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INTRODUCTION

The establishment of Royal Bank of Scotland was in Edinburgh in 1727. In the past three centuries RBS playing an essential role in the development of the Scotland’s economy and industrial sector. In the year 1783 RBS has opened its first branch in Glasgow. Later in the year 1830’s RBS has started establishing a group of branches over Scotland among the communities and now days it serves approximately 650 communities of Scotland by the 23 mobile branches. In the year 1972 it was the only bank of UK that offered a loan for purchasing a house. Recently, in the year 2011 it has invented the first fully loaded functional app for banking in the world. In June 2012, the bank has a very big IT failure due to which the customers of the RBS could not be able to have an access to their accounts for few days which later lead the bank to pay the fine of £50 millions for the issue they have with the IT department. A year later in February 2013 RBS got fined by £390 millions for the ‘widespread offence’ in manipulating the LIBOR and in June 2013 Hester who was the chief executive was removed by the RBS and Ross McEwan was got promoted on the position of Hester from retail banking operations. In April 2008 RBS has a cash call of £12 billions and in December 2016 the bank declared the settlement of £800 million with the shareholders group. In  2017 the bank states that there wouldn’t be any profit until 2018 due to the losses in the last 10 years from the time it bailed out and further make decision to sell 300 branches that asked by EU in return of authority bailout. 

Banco Santander as it gives a clue about the origin of the company in Spain in Santander. The introduction of the Santander bank in the UK is in November 2004. It has altered its business from tradition of three former building societies to retail and commercial banking in full-service. In the year 2009 Alliance and Leicester plc converted into Santander UK plc, which was picked up by Banco Santander, S.A. 


BANKS FINANCIAL PERFORMANCE ANALYSIS


CAPITALISATION 

Capitalisation examines the level of equity over the assets of the bank. There are various ratios through which capitalisation of the bank can be calculated such as debt-equity, debt-ratio, long-term-debt equity etc. that accesses the level of debt among its assets. It is beneficial for the bank to have a low debt level, however the bank having a high debt level have a burden to payoff their debts rather than utilising their assets for future projection. There are two types of capitalisations in the finance that is overcapitalisation and undercapitalisation. Undercapitalisation refers to the situation where the banks performance is high and making high profits and there is no need of any additional capital required. On the other hand overcapitalisation refers to that situation when there is not enough money to pay the cost of capital, dividends, interests for borrowings etc.


LEVERAGE RATIO    =     TOTAL EQUITY
                                           TOTAL ASSETS

TAB: 1

	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	TOTAL EQUITY
	60192
	59215
	54147
	49404
	49093
	16202

	TOTAL ASSETS
	1027878
	1050763
	815408
	798656
	738056
	314760

	LEVERAGE RATIO
	0.059
	0.056
	0.066
	0.062
	0.067
	0.051




The leverage ratio examines the amount of debts owns by a bank over its assets. It also examines the affordability of a bank to generate cash through assets relative to the debts it owns. Higher leverage ratio of a bank leads to create burden on the bank to pay off their debt and on the contrary lower leverage ratio gives a benefit to the bank to invest to expand its business. 

The above table describes about the leverage ratio of the RBS for last five years and compares to the Santander bank for the year 2017. The leverage ratio of the RBS is increasing from the last five years and in the year 2017 it is 0.067 as compare to the Santander bank that is 0.051. It clearly shows that RBS has a slightly high debt ratio against the Santander Bank as a result its ability to payoff its debts is relatively less than Santander Bank. However £1of RBS has a liability to pay £0.067to their creditors whereas Santander Bank has to pay £0.051 to their creditors over every 1 pound they own. Withdrawn of equity in the year 2015 and increase in borrowings per year increasing the leverage of the banks with nearly 10% in the past five years.

Banks that have low leverage are able to attract more investors due to the benefits in the interest payments, as there are more chances of getting their return on investment, on the other hand shareholder’s will also get something in return at the time of diminishing of the business.


PROFITABILITY RATIO 

To determine about the resources and the performance of the bank it is essential to examine the profitability ratios such as ROA, ROE and NIM that provides a crystal clear idea of a bank’s earnings during the year. These ratios will provide an idea, as the assets and liabilities and equities are used efficiently to make more profits. 


