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Abstract

The purpose of this study is to analyze the fingnpgerformance of two UAE based banks between #asy
2004 and 2009. Quantitative analysis was undertakdooking at various sets of ratios that are irmly used
to measure bank performance. Conclusions were din@rwn from the computation of the relevant ratioatt
allowed the author to make an effective comparigbeaid banks. The main ratios that were employ&dap
particular focus on the banks liquidity, profitalyij management capacity, capital structure andresha
performance as reliable indicators of a bank peréorce. Subsequently, each bank performance wasdhkead
via the use of descriptive statistical analysisisTthipe of analysis was used to summarize the peence of
each bank based on two criteria, dispersion andweeall stability of each banks performance. Tinelihgs
showed that both banks performed reasonably weihguhe period studied. Liquidity levels were lawer the
commercial bank of Dubai, while the national bafldbu Dhabi benefitted by having an overall highegree
of profitability. The commercial bank of Dubai todietter control of its operations when compared wlite
national bank of Abu Dhabi. Among its other superipalities was a strong and highly resilient calpit
structure. Calculation of the four ratios of shpegformance clearly showed that the national bdnkba Dhabi
is largely better off financially than the commaeiddank of Dubai.
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1. Introduction

A commercial bank’s performance is evaluated fwesa reasons depending on personal objectiveserhity
like a bank regulator, for example, may need tatife and call attention to banks that are expadiieg chronic
financial problems in order that they may fix thbeafore they get out of control. Such is the cadé &b called
“bank runs”. Shareholders, on the other hand neetksess which banks they can deem suitable tocfady
invest in. Unsurprisingly, commercial banks evatutteir own performance over a given period so thay
may determine the efficacy and long term viabibifymanagement decisions or goals so that they kanthe
course and make changes whenever it is appropWth. a constant and routine monitoring of perfonce,
underlying problems may remain invisible and leadinancial failures further down the line.

2. Research Objectives

The overall objectives of this research is to memasiie performance of two leading private sectonmercial
banks using five groups of financial ratios thatl widicates the performance developments overpeod
2004-2009. Moreover, the study will make comparmtigsessment of the performance between the tvks.ban

3. Research Methodology

To measure the financial performance and make gpadson between commercial bank of Dubai and nation
bank of Abu Dhabi, the research is going to use fivain groups of parameters. In each group, differatios
are going to employee to measure the performartoeselratios are going to be ranked for comparisopgse.
The data for this research was obtained from AbualDhfinancial service company. The descriptive
measurements are going to be used to measure tloenp@nce and the stability of these ratios over ybars
2004-20009.

4. Literature Review

Misra and Aspal (2013) analyzed the financial positand performance of the state bank group usarget
model. They tested their hypothesis on six bankstten basis that there is no significant differenne
performance using twenty financial ratios. Theirdings showed that different banks obtained differanks
with respect to camel ratios. Their study also ciepi that thought ranking of ratios is different ifferent
banks in state group. But there is no statisticalbnificant difference between banks the camebsatit
signifies that overall performance of state graapame.

Kumbirai and Webb (2010) investigated the perforogaaf South Africa’s commercial banking sector tioe
period 2005 — 2009. They use financial ratios toasoee the profitability, liquidity and credit qugli
performance of five large South African based conwiaé banks. The results showed an improvemenhén t
bank performance in terms of profitability, liquigi and credit quality from 2005 to 2007. They afsand
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significant differences in profitability performaador the period 2005-2006 and the period 2008-2009

Tuna (2013) tried to measure the financial heafttwo banks in Indonesia for the period of 2008042, using
five assessment aspects of the camel model (Capiakt, Management, Earnings, and Liquidity). THest
has been used to assess the differences betweemalmanks. The results in this research foundigoificant
differences about bank soundness between the taksba

Gupta (2014) evaluated the performance of publkitosebanks in India. He used camel approach faveayfear
period 2009-2013. The results showed that theeesitistically significant difference between ttanel ratios
of all the public sector banks in India. Therefdhes overall performance of public sector bankdifferent.

To identify selected determinants of profitability six major European banking sectors, GoddardlyMauix
and Wilson (2004) used cross-sectional, pooledsesestional time series and dynamic panel moddisy T
analyzed data on 665 banks from six European desrfior the period 1992-1998. The results of theidoal
analysis suggest that, despite the growth in coitigretin European financial markets, there is ditinificant
persistence of profit from one year to the next.

