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This report presents a comprehensive performance analysis of Alliance Finance PLC (formerly Lankan Alliance Finance Limited) over the five-year period from 2021 to 2025. The analysis employs the Aggregate Return on Equity (ROE) framework to decompose the company's shareholder returns into their underlying operational and financial drivers, providing insights into profitability, efficiency, liquidity, and solvency.
The study is based entirely on secondary data sourced from the audited annual reports of Alliance Finance PLC for the fiscal years 2021 through 2025. The methodology includes a detailed ratio analysis across five dimensions: market ratios, profitability ratios, efficiency ratios, liquidity ratios, and solvency ratios. This is followed by a systematic decomposition of ROE using both the traditional two-component framework (ROA × Equity Multiplier) and the expanded five-component DuPont framework (Tax Burden × Interest Burden × Operating Margin × Asset Turnover × Equity Multiplier).
The analysis reveals that Alliance Finance PLC's ROE has been highly volatile over the five-year period, ranging from 1.95% in 2023 to a peak of 6.26% in 2024. The primary drivers of ROE were operating margin and asset turnover, while the equity multiplier showed a consistent upward trend from 2.72 in 2021 to 4.68 in 2025, indicating increasing reliance on financial leverage. The company's growth rate consistently exceeded its sustainable growth rate across all years, suggesting that growth has been largely financed through external debt rather than internally generated funds. Key concerns include a declining interest coverage ratio from 1.83 to 0.83 and rising financial leverage, which together indicate increasing financial risk.
The findings suggest that the path to improved and sustainable shareholder returns lies in optimizing funding costs, diversifying revenue sources beyond interest income, maintaining credit quality to minimize provisions, and balancing financial leverage with operational efficiency.
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[bookmark: _Toc235653212]Background of the Study
Financial institutions play a vital role in the economic development of any country by mobilizing savings and allocating capital to productive sectors. In Bangladesh, the financial sector comprises banks, non-banking financial institutions (NBFIs), insurance companies, and capital market intermediaries. NBFIs, in particular, have emerged as significant players in providing alternative financing solutions to sectors that are underserved by traditional banks.
Alliance Finance PLC (AFPLC), formerly known as Lankan Alliance Finance Limited, is a prominent NBFI in Bangladesh. The company was incorporated on September 27, 2003, under the Companies Act, 1994, and is registered under the Financial Institutions Act, 1993. Over the years, the company has evolved from a lease and term financing entity to a multi-product financial institution offering a wide range of services including corporate loans, auto loans, SME financing, personal loans, and real estate finance.
The financial performance of NBFIs is of significant interest to various stakeholders including shareholders, creditors, regulators, and the broader financial community. Evaluating the performance of such institutions requires a comprehensive analytical framework that goes beyond simple profitability measures. The Aggregate Return on Equity (ROE) framework and its extended form—the DuPont analysis—provide a systematic approach to decomposing shareholder returns into their underlying operational and financial drivers.
This report undertakes a comprehensive financial analysis of Alliance Finance PLC over the five-year period from 2021 to 2025. The analysis employs the Aggregate ROE framework to decompose the company's shareholder returns into their constituent components, including revenue generation, expense management, asset utilization, and financial leverage. The study also incorporates a detailed ratio analysis across market, profitability, efficiency, liquidity, and solvency dimensions to provide a holistic assessment of the company's financial health and sustainability.
The findings of this analysis are intended to provide valuable insights for management, investors, and other stakeholders regarding the company's performance drivers, areas of strength, and areas requiring improvement. The report also contributes to the academic literature on financial performance analysis of NBFIs in the context of Bangladesh's evolving financial landscape.
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The main objective of this study is to analyze the operational and financial performance of Alliance Finance PLC over the five-year period from 2021 to 2025 using the Aggregate Return on Equity (ROE) framework and its extended DuPont decomposition.

[bookmark: _Toc235653214]Specific Objectives
The specific objectives of this study are as follows:
1. To Decompose Shareholder Returns: To decompose Alliance Finance PLC's Return on Equity (ROE) into its constituent components, including Return on Assets (ROA) and the Equity Multiplier (EM), to identify the primary drivers of shareholder returns.
2. To Analyze Revenue Generation: To assess the company's revenue generation efficiency by decomposing total revenue into interest income and non-interest income, and calculating yields on interest-based and non-interest-based assets.
3. To Evaluate Expense Management: To examine the company's expense structure by decomposing total expenses into interest expenses, non-interest expenses, and provisions, and calculating cost of funds, overhead rate, and quality of assets ratio.
4. To Assess Profitability: To evaluate the company's profitability through various ratios including Return on Assets (ROA), Net Profit Margin, Operating Profit Margin, Return on Common Equity (ROCE), and Return on Total Capital (ROTC).
5. To Analyze Efficiency: To measure the company's efficiency in utilizing its assets through asset turnover, fixed assets turnover, and accounts receivable turnover ratios.
6. To Evaluate Liquidity: To assess the company's ability to meet short-term obligations through current ratio, quick ratio, cash ratio, and net working capital ratio.
7. To Examine Solvency: To analyze the company's capital structure and financial risk through debt-to-equity ratio, debt-to-capital ratio, debt-to-asset ratio, financial leverage, and interest coverage ratio.
8. To Identify Strengths and Weaknesses: To identify the key strengths and weaknesses of Alliance Finance PLC based on the comprehensive financial analysis.
9. To Provide Recommendations: To provide actionable recommendations for management to improve financial performance.
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[bookmark: _Toc235653216]Scope of the Study
Time Frame: The study covers a five-year period from 2021 to 2025, encompassing the most recent audited financial data available for Alliance Finance PLC. This timeframe allows for the identification of trends, patterns, and cyclical variations in the company's financial performance.
Subject of Analysis: The study focuses exclusively on Alliance Finance PLC (AFPLC), a non-banking financial institution operating in Bangladesh. The analysis is based on the audited annual reports of the company for the years 2021 through 2025.
Analytical Framework: The study employs the Aggregate Return on Equity (ROE) framework as the primary analytical tool. This includes the traditional two-component decomposition (ROA × Equity Multiplier), the expanded five-component DuPont decomposition (Tax Burden × Interest Burden × Operating Margin × Asset Turnover × Equity Multiplier.
Ratio Analysis Dimensions: The study covers five dimensions of financial performance: market ratios, profitability ratios, efficiency ratios, liquidity ratios, and solvency ratios. A total of 15 key ratios are calculated and analyzed over the five-year period.