RETURN ON ASSETS    =       Net Income 
                                                 Total Assets




TAB: 2
	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	NET INCOME
	-8477
	-2711
	-1185
	-5248
	1415
	1254

	TOTAL ASSETS
	1027878
	1050763
	815408
	798656
	738056
	314760

	ROA (%)
	-0.82
	-0.26
	-0.15
	-0.66
	0.19
	0.40




Return on assets is also known as (ROA), as it determines that how much earnings has made by the Bank during the year according to its total assets. Its good for the bank to have a high percentage of ROA as it is earning more by investing low. 

The above table describes about the performance of the RBS for last five years compares to the performance of Santander Bank for the year 2017. As the RBS faces loss in the past four years that makes their ROA in negative results due to loss in the Citizens Financial Groups (CFG) and made a profit in the year 2017 that turns it into positive amount as the operating expenses like litigation and conduct cost are reduced by approximately £4600 that gives profit to RBS in 2017, on the other hand Santander Bank has more return on assets by 0.40% as compare to RBS that has 0.19%. However, each pound that RBS has invested in their assets they generate 0.40 pence of their net income. Due to lower ROA ratio RBS is less likely to generate more earnings from their total assets than Santander Bank as a result from the investor point of view they would be less interested to invest RBS than investing in Santander Bank due to inefficient use of assets by RBS. 


Net interest income margin    =   Total interest income – total interest expense
                                                                         Total assets
	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	NET INTEREST INCOME
	9017
	9258
	8767
	8708
	8987
	3803

	TOTAL ASSETS
	1027878
	1050763
	815408
	798656
	738056
	314760

	NIM (%)
	0.88
	0.88
	1.08
	1.09
	1.22
	1.21



TAB: 3


Net interest income margin determines how efficiently a bank is investing their funding over the expenses. A positive NIM represents that bank has made an appropriate decisions in investing their funding that causes less interest expenses compare to the earning made from investments. 

The above table determines the NIM of RBS from the last five year as compare to the Santander Bank in the year 2017. It is shown in the table that the net interest income margin of RBS is increasing from 0.88% in 2013 to 1.22% in 2017 due to the increasing volumes of the mortgages in UK PBB by 3.7% and commercial banking benefits, where on the other hand Santander Bank also have a same NIM on the year 2017. Both the Bank’s in this situation is making an effective decision in investing for their funds that has low interest expense relative to net income generated from investments.


ASSETS QUALITY RATIO

This ratio examines the quality of the assets and the efficient use of the assets that are loans and investment and the interest payments it receive as well as considering the risk related to it. There are two types of assets quality ratio such as Provision for Loan Loss (PLL) and Loan Ratio that accesses the quality of the assets and risk related to it. 


PROVISION FOR LOAN LOSS    =  PROVISION FOR LOAN LOSS
                                                                    TOTAL LOANS

Tab: 4

	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	PROVISION FOR LOAN LOSSES
	175
	20
	263
	126
	7
	393

	TOTAL LOANS
	494793
	421973
	364538
	382088
	380170
	205412

	PLL
	0.00035
	0.000040
	0.00072
	0.00033
	0.000018
	0.0019



The above table describes about the Provisions and loan losses they create every year, so that any bad debts or losses are recovered under these provisions and do not affect the bank’s profits. As it shows that the provisions made by the Royal Bank of Scotland is different every year that is relative to the bad debts and chances of facing loss in the future. In the year 2013 and 2014 RBS has a gain of £175m and £20m in provisions, whereas it suffered loss in the redemption of own debt at 2015 by £263m due to purchasing of foreign currency as debt securities again by the debt management of the RBS relative to gain in the 2014 by £20m. Due to low rate of pound against US dollar in the year 2016, loss on own debts decreases to £126m.The amount of loss reduces to £7m in the year 2017 where on the other hand Santander Bank has a £393m provision for loan loss and also face loss in the provision. This shows that the quality of loans offered by the RBS is more that has less possibility of bad debts as compare to Santander Bank have problems with financial reporting due to bereavements and treated as non-performing.


