugdigastconsumers are placing more money into banking
institutions nationwide.

In spite of recent competition, the industry’s ctmstncome ratio only inched by 1%, from 62% in 2G6 63%
in 2008. Overall, most banks increased their loantfplio profitability in the year 2007.

In 2009, however, the overall performance of thewkireg industry slowed down, as some banks even
experienced negative profitability. The industriyfit Before Tax (PBT) dropped from 30% in 2007289 in
2008. A significant rise in impairment charges aisthg staff costs account for the decline. Impa&nincharges
for the year 2007 more than doubled while staft cazreased by 40%. The high inflation rates codpiéh the
weakening cedi might account for the worsening ldafault rate (BOG, 2010). Over the past two yé20€5 —
2007), all the three components of ROE (i.e. ne¢ayts, cost efficiency and leverage) remained eohshus
leading to the industry’s ROE to stagnate at 22pocfb).

The 2010 Ghana Banking Survey also noted that tyuakink loan book had deteriorated and industry
profitability declined. According the survey, thest three years saw total shareholders’ fundsheriridustry
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more than doubled from GHcedis 792 million to GHsed8 billion as banks injected new capital arndired
earnings to meet the minimum capital requiremeetsahded by the Bank of Ghana (BOG). The new capital
requirements may lead to an improved buffer fok ebsorption in the sector. However, increased @ditipn,
growing customer demands, and new regulationsilely lto continue to add complexity to business sledf
banks.

Net loan and advances remain the most significamponent of operating assets and declined betweéé 2
and 2009. The industry’s gross loan book grew ff@rtedis 5.7 million in 2008 to GHcedis 6.3 millian2009.
However, the gains were eroded by impairment alfm&a for non-performing loans. The increased defasd
been attributed to the unfavorable macroeconomiwditions that prevailed for most of the year 200@i a
perhaps not so good credit decisions made by thieskia prior years.

Overall, the industry’s liquid assets to depositsorfell marginally from 0.55 in 2007 to 0.53 iA@B, indicating
that banks did not significantly change their giggtin response to the global ‘credit crunch’. Casbets and
liquid assets showed an increase over the peri6@ aad 2009.

3. Methodology

Published financial statements of GCB, ADB and BB6Gthe last five years were collected to form bizeis for
evaluating the performance of the Banks in GhamasTthe three main banks were used for a casg stud
how the banks in Ghana are performing.

GCB was selected based on its widest branch digioib in the country, and to represent the tradélo
Ghanaian banks with foreign branches. ADB was s&teto represent the Ghanaian banks with no foreign
attachments; while BBG represents the foreign banks

The financial statements were taken from the y@&52o 2009 to allow a reasonable longitudinal gtofithe
bank’s performance. There was also intra and inéek comparison. That is, individual banks weresssd in
terms of their own performance over the five years] also how their performance compares with o¢her.

The major source of data for this case study warstary data. Current literature on banks and their
performance were reviewed from textbooks, busijmamals and newspapers. The basic secondary datied

for the study was, however, the published finanstaktements of the banks. These were sourced fead h
offices of the bank, the institute of bankers, drn Bank of Ghana (BOG). Data on the banks wese al
accessed from the official websites of the banks.

4. Results and Discussions

Given the fact that not all the banks are listedfenGhana stock exchange, and their debt burdensoa fully
available, the ratios used for the evaluation dirtiperformance are mainly profitability ratios Wwisome
efficiency ratios which were used to assess maragezrformance. Both intra and inter-bank compariand
analysis of the banks have been done to evaluaiteprformance over the period.

4.1. Gross Profit margin

This is the ratio of gross profit to net sales aepresented as a percentage. It is also calleduerrratio. It
reveals the amount of gross profit for each cedsaé. It is highly significant and important sinte earning
capacity of the business can be ascertained bygakie margin between cost of goods and saleshifiner the
ratio, the greater will be the margin, and thatmMsy it is also called margin ratio. Management liways
interested in a high margin in order to cover tperating expenses and sufficient return on theesiwdders’
fund. It is very useful in as a test of profitatyiland management efficiency. 20% to 30% grossitpratio may
be considered normal.

