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CHAPTER ONE
INTRODUCTION

1.1 General Background

Investment is concerned with management of an investor’s wealth, which are
the sum of current income and the present value of all future income fund to be
invested come from assets already owned borrowed money and saving or
forgone consumption. By forgoing today and investing the saving, investors
expect to enhance their future consumption possibilities i.e. they are invested to
increase wealth. Investors also seek to manage their wealth effectively

obtaining the most from it while protecting it from inflation, taxes and factors.

As financial institution, commercial bank is one of the major media in the
framework of every economic activities because they collect saving as a
deposit and invest for industry. Thus they contribute to the economic growth of
the nation as a whole. Banks actively participate in credit expansion and
contraction, which immensely influence the economy of a country. Banks
transfer fund within and outside the country without any risks. It provides
Letter of credit and Guarantee facilities, which contribute in boosting
international trade to a great extent. Money lenders (Sahu, Mahajan, Shroffs
etc.) and Usurers charge heavy interest rates and cheat people, but bank being a
legal entity, can be considered free from such exploitations. The mobilization
of domestic resources and the investment for production use to various sectors
are important factors. Commercial banks formulate sound investment policy
which eventually contributes to the economic growth of the country. The
banking sectors need to play an important role to boost up the economy by
adopting the growth oriented investment policy and building up the financial
structure for the future economic development. Therefore, integrated and
speedy development of any country is only possible when competitive, reliable
and sound banking services are reached and carried to every nook and corner of

the country. The sole objective of establishing the commercial banks is to earn
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optimal profit by mobilization their resources properly. But now days, there is
tough competition in banking sectors but less opportunity to make investment.
In this situation, commercial banks can take initiation in search of new
opportunities so that they can survive in the competitive market and earn profit.
Investment is concerned with management of an investor wealth, which are the
sum of current income and the present value of all future income fund to be
invested come from assets already owned borrowed money and saving or
forgone consumption. By forgoing today and investing the saving, investors
expect to enhance their future consumption possibilities i.e. they are invested to
increase wealth. Investors also seek to manage their wealth effectively

obtaining the most form it while protecting it from inflation, taxes and factors.

The main business of a bank is to pool the scattered idle deposits in the public
and channel it for productive use. It collects deposits and invests of lends to
those who stand in need of money. As per Kent “A bank is an organization
whose principal operations are concerned with the accumulation of the
temporarily idle money of the general public for the purpose of advancing to
others for expenditure.” (Gitman, 2004:66) Hence, its responsibility towards
the general public is pretty different than those who are involved in other types
of trades and service. Nepalese financial sectors can be divided in two parts:
the banking financial institutions and the non-banking financial institutions.
The banking institutions comprise of Central bank, Commercial banks,
financial institutions, Development banks and Gramin Bikash Banks. The non-
banking institutions comprise of Employees Provident Fund, Nepal Stock
Exchange Ltd., Cooperatives, Insurance Companies, Postal Savings Offices,
Mutual Saving Banks, Savings and Loan Associations, Pension Trusts,
Investment Trusts and some NGOs conducting limited financial activities. The
basic difference between banking system and non-banking system is that unlike
banking system, the non-banking system is not involved in credit creation.
Now a day, the financial institutions are viewed as catalyst in the process of the
economic growth. The mobilization of domestic resources is one of the key

factors in economic development of the country. They collect scattered
2



financial resources from the mass and invest them among those which are
social activities of the country. This will provide fuel to the development
process. In fact, the unorganized financial institutions are indispensable part of
the development process. The unorganized financial system leads the country
nowhere. Therefore, the central bank (Nepal Rastra Bank) continues to play
major role in development and advancement of the financial sector of the

country.
1.2 Focus of the Study

This study is mainly focus of investment, risk, speculation and wealth for the
uninformed investing may result in disaster for the knowledgeable, the
Investment process for the investment can be financially rewarding and

exciting. The main focuses are:
1)  Economic investment that is an economist definition of investment.

i) Investment in a more general or extended sense which is used by "the man

of the street"

iii) The sense in which we are going to be very much interested normal

financial investment.

“There is always a return if there is investment. This return may be favorable as
well as unfavorable to the investor's standpoint.” (Valla, 2005: 28). But in the
study, the word investment conceptualized the investment of income saving or
the collected fund. The term investment covers a wide range of activities, it is
commonly known fact that an investment is only possible where there is
adequate saving. If all the incomes and savings are consumed to solve the
problem of hand to mouth and to the other our basic needs, then there is no
existence of investment. That is why both saving and investment are
interrelated each other. The term, investment means the sacrifice of money
today for the prospective money tomorrow. But investment in its broadest
sense means the sacrifice of current dollars for further dollar. Two different

attributes are generally involved time and risk. The sacrifice takes place in the



present and certain the reward comes later. If at all and the magnitude is
generally uncertain, in some cases, the element of time predominates e.g.
government bond. In other cases, risk and the dominant attribute e. g. call
option on common stock. Yet both time & risk are important. The problem of
investment of investors is to select the funds whose objectives and degree of
risk taking must closely match is own situated the one that will accomplish for
him what he would wish to do for himself if he could diversify and manage his
own holdings. Investment is a very well known and prestigious word in
financial term. It is always true that all people want to invest their money in the
best firm for good return but the return may be both favorable and unfavorable.

It is conceptually the investment of the collected fund or wealth like income.
1.3 Statement of the Problems

The present study tries to analyze investment policies of commercial banks and
the situation of Nepal which is economically unstable and unsteady. There is
no security, peace and harmony in our country. Therefore the investors are
discouraged to invest. In context of Nepal, banking sector is facing many
problems such as political legal, economical as well as social. The unstable
politics is the main cause to hamper for the development of banking sectors.
Not only these, there is throat cut competition among mushrooming
commercial banks. Most of the Nepalese people are illiterate and they are not
aware about banking systems. So the lack of sound knowledge about the
financial risk, business risk and other risk may lead the banks towards the
liquidation and bankrupt. Due to the lack of effective human resources and
trained manpower, growing brain chain is the serious problem for the existing
healthy complication. The lending policies have become a major problem for
developing economic condition of the country. Commercial banks give much
loan and advances, overdraft and many other kinds of facilities to encourage
deposit in bank. But the bank has utilized insufficient deposit to their customers
and spent large amount of deposit as office operation expression and staff's

welfare. They only depend upon the directions and guidelines of Nepal Rastra



Bank (NRB) but they do not have clear view and have provided loan only on
short term basis but they do not invest on long term project because of safety
and not considering the profit potentiality of the project. Due to this, they may
have sufficient return and most of joint venture banks may have to be collapsed
due to poor and wrong investment policy. In this study investment policy is
analyzed and compared with each other commercial bank i.e. Standard Charted
Bank, Nabil Bank Ltd, Himalayan Bank and Everest Bank. Therefore, the
study especially surrounds and leads with the following aspects of commercial

banks. This study tries to solve the following research questions.

1. What are the liquidity position, assets management, risk and profitability

position of the concern banks?

2. What are the trends of deposits, loan and advances, total investment and

net profit?
3. What are the relation of deposits with investment, loan and advances?

4.  What is the effect of investment decision on profitability position of the

bank?
5. Isthere a proper utilization of available fund?
1.4 Objectives of the Study

Investment decision is one of the major decision functions of financial
management. The main objective of the study is to evaluate and assess the
investment policy and strategies followed by the bank. The specific objectives

of this study are as follow:

1. To analyze the performance in terms of liquidity, asset management,

profitability and risk.

2. To evaluate the trends of total deposits, total investments, loans and

advances and to compare their position in the companies.

3. To study the relationship of deposit with investment & loans and advances



4. To assess the effects of investment decision on profitability position of the

banks
5. To evaluate the position of nonperforming loan.
1.5 Significance of Study

The need of this study lines mainly infilling a research gap on the study of
investment policy of concerned banks. The study will be basically confined to
reviewing the investment policy of banks in five years periods. It is being well-
known fact that the commercial banks can affect the economic condition of the
whole country. The effort is made to highlight the investment policy of these
banks expecting that the study can be sound bridge to the deposits and
investments. This study expected to definitely provide a useful feedback to the
policy makers of these banks. The need of this study lines mainly infilling a
research gap on the study of investment policy of concerned banks. The study
is basically confined to reviewing the investment policy of banks in five years
periods. It is being well-known fact that the commercial banks can affect the
economic condition of the whole country. The effort is made to highlight the
investment policy of these banks expecting that the study can be sound bridge
to the deposits and investments. This study is expected to definitely provide a

useful feedback to the policy makers of these banks.
1.6 Limitation of the Study

This study attempts to evaluate the investment policy of Standard Chartered
Bank Ltd. (SCBNL), Nabil Bank Ltd (Nabil), Himalayan Bank Ltd. (HBL) and
Everest Bank Ltd. (EBL). In this changing world, it is so difficult to cope with
the space of the change. Due to these difficulties, every study or research is

always accompanied by some limitations.
The following facts are the basic limitation of the study:

1. The study is based on the period of five FY 2006/07 to 2010/11 trend of

commercial banks.



