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CHAPTER -1
INTRODUCTION

1.1 Background of the Study

Simply Bank means a financial institution, which esgaged in monetary transaction.
Basically, bank work as an institution which aceegeposits, disbursing loans and rendering
other financial services. Banks render a wide ramigservices to the people of different
walks of life. The concept of Banking has develofreth the ancient history with the effort
of ancient goldsmith who developed the practicstofing people’s gold and valuables. The
history reveals that it was the merchant Banker ¥ilsb evolved the system of Banking by
trading in commodities than money. Then they issddterent documents as the near

substitutes of money, called drafts or hundis irdera days.

Broadly speaking, a Bank draws surplus idle momeyhe hand of public in the form of
deposits and supplies that money in the form afidda those who are in a position to utilize
the same for some productive uses. Bank provideefite to depositors by paying fixed
interest and borrower gets chance to improve basime other work by getting financial
support. The bank helps people in every sectorcohemy like trade, industry, agriculture
etc. Not only that now a days bank also helps incation sector too. Bank provides
education loans in a reasonable interest rateref¢re we call a bank as a social institution
also. A bank simply carries out the work of exchaggmoney, providing loan, accepting

deposits and transferring money.

An institution established by law, which deals witloney and credit is called bank. When a
bank performs multiple tasks, the efficiency ane&fveness of work becomes weak. Hence,
different banks are established for different pggs The commercial bank is the oldest form
of bank. There is considerable change in the algiorm of commercial bank. In general,

bank means the commercial banks. Hence, the defiaibf bank are also equally applicable
to commercial banks. Provide multiple services lmeat manner and the profit maximization

is the main objective of these banks.

Certainly, no comparison can be made between anamh modern banks. In the ancient
time, merchants, moneylenders and goldsmiths wsedrform the work of banking in every

1



country. The merchants used to exchange the gbldr and gems. The moneylenders were
found lending and borrowing money even in quitemiive communities. Whereas,

Goldsmiths became the precursor of the modern bhatkand the forerunners of the modern
banking institutions. Hence, the banks startedatoycout the work of creating credit, issuing

the notes, depositing, lending, transacting the bflexchange and promissory note etc.

Banking sector plays a vital role for economic depment of the country. Commercial
Banks are one of the vital aspects of this seetbich deal in the process of channeling the
available resources in the needed sectors. Ihasirttermediary between the deficit and
surplus of financial resources. All the economitivéiges are directly or indirectly channeled
through the Banks. People keep their surplus maseyeposits in the Banks and hence
Banks can provide such funds to finance the indhsactivities in the form of loans and
advances. So, bank is a resource mobilizing utgtit, which accepts deposit from various
sources and invests such accumulated resourcés ifretd of agriculture, trade, commerce,

industry, tourism etc.

In our country, the development of Banking is figkly recent. However, some crude
banking operations were in practice even in theesmdimes. In Nepalese chronicle, it was
recorded that the new era known as Nepal Sambaintrasluced by Sankhadhar, a Sudra
merchant of Kantipur in 879A.D or 880 A.D after haypaid all the outstanding debts in the
country. The establishment of the ‘Tejarath Addarinlg the year 1877A.D. was fully
subscribed by the government of Kathmandu Vallgyictv played a vital role in the banking
system. Hence, the establishment of ‘Tejarath Addes running smoothly for the following

decades.

Modern commercial banks are identified with difffreames such as Business Banks, Retail
Banks, Clearing Banks, Joint Venture Banks, Mertlgamnks, and Development Banks etc.
No matter what name we give to banks, they allquerfthe same basic function i.e. they
provide a link between lenders, those who havelgsirmoney and do not wish to spend
immediately, with borrowers and those who do natehsurplus money but wish to borrow
for investment in productive purpose. Basically,darging a rate of interest to borrowers
slightly higher than they pay to lenders, the Bankzke their profit. This is known as

financial intermediation.



Banks are the most important sources of short-teonking capital for businesses. They have
become increasingly active in recent years in ngakaimg-term business loans for new plant
and equipment. When businesses and consumers rakstpayments for purchase of goods
and services, more often they use bank. Bank pesvicheques, credit or debit cards,
electronic accounts connected to a computer netamrkbanking transactions. It is the
banker to whom they turn most frequently for advamed counseling, when they need

financial information and financial planning.

A Joint Venture is an association of two or moregspas or parties, having mutual

advantages in a specific operation, and is undemtato make the operation highly

remunerative with their collective efforts. JoineMure Banks are partnering having alliance
Banks with more than one nation. Joint Venture Bafiloint Venture Banks) are financial

intermediaries, financing deficit units with mondgposited to them by surplus units. The
financial system of a Banking industry in preciseaicomplex network embracing payments
mechanisms and the borrowing and lending of fuddsugh they have other important

functions, the key role played by these Banks ie #ystem is to act as financial

intermediaries channeling funds from those withome in excess of their needs to those
wishing to borrow.

According to Kent "A bank is an organization wh@smcipal operations are concerned with
the accumulation of the temporarily idle money lé tgeneral public for the purpose of

advancing to others for expenditure.”

In conclusion, we can say that banking is not statit a dynamic concept. It is a product of
centuries and the development which has taken jdaitee product of a method of trial and
error and experiences which were made and the tsesiohat followed relating to the
acceptance of money and valuables as depositsinkeygm as such, lending them, whether
to private individuals, to states or other bodied for controlling the multifarious and multi-
dimensional activities which in the beginning werdy trivial and could be ignored but with
the growth of time, become international in chagaeind multi dimensional in nature. In this
study, an attempt has been made to analyze andag®dhe trade off between liquidity and
profitability of Joint Venture Banks (Joint VentuBanks) in Nepal. A bank has to perform
several functions and among such, maintaining anoal between liquidity and profitability
is also among one of the major function. In theeabs of proper balance between liquidity
3



and profitability, a bank cannot function properythe right direction. So, the bank is always
found paying the due consideration in maintainihg appropriate balance between such.
Many researches have revealed that Banks and etomomdition are two wheels of the
same chariot. Now a-days, banking activities areaging all over the world.

1.1.1 Development of Banking in Nepal

In the context of Nepal, The history of bankingteeds rather more slow evolution. Even

now, the banking sector is still in the evolutiongsthase. There are all together 32
Commercial Banks are established. The latest orseSaaima Bank Ltd. So, far as banking
is concerned with debt, we may go back in the Neggahistory, where a merchant namely
"Sankhdhar" was recorded. He was the person wheealaid all debts of the people existing
in the country at that time. Since then he intredlia new era called "Nepal Sambat". This
record proves the existence of money lending foncat that time. During the course of

development of borrowing, we further come acrossténm "Tanka Dhari" at the end of the

14™ century meaning money lenders. They are one of4heastes classified on the basis of

occupation.

In 1877 A.D. Tejaratha Adda was established by ti@rernment. The main purpose of this
institution was to provide credit facilities for \ygernment staff and general public by
collecting gold and silver at 5% rate of interdsjarath Adda did not use to accept deposit,
it only provided credit facilities. So, we cannodys it had performed fully banking
transaction. But it played an important role tovgatige institutional development of banking

system in Nepal.

On the course of development of bank, Nepal Bamkited was established in 1994 B.S.
under the Nepal Bank Act 1994 B.S. (1938 A.D.) asommercial bank. NBL has been
providing banking services and facilities from 1994. up to now. Really, NBL is the first

modern bank in the history of banks in Nepal. Umtidl 1940s, only metallic coins were used
as medium of exchange. So, the government felhé®al of separate institution or body to
issue national currencies and promote financiadoiation in the country. Hence, the Nepal
Rastra Bank (NRB) Act 1955 was formulated and wppr@aed by the government.

Accordingly, the Nepal Rastra Bank was establisimed956 A.D. as the central bank of
Nepal. After the establishment of NRB, the firsgears plan was introduced in the country.
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The establishment of NRB set a milestone in théohisof banking in Nepal. After this, a
new way of thinking and a new sort of spirit araeethe field of banking. NRB was

established with an objective of supervising, pcotg and directing the functions of
commercial banking activities. Although NRB wasagdished in 2012 B.S., it took entirely a
decade to consolidate its powers as the bankerlsdrad controller of the credit. NRB for the
first time issued the Nepali notes dfi Falgun 2016 B.S.

In a view of the various development programs lhedcafter the beginning of planned
development in the country, government establigimedther commercial bank Rastra Banijya
Bank in Public sector on #3January 1966 A.D. to provide banking facilitiedao help

economic development.

The tasks of bank are very dynamic, complex anKieris In this Context, only local
commercial banks could not play their role in tlee@lopment of modern banking. Realizing
this fact, the government felt that joint ventu@nks could contribute significantly in the
formation and mobilization of internal capital fomde and commerce. As management of
Joint Venture Banks are mainly hold by foreign k@nk was felt some competitive
advantages like increased skilled personal withenothanking knowledge, efficient banking
services, advance management, skills and an intenah network of bank branches.
Accordingly, government introduced new banking @plin 1980 A.D. That policy allowed
foreign banks to operate as Joint Venture Banksyige autonomy to fix interest rate to a
certain limit and introduced auctioning of govermnesecurities. These reforms are

considered partial liberalization and a way to opeonomic policy.

As a result, the first JVB, Nepal Arab Bank Limiteds established in 2041B.S (1985 A.D.)
under the Commercial Bank Act 2031 B.S. (1974 A.@njl the Company Act 2021 B.S.
(1965A.D.). In short form, it is called NABIL Bankepal entered a new era of development
following the historic political changes with thestoration of parliamentary system of
government based on multi-party democracy in 199D. AAs an important strategy in
resource mobilization, democratic elected goverrinteas given high priority to foreign

investment, private sector participation and ecanditeralization.



In this context, the government encouraged foraigrestment in Nepal by providing

attractive incentives and facilities with liberadlomomic policy. The importance attached to
foreign investment was clearly reflected in the re@mstitution. In the directive principles of
the constitution, it is stated that the policy tifacting foreign capital and technology will be
adapted. When democratically elected governmemnodoted liberalization and open
economic policy, the number of Joint Venture Bahks increased rapidly. Apart from Joint

Venture Banks, a number of other financial insimio$ also emerged in the country.

It is clear that the growth of banks in Nepal igisfactory. Certainly, it is not enough
satisfactory in comparison to other countries. fibalthy competition is not found in banking
functions. Similarly, the banks are increasing irbam areas only. Modern and joint
investment banks are not established in rural atg¢asce, the rural people have no access
over banking services. But now a days branchesoaineercial banks are started their
banking activities in rural areas realizing its on@ance for the development of overall

national economy.

1.1.2 A Brief Profile of Everest Bank Limited (EBL)

Everest Bank Limited (EBL) started its operatiomd994 A.D. with a view and objective of

extending professionalized and efficient bankingises to various segments of the society.
EBL joined hands with Punjab National Bank (PNB)dih as its joint venture partner in

1997 A.D. The bank is providing its services thrdougwide network of 38 branches across
the nation and one representative office in NewhD&ll the major branches of the bank are
connected through Any Branch Banking System (ABBSgcility which enables a customer

to do banking transactions from any of the branehrespective of their having accounts in

other branch.

The Bank is associated with Smart Choice Techno{8@yT) to provide ATM services for its
customers. EBL Debit Card can be accessed a mareSh ATMs over 250 points of sales
across the nation. The bank is also managing thE AUM at Tribhuvan International
Airport for the convenience of the customers aredttavelers, the first and the only bank in

Nepal to place ATM outlet at the Airport.



EBL is playing a pivotal role in facilitating rertaince to and from across the globe. Being
the first Nepalese bank to open a representatifieeah New Delhi, India, the Nepalese in
India can open account in Nepal from the designbtadches of Punjab National bank and
remit their savings economically through bankingrafels to Nepal. The bank has a Drafts
Drawing Arrangement with 175 branches of PNB adtromdia.

With an aim to help Nepalese citizens working atlrdbe bank has entered into agreements
with banks and finance companies in different coest which enables quick remittance of
funds by the Nepalese citizens in countries likeBJKuwait, Bahrain, Qatar, Saudi Arabia,

Malaysia, Singapore and U.K.

The bank recognizes the value of offering a comeptange of services. It is pioneered in
extending various customer friendly products sushHame Loan, Education Loan, EBL
Flexi Loan, EBL Property Plus (Future Lease Reptdl®me Equity Loan, Car Loan, Loan
Against Shares, Loan Against Life Insurance Pdieird Loan for Professionals.

1.1.3 A Brief Profile of Nepal Bangladesh Bank Linted (NBBL)

Nepal Bangladesh Bank (NB Bank) is the joint veathhank with our neighboring SAARC
country, Bangladesh. It was established 8nJéne 1994A.D with an authorized capital of
Rs.240million & paid up capital of Rs.60million. i joint venture with IFIC (International
Finance Investment & Commerce Bank Ltd). NB Bargtted its banking operation through
a single office that was situated at putalisadathihandu. But at present bank has been able
to provide banking services from all together 1@nghes and in a near future it will be
extended.

NB Bank has been able to maintain a lead in thengmy banking activities, loans and
deposits. NB Bank is an institution that's knowrrotilghout Nepal for its innovative
approaches to merchandising and customer servioduét such as NB Saving Account,
Employee Saving Account, Saving Plus Account”, ABniversary Saving Account and the
most popular Saving Account for female which is wnoas Grihini Bachat . NB Bank
recently presents the scheme of 100 Days, 200 B&sDays Fixed Deposit with attractive
interest rate. NB Bank try to cover the peoplelbéaonomic group. So that it try to present
the product which is favorable for all kind of péap



The bank is associated with Smart Choice Techno(&§3T) to provide ATM facilities for

its customers. NB Banks have 20 ATMs all over thgam and it is going to be increased in
near future. The bank is also managing the ATM halBapur Cancer Hospital for the
convenience of customers, patient and the visifbing. bank provides ABBS services from
its all branches and it also provide the servicmobile and internet banking. Other financial
institutions in the country have been following lgsd by introducing similar products and
services. Therefore, NBBL stands for the innovatiwett brings about in this country to help
the customers besides modernizing the banking rséatith the highest deposit base and
loan portfolio amongst private sector banks aneémding guarantees to correspondent banks
covering exposure of other local banks under tleditistanding with foreign correspondent

banks, the bank believes, it obviously lead theklansector of Nepal.

Nepal Bangladesh Bank Limited holds of a visionberome a “Bank for Everyone" by
providing premium products and services to the aust, thus ensuring attractive and
substantial returns to the stakeholders of the B&hk Bank's mission is to become preferred
provider of quality financial services in the coynt The Bank always strives positioning
itself in the hearts and minds of the customerg Bank has always given due importance in
harmonious relations amongst staff at all levelser€ is also a registered authorized staff
union in the Bank. The management and staff unrenwarking closely in achieving the

common goal of becoming the Bank for Everyone.

1.1.4 A Brief Profile of NABIL Bank Limited (NABIL)
Nabil Bank Limited, the first foreign joint venturbank of Nepal with Arab Bank
International, started operations in July 1984 ANabil was incorporated with the objective

of extending international standard modern bankenyices to various sectors of the society.

Pursuing its objective, Nabil provides a full rargfjecommercial banking services through its
43 branches across the country and over 170 rematedspondent banks across the globe.
The bank has 29 ATM locations inside Kathmandueya#ind 26 locations outside valley.

Nabil, as a pioneer in introducing many innovatreducts and marketing concepts in the

domestic banking sector, represents a milestonkerbanking history of Nepal as it started

an era of modern banking with customer satisfactimasured as a focal objective while
8



doing business. Operations of the bank includingtdaday operations and risk management
are managed by highly qualified and experiencedagament team. Bank is fully equipped
with modern and state-of-art technology which idelst ATMs, credit cards, world-renowned
software from Infosys Technologies System, Bangalbrdia, Internet banking system and

Telebanking system.

Today, Nabil Bank is in a unique position in thenkiag industry of Nepal. As the nation's
first joint venture bank it has an unmatched 27ryes operational experience, giving it
unparallel insight into the market, risks, oppoities and customer needs. In conjunction to
this, the bank today surges ahead in meeting issibh to be the "Bank of First Choice" for

all its stakeholders.

Nabil wants to be an actively participating 'go@dporate citizen' in all the communities that
the bank works in. And finally, the bank wantshigh performing staff and the best people
looking to build a career in banking to make Ndkeink their first choice. The journey is
hard and filled with challenges, but it is equalfiyifilling and with a multitude of
opportunities. To achieve this mission, the bankebes in delivering excellence to its
stakeholders in an array of avenues, not just ananpeter like profitability or market-share.
The Bank has always given due importance in maiimgi harmonious relations amongst
staff at all levels. There is also a registerethauied staff union in the Bank.

The management and staff union are working clogelachieving the common goal of

becoming the Bank of the first choice.

1.2 Focus of the Study

This study will focus on the trade off between idjty and profitability of the three joint
venture banks namely, Everest Bank Limited, Nepmiddladesh Bank Limited and NABIL
Bank Limited, from the period of 2006/07 to 2010/l this study, attempts will be made to
get knowledge about the relationship between litpicand profitability, operational
efficiency of the management, efficient use of ltdasets by the management etc. by
identifying the strengths and weakness of the thespective banks. For the purpose of the

study, evaluation of the bank is made with respettjuidity and profitability ratios.