[bookmark: _Toc235653217]Limitations of the Study
Lack of Primary Data: No interviews or surveys were conducted with the management or employees of Alliance Finance PLC. Therefore, the analysis is entirely quantitative and does not capture qualitative insights, managerial perspectives, or operational strategies.
Limited Industry Comparison: The study focuses exclusively on a single company and does not include a comparative analysis with other NBFIs or industry benchmarks. While the trend analysis provides valuable insights, the absence of peer comparison limits the ability to assess relative performance.
Exclusion of Macroeconomic Factors: The analysis does not explicitly model the impact of macroeconomic variables such as inflation, exchange rates, interest rates, or regulatory changes on the company's financial performance. While these factors are indirectly reflected in the reported numbers, their individual effects have not been isolated.
Historical Perspective: The analysis is based on historical data and does not include projections or forward-looking statements. Historical performance may not necessarily be indicative of future results.
Accounting Policy Differences: While the company has consistently applied IFRS, there may be departures due to regulatory requirements of Bangladesh Bank. These departures may affect the comparability of the financial data across years.
Limited Scope of Non-Financial Indicators: The analysis does not include non-financial performance indicators such as customer satisfaction, employee engagement, operational efficiency metrics, or technology adoption.
Time Constraints: The study was conducted within the time constraints of an internship program, which may have limited the depth of analysis that could be undertaken.
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Asset Turnover Ratio: A financial ratio that measures the revenue generated for each dollar of total assets. It gauges how efficiently a company uses its asset base to produce revenue.
Asset Utilization Ratio: The ratio of total revenue to total assets, representing the total revenue generated per unit of assets. It is a measure of asset efficiency.
Cost of Funds: The ratio of interest expenses to total assets, measuring the cost incurred by the company to fund its operations through deposits and borrowings.
Debt-to-Asset Ratio: A financial ratio that indicates the proportion of a company's assets that are financed through debt. It provides insight into the company's capital structure and financial risk.
Debt-to-Equity Ratio: A financial ratio that measures the proportion of a company's financing that comes from debt compared to shareholders' equity. It indicates the extent to which a business depends on borrowed funds.
DuPont Analysis: A financial analysis framework that decomposes Return on Equity (ROE) into multiple components, allowing for a detailed assessment of the drivers of shareholder returns.
Earnings Per Share (EPS): The amount of net income attributable to each individual share of a company's common stock. It offers insight into how effectively a firm converts its profits into shareholder value.
Equity Multiplier: A measure of financial leverage calculated as total assets divided by total equity. It shows how much of the firm's assets are financed by equity versus debt.
Expense Ratio: The ratio of total expenses to total assets, measuring the total expenses incurred per unit of assets.
Financial Leverage: The use of borrowed funds to finance a company's assets and operations. Higher financial leverage can enhance potential returns for shareholders but also increases financial risk.
Interest Burden: A DuPont component calculated as Net Income / EBIT, measuring the proportion of operating profit that remains after interest payments are made.
Interest Coverage Ratio: A financial ratio that evaluates a company's capacity to pay interest on its outstanding debt from its operating income.
Net Asset Value (NAV) per Share: The book value of a company's equity attributable to each outstanding share. It shows the net asset backing for each share on the balance sheet.
Net Profit Margin: A profitability ratio that measures the percentage of revenue a company retains as profit after all expenses, taxes, and interest are paid.
Net Working Capital Ratio: A financial metric that compares a company's net working capital (current assets minus current liabilities) to total assets, indicating the amount of short-term assets available after meeting short-term obligations.
Operating Margin: A profitability ratio that measures what percentage of revenue is left after all operating expenses are paid. It assesses the efficiency of a company's core business activities.
Overhead Rate: The ratio of non-interest expenses to total assets, measuring the cost of day-to-day operations relative to the asset base.
Quality of Assets: The ratio of provisions to total assets, measuring the credit risk cost incurred by the company.
Return on Assets (ROA): A profitability ratio that measures how effectively a company's total asset base generates profit. It is a key gauge of capital efficiency.
Return on Common Equity (ROCE): A profitability ratio that measures the rate of return generated on the capital provided by common shareholders.
Return on Equity (ROE): A comprehensive measure of financial performance that assesses how effectively management utilizes shareholders' equity to generate net earnings.
Return on Total Capital (ROTC): A profitability ratio that measures the pre-tax return a company earns on all its permanent financing, including both debt and equity.
Sustainable Growth Rate (SGR): A measure of the maximum rate at which a company can grow its operations without needing external financing. It is calculated as the product of ROE and the retention ratio.
Tax Burden: A DuPont component calculated as Net Income / EBT, measuring the proportion of pre-tax profit that remains after tax payments are made.
Yield on Interest-Based Assets: The ratio of interest income to total assets, measuring the return generated from interest-earning assets.
Yield on Non-Interest-Based Assets: The ratio of non-interest income to total assets, measuring the return generated from fees, commissions, and other non-lending activities.
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Earnings Per Share (EPS)
Earnings per share (EPS) is the net income divided by the number of common shares outstanding. It gives investors an idea of the quality of value creation the firm is able to deliver to the shareholders.
EPS = (Net Income - Preferred Dividends) / Outstanding Shares
	Year
	2021
	2022
	2023
	2024
	2025

	EPS (BDT)
	0.59
	0.52
	0.23
	0.72
	0.61


The EPS trend is quite volatile, with the company becoming profitable in 2006, but then losing that profit in 2007. The EPS fell from BDT 0.59 in 2021 to BDT 0.52 in 2022 and then sharply to BDT 0.23 in 2023, signifying a period of significantly lower profitability, which was probably due to higher provisions and operating difficulties. But 2024 was a good year with EPS at BDT 0.72, the highest in the period, which was a result of enhanced operational efficiency and favourable provision reversals. There is a slight drop to BDT 0.61 in 2025, indicating a leveling off from the peak. Investors should consider the factors behind these movements, such as changes in revenue and expenses, and provision requirements. It will be critical for maintaining disciplined capital allocation and stable earnings performance to retain investor confidence and long-term shareholder value.
Net Asset Value (NAV) per Share
Net Asset Value per Share is the value of the company's equity per outstanding share. It is a net asset backing per share on the balance sheet.
NAV per Share = Total Equity / Outstanding Shares
	Year
	2021
	2022
	2023
	2024
	2025

	NAV per Share (BDT)
	12.73
	12.75
	11.9
	11.54
	11.65


The NAV per share has been moving up and down during the last five years. However, it has been quite stable since 2021 and rose marginally from BDT 12.73 to BDT 12.75 in 2022. But in 2023, it fell to BDT 11.90, mainly because of the lower profitability and the net profit was less than the dividend payments. The company's strong profitability was unable to offset the decline, reaching BDT 11.54 in 2024 due to its decision to provide a 10% stock dividend, thereby increasing the number of outstanding shares. In 2025, the slight improvement to BDT 11.65 is due to better retained earnings, which are partially offset by cash dividend payments. The pattern indicates that the company has made profit, but the shareholder dilution due to stock dividend and dividend payment has not given enough room to expand the book value per share growth.

[bookmark: _Toc235653222]Profitability Ratios Analysis
Return on Assets (ROA)
Return on Assets (ROA) is a ratio that indicates the efficiency of a company's overall asset base in creating profit. It is one of the important indicators of the efficiency of capital. The higher the ROA, the more efficient the use of the assets.
ROA = Net Income / Average Total Assets
	Year
	2021
	2022
	2023
	2024
	2025

	ROA
	1.69%
	1.23%
	0.47%
	1.48%
	1.12%


The ROA trend shows high volatility, moving from 1.69% in 2021 to a low of 0.47% in 2023, followed by a recovery to 1.48% in 2024 and a subsequent decline to 1.12% in 2025. This pattern suggests an inconsistent management of the asset base and of the investment productivity of the company. The lack of peak efficiency indicates there are problems with the profitable deployment of assets, whether that's because of operational problems or changes in revenue mix or an underperforming investment base. More stable and effective working capital and fixed asset usage will be needed if they are to maintain their improved ROA.