2. Out of the numerous affecting factors, only those factors related with

investment policy to financial aspect will be considered.
3. The study deals with only four commercial banks to compare each other.

4. This study deals with limited financial and statistical tools.

1.7 Organization of the Study

The study has been organized into five chapters in order to make the study easy
to understand. Each chapter covers some facets pertaining to the investment

policy of commercial banks. The following are the titles of the chapters:

Chapter One - Introduction

Chapter Two : Review of Literature

Chapter Three : Research Methodology

Chapter Four : Presentation and Analysis of Data

Chapter Five : Summary, Conclusions and Recommendation

Chapter One contains the introductory part of the study. This chapter gives an
focus of the study, statement of problems, objectives of the study, significance

of the study, limitation of the study and organization of the study.

Chapter Two is devoted to theoretical framework that bounds the study, and
brief review of relevant literatures. It includes the review of previous writings
and studies relevant to the problem being explored, and within the framework
of the theory structure. It consists of review of available literature which
includes conceptual review, review of related studies, review of articles, and

review of thesis.

Chapter Three covers the research methodology employed in the study. This
chapter further attempts to explain the nature and sources of data, list of the
selected companies, the method of data analysis and utilization of statistical
tools. It includes the interpret parts research design, population and sample,

data analysis tools.



Chapter Four elaborates with the presentation and analysis of relevant data
through the related research methodology with financial and statistical analysis
of SCBNL and Nabil. Basically, the descriptive analysis is done for this

research work.

Chapter Fifth is the last chapter of the study which deals with summary and
conclusion then recommendation for improving the future, performance of

sample banks.



CHAPTER TWO

REVIEW OF LITERATURE

The investment decision has played an important role in banking sectors as
well as other organizations. Effective investment decision encourages to each
and every investor to invest their funds on profitable field in order to achieve
high return. Actually, this unit of the study tries to describe the conceptual
NRB rules regarding funds mobilization of commercial banks. Besides these,
this chapter highlights the literature that is available in research work, relevant

study on this topic and review of thesis work, which was performed previously.

2.1 Conceptual Review

2.1.1 Investment

A sound investment policy of a bank is such that its funds are distributed on
different types of assets with good profitability on the one hand and provide
maximum safety and security to the depositors and banks on the other hand.
Moreover, risk in banking sectors tends to be concentrated in the loan portfolio.
When a bank gets into serious financial trouble its problem usually spring from
significant amount of loan that have become un-collectable due to
mismanagement, illegal manipulation of loan, misguided lending policy or
unexpected economic downturn. Therefore, the bank’s investment policy must
be such that it ensures that it is sound and prudent in order to protect public
funds. (Shakespeare, 2009: 156)

The investment objective is to increase systematically the individual’s wealth,
defined as assets minus liabilities. The higher the level of desired wealth the
higher the return must be received. As investor seeking higher return must be
willing to take higher level of risk. (Moses, 2007; 267).

In finance the purchase of afinancial product or other item of value with
an expectation of favorable future returns. In general terms, investment means

the use money in the hope of making more money. In business, the purchase by


http://www.investorwords.com/4950/terms.html

a producer of a physical good, such as durable equipment or inventory, in the
hope of improving future business .Investment is concerned with the
management of an investor’s wealth which are the sum of current income and
the present value of all future income funds to be invested come from assets
already owned borrowed money and saving or foregone consumption by
forgoing today and investing the saving, investors expects to enhance their
future consumption possibilities i.e. they are invested to increase wealth. Some
scholars have given the actual meaning of investment in their words, which are
as follows:

Investment policy fixed responsibilities for the investment disposition of the
banks assets in terms of allocating fund s for investment and loan and
establishing responsibility for day to day management of those assets. (James,
Bexely, 2010; 256)

Investment is any vehicle into which funds can be placed with the expectation
that will preserve or increase in value and generate positive return. (Gitman,
2004; 124).

An investment is a commitment of money that is expected to generate
additional money. Every investment entails some degree of risk, it requires a

present certain sacrifice for a future uncertain benefits. (Francis, 2010; 247).

The investment objective is to increase systematically the individual’s wealth,
defined as assets minus liabilities. The higher the level of desired wealth the

higher the return must be received, (Cheney and Moses, 2006; 13).

The above review clearly indicates that investment means use of rupee of
amount today by exception more income in future. The value of rupee in future
Is increased than current value, so the expected change in price during the
period and for the uncertainty involved icon cash flow. So, it is cleared that
investment is the utilization of funds today with expected additional return in
future but the return sometimes may be negative also, if wrongly invested

without sound knowledge of investment and their related factor.
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2.1.2 Concept of Investment

Investment is concerned with the management of an investors wealth which are
the sum of current income and the present value of all future income funds to
be invested come from assets already owned, borrowed money and saving or
forgone consumption by forgoing today and investing the saving, investors
expects to enhance there future consumption possibilities i.e., they are invested
to increase wealth. In pure financial sense the subsequent use of the term
investment will be in the prevalent financial sense of the placing of money in
the hands of others for their use, in return for a proper instrument entitling the
holders to fixed income payments or the participation in expected profit.
Whereas an economist view, investment as a productive process by means of
which additions are made to capital equipment. For our purpose in the study of
the financial institutions the investment and investment problem will revolve
around the concept of managing the surplus financial assets in such a way
which will lead to the wealth maximization &providing a significant further

source of income.
Features of sound lending & investment policy:

The income & profit of the bank depends upon its lending procedure lending
policy& investment of its fund in different securities. The greater the credit
created by the bank the higher will be the profitability. A sound lending and
investment policy is not only prerequisite for bank’s profitability, but also
crucially significant for the promotion of commercial savings of a backward

country like Nepal.

Some necessities for sound lending and investment policies which most of the

banks must consider can be explained as under:
a) Safety and Security:

A bank should be very much conscious in investing procedures and sectors. It
should never invest its funds on those securities, which are subjected to too

much of volatility (Depreciation and Fluctuation) because a little difference

11



may cause a great loss. It must not invest its fund into Speculative
businessman, who may be bankrupt at once and who may earn millions in a
minute also. The bank should accept that type of securities, which are
commercial, durable, marketable and high market prices. In this case, “MAST”

should be applied for the investment.

Where as —
M - Marketable
A -Ascertainable
S -Stability
T -Transferability

b) Profitability:

The profit of commercial bank mainly depends on the interest rate, volume of
loan, its time period and nature of investment in different securities. It is a fact
that a commercial bank can maximize its volume of wealth through
maximization of return on their investment and lending. So, they must invest
their funds where they gain maximum profit. A good bank is one who invests
most of its fund in different earning assets standing safety from the problem of
liquidity i.e. keeping cash reserve to meet day to day requirement of the

depositors.
¢) Liquidity:

Liquidity is the ability of the firm to satisfy its short term obligations as they
come due. Generally people use deposit their earnings at the bank in different
accounts with the confidence that the bank will repay their money when they
need. To maintain such confidence of the depositors, the bank must keep this
point in mind while investing its excess fund in different securities or at the
time of lending so that it can meet current or short term obligations when they

become due for repayment.

12



d) Purpose of Loan:

In the viewpoint of security, a banker should always know that why a customer
is in need have loan. If a borrower misuses the loan granted by the bank, he can
never repay therefore in order to avoid this situation each and every bank
should demand all the essential detailed information about the scheme of

project or activities.
e) Diversification:

A bank should not lay all its eggs on the same baskets. This saying is very
Important to the bank and it should be always careful not to grant loan in only
one sector. To minimize risk, a bank must diversify its investment on different
sectors. Diversification or loan helps to sustain loss according to the law of
average, if a security of a company is deprived of; there may be an appreciation

in the securities of other companies. In this way, the loss can be recovered.
f) Tangibility:

A commercial bank should prefer tangible security to an intangible one.
Though it may be considered that tangible property doesn’t yield an income
apart from intangible securities, which have lost their value due to price level

inflation.
g) Legality:

Illegal securities will bring out many problems for the investor. A commercial
bank must follow the rules and regulations as well as different directions issued
by NRB, ministry of finance, ministry of law and other while mobilizing its

funds.
h) National Interest

In addition to its own profitability the bank should also consider the national
interest. Even though the bank cannot get maximum return form such
investment, it should carry out its obligation toward the society and the
country. The bank is required to invest on such sectors as per the Government

and Nepal Rastra Bank's instruction. Investment on government bonds, priority
13



and deprived sector lending are the examples of such investments. (Gitman,
2004)

2.1.3 Development of Commercial Banks in Nepal

The evolution of banking industry had started a long time back during ancient
times. Traditional forms of banking were traced the civilization of Greek,
Rome and Mesopotamia. But modern banking originated in banking made its
first beginning around the middle of the 12" century in Italy and the Bank of
Venice founded in 1157A.D.was the first pubic banking institution following
the bank of Barcelona and the Bank of Geneva were established in 1401A.D.
and 1407 A.D. respectively. Similarly, Bank of Amsterdam (1609 A. D.), Bank
of England (1694A.D.) were other milestones in the development of the
banking systems. Northern Europe there sprang up number of private banking

houses is all Europe and slowly it spread through-out the world.