1.3 Statement of the Problem



Due to the economic recession in the nation, thexe been lower investment in the
agriculture, manufacturing, industrial and finarseetor which has caused lower growth of
gross domestic product and hence foreign tradecitlié$ increasing day by dayloint
Venture Banksre also facing this economic chaos and diffiesliin extending their loan
and advances towards the profitable sectors. Becafissconomic recession, only few
entrepreneurs are able to survive and others, wwdeas competitive, are backing out from
the industry. In this situation, banks invest tha&irplus funds in non-risky portfolios like
treasury bills, or government securities, whichld/imwer rate of return in comparison to

credit to be in safer side.

Banking sector supports the economic growth ofctientry. Bank can also be termed as “an
intermediary” which bridges the gap between theesawof the fund and the user of the funds.
Banks are the custodians and distributors of liguaidital, which is lifeblood of commercial
and industrial activities. According to Kent, "Ardais an organization whose principal
operations are concerned witie accumulation of the temporarily idle moneytw general

public for the purpose of advancing to others fquanditure.”

Liquidity is a business firm's ability to repay ghort-term debts and obligations on time.
Short-term usually means one year or less. Itsis mhown agnarketability. According to the
principle of liquidity, banks should invest theunfds in such sectors, where investment can
be converted into cash easily and quickly withamarkable loss on their value. Therefore,
banks must maintain liquidity to refund the deposihen accountholders withdraw their

deposits.

Profit is the difference between revenues and esgemver a period of time. Profit is the
ultimate 'output’ of a company, and it will havefature if it fails to make sufficient profits.
Liquidity and profitability management is an impant function of any business because it is
the determinant of whether the entity will be ineggtion in the foreseeable future or not.
Liquidity management is even more crucial the lifeline of banking itself is money.
For a bank, liquidity means having sufficient funids meet regulatory, contractual and
relationship obligations when required and at &weable cost to the bank. However, more
than enough liquidity is also harmful and thus iesiprofitability risk. Thus, proper liquidity
and profitability management ensures that all dfamk’s lending commitments are met.

Assessing a liquidity position can be challengiig.adequate liquidity position for one bank

10



may not be sufficient for another. Therefore thyuillity and profitability are crucial for
smooth operation of the bank. We cannot imaginétphality without liquidity; also, there is
no growth in liquidity without profitability. So djuidity and profitability are correlated to
each other.

In response to the economic liberalization poli€yh@ government, establishment of private
and Joint Venture Banks is continued. The tendém@pncentrate these banks only in urban
areas has raised certain questions. This stataifsacannot contribute much to the socio-
economic development of the country where ninetgqr@ of the population depends upon
agriculture. These commercial banks are reluctaeitend their operation in rural areas. But
these banks are inclined to pay fines rather thaectthg their resources to such less

profitable sector. This problem remains to be silve

This study, basically focus its attention to revéa struggle and success achieved by the
Joint Venture Banks. Commercial banks main motvimimake profit by providing services
to the customers. In Nepal, the profitability rabperating expenses, dividend distribution
among the shareholders etc have been found intensi¥here must be some reasons behind
such differences in performance. The problem of shedy refers to the liquidity and

profitability analysis of Joint Venture Banks.

In this study, attempts have also been made tasidthe answers to the following questions:
1. How efficientlyJoint Venture Bankare managing their liquidity?
2. To what extent these banks have been able totrageprofitability?
3. Do they manage and utilize their assets efficiéntly
4. Does the overall liquidity and profitability posit indicate any special strength and

weakness of theslint Venture Banks

o

Why the focus of joint venture banks is mainly ien@ral and Urban areas only?
6. How far the joint venture banks have contributethim economic development of the

country?

1.4 Objectives of the Study
A study is conducted and report is prepared witlage objectives keeping in mind. In the
absence of specific objective, the study loss adisie. The general purpose of the study is to

discuss, examine and evaluate the tradeoff betleeidity and profitability position of the
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concerned Joint Venture Banks in Nepal. Thus,ghidy has been conducted to achieve the
following objectives:
1. To explore and examine the relationship betweemdity and profitability of Everest
Bank Limited, Nepal Bangladesh Bank Limited, Na&riab Bank Limited .
2. To determine the operational efficiency of the nggamaent of the banks under study.
3. To evaluate assets utilizationlBBL, NBBL, NAIBL.

4. To examine the link between total deposit and nefitpof the banks.

1.5 Significance of the Study

The study of the analysis of liquidity and profilék position of joint venture banks in Nepal
plays vital role in the managerial decision. Everganization has to analyze its financial
performance in the every step of its operationmamtion, and expansion. There should be an
appropriate equilibrium between the earning and-eemming assets. Commercial banks are
always guided by the objective of profitability.|Ainancial decisions of commercial banks
are for the betterment of shareholder’s wealth.ré@lshould be an effective system of funds
allocation in order to safeguard the banks fromdéeger of illiquidity. An appropriate level
must be achieved between them. The study pondérsitout whether commercial banks are

alert or not in this regard.

This study will be helpful to enhance the finangalformance of concern organization. This
study will be usable and valuable for academiciahgjents, teachers and practitioners in the
field of accounting and finance. This study enlegtg the shareholders, financial agencies,
stock exchange, stock trader, customers, depositatsiebtors who can objectively identify

the better banks to deal with.

Thus, this study analyses and states to maintdanta between principalities of liquidity
and profitability. This study will be a helpful tbfor the bank also in analyzing its practices
on trade off between liquidity and profitability.

1.6 Limitations of the Study

In the context of Nepal, problem of reliable dadathe major problem for research study.

There is considerable place for arguing about é¢tsugacy and reliability. Every study has
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limitations due to different factors of institutentime-period taken, reliability of statistical

data, tools and variances. The following limitasaare pointed out in this study of trade off

between liquidity and profitability position of JuiVenture Banks:

1.

1.7

The study analyzes only the relationship betwegquidity and profitability of the
selected joint venture banks and hence it doesowar the other aspects of the banks.
The study focuses only three joint venture banlksNabil, Nepal Bangladesh and
Everest banks. So, the findings of this study che'generalized to all banks.

This study is conducted on the basis of secondatg. dTherefore, the study has
inherent limitation of the secondary data.

This study covers the analysis of only five yeaatadrom FY 2006/07 to 2010/11;
hence, the conclusion drawn confirms to the ab@r@gds only.

The ratios & tools that are going to be used m study may vary due to different
definition of terms given by different author.

In this study time & financial constraints is shawn

This study only based aloint Venture Banks

Organization of the Study

The study on trade off between liquidity and patdfitity of Joint Venture Banks has been

dividend into five chapters viz. Introduction, Rewi of Literature, Research Methodology,

Presentation, and Analysis of Data and Summarycldsion and Recommendation.

Chapter-I Introduction

The introduction chapter deals with the generakgemnd and the subject matter of the

study. It consists of introduction of research gtuahich explains the focus of the study,

statement of the problem, objectives of the sts@ynificance of the study and limitations of

the study.

Chapter — Il Review of Literature

In the second chapter, the relevant and pertingrature and various studies have been

reviewed. The review has been made in terms ofthkeretical background of banking

principles that are relevant to this research work.
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Chapter — Ill Research Methodology

The third chapter briefly explains about the reskeanethodology, which has been used to
evaluate the liquidity and profitability positiorf banks under consideration. This chapter
consists of research design, sample and populasoutces of data, and statistical and
financial tools and techniques to measure the digguiand profitability position of Joint
Venture Banks.

Chapter — IV Presentation and Analysis of Data

In the fourth chapter, the data required for thedgthas been presented, analyzed and
interpreted by using various tools and technigueBnancial management and statistics to
present the result relating to the study.

Chapter — V Summary, Conclusion and Recommendations

The fifth chapter is the final chapter of the studfich consists of the summary of the four
earlier chapters. This chapter tries to draw ocraclusion of the study and attempts to offer
various suggestions and recommendations for theowement of the future performance of

the banks under review.

Finally, bibliography and appendices are also idetuat the end of the study.
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CHAPTER -1l
REVIEW OF LITERATURE

The review of literature is a very important aspefcthe research. This chapter highlights
upon the existing literature. For this, several kspodissertation, reports, handouts and

articles published in journals and newspaperseanewed.

2.1 Theoretical Review

2.1.1 Concept of Liquidity

"Liquidity is the status and part of the assetsclwhtan be used to meet the obligation.
Liquidity can be viewed in terms of liquidity stoken the balance sheet and in terms of
liquidity available through purchased funds. Thegrde of liquidity depends upon the
relationship between cash assets plus those agiets can be quickly turned into cash and
the liability awaiting payment. Generally, the adiion of liquidity can't be found in the
same way, in the countries of whole world. Becaiise known, as much as the development
of the monetary sector take place or the use ofetaoy devices increases, so much the
definition of it goes wider. Bhandari, (2003),iquidity means the whole money or stock of
money."

According to D. W. Pearce, "Availability of casmdaof assets readily convertible into Cash,
to meet immediate obligations, this means, procés® and cost of conversion of liquid
assets should be little”.

As per manning Decay," An asset is completely tqufi its owner can count with absolute
certainty on turning it into cash at a very shatice and without loss". This means, the asset
should be easily converted into cash at a shoitenatithout any loss of assets.

Shrestha, (2061), "Liquidity management is the pantisk management framework of the
financial services industry, which concerns allafigial institutions whether they are
commercial banks or development banks or financenpamies or other financial
institutions."

Pandey, (2000), "Liquidity ratio measures the #apilof the firm to meet its current
obligations. In fact, analysis of liquidity needetpreparation of cash budgets and cash and
fund flow statements; but liquidity ratios, by ddishing a ratio between cash and other

current assets to current obligations, provide gkgmeasure of liquidity. A firm should
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ensure that it does not suffer from lack of ligtydiand also that it does not have excess
liquidity. The failure of a company to meet its iglations due to lack of sufficient liquidity

will result in a poor creditworthiness, loss of diters' confidence, or even in legal tangles
resulting in the closure of the company. A veryhitggree of liquidity is also bad; idle assets
earn nothing. The firm's fund will be unnecessatiiyg up in current assets. Therefore, it is

necessary to strike a proper balance between igjgidity and lack of liquidity."

The liquidity position of bank is very important toaintain the public faith upon banks.
People deposit their precious assets and funddantk with the faith that banks repay it with
guarantee as agreed terms and conditions. So,masikrefund the public deposit on demand
or on expiry of predetermined time period. Whenaakofails to repay deposited money on
time as per their demand, it tends to the losaubfip faith upon banks. Then account holders

rush into bank to withdraw their money deposited.

Lack of adequate liquidity is often one of the tfisggns that a bank is in serious financial
trouble. Due to this bank usually begins to lospodés. This erodes its supply of cash and
forces the bank to dispose in more liquid assetshik situation, other bank becomes more
increasingly reluctant to lend the troubled bank &mds without additional security or a
high rate of interest. This will further reduce tbarnings of the bank and threatens it with
failure.

Liquidity management is much more important thanmagy realize, because a bank can be
closed if it cannot rise enough liquidity even tngb technically it may be still solvent. Many
banks assume that liquid funds can be borrowedaliyt without limiting any time they
needed. Therefore, they notice little need to shopadity in the form of easily marketed,
stable-price assets. The enormous cash shortagesenced in recent years by banks make

clear that liquidity needs cannot be ignored.

Singh, (2062), "Liquidity is an important principlef bank lending. According to the
principle of liquidity, banks should invest theunfds in such sectors, where investment can
be converted into cash easily and quickly witharmarkable loss on their value. Banks
should invest majority of their funds in governmeaturities and first class securities, which

possess sufficient liquidity."
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There are certain securities such as central, siatelocal government bonds, which are
easily saleable without affecting their market psicThe shares and debentures of ordinary
firms are not easily marketable. So, the banks lshoweke investments in government
securities and shares and debentures of reputat goock companies. This is the basic

principle of liquidity.

Liquidity is the availability of cash at the timehen needed at a reasonable cost. One of the
most important tasks faced by the management obany is ensuring adequate liquidity. A
bank is considered to be well liquidity maintainingnk if it has ready access to immediately
spend able funds at reasonable cost preciselyedirtte when those funds are needed. This
suggests that a well liquidity maintaining bankheit has the right amount of immediately
spend able funds on hand when they are requiredaorquickly raise liquid funds by

borrowing or by selling assets.

The liquidity position of a firm would be satisfacy if it is able to meet its current
obligations when they become due. A Firm can bé gahave the ability to meet its short-
term liabilities if it has sufficiently liquid furglto pay the interest on its short-maturing debt
usually within a year as well as to repay the ppal This ability is reflected in the liquidity
ratios of a firm. The liquidity ratios are partiadly useful in credit analysis by banks and
other suppliers for short-term loans.

2.1.2 Importance of Liquidity

A bank can't be run without liquidity. So, that thiepal Rastra Bank from time to time
changes the legal provision about the liquiditye Qompulsion about the commercial banks
should keep the cash in their various funds showes importance of liquidity. The
commercial banks and financial institutions shoaidintain the balance of cash fund in
required quantity as per the law and the NRB. intq@ortance of liquidity is considered very
sensitive because if it can't maintain the liquidit has to pay fine.

The commercial banks and financial institutionsudtidkeep the stock of liquid assets in the
ratio of their deposit liability, as determined the NRB. The commercial banks and the
financial institutions should keep the fund corketd repay the liability of total deposit. If a
commercial bank or a financial institution does keeép the stock of liquid property as per
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the law and policy of the central bank, then thera provision to fine them. So, there is no

dispute that liquidity is the most important thilog a bank.

People deposit their savings into bank to safegtreh, earn interest and get back whenever
they need. Therefore, banks must maintain liquidity refund the deposit, when
accountholders withdraw their deposits. Hence, idigy is the life-blood for bank, without
which a bank cannot survive for long. Banking teat®ns are more dependent upon the
mutual faith between bankers and customers. kssmial to maintain sufficient cash reserve
in bank to maintain the public faith. The basic ortance of bank liquidity can be presented
as follows:
a) Liquidity is essential for the payment of all soofsdeposits such as current, saving
and fixed account of its customers.
b) Liquidity is important to meet the daily expenskattare spent in the administrative
functions.
c) Liquidity is important to maintain statutory liquig ratios in banks.
d) Liquidity is important and inevitable factor to adhce loan.
e) Liquidity is needed to pay dividend to their shaiellers.
f) Liquidity is essential to face the economic risd &l or in economic crisis.
g) Liquidity is essential to gain trust from the pwhincluding other sectors.
h) Liquidity is necessary for the efficient and hegltompetition among banks.

i) As a whole liquidity is life blood for the runnirand existing of the banks.

2.1.3 Criteria for Measuring Liquidity Position of Bank

The bank liquidity is the most important for a batftkthere is less bank liquidity, the bank

can't be run. If there is much liquidity, the basthould bear great loss economically. Both

high liquidity and low liquidity is not good sigroff the bank. The bank should be able to

keep the liquidity in balance. This is very diffictask. However, the bank liquidity can be

measured by the following criteria:

a) Deposit investment ratio

Liquidity can be measured by the deposit investmati. The depositors deposit the cash in

the current, saving and fixed accounts. The baokives the most liquidity as deposit. The

bank invests the capital collected by deposit inous profitable and productive sectors in

the form of loan. By earning much profit from iyet bank can get a lot of amount from the
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amount of deposit. The bank has the nature of galgwer interest to the depositors and
taking higher interest from the place it investddd the bank doesn't invest all the cash as
loan. A part from the deposit invested, the bardodlas other cash. Thus, the criteria of
liquidity can be found from it.

b) Investment in assets

The criteria of measuring liquidity in bank, depsrah the type of asset which the bank has
made investment. The bank doesn't waste cash semekved from different source of
capital. The bank can invest the money, it possessalifferent types of assets. In such
condition, the bank has low liquidity because theestment made in such nature of assets
need much cash. And the bank gains income veryftom such nature of assets. But in
contrast to it, if the bank has invested in thersled various companies, the investment in
government securities and treasury bills and in tebentures of different business
institutions, bank liquidity is abundant. In thigyy the investment that the bank has done can
be used as the criteria of measuring liquidity.

C) Cash reserve ratio

The cash reserve ratio also can be taken as aritdrimeasuring bank liquidity. The
commercial bank should maintain the cash resertie es fixed by the central bank by
opening an account in central bank and also shmoaldtain the statutory liquidity ratio, in its
own treasury. It changes from time to time. Thumkbliquidity can be measured from this
also.

d) Profitability

The bank should be able to earn income from theiumedf investment because it is a legal
person. The objective of the bank is intensifiethwhe concept of gaining profit. The bank
should invest its money to gain the profit. Thelbaan invest in various ways. A great deal
of cash is deposited in a bank from different aot®was deposit. The bank invests as loan,
the cash fund and the cash collected from varighsrcsources. In addition to it, the bank
spreads its investments in various profitable sect®he bank provides various banking
services to its customers. The bank becomes sduotédss generates income from such all
investments and functions. But the bank certaimgviges little interest to the account
holders who deposit the money in the bank. Thues|itfuidity can be guessed from the profit

of which a bank has gained.
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e) Investment in loan

The bank distributes loans in different sectorse $burce of loan investment is important for
the various sources of income of the bank. It isnaportant to know what sort of loan and
how much loans the bank has distributed, whilebi#wek distributes the loan. If the bank is
intensified with the concept of gaining profit, thank disburse loan as a long term and mid
term basis. If it has paid its attention to theepgfit invests in short term loan. If great defal o
amount is invested in long term and mid term, tlieere is lower liquidity. Thus, loan
investment also be the criteria of measuring tipaidiity.

f) Structure of bank

The organizational structure of a bank also giyescslation of bank liquidity. If the structure
of the bank is in single nature, there is highquillity in the bank. If the banks have many
branches, liquidity is lower because the liquidigynains scattered in different branches and
sub-branches. In this way, the bank liquidity can found out from the organizational
structure of a bank.