Table 1 indicates that the Bank’s average grosfitprargin for the period was almost 80%. This nmeéor
every one cedi sales, BBG makes a profit of 80\waseThe yearly trend, however, shows a generakdse in
gross profit margin from 87% in 2005 to 84% in 2086% in 2007, 71% and 2008. The decreasing treaths
to have ended in 2008 because in 2009 there iscagase of the 2008 percentage by 75%.
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Table 1. Calculating Gross Profit Margins for Gh&uwammercial Bank
ITEM 2005 2006 2007 2008 2009
GH¢ GH¢ GH¢ GH¢ GH¢

Interest Income 84102600 102405400 112452442 188733 266018982
Fess and Commission Income 2344200 31370600 3686831 48215588 56636297
Total Sales Turnover 8644680¢ 41776000 148520760 9848685 322655279
Less: Interest expense 14015700 14986300 22347442 9610404 134311684
Fees and Commission Expense - - 114669 484437 81326
Gross Profit 7243110 26789700 126058649 179753844 87530326
Gross Profit Margin =
Gross profit / Sales 0.84 0.64 0.85 0.78 0.58

Source: Adapted from Annual Reports GCB

GCB also performed well in gross profit margins otle period, though not as well as Barclays. TVerage
gross profit margin for the period is 74%. Highued of 84% and 85% were recorded in 2005 and 2007.
appears the performance started declining from 206@ turnover percentage was 78% in 2008 and roketli

further to 58% in 2009.

4.1.1 Gross Profit Margins for Agricultural Development Bank (ADB)

The calculations show that the average gross pmaditgin for ADB from 2005 to 2009 was 76%. The fear
trend indicates an increase from 2005 of 78% to 89%006, and 81% in 2007. From 2007, however, the
turnover percentage begins a decline to 76% in 200858% in 2009.

Table 2. Calculating Gross Profit Margins for ADB

ITEM 2005 2006 2007 2008 2009
GH¢ GH¢ GH¢ GH¢ GH¢

Interest Income 330555000 42055000 42327367 5968890 81415938
Fess and Commission Income 14439500 14264900 138207 26065292 28627193
Total Sales Turnover 47494500 5631990( 59748125 58812 110043131
Less: Interest expense 10550000 11066600 11298781 0474361 39603155
Fees and Commission Expense - - - - -
Gross Profit 36944500 45253300 48449344 65279331 4399/ 6
Gross Profit Margin =
Gross profit / Sales 0.78 0.80 0.81 0.76 0.64

Source: Adapted from Annual Reports ADB

4.1.2 Inter-Bank Comparison of Gross Profit Margin
The comparison of gross profit margins across #rk® is illustrated by the line graph below.

—+—EBEBG

GCE

Fig.1. Comparison of Gross Profit Margin of the Bsn
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The gross profit performance from the turnoverostf the banks was very high. They all achievexdgprofit
margins above 50% throughout the five year periddain, there is not much distinction between the
performances of the banks as far as this ratimimcerned. They are same level with little yearlffedénces.
Comparing the performances of the bank shows BB@pmwith average gross profit percentage oveptréd

of about 80%. They are followed by ADB, with an eage over the period of 76%, before GCB, with gross
profit percentage of 74%. The higher gross profitrgim implies the banks were efficient about thevises
provided. As gross profit measures the differeretsvben selling price and the cost of goods sokdhtgher the
gross profit, the better the financial performandde banks have lower cost of goods sold and charge
competitive prices.

4.2 Net Profit Margin

This is the ratio of net profit to net sale, andlso expressed as a percentage. It indicatesribard of sales left
for shareholders after all costs and expenses haea met. It is the difference between gross prafid
operating and non-operating income minus operadimgj non-operating expenses after deduction of Thg.
ratio measures the overall efficiency of the manag®. Practically, it measures the firm’s overabffability.
If the ratio is found to be too low, many problemay arise, dividend may not be paid, operating pgps may
not be paid etc. Moreover, higher profit earningaity protects a firm against many financial hamres such
as adverse economic condition. The higher the,rtte@greater will be profitability, and the higtee return to
the shareholders. 5% to 10% may be considered horma

Net Profit Margin = Net Profit (Before Tax)

Sales
Table 3. Inter-Bank Comparison of Net Profit Ratio

BANKS 2005 2006 2007 2008 2009
BBG 41017900 44965700 43485000 10240000 (24966000)
79762700 95423600 135771000 197380000 230959000

=0.51 =0.47 =0.32 = 0.05 = -0.11

GCB 21185900 37419700 46280164 48928506 19623116
86446800 41776000 148520760 229848685 322655279

=0.25 =0.90 =0.31 =0.4 =0.06
ADB 8032400 11637800 11597899 14934890 13334069
47494500 56319900 59748125 85754192 110043131

=0.17 =0.21 =0.19 =0.17 =0.12

Source: calculated from the Published Financiale®tants of the Banks.