In Nepal, modern banking starts from the establishment of Nepal Bank
Limited. In the country, the development of banking is relatively recent. The
record of banking systems in Nepal given detail account of mixture of slow and
steady evolution in financial and global economy of Nepalese life. Involvement
of landlord, rice merchant, shopkeeper and other individual money lender has
acted as fence to institutional credit in presence of unorganized money market.
In the year, 1934 A.D., Nepal Bank Ltd. was established under "Nepal Bank
Act, 1937" as the first commercial bank of Nepal. Rastriya Banijiya Bank
(RBB) is the second commercial bank of Nepal was established in the year
1965 A.D. RBB being the largest commercial bank has played major role in the
economy. On the long run, commercial bank act was felt accordingly it was
established in 1974 A.D. According to “Section 2 (a) of Commercial Bank Act
19747, commercial banks are the heart of the economy systems. They hold the
deposit of millions of person, government and business units. It exchanges
money, accepts deposits, grant loan and operates commercial transaction. In
modern time, commercial banks which are facilitated, regulated and supervised

by the central bank (NRB), confined them and concentrated in their activities
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of fulfilling the financial needs of their customer. With the opening of Nabil
Bank in 1984 A.D., the door of the opening commercial banks was opened to
private sector. Then whole lot of commercial banks opened in Nepal. Today,
all the banks except Nepal Bank Limited and Rastriya Banijiya Bank are
making profit. The inefficiency of these two public sector banks has lead to the

success of other private banks. (Shrestha, 2067: 7)

2.1.4 NRB’S Directives Relating to Loan Classification and Loan Loss

Provisioning for Default Risk

Effective from FY 2059/60 (2002/03), outstanding loans and advances on the
basis of aging of principle amount, loans and advances should be classified into

the following four categories:

a. Pass: Loans and advances whose principle amount are not past due and past
due for a period up to 3 (three) months will be included in this category.

These are classified and defined as Performing Loans.

b. Substandard: All loan and advances that are past due for a period of 3

months to 6 months will be included in this category.

c. Doubtful: All loans and advances, which are past due for a period of 6

months to 1 year, will be included in this category.

d. Loss: All loans and advances which are past due for a period of more than 1
year as well as advances which have least possibility of recovery or
considered unrecoverable and those having thin possibility of even
partial recovery in future shall be included in this category. (Nepal

Rastra Bank Directives)
2.1.5 Loans Loss Provisioning

In 1987, NRB directed the commercial banks that a definite reserve be
maintained in relation to the classification of their loans. In 1990, loan loss
provision as a percentage of loans no paid in time was made 1 percent in good,
1 percent in acceptable, 5 percent in indicative of sub- standard, 25 percent in
sub-standard, 50 percent in doubtful and 100 percent in bad. The loan loss
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provisioning, on the basis of the outstanding loans and advances and bills

purchased classified as above should be provided as follows:

Classification of loan Loan loss provision

Pass 1%
Substandard 25%
Doubtful 50%
Loss 100%

Loan loss provision set aside for performing loans is defined as General Loan
Loss Provision and loan loss provision set aside for non-performing loan is

defined as Specific Loan Loss Provision.
2.2 Review of Articles/Journals

Under this subheading, the effort has been made to review of the related
articles and journal which are published in different economic journal, bulletin
of the World Bank, magazines, newspapers, dissertation papers as well as other

related books.

Chopra (1989) in his article "Role of Foreign Banks in Nepal" had conducted
that the joint venture banks playing an increasingly dynamic and vital role in
the economic development of the country that will undoubtedly increase with
time.

Bajaracharya (1990) in his article, "Monetary Policy and Mobilization in
Nepal™ concludes that the mobilization of domestic saving is one of the prime
objectives of the monetary policy in Nepal. These purpose commercial banks
are the active financial intermediary for generating resources in the form of
deposit of the private sector and providing credit to the investors in different

sectors of the economy.

Pyakurayal (1990) in his article, "Workshop on Banking and National
Development”. The present changing context of the economy calls for a

substantial revitalization of the resources. How much they have gained over the
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years depends chiefly on how far they have been able to utilize their resources
in an efficient manner. Therefore, the task utilization of resources is as much
crucial as the mobilization. The under utilization of resources not only result in
loss of income but also goes further to discourage the collection of deposits.
The major finding of the study connected with financial management is given

as follows:

» The enterprises have a definite performance for bank loans at a lower level
of debt.

» Banks and retained earning are the two most widely used financing sources.

* Most of enterprises find that banks are flexible in interest rates and

convenience.

* Most of enterprises do not borrow from one bank only and they do switch

between banks which ever offer best interest rates.

* In general, there is no definite time to borrow the issues stocks that is
majorities of respondents are unable to predict when interest rate will lower

or go up or unable to predict when the stock will down or up.

Shrestha (1993) in his articles, "A Study on Deposit and Credit of Commercial
Bank Nepal, concluded that the credit deposit ratio would be 31.30% other
thing remaining in Nepal, which was the lowest under the period of review;
Therefore, he had strongly recommended that the joint venture banks should try
to give more credit entering few field as far as possible, otherwise they might

not be able to absorb even the total expenses.

Shrestha (1999) has expressed in his article, "Theory and Practice of Portfolio
Management in Nepalese Commercial Bank" has given emphasis in the
following issues, in case of investors having lower income and portfolio
management may be limited to small saving incomes. But on the other hand,
portfolio management means to invest funds in various schemes of mutual

funds like deposits, shares and debenture for the investors with surplus income.
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Therefore, portfolio management becomes very important both for an

individuals as well as institutional investors.

2.3 Review of Thesis

During the study, the previous students have carried out several thesis works.

Among them some of thesis is found to be relevant for this study which is

presented as below:

Khadka (2004) has conducted on "A study on the Investment Policy of Nepal

Arab Bank Ltd. in comparison to other joint venture banks of Nepal™.

The main objectives of the research were as follows:

a)

b)

d)

To evaluate the liquidity and profitability position in related fund

mobilization of Nabil in comparison to other JVBs.

To evaluate the growth ratios of loan and advances and total investment
with respective growth rate of total deposits and net profit of Nabil in

comparison to other JVBs.

To discuss fund mobilization and investment policy of Nabil in respect
to its fee based off-balance sheet transaction and fund based on-balance

sheet transactions in comparison to other JVBs.

To find out the relationship between deposit and total investment,
deposit and loan advances and net profit and outside assets of Nabil in

comparison to other JVBs.

To evaluate the trends of deposit utilization and its projection for next

five years incase of Nabil in comparison to other JVBs.

The major or findings of the research were as follows:

1.

The liquidity position of Nabil is comparatively worse than other JVBSs;
Nabil has utilized more portions of current assets as loan and advances

and less portion as investment on government securities.
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Nabil is comparatively less successful in on-balance sheet utilization as
well as off-balance sheet operation than that of JVBs, which predicted

that Nabil could not mobilize as efficiently as other JVBs.

The profitability position of Nabil is comparatively better than other
JVBs.

There is significant relationship between deposit and loan and advances
as well as outside assets and net profit whereas there is no significant
relationship between deposit and total investment increase of Nabil and
other JVBs too.

The trend values of loan and advances to total deposit of Nabil and other
JVBs are in increasing trend whereas, the trend value of total investment

to total deposit of both Nabil and other JVBs are in increasing trend.

Shahi (2006) in his thesis work entitled "Investment Policy of Commercial

Bank in Nepal, A Comparative Study of Nepal Bank Ltd & Joint Venture
Banks"

A research study conducted by Prem Bahadur Shahi on the following main

objectives:

a) To evaluate the liquidity, asset management efficiency and profitability
and risk position.' of NBL in comparison to the JVBs s

b) To find out the empirical relationship between various important
variables. i.e. deposits loan and advances, investment, net profit etc. and
compare them with the JBVs.

