CHAPTER I
INTRODUCTION

1.1  General Background

“Finance is the life blood of the economy” as well as “bank is the back bone of the
mobilization of fund”. Bank is a resource mobilizing institution which accepts deposit from
various sources and invest such accumulated resources in the fields of agriculture, trade,
commerce, industry, tourism etc. Nepal is under developed and land lock country. Where the
economic condition of people is unbalanced, there is always lack of finance. In this condition
K.K. Dewselt says, “There is always lack of finance in undeveloped economy because natural
resources are either under utilized or unutilized in productive sectors or even other purposes
i.e. social welfare and so on likewise, underdeveloped countries are not deficient in land
water mineral forest or power resources, though they may be untapped constituting only

potential resources” (Dewelt, 1988).

In under developed country most people are illiterate. Illiterate people cannot move their
mind with the situation of time and unknown of productive source to develop own economic
condition. So, many productive resources like land, water, minerals forest going to untapped.
Banking sector is that sector that collect unused fund by giving interest and invest such fund
productive field. So, we can say bank is such sector which holds all economic progressive of
whole economy. Banks help to improve personal economic condition, ingtitutional economic
condition and other. Nowadays banks are starting to use the banks fund easily. They (banks)
provide house loan, vehicle loan, education loan, business loan etc with reasonable interest
rate. So we can hearty say that where the bank is available, anyone should not loss their aim
to improve own desire. Nowadays al banks are competent each other. So, all banks provide
new technology to customers’ service like: Electronic visa, debit card, ATM, mobile banking
.There is many banks with different purposes. There are 31 commercia bank, 89
development banks, 23 regional rural micro finance development bank, 77 finance
companies, 46 non- government organizations (limited banking activities) and 16 saving and
credit co-operatives societies (accordingtolisted companiesof NRB ). All banks are not
success. In comparison, joint venture commercial banks are more success to achieve their aim

than other banks. There are 7 joint venture banks.



Commercia bank is such bank who deposits spread unused fund and invest that fund with
commercial view. “The commercial bank has its own role and contribution in the economic
development. It is a source for economic development; it maintains economic confidence of
various segments and extends credit to people” (Grywinshki, 1991). On the overview of
commercial bank every one commenced different meaning of commercial bank. In the
process of clarify the meaning of commercial bank.” Commercial bank act 2031 B.S. says, “A
commercia bank is one which exchange money deposits money accepts deposits grants loan
and performs commercial banking functions and which is not a bank mean co-operative
agriculture industries for a such specific purpose”(Commercial bank act,2031). Earlier banks
were different from modern commercial banks in many respects. “the banks which operated
in the past combined central banking functions such as issue of currency with commercial
banking functions like accepting deposits and financing business”(mishra,p.262). Of course
of time this practice was abandoned and specialized institutions for the central banking
functions were created. Now a central bank can be easily distinguished from a commercial

bank due to their objectives and unique functions.

Modern commercial banks can be identified by different names such as business banks retail
banks, clearing banks, joint venture banks, merchant banks etc. No mater what names we
give to banks, they all perform the same basic functions, i.e. they provide a link between the
lenders and the borrowers. Basically by charging a rate of interest the borrowers slightly
higher than they pay to the lenders the banks make their profit. This is known as financial

intermediations.

Commercia bank plays vital role in the economic and financia life of the country.
Commercia bank is most necessary for industrialist business man and other people who need
financial support for their life. The bank gives the security of general public money. Every
people and every place needs bank but unfortunately all modernize and commercia banks are
concentrate only urban and semi urban sector. Rural sector is lack of any banks. Nepa is
under developing country where many people livein rura area. The people of rural area have
great dream at least one commercia bank but they are unable to take banking facility. There
are many Commercial area of rural region is lack of bank in our country. To consider above
condition, we know all banks are situated only urban area with using all facility. Any one can

not establish one branch at rural area because of security problem. Now political and robber
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problem is most dangerous for bank. So bank can not spread all remote area. Using banking
facility is human right of each people in that case anyhow government or private sectors
should provide banking service to remote area. Then we can say the bank is great for

customer service anywhere.

Banks are flexible for consumer financing such away all banks were started to provide house
loan, vehicle loan. Every bank have own ambition to attract more customer with providing

unigue service.

1.2 Commercial Banksin Nepal

“A commercial bank generally is a bank which accepts deposits, grant loan and executes
banking activities. All commercial banks are authorized to transact various businesses which
are considered main function of commercial bank. Principaly, commercial bank accepts
deposit and provide loans, primarily it business firm there by facilitating the transfer of funds
in the economy. Ultimately commercia banks work for overall development of industries trade
commerce and agriculture too. The banks, which perform al kinds of banking business, are
known as commercial banks. Generaly, commercial banks deal with finance, trade and

commerce.

1.2.1 Function of Commercial Banks
The credit (loan) function
The payments (transaction) function
The insurance (risk management) function
The security Banking (security underwriting) function
The merchant banking (temporary stock in investment) function
The thrift (saving) functions.
The investment / financial planning functions
Thereal estate and community development function

The cash management functions.