Even though all the Banks have the ratios betwé&érabd 90%, the trend since 2005 appears to beraatiag
one. Barclays had a high ratio of 51% in 2005 bdetcreased to 47% in 2006, 32% in 2007, and 5% Hifb
in 2008 and 2009 respectively. The average fofitleeyears is 25%.

The net profit margin of GCB increased from 25%2005 to as high as 90% in 2006. From 2006 however i
decreased sharply to 31% in 2007, 40% in 2008 &nih62009. The average of the five years is 35%.

ADB also experienced an increase in net profit mmafigpm 17% in 2005 to 21% in 2006. The trend reed
with the ratio falling to 19% in 2007, 17% in 2088d 12% in 2009. The average for the period is 17%.

Comparing the gross profit margins to the net pnwfargins, one can only agree that the Banks iaclat of
expenses that have eroded off much of the grodirGCB performed highest on average over théoder
followed by BBG before ADB.

4.3 Return on Assets (ROA)

This is the ratio of Net profit to total assetsaldo indicates whether the total assets of thepemyhave been
properly used or not. If not properly used, it preunefficiency on the part of the managementst aelps
measure the profitability of the firm.
Return on Assets = Profit Before Tax
Total Assets
The average performance of the banking industi@hana as far the Return on Assets is concerneidés gn
the table below. The figures are then compared thghindividual performance of the three banks.
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Table 4. Industry Average Return on Assets
2006 2007 2008 2009
Return On Assets (ROA) 4.8% 3.7% 3.2% 2.8%
Source: Bank of Ghana Annual Report — 2009.
Thus, return of asset for the banking industry ha@a has been declining since 2006.
Table 5. Comparison of Return on Assets of the Bank
BANKS 2005 2006 2007 2008 2009
BBG 41017900 44965700 4348500 10240000 (24966000)
492870100 650164200 119101500 138382800 146449200
=0.08 =0.07 =0.04 =0.07 =-0.02
GCB 21185900 37419700 46280164 48928506 19623116
586471300 775992300 1154719385 164579695 1917083201
=0.04 =0.05 =0.04 =0.03 =0.01
ADB 8072400 11637800 11597899 14934890 13334069
343172700 410319000 471240474 624270478 734565216
=0.02 =0.03 =0.03 =0.03 0.02

Source: adapted from the published financial statem

Generally, all the banks had their ROA decreasireg the five year period just like the industrigkeage. Again,
there is not much difference between the performsunf the banks. BBG’s profits before tax as a graage
total assets decreased from 8% in 2005 to 7%, 0628% in 2007 and to as low as 2% in 2009. With th
exception of 2009 when BBG, return assets (2%) ddlittle below the industrial average of 2.8%, BB@s
performed higher than the industrial averages s2066.

GCB's return on assets was 4% in 2005 and incretasB€o in 2006. It then began a decreasing trentbéan
2007, 3% in 2008 and 1% in 2009. GCB performedebdtian the industry average in 2006 (4.8%) and/ 200
(3.7%). In 2008 and 2009, however, GCB performddv¢he industrial average.

ADB, appear to have a stable ROA of between 2 —tl3%ughout the period. This performance howevdr fel
below the industry averages since 2006.

4.4 Return on Equity (ROE)

This is calculated by dividing the net profit aftax by the shareholder’s equity. This ratio islegapfor testing
profitability. The higher the ratio, the bettetth® return for the ordinary shareholders.

Return of Equity = Net Income
Sharehotd &tquity

The table below shows the trend of ROE in the Gia@nbanking industry from 20086, this is then conaplaio
those of the three individual banks under review.