LOAN RATIO      =         TOTAL LOANS 
                                      TOTAL ASSTES



	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	TOTAL ASSETS
	1027878
	1050763
	815408
	798656
	738056
	314760

	TOTAL LOANS
	494793
	421973
	364538
	382088
	380170
	205412

	LOAN RATIO
	48%
	40%
	45%
	48%
	52%
	65%


TAB: 5

[bookmark: _GoBack]Total loan ratio of the RBS is increasing from the five past years as their total assets are decreasing relatively. The higher the ratio the better it is for the banks as they are issuing more of their assets. In the above table the loan ratio of the RBS is increasing within the last five years from 48% to 52% where are on the other hand the loan ratio of Santander Bank is still higher than the RBS that reflects that the loan quality is better but considering the assets of Santander Bank is very low that makes its ratio better than RBS. The amount of total loans among total assets of RBS is much greater than Santander Bank.


BASEL 3 REGULATIONS 

TAB: 6

	ITEMS
	2013
	2014
	2015
	2016
	2017
	SANTANDER (2017)

	CAR
	8.6%
	11.2%
	15.5%
	13.4%
	15.9%
	12.2%

	LCR
	102%
	112%
	136%
	123%
	140%
	120%

	NSFR
	120%
	112%
	121%
	121%
	132%
	N/A

	RWA
	429.1bn
	355.9bn
	242.6bn
	228.2bn 
	200.9bn
	87.05m



According to the rules and regulations of the PILLAR 3, financial institutions should to declare some of the ratios in the annual report of the institution. The main agenda of BASEL 3 is to recognise the contemporary issues and enhance the quality of financial institution around the world. These ratios are calculated according to the minimum required under the BASEL 3 requirements and most commonly has to be near to the minimum related to the performance of the banks or can be more or less. 


CAPITAL ADEQUACY RATIO

The minimum requirement of the BASEL 3 for the CAR is 10.5% to reduce the credit risk and to retain a minimum capital adequacy ratio relative to its Risk weighted assets. CAR is calculated by two different methods based on end-point and transitional. High capital adequacy ratio determines the strength of the assets that carries risk. Higher the ratio the lower the credit risk of the assets. In the above table CAR of the RBS is increasing and in 2017 it is 15.9% compare to the Santander Bank that is 12.2% and is relatively high that shows that the risk uncertainty is high than Santander Bank. It is because of the low litigation and conduct cost of RBS than Santander Bank.


LIQUIDITY COVERAGE RATIO

Liquidity coverage ratio (LCR) examines the ability to convert their assets into cash in a small amount of time. Ability to convert high-quality liquid assets into cash is to pay off their short-term debts. The limitation of the LCR for a financial institution under BASEL 3 regulations is minimum 30 days and more than 100% compare to corporate companies that is 1 year to backup the cash outflow of the bank. Maintaining of the LCR is to satisfy customer demands and current liabilities. In the above table the LCR of Royal Bank of Scotland is increasing as it is more liquid than Santander Bank that have 120% compare to RBS that has 140%. This shows that RBS is more liquid to pay off their debts than Santander Bank. 


RISK WEIGHTED ASSETS (RWA)

The risk-weighted assets of the RBS is decreasing from the last five years by approximately £200bn in 2017 as compare to the Santander Bank that has a risk weighted assets of £87.05m in the year 2017. Risk weighted assets defines the risk associated with the assets of the bank and low RWA reflects the strength of the assets among its equity. Risk weighted assets is an essential tool for the calculation of the capital adequacy ratio for the banks according to the BASEL 3 regulations.