Al Tamimi (2010) investigated some influential fat in UAE’s Islamic and conventional national bsnk
during the period 1996-2008. Two dependents vagablere used separately against five independeiaties
which are the financial development indicator, iéty, concentration, cost, and branch number imgis
regression analysis. His analysis showed thatdiguis most influential factor for conventional das. For
Islamic banks, his results stated that the infliz¢féctors are the cost and the branch number.

Tarawneh (2006) analyzed the financial statemerfivef Omani banks for the financial period 1999-20th
addition, he used simple regression to estimaténtipact of asset management, operation efficieang, bank
size on the financial performance of these banks.r€sults showed that financial performance obtneks was
strongly and positively influenced by the operasibefficiency, asset management, and bank size.

Jha and Hui (2012) compared the financial perforceaof different structured banks in Nepal usingheh
framework. The study covered the years 2005 to 2@l@ssess the financial performance of the eightee
commercial banks in Nepal. The analysis was basadlynon the descriptive financial analysis to dise,
measure, compare, and classify the financial sitnat The authors then used multivariate regressiodel to
test the significance of the variables used. Tloeyd that ROA of public sector banks were highantthose of
joint venture and domestic public banks. Moreotiee, values determined for the financial ratios ade@ that
joint venture and domestic public banks were alsbso strong in Nepal to manage the possible laogde
shock to their balance sheet.

Ferrouhi (2014) analyzed the performance of majarddcan financial institutions for the period 20@0t1
using camel approach. He used one financial ratioech of capital adequacy, assets quality, manege
quality, earning ability, and liquidity position m&ures. The testing of the above measurementx dfosbccan
institutions revealed that all the six banks didlweer the period of study. His findings were béss ranking
the average of each ratio, showed that some baeKsetter off than others.

5. Liquidity Analysis

5.1 Loan to Total Assets Ratio

Based on mean measure, the below tables 1 an@®,thlat commercial of Dubai has offered more lo@nis
customers than national bank of Abu Dhabi overytbars of study, as a percentage of its total assbey also
indicate that the commercial bank of Dubai has liggsdity level than national bank of Abu Dhabn &ddition,
the standard deviation and the coefficient of weraindicate the higher instability level of thiatio over the
time in commercial bank of Dubai than in nationahk of Abu Dhabi.

5.2 Loan to Customers Deposits

This ratio shows the ability of a bank to use thstomers deposit in offering loans. Based on thammeasure,
tables 1 and 2 show that commercial of Dubai i® abluse the customer’s deposits to offer loansentioan
national bank of Abu Dhabi. Again, a high ratioleefs a lower level of liquidity. On the other harmed based
on standard deviation and coefficient of variatitthrese tables indicate a high dispersion and iiigyalevels of
this ratio in national bank of Abu Dhabi than comai@ bank of Dubai.

5.3 Shareholder€quity to Total Assets

This ratio shows bank money as a percentage dfdesets. The high ratio shows the ability of akb@nuse its
own money and indicates more liquidity. Based oa thean measure, the tables 1 and 2 demonstrate that
commercial bank in Dubai is more able to use it omoney than national bank of Abu Dhabi. Thus, Hask
enjoys a higher level of liquidity than its competi Based on both standard deviation and the icosft of
variation, the analysis also shows that commermiaDubai has higher level of dispersion and higte raf
instability than the national bank of Abu Dhabi.
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Table 1: Liguidity Ratios: Commercial Bank of Dubai

Ratio 2004| 200§ 2006 2007 2008 2009 Mean>wandard | Coefficient of

'~ Deviation Variation
Loans tOOZOta' Assets 21 | g1 | e8| 68| 80| 77| 7088 6.85 9.67
Loans to Costumers | 1y, | gg | oo | 9g| 111 102 98.66 8.09 8.20
Deposits %
Shareholder's equity 10, | 19 | o9 | 16| 13| 15| 17.16 2.93 17.07