Table 6. Industry Average Return on Equity
2006 2007 2008

2009

Return On Equity (ROE) 27.5% 25.8% 23.7% 17.5%

Source: BOG Annual Report — 2009

The average ROE of the industry has also beenmieglsince 2006
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Table 7. Comparison of Return on Equity (ROE) @f Banks
BANKS 2005 2006 2007 2008 2009
BBG 26903000 3108110 30387000 7350000 (19661000)
53587000 59662100 94444000 123033000 182478000
=0.50 =0.52 =0.32 =0.10 =0.10
GCB 12661800 25540600 32267246 37004851 18117151
70094200 89034800 176865915 202863665 198830726
=0.18 =0.29 =0.18 =0.18 =0.09
ADB 7467000 10765000 11597899 14934890 12667366
61965700 6959200 94709691 108681224 121617181
=0.12 =0.15 =0.12 =0.14 =0.10

Source: adapted from the published financial statémof the Banks.

The return on equity also declined generally fortlad banks over the five year period. This is f&mto the
industry averages for the period. With BBG the R@fcentage was 50% in 2005. That is, for everydi ak
shareholder’s equity, the bank is able to geneaateet profit of 50 pesewas. This is quite high. Ténel
increased further to 52% in 2006 and far aboverttastry average of 28% for the year. From 2006yéher,
the ROE began to fall to 32% in 2007, and 10% fmh®008 and 2009. In 2008 and 2009, BBG’s ROE fell
below the industry averages.

GCB experienced a similar trend. There was an aszrén the ROE from 18% in 2005 to 29% in 2006, but
declined to 18% in 2007 and 2008, and further daw®% in 2009. In 2006 GCB’s ROE(29%) was highamnth
the industry average (28%). From 2007 to 2009, heweGCB’ ROE performance was below the industry
averages.

ADB also increased the ROE from 12% in 2005 to 169006, and declined again to 12%, increased %6 14
and declined again to 10%. ADB performed belowitickistry averages for the period.

Thus, the return to the investment of the bankataholders kept falling from 2007 to 2009.

4.5 Assets Turnover

Total assets turnover indicates how well a comphay used its fixed and current assets to geneaés s

(revenue). Such ratio is probably the most useduha indication of trends over a period of yeat®er€ is no
value which is too high or too low, but a suddearafe would prompt the observer to ask questions.

Assets Turnover = Sales
Total Assets
Table 8. Comparison of Assets Turnover of the Banks

BANKS 2005 2006 2007 2008 2009
BBG 79762700 95423600 135771000 197380000 230959000
492870100 650164200 1191015000 1383828000 1464492000

=0.16 =0.15 =0.11 =0.14 =0.16
GCB 86446800 41776000 148520760 229848685 322655279
586471300 775992300 1154719385 1645796995 1917083201

=0.15 =0.5 =0.13 =0.14 =0.17
ADB 47454500 56319900 59748125 85754192 110043131
343172700 41031900 471240474 624270478 734565216

=0.14 =0.14 =0.13 =0.14 =0.15

Source: Adapted from Annual Reports of the banks

Assets turnover of the banks ranges between 5% % BBG has the highest average sales turnoved%dy.
for the period, followed closely by ADB with the erage sales turnover for the period of 14%. GCRraye
sales turnover is 12.8%. The sharp decrease in &8s turnover in 2006 raises questions. The saleover
of BBG and ADB over the five years was stable.

4.2.6. Equity Multiplier
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Equity Multiplier is the ratio of total assets tquity capital (shareholders’ funds)
Equity Multiplier = Total Assets/ Shareholders’ isn
Higher ratio means higher amount of assets is stggpby a cedi of equity
High ratio also means equity-holders enjoy beradfasset they have not paid for.
Low ratios means less amount of assets is suppbytedcedi of equity
Low ratio also means equity-holders are not sigaifily enjoying the use of debt capital
Table 9. Comparison of Equity Multiplier of the Ban
BANKS 2005 2006 2007 2008 2009
BBG 492870100 650164200 1191015000 1383828000 1464492000
53581000 59662100 94444000 123033000 182478000
=9.2 =10.9 =12.6 =11.2 =0.8
GCB 586471300 775992300 1154719385 1645796995 1917083201
70094200 89034800 176865915 203863665 182478000
=10.9 =8.7 =6.5 =8.1 =8.6
ADB 343172700 410319000 471240474 624270478 734565216
61965700 89501200 94709691 108681224 121617181
=5.5 =4.6 =5.0 =5.7 =6.0

Source: adapted from the published financial stateém

All the banks achieved very high equity multiplier percentage terms. Higher ratio means higher ainofi
assets is supported by a cedi of equity. On aveB&§& and GCB were the highest performers, withaberage
equity multiplier over the period of almost 90%.

