An analysis of financial statements of 20 SLBA member banks for year 2008 with special reference to the current tax structure 

	Indicator
	Average for Foreign Banks
	Average for Local Private Banks
	Average for State Banks
	Average for all banks

	VAT/Profit
	22%
	28%
	29%
	26%

	Corp Tax/Profit
	35%
	31%
	33%
	33%

	Total Tax/Profit
	57%
	59%
	62%
	59%

	Total Tax/ Net Income
	33%
	21%
	25%
	26%

	Cost/Income 
	37%
	55%
	57%
	48%

	Cost (including VAT)/Income
	50%
	64%
	69%
	59%

	Interest Margin
	6.2%
	4.9%
	3.0%
	5.1%

	Interest Yield
	12.8%
	16.0%
	12.8%
	14.2%

	Interest Cost
	7.3%
	12.0%
	10.1%
	9.7%

	Interest Spread
	5.4%
	4.1%
	2.7%
	4.4%

	ROA (Before Tax)
	4.5%
	2.1%
	1.3%
	3.0%

	ROA (After Tax)
	2.6%
	1.3%
	0.7%
	1.7%

	ROE
	12.9%
	12.8%
	15.5%
	13.3%

	Core Capital Adequacy Ratio
	32.4%
	11.3%
	16.7%
	21.0%

	Total Capital Adequacy Ratio
	34.8%
	13.6%
	13.7%
	22.5%


   Note: Profit refers to the operating profit on ordinary activities before taxes
Key Observations

1. On an average banks pay 59% of their profit as Taxes to the Government while the state banks pay highest rate (62%) of profit as Taxes. Foreign banks have the lowest tax rate (57%) as compared to the state banks and the local private banks. The monitory value of the total tax paid by the analyzed banks in year 2008 was Rs 36, 346 millions.
2. Similarly state banks have the highest VAT to profit ratio (29%) while the foreign banks have the lowest ratio (22%)





3. On an average banks pay 26% of their net income as Taxes to the Government while the local private banks have the lowest tax to net income ratio (21%). The ratio for the foreign banks is 33 percent. 
4. On an average Bank spend 48% of their income as operating expenses (excluding VAT). State banks have the highest cost income ratio of 57%. However, foreign banks in Sri Lanka spend only 37% of their income as operating expenses. This may be due to their higher operational efficiency and limited geographical coverage. 
5. Average Interest Margin for analyzed banks is 5.1% and state banks maintain the lowest interest margin of 3.0%. However the foreign banks have the highest interest margin of 6.2%, i.e. more than double the interest margin of state banks. Local private banks keep an interest margin of 4.9%.



6. Local Private Banks maintains the highest interest yield (16.0%) and the highest interest cost of 12.0%. Foreign banks have the lowest level of interest cost as well as lower interest yield.  


7. Foreign banks have the highest interest spread of 5.4% while state banks have the lowest interest spread of 2.7%.

8. The average ROAA (after tax) for analyzed banks is 1.7%. The state banks have the lowest ROAA of 0.7%. Foreign banks have the highest ROAA of 2.6%. 

9. Foreign banks maintain a highest level of core capital adequacy and total capital adequacy ratios whereas local private banks maintain a minimum level of these ratios.  
Effect of taxes on banks’ profitability ratios and regulatory capital assets ratios 
	Correlation Coefficient
	ROAA
	ROE
	Interest Margin
	Interest Spread
	Cost to Income
	Core Capital 
	Total Capital

	Total Tax/Profit
	-0.60
	-0.41
	-0.21
	0.02
	0.56
	-0.46
	-0.50


Note: When the correlation coefficient figure is +ve there is positive relationship between the two variables whereas the reverse happens when the value is negative. When the value is approximate 1 (both +ve and –ve), there is a strong relationship between the two variables and when the value is approximate 0, there is a weak/no relationship between the two variables. 

Above table shows,

1. There is a negative relationship between ROAA and total tax/profit ratios. This indicates that when the tax rates are increased, it negatively affects the ROAA ratio. 
2. There is a negative and moderate relationship between ROE and total tax/profit ratio. This also indicates that increased tax rates are negatively affecting the ROE. 
3. There is no or very weak relation ship between interest margins and total tax rates and interest spread and total tax rates. This indicates the increased tax rates are not directly affecting the interest margin.    

4. There is a moderate and positive relationship between total tax rates and cost to income ratio. This indicates that when the tax rates are increased cost to income ratio tends to increase.  
5. There is a negative and moderate relationship between total tax/profit ratio and core capital adequacy and total capital adequacy ratios. These figures indicate that the banks capital assets tend to deplete due to the increased tax rates. 
6. In this analysis it can conclude that banks profitability ratios and regulatory capital assets ratios are tends to decrease due to the higher tax rates imposed on banks. 
Note:

Financial statements of the banks used for the analysis:
SCB, ICICI, Citi Bank, HSBC, Deutsche Bank, Habib Bank, MCB, NDB, PABC, Union Bank, DFCC, HNB, Commercial Bank, Sampath Bank, Seylan Bank, NTB, SDB,People’s Bank, BOC, NSB
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