C) To analyze the deposit utilization trend and its projection for the next
five years of NBL and compare it with that of the JVBs

d) To conduct hypothetical test to find whether there is significant
difference between the various important ratios of NBL and the JVBs.

e) To provide a package of workable suggestions and possible Guidelines

to improve investment policy of NBL and the JVBs based on the
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findings of the analysis, for the improvement of financial performance
of NTBL in future.

His major findings of the study were as follows:

a)

b)

d)

f)

The liquidity position of NBL is comparatively better than that of JBVs
highly fluctuating liquidity position shows that the bank has not

formulated any stable policy,

It can also be conducted that NBL has more positions of current asset
has more positions of current asset as loan and advance but less as

Investment on govt. securities.

NBL is comparatively less successful in on.-balance sheet as well as off-
balance sheet operation than that of the JVBs. It has not followed policy

with regard to the management its assets.

Profitability position of NBL is comparatively not better than that of the
JVBs. It indicates that NBL must maintain its high profit margin in

future.

There is comparatively higher risk in NBL than that of the JVB's

regarding various aspects of the banking function.

Growth ratio of deposit, loan and advances of NBL is lower than that of
JVBs.

Thapa (2007) has conducted a thesis work on "A Comparative study on

Investment Policy of Nepal Bangladesh Bank Limited and other Joint Venture
Banks (Nabil and NGBL)"

The major objectives of the research study were as follows:

a)

b)

To evaluate the liquidity, Assets management efficiency, profitability

and risk position of NB Bank in comparison to Nabil and NGBL.

To analyze the relationship between loan and advances and total
investment with other financial variables of NB Bank and compare with
Nabil and NGBL
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d)

To examine the, fund mobilization and investment policy on NB Bank
through off-balance sheet and on-balance sheet activities in comparison

to the other two banks.

To study the various risks in investment of NB Bank in comparison to
Nabil and NGBL.

To analyze the deposit utilization trend and its projection for ext five
years of NB Bank and compare it with Nabil and NGBL.

The major findings of the study were given below:

a)

b)

d)

f)

9)

NB Bank has good deposit collections, it has better liquidity position, it
has made enough loan and advances but it has made the negligible

amount of investment in government securities.

The profitability position of NB bank is comparatively worse than that
of Nabil and NGBL.

The credit risk ratio, interest risk ratio and capital risk ratio are worse
than Nabil and NGBL.

The growth ratio of total deposit, loan and advances and net profit of NB
bank is higher than Nabil and NGBL while growth ratio of total

investment of NB bank is comparatively worse than Nabil and NGBL.

There is significant relationship between deposit and loan and advance,
outside assets and net profit on NB bank but there is no significant

relationship between deposit and investment of NB Bank.

The position of NB banking regard to utilization of fund to earn profit is

not better in comparison to Nabil and NGBL.

There is significant difference in mean ratios of loan and advances to
total deposit ratio, mean ratio of total off-balance sheet operation to loan
and advances, mean ratio of return on loan and advances and mean ratio

of total interest earned to total outside of NB Bank.
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Joshi

(2009) had conducted a thesis research on, "A Comparative Study on

Investment Policy of Standard Chartered Bank Nepal Ltd. and Everest Bank

Ltd.

The main objectives of the research were as follows:

a)

b)

d)

b)

To compare investment policy of concern banks and discusses the find

mobilization of the sample bank.

To find out empirical relationship between total investment, deposit and

loan and advances, the net profit and outside assets and compare them.

To analyze the deposit utilization and its projection for next five years of
SCBNL and EBL.

To evaluate comparatively the profitability and risk position, liquidity
asset management efficiency of SCBNL and EBL.

To provide a package of possible guidelines to improve investment
policy, its problems and way to solve some problems and provide

suggestions and recommendation on the basis of the study.
or findings of the study were given below:

EBL has the highest cash and bank balance to total deposit, cash and
bank to current ratio, this make the bank to be in good position to meet
the daily cash requirement. EBL has fluctuating liquidity ratios; it shows
that the bank has not properly formulated any stable policy. EBL has
greater current ratio than SCBNL it means EBL is greater success to

meet its current obligation.

SCBNL has been successfully maintained and managed its assets
towards different income generation activities. SCBNL has made high
portion of total working fund in investment on government on share and

debentures of other comparatively.

The profitability ratio of SCBNL is comparatively better than EBL. It
indicates that SCBNL has maintained its high profit margin regarding
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d)

f)

profitability lower than EBL does not have a better position in

comparison.

The risk of SCBNL is comparatively lower than EBL regarding various

aspects of banking function.

The growth ratio of deposit, loan and advances and total investment is

comparatively lower than EBL.

Coefficient of correlation between deposit and loan and advances of the

both banks has significantly positive value

Dhital (2010) has conducted a thesis research on "A study on Investment
Policy of Standard Chartered Bank Nepal Ltd. and Bank of Kathmandu Ltd."

The basic objectives of the study were as follows:

a)

b)

d)

To find out relationship between total investment, deposit, loan and

advances, net profit and outside asset and compare them.

To compare investment policy of concerned banks and discusses the

fund mobilization of sample bank.

To evaluate the liquidity, asset management efficiency, profitability and
risk portion of SCBNL and BOK.

To analyze the deposit utilization trend and its projection for five years
of SCBNL and BOK.

To provide package of a workable suggestion and possible guidelines to
improve investment policy, its problem and provide suggestion and

recommendation on the basis of the study.

The major findings of the research were as follows:

a)

Form the analysis of liquidity ratio, the mean ratios of cash and banks
balance of total deposit ratio, mean ratio of cash and bank balance to
current asset means ratio of loan and advances to current asset of
SCBNL are lower than that of BOK. But ratio of investment on
government securities to current asset of SCBNL is higher than BOK.
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b)

d)

f)

9)

From the analysis of asset management ratio, the mean ratio of loan and
advances to total deposit, loan and advances to working fund ratio of
SCBNL are lower than BOK. But the mean ratio of total investment to
total deposit and investment on Government securities to total working
fund of SCBNL are higher than that of BOK.

From the analysis of profitability ratio, the mean ratios of return on loan
and advances, ratio of return on total working fund ratio of total interest
earned to total outside asset of SCBNL are higher than BOK. But the
mean ratio of total interest earned to total working fund ratio of total
interest paid to total working of und of SCBNL are lower than BOK.

The liquidity risk ratio and credit risk ratio of SCBNL are lower than
BOK.

The mean growth rate of total deposit and growth rate of loan and
advances of SCBNL are less than BOK. But the average growth of total
investment and growth rate of net profit of SCBNL is rate 0 higher than
BOK.

The trend values of total deposit, loan and advances, total investment,

net profit of both banks is in increasing trend.

There is significant difference between mean ratio of loan and advances
to total deposit of SCBNL and BOK. But significant relationship is
between mean ratio of total investment to total deposit of SCBNL and
BOK.

2.4 Research Gap

Previous researchers have done their research in this topic of different

commercial banks and joint venture banks. But they have not taken four

commercial banks (i.e. Standard Chartered, Nabil, Himalayan and Everest) for

comparative study under the topic of 'Investment Policy' in their research.

Therefore, researcher has taken these commercial banks (i.e. SCBNL, NABIL,

HBL and EBL) in this study the researcher work to analyze the investment
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policy which are well established joint venture banks of Nepal. During the
recent year they are earning profit rapidly. The research is based on secondary
data. The researcher has used current data from F/Y 2006/07 to 2010/11. The
research clearly shows the present investment of these banks. The researcher
tries to analyze the deposit collection position, position of the fund

mobilization etc.
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CHAPTER THREE
RESEARCH METHODOLGY

Research Methodology is a way to solve systematically about the research
problems, which includes many techniques and tools, if it necessary in every

steps of this study.
3.1 Research Design

Research design is an essential part for each research work. It is the plan,
structure and strategy investigations conceived so as to obtain answer to
research questions and to control variances. Descriptive and analytical research
design has been used for this study. This study depends on the Primary and
secondary data. It includes all the process of collecting verifying and evaluating
of past evidence systematically and objectively to reach final conclusion. Some
statistical and accounting tools have been adopted to analyze factors in this
research study.

3.2 Population and Sample

In statistics population means whole and sample means the part of the whole.
Population refers not only to people but the totality of observation that selected
for study. Population is also known as universe. Sample refers to a part of
chosen from the population, sampling is a tool which helps us to draw
conclusions about characteristics of the population after studying only those
observation that are included in the sample. There are altogether 32 commercial
banks. In this study all the commercial banks are considered as population and
Standard Chartered Bank Limited, Everest Bank Limited. Himalayan Bank
Limited and Nabil Bank Limited are taken as a sample.