0) Position of business

If the business environment of the bank is gooen tquidity remains low. On the contrary,
if the business environment is not good then liguicemains high in the bank. In this way,

the position of the business can be the mediunuésgthe criteria of measuring liquidity.

2.1.4 Concept of Profitability

"Profitability is the measurement of efficiency.oRtability also indicates public acceptance
of the product and shows that the firm can prodiarapetitively. Moreover, profit provides
the money for repaying the debt incurred to finatiee project and the resources for the
internal financing expansion. The profitability affirm can be measured by its profitability
ratios. In other words, the profitability ratioseadesigned to provide answers to questions
such as (i) Is the profit earned by the firm adeg@4dii) What rate of return does it represent?
(i) What is the rate of profit for various divaan and segments of the firm? (iv) What is the
earning per share? (v) What amount was paid irddnds? (vi) What is the rate of return to

equity-holders? and so on."

Khan and Jain, (1992), Profitability ratio indicaitine degree of success in achieving desired
profit. It furnishes answers to how efficiently tHeank is being managed. Although
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profitability ratio mainly studies the earning pawef the bank, it depicts almost entire
performance of the bank.

Saunders & Cornett, (2004), Business environmefullli®f risks and uncertainties. To grasp
the global changing technologies, to stay ie tmarket uncertainties, to replace acquire

assets and enhancing business scope etc. kcaiggrofit margin.

Mishkin, (1998), Profit is necessary to plough backthe investments like innovations,

business expansion and self-financing. It als@aetitrinvestors for further investment.

Mishkin, (1998), Shareholders provide equity cdpiiathe business because they expect the
entity will provide return to their funds at leasfjual or above market rate of return. To
maintain the shareholders expectation, it is mogtortant that a firm should earn sufficient

profit so that it can distribute dividends.

Panday, (2000), "Profit is the difference betwemrenues and expenses over a period of time
(usually one year). Profit is the ultimate 'outmita company, and it will have no future if it
fails to make sufficient profits. Therefore, thedncial manager should continuously evaluate
the efficiency of the company in terms of profithe profitability ratios are calculated to
measure the operating efficiency of the companysid&s management of the company,
creditors and owners are also interested in thitgodity of the firm. Creditors want to get
interest and repayment of principal regularly. Owgngant to get a required rate of return on

their investment. This is possible only when thenpany earns enough profits.”

Commercial banks are established to earn profith®vit profit, they cannot survive for the
long period of time. All the stakeholders of thabaut pressure on the bank management to
earn profit for their own sake. Without profit teestakeholders cannot be satisfied and
without them bank cannot exists. So, bank wantsest all of its funds in those sectors
which ensure higher return. Further more, ther@ways positive attitude of depositors and
other lenders towards the highly profitable bas.a result, bank can acquire funds easily

and can spend in their transactions.

Profit is a reward for risk taking. Profit for aridais the difference between borrowing rate of
interest and lending rate of interest. Generallyjrderest rate is the composite of liquidity
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risk premium, default risk premium, inflation ripkemium and risk free rate. Investments on
liquid assets are free from liquidity risk and deéfaisk. So, interest rates or rate of return
from such investment are comparatively very lownlBawants to invest on those assets
which ensures higher return rate. However, theywaaascape from the investment on liquid
assets. So, appropriate investment portfolio wieisbures both liquidity and profitability is

essential.

2.1.5 Principle of Profitability

Commercial banks are the profit-oriented businaggmruzations. They are established by
issue of shares to general pubic, who purchaseesharearn profit in terms of dividends.
Therefore, profitability should be the cardinalnmiple for making investment. According to
principle of profitability, banks should invest thdéunds in such sectors, which ensures
higher rate of return. Banks must earn sufficiendfifs to meet all expenses for daily
administration, expansion and growth as well asygayt of dividend to shareholders. That is
why; it should invest in profitable sectors, whiaésure a fair and stable return on the funds

invested.

Banks can either invest their funds in securitiesadvance loans to productive sectors to
generate profit. The earning capacity of securified share depends upon the interest rate,
the dividend rate, and the tax benefits they cdtng. largely, the government securities that
carry the exemption of taxes. The bank should inwesre in such tax-free securities. But
banks should not invest in the share of such newpemies. New companies also carry tax

exemption. This is because shares of new compargeasot considered as safe investments.

In loan sectors, bank should grant loans to thestoss generating high rate of return. Still

they cannot neglect the risk and liquidity factddsgher return involves higher risk, thus,

there should be a proper check and balance betnserand return for investment. Bank

should select the loan proposal bearing high retutim proportionately low risk.

2.1.6 Trade-off between Liquidity and Profitability

For a bank, the words liquidity and profitabilitproe again and again. There is no possibility

of profitability without liquidity. Also, there isi0 growth in liquidity without profitability.

These are complement to each other. But thesels@aee opponent to each other. If there is

high liquidity in bank, the bank can't gain profeéecause, most part of the liquidity is
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reserved in the bank, it doesn't give profit to bla@k. The bank can't invest the amount. It is

not possible to hope profitability without investme

For profitability, the bank has to keep liquidiggw in the bank, invest the cash fund, it can
gain profit after some time but it can invite a graccident to the bank. If there is no
maintenance of liquidity in the bank as a balaraenf the bank can't carry out its banking
transaction. Different obstructions may come toramtransaction, not only the bank losses,
its business, but also destroys the reputatioraokbEventually, it becomes matter of great

loss for the investors, creditors and the nation wivested the amount on it.

Of all fundamental and sound lending principlesha&f investment policy, the principality of
liquidity and profitability are very much crucidh the lack of liquidity the bank can't give
payment to the depositors in the time of their dednand can't pay the loan to the creditors.
The bank's daily work can't be run. The bank, urtterlaw can't keep and maintain the
capital funds. Not only this much, the bank alsodmees unable to face any economic rise
and fall occurring in coming days. So, to keepitigy is very important. If high liquidity is
harmful to the bank, liquidity crisis too is maleym to the bank. To be free from both of

these two conditions, the bank should be able totaia balance of liquidity.

Similarly, the bank should keep in balance the @pie of profitability. If there remains high
liquidity in the bank, the bank will be successifulits goal. The commercial banks always
are intensified with the concept of gaining profib, they are eager to invest in the profitable
sectors. To gain much profit, they should be abl#aw long term loan, short term and mid

term loan which brings profit to the bank.

"The bank always follows the principle of profitaty more carefully. Sometimes, the bank,
with the view point of gaining profit and safetgyests in the sectors that are considered less
important, from which it can earn much profit os$o This is a matter which depends on time
and situation. It is very difficult for the bank tlischarge both of these function together, to
keep liquidity and earn profit are compulsory fbe tbank. But if the bank without carrying
both these principles moves forward, it becomesicoessful in its goal. The bank should not
forget these two principles all the time. It sholdd able to maintain these principles in
balance all the time. The bank should maintain tstdading between these two principles.
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If the bank attempts to run its transactions igmpiihese two principles, certainly the bank
will bear an economic disaster. Hence, the bankggemphasis upon the necessity of internal
co-ordination between liquidity and profitabilitye to following reasons:

a) Liquidity is necessary to make payment of all softdeposits.

b) Liquidity is necessary to save the bank from thenemic rise and fall.

c) The bank should not keep high (excess) liquiditgam profit.

d) In the lack of profitability, the bank can't be oped.

e) Also, if there is liquidity crisis in the bank,adan't be run.

f) Also, the bank should earn much profit to pay tharsholders, creditors and the

employees of the bank.

g) Also, for competition and exist in the market, bank should gain profit.

h) The bank can't manage its transactions withoutiggiprofit.

i) Liquidity is important for the extending of new bhes.

J) Efficient level of liquidity is necessary for thaiging of public faith.

With the above mentioned reasons, (Bhandari, 26@8)iquidity and the profitability have
their peculiar importance in the bank. So, fromibess point of view, it is necessary to
maintain balance, between principalities of ligtyidind profitability."”

The importance of liquidity and profitability inl@ank is paramount. They are recognized as
two wheels of a cart because in the absence ofoatlyem, the bank cannot forgo ahead.
However, there is a practice of treating them daguomistic to each other because liquidity is

maintained at the cost of profitability and vicesee

Similarly, a bank always puts in efforts to maximis profitability. This is so because its
shareholders expect fair rate of return, deposegpsect better rate of interest and employees
expect handsome salary and bonus. If the bank taatisfy either of these parties then the
success of the bank is always questioned. Andemtstof bank in a competitive market is

uncertain.

24



2.2 Review of Related Studies

Various studies have been conducted in differepeetsof commercial banks and Joint
Venture Banks. The conclusion of the previous sidin the different aspects of Joint
Venture Banks is relevant to this study. Thus, shelies of previous articles, journals and
thesis are reviewed in this regard.

Review of Journal and Articles

Kennon.J, (2005), Bizfinance.about.com the article“The Importance of Liquidity and
Liquid Assets; A Lesson from September”1Afiter the September 11th terrorist attacks, the
American financial system was shut down for fouysdawith stock exchanges closed,
investors learnt the importance of liquidity aftbey temporarily lost access to cash and
investments. As we reflect on the tragedy, invesstrould remember one important lesson:

at least some portion of our net worth should geidl.

The term liquidity refers to how fast something d¢snturned into cold, hard cash. Liquid
assets are those that are thought to be turneastoimmediately. These are the most liquid
assets (meaning we can immediately spend them}hbueast safe. On the other end of the

scale are assets such as real estate, which eamtakths or even years to convert into cash.

In most cases, depositing the money in a banknsidered extremely safe. America's banks
have not be frozen since 1933 when Roosevelt dmtlar"banking holiday" which lasted

three days, and it seems relatively unlikely sushegent would happen again in the near
future. Money market funds can cause problems Isecave may lose access to our cash if
the financial markets shut down (which is preciselyat happened to many investors on
September 11th). For emergency purposes, we shuaildtonsider stocks, bonds, mutual
funds, government treasuries, annuities, or insirglicies as liquid assets. In addition to
normal market fluctuations, these investments magomme completely illiquid if the

exchanges are closed.

Even if we don't own any investments, we still naszhsh reserve. Once Manhattan was shut
down, many businesses could not operate. In soreesc@mployees were not paid for
several weeks, leaving them without a source obrime. What if there was a tragedy or
extraordinary event in our area and we suddenlydottueport to work? Taking the scenario
one step further, what if such an event causecconmpany to run into tough financial times

and it either closed its doors or started lying mibst of the work force? How would we
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survive? If we had realized the importance of liityi, we would be able to stay afloat for at

least several months using our cash reserves.

The article entitled ‘The  Efficiency of  Liquidity =~ Monitoring and Forecasting
Framework the Nepal Rastra Bank in the Cxintef Liquidity Management in the
Nepalese Banking and Financigbystem” by Shrestha in 2007 has stated liquidity
management as the part of risk managememefrerk of financial services industry.
He found taking high liquidity risk as well as highedit risk are two main factors that cause
banks to fail. Although high liquidity risk alons not likely to cause banks failures, a
liquidity crisis usually signals a need fohaage. The article concluded proper liquidity
management ensures that banks and financial st financial commitments and
obligations are met. Maintaining adequate liquidalgo helps in avoiding forced sale of
assets. The need for bank liquidity stems from aeas cyclical trend and short-term
irregular movements in deposits and loans. THéerdnt sources available to meet these
liquidity needs were identified and groupeatoi asset and liability liquidity sources.
The treasury manager must consider the purpodeediquidity need, the length of time for
which funds are needed, the access to liabilityketar the cost and the characteristics of

various liquidity sources and interest rate forexas

Walt, J. (2008) in the article Sound Practices for Managing Liquidity in Banking
Organizations” attributed Liquidity, or the abilityo fund increases in assets and meet
obligations as they come due, is crucial ttee ongoing viability of any banking
organization. Sound liquidity management can redie probability of serious problems.
Indeed, the importance of liquidity transcendsitttkvidual bank, since a liquidity shortfall
at a single institution can have system dewiepercussions. For this reason, the analysis
of liquidity requires bank management not only teasure the liquidity position of the
bank on an ongoing basis but also to exantiow funding requirements are likely to

evolve under various scenarios, including adveoselitions.

Dr Khatiwoda.Y, Annapurna Post (2030 the governor of Nepal Rastra Bank accused
commercial banks, "At present situation Nepalesiiog sector is facing liquidity problem
due to their own causes” such as high investmenurmproductive sector i.e. real state,

involve in competition to increase market share ianoonus distribution” he adds "directors
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of commercial banks creates big problem but theasin is in controllable, NRB is going to

make policy to solve it".

Review of Related Studies
A study done by Mr. Gumanju (2004), entitled with Comparative Study of Financial
Performance Analysis of HBL and NIB”.
Objectives:
* Examining & evaluating the financial performanceHBL & NIB.
Major Findings:
* The analysis of leverage ratio shows that HBL hghdr ability in utilizing debts
than NIB in terms of total debt to total equitytaicassets and total capital ratio,
* The liquidity as well as profitability position MIB is better than HBL in terms of
ROA,
* The EPS and DPS of HBL are better than NIB,
» The correlation co-efficient showed the positiviatienship between total debt and
net profit of HBL and NIB, etc.
Recommendation:
* Mr. Gumanju recommended that both the banks shmaddtain standard current
ratio.
* Both the banks should enhance their capacity bgc¥e organization structure &

controlling capital structure.

A research carried out by Mr. Paudel(2006) entitleith "Liquidity Management of
Commercial Banks in Nepal with reference to BanKathmandu (BOK), Nepal Industrial
and Commercial Bank (NICHBL, EBL and NABIL’,
Objectives:
 Examining & analyzing the liquidity position andsitmanagement in Nepalese
commercial banks.
Major Findings:
* The liquidity position of NIC is strong, EBL is poand BOK, HBL and NABIL are
moderate in terms of cash and bank balance torduteposit ratio,
* The liquidity position of EBL, NIC and BOK are progpionately better than NABIL

and HBL in terms of short-term investment to tat&lestment ratio,
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* The efficient deposit utilization in investment NABIL is good, BOK is poor and
NIC, HBL and EBL are moderate and so on.
Recommendation:
e Mr. Paudel recommended that all the commercial afiould maintain the strong
liquidity position.
* For liquidity commercial bank should focus on sherm deposit as well as current

deposit.

Mrs. Dhungana (2006) made the thesis report ledtitiquidity Position of Commercial
Banks of Nepal With reference to BOK, HBL, Standahdrtered Bank (SCB), Nepal Bank
Limited (NBL), NIB and EBL”
Objectives:
* Examining the relationship between liquidity andffiability.
Major Findings:
* The banks under study are maintaining very higrellexf liquidity than the rate
imposed by the NRB,
» Saving and fixed deposits are in higher proporasrthe major sources of funds for
each bank,
» There is positive correlation between change irode#@nd change in total liquid fund
of the banks and so on.
Recommendation:
* Mrs. Dhungana recommended that performance ofdstaiaks are quite satisfactory

and they should find new investment sector fogltasting profitability

Mr.Shrestha (2007) done a research entitled WRbrformance Measurement of Joint
Venture Banks in Nepal with reference to EBL, S8&jal State Bank of India (NSBI) and
NABIL".
Objectives:
* The main objective of the study was to access ilkestment policy and strategies
followed by the banks
Major Findings:

* SCB has the highest mean current ratio whereas,|INA8s the poorest,
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* NABIL has maintained highest cash and bank balamd¢etal deposit ratio among all
the banks under study,
* The condition of the entire banks are moderatedmtain investment to total deposit
ratio,
* EBL has the highest earning power capacity thamther banks under study etc.
Recommendations:
* He recommended that all the banks under study dhmmllect more amounts of deposits
through variety of deposit schemes and facilities.
* He also suggested EBL to keep wide vision in innestt.
» Lastly, he strongly recommended all the banks te@sh its more funds in shares and

debentures.

Mr.Tamang (2009) conducted Master’s thesis entitleidancial Performance Analysis of
Commercial Banks of Nepal with reference to NIB BIABIL”",
Objectives:

* The main objective of the study is to measure therating efficiency, stability and

profitability of NIB and NABIL along with their fiancial strength and weakness.
Major Findings:

* The liquidity position of NIB is better than thait NABIL,

* NABIL has utilized more debt than NIB,

* The profitability ratio of NABIL is better than thef NIB in terms of ROA,

» The EPS and DPS of NABIL are better than that d&,NI

* There is positive correlation between total delat met profit for both the banks etc.

Recommendations:

* On the basis of his findings, he recommended tbt#t the banks should review their
overall capital structure and investment portfolm make better mix in capital
structure.

* Moreover, he also suggested that both the bankddhatso give due consideration in

improving their liquidity position.

Mrs. Karki (2010) made thesis report entitled withiquidity and Profitability Position of
CommerciaBanks of Nepalwhich included SCBL, NABIL, HBL, EBL; NIBL.
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Objectives:
* Main objective of the research is to examine thaidlity and profitability position of
the commercial banks of Nepal.
Major Findings:
* The liquid asset of SCBL is highest among the alvogationed banks.
» In terms of cash reserve ratio liquidity positidi\dBL is most satisfactory.
* The average net profit made by SCBL is highestetms of net profit margin SCBL
is most efficient.
Recommendations:
* According to the thesist would be better if EBL increases the liquid dsse
considering the short-term liabilities requirement.
* NABIL and EBL should be careful enough while maintng CRR and thus should
not jeopardize the credibility of the bank.
» Lastly she suggests that banks should reengineepdhtfolio of its investment to

achieve higher higher profit.