Total Assets %

Table 2: Liquidity Ratios: National Bank of Abu Dhabi

Ratio 2004| 2008 2006 2007 2008 2009 Meangé?/?;tfgg C‘\’faf‘;'gt‘fg; of
Loa“StO(;)Ota' ASSelS g3 | 61| 57| 57| 68| 67| 6247 475 7.64
Loansto Costumers| o1 | gg | g1 | 98| 108 109 95.50 11.54 12.08

Deposits %
Shareholder's equity| ¢ 5| g6 goo| 804 872 1038 898 0.786 8.75
to Total Assets %

6. Profitability Analysis

6.1 Profit Margin Ratio

Profit margin ratio shows the profitability percage from a bank operation. It is calculated byding net
profit by net interest income. The comparison betwthe two means reveals that national bank of Bbabi
bank enjoy high level profitability with mean of 4.06 than commercial bank of Dubai which has a na&fan
92.67. This has been associated with high disperanstability and risk based on the standard deviaand
coefficient of variation as it shown in tables 2lah

6.2 Return on Shareholders’ Equity

This ratio shows the profitability in relation tieet shareholders equity. The high ratio indicatemarease in the
profitability of shareholders and presumably let@éncrease the dividend level. National bank ouAbhabi
captures the highest ratio and should attract nmorestor to invest their money in this bank. Buisthigh
profitability ratio has associate with high levdl dispersion and more instability in this ratio,sbd on the
standard deviation and the mean figures as it showables 3 and 4.

6.3 Return on Assets

Return on assets ratio shows the profitability siihg the assets. The high ratio indicates the iefficuse of
assets to generate more profit. The low ratio migticate that a bank has invested too much moneysi
assets. Based on the analysis in tables 3 andth,ldanks have similar means and standard deviatibme
variability of this ratio indicates that nationadrik of Abu Dhabi has high level of variability thaammercial
bank of Dubai as the coefficient of variation irates.

Table 3: Profitability Analysis: Commercial Bank of Dubai

Ratio 2004| 200§ 2006 2007 2008 2009 Mean>wandard | Coefficient of

Deviation Variation

Profit Margin % 103| 122 96 107 67 61 92.67 23.85 .725
Return on

Shareholder’s Equity| 17 20 16 20 16 15| 17.3B8 2.16 12.46

%

Return on Total
Assets %

3.32| 3.60f 3221 3.08 2.1 218 293 0.61 20.81

(93]

Table 4: Profitability Ratios: National Bank of Abu Dhabi

Standard Coefficient of

Ratio 2004| 2005 2006 2007 2008 2009 Mean L o
Deviation Variation
Profit Margin % 113| 154 104 104 84 66 104/16 29.75 28.56
Return on
Shareholder’'s Equity] 22 35 24 22 21 15 23.17 6.55 28.27

%

Return on Total

Assets % 2.02| 3.04] 209 180 183 153 20p 0.52 25.46
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7. Management Capacity

7.1 Loans to Total Assets

This ratio indicates the ability of the managemintise the assets in offering loans which ultimjatekates
high profitability. Tables 5 and 6 show that comai@rbank of Dubai is offering more loans as a petage of
the total assets with mean of 70.83 where the nfeanhe national bank of Abu Dhabi is 62.16. This i
associated with a high dispersion and instabiéiiyels that put the commercial bank of Dubai at digfsk than
national bank of Abu Dhabi.

7.2 Net Interest to Net Interest Income

This ratio shows the ability of the managementrgating net interest revenue with less interesergp. Tables
5 and 6 indicate that the mean measure for comaldrank of Dubai is 68.66 against 47 for the natidrank of
Abu Dhabi. This means that commercial bank of Dubanaged to create the net interest with lessester
expense. The analysis also states that the onasis bf standard deviation and the coefficient affiation,
commercial bank of Dubai has less dispersion lewel more stability of this ratio than national barfkAbu
Dhabi

7.3 Investment to Total Assets

This ratio shows the ability of bank managementallocate the appropriate amounts for investmenis It
calculated by dividing the total amount investedtbtal assets. The high ratio will presumably teelaigh
income. The analysis in table 5 and 6 shows tladébmal bank of Abu Dhabi enjoy high investmentaas
percentage of the total assets, since it has a wfedd.48 comparing with 6.18 for commercial barfikDoibai.
The standard deviation and the coefficient of amaclearly indicate that national bank of Abu Dhhaas a
high dispersion level and less variability in thasio comparing the commercial bank of Dubai.