Brief introduction of the sample banks are presentation below:

A) Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited was established on 30" January 1987
A.D. when it was initially registered as a joint-venture operation. The Bank

enjoys the status of the largest international bank currently operating in Nepal.
26



Standard Chartered has a history of over 150 years in banking and operates in
many of the world's fastest-growing markets with an extensive global network
of over 1600 branches (including subsidiaries, associates and joint ventures) in
over 70 countries in the Asia Pacific Region, South Asia, the Middle East,
Africa, the United Kingdom and the Americas. As one of the world's most
Iinternational banks, Standard Chartered employs around 70,000 people,
representing over 125 nationalities, worldwide. With 17 points of
representation, 21 ATMs across the country and with more than 375 local staff,
Standard Chartered Bank Nepal Ltd. is in a position to serve its customers
through an extensive domestic network. In addition, the global network of
Standard Chartered Group gives the Bank a unique opportunity to provide truly
international banking services in Nepal. Standard Chartered Bank Nepal
Limited offers a full range of banking products and services in Wholesale and
Consumer banking, catering to a wide range of customers encompassing
individuals, mid-market local corporate, multinationals, large public sector

companies and Government. (www.nepalsharemarket.com)

Shareholding Pattern

25% shares owned by standard charted bank. uk

25% shares owned by general public.

50% shares owned by the Standard Charted Grindlays Itd. Sydney, Australia.
B) Himalayan Bank Limited

Himalayan Bank was established in 1992 A.D. in joint venture with Habib
Bank Limited of Pakistan. Legacy of Himalayan lives on in an institution that's
known throughout Nepal for its innovative approaches to merchandising and
customer service. Products such as Premium Savings Account, HBL
Proprietary Card and Millionaire Deposit Scheme besides services such as
ATMs and Tele-banking were first introduced by HBL. This has helped the
Bank provide services like ‘Any Branch Banking Facility’, Internet Banking

and SMS Banking. Living up to the expectations and aspirations of the
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Customers and other stakeholders of being innovative, HBL very recently
introduced several new products and services. Millionaire Deposit Scheme,
Small Business Enterprises Loan, Pre-paid Visa Card, International Travel
Quota Credit Card, Consumer Finance through Credit Card and online TOEFL,
SAT, IELTS, etc. fee payment facility are some of the products and services.
HBL also has a dedicated offsite ‘Disaster Recovery Management System’.
Looking at the number of Nepalese workers abroad and their need for formal
money transfer channel; HBL has developed exclusive and proprietary online
money transfer software- Himal Remit T.M. HBL is the biggest inward
remittance handling Bank in Nepal. The bank has leveraged its technological
investments by providing modern banking services such as SMS banking and
internet banking for its customer. It has 23 branches around the country.

(www.nepalsharemarket.com)
Shareholding Pattern

Habib bank Pakistan’s shareholding 20%
Nepalese Promoter’s is 80%

C) Nabil Bank Limited

The arrival of Nabil Bank in Nepal on the 12th of July 1984 through a joint
venture with Dubai Bank Ltd. under a Technical Service Agreement (TSA),
marks a new dawn in the Nepalese banking industry. The bank had initiated its
business with authorized capital of Rs. 60 million and paid up capital of mere
Rs.30 million. The net worth of the bank by mid July 2005 was Rs. 1658
million. The bank has now 28 branches around the nation. Today Nabil
entering the 25th year of operation has proved that it has through its past
progressions It is one of the largest bank in terms of the network and number of
branches amongst the commercial banks with a wide network of ATMs and
offerings including a range of diversified service products. It has diversified it’s
realms of business in the interests of customers and are also being inspired by
the noble cause of adding value to economic development. It has packaged it’s

service products into well a diversified range consisting of corporate banking,
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trade finance, along with consumer and retail banking services specifically,
card products, microfinance and the like to reach out to the masses.

(www.nepalsharemarket.com)

Shareholding Pattern

NB International (foreign partner) holds 50%
NIDC holds 10%,

Nepal stock Exchange holds 0.33%,

Rastriya Beema Sansthan holds 9.67%

The general public holds 30%.

D) Everest Bank Limited

Everest Bank Limited was registered on November 17, 1992 and come into
operation on October 18, 1994 with an objectives of extending professionalized
and efficient banking services to various segments of the society. The bank had
an initial paid up capital of Rs 3 Crore. PNB joined hands with EBL as a Joint
Venture in 1997. To provide excellent professional services & improve. It has
extended various customer products such as Home Loan, Education Loan, EBL

Flexi Loan, EBL Property Plus etc. (www.nepalsharemarket.com)
Shareholding Pattern of Everest bank

Punjab National Bank (PNB), holds 50% equity

Local promoters owned 30 % of the shares

General Public owned 20% of the shares

3.3 Sources and Method of Data Collection

This study mainly based on secondary data. Concerned banks, Nepal Rastra
Bank, SEBON and different library are the providers of the data as well as
websites of all concern banks. Various financial and statistical tools were used
to analyze the data ratio analysis, correlation coefficient, trend analysis,

standard deviation, hypothesis test, etc were used in the study. A brief
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explanations of statistical and financial tools employed in this study is given

below.
3.3.1 Financial Tools

A financial tool basically helps to examine the financial strength and weakness

of the banks. There are various financial tools; some of them are as follows:
Ratio Analysis

Ratio analysis is one of the strongest financial tools, has been used in the study.
This tool helps to show the mathematically relationship between two
accounting items or figure. It is the only tools that can collect the financial
performance and status of the firm. There are various types of ratio to analyze
and interpret the financial statement but only main ratios have been taken in
this study, they are as follows:

A. Liquidity Ratios

Liquidity ratios help to measure the firm's ability of funds, the solvency of the
firm and the firm's ability to pay its obligation when balances are due. Short-
term liquidity involves the relationship between current assets and current
liabilities. The following ratios are calculated under liquidity ratio.

i) Current Ratio

Current ratio shows the short-term solvency and the relationship between
current assets and current liabilities. Generally current assets include cash and
bank balance, loan and advances, money at call of short notice, investment on
government securities and other interest, overdraft, bill purchase and discount,
receivable and miscellaneous current assets. Similarly current liabilities include
deposit and other account, bills payable, short terms loan, tax provision, staff
bonus, dividend payable and miscellaneous current liabilities. Current ratio can
be computed as:

Current Assets
Current Liabilitie s

Current Ratio =

There widely accepted standard of current ratio is 2:1.
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i) Cash and Bank Balance to Total Deposit Ratio

Cash and bank balance to total deposit ratio measures the percentage of the
most liquid assets to pay depositors immediately. Cash and bank balances are
the most liquid current assets of a firm. This ratio can be computed by dividing
the amount of cash and balance by the total deposits. Mathematically it is

computed as:

Cash and Bank Balance

Cash and Bank BalancetoTotal Deposits Ratio = -
Total Deposits

Cash and bank balance includes cash on hands, foreign cash on hand; cheques
and other cash items balance with domestic banks and foreign banks. Similarly,
total deposit consists of current deposits, fixed deposits, saving deposits,

money at calls and short-term notice and other deposits.
Iii) Cash and Bank Balance to Current Assets Ratio

This ratio measures the percentage of liquid assets i.e. cash and bank balance
among the current assets of firm. This ratio is computed by dividing cash and
bank balance by current assets higher ratio shows the bank's ability to meet its
demand for cash mathematically it can be computed as:

Cash and Bank Balance
Current Assets

Cash and Bank Balanceto Current Assets Ratio =

Iv) Investment on Government Securities to Current Assets Ratio

This ratio helps to find out the percentage of current assets invested on the
government securities, treasury bills and development bonds. This ratio can be
computed by dividing investment on government securities by current assets.
Mathematically it can be computed as:

Investment on Govt. Secu.
Current Assets

Investment on Govt. Secu. to Current Assets Ratio=
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v) Loan and Advances to Current Assets Ratio

Loan and advances are the current assets, which is the general income to bank.
This ratio shows the percentage of loan and advances in the total assets. It is
computed by dividing loan and advances by current assets. Mathematically it
can be computed as:

Loan and Advance
Current Assets

Loan and Advance to Current Assets Ratio=

Where, the loan and advances include loan and advances, cash credit, loan and

foreign bills purchased and discounted.
B. Assets Management Ratios (Activity Ratio)

Assets management activity or turnover ratios are used to measure how
effectively the firm in managing its assets. These ratios are designed to answer
the questions, such as does the total amount of each type of asset as reported on
the balance sheet seem reasonable, too high or too low in view of current and
projected operating level? These are used measure the banks ability to utilize
their available limited resources. The following ratios are used under this assets

management ratio:
) Loan and Advances to Total Deposit Ratio

This ratio is computed to find out, how successfully the banks are utilizing their
total deposit on loan and advances for profit generation purpose. Higher ratio
indicates the better utilization of loan and advances out of total deposit. This
ratio can be calculated by dividing loan and advances by total deposits.
Mathematically, it can be stated as:

Loan and Advance

Loanand Advance to Total Deposit Ratio= -
Total Deposits

i) Loan and advances to total working Fund

Loan and advances are the major component of the total working fund, which

indicates the ability of banks and finance companies in terms of high earning
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profit from loan and advances: This ratio can be calculated by dividing loan
and advances by total working fund. Mathematically, it can be stated as:

Loan and Advance

Loanand Advance to Total Working Fund = -
Total Working Fund

Where, total working fund includes all assets of on-balance sheet item, i.e.
current assets, net fixed assets, loan for development banks and other
miscellaneous assets but excludes off-balance sheet item i.e. Letter of Credit
(LC), Latter of Guarantee, etc.

iii)  Total Investment to Total Deposit Ratio

This ratio shows how properly firm's deposits have been invested on
government securities and share and debenture of other companies and banks.
It can be computed by dividing total investment by total deposit.