2.3 Research Gap

The relationship between liquidity and profitalyilaf joint ventures banks in Nepal has been
conducted by few researchers. However the comparatudy between EBL NBBL and
NABIL has not been carried out till date. The reskahas taken into consideration the
Liquidity and Profitability Position of JVB’s of Nml which included SCBL, NABIL,
NBBL, EBL; NIBL on the basis of research conductedLok Bahadur Karki of Shanker
Dev Campus. In global context various related netehetween banks of different nations

has been taken into consideration.

The previous research is only limited to finaneiatl statistical analysis of commercial banks
of Nepal. The previous researchers has been inetenfp show the impact of profitability
over the maintained liquidity it has only explaingie trend that has been established
between the liquidity and profitability, it has loeee incomplete to explain the impact over
the operational efficiency and the specific proldefaced by the banks due to conflicting
impact of profitability over liquidity. Thereforethis research is broader and is aimed to
analyze the impact of profitability and liquidityybanalyzing their trends and using
hypothesis to draw the effective conclusion.
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CHAPTER-III

RESEARCH METHODOLOGY

3.1 Introduction

In the modern world, research has become an inssiide in all spheres of human activity.
Research is essentially systematic inquiry seefdots through objectives verifiable methods
in order to discover the relationship among theht@andeduce from them broad principles or
laws. It is really a method of critically thinkingy defining and redefining problems,
formulating hypothesis or suggested solution, ctilhg, organizing and evaluating data,
making deductions and making conclusions to detegmwvhether they fit the formulated
hypothesis.

Research is a systematic method to find out thetisol to a problem where as research
methodology refers to various sequential stepsetadiopted by a research in studying a
problem with certain objectives in view. In otheonds, research methodology describes the
methods, techniques and process applied in theeeadpects of the study. It is a sequential
procedure and method to be adopted in a systestatiy.

It has been clear that research methodology is stesytic and scientific method of
identifying problems, collecting facts and informeat tabulating and recording the data,
setting hypothesis, analyzing the facts and rebkesgccertain conclusion with a view of
findings answer to the problems. In fact, reseanethodology is one of the crucial aspects
of the thesis writing. So the presented chaptetiéneuthe entire research methodology used

and followed in this study.
This study is basically focused on liquidity andfitability on the selected period to know its

impact on the national economy as a whole. Then@irz performance of Banks can be

evaluated on the basis of meeting of their objestiand fulfilling of their function.
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3.2 Research Design

Basically, Research design refers to the concéptuacture within which the research is

conducted. It is the plan, structure and strategywestigation conceived so as to obtain a
number of research questions and to control vagiahds essential for the whole study and
helps in finding out deficiency in expectation bétstarting of work. The study is based on
two types of research design i.e. descriptive rebedesign & analytical research design. The
descriptive research design describe about therpatif the Nepalese investor, structure of
the company etc. The analytical research desigremakalysis of collected information &

data as well as make a critical evaluation of its.

The research design is the outline of a plan $bttee hypothesis and should include all the
procedures that follow. It is said that the fornhiaproblem that follows in task of defining

the research is the preparation of design of theareh project, popularly known as research
design. Basically, the research design has twogsaigp The first purpose is to answer the
research question or test the research hypothstssecond purpose of research design is to

control variance.

Joshi, (2008)," A research design is a plan forcthikection and analysis of data. It presents a
series of guideposts to enable the researcherogrgss in the right direction in order to
achieve the goal. The design may be a specificeptagon of the various steps in the
research process. These steps include the selefteonesearch problem, presentation of the
problem, formulation of hypothesis, conceptualityaiMethodology, survey of literature and
documentation, bibliography, data collection, tagtiof the hypothesis, interpretation,
presentation and report writing. Generally, a commesearch design possesses the five basic
elements viz. (i) Selection of problem (ii) Methdalgy (iii) Data gathering (iv) Data analysis
and (v) Report writing."

Kothari, (1999),"Research design is needed becauseilitates the smooth sailing of the
various research operations, thereby making relseasc efficient as possible yielding
maximum information with minimum expenditure of @tf time and money. Research
design stands for advance planning of the method tadopted for collecting the relevant
data and the techniques to be used in their asaligseping in view the objective of the

research and the availability of the staff, timd amoney. Research design, in fact, has a great
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bearing on the reliability of the results arriveddaad as such constitutes the firm foundation
of the entire edifice of the research work."

The main objective of this study is to analyze amdluate the relationship between liquidity

and profitability position of the selected Jointritiere Banks and provide suggestions on the
basis of the evaluation. To accomplish this obyegtianalytical and descriptive research

design has been adopted. It tries to describe aatize all these facts that have been

collected for the purpose of the study.

In this research, the trade off between liquiditgd @rofitability positions of the Joint Venture
Banks is analyzed. Mostly the secondary data haee bised for the research study. The data
are collected from the various websites, annuansmf the respective banks, personal visits
opinion survey etc. Hence, the research designagenby collecting the information from
the different source and data have been tabulatgdiaalyzed by using various financial and
statistical tools. The financial tools include lidily and profitability ratios. Similarly, the
statistical tools include average or mean, standandation, coefficient of variation, trend
analysis. This study tries to make comparison astdbéishes relationship between two or
more variables. At the end, summary, conclusion ses@bmmendations are set for the

purpose of the study.

3.3 Population and Sample

The term "population” used in statistics denotesafgregate from which the sample is to be
taken and the term "sample” is that part of theupadon, which we select for the purpose of
investigation. Population is also known as unive&amnple refers to a part chosen from the
population. Thus, in statistics, population mearn®l & sample means the part of the

whole.

Since, this study is focused on the Joint Ventu@nkB, thus, here the population
encompasses all the 6 Joint Venture Banks funcigprtis operation within the country.

Since, study of whole population may not be possthle to several factors, thus, sampling
becomes essential to draw inference for the papualaBo, among 6 Joint Venture Banks,

three Joint Venture Banks have been selected Ing esinvenient sampling methods
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3.4  Sources of Data

Analysis of data means to study the tabulated nahterorder to determine inherent facts or

meanings. It involves breaking down the existingnptex factors into simpler parts and

putting them together in new arrangements for pregation. A plan of analysis should be

prepared in advance before the actual collectioth®fmaterial. A preliminary analysis plan

for investigation process requires detailed infararaabout similarities, differences, trends,

outstanding factors etc.

Basically, this research includes secondary datiasaich data have been collected from the
respective banks. Moreover, several books, jourretscles and magazines and various

websites have also been consider.

3.5 Data Analysis Tools

The collected data will be analyzed with the hdlgitierent financial and statistical tools.
Financial Tools

Financial tools are those which are used for theyars and interpretation of financial data.
Here in this study, the financial tools will inclerd

(A) Liquidity Ratio

(B) Profitability Ratio

(A) Liquidity Ratio

Bank is an institution which deals with money. Cashthe most liquid fund and it is
considered as the defense of banks. The bank shmifdain certain amount of cash in order
to meet its cash requirements of the depositors. Sktucture of cash will be in the form of
cash in it vault and the cash kept in other baskeell as in central bank of the country. The
central bank, NRB also directs all the commercehks to maintain certain percentage of

cash and bank balance for the purpose of maintenafuidity.

(a) Current Ratio

The current ratio is a measure of the firm's shena solvency. It indicates the availability of
current assets in rupees for every one rupee eémrutiability. Current ratio establishes a
relationship between current assets and curreiifies. The current ratio is found out by
dividing current assets by current liabilities. r@mt assets include cash and those assets
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which can be converted into cash within a yearhsagccash and bank balance, money at call
and short notice, and other assets. Whereas, &fjatibns maturing within a year are

included in current liabilities. Current liabilisanclude bills payable and other liabilities.

As a conventional rule, a current ratio of 2 tor hmre is considered satisfactory. This rule is
based on the logic that in a worse situation e¥dnei value of current assets becomes half,
the firm will be able to meet its obligation. Therent ratio represents a margin of safety for
creditors. The higher the current ratio, the gretite margin of safety; the larger the amount
of current assets in relation to current liabisitiehe more the firm's ability to meet its current
obligations.

Pandey, (2000), "However, an arbitrary standar@ ¢d 1 should not be followed blindly.
Firms with less than 2 to 1 current ratio may bagavell, while firms with 2 to 1 or even
higher current ratios may be struggling to meeirtbéligations. This is so because the
current ratio is a test of quantity, not qualityhelTcurrent ratio measures only ‘total rupees’
worth of current assets and ‘total rupees’ wortltafrent liabilities. It does not measure the
guality of assets. Liabilities are not subject tyy dall in value; they have to be paid. But
current assets can decline in value. It the firosent assets consist of doubtful and slow-
paying debtors or slow-moving and obsolete stockadds, then the firm's ability to pay
bills is impaired; its short-term solvency is theseed. Thus, too much reliance should not be
placed on the current ratio; further investigati@®ut the quality of the items of current
assets are necessary. However, the current ratouge-and quick measure of the firm's

liquidity."”

(b) Quick Ratio

Quick ratio establishes a relationship betweenkgardiquid assets and current liabilities. An
asset is liquid if it can be converted into casimiediately or reasonably soon without a loss
of value. Cash is the most liquid asset. Othertassbich are considered to be relatively
liquid and included in quick assets are debtorslaltslreceivables and marketable securities.
Inventories are considered to be less liquid. Itmeées normally require some time for
realizing into cash; their value also has a tengdncfluctuate. Thus, quick asset equals
current assets minus pre-paid and inventories.qlinek ratio is found out by dividing quick
assets by current liabilities.
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Generally, a quick ratio of 1 to 1 is considereddpresent a satisfactory current financial
condition. Although quick ratio is a more penetrgtiest of liquidity than the current ratio,

yet it should be used carefully. A quick ratio ofoll more does not necessarily imply sound
liquid position. It should be remembered that abtbrs may not be liquid, and cash may be
immediately needed to pay operating expenses.olildhalso be noted that inventories are
not absolutely non-liquid. To a measurable extaentories are available to meet current
obligations. Thus, a company with a high value wtk ratio can suffer from the shortage of
funds if it has slow-paying, doubtful and long-diza outstanding debtors. On the other
hand, a company with a low value of quick ratio meaglly be prospering and paying its

current obligation in time if it has been turningeo its inventories efficiently. Nevertheless,

the quick ratio remains an important index of tine's liquidity.

(c) Cash and Bank Balance to Current Deposit Ratio

This ratio is designed to measure the bank's pliditmeet the immediate obligations. It is
employed to measure whether cash and bank balarmdficient to cover its current calls

margin including deposits. Current deposit mustpagd when depositors demand their
deposit. The higher ratio indicates the bank ikigh liquid and the lower ratio indicates the
bank is in less liquid. This ratio is computed @disjding cash and bank balance by current

deposit.

(d) Cash and Bank Balance to Total Deposit Ratio

Cash and bank balance to total deposit ratio meaghe availability of bank highly liquid
funds to meet its unanticipated calls on differgmies of deposits. This ratio indicates the
ability of banks funds to cover their saving, fixeall and other deposit. This ratio also access
that what proportion of cash and bank balance nesnaith the bank. This ratio is computed

as, dividing cash and bank balance by total deposit

(B) Profitability Ratio

Each and every firm has been established to eaifit py fulfilling human needs and wants.

Profit is a kind of fuel for business enterprisefioms. Without profit no firm can survive.

Therefore, profit is essential for a firm's suntigad future growth. Hence, management of

the firm is interested in the operating efficierafythe firm. Profitability ratio is one of the

important indicators of operating efficiency. Onfetlee focus of commercial banks is to be
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enough profitable so as to meet a variety of objestlike achieving a desirable liquidity
position, meet fixed interest obligation, overcothe future contingencies, explicit hidden
investment opportunities, encourage branch exparetio. Profitability ratio, as a matter of

fact, is the best indicator of overall efficiendytioe bank.

(a) Net Profit Ratio

Net profit ratio shows the relationship between prefit and operating income. The purpose
of net profit is to show the overall profitabilitye., efficiency of the bank. Higher the net
profit ratio, the better it is considered. Thisigats also useful in making inter-firm
comparison of the profitability. Net profit ratie icomputed as, dividing net profit by
operating income.

Where,

Operating Income = Interest Income + commission@isdount + Exchange Gain

(b) Return on Equity (ROE)

Equity shareholders are the real owners of a cosnpad are the risk-bearers and are entitled
to total profits earned by the company after pegiee dividend. Return on equity relates the
profitability of a company to equity shareholdeesjuity. ROE measures the company's
profitability in terms of return to equity sharetlets. It is calculated as, dividing net profit
after tax by shareholder’s equity.

Where, Shareholder's Equity = Share Capital + Res&rSurplus

(c) Return on Total Assets (ROA)

Return on total assets or simply return on asssgsures the productivity of the assets. It is
measured in terms of relationship between net tpaofdl assets. Munankarmi, (2000) "This
ratio judges the effectiveness in using the tataldf supplied by the owners and creditors.
Higher ratio shows the higher return on the assséxl in the business thereby, indicating
effective use of the resources available and vemsas" ROA is calculated as, net profit after
tax divided by total assets.

Sharma (1998), total assets include "both fixed @rdent assets. However, assets that is not
productive like goodwill should be excluded. Itnsedless to add that fictitious assets and
accumulated loss shown on the assets side areeatéoded in this case. Here investments

are included as they are productive, in the seresethey are capable of earning interest.”
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(d) Return on Capital Employed (ROCE)

Return on capital employed is an overall profitdypitatio. This ratio establishes relationship
between profit earned and capital employed ROClicates the overall return on the capital
employed in the business. It points out whethercti@tal employed is being profitably and
efficiently used in the business or not. Higher fifwgo better is the profit earning capacity of
the enterprise. ROCE is calculated as, net prtiét éax divided by capital employed.

Where, Capital Employed = Shareholder's Equity +bddure & Bonds + Loan &

Borrowings

(e) Earning Per Share (EPS)

Earning per share is the ratio, which is calculdtedssess the availability of total profits per
share. It is a very important ratio for equity savlders to assess the return on equity share.
More the EPS better is the performance of the compa

The increasing tendency of EPS enhances the plitysifimore dividend and bonus shares.
EPS only shows how much 'theoretically’ belongsht® ordinary shareholders. It does not
reveal how much is paid to the owners as dividemols how much of the earnings are
retained in the business. It is calculated as,pnefit after preference dividend divided by

number of equity shares.

) Dividend Per Share (DPS)

Dividend per share measures the dividend distribateong the equity shareholders on a per
share basis. The objective of computing this reito know what an equity shareholder by
way of dividend exactly receives. There are two ponents of this ratio; Amount of
earnings, distributed as dividend and, number aftgghares. DPS should not be taken at its
face value as the increased DPS may not be relmbésure of the profitability as the equity
base may have increased due to increased retemtibaut any change in the number of
outstanding shares. It is calculated as, divideaid po shareholders divided by number of

equity shares.

(g) Earning Yield Ratio
Earning yield ratio shows the relationship betweanning per share and market value of
share. Wagle and Dahal, (2008) "In general, higato tells the story of success and lower

ratio signifies the insufficiency of return on istment made on shares as compared to
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market price." It is calculated as, Earning Perrsh&PS) divided by Market Per Share
(MPS).

Statistical Tools

Statistical tools are the measures or the instrisnenanalyze the collected data from the
different sources. In statistics, there are nunmerstatistical tools to analyze the data of
various natures. In this study, the following stital tools have been used to analyze the

data:

(a) Average (X)

The term 'average' is referred as a measure ofatéaehdency. The average is the measure,
which condense a huge data into a single value;iwigipresents the entire data and generally
located at the central part. There are differepesyof averages but only arithmetic mean is
used for this study. Arithmetic mean is the mospiyar and frequently used measure of

central tendency. It is the sum of all observatimnthe number of observations.

Arithmetic mean of a given set of observations hisirt sum divided by the number of

observations.

(b) Standard Deviation

Elhance and B.M. Agarwal, (2000) "Standard devrai® the square root of the arithmetic
average of the squares of the deviations measuradthe mean. Thus, in the calculation of
standard deviation, first the arithmetic averagecatculated and the deviation of various
items from the arithmetic average are squared. sthwred deviations are totaled and the
sum is divided by the number of items. The squace of the resulting figure is the standard
deviation of the series." The standard deviationasventionally represented by the Greek

letter sigma ).

(c) Coefficient of Variation (C.V.)

Coefficient of variation is computed for comparitige variability of two distributions. A
distribution with smaller C.V. is said to be morenfogeneous or uniform or less variable
than the other, and the series with greater C.\&aid to be more heterogeneous or more

variable than the other.
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(d) Trend Analysis

A general tendency of the time series data to as@eor decrease or stagnate during a long
period of time is called the secular trend or sempénd. Trend is the general, smooth, long-
term average tendency. Gupta,(2001), "It is noessary that the increase or decline should
be in the same direction throughout the given perib may be possible that different
tendencies of increase, decrease or stability &serged in different sections of time.
However, the overall tendency may be upward, dowdwa stable. Such tendencies are the
result of the forces which are more or less cotdiana long time or which change very
gradually and continuously over a long period ofdi Such as the change in the population,
tastes, habits and customs of the people in atgpcénd so on. They operate in a
evolutionary manner and do not reflect sudden chsiig

The study of the data over a long period of timabdées to have a general idea about the
pattern of the behavior of the phenomenon undesideration. By isolating trend values
from the given time series, the short-term andyutar movements can be studied. Moreover,
trend analysis enables to compare two or more sienees over different periods of time and
draws important conclusions about them. Least ggisaone of the best ways of obtaining
the trend values. The principle of least squaresige an analytical or mathematical device
to obtain an objective fit to the trend of the givene series.