Table 5: Management Capacity Ratios: Commercial Bak of Dubai

Standard Coefficient of

Details 2004/ 2003 2008 2007 2008 2009 Meary oo 2" Variation
Loans to O/TOOta' Assets 21 | g1 | e8| 68| 80| 77| 7088 6.85 9.67
Netinterest incometq g5 | 25 | g5 | 63| 65| 65/ 68.66 8.73 12.71
interest income ratio %

Investment to Total | 5 g | 745\ 564 752 624 516 618 1.09 17.64

Assets %

Table 6: Management Capacity Ratios: National Banlof Abu Dhabi

Details 2004| 2005 2006 2007 2008 2009 Mearﬁéf‘/?gfgg C‘\’f;‘;'i‘;'t?grt]Of
Loa”StO;Ota' Assets o3 | 61 | 57| 57| e8| 67| 6216 4.75 7.64
Net interest income
to interest income 52 44 37 34 49 66 47 11.59 24.60

ratio %

Investmentto Total | 1, 361 1755 1083 807 9.88 1018 1048 1.49 14.22

Assets %

8. Capital Structure Ratios

8.1 Total Liabilities to Total Assets

This ratio shows the portion of money financedttital assets by outsources. The higher the rdm@oniore of a
firm’'s assets are provided by creditors relativeotmers. Creditors prefer a low or moderate rdiegause it
provides more protection in case a firm experiefioancial problems. The high ratio indicates thealve
financial structure. The mean measurement in talesd 8 indicates that commercial bank of Dubande
financially stronger than national bank of Abu Dha®ut the later bank has managed to control @bilities
over the years as it has less standard deviatidraefficient of variation.

8.2 Total Liability to Total Equity

This ratio the structures the relation between tymes of finances, outsource finance representedotay
liabilities and inside finance represented by shalger's equity. The high ratio indicates the wdiancial
structure. Tables 7 and 8 demonstrate that themaltbank of Abu Dhabi has high ratio than comnarieank
of Dubai, as the means indicate. On average, coniahdrank of Dubai creditors provided 5.05 Dirhaims
financing for every Dirham contributed by ownersmparing to 10.20 Dirhams for national bank of Ablabi.
On the other hand, national bank of Abu Dhabi hasamged to control the variability of this ratio teetthan its
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competitor bank, as the standard deviation andakeéicient of variation showed.

8.3 Share Capital to Total Assets

This ratio shows the percentage of the capitabtal fassets. A high ratio indicates a strong fingnstructure.
According to the mean measurement in tables 7 amgdr@mercial bank of Dubai has better financialctiire
than national bank of Abu Dhabi with higher starddaf deviation. The coefficient of variation showsimilar
level of variability.

Table 7: Capital Structure Ratios: Commercial Bankof Dubai

Details 2004 2005 2006 2007 2008 2009 Mdan Standard | Coefficient of
Deviation Variation
Total Liabilities to | g | g5 | g0 | g4| 87| 86 83.16 2.99 3.60

Total Assets %

Total Liabilities to

Equity % 411 | 442 391| 540 660 588 505.83 107.65 21.30

Share Capital to

Total Assets % 516 | 4.10| 562 3.70 3.9p 4.80 4.5 0.78 17.14

Table 8: Capital Structure Ratios: National Bank of Abu Dhabi

Standard Coefficient of

Details 2004 2005 2006 2007 2008 2009 Means .. -
eviation Variation
Total Liabiliies to | o1 55| 91 39 91.08 91.96 91.28 8962 91,05 0.78 0.86
Total Assets %
TowlLiabiliies to | gg5 | 1060| 1021 1143 1047 868 1020 93.02 9.12
Equity %
Share Capitalto | 4 67| 110| 121| 141 120 110 138 0.22 17.18

Total Assets %

9. Share Performance indicators

9.1 Market Value

Tables 9 and 10 below show the developments oegbrdces over the years 2005-2009. The mean gbribes
is 54 in national bank of Abu Dhabi which is highban the mean of the share prices in commerciak lo&
Dubai which is 30.85. This means that the publicenmore willing to invest in this bank. Commerdignk of
Dubai has less standard deviation and high coefficof variation than its competitor bank which medhe
high instability of the share price movements.