Net Profit Margin
Net profit margin is the percentage of revenues that remain as profit after all expenses, taxes and interest have been paid. It is determined by dividing the net income with total income. This percentage indicates the effectiveness of the management in turning sales into the bottom line.
Net Profit Margin = Net Profit / Revenue × 100
	Year
	2021
	2022
	2023
	2024
	2025

	Net Profit Margin
	19.14%
	13.81%
	5.15%
	13.35%
	10.58%


There was a high level of volatility in the net profit margin over the 5-year period. In 2022, the margin was 13.81% and in 2023 it was 5.15%, which shows that profitability was significantly reduced. The improvement to 13.35% in 2024 was mainly due to better operational efficiency and favourable provision reversals. But the drop from 12.49% to 10.58% in 2025 indicates a challenge in profitability. This pattern suggests high earnings volatility and that management should review their cost structure, pricing policies and provision policies to identify strategies to reduce volatility in future profitability.
Operating Profit Margin
The operating profit margin indicates the proportion of operating income to revenue that remains after deducting all operating expenses. It is a gauge of the efficiency of the company's main business functions.
Operating Profit Margin = EBIT / Revenue × 100
	Year
	2021
	2022
	2023
	2024
	2025

	Operating Profit Margin
	33.36%
	31.70%
	16.18%
	28.09%
	23.83%


The company's operating profitability dropped drastically from 33.36% in 2021 to 16.18% in 2023, after achieving a high level of profitability in 2022 (31.70%). This could indicate an increase in operating expenses or a squeeze on interest income. The recovery in 2024 was positive (+28.09%), reflecting increased operational efficiency. The drop to 23.83% in 2025, however, indicates ongoing difficulties. There will need to be ongoing discipline in operating expense management and the leverage of operations to maintain long-term profitability.
Return on Common Equity (ROCE)
Return on Common Equity (ROCE) is the rate of return on the capital invested by the common shareholders. It indicates the profitability of a company from its capital base.
ROCE = (Net Income - Preferred Dividends) / Average Common Shareholders' Equity
	Year
	2021
	2022
	2023
	2024
	2025

	ROCE
	4.60%
	4.07%
	1.95%
	6.26%
	5.23%


The general trend shows high volatility, with a decline from 4.60% in 2021 to a low of 1.95% in 2023, followed by a recovery to 6.26% in 2024 and a moderation to 5.23% in 2025. This pattern suggests that the common shareholder returns are not consistent. Volatility indicates that the company's net income on its bottom line may have been volatile or that it may have had volatile equity capital structure, such as retained earnings or new stock offerings. The company needs to ensure its net profit generation is more predictable and its equity base is managed more predictably if it is to create value for common investors.
Return on Total Capital (ROTC)
ROTC is a ratio that indicates a company's pre-tax return on all its long-term funding, debt and equity. It measures the efficiency of the overall capital structure in creating operating profit.
ROTC = EBIT / Average Total Capital
	Year
	2021
	2022
	2023
	2024
	2025

	ROTC
	3.69%
	3.62%
	2.40%
	5.03%
	4.46%


The ROTC trend exhibits high volatility, characterized by a decline from 3.69% in 2021 to 2.40% in 2023, followed by a recovery to 5.03% in 2024 and a decline to 4.46% in 2025. The pattern suggests that the Company's overall financial performance is not consistently effective in generating value. Management showed the ability to create high return on capital in 2024, but failed to repeat the performance in the core operating profit (EBIT) suggests volatility or difficulties in capital allocation efficiency. The company needs to have better consistency in both execution and strategic investment to create a sustainable shareholder value.
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Asset Turnover Ratio
The asset turnover ratio is a measure of how much revenue is produced for every dollar of assets. It measures the effectiveness of a company's assets as a source of its income.
Asset Turnover Ratio = Total Revenue / Average Total Assets
	Year
	2021
	2022
	2023
	2024
	2025

	Asset Turnover
	0.0884
	0.0956
	0.1043
	0.1163
	0.1139


The ratio has risen significantly and steadily from 0.0884 in 2021 to 0.1163 in 2024, reflecting the company's efficiency in its operations. Management has improved greatly in leveraging fixed and working capital to generate revenue. However, the slight decline to 0.1139 in 2025 suggests potential limits to asset utilization efficiency or that asset growth is beginning to outpace revenue growth. To sustain improvement, the company must align capital expenditure more closely with revenue generation.
Fixed Assets Turnover Ratio
Fixed assets turnover ratio indicates the efficiency of the use of a company's property, plant and equipment in generating revenue. The higher the ratio, the more productive these long-term investments are.
Fixed Assets Turnover Ratio = Total Revenue / Net Fixed Assets
	Year
	2021
	2022
	2023
	2024
	2025

	Fixed Assets Turnover
	5.64
	7.26
	8.87
	15.95
	16.25


The trend is clearly upward, from 5.64 in 2021 to 16.25 in 2025, meaning that the company is increasingly effective in generating revenue from its fixed assets. This is an improvement, indicating that the company has either grown its revenue without proportionately growing its fixed asset base or it has streamlined its investments in fixed assets. The steady increase is a good sign of the management's value creation potential from long-term investments.
Accounts Receivable Turnover Ratio
The accounts receivable turnover ratio indicates the effectiveness of a company's accounts receivable management. The higher this ratio, the quicker the debts are collected by the customers.
Accounts Receivable Turnover Ratio = Net Credit Sales / Average Accounts Receivable
	Year
	2021
	2022
	2023
	2024
	2025

	A/R Turnover
	22.49
	18.67
	19.56
	27.33
	30.16


The ratio of accounts receivable turnover rose from 22.49 in 2021 to 30.16 in 2025, reflecting the company's increased efficiency in collecting cash from its customers. The marked rise in 2024-2025 indicates enhanced credit management and quicker collection cycles. This is a good development because it will help the company to lower its working capital needs and enhance its cash flow. The ratio should be kept in check, though, to prevent adverse effects on customer relations as a result of aggressive collection practices.

[bookmark: _Toc235653224]Liquidity Ratios Analysis
Current Ratio
Current ratio is a financial ratio that assesses a company's ability to pay current obligations from current assets. It serves as a measure of liquidity and an indicator of financial health.
Current Ratio = Total Current Assets / Total Current Liabilities
	Year
	2021
	2022
	2023
	2024
	2025

	Current Ratio
	1.65
	1.55
	1.59
	1.37
	1.49


The current ratio of Alliance Finance PLC has seen a mixed trend across the past five years, dropping from 1.65 in 2021 to 1.37 in 2024, and then rising slightly to 1.49 in 2025. The short-term nature of the resources used to pay off short-term obligations relative to their use over time. A current ratio greater than 1 is considered good while a ratio less than 1.5 is considered problematic. The improvement in 2025 is a positive change but is still relatively low compared to the 2021 score. The company's management of current assets and current liabilities is in need of improvement, as indicated by the trend, in order to ensure sufficient liquidity and prevent future financial pressures.
Quick Ratio
The Quick Ratio is a financial ratio that measures a company's capacity to meet its short-term obligations with its most easily converted assets. It does not include less liquid current assets like inventory.
Quick Ratio = Quick Assets / Current Liabilities
	Year
	2021
	2022
	2023
	2024
	2025

	Quick Ratio
	1.65
	1.55
	1.59
	1.37
	1.49


The current ratio trend is reflected in the quick ratio of Alliance Finance PLC, where the company has low levels of inventory. The ratio declined from 1.65 in 2021 to 1.37 in 2024, before improving to 1.49 in 2025. This means that the company's capacity to pay off its short-term debts with its most liquid assets is slightly diminished. Generally a higher quick ratio is desirable, as it means that the firm can pay its short-term debts without needing to sell less liquid assets. The reduction during the period indicates that the company might have difficulties to meet its current debts with its quick assets, but the positive development in 2025 indicates that this situation is likely to improve in the future.
Cash Ratio
The Cash Ratio is a financial ratio that measures the ability of a company to pay its current debts with cash and cash equivalents. It does not include other current assets, just cash that is readily available.
Cash Ratio = Cash and Cash Equivalents / Current Liabilities
	Year
	2021
	2022
	2023
	2024
	2025

	Cash Ratio
	0.31
	0.16
	0.29
	0.18
	0.27


The cash ratio of Alliance Finance PLC for the last five years has remained at low levels, ranging between 0.16 and 0.31. This ratio provides an indication of the company's ability to pay short-term obligations with cash and cash equivalents. If the ratio is less than 1, it indicates that the company does not have enough cash on hand to cover short-term debts. The low level is the result of a growing reliance on non-cash current assets to pay short-term debts and may represent a risk in times of financial difficulty or limited cash flow. The company could be required to strengthen their cash position and reassess their liquidity management strategies to improve the financial stability of the company.
Net Working Capital Ratio
Net Working Capital (NWC) Ratio is a financial ratio that measures the short-term financial health of a company by comparing its current net working capital with total assets. It represents the number of short-term assets remaining after deducting short-term liabilities, which is a measure of the company's liquidity.
Net Working Capital Ratio = (Current Assets - Current Liabilities) / Total Assets
	Year
	2021
	2022
	2023
	2024
	2025