The equation of a straight line is Y = a + bX, wdnarand b are constants

(e) Coefficient of correlation (r)

The correlation is a statistical tool which studiles relationship between two variables and
correlation analysis involves methods and techrsqueed for studying and measuring the
extent of the relationship between the two varigble

Correlation analysis enables to have an idea aheuiegree and direction of the relationship
between the two variables under study. Howevdaild to reflect upon the cause and effect

relationship between the variables. The coefficerdorrelation, denoted by r.
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CHAPTER - IV
PRESENTATION AND ANALYSIS OF DATA

4.1 Introduction

This chapter entitled “Presentation and AnalysiPafa” is a crucial chapter and has been
organized to present the result and analyze thesurdiagly. The basic objective of this
study is to observe and analyze the trade off bewigjuidity and profitability position of
Everest Bank Limited (EBL), Nepal Bangladesh Bankited (NBBL) and NABIL Bank
Limited (NABIL). The presentation and analysis atalin this study have been done through
the help of financial statements of the year fron2006/07 to 2010/11.

This chapter provides a mechanism for meeting #schobjectives as stated earlier in the
first chapter of the study. The study has followlee methodology as described in the third
chapter in order to attain the objectives. Datdectdd for the analysis of trade off between
liquidity and profitability position of EBL, NBBL ad NABIL are presented in the form of
tabular and diagrammatic form and are analyzed thiéhhelp of widely accepted tools of
financial ratios. But it is notable that all typeEfinancial ratios are not studied under this
chapter. Only those ratios are calculated, analgneldpresented which are very significant to
pasteurize the study. Moreover, statistical tooilshsas, average mean, standard deviation,
co-efficient of variation, trend analysis, correat co-efficient have been used to analyze
the data.

A bank basically deals with two conflicting goalammely, liquidity and profitability.
Managers of bank can obtain the trade off betwiegmdity and profitability by following the
method of cash planning, managing cash flow, margagptimum cash level and investing
idle funds in shift able assets. Since, liquidibdgrofitability both are important aspect for
the bank, thus, bank can’t ignore any of them,alct,fthe bank should go side by side with
both the concept.

A balance should always be maintained betweendityuand profitability hence, the bank

should follow certain principles of liquidity andgditability.
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4.2

(a) Current Ratio

Current ratio establishes the relationship betwaanent assets and current liabilities. It is

computed as under:

Liquidity Ratio

Table 4.1

Current Ratios of JVB
Year Current Assets Current Liabilities Ratio
Everest Bank Limited (EBL)
2006/07 15,799,758,240 14,696,476,386 1.08
2007/08 21,262,476,848 19,931,059,034 1.07
2008/09 26,788,830,404 24,928,105,304 1.08
2009/10 36,489,691,203 34,413,223,599 1.06
2010/11 40,919,666,320 38,323,622,856 1.07
Average Mean 1.072
Standard Deviation 0.75
Co-efficient of Variation 69.96%
Nepal Bangladesh Bank Limited (NBBL)
2006/07 11,331,492,646 13,271,864,820 0.85
2007/08 7,001,816,392 9,878,711,293 0.71
2008/09 9,206,192,377 11,582,474,889 0.79
2009/10 11,825,353,718 10,852,310,137 1.09
2010/11 12,375,715,235 10,397,469,864 1.19
Average Mean 0.93
Standard Deviation 0.18
Co-efficient of Variation 19.35%
NABIL Bank Limited (NABIL)
2006/07 22,010,884,931 20,454,976,661 1.08
2007/08 26,966,497,784 25,196,343,293 1.07
2008/09 36,534,720,151 34,455,560,160 1.06
2009/10 43,206,408,518 40,437,156,867 1.07
2010/11 51,298,245,300 47,945,499,768 1.07
Average Mean 1.07
Standard Deviation 0.63
Co-efficient of Variation 58.87%

Sources: Annual Report&BL, NBBL and NABIL Bank-2011
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Figure 4.1
Current Ratios of JVB
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The table 4.1, shows that the current ratio of EBLthe FY 2006/07, FY 2007/08, FY
2008/09, FY 2009/10, and FY 2010/11 are 1.08timMel/times, 1.08times, 1.06times and
1.07 times respectively. Its average current 1igtib.072, Standard deviation is 0.75 and Co-
efficient of variation is 69.96%.The current radtbNBBL in the FY 2006/07, FY 2007/08,
FY 2008/09, FY 2009/10, and FY 2010/11 are 0.8%$in®.71 times, 0.79 times, 1.09 times
and 1.19 times respectively. Its average curreia re. 0.93, Standard deviation is 0.18 and
co-efficient of variation is 19.35% Similarly, arihe current ratio of NABIL in the FY
2006/07, FY 2007/08, FY 2008/09, FY 2009/10, andZ040/11 are 1.08 times, 1.07 times,
1.06 times, 1.07 times and 1.07 times respectivtdyaverage current ratio is 1.07, standard
deviation is 0.63 and co-efficient of variatiorbi8.87%.

Similarly, the figure 4.1 also shows that the higlreerage current ratio of EBL shows that it
has good liquidity within the bank in terms of @nt ratio as compared to NBBL and
NABIL. On the other hand, the lower C.V. of NBBLasfis that it is more consistent in
maintaining the funds within the bank than EBL &&BIL.

b) Quick Ratio
Quick ratio establishes the relationship betweeitkgassets and current liabilities. It is

computed as under:
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Table 4.2

Quick Ratio of JVB

Year Quick Assets Current Liabilities Ratio
Everest Bank Limited (EBL)

2006/07 15,790,312,391 14,696,476,386 1.07
2007/08 21,253,753,340 19,931,059,034 1.07
2008/09 26,780,733,011 24,928,105,304 1.07
2009/10 36,474,122,772 34,413,223,599 1.06
2010/11 40,902,453,464 38,323,622,856 1.07
Average Mean 1.07
Standard Deviation 0.45
Co-efficient of Variation 41.80%
Nepal Bangladesh Bank Limited (NBBL)

2006/07 11,328,864,899 13,271,864,820 0.85
2007/08 6,997,499,657 9,878,711,293 0.71
2008/09 9,198,032,539 11,582,474,889 0.79
2009/10 11,818,547,380 10,852,310,137 1.09
2010/11 12,369,864,705 10,397,469,864 1.19
Average Mean 0.93
Standard Deviation 0.18
Co-efficient of Variation 19.35%
NABIL Bank Limited (NABIL)

2006/07 21,992,124,781 20,454,976,661 1.08
2007/08 26,942,065,286 25,196,343,293 1.07
2008/09 36,511,559,848 34,455,560,160 1.06
2009/10 43,171,107,837 40,437,156,867 1.07
2010/11 51,243,178,616 47,945,499,768 1.07
Average Mean 1.07
Standard Deviation 0.63
Co-efficient of Variation 58.87%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.2
Quick Ratio of JVB
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From the computation it can be seen that the qratk of EBL in the FY 2006/07, FY
2007/08, FY 2008/09, FY 2009/10, and FY 2010/111a6¥ times, 1.07 times, 1.07 times,
1.06 times and 1.07 times respectively. Its averpgek ratio is 1.07, Standard deviation is
0.45 and Co-efficient of variation is 41.80%.Thecijuatio of NBBL in the FY 2006/07, FY
2007/08, FY 2008/09, FY 2009/10, and FY 2010/11@85 times, 0.71 times, 0.79 times,
1.09 times and 1.19 times respectively. Its averpgek ratio is 0.93, Standard deviation is
0.18 and co-efficient of variation is 19.35%.Thaecfuatio of NABIL in the FY 2006/07, FY
2007/08, FY 2008/09, FY 2009/10, and FY 2010/111a68 times, 1.07 times, 1.06 times,
1.07 times and 1.07 times respectively. Its averageent ratio is 1.07, standard deviation is

0.63 and co-efficient of variation is 58.87%.

The figure 4.2 also indicates that higher averagekgratio of EBL& NABIL shows that
both have good liquidity within the bank in termfsquick ratio as compared to NBBL. On
the other hand, the lower C.V. of NBBL shows thasimore consistent in maintaining the
funds within the bank than EBL and NABIL.

(c) Cash and Bank Balance to Current Deposit Ratio
Cash and bank balance to current deposit ratiblesias the relationship between cash &

bank balance and current deposits. It is compwtadhder
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Table 4.3

Cash and Bank Balance to Current Deposit Ratio

Year Cash and Bank Balance | Current Deposit Ratio
Everest Bank Limited (EBL)

2006/07 1,552,967,494 1,145,794,695 135.54%
2007/08 2,391,420,594 1,673,983,140 142.86%
2008/09 2,667,971,830 2,492,346,111 107.05%
2009/10 6,164,371,163 4,859,946,758 126.84%
2010/11 7,818,815,003 4,173,319,653 187.35%
Average Mean 139.93%
Standard Deviation 26.57
Co-efficient of Variation 18.99%
Nepal Bangladesh Bank Limited (NBBL)

2006/07 1,694,684,884 1,117,821,558 151.61%
2007/08 1,164,053,123 872,535,302 133.41%
2008/09 1,922,848,348 1,147,053,451 167.63%
2009/10 2,571,417,193 1,082,919,320 237.45%
2010/11 2,058,298,795 1,247,576,919 164.98%
Average Mean 171.02%
Standard Deviation 46.10
Co-efficient of Variation 26.96%
NABIL Bank Limited (NABIL)

2006/07 630,238,588 2,910,589,772 21.65%
2007/08 1,399,825,851 3,395,239,772 41.23%
2008/09 2,671,141,055 5,284,368,064 50.55%
2009/10 3,372,512,471 5,480,533,468 61.54%
2010/11 1,400,097,804 7,904,619,852 17.71%
Average Mean 38.54%
Standard Deviation 16.73
Co-efficient of Variation 43.41%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.3

Cash and Bank Balance to Current Deposit Ratio

250.00% -
200.00% -
150.00% - m EBL
B NBBL
100.00% -
NABIL
50.00% A
0.00% 1 1 1 T 1
2006/07 2007/08 2008/09 2009/10 2010/11

The relation between cash and bank balance tortudeposit ratio of three Joint Venture
Banks can be seen from the table no 4.3. The aas$iank balance to current deposit ratio
of EBL in the FY 2006/07, FY 2007/08, FY 2008/09 R009/10, and FY 2010/11 are
135.54%, 142.86%, 107.05%, 126.84% and 187.35%c#sply. Its average cash & bank to
current deposit ratio is 139.93%, Standard dewiaiso26.57 and Co-efficient of variation is
18.99%.The cash & bank balance to current of NBBthe FY 2006/07, FY 2007/08, FY
2008/09, FY 2009/10, and FY 2010/11 are 151.6198.4113%6, 167.63%, 237.45% and
164.98% respectively. Its average cash & bank loaldo current deposit ratio is 171.02%,
Standard deviation is 46.10 and co-efficient ofiatson is 26.96%.The cash & bank balance
to current deposit ratio of NABIL in the FY 2008, FY 2007/08, FY 2008/09, FY
2009/10, and FY 2010/11 are 21.65%, 41.23%, 50,58P64% and 17.71% respectively.
Its average cash & bank balance to current depasa is 38.54%, standard deviation is

16.73 and co-efficient of variation is 43.41%.

Similarly the figure 4.3 depicts that higher averagsh & bank balance to current deposit
ratio of NBBL shows that it is comparatively in tegtposition to pay the customers current
deposits as compared to EBL and NABIL. However,Itiveer C.V. of EBL reveals that it is

more consistent in maintaining the cash and batdknba to pay the current deposits of the

customers.
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(d) Cash and Bank Balance to Total Deposit Ratio
Cash and bank balance to total deposit ratio eskad the relationship between cash & bank
balance and total deposits. It is computed as under

Table 4.4

Cash and Bank Balance to Total Deposit Ratio

Year Cash and Bank Balance | Total Deposit Ratio
Everest Bank Limited (EBL)

2006/07 1,552,967,494 13,802,444,988 11.25%
2007/08 2,391,420,594 18,186,253,541 13.15%
2008/09 2,667,971,830 23,976,298,535 11.13%
2009/10 6,164,371,163 33,322,946,246 18.50%
2010/11 7,818,815,003 36,932,310,008 21.17%
Average Mean 15.04%
Standard Deviation 4.07
Co-efficient of Variation 27.06%
Nepal Bangladesh Bank Limited (NBBL)

2006/07 1,694,684,884 13,015,136,113 13.02%
2007/08 1,164,053,123 9,385,949,552 12.40%
2008/09 1,922,848,348 10,883,652,582 17.67%
2009/10 2,571,417,193 9,997,697,430 25.72%
2010/11 2,058,298,795 10,052,182,377 20.47%
Average Mean 17.86%
Standard Deviation 4.94
Co-efficient of Variation 27.66%
NABIL Bank Limited (NABIL)

2006/07 630,238,588 19,347,399,440 3.26%
2007/08 1,399,825,851 23,342,285,327 6.00%
2008/09 2,671,141,055 31,915,047,467 8.37%
2009/10 3,372,512,471 37,348,255,840 9.03%
2010/11 1,400,097,804 46,410,700,628 3.02%
Average Mean 5.94%
Standard Deviation 2.50
Co-efficient of Variation 42.08%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.4

Cash and Bank Balance to Total Deposit Ratio
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The above table 4.4 illustrates the cash and baldnbe of different years and its proportion
with regards to total deposit. The table shows thatcash & bank balance to total deposit
ratio of EBL in the FY 2006/07, FY 2007/08, FY 2008, FY 2009/10, and FY 2010/11 are

11.25%, 13.15%, 11.13%, 18.50% and 21.17 % rey@dgtilts average cash & bank balance
to total deposit ratio is 15.04%, standard devmaii® 4.07 and co-efficient of variation is

27.06%.

The cash & bank balance to total deposit ratio BBN in the FY 2006/07, FY 2007/08, FY

2008/09, FY 2009/10, and FY 2010/11 are 13.02%4®, 17.67%, 25.72% and 20.47 %
respectively. Its average cash & bank balance tal @weposit ratio is 17.86%, standard
deviation is 4.94 and co-efficient of variation4%.66%.The cash & bank balance to total
deposit ratio of NABIL in the FY 2006/07, FY 2003/ FY 2008/09, FY 2009/10, and FY
2010/11 are 3.26%, 6.00%, 8.37%, 9.03% and 3.02%pectively. Its average cash & bank
balance to total deposit ratio is 5.94%, standandation is 2.50 and co-efficient of variation
is 42.08%.

The figure 4.4 also illustrates that the higherrage cash & bank balance to total deposit
ratio of NBBL shows that it has been maintainingnparatively high cash and bank balance
from the total deposit as compared to EBL and NABHowever, the lower C.V. of EBL

reveals that it is more consistent in maintainimg ¢ash and bank balance from total deposit.
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4.3 Profitability Ratio
(a) Net Profit Ratio
Net profit ratio establishes the relationship betwenet profit and operating income. It is
computed as under:
Table 4.5
Net Profit Ratios of JVB

Year Net Profit Operating Income Ratio
Everest Bank Limited (EBL)

2006/07 237,290,936 662,153,401 35.84%
2007/08 296,409,281 841,332,298 35.23%
2008/09 451,218,613 1,209,898,087 37.29%
2009/10 638,732,757 1,544,965,598 41.34%
2010/11 831,765,632 1,927,976,053 43.14%
Average Mean 38.57%
Standard Deviation 3.12
Co-efficient of Variation 8.09%
Nepal Bangladesh Bank Limited (NBBL)

2006/07| (1,797,159,374) 437,139,419 -411.12%
2007/08| (1,061,579,502) 793,812,763 -133.73%
2008/09 | 596,487,029 816,458,570 73.06%
2009/10| 2,158,104,141 1,255,351,559 171.91%
2010/11| 1,021,380,061 936,972,686 109.01%
Average Mean -38.17%
Standard Deviation 212.79
Co-efficient of Variation -557.47%
NABIL Bank Limited (NABIL)

2006/07 635,262,349 1,359,512,633 46.73%
2007/08 673,959,698 1,480,157,875 45.53%
2008/09 746,468,394 1,670,427,262 44.69%
2009/10 1,031,053,098 2,220,983,026 46.42%
2010/11 1,139,099,399 2,764,088,060 41.21%
Average Mean 44.92%
Standard Deviation 1.98
Co-efficient of Variation 4.42%

Sources: Annual Reports BLENBBL and NABIL Bank-2011

50



Figure 4.5
Net Profit Ratios of JVB
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According to the table 4.5 and figure 4.5, the kigawverage net profit ratio of NABIL shows
that it has been earning high rate of profit camumsly in the successive fiscal years as
compared to EBL and NBBL. However, the lower C.W.NBBL reveals that it is more
consistent in earning the profit than EBL and NABIL

(b) Return on Equity (ROE)

Return on equity establishes the relationship betweet profit after tax and shareholder's
equity. It is computed as under:
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Table 4.6
ROE of EBL, NBBL and NABIL Banks

Year Net Profit after Tax Shareholder's Equity Ratio
Everest Bank Limited (EBL)

2006/07 237,290,936 962,808,301 24.65%
2007/08 296,409,281 1,201,515,266 24.67%
2008/09 451,218,613 1,921,237,580 23.49%
2009/10 638,732,757 2,203,625,055 28.99%
2010/11 831,765,632 2,759,137,855 30.15%
Average Mean 26.39%
Standard Deviation 2.66
Co-efficient of Variation 10.08%
Nepal Bangladesh Bank Limited (NBBL)

2006/07 (1,797,159,374) (1,562,583,547) 115.01%
2007/08 (1,061,579,502) (2,624,163,050) 40.45%
2008/09 596,487,029 (2,191,448,295) -27.22%
2009/10 2,158,104,141 1,112,242,484 194.03%
2010/11 1,021,380,061 2,133,590,976 47.87%
Average Mean 74.03%
Standard Deviation 75.02
Co-efficient of Variation 101.33%
NABIL Bank Limited (NABIL)

2006/07 635,262,349 1,874,994,417 33.88%
2007/08 673,959,698 2,057,049,715 32.76%
2008/09 746,468,394 2,437,198,989 30.63%
2009/10 1,031,053,098 3,130,240,637 32.94%
2010/11 1,139,099,399 3,834,754,525 29.70%
Average Mean 31.98%
Standard Deviation 1.56
Co-efficient of Variation 4.88%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.6
ROE of EBL, NBBL and NABIL Banks
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The above table 4.6 depictsat the ROE of EBL in the FY 2006/07, FY 2007/6%
2008/09, FY 2009/10, and FY 2010/11 are 24.65%6 74, 23.49%, 28.99% and 30.15%
respectively. Its average ROE is 26.39%, standawatdon is 2.66 and co-efficient of
variation is 10.08%. The ROE of NBBL in the FY 2008 FY 2007/08, FY 2008/09, FY
2009/10, and FY 2010/11 are 115.01%, 40.45%, -2%,284.03% and 47.87% respectively.
Its average ROE is 74.03%, standard deviation i92Z7%and co-efficient of variation is
101.33%. The ROE of NABIL in the FY 2006/07, FY Z008, FY 2008/09, FY 2009/10,
and FY 2010/11 are 33.88%, 32.76%, 30.63%, 32.948628.70% respectively. Its average
ROE is 31.98%, standard deviation is 1.56 and Goieft of variation is 4.88%.