FUTURE PERFORMANCE 
 
With the above ratios it can be accessed that the performance of both the banks is in positive situation. As both are performing relatively good as compare to each other and have positive values. The CAR is more than the minimum requirement that reflects that the in the coming future both can meet any risk uncertainty whether it is paying off their debts or retaining minimum capital over the risk assets. It shows the strength of the risk weighted assets and the level of reducing the risk. Where on the other hand the amount of risk weighted assets are decreasing that increasing the CAR of the Royal Bank of Scotland and Santander Bank has Risk weighted assets in million than in billion as compare to RBS which is very low. The ability of the both the banks is strong and can meet the limit of 30 days LCR comfortably. BREXIT will   have an impact on the performance of the banking sector. As leaving EU will create more burden on the banks due to worldwide banking system and will create difficulties in paying off their international debts and customer demands. RING-FENCING as a new law implemented by the UK government that will be applicable on 1 January 2019 to improve the economy of the country and separates the business performance by sectors. Traditional banking will be separated from modern banking. Day-to day banking will be different from investment banking to help economy to develop and changes to be implemented in the business structure. 





FINANCIAL INSTRUMENT  (BONDS)

Financial instruments are those instruments that can be only traded in the financial market. Bonds and Equities are the instruments that can be used by the organisations for the borrowing of money and operating the business. Bonds can be issued by any individual or by the government and also called government securities. In the earlier 90’s Bonds are in the form of papers that is a written agreement between the borrower and the lender. It is a contract between the two parties but it can be transferable to the third party. It depends on the third party to buy it for the same price or at discount. Bonds are issued in the public market and also a type of debt that has to be payback to the holder of the bond at the maturity, including the coupon rate that is settled by the issuer of the bond according to its affordability of paying the coupon rate at the interval of every six months. The face value of a single Bond depends on the country as in UK its par value is £100 whereas in US its $1000. Bonds are negotiable that can be easily tradable in the market.


TRADING OF BONDS 

The face value of a single Bond depends on the country as in UK its par value is £100 per Bond whereas in US its $1000. Bonds are negotiable that can be easily tradable in the market. Bonds are traded in the secondary market. Bonds are less risky if it is a government Bond and government will pay back their debts on time due to its high status. Bonds usually have coupon rate that has to be paid at the end of every year depending on the period of time the Bonds are issued. In the real market coupon rate is paid semi-annually that is after every 6 months. There are various types of bonds such as maturity bonds, zero-coupon bonds, Junk bonds, treasury bonds etc. These bonds are treated according to the level of seniority, as there are to level such as Senior and Subordinate bonds. Senior Bonds are those bonds that are issued for long-term such as two, three, five, or ten years. Senior bonds have the priority among all the bonds that holder has to get a fixed amount of coupon rate. On the other hand, Subordinate bonds don’t have the priority to get paid after the payment of seniority bonds and will get paid after the payment of regular holder. For example, if the borrower had less money to pay off the coupon rate according to the calculated amount then the holder get paid on the basis of seniority. 



	Bond Holder 
	Maturity Time
	Principle Amount
	Coupon Rate
	Coupon Amount 
	Bonds Type

	A
	3 years
	£1000
	4%
	40
	Senior 

	B
	2 years 
	£2000
	3%
	0
	Subordinate 

	C
	5 years
	£1000
	5%
	30
	Regular 

	D
	10 years
	£1000
	5%
	30
	Regular


In the above table the borrower have less money according to the calculated amount which is £200 to be receivable by the lender but only have £100 to pay the coupon rates to them, on the basis of the seniority holder A will get full amount of coupon rate and others will be paid according to the money left behind on the basis of the rate except to the subordinate bonds. There is various terminology for the bonds such as treasury bills, securities etc. Bonds that are issued for short-term are called treasury bills and issued for long-term are known as long-term treasury bonds. Bonds can be exchanged after issuing to the lender and later lender can sell that bond to another person and will get its money back with the coupon rate. The bonds can also be converted into shares that are called convertible bonds. The price of the shares is considered before converting it into shares, as the volatility of the market price depends on the index of the share market. 


PRICING OF BONDS

Pricing of the bonds depends on the issuer of the bond that how much amount does one need to borrow and also decide the coupon rate on that security according to its affordability to pay the coupon rate as well as the principle amount at the maturity of the bond. Pricing of the bond should also consider the market price so that it is easy for the selling and purchasing of the bonds. Bonds can be issued at the premium as well as on discount to increase the supply of the bond and also considering the demands of the investors. Issuing of bonds is on the basis of pull to maturity, pull to redemption or pull to par. Bonds that are issued at discounts are usually called zero coupon bonds that are more risky to hold and upon maturity principle amount is returned alongside coupon payments. The internal rate of return for someone that is new to investing will be different from the coupon rate as the pricing for bonds will be different from its face value. 