4.2.7. Current Liquidity ratio

It is the relationship between the amount of curesssets and the amount of current liabilitiess Bssentially a
tool for measuring short-term liquidity and solvgmmosition of firms. In other words, it may be sthithat this
ratio is taken to measure the margin of safetyunfent assets over current liabilities that the aggment of a
company maintains obtaining business finance fréwrtsderm sources. Generally, a 2:1 ratio is cosrsd
normal. That is for every two units of current dsséhere is only one unit of current liability. &meason for
prescribing 2:1 current ratio is that all the cuatrassets do not have the same liquidity, or intsladl the current
assets cannot be immediately converted into casé.other logic for prescribing 2:1 current ratio qgaossibly
be the fact that a surplus of current assets waitlain in the firm as Working Capital even if alh@nt liabilities
are liquidated by it at the close of its accountaygle. As with other ratios, there is no best arsfor any
particular company and it is the trend in thisaatihich is more important. If the ratio is worsemiover time,
and especially if it falls to less than 1:1, thesetver would look closely at the cash flow.

Liquidity Ratio = Current Assets
Current Liabilities

BBG was unable to attain the required current rati2: 1, or at least the 1:1. In 2005, the curestets were
47% of current liabilities. This ratio declined46% in 2006 and 32% in 2007. From 2008, the cumai
started improving to 46% and 70% in 2008 and 2@3pectively. What is worrying is that BBG has not
maintained enough current assets to meet theit shon financial assets as and when they fall due.
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Table 10. Calculating Current Liquidity Ratios BBG
ITEM 2005 2006 2007 2008 2009
Current Assets:
Cash and Balance with BOG 5866980( 66540000 13@000 155547000 15545600(
Inv. Securities Avail. For sale 96429700 105127500 222262000 238123000 5057810Q0
Loan and Advances to Bank 3691670( 81125100 81&8400 131426000 11075100
Derivative Financial 296700 296700 8189000 20244000 37977000
Instruments
Current Tax Assets - - 1264000 - 1884000
Deferred Tax 3277000 4535200 3661000 15205000 B4
Total Current Assets 195589900 257624500 330070000 560545000 842583000
Current Liabilities:
Deposit from Bank 68271700 58589300 30713800( 246409 208987000
Derivative Financial - - 6140000 9944000 4185500(
Instruments
Deposit due to Customers 349596400 489737900 720040 923858000 953028000
Debt securities in Issue - 10000000 1000000 1011000 9937000
Current Tax Liabilities - 938800 - 82000 -
Total Current Liabilities 417868100 559266000 1034318000 1208178000 1213807000
Current Assets/ Current Liab.
0.47 0.46 0.32 0.46 0.70
Source: Adapted from Annual Reports of BBG
Table 11. Calculating Current Liquidity Ratio foCB
ITEM 2005 2006 2007 2008 2009
Current Assets:
Cash and Balance with BOG 7366610( 725203D0 1161150 202811774 14710352
Due from Bank and Financial 36756600 84374500 21681861 57166284 186307292
Institutions
Short Term Investments 181157800 215595400 94879067 116371223 105857373
Loan and Advances 256157400 364538500 750663543 87118928 1265576727
Deferred Tax 3299300 - 990543 2312309 8527324
Total Current Assets 551031200 737028700 984430014 1465780518 1713311768
Current Liabilities:
Customer Deposits 47294000 634572700 839382573 106398 1259470137
Due for Bank and Financial 845200 640500 58044439 91337682 -
Institutions
Accruals 40537900 49164500 57329506 192381784 BAOR
Current Tax Liabs. - 25798 9096952 10807666 6066925
Borrowings 2022222 - 14000000 117300000 331800000
Total Current Liabilities 516377100 686957500 977853470 1441933330 1718252475
Current assets/Current L.
1.07 1.07 1.01 1.02 1.0

Source: Adapted from Annual Reports GCB

GCB maintained a current liquidity ratio of at ledsl throughout the five year period. This measefvery one
cedi of current liability, they have at least omeliccurrent asset ready in case the liability daik.
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Table 12. Calculating Current Liquidity for ADB
ITEM 2005 2006 2007 2008 2009