	Net Working Capital Ratio
	13.66%
	10.90%
	12.37%
	7.35%
	9.34%


The Net Working Capital Ratio of Alliance Finance PLC has been decreasing over the last five years, from 13.66% in 2021 to 7.35% in 2024 and marginally improved to 9.34% in 2025. This is a gradual decline in the company's short-term financial strength, and a reduction in the ability to pay current debts using current assets. A lower NWC ratio can signal a more constrained liquidity position and less flexibility in managing operations, potentially causing cash flow problems if short-term debt increases or cash flow becomes volatile. The slight increase in 2025 is a positive development, but the trend indicates that the company needs to closely monitor its working capital management to optimize operations and ensure financial sustainability.
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Debt-to-Equity Ratio
Debt-to-Equity (D/E) is a financial ratio that indicates the percentage of a company's financing that is provided by debt rather than equity. It measures the reliance of a business on borrowed funds as opposed to its own equity to finance its assets and operations.
Debt-to-Equity = Total Debt / Total Equity
	Year
	2021
	2022
	2023
	2024
	2025

	Debt-to-Equity Ratio
	0.72
	1.31
	2.12
	2.24
	2.68


This pattern reflects strategic growth programs or increasingly needed operating needs that are funded through borrowing. The debt-to-equity ratio increased significantly from 0.72 in 2021 to 2.68 in 2025, representing a 272% increase in financial leverage. With higher leverage, cash flows may be stressed when profits don't grow as quickly as interest payments. Investors should consider if the company is generating sufficient profits and cash flows to cover its increased debt. A more detailed study of debt maturity schedules and the cost of capital would provide a greater understanding of long term risk. Increased leverage can, if not handled carefully, diminish the financial flexibility of the economy during downturns.
Debt-to-Capital Ratio
Debt-to-Capital ratio represents the percentage of a company's capital that is raised via debt. It assists investors and creditors with assessing the dependence of the company on debt financing as opposed to equity financing for its operations and growth.
Debt-to-Capital Ratio = Total Debt / (Total Debt + Total Equity)
	Year
	2021
	2022
	2023
	2024
	2025

	Debt-to-Capital Ratio
	0.42
	0.57
	0.68
	0.69
	0.73


This means that the total debt has been increasing over time and is now a higher proportion of the total capital (debt + equity). Debt made up about 42% of the total capital in 2021 and would make up about 73% of the total capital in 2025. The shift indicates the company has increasingly turned to debt to fund its activities, potentially aiding growth but also raising financial risk. The rise in the trend points to a rise in reliance on outside financing and less reliance on generating capital internally.

Debt-to-Asset Ratio
Debt-to-Asset is a financial ratio that is used to gain an understanding of a company's capital structure and financial risk. It indicates the amount of debt that a company has used to finance its assets.
Debt-to-Asset Ratio = Total Debt / Total Assets
	Year
	2021
	2022
	2023
	2024
	2025

	Debt-to-Asset Ratio
	0.63
	0.7
	0.76
	0.76
	0.79


The total debt of Alliance Finance PLC grew significantly from 2021 to 2025, along with the growth in total assets. The ratio of debt-to-assets rose from 63% in 2021 to 79% in 2025, indicating a higher reliance on debt to finance asset growth. This can help the growth but also adds to the risk on the balance sheet. The ratio remains consistently high, indicating that the company has a high debt-to-equity ratio and relies heavily on debt financing. Debt management and effective use of assets will be critical to maintain financial stability.
Financial Leverage
Financial leverage is the extent to which a business relies on borrowed money to purchase its assets and to carry on its operations. Use of debt increases the risk because the company has to pay fixed debt obligations, irrespective of its performance, but can also boost the potential returns to shareholders.
Financial Leverage = Average Total Assets / Average Total Equity
	Year
	2021
	2022
	2023
	2024
	2025

	Financial Leverage
	2.72
	3.31
	4.12
	4.24
	4.68


The financial leverage of Alliance Finance PLC has been growing over the years from 2.72 in 2021 to 4.68 in 2025, indicating that the company is increasingly relying on debt financing. The leverage ratio has been above 3.0 since 2022, suggesting that the company is taking on more debt to meet its asset requirements, which can lead to higher returns but also higher financial risks. The steady growth indicates that the business is taking a very aggressive approach to growth, with most of the capital being raised through borrowing. This level of leverage requires high earnings and solid cash flows to service debt.
Interest Coverage Ratio
Interest Coverage Ratio is the ability of a company to meet its interest obligations with operating income. It indicates whether a company can pay the interest on its debt and, in that sense, is a measure of financial stability.
Interest Coverage Ratio = EBIT / Interest Expense
	Year
	2021
	2022
	2023
	2024
	2025

	Interest Coverage Ratio
	1.83
	1.29
	0.84
	0.99
	0.83


The interest coverage ratio of Alliance Finance PLC has eroded from 1.83 in 2021 to a low of 0.83 in 2025, suggesting that the company has been unable to pay its interest expenses sufficiently in recent years. A ratio less than 1.0 means that income from operations is less than the interest payments, which may be a sign of financial difficulties. The negative trend indicates that the company is struggling to create enough income from its core business to pay interest on their debt. If the trend continues, the company may find it difficult to service its debt obligations and will have to look into methods to improve profits or cut down on debt. Improving profitability or reducing debt is critical to avoid liquidity issues and maintain creditor confidence.

[bookmark: _Toc235653226]Overall Assessment

The financial performance of Alliance Finance PLC over the period of 2021-2025 showed mixed trends. The company experienced a strong recovery in 2024 with peak profitability indicators, but the decrease in 2023 and the slight dip in 2025 underscore the volatility of the market. The following are areas that need to be addressed:
1. Interest coverage ratio (ICR) fell from 1.83 to 0.83, meaning the company is having more trouble paying interest on its debt based on its operating income.
2. An increase in financial leverage from 2.72 to 4.68, reflecting a greater dependence on debt financing and thereby raising the financial risk.
3. Profitability margins that are volatile, and have experienced wide swings in net profit margin and operating profit margin, indicating poor cost control and revenue management.
4. Efficient use of assets as evidenced by the steady improvement in asset turnover and fixed assets turnover, which shows improved utilization of assets.
5. Improving liquidity position in 2025 (but not yet at 2021 level) through current ratio, quick ratio and net working capital ratio.
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[bookmark: _Toc235653228]Return on Equity (ROE) Decomposition
Return on Equity (ROE) is an overall indicator of the performance of a company that shows the extent to which management is using shareholders' funds to earn net income. It is a measure of overall profitability from the shareholders' point of view and indicates the efficiency of the conversion of equity capital into profit. The higher the ROE, the better the performance of the business, the more effective the financial leverage, and the more effective the management decision making. Conversely, a negative ROE can signal increased costs, decreased margins, or too much leverage being used without a commensurate increase in profitability.
The first break down of ROE is into two parts: Return on Assets (ROA) which reflects how effectively the company is using its assets to create profit; and the Equity Multiplier (EM), which indicates the extent of financial leverage used by the company.
Equation 1: Return on Equity (ROE)
ROE = ROA × EM
Equation 2: Expanded ROE
ROE = (Net Profit / Total Assets) × (Total Assets / Total Equity)
Table 1: Return on Equity and Its Components (2021-2025)
	Year
	2021
	2022
	2023
	2024
	2025