2007 was the start of a financial crisis that affected everyone globally; everyone was impacted whether it was organisations, financial institutes or consumers as it heavily affected supply and demand. As a result financial institutes indorsed ‘non standard monetary policy programs’. Risk in the financial market plays a very essential role, as it is important to consider the risk factors prior to investments. Risk factors like macro and micro factor of the economy. Inflation rate is also a big risk factor in investing, as it will affect the coupon rate. If the risk involved in the bond is high then the price of that particular bond will be lower. If the companies issue bonds it will be beneficial for them as the interest is tax deductible there are very less covenants. It is an easy way to borrow money when it is difficult to borrow through directly through equities. It is also an advantage to borrow bonds from banks as it lower the legal documentation cost, flexible and is also available to small businesses. Banks needs to consider some factors of the borrower as it is honest and can afford to pay the coupon rate and the principle amount at the maturity of the bonds. 


INTERNATIONAL TRADING OF BONDS

The markets for trading bonds are far greater and bigger than the stock market. Centralised institutes undertake a monetary policy within the bond markets. Trading takes place whether it is stocks or bonds on a daily basis and the amount of times it takes place is truly unknown as it is to that extent, thousands if not millions. This is an essential part of the economic markets globally. Each element has it part to play whether it be stocks, shares or bonds as this adds value to the markets globally. When trading bonds, whether it is a buyer or seller, they set a rate of return, a yield they seek; this then derives the cost of credit in the economy. They play a vital part in setting the yield their after as this further helps determine the cost of credit as mentioned.  Stocks that are traded in public are traded in stock exchanges and places of public trade. Bonds however are not, bonds are traded in an ‘over the counter’ market as opposed to a stock which is traded publically, this allows a lot more freedom when compared to stocks as it allows more flexibility with trading. 

Bonds that are issued in foreign countries must comply with the rules and regulations of the country in which they are issued. There are various types of foreign bonds such as Samurai bonds, Yankee bonds (US), Bulldog bonds (UK), Maple bonds (Canada).  The advantage of issuing bonds in a foreign country has several benefits for foreign players as it attracts new business and investors.  This could mean, a greater rate of return as the markets that operate in that country may offer a higher yield as opposed to the country the seller is operating in. this will further help in adding to the portfolio of new investments as well as venturing out in new market territory allowing for further expansion and attracting new players.  Foreign currency is also a vital element of this process, as the issuer will benefit from the fluctuations of the exchange rate as I am forever changing. This could then mean that the exchange rate can work in the favour of the investor as well as the seller. The investor would benefit if the exchange rate were lower as the money invested would mean a greater return resulting to higher profits. Whereas the investor would benefit from a higher run where their currency is doing greater so a win for both parties involved. A prime example of this would be, post BREXIT the sterling has got weaker which mean previously, £1 would give a return of 99 Indian rupees whereas now £1 would give 90-91 Indian rupees. A foreign investor from India may consider investing in sterling as they get a greater return whereas investing sterling in rupees may not be as beneficial. Foreign bonds can be utilised in aiding any foreign debts that arise from operations abroad. This is one of many benefits that aid an investor when considering trading bonds.  


CONCLUSION

It is to culminate that the above analysis of the working of a RBS and Santander Bank is to determine the financial ratios. These ratios provide information about the quality of assets and liquid assets available to both the banks so that it is easy to convert them into cash to pay their short-term liabilities. There are some contemporary issues in the banking sector that can affect the performance of the banks and BASEL 3 regulations according to which Banks has to disclose their information in depth so that an investor is able to understand the performance of the Bank and makes their decisions about investing. The above report also examines the functioning of the financial instrument like BONDS and how it is traded in the international market as well as how it is priced considering to the risk factors of the economy and availability of the funds to the borrower in the market.  
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