Bank Assignment Sample Case Study*

As potential investors, depositors and employee it is of interest to us the way in which banks perform. Banks are under ever growing pressure to perform not just for the sake of depositors and shareholders but also for employees and government regulators interest.  There is fierce competition in the banking market and banks now have to diversify in order to sustain their growth and profits.  Banks are feeling the heat from new entrants; some of these entrants are recognised retailer names and would like to use their customer loyalty to draw consumers away from the high street old banks. An example of this is Tesco and Sainsbury. A bank failure may also create outcry as this may lead to more vulnerable people like pensioner losing their life saving. Shareholders invest funds into the bank on the expectation of greater returns in the future. All banks like to keep shareholders happy in order to see that the shareholders do not withdraw their stocks. For these reasons, regulators and banks themselves have to constantly evaluate their performance. The main objective of my assignment is also evaluating the bank performance by point of view of shareholders, employees, debtors, depositors and bank management. 

All businesses would like to see that in the long run they had sustained growth and profitability and in the case of banks this is also true.  Banks have two main dimensions, profitability and risk. Bank management would like to increase their profitability and reduce risk. These are two contradictory objectives and often difficult to achieve i.e. for an increase in profitability bank management will be willing to take more risk. While generally speaking managements quite often pursue for achieving maximum profit, but in some cases they may settle for just maintaining either breakeven point or minimum margins. In short, some banks may like to grow quickly and achieve long-term growth, others would settle for a minimised level of risk, stability and reasonable levels of return for their shareholders.

By looking at each of the bank, I start by evaluating share price performance and then the profitability of the banks. Profitability is evaluated by using standard financial ratios such as return on equity (ROE), return on assets (ROA), net interest margin (NIM), net non-interest margin (NNIM), net bank operating margin (NOM), earnings per share (EPS) and earning spread (ES). Similar to profitability ratios, researchers over the years had developed some standard risk minimisation ratios. Credit risk, liquidity risk, solvency risk and interest rate risk is evaluated by using these risk ratios.  

Case Study: Barclays Bank

Company Overview

Barclays origins can be traced back to more than 300 years ago in London's financial district. The name Barclay appeared with the company in 1736.  In 1918 the company converted into one of the UK's 'big five' banks after merging with the London, Provincial and South Western Bank. By 1926 the bank had 1,837 outlets. 

*This is extensive edited version of my last year student. 

After acquiring Martins Bank in 1969, its head office shifted to outside London. And in 2000 it acquired the Woolwich, a principal mortgage bank and former building society founded in 1847.

The foundations of Barclays today's international operation were laid in 1925, with the merger of three banks - the Colonial Bank, the Anglo Egyptian Bank and the National Bank of South Africa. In 1981, Barclays became the first foreign bank to register with the US Securities and Exchange Commission. Barclays' international expansion was boosted in 1986 with the creation of an investment banking operation department. This was virtually a big leap toward universalisation of its business. Now this has formed into Barclays Capital, which is a division of the bank. This manages larger corporate and institutional business. To cope with the changing business needs telephone banking has been introduced.  Today Barclays has transformed from a mere group of boring old English banks to a global dynamic bank represented in Europe, the USA, Latin America, Africa, the Caribbean, Asia, the Middle East and Australasia.

Share Price Performance

By looking at Fig.1, one can observe the rising trend in Barclay share prices, highlighting the confidence of investors in management capability of profit maximisation at a reasonable level of risk. The relationship between net profit and dividend also seems to be positive, indicating that investors had been getting their fair share of the pie. Another interesting feature of the graph is the relationship between share prices and dividend. This seems to be positive although not that strong. This however is in contrast to dividend irrelevance theory.  By considering the constant growth model, the predicted share prices for Barclay are in the range of £10 to £12

0.5/(0.1-0.05) = £10 (dividend per share £0.5 per share (average of last few years), discount rate 10% and dividend growth 5% per share). By looking at the actual share prices Barclays share are being traded at over valued prices.