	Net Profit (A)
	58,553,922
	51,823,592
	24,403,970
	83,412,917
	70,407,066

	Total Assets (B)
	3,464,297,779
	4,219,336,791
	5,153,187,712
	5,654,442,716
	6,292,493,598

	Total Equity (C)
	1,272,950,964
	1,274,774,556
	1,249,359,906
	1,332,772,823
	1,345,429,890

	ROA (A/B)
	1.69%
	1.23%
	0.47%
	1.48%
	1.12%

	Equity Multiplier (B/C)
	2.72
	3.31
	4.12
	4.24
	4.68

	ROE (A/C)
	4.60%
	4.07%
	1.95%
	6.26%
	5.23%


There is a lot of volatility in the ROE trend over the 5-year period. ROE was 4.60% in 2021 and dropped to 4.07% in 2022, and then fell to 1.95% in 2023, reflecting a slower growth in profits than in equity. There was a strong recovery in 2024 (6.26%) as asset profitability improved. But this was followed by a deceleration to 5.23% in 2025. The equity multiplier has been steadily rising from 2.72 in 2021 to 4.68 in 2025, reflecting a growing level of financial leverage which magnifies returns and risks. It is evident from the data that the effectiveness of the firm's leverage varied in different time periods, and this implies that the financial leverage must be appropriately balanced with the earnings performance in order to achieve sustainable ROE.
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Return on Assets (ROA) is a measure of how effectively a company is using their assets to create a net income. It reflects the impact of operational management and asset allocation decisions. An increase in ROA means the company is using its assets effectively to make a profit, and a decrease in ROA could indicate inefficiency, rising costs, or falling revenue.
The basic net profit equation is the foundation for understanding what contributes to ROA. Net Profit is the final profit once all expenses have been subtracted from total revenue. If we divide each term of this equation by Total Assets, we will convert the absolute amounts into ratios that can be compared from year to year and from company to company, and we will see the efficiency of the firm.
Equation 3: Net Profit Equation
Net Profit = Total Revenue - Total Expenses
Equation 4: ROA Transformation (Dividing by Total Assets)
Net Profit / Total Assets = (Total Revenue / Total Assets) - (Total Expenses / Total Assets)
Equation 5: ROA Expressed in Ratio Form
ROA = Asset Utilization Ratio - Expense Ratio
Table 2: ROA Decomposition into Revenue and Expense Ratios (2021-2025)
	Year
	2021
	2022
	2023
	2024
	2025

	Asset Utilization Ratio (Total Revenue/TA)
	8.84%
	9.56%
	9.20%
	11.54%
	11.26%

	Expense Ratio (Total Expenses/TA)
	7.15%
	8.33%
	8.73%
	10.06%
	10.14%

	ROA (AUR - ER)
	1.69%
	1.23%
	0.47%
	1.48%
	1.12%


The ROA transformation shows an overall improvement in the company's Asset Utilization Ratio, increasing from 8.84% in 2021 to 11.26% in 2025, suggesting the company became more efficient at generating revenue from its assets. This was offset, however, by the Expense Ratio which rose from 7.15% to 10.14% over the same period, reflecting the growth of expenses compared to the growth of the asset base. The net effect was a compression in ROA from 1.69% in 2021 to 1.12% in 2025, with a significant drop in 2023 to 0.47% followed by a recovery in 2024 to 1.48%. The difference between asset utilization and expense ratio widened during the period indicating that the impact of increased revenue generation was offset by the increased expenses. This emphasises the need to manage costs to maintain profitable business operations.

[bookmark: _Toc235653230]Asset Utilization Ratio Derivation
The Asset Utilization Ratio is the amount of revenue generated per dollar of assets. We break down Total Revenue into its parts to see what factors cause asset utilization. The revenue of a financial institution such as AFPLC is generated from interest bearing activities (loans and advances, investments) and non-interest bearing activities (fees and commissions, investment income, other operating income). Each component can be divided by Total Assets to determine the yield on each type of asset.
Equation 6: Total Revenue Equation
Total Revenue = Interest Income + Non-Interest Income + Profit/Loss on Sale of Assets
Equation 7: Asset Utilization Ratio (Dividing by Total Assets)
Total Revenue / Total Assets = (Interest Income / TA) + (Non-Interest Income / TA) + (Profit/Loss on Sale of Assets / TA)
Equation 8: Asset Utilization Ratio in Component Form
Asset Utilization Ratio = Yield on Interest-Based Assets + Yield on Non-Interest-Based Assets + Gain/Loss on Asset Sale Yield
Equation 9: Asset Utilization Ratio for AFPLC
AUR = (Interest Income / TA) + (Non-Interest Income / TA)
Table 3: Asset Utilization Ratio Component Breakdown (2021-2025)
	Year
	2021
	2022
	2023
	2024
	2025

	Interest Income
	252,821,725
	346,744,598
	455,496,441
	625,057,032
	665,533,369

	Non-Interest Income
	53,180,781
	56,559,410
	18,482,969
	27,600,676
	42,890,770

	Total Revenue
	306,002,506
	403,304,008
	473,979,410
	652,657,708
	708,424,139

	Total Assets
	3,464,297,779
	4,219,336,791
	5,153,187,712
	5,654,442,716
	6,292,493,598

	Yield on Interest-Based Assets
	7.30%
	8.22%
	8.84%
	11.06%
	10.58%

	Yield on Non-Interest-Based Assets
	1.54%
	1.34%
	0.36%
	0.49%
	0.68%

	Asset Utilization Ratio
	8.84%
	9.56%
	9.20%
	11.54%
	11.26%


The Asset Utilization Ratio rose from 8.84% in 2021 to 11.26% in 2025, marking a 27.4% increase. This improvement was mainly attributed to the Yield on Interest Based Assets, which rose from 7.30% to 10.58% driven by the company's successful expansion of its loan book and asset yields. This means that the company was better at earning a return on its expanding interest bearing asset position. The Yield on Non-Interest Based Assets, however, fell from 1.54% to 0.68%, reflecting the lack of diversification of the revenue sources. This puts the company at risk if interest rate spreads change and indicates that the company should be more focused on fee based income generation to have a more stable and diversified income stream.
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The Expense Ratio is the total costs of running the fund divided by the total value of the assets. We break down Total Expenses into key components: Interest Expenses (cost of funding), Non-Interest Expenses (operating costs), Provisions (credit risk costs) and Tax Expenses (current and deferred tax). Each component is divided by Total Assets to determine the cost of funds, the overhead rate, the asset quality cost and the tax burden.