Current Assets:
Cash and Balance with 32292800 40140600 51047582 41887152 75890943
BOG
Government Securities 77130000 104937100 81972356 732306 125593869
Due from Bank and 23638500 51382000 24757394 22077304 48952351
Financial Institutions
Other Investment 3700200 4300200 6171070 6171070 7257819
Securities
Loan and Advances to 126266200 150923300 228983092 370606658 372684956
Customers
Total Current Assets 263027700 351683200 392931494 528066090 630379938
Current Liabilities:
Customer Deposits 18145610 234414300 271024641 i) 425144815
Due for Bank of Ghana 30863300 28569000 33899620 83712161 99602073
Due to Banks & other 6885000 23196100 - - -
Financial Institutions
Total Current Liabilities 21924400 286179400 304924261 427872091 524746888
Current Assets/Current
Liabilities 1.20 1.23 1.30 1.23 1.20

Source: Adapted from Annual Reports ADB

The management of ADB was prudent enough to haperkere than one cedi of current assets readyydgra
every one cedi of current liabilities that may félle. The average current liquidity ratio of ADB the five year

period is 1.23:1.

Inter-bank comparison of current liquidity ratio
The graph below compares the performance of thé&sbaring their current liquidity ratios for the diwear

period.
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Fig.2. Comparison of Current Liquidity Ratio

Source of Data: Published Financial Statement@Banks — 2005 to 2009.
Current Liquidity Ratio measures the ability (asbike short-term funds) of the firm to meet its $hierm
financial obligations as and when they fall duee raph indicates clearly ADB is distinctly the rnbguid
bank for the five year period. It is more prepangith available short term funds to meet any shemintfinancial
obligations whenever they fall due. Moreover theeirrent ratio has been almost stable over the gerio

BBG is the least endowed with short term funds &efrits short term financial obligations that mail flue.
The hope is that they have started improving theagon since 2008.

GCB has not done badly. Their ratio of current este current liability has been slightly above #iiring the
five year period. They are the next performer af@B in this category.
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6. Conclusions

The commercial banks in Ghana are important patteeeconomic development of the country. Theystfiem
temporary idle funds from surplus units to the céefunits for a fee. By this they are able to enmage the
savings culture of the various economic units, dhdreby accumulate funds for both investment and
consumption. Thus, banks influence the aggregateadd of the country that sparks off the multipkéects on
employment and income in the economy.

There have been twenty six commercial banks inn@hsince 2009. Many of the existing banks are also
opening more branches in the country. Barclays B@hkana Limited had the largest contribution to bank
branches in Ghana during the study period. Thdtrbas been a keen competition and efficiency enfthancial
sector. A number of studies have found a posititationship between competition and efficiency, aetiveen
competition and the rate of productivity growth.nRa simply have to operate at high level of efficig to
ensure their survival.

The world experienced liquidity crises at the lafiart of 2008, and banks in America, Europe ahémparts of
the world were seriously affected. Banks in Ghamadver, appear not to have been much affectedeégribes.
This conclusion is supported by the Ghana Bankimy&y (PwC &GBA, 2010) assertion that the banksraid
significantly change their strategy in responsthioglobal ‘credit crunch’.

This study looked at the performance of BBG, GCHB &DB, as banks in Ghana. The study evaluated the
profitability, liquidity and efficiency by calculatg pertinent financial ratios from the financialtd of the banks
for five years and make further conclusions below.

6.1 Financial Performance

The banking business in Ghana is lucrative. Thekbame making much sales revenue in excess of tbhsit
This conclusion is consistent with the currentéitare reviewed in this article. According to KwelRaa Korsah
et. al. (2001), banks in Ghana have become morfitgirie due to the oligopolistic nature of the metrkhat
enables them to reap supernormal profits. Profitaliias soared over the last 9 years and the bargksounder
now than they were a decade ago. The Ghana Baskingey (2008) also reported that between 2003 86d 2
the total deposit mobilized increased by 120% fth6b billion cedis to 3.65 billion cedis. Indussydperating
assets also grew by 40% from the end of 2007. @sséts had the highest growth rate of about 50%ri€k in
deposits and assets suggest that consumers aiggptaare money into banking institutions nationwide

In spite of recent competition, the industry’s ctwstncome ratio only inched by 1%, from 62% in 200 63%
in 2008.