[image: image1.wmf]Fig.1 Barclay Bank Share Price Performance
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Bank Profitability:

Overall Barclays profitability record over the last few years seems very impressive with the exception of few dips.  The general trend seems to be that from 1996 the return on equity fell and began rising again up to 1999, since that the figures have began falling again.  This indicates that the shareholders are receiving less return on their invested fund than they would have been receiving in 1996.  The pattern is relatively stable.  Bearing in mind that return on assets (ROA) is a primary indicator of managerial efficiency, we can see that as with the ROE there are years where the figures fall.  The implication on the ROA figures is that in 1996 the managerial efficiency was greater than in 2001.  This means that in 1996 the management was converting the banks assets into earning more efficiently than in 2001.  The net interest margin (NIM) shows us that there were reductions in 1997 and 2000 indicating reduce revenue from loans and increasing cost from deposits.  The pattern shows stability but the years of reduced revenue have effects that show through in more than one of the profitability analysis ratios.  The net non-interest margin (NNIM) states that over the period specified there seems to be general stability with only slight variation.   The figures clearly show that non-interest revenues outweigh the non-interest costs.  The net operating margin (OM) shows a pattern favouring the managerial efficiency of Barclays because there was a reduction in 1997 and since that time there has been a steady recovery complementing the managerial policies.  Earning per share (EPS) follows the pattern of the OM indicating that since 1997 the return on the shares has been increasing.  This shows that the management has been using a less expensive mix of deposits and non-deposit funds.  The earning spread (ES) is the most volatile set of figures present by Barclays.  Since 1996 there has been fluctuations and reductions in this area.  This shows that the management is not controlling expenses effectively.  Looking at the breakdown of the profitability we can see that asset utilisation remained very stable, as did the tax efficiency with a low figure in 1997.    There was a large decline in 1997-8 of expense efficiency explaining the decline in ROE. There was also a decline in 1998 of the managerial efficiency.  Overall Barclays seem to be performing efficiently with stability over the specified period reflecting on the managerial consistency.   The shareholders have no need for concern. 

Bank’s Management Risk Minimisation Efforts  

This section is based on the analysis s of the credit risk, liquidity risk, solvency risk and the interest rate risk.

The credit risk ratios assess the likelihood that some of the banks assets will depreciate and perhaps become worthless. The figures have been consistently stable for Barclay with a decline in 1997 of the total loans/ total deposits only.  The consistency shows that the banks examiners would not be concerned because the interest of the depositors is not endangered.  The non-performing loans to total loans and leases figures have been very consistent.  The 2001 figure has reduced somewhat since 1996 this is a pleasing sign for the bank. This shows stability and low risk of bank failure.  The annual provision for loan losses/ total loans and leases is also stable.  There was a slight increase since 1996 showing that the management has enough funds to control bad loans.

The liquidity risk ratios show whether the bank will have sufficient funds to meet borrowing needs, withdrawals and other cash needs.  The net loans to total assets for Barclays have been quite stable with a fall in 1997.  This may not necessarily mean less chance of a liquidity crunch.  The profitability figures show us that 1997 was a bad trading year for Barclays so the reduced figure may reflect the depleted funds during that year.  The cash and due to total assets figures show a minimal decrease.  The figures are not of concern at this present stage. Obviously Barclays would like to have a higher value.  Cash assets and government securities to total assets values show slight variation and there seems to be a fall in 1997-8 and 2000.  The 2001 figure has increased upon 2000 showing a greater conversion of securities to cash. Purchased funds to total assets shows that there has been some stability but the 2001 figure is higher than the 1996 figure, which may be of some concern because this indicates a higher chance of liquidity crunch.

The solvency risk ratios deal mainly with equity.  The price-earning ratio shows no consistency, the values have been up and down.  The 2001 value is in the middle of the two extreme values indicating that in 2001 Barclay’s position was not of concern.  The ratio of equity capital to assets indicates stability and has an increasing trend.  This shows a decreasing trend in risk exposure. The ratio of equity capital to risky assets tells us that this area is quite stable. The interest rate risk ratio shows how changing interest rates can affect the Bank’s net income.  This value has been quite stable with slight increase in the values. Highlighting that the bank is vulnerable to falling interest rate.  Overall the risk analysis ratios show that there has generally been good stability with few figures of concern.  Barclays is in a good trading position.

Now include two other case studies (HSBC and Lloyd TSB)

Last, comparison of ROE and ROA for all three banks.
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Sheet1

		Barclay Bank

				1996		1997		1998		1999		2000		2001

		Market price per share		2.10		2.45		2.87		2.89		2.76		2.93

		Dividend		6.17		6.33		6.47		6.61		6.83		7.01

		Net Profit after Tax		7.43		7.48		7.22		7.50		7.84		7.86
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