The figure 4.6 also indicates that the higher ayer@OE of NBBL reveals that NBBL has
been efficiently utilizing the owners' investmepnwaratively better than EBL and NABIL.
Moreover, the lower C.V. of NABIL also suggeststtiias more consistent in utilizing the

owners' investment efficiently.
(c) Return on Assets (ROA)

Return on assets establishes the relationship batwet profit after interest and total assets.

It is computed as under:
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ROA of EBL, NBBL and NABIL Banks

Table 4.7

Year Net Profit after Tax Total Assets Ratio
Everest Bank Limited (EBL)

2006/07 237,290,936 15,959,284,687 1.49%
2007/08 296,409,281 21,432,574,300 1.38%
2008/09 451,218,613 27,149,342,884 1.66%
2009/10 638,732,757 36,916,848,654 1.73%
2010/11 831,765,632 41,382,760,711 2.01%
Average Mean 1.65%
Standard Deviation 0.22
Co-efficient of Variation 13.33%
Nepal Bangladesh Bank Limited (NBBL)

2006/07 (1,797,159,374) 11,709,281,273 -15.35%
2007/08 (1,061,579,502) 7,254,548,243 -14.63
2008/09 596,487,029 9,391,026,594 6.35%
2009/10 2,158,104,141 11,964,552,621 18.04%
2010/11 1,021,380,061 12,531,042,840 8.15%
Average Mean 0.51%
Standard Deviation 13.27
Co-efficient of Variation 2601.96%
NABIL Bank Limited (NABIL)

2006/07 635,262,349 22,329,971,078 2.84%
2007/08 673,959,698 27,253,393,008 2.47%
2008/09 746,468,394 37,132,759,149 2.01%
2009/10 1,031,053,098 43,867,397,504 2.35%
2010/11 1,139,099,399 52,150,237,343 2.18%
Average Mean 2.37%
Standard Deviation 0.28
Co-efficient of Variation 11.81%

Sources: Annual Reports of EBBBIL and NABIL Bank-2011
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Figure 4.7
ROA of EBL, NBBL and NABIL Banks
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From the table 4.7, it has been found that the ROEBL in the FY 2006/07, FY 2007/08,
FY 2008/09, FY 2009/10, and FY 2010/11 are 1.49%8%, 1.66%, 1.73% and 2.01%
respectively. Its average ROA is 1.65%, Standardatien is 0.22 and co-efficient of
variation is 13.33%.The ROA of NBBL in the FY 2008/ FY 2007/08, FY 2008/09, FY
2009/10, and FY 2010/11 are -15.35%, -14.63%, 6,38©4% and 8.15% respectively. Its
average ROA is 0.51%, standard deviation is 13rl7ca-efficient of variation is 2601.96%.
The ROA of NABIL in the FY 2006/07, FY 2007/08, FX008/09, FY 2009/10, and FY
2010/11 are 2.84%, 2.47%, 2.01%, 2.35% and 2.188pertively. Its average ROA is
2.37%, standard deviation is 0.28 and co-efficantariation is 11.81%.

In addition to that, fig 4.7 also illustrates thgtrer average ROA of NABIL reveals that
NABIL has been able to utilize its overall resowae efficient way in comparison with EBL
and NBBL. The high ratio also reflects the succesdeNABIL's management. However, the
lower C.V. of NABIL suggests that NABIL is more cstent in utilizing the overall

resources efficiently.
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(d) Return on Capital Employed (ROCE)
Return on capital employed establishes the relghipnbetween net profit after interest and

capital employed. It is computed as under:

Table 4.8

ROCE of EBL, NBBL and NABIL Banks
Year Net Profit after Tax Capital Employed Ratio
Everest Bank Limited (EBL)
2006/07 237,290,936 1,262,808,301 18.79%
2007/08 296,409,281 1,501,515,266 19.74%
2008/09 451,218,613 2,221,237,580 20.31%
2009/10 638,732,757 2,815,625,055 22.68%
2010/11 831,765,632 3,463,737,855 24.01%
Average Mean 21.11%
Standard Deviation 1.94
Co-efficient of Variation 9.18%
Nepal Bangladesh Bank Limited (NBBL)
2006/07 (1,797,159,374) (1,491,583,547) 120.48%
2007/08 (1,061,579,502) (2,394,163,050) 44.34%
2008/09 596,487,029 (2,161,448,295) -27.59%
2009/10 2,158,104,141 1,112,242,484 194.03%
2010/11 1,021,380,061 2,133,590,976 47.87%
Average Mean 75.83%
Standard Deviation 75.41
Co-efficient of Variation 99.45%
NABIL Bank Limited (NABIL)
2006/07 635,262,349 2,048,196,127 31.02%
2007/08 673,959,698 2,939,622,215 22.93%
2008/09 746,468,394 4,037,198,989 18.49%
2009/10 1,031,053,098 5,111,545,637 20.17%
2010/11 1,139,099,399 4,209,654,525 27.06%
Average Mean 23.93%
Standard Deviation 4.59
Co-efficient of Variation 19.18%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.8
ROCE of EBL, NBBL and NABIL Banks
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From the above computation the ROCE of EBL in the2B06/07, FY 2007/08, FY 2008/09,

FY 2009/10, and FY 2010/11 are 18.79%, 19.74%, 126,3 22.68% and 24.01%

respectively. Its average ROCE is 21.11%, standandation is 1.94 and co-efficient of

variation is 9.18%. The ROCE of NBBL in the FY 2008 FY 2007/08, FY 2008/09, FY

2009/10, and FY 2010/11 are 120.48%, 44.34%, -2/,394.03% and 47.87% respectively.
Its average ROCE is 75.83%, standard deviation5ig17 and co-efficient of variation is

99.45%. The ROCE of NABIL in the FY 2006/07, FY Z008, FY 2008/09, FY 2009/10,

and FY 2010/11 are 31.02%, 22.93%, 18.49%, 20.17&2a.06% respectively. Its average
ROCE is 23.93%, standard deviation is 4.59 andfitcient of variation is 19.18%.

Likewise from the figure 4.8, the higher averageG®Oof NBBL reveals that NBBL have
been utilizing the available resources suppliedh®/ owners and creditors more efficiently
that EBL and NABIL. However, the lower C.V. of EBluggests that EBL is more consistent

in utilizing the available resources.
(e) Earnings Per Share (EPS)

Earning per share establishes the relationship detwet profits after preference dividend

and number of equity shares. It is computed asmunde
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Table 4.9
EPS of EBL, NBBL and NABIL Banks

Year Net Profit after Preference | No. of Equity Shares Rs.
Dividend
Everest Bank Limited (EBL)
2006/07 224,690,936 5,180,000 43.38
2007/08 283,809,281 5,180,000 54.79
2008/09 427,495,325 8,314,000 51.42
2009/10 622,385,360 8,388,210 74.19
2010/11 817,765,632 10,304,673 79.36
Average Mean 60.63
Standard Deviation 13.79
Co-efficient of Variation 22.74%
Nepal Bangladesh Bank Limited (NBBL)
2006/07 (1,797,159,374) 7,198,520 -249.66
2007/08 (1,061,579,502) 7,198,520 -147.47
2008/09 596,487,029 7,441,260 80.16
2009/10 2,158,104,141 18,603,150 116.01
2010/11 1,021,380,061 18,603,150 54.90
Average Mean -29.21
Standard Deviation 143.32
Co-efficient of Variation -490.65%
NABIL Bank Limited (NABIL)
2006/07 635,262,349 4,916,544 129.21
2007/08 673,959,698 4,916,544 137.08
2008/09 746,468,394 6,892,160 108.31
2009/10 1,031,053,098 9,657,470 106.76
2010/11 1,139,099,399 14,486,205 78.63
Average Mean 112
Standard Deviation 20.39
Co-efficient of Variation 18.21%

Sources: Annual Reports BLENBBL and NABIL Bank-2011
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Figure 4.9
EPS of EBL, NBBL and NABIL Banks
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The above table 4.9 illustrates that the EPS of EBthe FY 2006/07, FY 2007/08, FY
2008/09, FY 2009/10, and FY 2010/11 are Rs. 4R3354.79, Rs. 51.42, Rs. 74.19 and Rs.
79.36 respectively. Its average EPS is Rs. 60t&Bdard deviation is 13.79 and co-efficient
of variation is 22.74%. The EPS of NBBL in the B¥06/07, FY 2007/08, FY 2008/09, FY
2009/10, and FY 2010/11 are Rs. -249.66, Rs. -74'R4. 80.16, Rs. 116.01 and Rs. 54.90
respectively. Its average EPS is Rs. -29.21, standeviation is 143.32 and co-efficient of
variation is -490.67%. The EPS of NABIL in the F§@@/07, FY 2007/08, FY 2008/09, FY
2009/10, and FY 2010/11 are Rs. 129.21, Rs. 13R68,108.31, Rs. 106.76 and Rs. 78.63
respectively. Its average EPS is Rs. 112, standaxdation is 20.39 and co-efficient of
variation is 18.21%.

The figure 4.9 also depicts that the higher averB&S of NABIL, which reveals that
NABIL's shareholders can get higher amount on egliare held than EBL's and NBBL's
shareholders. However, the lower C.V. of NBBL swgigehat NBBL is more consistent in

earning per share than NABIL and EBL.
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(f) Dividend per Share (DPS)
Dividend per share establishes the relationshipvdxen dividend paid to shareholders and
number of equity shares. It is computed as under:
Table 4.10
DPS of EBL, NBBL and NABIL Banks

Year Dividend paid to | No. of Equity Shares Rs.
Shareholder's
Everest Bank Limited (EBL)
2006/07 | e 5,180,000 | .
2007/08 104,222,751 5,180,000 20.12
2008/09 58,852,252 8,314,000 7.08
2009/10 126,611,886 8,388,210 15.09
2010/11 212,885,683 10,304,673 20.66
Average Mean 12.59
Standard Deviation 7.96
Co-efficient of Variation 63.22%
Nepal Bangladesh Bank Limited (NBBL)
2006/07 | ......... 7,198,520 |
2007/08 | ......... 7,198,520 | .
2008/09 | ......... 7,441260 |
2009/10 | oeennn. 18,603,150 | ..
2010/11 | eenen. 18,603,150 | ..
Average Mean
Standard Deviaton
Co-efficient of variation
NABIL Bank Limited (NABIL)
2006/07 | oeennn. 4,916,544 |
2007/08 | .eennn. 4,916,544 | L
2008/09 | ......... 6,892,260 |
2009/10 414,059,430 9,657,470 42.87
2010/11 318,267,960 14,486,205 21.97
Average Mean 12.97
Standard Deviation 17.20
Co-efficient of Variation 132.61%

Sources: Annual RepoftEBL, NBBL and NABIL Bank-2011
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Figure 4.10
DPS of EBL, NBBL and NABIL Banks
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From the above comparative table and figure no,4lH® higher average DPS of NABIL
signifies that NABIL is more successful to win thenfidence of the investors. NABIL
distributed the dividend for last two years amoivg.fThis means NABIL can sell its shares
more easily than those shares of EBL and NBBL. Moee, the lower C.V. of EBL also
suggests that it is more consistent in distributimgdividend to its shareholders than NABIL.
Where as NBBL didn’t disturbed any dividend throaghall the year i.e. from F.Y.2006/07
to F.Y. 2010/11.

(g) Earning Yield Ratio

Earning yield ratio establishes the relationshipmeen earning per share (EPS) and market

price per share (MPS). It is computed as under:

61



Table 4.11
Earning Yield Ratios of JVB

Year EPS MPS Ratio
Everest Bank Limited (EBL)

2006/07 43.38 1379 3.15%
2007/08 54.79 2430 2.25%
2008/09 51.42 3132 1.64%
2009/10 74.19 2455 3.02%
2010/11 79.36 1630 4.87%
Average Mean 2.98%
Standard Deviation 1.09
Co-efficient of Variation 36.58%

Nepal Bangladesh Bank Limited (NBBL)

2006/07 -249.66 199 -125.46%
2007/08 -147.47 550 -26.81%
2008/09 80.16 1001 8.01%
2009/10 116.01 280 41.43%
2010/11 54.90 265 20.72%
Average Mean -16.42%
Standard Deviation 58.86
Co-efficient of Variation -358.46%

NABIL Bank Limited (NABIL)

2006/07 129.21 2240 5.77%
2007/08 137.08 5050 2.71%
2008/09 108.31 5275 2.05%
2009/10 106.76 4899 2.18%
2010/11 78.63 2384 3.29%
Average Mean 3.2%
Standard Deviation 1.36
Co-efficient of Variation 42.50%

Sources: AnnuabRBrts of EBL, NBBL and NABIL Bank-2011
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Figure 4.11
Earning Yield Ratios of JVB
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The above table 4.11 show that the earning yidid cf EBL, NBBL and NABIL from the
FY 2006/07, to FY 2010/11. where the higher avers@ming yield ratio of NABIL reveals
that NABIL is comparatively yielding earning moreah EBL and NBBL. However, the
lower C.V. of NBBL suggests that NBBL is more catent in earning yield ratio than
NABIL and EBL.

4.4 Trend Analysis

Trend analysis enables to have a general idea abeupattern of the behavior of the
phenomenon under consideration.

(a) Trend Values () of EPS by Least Square Method
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Table 4.12
Trend Value of EPS

Year Banks
EBL NBBL NABIL
2006/07 42.35 -203.64 138.30
2007/08 51.49 -116.38 125.15
2008/09 60.63 -29.12 112
2009/10 69.77 58.14 98.85
2010/11 78.91 145.40 85.70
2011/12 88.05 232.66 72.55
2012/13 97.19 319.62 59.40
2013/14 106.33 407.18 46.25
2014/15 115.47 494.44 33.10
2015/16 124.61 581.70 19.95
Source: Appendix 1, 2 and 3
Figure 4.12
Trend Value of EPS
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From the table 4.12 and figure 4.12 it is shown tha EPS of EBL is in the increasing trend
in the successive fiscal years. It has increasad Rs. 42.35 in FY 2006/07 to Rs. 124.61 in
the FY 2015/16. Whereas, the table shows that B¢ & NABIL is in the declining trend in

the successive fiscal years. It has declined fram1R8.30 in FY 2006/07 to Rs. 19.95 in the

FY 2015/16. On the other hand, NBBL has an increpsiend of EPS, where as first three
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year its EPS are in negative value then onwardastincreased from Rs.58.14 in FY 2009/10
to Rs. 581.70 in the FY 2015/16.

(b) Trend Values (Yc) of Net Profit by Least SquaréMethod
Table 4.13
Trend Value of Net Profit

Year Banks
EBL NBBL NABIL
2006/07 184.82 -1587.91 572.21
2007/08 337.95 -702.23 708.69
2008/09 491.08 183.45 845.17
2009/10 644.21 1069.13 981.65
2010/11 797.34 1954.81 1118.13
2011/12 950.47 2840.49 1254.61
2012/13 1103.60 3726.17 1391.09
2013/14 1256.73 4611.85 1527.57
2014/15 1409.86 5497.53 1664.05
2015/16 1562.99 6383.21 1800.53
Source: Appendix 4, 5 and 6
Figure 4.13
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The above table 4.13 clearly indicates that thepnefit of EBL is in the increasing trend in
the successive fiscal years. It has increased Renil84.82 in FY 2006/07 to Rs. 1562.99 in
the FY 2015/16. Whereas, the table showed thatntteprofit of NBBL is also in the
increasing trend in the successive fiscal yearfialt increased from Rs. -1587.91 in FY
2006/07 to Rs. 6383.21 in the FY 2015/16. On tiemohand, NABIL has also an increasing
trend of net profit in the successive fiscal yedrshas increased from Rs. 572.21 in FY
2006/07 to Rs. 1800.53 in the FY 2015/16.