Mathematically, it can be formulated as:

Total Investment
Total Deposits

Total Investmentto Total Deposit Ratio=

Where, the total investment includes investment on government securities,

investment on debenture, shares in other investment and other companies.
iv)  Investment on Government Securities to Total Working Fund Ratio

This ratio shows investment on government securities of the banks in the
companies of the total working fund. This ratio can be calculated by dividing
investment on government securities by total working fund. Mathematically, it
can be formulated as,

Investment on Govt. Secu.
Total Wroking Fund

Investment on Govt. Secu. to Total Working Fund =

V) Investment on Shares and Debenture to Total Working Fund Ratio

This ratio indicates the bank investment in share and debenture of the
subsidiary and other companies. This can be computed by dividing investment

on shares and debenture by total working fund. Mathematically it is stated as,
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Inv.on Share and Debenture

Inv.on Share and Debentureto Total Working Fund = -
Total Wroking Fund

Where, the numerator includes investment and debenture, bonds and shares of

other companies.
C. Profitability Ratios

Profitability ratios are used to measure the overall efficiency of the banks in
terms of profit and financial position and Performance of any institutions. For
the better financial performance, generally profitability ratios of the firms

should be higher. The following ratios can be takes under this heading.
1) Return on Loan and Advances Ratio

This ratio indicates how efficiently the bank has utilized its resources to earn
good return from provided loan and advances. It is calculated by dividing net
profit (loss) by total loan and advances. Mathematically, it can be stated as:

Net Profit
Loan and Advance

Returnon Loan and Advance Ratio=

i) Return on Total Working Fund Ratio

This ratio shows the overall profitability of total working fund. It is also known
as return on assets (ROA). Higher ratio indicates the better performance of
financial institutions in the form of interest earning on its working fund. This
ratio is calculated by dividing net profit (loss) by total working fund.
Mathematically it can be stated as:

Net Profit
Total Working Fund

ReturnonTotal Working Fund Ratio=

iii) Total Interest Earned to Total outside Assets

This ratio measures the capacity of the firm for earning interest through proper
utilization of outside assets. Higher ratios show the efficiency of using outside
assets to earn interest. This is calculated by dividing total interest earned by

total outside assets. Mathematically, it can be expressed as:
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Total Interest Earned
Total Outside Assets

Total Interest Earned toTotal outside Assets =

iv) Total Interest Earned to Total Working Fund Ratio

This ratio reflects the extent to which the banks are successful in mobilizing
their total assets to acquire income as interest. This ratio mainly reveals the
earning capacity of a commercial bank by mobilizing its working fund. Higher
the ratio higher will be the income as interest. It can be calculated by dividing
total interest earned by total working fund. Mathematically, it can be,
calculated as:

Total Interest Earned

Total Interest Earned to Total Working Fund Ratio= -
Total Working Fund

v) Total Interest Paid to Total Working Fund Ratio

This ratio indicates the percentage of interest paid on liabilities with respect to
total working fund. This ratio is calculated by dividing total interest paid by
total working fund. Mathematically it can be expressed as:

Total Interest Paid

Total Interest Paid to Total Working Fund Ratio= -
Total Working Fund

Where, total interest paid includes total expenses on deposits liabilities, loan

and advances (borrowing), other deposits etc
vi) Total Interest Earned to Operating Income Ratio

This ratio is computed to find out the ratio of interest income to find out the
ratio of interest income with operating income of the banks or the financial
institutions. Generally it indicates how efficiently is the bank in the
mobilization of its resources is bearing assets i.e. loan and investment,,
investment etc. it is calculated by dividing the total interest earned by total

operating income. Mathematically, it can be stated as:

Total Interest Earned
Operating Income

Total Interest Earned to Operating Income Ratio =
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D) Risk Ratios

Risk is uncertainty, which lies in the bank transaction of investment
management. It increases effectiveness and profitability of the banks. This ratio
indicates the amount of risk associated with the various harming operations,
which ultimately influence the banks investment policy. Generally the

following two ratios are used in this risk ratio:
i) Liquidity Risk Ratio

This ratio measures the level of risk associated with the liquid assets (i.e. cash,
bank balance) that are kept in the bank for the purpose of satisfying the
deposits demand for cash. Higher ratio indicates lower liquidity risk. This ratio
Is computed by dividing total cash and bank balance by total deposits.

Mathematically, it can be expressed as:

Cash and Bank Balance
Total Deposits

Liquidity Risk Ratio=

i) Credit Risk Ratio

This ratio helps to measure the probability of loan non-repayment or the
possibility of loan to go into default. According to definition, credit risk ratio is
also expressed as the percentage of non-performing loan to total loan and
advances. This ratio is computed by dividing total loan and advances by total
assets. Mathematically, it can be stated as:

Total Loan and Advance
Total Assets

Credit Risk Ratio=

iii) Non- Performing Loan Ratio

The non-performing loan ratio indicates the relationship between non-
performing loan and total loan. It measures the proportion of non-performing
loan in total loan and advances. The ratio is used to analyze the asset quality of

the bank and determined by using the given model.
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Non Performing Loan

Non Performing Loan=
Total Loanand Advance

Where, Non-performing Loan, which have been past due either in the form of

interest servicing or principal repayment and graded as possible default.
3.3.2 Statistical Tools

Some important statistical tools are used to analyze the data to achieve the
objective of this study. The basis statistical tools related to this study are

discussed below:
I) Coefficient of Correlation Analysis

This statistical tool has been used to analyze and interpret the relationship
between two or more variables. "Correlation is the statistical tool that we use to
describe the degree to which one variable is linearly related to another" among
the various method of finding at coefficient of correlation, Karl Pearson’s
method is applied in the study. This study tries to find out relationship between

the following variables.

) Coefficient of correlation between deposit and loan and advances.

i) Coefficient of correlation between total deposit and total investment.
i)  Coefficient of correlation between total outside assets and net profit.
iv)  Coefficient of correlation between total deposit and net profit.

V) Coefficient of correlation between deposit and interest earned.

vi)  Coefficient of correlation between loan and advances and interest paid.
Coefficient of Correlation between total working fund and net profit

(= NY XY= X>Y
INY X2 X)2 NS Y - (XY )

Where r = Karl Pearson's coefficient of correlation.

— X
X:ZT (Median of X Variable)
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— Y
Y:ZT (Median of Y Variable)

X =X-X
Y=Y_-Y

The result of coefficient of correlation is always between +1 or -1 when r = +1,
it means there is significant relationship between two variables and when r = -

1, it means there is no significant relationship between two variables.
I1) Trend Analysis

These analyses interpret or analyze the trend of deposits, loan and advances,
investment, net profit and position of Non performing loan and it’s Provisions
of Standard Chartered Bank Ltd, Nabil Bank Ltd., Everest Bank Ltd. and
Himalayan Bank Ltd from 2006/07 to 2010/11 and it helps to make forecasting

for next five years.
The following trend analysis has been used in this study. They are as follows:

(i) Trend analysis of total deposits

(i1) Trend analysis of loan and advances

(iii) Trend analysis of total investment

(iv) Trend analysis of net profit

(v) Trend analysis of Non performing Loan and it’s Provision.
The trends of related various variables could be calculated. as,

Y.=a+ bx

Where,

Y= Dependent Variable

X = Independent Variable

a =y Intercept Variable

b = Slope of the Trend Line.
I11) Standard Deviation (S.D.)