Equation 10: Total Expense Equation
Total Expenses = Interest Expenses + Non-Interest Expenses + Provision + Tax Expenses
Equation 11: Expense Ratio (Dividing by Total Assets)
Total Expenses / Total Assets = (Interest Expenses / TA) + (Non-Interest Expenses / TA) + (Provision / TA) + (Tax Expenses / TA)
Equation 12: Expense Ratio in Component Form
Expense Ratio = Cost of Funds + Overhead Rate + Quality of Assets + Tax Rate
Table 4: Expense Ratio Component Breakdown (2021-2025)
	Year
	2021
	2022
	2023
	2024
	2025

	Interest Expense
	118,416,351
	183,910,407
	280,307,330
	403,789,831
	443,731,866

	Non-Interest Expense
	89,623,421
	115,399,001
	137,324,456
	137,995,065
	156,865,479

	Provision
	7,354,885
	16,128,930
	26,342,553
	(5,350,484)
	1,754,792

	Tax Expense
	32,992,212
	36,042,079
	34,634,167
	36,759,735
	37,432,277

	Total Expenses
	248,386,869
	351,480,417
	478,608,506
	573,194,147
	639,784,414

	Total Assets
	3,464,297,779
	4,219,336,791
	5,153,187,712
	5,654,442,716
	6,292,493,598

	Cost of Funds
	3.42%
	4.36%
	5.44%
	7.14%
	7.05%

	Overhead Rate
	2.59%
	2.73%
	2.67%
	2.44%
	2.49%

	Quality of Assets
	0.21%
	0.38%
	0.51%
	-0.09%
	0.03%

	Tax Rate
	0.95%
	0.85%
	0.67%
	0.65%
	0.60%

	Expense Ratio
	7.17%
	8.33%
	9.29%
	10.14%
	10.17%


The Expense Ratio is consistently growing, from 7.17% in 2021 to 10.17% in 2025. This means that expenses have been rising at a faster rate than assets, which may be a threat to profitability. The increase was driven primarily by the Cost of Funds, which increased from 3.42% in 2021 to 7.05% in 2025, reflecting higher funding costs due to increased reliance on deposits and borrowings. The 3.63 percentage point rise in the Cost of Funds is the largest factor in the widening gap between asset yields and funding costs. The Overhead Rate was fairly consistent, ranging from 2.44% to 2.73%, indicating good control of the administrative and operating costs as a proportion of the company size. The QA ratio showed some volatility, going negative in 2024 after making provision reversals and then coming back to a nominal 0.03% in 2025, which highlights the need for consistent credit risk management practices and adequate provisioning. The Tax Rate fell slightly from 0.95% to 0.60% during the period, which is due to effective tax planning.
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All the pieces of the ROE puzzle can now be put together. This integrated approach illustrates the contribution of each line item in the financial statements to shareholder returns.
Equation 13: Complete Aggregate ROE Framework
ROE = [(Interest Income/TA + Non-Interest Income/TA) - (Interest Expense/TA + Non-Interest Expense/TA + Provision/TA + Tax Expense/TA)] × (TA/TEq)
Equation 14: Framework in Component Form
ROE = [(Yield on Interest-Based Assets + Yield on Non-Interest-Based Assets) - (Cost of Funds + Overhead Rate + Quality of Assets + Tax Rate)] × Equity Multiplier

The overall picture shows that two conflicting factors are at play in the ROE of AFPLC: increasing asset profitability and increasing funding expenses. The Asset Utilization Ratio went up from 8.84% in 2021 to 11.26% in 2025, and the Expense Ratio rose from 7.17% to 10.17% over the same time period. The net spread (Asset Utilization Ratio - Expense Ratio) decreased significantly between 2021 and 2025 (from 1.67% to 1.09%), but there was a significant drop in 2023 when the framework-derived ROA became slightly negative due to high expenses. The Equity Multiplier rose from 2.72 to 4.68, thus magnifying the effect of ROA on ROE. The company's ROE was the highest in 2024, at 6.26%, with both the asset utilization being high and provisions being negative (reversing). The key to enhancing shareholder returns is: (1) optimizing funding costs (deposit mix and liability management); (2) diversifying revenue streams beyond interest income; (3) maintaining the credit quality of the portfolio and minimizing provisions; and (4) managing financial leverage and financial efficiency.
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5 Components DuPont Analysis

The 5-Component DuPont Analysis expands ROE into five detailed factors:
ROE = Tax Burden × Interest Burden × Operating Margin × Asset Turnover × Equity Multiplier
It reveals the interplay of various financial metrics, including taxes, interest, operating efficiency, asset utilization, and financial leverage, on Return on Equity, providing a more comprehensive understanding of a company's financial performance and risk profile.
Table: Five-Factor DuPont Analysis of Alliance Finance PLC
	Year
	2021
	2022
	2023
	2024
	2025

	Tax Burden
	64.63%
	58.98%
	40.16%
	68.96%
	65.28%

	Interest Burden
	88.74%
	79.88%
	82.37%
	68.89%
	67.99%

	Operating Margin
	35.57%
	40.43%
	23.46%
	50.47%
	47.95%

	Asset Turnover
	8.84%
	9.56%
	10.43%
	11.63%
	11.39%

	Equity Multiplier
	2.72
	3.31
	4.12
	4.24
	4.68

	ROE
	4.91%
	6.05%
	3.56%
	11.52%
	10.47%


Alliance Finance PLC's financial performance from 2021 to 2025 showcases a journey of recovery and growth. The company's performance in 2021 was moderate, as evidenced by its ROE of 4.91%. The 2022 strong recovery (6.05%) was mainly due to better operating margins and asset turnover. This was driven mainly by a sharp drop in operating margin and tax burden in 2023, which are responsible for the significant decrease of 3.56%. However, 2024 saw a significant improvement with ROE at 11.52% which was the best year on year performance for the company, due to the highest operating margin and asset turnover. There is a slight increase in pressure on operational efficiency for 2025 (10.47%), but the performance remains strong.
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Tax Burden (Tax Efficiency)
Tax Burden is the percentage of pre-tax profit that is not paid in taxes. The higher the tax burden, the lower the effective tax rates; the lower the tax burden, the higher the tax expenses.
	Year
	2021
	2022
	2023
	2024
	2025

	Tax Burden
	64.63%
	58.98%
	40.16%
	68.96%
	65.28%


There was a considerable fluctuation in the tax burden over the time period. It declined from 64.63% in 2021 to 58.98% in 2022, indicating higher effective tax rates. The drop to 40.16% in 2023 is the lowest tax efficiency, indicating that the company paid a significantly larger percentage of its pre-tax profit in taxes. This recovery to 68.96% in 2024 is due to better tax planning or lower effective tax rates, with a slight drop to 65.28% in 2025. This volatility indicates that the tax planning is not consistent and they are exposed to the changing tax laws.

Interest Burden (Interest Cost Management)
Interest Burden is an indicator of how much operating profit is left after interest expenses. The higher the interest burden, the lower the interest costs are relative to operating profit, and the lower the interest burden, the higher the interest costs are relative to operating profit.
	Year
	2021
	2022
	2023
	2024
	2025

	Interest Burden
	88.74%
	79.88%
	82.37%
	68.89%
	67.99%


The interest burden has been steadily declining over the 5 years period, decreasing from 88.74% in 2021 to 67.99% in 2025. This means that the interest expenses are taking up a larger share of operating profit, which suggests that the company is becoming more dependent on debt financing. The decline from 88.74% to 79.88% in 2022 was followed by a slight recovery to 82.37% in 2023, but the downward trend resumed in 2024-2025, falling to 68.89% and 67.99% respectively. The trend is a serious one, as it implies that the cost of borrowing is increasing at a rate faster than the rate of profit, and if this rate of profit decreases further, the trend may not continue.

Operating Margin (Operational Profitability)
Operating Margin is the percentage of revenue that is left over from operating expenses. Operating margin is a measure of the efficiency and control of the company's operations and is higher when it is more efficient and better controls are maintained.
	Year
	2021
	2022
	2023
	2024
	2025

	Operating Margin
	35.57%
	40.43%
	23.46%
	50.47%
	47.95%


The operating margin shows improvement over the period, despite some volatility. The proportion rose from 35.57% in 2021 to 40.43% in 2022, indicating better operational efficiency. The significant drop in 2023 (to 23.46%) indicates a significant decrease in operational profitability, which could be attributed to any increase in cost or decrease in revenue quality. The 2024 recovery of the operating margin to 50.47% is the highest of the period, however, and reflects excellent cost control and operational efficiency. The 2025 figure of 47.95% is still good, but there is a bit of an efficiency challenge.