4.5 Correlation Co-efficient (r)

Correlation analysis deals to determine the degifeeelationship between two or more
variables. In correlation analysis, only one vdeal treated as dependent and one or more
variables are treated as independent. The cooelatefficient between two variables X and
Y, denoted by r, is a numerical measure of linedationship between them. In this study,
total deposits of banks are treated as indepengeiable whereas, cash and bank balance

and, net profit are treated as dependent variables.

(a) Correlation Co-efficient between Total Deposiand Cash & Bank Balance
The correlation co-efficient between total dep@Xit an independent variable and cash and
bank balance (Y) a dependent variable is to meaberelegree of relationship between the

two variables.

Table 4.14
Correlation Co-efficient between Total Deposit andCash & Bank Balance
Banks r r’
EBL 0.03 0.09%
NBBL -0.027 0.073%
NABIL 0.96 92.16%

Source: Appendix 7, 8 and 9
The table no 4.14 depicts that NABIL has high degvépositive correlation, EBL has low
degree of positive correlation and NBBL has negaturrelation between total deposit and
cash and bank balance. Moreover, the coefficierdetérminants ¢ of EBL, NBBL and
NABIL are 0.09%, 0.073% and 92.16% respectively.

(b) Correlation Co-efficient between Total Deposiand Net Profit
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The correlation co-efficient between total dep@Xitand independent variable and net profit

(Y) a dependent variable is to measure the dedregtationship between the two variables.

Table 4.15
Correlation Co-efficient between Total Deposit andNet Profit
Banks r r’
EBL 0.98 96.04%
NBBL -0.53 28.09%
NABIL 0.96 92.16%

Source: Appendix 10, 11 and 12

From the computation it has been found that EBL MAIL have high degree of positive

correlation whereas NBBL has low degree of negatimeelation between total deposit and
profit. Moreover, the coefficient of determinant§ of EBL, NBBL and NABIL are 96.04%,
28.09% and 92.16% respectively.

4.6 Major Findings of the Study

The average current ratio of EBL, NBBL and NABILedt.072times, 0.93 times and
1.07 times respectively. Moreover, the C.V. of sbemks is 69.96%, 19.35% and
58.87% respectively. It shows that NBBL is more gistent in maintaining the
current ratio among the other two banks.

The average quick ratio of EBL, NBBL and NABIL ated7 times, 0.93 times and
1.07 times respectively. It shows that higher agerquick ratio of EBL & NABIL
indicates that both have good liquidity within thank in terms of quick ratio as
compared to NBBL. Whereas; the position of NBBL raeeto be week on such
regard.

The average cash and bank balance to current degpdisi of EBL, NBBL and
NABIL are 139.93%, 171.02% and 38.54% respectivEhe higher average ratio of
cash & bank balance to current deposit of NBBL ¢atis the sound liquidity position
of the bank than that of EBL and NABIL.

The average mean ratio of cash and bank balanogalodeposit of EBL, NBBL and
NABIL are 15.04%, 17.86% and 5.94% respectivelyrdveals that NBBL has
maintained adequate cash and bank balance to heeenexpected as well as heavy

withdrawal of deposits.
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The average net profit ratio of EBL, NBBL and NABHre 38.57%, -38.17% and
44.92% respectively. It shows that NABIL is compevely earning higher rate of
profit than EBL and NBBL.

The average ROE of EBL, NBBL and NABIL are 26.39%4,.03% and 31.98%
respectively. It reveals that NBBL has been effitye utilizing the owners'
investment comparatively better than EBL and NABIL.

The average ROA of EBL, NBBL and NABIL are 1.65%5D% and 2.37%
respectively. The higher mean ratio of NABIL stateat NABIL has been able to
utilize its overall resources in efficient way imngparison with EBL and NBBL
during the study period. The high ratio also rdflethe successes of NABIL's
management.

The average ROCE of EBL, NBBL and NABIL are 21.11%5,83% and 23.93%
respectively. The higher mean ratio of NBBL revezffecient utilization of available
resources supplied by the owners and creditors.

The average mean of EPS of EBL, NBBL and NABIL Rse 60.63, Rs. -29.21 and
Rs. 112 respectively. The higher EPS of NABIL medASBIL's shareholders can get
higher amount on every share held.

The average DPS of EBL and NABIL are Rs. 12.59 Rsd 12.97 respectively,
whereas NBBL didn’t give any dividend through olitygar. The higher mean DPS
of NABIL signifies that NABIL is more successful twin the confidence of the
investors. This means NABIL can sell its shareseneasily than those shares of EBL
and NBBL.

The average earning yield ratio of EBL, NBBL and BIA are 2.98%, -16.42% and
3.2% respectively. Moreover, the C.V. of such baaks 36.58%, -358.46% and
42.50% respectively. NBBL with lower C.V. is morensistent in earning yield ratio
whereas; NABIL with high C.V. seems less consistent

The trend analysis of EPS of EBL, NBBL and NABILosVs that EBL and NBBL
have an increasing trend whereas, NABIL has a miegitrend. Moreover, NBBL
increasing trend of EPS seems better than EBL.

The trend analysis of net profit of EBL, NBBL andABIL shows that all these 3
Joint Venture Banks have an increasing trend. Hewe\BBL & NABIL increasing
trend of net profit are better than EBL.
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The correlation co-efficient between total depasit cash & bank balance of EBL,
NBBL and NABIL are 0.03, -0.027 and 0.96 respedyive

It shows that NABIL has high degree of positiveat&nship, EBL has low degree of
positive relationship and NBBL has negative relagitip between total deposit and
cash & bank balance.

The correlation co-efficient between total depasit net profit of EBL, NBBL and
NABIL are 0.98, -0.53 and 0.96 respectively. It whkdhat there exists high degree of
positive relationship between total deposit andpnetit in EBL and NABIL, whereas
negative degree of relationship exists in NBBL.

Simply looking on the investment report of thesgéodt Venture Banks under study,
it is found that these banks invest their funds government treasury bills,
government securities, foreign banks and in cotposhares. However, the most
interesting point to be noted here is that theset Jenture Banks invests less than
1% of their funds in corporate shares.

The analysis of different financial and statistitabls clearly shows that EBL &
NABIL seems to be healthier and sound banks thaBIN&h almost every aspect of
the study. But NBBL also good at maintaining ligtyd Among 3JVB’s NABIL has
maintained a proper balance between liquidity arafitpbility. Due to the proper
equilibrium between the liquidity and profitabilitNABIL has clearly dominated the
race as compared of EBL and NBBL. But it does nyily that EBL and NBBL have
failed to maintain the proper balance between difpiand profitability. They have
also tried their best in their own way in maintagpithe proper equilibrium between

the liquidity and profitability but comparativelgds or below than NABIL.
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CHAPTER -V

SUMMARY, CONCLUSION & RECOMMENDATIONS

5.1 Summary

The institutions, engaged in financial activitigs &nown as commercial banks. Commercial
banks are the real intermediaries who transfemgavirom the savers to the borrowers so
that the money can be used in productive secttmssd financial institutions help to integrate
every financial activity of the community. They efffinancial support to all types business
through providing various types of loan and othearficial services. Commercial banks have

macro level involvement for economic developmerdrmf country.

This study has been prepared to know about the wéidoetween liquidity and profitability
position of EBL, NBBL and NABIL. The liquidity andprofitability are two major
components for a bank to achieve its objectiveshdfe is high liquidity in bank, the bank
can't gain profit. Because, most part of the ligyids reserved in the bank, it doesn't give
profit to the bank. The bank can't mobilize theduRor profitability, the bank has to keep
liquidity low in the bank, invest the cash fundcén gain profit after some time but it can
invite a great accident to the bank. If there isnmaintenance of liquidity in the bank as a
balance form, the bank can't carry out its baknaggdactions. The principality of liquidity

and profitability are very much crucial for smoafperation of bank.

In the first chapter, the background and subjedtenaf the study consisting statement of the
problem, significance and limitations of the studhs been dealt. In the second chapter, the
relevant review of literature has been made in $eaintheoretical background of banking
principles as well journals, articles and previdhissis have been reviewed. Third chapter
deals with the research methodology that has bessul Wo evaluate the liquidity and
profitability position of Joint Venture Banks undgudy. In the fourth chapter, the data and
information are presented, analyzed and interprbtethe help of financial and statistical
tools. Finally, in the fifth and last chapter, suamy) conclusion and recommendations have

been made regarding the entire study.
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For the purpose of analysis and evaluation, diffefmancial and statistical tools have been
used. Here, financial tools include liquidity ramd profitability ratio whereas statistical
tools include average mean, standard deviatiorgffodent of variation, trend analysis, and
correlation co-efficient. The liquidity ratios inmes current ratio, quick ratio, cash and bank
balance to current deposit ratio, cash and bardnbalto total deposit ratio. These ratios help
to analyze and evaluate the liquidity position ahks. Similarly, the profitability ratios such
as net profit ratio, return on equity, return otat@ssets, return on capital employed, earning
per share, and dividend per share, earning yialid assist to analyze and evaluate the
profitability position of banks. In addition to ththe trend analysis of net profit and trend
analysis of EPS enable to have general idea abeygdttern of the behavior of net profit and
EPS.

Correlation analysis such as correlation co-efficigetween total deposit and cash and bank
balance and correlation co-efficient between tdi&gosit and net profit deals to determine
the degree of relationship between two variables.

The data that have been analyzed by such finaaaidlstatistical tool includes from FY

2006/07 to FY 2010/11. This study is mainly conddcbn the basis of secondary data.
Therefore, the study has inherent limitation of gerondary data. All the information

gathered through primary sources has been asswmedgetand correct. The authenticity of
the study depends on the authenticity of the dedsigied and collected. For the systematic
analysis of study, chapter plan have been made.

Basically, the entire research work has focusedhencomparative study on relationship
between liquidity and profitability of Nepalesenbiventure banks. Every organization has to
analyze its financial performance in the every steits operation, promotion, and expansion.
There should be an appropriate equilibrium betw#®n earning and non-earning assets.
Commercial banks are always guided by the objeafverofitability. In this study attempts
are made to get knowledge about the relationshipvedsn liquidity and profitability,
operational efficiency of the management, efficiese of total assets by the management etc.
by identifying the strengths and weakness of tiheetihhespective banks.
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The growth of financial sector in Nepal is muchtéetompared to the other sectors in the
country. There are a sizeable number of commefmaalks, development banks, finance
companies and co-operatives operating in the cpwattinough bulk of the loan and deposit
portfolio remains with private sector commerciahks The concentration of private banks
has been more in urban areas than rural partseotahntry. Some of the valid reasons for
private banks not going into suburban and rurakspaf the country could be lack of
collateral, lack of infrastructure, lack of infortrem, lack of quality manpower, lack of
knowledge and skills, lack of efficient managememid lack of formal education of
promoters, lack of technology etc. Digging deemo ithe loan portfolios of private banks,
one can easily make out that the primary focusbie@s on big size corporate loans. Only a
small portion of the loan portfolios could be sdéenhave been going to the small and
medium sized enterprises, popularly known as SMEs.

5.2 Conclusions

Liquidity is the most sensible and crucial aspdcthe bank, which is often compared to
lifeblood of the human being. Lack of adequateitigy is often one of the first signs that a
bank is in serious financial trouble and lead te bss of public faith upon banks. Thus,
ensuring adequate liquidity is a never-ending mobfor the bank management that will
always have significant implications for the banisfitability. On the basis of the study, the
liquidity position of EBL and NABIL are comparatiyebetter than NBBL according to
current ratio and quick ratio. Whereas, on the $oasicash and bank balance to current
deposit ratio and cash and bank balance to tofasieratio, the liquidity position of NBBL
seems to be more sound than EBL and NABIL. Theagemet profit ratio, ROA, EPS,
DPS, and Earning Yield Ratio of NABIL are comparaly better than EBL and NBBL,
whereas ROE, ROCE of NBBL are better than EBL &BMIA It clearly shows that NABIL

is a far better bank than EBL and NBBL in almostrgvaspect that have been analyzed and
evaluated in the study. The trend analysis of EPEBL, NBBL and NABIL shows that
EBL and NBBL have an increasing trend of EPS inphst, present and future. Whereas,
NABIL has a declining trend of EPS from the FY 2@06to FY 2015/16. On the other hand,
the trend analysis of net profit ratio of all thé&a&oint Venture Banks has an increasing trend.
But when compared among these 3 Joint Venture Bdwh the trend i.e. EPS and net
profit, shows that NBBL have a better increasirantt. The correlation co-efficient between

total deposit and cash & bank balance of EBL, NBBId NABIL are such that NABIL has
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high degree of positive relationship, EBL has loggie of positive relationship and NBBL
has negative relationship. Moreover, there exigjs Hegree of positive relationship between
total deposit and net profit in EBL and NABIL, wlkas negative relationship exists in
NBBL.

Although the banks are reporting of steady profthsg, banks have tendency to cover up bad
loans by restructuring them to show good perforreaht order to check such practice, the
central bank has announced a new measure in itetargrpolicy. The Joint Venture Banks
are found superior than other local commercial Bavperating within the country. The Joint

Venture Banks are fully equipped with all kindsheddern and latest technologies.

5.3 Recommendations

There is a direct effect of current state of pcditiinstability of our country in the field of
commercial and financial sector. Due to the violgtenvironment in the country, people
have not been able to mobilize and utilize the ueses. Most of the commercial banks have
been struggling against the economic crisis. Despith conditions, it is found that the Joint
Venture Banks under this study are running on prdtus, all these Joint Venture Banks
should be appreciated for their banking transastingpire of the present critical situation.

* Since, the average current ratio and quick ratiNNBBL is comparatively lower than
the other 2 Joint Venture Banks under study, amovbéhe standard rate as well, so
NBBL is strongly suggested to increase its liqyigibsition in terms of current and
quick ratio so that it can be able to meet the dehwd the customers when required.

* The coefficient of variation (C.V.) of NABIL in ters of cash & bank balance to
current deposit and total deposit are high. It iegpthat NABIL is less consistent in
maintaining the cash and bank balance from the siepd’hus, NABIL is advised to
be more consistent under this regard.

* Nepalese shareholders are very much concerned #impayment of cash dividend
by the banks. So, the banks are suggested to magabh dividend consistently.
Hence, the bank especially NABIL with having highVCis recommended to
maintain consistent dividend policy.

* The trend analysis of EPS of NABIL clearly showattNABIL has a declining trend
of EPS. Thus, NABIL is strongly suggested to pag dansideration in this regard, so
that it can take the necessary steps to overcoengdtlining trend of EPS.
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The banks are found that the saving from the rcmaimunities is neglected, without
which they can't contribute much to the economieettgoment of the country. Thus,
these Joint Venture Banks under study are suggéstegen their branches in the
rural areas too and provide their services which eseinsequently be helpful for the
development of the nation.

Since, Nepal have fixed exchange rate regime wnthal thus, it is suggested to the
entire financial institutions within the countrycianding these 3 Joint Venture Banks
under study to control the credit and maintainitifiation rate in a limit because at
the present scenario of inter-relation between Neggnomy with India's, Nepal
would lose if it floats its currency.

The bank should give continuity in providing botinceptual and practical training to
the staff to enhance their knowledge, skill and petancy level. The bank should
remain consistently vigilant in enhancing their aloand motivation. Similarly, the
bank should enhance effectiveness, efficiency ampgr co-ordination of its
departmental tasks by continuously reviewing itacttiral design in accordance with
the need of the changing time and situation.

All these Joint Venture Banks under study are ssiggleto concentrate more on their
performance, business growth rate, asset qualidygamernance practices. Apart from
these, market reputation, diversified service raagrate of shareholders should also
be taken into account by the banks so, that itombt be beneficial for the bank but
will also play a vital criteria or tool in regardjra reward as one of the best bank of
the nation.

The study may be helpful to fulfill the gap of pesgesearch about the relationship
between liquidity and profitability. It may providédne knowledge about liquidity
management in Nepalese commercial banks and thefitgbility position. This
research covers the existing liquidity managemeattce, existing liquidity position
and its trend, factors affecting the liquidity gomfitability. It also provides different
banking tools for liquidity management as well as frofitability position, so other
researcher may make their study wider by seledtiffgrent topic such as credit
position, stock position, and right share issuegact of liquidity and profitability in
share price etc with the help of this study. Sinylaone can select other financial
institutions as well as other companies like maciwidng companies, other service
companies for study. For the further study analyais, this study may be guideline

to other researchers.
74



BIBLIOGRAPHY

Books:

Bhandari, D.R. (2003)Banking and Insurance: Principles & Practic&athmandu:
Aayush Publications.

Clark, J. (1999)International Dictionary of Banking and Financdew York: Glenlake
Publishing Co Ltd and AMACOM American Managemens@aation.

Khan, M.Y. & Jain, P.K. (1997Banking Theory and Practicélew Delhi: Tata
McGraw-Hill Publishing Co. Ltd.

Maisel, S.J. (1982)Risk and Capital Adequacy in Commercial Bankbicago: The
University of Chicago Press.

Pandey, .M. (1995).Financial ManagemeniNew Delhi: Vikash Publishing House Pvt.
Ltd.

Patheja, A. (1994Financial Management of Commercial Bankiew Delhi: South Asia
Publications.