The measurement of the scattered of the mass of figure in series about an
average is known as dispersion. The standard deviation measures the absolute
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dispersion. The greater the amount of dispersion will be greater the standard
deviation. A small standard deviation means a high degree of uniformity of the
observations as well as homogeneity of a series and vice-versa. The standard

deviation of different ratios can be calculated as,

o S(X = X)?
\/ N -1

IV) Coefficient of Variation (C.V.)

The coefficient of variation (C.V.) is the; relative measure of dispersion.
Comparable across distribution, which is defined as the ratio of the standard

deviation to the mean expressed in percent. It can be computed as,

CV = x 100%

> |q
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CHAPTER FOUR

PRESENTATION AND ANALYSIS OF DATA

The main purpose of this chapter is to analyze and evaluate the major financial
and statistical items which are directly related to the investment management
and fund mobilization of selected sample banks. There are many kinds of
financial ratios but only those ratios are calculated and analyzed which are very

important to evaluate the fund mobilization of commercial banks.
4.1 Financial Analysis

Financial analysis is the act of identifying the financial strength and weakness
of the organization presenting the relationship between the items of the balance
sheet. Under this topic, some financial tools such as liquidity ratio, asset
management ratio, profitability ratio, asset management ratio, profitability
ratio, risk ratio and growth ratio are used to achieve the objectives of the study.
These tools are more important to evaluate fund mobilization of the

commercial banks.
4.1.1 Liquidity Ratios

Commercial bank should maintain its satisfactory liquidity position to satisfy
the credit needs of the community, to meet demands for deposits, withdraws,
pay maturity obligation on time and concert non-cash to satisfy immediate
needs without loss to bank and consequent impact in long run profit. The
liquidity position of the commercial banks is comparatively studied through the

following ratios:
i. Current Ratio

Current ratio indicates the ability of the banks to meet to its current obligation.
This ratio measures the liquidity position of the financial institutions. It is
calculated by dividing current assets by current liabilities. The widely accepted

standard of current ratio is 2:1 but accurate standard depends on circumstances
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in case to banking and seasonal business ratio such as 1:1 etc. The current

ratios of selected banks are given in the following table.

Table 4.1
Current Ratios
Fiscal Year SCBNL Nabil HBL EBL
2006/07 3.827 1.685 0.856 1.041
2007/08 2.861 2.694 1.154 1.023
2008/09 1.934 1.385 1.226 0.319
2009/10 3.604 2.60 0.602 0.756
2010/11 2.831 1.486 0.775 0.670
Total 15.057 9.85 4.613 3.809
Mean 3.011 1.97 0.922 0.761
S.D. 0.668 0.561 0.234 0.264
C.V. 22.10% 28.50% 25.40% 34.70%

Source: Annual Reports of Selected Banks from FY 2006/07 to 2010/11

Above table shows that the mean current ratio of Standard Charted Bank i.e.
3.011 has higher than the mean current ratio of other commercial banks which
indicates that the ability to discharge the short-term obligation of Standard
Charted Bank Ltd. In general, current ratio is better when the proportion of

bank’s current assets and current liabilities meets 2:1 standard level.

The current ratio of SCBNL over the study period has range between 2.861
(2007/08) to 3.827 (in 2006/07) and then it again decreased to 1.934 in
(2008/09) it was the lowest current ratio found during the study and increased
in 2008/09 and again decreased in 2010/11 to 2.831. Similarly the same
position of Nabil bank has also where as ratio of Nabil has range between
1.385 (in 2008/09) to 1.685 (in 2006/07). The current ration of Himalayan bank
has changed 1.154 (2007/08) to 0.856 (2008/09) and it has again decreased in
the year 2009/10 and 2010/11 to 0.602 and 0.775 respectively. Everest Bank,
the ratio has decreased in 2009/10 and 2010/11 to 0.602 and 0.775 respectively.
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The above table shows that the current ratio of the Standard Charted bank is
always high and on the standard level i.e. 2:1. In the case of Nabil in 2007/08
and 2009/10 the ratios are on it’s standard level i.e. 2.894 and 2.60 and other
years it has below the standard level. But in the case of Himalayan and Everest
bank all ratios found below the standard level because it is mainly due to
decrease money at call and short notice and increase deposits and other A/C. If
the mean ratio is observed it is found that the SCBNL is higher than other
banks. The S.D. of Himalayan bank is less than other banks but C.V. of
Standard Charted bank is less than other banks i.e. (22.10%) It indicates that
the current ratio of SCBNL is more consistence than other banks. And we can
say that the SCBNL has sound ability to meet its short term obligation The
standard deviation measures the absolute dispersion of distribution, which
represents that the current ratio of Himalayan Bank Ltd. i.e. 0.234 is less stable
than other selected banks. Similarly, the coefficient of variation that measures
the variability of the variable, which indicates that, the current ratio of 0.221 or
22.10% i.e. Standard Charted Bank Ltd., which is more uniform than other
selected banks.

ii. Cash and Bank Balance to Total Deposit Ratio

This ratio measures the availability of banks highly liquid or immediate funds
to meet its unanticipated calls on all types of deposits, money at calls and short
term notice and other deposits. It can be calculated by dividing the amount of
cash and balance by the total deposits. Higher ratio indicates the greater ability
to meet their deposits and vice-versa. Following table shows the cash and

banks balance to total deposit ratios of sample banks.
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Table 4.2
Cash and Bank Balance to Total Deposit Ratios

Fiscal Year SCBNL Nabil HBL EBL
2006/07 1.009 1.003 1.154 1.907
2007/08 1.212 1.229 1.152 1.395
2008/09 1.272 1.158 0.589 1.426
2009/10 1.683 1.602 0.873 3.432
2010/11 1.291 1.805 1.366 2.834
Total 6.467 6.797 5.134 10.994
Mean 1.293 1.359 1.026 2.198
S.D. 0.218 0.297 0.269 0.806
CV 16.90% 21.80% 26.20% | 36.60%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

Above figure in the table, indicates the percentage of cash and bank balance to
total deposits position of selected banks. It also shows that the ratio of SCBNL
bank is increasing scale for the period 2006/07 to 2009/10 but in the year of
2010/11 the ratio decreased to 1.291. Nabil has fluctuating trend. It has
increasing trend in 2007/08, decreasing trend in 2008/09, then increasing trend
from 2009/10 to 2010/11. In Himalayan bank, the ratio has decreased from
2006/07 to 2008/09 and then it began to increase. There is same position of
Everest banks, is also fluctuating trend. However, Everest bank has ratio 3.432
in 2009/10. The mean of ratios of HBL is lest than other banks and Everest
bank has greatest value. The standard deviation of SCBNL i.e. 0.218 is lest
than other banks. Similarly, CV of SCBNL is also lest than other banks. From
the above analysis, it can be concluded that SCBNL has better maintenance of
its liquidity than other banks and it has more liquid assets and can to pay
depositors immediately and Everest bank holding great idle balance of cash

which is one of the main factor for less profit.
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Iii. Cash and Bank Balance to Current Assets Ratio.

This ratio reflects the portion of cash and bank balance in total current assets.
Cash and bank balance are highly liquid assets than other in current assets
portion. So this ratio visualizes higher liquidity position than current ratio. It is
computed by dividing cash and bank balance by current assets. Higher ratio

shows the bank's ability to meet its demand for cash.

Table 4.3
Cash and Bank Balance to Current Assets Ratios

Fiscal Year SCBNL Nabil HBL EBL

2006/07 0.063 0.093 0.156 0.182

2007/08 0.101 0.094 0.230 0.198

2008/09 0.136 0.200 0.070 0.514

2009/10 0.104 0.166 0.194 0.532

2010/11 0.120 0.322 0.208 0.657

Total 0.524 0.875 0.858 2.083

Mean 0.104 0.175 0.171 0.416

S.D. 0.024 0.084 0.056 0.191
CV 23.20% 48.20% 32.70% 45.90%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

The above comparative table 3 listed shows that the mean ratio of Everest bank
I.e. 0.416 is greater than that of other commercial banks. This supports the
conclusion is that, Everest bank has been successful to maintain higher cash
and bank balance to current ratio, but it doesn’t mean that it has mobilized its
more funds in profitable sectors. It actually means that Everest bank can meet
its daily requirement to make the payment on customer deposits. In contrast,
The SCBNL i.e. 0.104 may have invested their fund in more productive
sectors. The standard deviation between the ratios of SCBNL i.e. 0.024 is
lower. Moreover, the co-efficient of variation between the ratios of SCBNL is
lower than that of other banks i.e. 23.20. This indicates that the variability of
the ratios of that bank is more consistent.
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Iv. Investment on Government Securities to Current Assets Ratio

This ratio examines that the position of commercial banks current assets, which
Is invested on different government securities, treasury bills and development
bonds. This ratio can be calculated by dividing investment on government

securities by current assets.