Asset Turnover (Asset Utilization Efficiency)
The Asset Turnover ratio indicates the company's efficiency in leveraging its assets to produce sales. A higher asset turnover ratio means that the assets are being used more efficiently.
	Year
	2021
	2022
	2023
	2024
	2025

	Asset Turnover
	8.84%
	9.56%
	10.43%
	11.63%
	11.39%


The asset turnover is improving steadily, from 8.84% in 2021 to 11.63% in 2024. This means that the company was becoming increasingly efficient in how it used its assets to produce revenue during the time frame, and therefore in how it managed its operations and allocated its assets. The slight drop to 11.39% for 2025 indicates that the asset utilization efficiency might have peaked and further enhancements may be constrained unless substantial modifications are made to the business model or asset portfolio.

Equity Multiplier (Financial Leverage)
An equity multiplier is a measure of the amount of financial leverage the firm used. The greater the equity multiplier, the more debt financing, the more returns and risks.


	Year
	2021
	2022
	2023
	2024
	2025

	Equity Multiplier
	2.72
	3.31
	4.12
	4.24
	4.68


The equity multiplier is consistently rising, from 2.72 in 2021 to 4.68 in 2025. This is an increase in financial leverage of 72% over the 5 year period, suggesting that the company is increasingly using debt financing to drive its growth. The higher leverage can make profits more substantial when the profitability is high but can also magnify the financial problems when profitability is falling or interest rates are increasing. The rising leverage was a positive influence on ROE during less favorable years, but also a negative influence on the interest burden.

[bookmark: _Toc235653235]Overall Assessment

The ROE of Alliance Finance PLC has increased by 5.56 percentage points (113% cumulative growth) from 4.91% in 2021 to 10.47% in 2025 over the 5 year period. But this headline hides a journey of volatility, with big swings up and down, which reflects the company's operational strengths and weaknesses.
This has been driven by the excellent operational performance, especially in the last few years. The operating margin increased substantially from 35.57% in 2021 to 50.47% in 2024, before moderating to 47.95% in 2025. This is a major step toward cost control and operational efficiency, and shows the company's ability to produce more profit from its revenue stream. A significant improvement is the 2024 peak at 50.47%, which highlights the excellent control of operating costs against the generation of revenue. Despite this slight improvement in 2025, the operating margin is still significantly higher than the 2021 level, demonstrating strong operational performance.
Likewise, the asset turnover increased steadily during the period, increasing from 8.84% in 2021 to 11.63% in 2024 and then slightly decreasing to 11.39% in 2025. This means that the company's utilization of its asset base to generate revenue was improving over time, which suggests that the company's management of its assets and operations was becoming more efficient. The significant ROE recovery in 2024 was the result of an improvement in asset turnover and the strong operating margin.
In addition, the equity multiplier rose steadily from 2.72 in 2021 to 4.68 in 2025, which is a 72% rise in financial leverage. This increase in leverage boosted returns in years of high profitability, especially in 2024, and also contributed to the ROE in years of low profitability. This growing dependence on debt financing, however, also comes with a high degree of financial risk, since the debt ratio is amplified in times of economic downturn, and the company is more susceptible to interest rate changes.
However, some worrying patterns became apparent over this period. The interest burden showed a consistent declining trend from 88.74% in 2021 to 67.99% in 2025. This means that interest expenses are taking a growing share of operating profit, suggesting that the company is becoming more and more dependent on debt financing and may be facing higher interest rates. Interest burden dropped significantly in 2024 and 2025, reaching 68.89% and 67.99% respectively, which are the lowest interest burden in the period. The concern is that this trend may be partly driven by increased financing costs, while the gains from improved operational efficiency are being realized.
The tax burden fluctuated widely in the period, from a low of 40.16% in 2023 to a high of 68.96% in 2024. This volatility suggests that they are not very consistent in their tax planning, and they are vulnerable to changing tax laws. The company paid a much higher percentage of its pre-tax profit in taxes in 2023, when its ROE dropped to 40.16%, a factor that played a significant role in the decrease. The tax burden bounced back nicely in 2024, but there is no stability in this component, which casts doubt on the company's tax management.
The worst event in the period is the performance of the 2023, which dropped the ROE to 3.56%. This decline was mainly due to a significant decrease in operating margin from 40.43% to 23.46% and a significant decrease in tax burden from 40.16% to 17.22%. This indicates poor operational efficiency/cost control and bad tax situation. The 2023 episode underscores the risk of the company's profitability from operational issues and tax considerations, though the company bounced back well during 2024.
The 2024 performance is the best of the company, with the ROE reaching 11.52% in this year. This outstanding performance was underpinned by high operating margin (50.47%), high asset turnover (11.63%) and improved tax burden (68.96%). In this best year of performance, however, the interest burden fell to 68.89% as increasing interest cost was eating into some of the operational gains. The 2024 performance illustrates the company's capability when all the other factors are working in its favor, but also illustrates that even when all the other factors are working in its favor, the decline in the interest burden is a constraint.
The drop to 10.47% in 2025 is due to some pressure on operational efficiency, with operating margin slightly down at 47.95% and asset turnover slightly down at 11.39%. The tax burden has not changed significantly over time, while the interest burden has continued to decline to 67.99%, the lowest level during the period. The highest level of the equity multiplier was 4.68, which helped the ROE but also increased the financial risk. This indicates that the company is approaching the saturation point in terms of asset utilization efficiency and further increase in ROE may be more dependent on controlling interest costs and financial leverage.
Overall, the ROE change over the 5 years is primarily positive as the company has shown strong and consistent improvement in operating profitability (operating margin) and asset efficiency (asset turnover). The enhancements are a result of improved cost management, operational efficiency and asset management. But, the diminishing interest burden and growing dependence on leverage are important issues to watch, which may jeopardize the sustainability of this improvement.
The interest burden reduction is of particular concern as it implies that the advantages of the operational improvements are being reduced as the costs of financing increases. Unless the company can continue to boost its ROE through higher operating margin or asset turnover, the company may have a hard time keeping up the gains in ROE. Likewise, the higher the equity multiplier the greater the returns but the higher the financial risk. Whether the ROE improvement will be sustainable in the long run will depend on how the company can continue to keep its operating margin at a high level while paying more interest and handling the high level of leverage.
The company's performance highlights its ability to deliver robust returns, with the 2024 peak performance being a testament to its operational prowess. But the 2023 collapse and the downward trend in financing costs due to interest rates underscore the need to keep operating discipline in place, manage financing costs and plan taxes consistently. The company should continue to focus on the following four aspects to ensure that its ROE is maintained at a higher level: (1) operating efficiently and controlling costs, (2) diversifying the sources of funds to reduce interest costs, (3) controlling financial leverage to balance the returns and risk, and (4) conducting consistent tax planning to stabilize the tax burden.
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Alliance Finance PLC's detailed financial analysis from 2021 to 2025 using the Aggregate ROE framework and its extended DuPont decomposition provides several key insights into the company's financial performance, efficiency, liquidity, solvency and sustainability.
Financial Performance: Alliance Finance PLC had a very erratic financial performance during the study period. The company's ROE ranged from a low of 1.95% in 2023 to a peak of 6.26% in 2024. Operating profit margin volatility from 16.18% in 2023 to 50.47% in 2024 was the major contributor to this volatility. The five factor DuPont analysis showed that operating margin and asset turnover had the largest influence on ROE, with financial leverage becoming more influential as time went on.
Asset Utilization and Efficiency: There was significant improvement in asset utilization efficiency during the period. The asset turnover ratio increased from 0.0884 in 2021 to 0.1163 in 2024, representing a 31.6% improvement. The company's fixed assets turnover also rose sharply, from 5.64 in 2021 to 16.25 in 2025, showing it has become much more efficient at generating revenue from its fixed assets. There was also an improvement in accounts receivable turnover, indicating improved credit management.
Expense Structure and Cost Management: Both strengths and concerns are found in the expense structure. The overhead rate (2.44% to 2.73%) was fairly constant and shows good control of operating costs in relation to company size. The cost of funds rose sharply from 3.42% in 2021 to 7.14% in 2024, however, which shows increased funding costs. The interest burden is decreasing from 88.74% in 2021 to 67.99% in 2025, meaning that interest costs are taking a larger share of operating profit.
Liquidity Position: The liquidity position of the company deteriorated during the period. The current ratio declined from 1.65 in 2021 to 1.37 in 2024, before improving slightly to 1.49 in 2025. The cash ratio was always low, varying from 0.16 to 0.31, which means that there was not much cash available in the short term to pay current liabilities. The net working capital ratio fell from 13.66% in 2021 to 9.34% in 2025, indicating a decrease in operational liquidity.
Financial Leverage and Solvency: The financial leverage of the company has risen considerably during the period. The rise in the equity multiplier from 2021 to 2025 is 4.68, which is a 72% increase in leverage. The debt-to-equity ratio rose from 0.72 to 2.68 during the same period, which also showed this. The interest coverage ratio fell from 1.83 in 2021 to 0.83 in 2025, meaning that in recent years operating income has not been adequate to pay interest expenses.
Strengths identified: The company's key strengths are operational profitability (2024), significant gains in asset utilization efficiency, effective management of non-interest expenses, and proven capability to overcome periods of poor performance.
Identified Weaknesses: The company's main weaknesses are its high and growing financial leverage, its decreasing interest coverage, its volatile profitability, its inconsistent dividend policy, and its unsustainable growth that relies on external financing.
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The present study aims at giving a detailed analysis of the financial performance of Alliance Finance PLC for the five year period 2021-2025. But several lines of future research can be pursued to further this analysis:
Future studies could be done to compare multiple NBFIs working in Bangladesh. This would enable the performance of Alliance Finance PLC to be compared with other players in the industry to give a better picture of the relative performance, competitive positioning and the general trend in the industry.
An extension of the analysis could be made to consider the effect of various economic sectors on the company's financial performance. Knowing the sectoral composition of the loan portfolio and its effect on profitability and risk would be helpful, as NBFIs operate in a variety of sectors such as manufacturing, trade and services.
Future research could involve modelling the relationship between macroeconomic variables (GDP growth, inflation, interest rates, exchange rates) and the company's financial performance. This would assist in comprehending how the company's performance is affected by economic cycles and how to build stronger forecasting models.
Future studies may consider using qualitative data like management strategies, corporate governance practices, technology adoption and human resource management to complement the quantitative financial data used in this study. This will give a more comprehensive picture of the company's performance drivers.
6. Technology and Innovation Impact: Future studies may look into the effect of technology adoption on the operational efficiency, cost structure, and competitive position of NBFIs, especially in the context of the growing significance of technology in the financial industry. This would be especially true for Alliance Finance PLC, who is a technology-based financial institution.
7. ESG Performance Analysis: As the importance of environmental, social and governance (ESG) factors increases, future research could explore the ESG performance of NBFIs and its correlation with financial performance. This would be especially pertinent in the context of the company's commitment to sustainable finance.
7. Event Studies: Future studies could involve performing event studies to assess the effects of specific corporate events (such as dividend announcements, capital increases, regulatory changes) on the company's stock price and financial performance.
Forecasting and Projection Models: The analysis can be expanded to create forecasting models for key financial indicators, which can then be used for scenario analysis and forward-looking financial assessments of the company's financial sustainability.
A Risk Management Assessment would complement the financial performance analysis and give information about the company's resilience, especially in the context of the risk management of credit risk, liquidity risk and operational risk.
10. Customer and Stakeholder Perspectives: Future research could involve surveys or interviews with customers, employees, and other stakeholders to gain insights into their perceptions of the company's performance, service quality, and value proposition.