9.2 Price Earnings Ratio

This ratio relates the share price to the earnpregshare. This ratio expresses the multiple tratiarket places
on a firm’'s earnings per share. A high P/E multipfeen reflects the market’s perception of the fergrowth
prospects. Thus, if investors believe that a firfatsire earnings potential is good, they may béivglto pay a
higher price for the stock and thus boost its P{itiple. The mean measurement in tables 9 andg Hlightly
different between the two banks. On average, invesire willing to buy a share of commercial bahabai
at price of 15 times more the its earnings pereshahile the case of national bank of Abu Dhahl3stimes.
The standard deviation and the coefficient of wamashow high dispersion and more instability lwktratio in
relation to commercial bank of Dubai comparing &ional bank of Abu Dhabi. This means that therlatnk
is less affected by the stock market.

9.3 Market Value to Book Value

This ratio structures the relation of share priwédadok value. This ratio is a blend of historiaatounting and
market indicators. It expresses the differentidglveen the book value of the net assets of a firththe market
value of it. A high ratio means an increase ingteck price of the book value per share, and tmpany is
doing well, since the market is willing to pay mdhan the equity per share. Tables 9 and 10 baltate that
the mean of this ratio is 3.21 for the nationallbehAbu Dhabi while the mean of commercial baniDabai is
2.66. Moreover, the fluctuation around the meanthedcoefficient of variation are also high for #eme bank.
This ratio is affected by both inside and outsidarice and economic factors.

9.4 Earnings per Share

This ratio measures the profitability of the shatder's equity. The ratio provides a measure ofrale
performance and is an indicator of the possiblewarhof dividends that may be expected. The analgdiables
9 and 10, below shows that national bank of Abulmjoy high profitability per share with high stiard
deviation and low level of instability of this rati
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Table 9: Share performance Ratios: Commercial Banlkf Dubai

Details 2004| 2005 2006 2007 2008 2009 Mean Standard Coefficient of
Deviation Variation
Market value ($) 135 24.3 7.6Q 10.80 4.17 3]70 80.8 51.58 167
Price Earnings | 20.98| 27.68 13.30 12.43 7.3 8.13 15{02 7.84 52.20
Ratio (Times)
Marketvalueto | 3.56 | 5.40| 2.10| 2.44 125 122 2.66 1.60 60.15
book value (Times)
Earnings Per Share 6.43 | 0.88| 0.57| 0.83 055 046 1.62 2.36 146
(%)
Table 10: Share performance Ratios: National BankfoAbu Dhabi
Details 2004| 2005 2006 2007 2008 2009 Mean>2ndard | Coefficient of
Deviation Variation
Market value ($) 205| 54.26 20.75 220 886 124.404 b 75.70 140
Price Bamings | 16 971 1980 12.06 1442 540 893 1B 5.16 39.69
Ratio (Times)
Marketvalueto | 57, | 97| 282 324 120 132 321 2.10 65.42
book value (Times)
Eam'”gé)':erSharelz.os 274 1.72| 157 153 139 3.50 4.23 120

10. Conclusion

The central concern of the paper has been to corrdoomparative performance of two banks in Uniedb
Emirates for the period of 2004-2009. Five groupgparameters have been used to measure liquidisl,le
profitability level, management capacity, capitalisture and share performance. The findings sh@aw thoth
banks are financially viable as both have usedayeropriate financial tools and policies to mandggeir
organizations and to adapt with their environmémtbecome more competitive and maximizing theirfifgo
The liquidity level in commercial bank of Dubailess than in its competitor bank. The researchifiggl also
show that Abu Dhabi bank possesses high profitgddivel with high level of instability. As far amanagement
capacity ratios, the analysis declared that comialdvenk of Dubai offered more loans than its cotitpebank,
while national bank of Abu Dhabi allocated more mprio its investments than giving loans. Moreover,
commercial bank of Dubai managed to earn its isterevenue with the less level of expenses. Intaxidithe
analysis showed that commercial bank of Dubai tramg financial structure than its competitor baRinally,
the overall analysis of the share performance dttitat national bank of Abu Dhabi is better offr@lation to
the most important ratios, market value and eampeg share than its competitor bank.
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