Table 4.4
Investment on Government Securities to Current Assets Ratio
Fiscal Year SCBNL Nabil HBL EBL
2006/07 2.328 1.548 4.391 1.994
2007/08 3.143 0.914 0.741 3.559
2008/09 2.563 3.572 2.550 9.328
2009/10 2.054 1.513 5.219 3.120
2010/11 2.590 1.771 1.858 3.581
Total 12.678 9.318 14,759 21.582
Mean 2.535 1.863 2.951 4.316
S.D. 0.359 0.900 1.640 2.571
Cv. 14.16% 48.30% 55.50% 59.50%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

The above table and below figure reveals that the mean ratio of investment on
government securities to current assets ratio of Nabil Bank i.e. 1.863 is lower
than that of other commercial banks. It means Nabil bank has not invested as
much portion of its current assets. Co-efficient of variation of Himalayan and
Everest banks is higher than that of other commercial banks i.e. 55.50% and
59.50% respectively which means that the variability of ratios is less
homogenous. It is conclusion that the higher ratio of a bank gave the result of
increasing deposit collections and unavailability of other secured and profitable
investment sector. Lastly, from the point of view of its ratio, SCBNL’S

liquidity position is richer than that of other commercial banks.
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The above calculated ratio of investment on government securities to Current

Assets of FCs during the study period are graphically presented as the

following.
Figure 4.1
Investment on Government Securities to Current Assets Ratio
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v. Loan and Advances to Current Assets Ratio

A commercial bank invests loan and advances to the customers. Because they
should earn high profit by mobilization and investing funds for long life
banking, they must pay interest on these deposit funds even they don't generate
loan and advances may lose some earning. But high loan and advances may be
harmful because they need sufficient liquidity. This ratio can be competed by

dividing loan and advanced to current assets.

46



Table 4.5
Loan and Advances to Current Assets Ratio

Fiscal Year SCBNL Nabil HBL EBL
2006/07 2.632 6.791 9.974 7.234
2007/08 3.248 5.133 7.492 10.116
2008/09 3.787 7.802 6.715 27.094
2009/10 3.462 6.958 13.620 11.868
2010/11 3.543 6.539 10.937 16.608

Total 16.672 33.223 48.738 72.920
Mean 3.334 6.644 9.747 14.584
S.D. 0.391 0.866 2.479 6.956
CV. 11.72% 13.03% 25.43% 47.69%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

Above table and below figure shows that the mean ratio of Everest Bank has
maintained slightly higher ratio i.e. 14.584 than that of other commercial
banks. It means Everest bank has more loan and advance as current assets but
sd. and cv. Of Everest bank are higher and Everest bank has not able to
mobilize its fund as loan and advance. While examining the standard deviation,
SCBNL i.e. 0.391 and Co-efficient of variation, SCBNL is the lowest
percentage i.e.11.73%. So, liquidity position with regard to this ratio of
SCBNL is more satisfactory and is able to mobilize its fund as loan and

advances.
Figure 4.2
Loan and Advances to Current Assets Ratio
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4.1.2 Assets Management Ratios

Assets management or activity ratios are employed to evaluate the efficiently
with the firms’ managers and utilize its assets. That is why these ratios are used
to measure or indicate the banks ability to utilize their available limited

resources. The following ratios are used under the assets management ratios:
i. Loan and Advances to Total Deposit Ratio

This ratio used to find out, how successfully the banks are utilizing their total
deposit on loan and advances for profit generation purpose. The higher ratio
indicates the better utilization of loan and advances out of total deposit. It can

be computed by dividing loan and advances by total deposits.

Table 4.6
Loan and Advances to Total Deposit Ratio
Fiscal Year SCBNL Nabil HBL EBL
2006/07 0.420 0.725 0.500 0.754
2007/08 0.387 0.667 0.552 0.710
2008/09 0.353 0.449 0.565 0.751
2009/10 0.556 0.669 0.612 0.764
2010/11 0.381 0.366 0.714 0.716
Total 2.097 2.876 2.943 3.695
Mean 0.419 0.575 0.588 0.739
S.D. 0.298 0.140 0.072 0.021
C.V. 71.11% 24.34% 12.24% 2.84%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

The above table shows that the mean loan and advances to total deposits ratio is
higher than that of other commercial banks i.e. 0.739.Standard deviation and
Co-efficient of variation of Everest bank which are lower i.e. 0.021 and 2.84%
respectively which indicates that the more uniform between variables In
conclusion, it is cleared that Everest Bank has success to mobilize its total

deposits on loan and advances in comparison to other banks.
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The above calculated ratios of loan and advances to current Assets of FCs
during the study period are plotted on diagram as the following.

Figure 4.3
Loan and Advances to Total Deposit Ratio
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ii. Loan and Advances to Total Working Fund Ratio

Loan and advances are the main components of the total working fund which
reflect the ability of banks and finance companies in terms of high earning
profit from loan and advances. Higher ratio indicates better mobilization of
fund as loan and advances and vice versa. This ratio can be calculated by
dividing loan and advances by total working fund.

Table 4.7
Loan and Advances to Total Working Fund Ratio
Fiscal Year SCBNL Nabil HBL EBL
2006/07 2.225 4537 6.033 5.467
2007/08 2.560 3.821 6.025 7.545
2008/09 2.974 4.896 4.533 15.231
2009/10 2.527 4.998 6.982 8.036
2010/11 2.562 3.781 6.454 10.128
Total 12.848 22.033 30.027 46.407
Mean 2.569 4.406 6.054 9.281
S.D. 0.238 0.517 0.815 3.323
CV. 9.26% 11.73% 13.46% 35.80%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11
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The above listed table has been found that the mean ratio of Everest bank has
slightly higher ratio i.e. 9.281 and lowest ratio i.e. 2.569 of SCBNL among all
these commercial banks. From which we can draw conclusion that the mean
ratio is highest among all banks but Everest bank has not success to mobilize
its loan and advances to working fund ratio. Moreover, the standard deviation
and Co-efficient of variation of Everest bank is highest among the banks. So,
comparatively we can conclude that due to lowest standard deviation and Co-
efficient of variation SCBNL is more consistent than that of other commercial

banks.

Figure 4.4
Loan and Advances to Total Working Fund Ratios
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iii. Total Investment to Total Deposit Ratio

This ratio shows how properly firms deposit has been invested on government
securities and shares and debentures of other companies and banks. Generally,
it reflects which the banks are successful in mobilizing the total deposit on
investment. The higher ratio indicates the higher success to mobilize the
banking funds as investment and vice-versa. This ratio can be computed by

dividing total investment by total deposit.
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Table 4.8
Total Investment to Total Deposit Ratio

Fiscal Year SCBNL Nabil HBL EBL
2006/07 0.501 0.293 0.471 0.210
2007/08 0.557 0.319 0.411 0.304
2008/09 0.455 0.383 0.393 0.274
2009/10 0.564 0.311 0.418 0.211
2010/11 0.564 0.289 0.251 0.178

Total 2.641 1.595 1.944 1.177
Mean 0.528 0.319 0.388 0.235
S.D. 0.043 0.033 0.073 0.073
C.V. 8.14% 10.34% 18.81% 31.06%

Source: Annual Report of Selected Banks from FY 2006/07 to 2010/11

The above table shows that total investment to total deposit ratio of SCBNL is
highest than other banks. Standard deviation of Nabil bank 0.033 which is the
lowest value and Co-efficient of variation 8.14% which is the lowest value
among the banks. So, comparatively we can conclude that due to lowest
standard deviation and Co-efficient of variation SCBNL is more consistent than
that of other commercial banks and SCBNL is successful in mobilizing the
total deposit on investment. The higher ratio indicates the higher success to
mobilize the banking funds as investment and vice-versa. It can be concluded
that SCBNL has become success to better utilization of deposit to investment
than other banks.

Figure 4.5
Total Investment to Total Deposit Ratio
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iv. Investment on Government Securities to Total Working Fund Ratio

This ratio used to show investment on government securities of the bank in the
comparison of the total working fund. This ratio is so important to know the
extent to which the banks are successful in mobilizing their total fund on
different sectors of government securities to maximize its income. The higher
ratio shows that better mobilization of fund as investment on government
securities and vice-versa. It can be calculated by dividing investment on
government securities by total working fund. This ratio is presented below in
table.

Table 4.9
Investment on Gov. Securities to Total Working Fund Ratio
Fiscal Year SCBNL Nabil HBL EBL
2006/07 1.968 1.034 2.655 1.507
2007/08 2.476 0.680 0.596 2.654
2