Philips, D. (2003). Liquidity Management in Banking Crisis;EuropeanoBemy
Westminster: Bangor Publishing House. XI (17): 15.

Rosenburg, J. M. (1982Dictionary of banking and financé&lew York: John Wiley &
Sons.

Verma, H.L. & Malhotra, A.K. (1993)Funds Management in Commercial Bankew
Delhi: Deep & Deep Publications.

Wolf, H.K. & Pant, P.R. (2007)Social Science Research anthesis Writing
Kathmandu: Buddha Academic Enterprises Pvt. Ltd.

Jour nals and Articles

Kennon, J. (n.d.)The importance of liquidity and liquid assefslesson from September
11th. Retrieved September 26, 2008, from the Alboot.website

Khatiwoda, Y.(2010 “Nepalese banking sector is facing liquidity probldoe to their
own causes’Kathmandu: Annapurna Post. July 16, 2010

Shrestha, H (2007)The Efficiency of Liquidity Monitoring and Forecigt Framework
the Nepal Rastra Bank in the Context of Liquidigndgement in the Nepalese
Banking and Financial SystemRepal Rastra Bank Samachar. Kathmandu: Nepal
Rastra Bank. VIII (9)

Walt, J (2008);Sound Practices for Managing Liquidity in Banki@yganizations”
Journal of Banking and Finance. Stockholm: UméaBisblisher. I1X (5): 26.



Thesis:

Gumanju, C.B. (2004 Comparative Study of Financial Performarfealysis of HBL
and NIB Unpublished Master Degree Thesis, Submitted tpaNe&ommerce
Campus, TU. Kathmandu.

Karki, L.B. (2010)Liquidity and Profitability Position of Commerci@anks of Nepal,
Unpublished Master Degree Thesis, Submitted to Sdraev Campus, TU,
Kathmandu.

Paudel, R. (2006Liquidity Management Commercial Banks in Nepahpublished
Master Degree Thesis, Submitted to Central DepanttniéJ, Kirtipur

Shrestha,S. (2007performance Measurement of Joint Venture Banks epaN with
reference of EBL, SCB, Nepal State Bank of IndiaBand NABIL.Unpublished
Master Degree Thesis, Submitted to Public Youth @asnT.U., Kathmandu.

Tamang, M.B. (2008)inancial Performance Analysis of Commercial BaonkdNepal
with reference to NIB and NABIUnpublished Master Degree Thesis, Submitted to
Shanker Dev Campus, T.U., Kathmandu.

Reports:
Annual Report of EBL (FY 2006/07 - FY 2010/11)

Annual Report of NBBL (FY 2006/07 - FY 2010/11)
Annual Report of NABIL (FY 2006/07 - FY 2010/11))

Websites:
www.bizfinance.about.com
www.cbs.gov.np
www.everestbankltd.com
www.nbbl.comnp
www.mof.gov.np
www.nabilbank.com
www.nrb.gov.np




APPENDIX 1

Calculation of Trend Value of EPS of EBL by L east Square Method

Years EPS t- XY X? Trend
(t) (Y) 2064/65 Value
(X) (Yo)
2006/07 | 43.38 -2 -86.76 4 42.35
2007/08 | 54.79 -1 -54.79 1 51.49
2008/09 | 51.42 0 0 0 60.63
2009/10 | 74.19 1 74.19 1 69.77
2010/11 | 79.36 2 158.72 4 78.91
n=>5 YY =30314 |[>X=0 |>XY = YX*=10
91.36

Let the trend line be given by the equation,

Yc=a+bX...oooooiiiiennn, Equation 1

Its normal equations are,

Y =na+ by X oo Equation 2

YXY=a¥YX+b¥X% ..., Equation 3

Putting the respective value in equation 2, we have

303.14 =5a+ b (0)

Or, 5a = 303.14

Or, a =60.63

Again, putting the respective value in equatiow8,have

91.36 = a(0) + 10b

Or, 10b =91.36

Or,b=9.14

Now, substituting the value afandb in equation 1, we have

Yc=a+bX

Or, Yc =60.63 + 9.14X

Estimated Trend Values of EPS of EBL in the Futtears

Year: 2011/12 2012/13 2013/14 2014/15 2015/16

Yc: 88.05 97.19 106.33 115.47 124.61




APPENDIX 2

Calculation of Trend Value of EPS of NBBL by L east Square Method

Years EPS t- XY X? Trend
®) (Y) 2064/65 Value
(Yo)
(X)
2006/07 | -249.66 -2 499.32 4 -203.64
2007/0¢ | -147.4. -1 147.4° 1 -116.38
2008/09 | 80.16 0 0 0 -29.12
2009/10 | 116.01 1 116.01 1 58.14
2010/1: | 54.9( 2 109.¢ 4 145.4
n=>5 YY =-146.06 | YX=0 |¥XY = Y X?*=10
872.6

Let the trend line be given by the equation,

Yc=a+bX.......o..ooo Ll Equation 1

Its normal equations are,

Y=na+byX ..o Equation 2

YXY=a¥YX+b¥X% ..., Equation 3

Putting the respective value in equation 2, we have

-146.06 = 5a + b(0)

Or, 5a =-146.06

Or,a=-29.12

Again, putting the respective value in equatiow8,have

872.6 =a (0) + 10b

Or, 10b =872.6

Or, b =87.26

Now, substituting the value afandb in equation 1, we have

Yc=a+bX

Or, Yc =-29.12+87.26X

Estimated Trend Values of EPS of NBBL in the Futdears

Year: 2011/12 2012/13 2013/14 2014/15 2015/16

Yc: 232.66 319.92 407.18 494.44 581.70




APPENDIX 3

Calculation of Trend Value of EPS of NABIL by Least Square M ethod

Years EPS t- XY X? Trend
(t) (Y) 2064/65 Value
(X) (Yo)
2006/07 | 129.21 -2 -258.42 4 138.3
2007/08 | 137.08 -1 -137.08 1 125.15
2008/0¢ | 108.3: 0 0 0 112
2009/10 | 106.76 1 106.76 1 98.85
2010/11 | 78.63 2 157.26 4 85.70
n=>5 YY =556099 |YX=0 |>XY=- YX*=10
131.48

Let the trend line be given by the equation,

Yc=a+bX...oooooiiiiennn, Equation 1

Its normal equations are,

Y =na+ by X oo Equation 2

YXY=a¥YX+b¥X% ..., Equation 3

Putting the respective value in equation 2, we have

559.99 =5a + b (0)

Or, 5a = 559.99

Or,a=112

Again, putting the respective value in equatiow8,have

-131.48 = a(0) + 10b

Or, 10b =-131.48

Or, b=-13.15

Now, substituting the value afandb in equation 1, we have

Yc=a+bX

Or, Yc =112 -13.15X

Estimated Trend Values of EPS of NABIL in the Fetitears
Year: 2011/12 2012/13 2013/14 2014/15 2015/16
Yc: 72.5¢ 59.4( 46.2¢ 33.1C 19.9¢




APPENDIX 4

Calculation of Trend Value of Net Profit of EBL by Least Square M ethod

6

Years Net Profit | t-2064/65 XY X? Trend
() (Y) (X) Value (Yc)
2006/0" 237.2¢ -2 -474.5¢ | 4 184.82
2007/08 296.41 -1 -296.41 1 337.95
2008/09 451.22 0 0 0 491.08
2009/1( 638.7: 1 638.7: 1 644.21
2010/11 831.77 2 1663.54] 4 797.34
n=>5 Y =2455.42 | Y X=0 XY = Y X?=10
1531.28

Let the trend line be given by the equation,

Yc=a+bX...oooooi. Equation 1

Its normal equations are,

Y =na+ by X oo Equation 2

YXY=aYX+b¥YX? .o Equation 3

Putting the respective value in equation 2, we have

2455.42 = 5a + b (0)

Or, 5a =2455.42

Or, a=491.08

Again, putting the respective value in equatiow8,have

1531.28 = a(0) + 10b

Or, 10b = 1531.28

Or, b =153.13

Now, substituting the value aefandb in equation 1, we have

Yc=a+ bX

Or, Yc =491.08 + 153.13X

Estimated Trend Values of Net Profit of EBL in fheture Years
Year: 2011/12 2012/13 2013/14 2014/15 2015/1
Yc: 950.47 1103.60 1256.73 1409.86 1562.99




APPENDIX 5

Calculation of Trend Value of Net Profit of NBBL by Least Square Method

Years | Net Profit t- XY X? Trend
®) ) 2064/65 Value
(X) (Yo)
2006/07 | -1797.16 -2 3594.32 4 -1587.91
2007/0¢ | -1061.5¢ -1 1061.5¢ 1 -702.23
2008/09 | 596.49 0 0 0 183.45
2009/10 | 2158.10 1 2158.10 1 1069.13
2010/1. | 1021.3¢ 2 2042.7¢ 4 1954.81
n=>5 YY =917.23 |YX=0 |[YXY = YX?=10
8856.76
Let the trend line be given by the equation,
Yc=a+bX..ooooi. Equation 1
Its normal equations are,
Y=na+byX ..o Equation 2
YXY=aYX+b¥YX% ..o Equation 3
Putting the respective value in equation 2, we have
917.23=5a+ b (0)
Or, 5a=917.23
Or, a =183.45
Again, putting the respective value in equatiow8,have
8856.76 = a(0) + 10b
Or, 10b = 8856.76
Or, b = 885.68
Now, substituting the value afandb in equation 1, we have
Yc=a+bX
Or, Yc =183.45 + 885.68X
Estimated Trend Values of Net Profit of NBBL in theture Years
Year: 2011/12 2012/13 2013/14 2014/15 2015/16
Yc: 2840.49 3726.17 4611.85 5497.53 6383.21




APPENDIX 6

Calculation of Trend Value of Net Profit of NABIL by Least Square Method

In million
Years Net Profit | t-2064/65 XY X? Trend
(9] (Y) (X) Value (Yc)
2006/07 | 635.26 -2 -1270.52 4 572.21
2007/08 | 673.96 -1 -673.96| 1 708.69
2008/09 | 746.47 0 0 0 845.17
2009/10 | 1031.05 1 1031.05 1 981.65
2010/11 | 1139.10 2 227820 4 1118.13
n=5 YY =4225.84 | YX=0 YXY = [ ¥X%=10
1364.77

Let the trend line be given by the equation,

Yc=a+bX

Its normal equations are,

Y =na+b)X
YXY =a¥YX +b¥X?

Equation 1

....... Equation 2
....... Equation 3

Putting the respective value in equation 2, we have
4225.84 = 5a + b (0)
Or, 5a = 4225.84
Or, a =845.17

Again, putting the respective value in equatiow8,have
1364.77 = a(0) + 10b
Or, 10b = 1364.77
Or,b=136.48

Now, substituting the value aefandb in equation 1, we have

Yc=a+bX

Or, Yc =845.17 + 136.48X

Estimated Trend Values of Net Profit of NABIL inetlruture Years

Year:

2011/12

2012/13

2013/14

2014/15

2015/]

§)

YcC:

1254.61

1391.09

1527.57

1664.05

1800.

b3




APPENDIX 7

Correlation Co-efficient between Total Deposit (X) and Cash & Bank Balance
(Y) of Everest Bank Limited (EBL)

Years X Y X2 Y? XY
2006/07 | 13802.44| 1552.97] 190507350 2411715.821 417432
2007/0¢ | 18186.2! |2391.4: |330739689. | 5718889.61 | 4349096,
2008/09 | 23976.30| 2667.97] 574862961.7 7118063.9219688819.1
2009/10 | 33322.95| 6164.37] 1110418997 37999457.5 120038
2010/1: |36932.3; |7818.8: |136399552 |61133946.1 | 28876708
N=5 126220.30 | 20595.55 | 3570524519 | 114382073 | 623075864
We have,
NEXY - ¥X.3Y

"IN - XA NTYE - 2Y)?

. 5.623075864 - 126220.30x20595.55
~ 1/5x3570524519 - (126220.30)5x114382073 - (20595.55)

. 515802820
~ 1/15359653767%/17428445915

r=0.03

Co- efficient of determination?qr= (0.03f= 0.0009 i.e. 0.09%



APPENDIX 8

Correlation Co-efficient between Total Deposit (X) and Cash & Bank Balance
(Y) of Nepal Bangladesh Bank Limited (NBBL)

Years X Y X2 Y? XY
2006/0; | 13015.1 1694.6¢ | 169393860. 2871940.30 | 22056497.
2007/08 | 9385.95 1164.05 88096057.4 1355012.4p3 SMAR1
2008/09 | 10883.65 1922.85 118453837.3 3697352.123 927H26.4
2009/1( | 9997.7( 2571.4. | 99954005.2 6612200.81 | 25708285.
2010/11 | 10052.18 2058.30 101046322.8 4236598.89 9QUIR.1
N=5 53334.62 0411.3 | 576944092 18773104.53 | 100308527

We have,
NIXY - IX.3Y

r=
AJYNZXZ - (2X)?AINZY2 - (TY)?
5x100308527 - 53334.62x9411.3

F = [5x576944002 - (53334.62)5x18773104.53 - (9411 3)

-405474.206

F = J40138769.46/5292954.96

r=-0.027

Co- efficient of determination?qr= (-0.027§= 0.00073 i.e. 0.073%




APPENDIX 9

Correlation Co-efficient between Total Deposit (X) and Cash & Bank Balance
(Y) of NABIL Bank Limited (NABIL)

Years X Y X2 Y? XY
2006/07 | 19347.40 630.24| 374321886.89 397202.45[76 93B0b.38
2007/08 | 23342.28 1399.83 544862035.6 1959524.029 675223.81
2008/0¢ | 31915.0! 2671.1¢ | 101857041 7134988. 85249566.6
2009/10 | 37348.25 3372.51 1394891778 113738237 5IZB%.60
2010/11 | 46410.70 1400.09 2153953074 1960252.008 79Q4%.96
N=5 158363.68 | 8073.72 | 5486599191 22825791.09 | 321054799.4

We have,
NIXY - XY

r=
AYNZXZ - (2X)?AINZY2 - (TY)?
5x321054799.4 - 158363.68x8073.72

f = [5x5486599191 - (158363.68)5%22825791.09 - (8073.72)

326689986.5

f = J2353940812/48944000.81

r=0.96

Co- efficient of determination?qr= (0.96f= 0.9216 i.e. 92.16%




APPENDIX 10

Correlation Co-efficient between Total Deposit (X) and Net Profit (Y) of
Everest Bank Limited (EBL)

Years X Y X2 Y? XY
2006/07 | 13802.44 237.29] 190507350 56306.544/ 327938
2007/08 | 18186.25 206.41| 330739689.1 87858.8881  SE#DB63
2008/09 | 23976.30 451.22| 574862961.7 203599.4884 18B35.09
2009/1( | 33322.9! 638.7: |111041899 407976.012 |21284367.8
2010/11 | 36932.31 831.77| 1363995522 691841.33P9 QABTI49
N=5 126220.25 | 2455.42 | 3570524519 1447582.266 | 71487908.78

We have,

NIXY - IX.3Y

r=
AJYNZXZ - (2X)?AINZY2 - (TY)?
5x71487908.78 - 126220.25x2455.42

f = J5x3570524519 - (126220.25)5x1447582.266 - (2455.42)

47515817.65

F=J1921071085/1208823.954

r=0.98

Co- efficient of determination?r= (0.98f= 0.9604 i.e. 96.04%




APPENDIX 11

Correlation Co-efficient between Total Deposit (X) and Net Profit (Y) of
Nepal Bangladesh Bank Limited (NBBL)

D1

Years X Y X2 Y? XY
2006/0° | 13015.1 -1797.1¢ | 169393860. 3229784.06 | -23390:89
2007/08 | 9385.95 -1061.5838096057.4 1126952.096] -9963936.8(
2008/09 | 10883.65 506.49| 118453837.3 355800.3201 1988389
2009/1( | 9997.7( 2158.1( | 99954005.2 | 4657395.6 21576036.3
2010/11 | 10052.18 1021.38 101046322.9 1043217.104 2670®5.61
N=5 53334.62 017.23 | 576944092 10413149.20 | 4980894.564

We have,
NIXY - IX.3Y

r=
AINEXZ - (X)2AINZY2 - ()2
5x4980894.564 - 53334.62x917.23

= \/5x576944092 - (53334.62)/5x10413149.20 - (917.23)

-24015640.68

F = J40138769.46/51224435.13

r=-0.53

Co- efficient of determination{r= (-0.53f= 0.2809 i.e. 28.09%



APPENDIX 12

Correlation Co-efficient between Total Deposit (X) and Net Profit (Y) of
NABIL Bank Limited (NABIL)

Years X Y X2 Y? XY
2006/07 | 19347.40 635.26| 374321886.8 403555.26[76 90629.32
2007/08 | 23342.28 673.96| 544862035.6 454222.0816 317%B.03
2008/09 | 31915.05 746.47| 1018570417 557217.46D9 363F237
2009/1( | 37348.2! 1031.0* | 139489177 1063064.10 |38507913.1
2010/11 | 46410.70 1139.10 2153953074 1297548.81  B2EG37
N=5 158363.68 | 4225.84 | 5486599191 3775607.723 | 143220361.3
We have,
NIXY - IX.3Y

r=
AYNZXZ - (2X)?AINZY2 - (TY)?
5x143220361.3 - 158363.68x4225.84

f = [5x5486599191 - (158363.68)5x3775607.723 - (4225.84)

46882233.01

F= . /2353940812/1020314.909

r=0.96

Co- efficient of determination?qr= (0.96f= 0.9216 i.e. 92.16%