[bookmark: _Toc235653239]Recommendations 
Based on the comprehensive financial analysis of Alliance Finance PLC over the period 2021-2025, the following recommendations are proposed to enhance the company's financial performance, sustainability, and shareholder value:
1. Reduce funding costs and the capital structure.
Recommendation: The company should work on reducing the cost of funds from 3.42% in 2021 to 7.05% in 2025. This can be done by optimizing the deposit mix, by minimizing the use of costly loans and by better managing liabilities.
Rationale: The cost of funds is the most significant item in the increasing expense ratio and decreasing ROA. Cost of funding would be reduced, which would have a direct impact on the net interest margin and profitability of the banks.
2. Enhance Interest Coverage Ratio
Recommendation: The company should work on enhancing its interest coverage ratio from 0.83 in 2025 to more sustainable levels of above 1.5. This means that either operating income (EBIT) needs to be improved or the interest commitments need to be reduced.
Rationale: Interest coverage ratio < 1.0 means that operating income is not enough to cover the interest expenses, thus, a high financial risk. A better ratio would increase the company's creditworthiness and decrease its financial vulnerability.
3. Diversify Revenue Sources
Recommendation: The company should diversify its revenue streams other than the interest income. The yield on non-interest based assets decreased from 1.54% in 2021 to 0.68% in 2025, which shows less revenue diversification.
Justification: Fees, commissions, advisory services, and other fee generating activities would help to diversify the revenue streams and lessen reliance on interest rates spreads.
4. Adopt consistent dividend policy
Recommendation: The company should have a more uniform dividend policy that is consistent with the long term profitability and growth goals. The current policy is very volatile, ranging from 100% to minus retention ratios.
Rationale: A uniform dividend policy would give shareholders more certainty and allow enough earnings to be retained to facilitate sustainable growth.
5. Strengthen Capital Adequacy
Recommendation: The company should further enhance its capital structure by increasing the retention ratio of the earnings and exploring capital enhancement options. The equity multiplier trend is down and indicates greater financial risk that must be mitigated.
Rationale: Capital buffers should be sufficient to buffer losses and ensure financial stability. Improving capital adequacy would also help build the confidence of regulators and investors.
6. Improve Asset Quality
Recommendation: Company should continue to have good credit risk management procedures in place to reduce loan losses and provisioning. A volatile ratio of the high volatility in the quality of assets indicates the need for sound credit risk assessment and monitoring.
Rationale: The provision expenses have been the most volatile element of the expenses and have had a major impact on profitability. The better the asset quality, the less provisions would have to be made, and the more stable earnings would be.
7. Enhance Liquidity Management
Recommendation: The company should improve liquidity management in order to ensure sufficient cash reserves and liquidity assets. The net working capital ratio has fallen and the cash ratio is low, both suggesting restricted liquidity.
Rationale: A sufficient level of liquidity is needed to fulfil short-term obligations and ensure financial flexibility. A better liquidity position would help the company to withstand financial stress.
8. Ensure sustainable capacity for growth
Recommendation: The company should ensure its growth rate is in line with the company's sustainable growth capacity. The analysis reveals that actual asset growth has always been greater than the SGR, thus demonstrating the need for external financing.
Rationale: Financing growth through external debt increases financial leverage and risk. Matching growth to the capacity of internal capital generation would boost financial sustainability and minimise the need for external financing.
9. Improve Operational Efficiency
Recommendation: Even though the operating expenses are well-controlled in relation to the company’s assets, the company must continue working on improving its operational efficiency. Asset turnover decrease in 2025 indicates possible limitations regarding efficiency of asset usage.
Rationale: Improved operational efficiency would positively impact the profitability and competitive position of the company. Continued focus on reducing costs would allow maintaining stable profit margins.
10. Improve Risk Management System
Recommendation: The company needs to improve its risk management system, especially concerning the credit risk, interest rate risk, and liquidity risk. Increasing financial leverage and decreasing interest coverage ratio point out the need for a better risk management system.
Rationale: A developed risk management system would enable the company to manage its risks more efficiently.
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