The financial performance of the banks, based em ithcome statements, has however, been declgengrally
since 2007 and particularly in 2009. This is beeatheir expenses, especially the impairment chatga® been
increasing since 2007. This is also supported logeat literature. The Bank of Ghana published irtt2009
annual report that profitability ratio of the bangiindustry in Ghana, measured by the Return orta4ROA)
and the Return on Equity (ROE) have seen some raonis decline since 2007. This may be attributed to
increased provision for bad debts arising frormgsinflation and interest rates, especially in daely part of
2009 which contributed to increased loan delinqueidso, branch expansion and increasing admitistra
expenses contributed to reduced profitability (BQG10). The multi-national banks, such as BarclBgsk
Ghana Limited, have especially suffered deteriorain profits, especially in 2009.

In 2009, the overall performance of the bankingustdy slowed down, as some banks even experienced
negative profitability. The profitability ratio dhe banking industry in Ghana, measured by therRetn Assets
(ROA) and the Return on Equity (ROE) have seen socomtinuous decline since 2007. The industry’s iProf
Before Tax (PBT) also dropped from 30% in 2007 6&62n 2008. A significant rise in impairment chasgnd
rising staff costs account for the decline. Impa&nincharges for the year 2007 more than doublede vetaff

cost increased by 40%. The high inflation ratespted with the weakening cedi might account for the
worsening loan default rate (BOG, 2010).

6.2 Financial Position

The financial position of the banks, shown by théahce sheet, has been encouraging with much irapremt
until 2008 and thereafter. Assets of the banks tsamendous increases throughout the study periadbilities
also increased manageably.

From 2008, however, the rate of increase in liibdi exceeded that of the assets. As a resultpeéheentage
increase in the shareholders equity reduced. TiniBnf is consistent with the Ghana Banking Sur{2§10)
which published that Net loan and advances renfanntost significant component of operating assets a
declined between 2008 and 2009. The industry’ssgloan book grew from GHcedis 5.7 million in 20@8 t

136



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol No.28, 2013 STE

GHcedis 6.3 million in 2009. However, the gains everoded by impairment allowances for non-perfogmin
loans. The increased default has been attributéldetanfavorable macroeconomic conditions that gited for
most of the year 2009 and perhaps not so goodtatedisions made by the banks in prior years.

6.3 Liquidity and Cash flow

Liquidity and cash flow of the traditional Ghanaibanks, especially those without foreign attachsiehave
been favorable. The banks have maintained reaso@abbunt of current assets to pay for short tenaniial
commitments. Cash and cash equivalents have ireteasen in 2008 and 2009 when the global finaraials

was at its peak. It appears many banks in Ghapacidly those without foreign attachments, wereaftected

any significantly by the global liquidity crisisahoccurred during the last quarter of 2008 andriost part of
2009. The banks were able to extend more loansaandnces to their customers even at the peak of the
financial meltdown in 2008 and 2009. The multi-oatil banks, such as Barclays Bank Ghana Limitedeher,

had their liquidity and cash flow decline in 2009.

7. Recommendations.

From the analyses of the financial statements @f blanks and the observations made, the following
recommendations are worth considering for improvthgprofitability of the banks in Ghana.

The banks must undertake a thorough due diligeeferd granting loans. That is, they must assessriuit
worthiness of their borrowers. This will avoid gtiawg large amount of loans to the sub-prime borrsvie order
to avoid bad debts and loan delinquencies thatoleke credit crunch in the USA.

To improve the liquidity of the banks, they mustimtain a current liquidity ratio of 2:1. That ixyrfevery cedi
of short term financial liabilities, there must tveo cedis of current assets ready to pay for thigillties as and
when they fall due. The logic for prescribing 2urrent ratio is the fact that a surplus of currassets will
remain in the banks as Working Capital even ifcaitrent liabilities are liquidated by it at the séoof the
accounting cycle.

The bank must take a second look at their genedla@ministrative expenses. This is because, ewangh

they make good gross profits, these expenses ¢hedwet profits, living little funds for their skerolders. They
can minimize their expenditure on fixtures andrfigs. New branches should be opened only afteroal gost

and benefit analyses of the project have been doxefound to be favorable. Banks have moved switily
several locations in the country before their cotibgues do so without bordering much about the papah and

income patterns of the people in those locatiom® @&ffect is that they tend to incur huge admiatste and

staff cost in maintaining the branches which dagsnecessarily translate into commensurate incdme .banks
must think of closing down non-performing branches.
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