1.3  History and Evolution of Banking Sector in Nepal

Today’s banking service is not introduced at once a time. This situation of banking sector in
Nepal has own history. It has gone through the various stages of evolution and development
since Vedic times (2000 to 1400 b.c.) some crude bank operations were in practice even in
the incident times. In the Nepalese chronicle it was recorded that the new era known as Nepal
Sambat as introduced by ShankhadharSakhwa, a sundar merchant of kritipur in 879 or 880
A.D. In the past Indigenous individuas, wealthy agriculturist landlords, merchants and
traders conclude some banking activities along with their other business occupation .these
activities were targeted and mostly localized installation of “KaushiToshaKhana” as a
banking agency during the regime of King Prithvi Narayan shah in Nepa. But the
establishment of “TejarathAdda” around 1877 A.D. .During the prime minister ship of
Ranodip Singh to provide credit facilities to public at a very low rate of interest could be
regarded as a premier foundation of modern banking in Nepal. During the time of Chandra
Shamsher (1901-1929) credit facilities of Tijarath were extended to some other parts of the
country by opening its branches. It is believed that the so called well and well. To do persons
used to take loans from private money lenders even at a higher rate of interest than those
from the government institution, for they were not prepared to disclose in public anything
that was likely to affect their prestige.

Tejarathadda was set up to provide credit, it did not accept deposits from public so the
concept of saving was non- existence in Nepa unless the establishment of Nepal Bank
limited in 1937A.D. under Nepal bank Act.1936 as a first commercial bank of Nepal. This
bank was inaugurated by the late King TribhuvanBirBikram Shah Dev. At that time the
authorized capital of Nepal bank limited (NBL) was Rs- 1 crore, divided into 1,00,000 shares
of Rs. 100 each. Nepa Rastra Bank Act, 2012 B.S. as a central bank, like wise,
RastriyaBanijya Bank was established in Magh 10, 2022 B.S. under full ownership of
government as second commercia bank. Bank and banking activities accelerated only after
adaption of liberal economic policy of financial reforms in mid 1980’s .Liberal and market
oriented economic policy attracted new investors, So many banks with joint venture of
foreign banks were established .Nepal Arab Bank limited was established in 1984A.D (2041
B.S) as first joint venture commercial bank in Nepal . The footstep of this bank in 1986
A.D.(2043 B.S.) new renamed as Nepal investment Bank.
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At present time the Nepal financial sector is growing at a fast pace. In comparison joint
venture bank over lap the government commercial bank. So government bank are starting
more service to public with new management teem. The Nepalese financial sector can be
divided into two parts, namely banking sector non banking sector. The banking sector
comprises of Nepal Rastra bank, the central bank, commercial banks, development banks,
investments banks etc. where as non banking sector comprises of finance companies, co-
operative institutions, non governmental organizations and postal saving banks. Since 1937
A.D. of establishment of Nepal bank limited to fill now, more than 100 financia institutes
has been established but all are not success those banks are success that recognizes

customer’s behavior and demand of time.

1.4  Financial Efficiency

Efficiency means productive with minimum waste or effort. Financial efficiency measures
profitability ratio. It is an indicator of efficiency of the business organization profitability
ratio measures the managements overall efficiency as shown by the return generated from
sales and investment. Higher the profitability ratio shows the efficiency of the management
(Fago, Subedi and Gyawali, 2003).In the process of calculation of financial Efficiency, We
must calculate profitability ratio, liquidity ratio and all ratios analysis. The institution can
achieve their objectives and goals only when the management has its strategic mission, vision
and objectives. In case of management of banks it can be seen that all banks have good
management team backing the bank and taking it forward. In due course we can calculate to

know management efficiency from management efficiency ratio.

1.5 Introduction of Banksunder Study

151 Introduction of NABIL Bank Ltd.

NABIL Bank limited is first joint venture bank in Nepal which was in commenced its
operation on 12 July 1984 asfirst partnership of Dubai Bank limited, Dubai (later acquired by
Emirates Bank international limited, Dubai)currently NB (International limited Ireland) is the
foreign partner. Nabil limited had the official name Nepal Arab Bank limited till 31% July
December 2001. Hence 50% equity shares of Nabil bank Itd are held by N.B. International
Limited and out of another 50% shares, 20%shares has been hold by financial institutions
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and remaining 30%shares were issued to general public of Nepal. Nabil is the pioneer in
introducing many innovative products and marketing concept in banking sector in Nepal with
49 branches and 79 ATM counters in al maor cities. It also was the first to introduce
consortium finance in Nepal and has had the privilege of rendering comprehensive banking
services (including trade finance) to leading Government institutions like Nepal Tele
Communications Corporation, Nepa electricity authority, Nepal Oil Corporation, Nepal
television, water supply and the royal Nepalese Army. It is the only Bank having it’s
presence at Tribhuvan International Airport, only international airport of the country .Also,
the number of out lets in the country is the highest among the joint venture and private banks
operating in Nepal. The bank is maor player in facilitating import export activities with
modern and efficient Trade Finance and international trade support services, to large
multinational as well as established business conglomerates in the private sector. Success of
Nabil is amilestone in the banking history of Nepal as it paved the way for the establishment

of many commercia banks and financia institutions.

Nabil is the sole banker to a multitude of international aid Agencies, Non government
organization. Embassies and consulates in the kingdom, among the many *firsts’ to the credit
of Nabil, the business of credit cards issuance and Acquiring is one. It introduce Master card
to the market, In NRs and Us dollars and now also issues Visa card and is shortly to
introduce Visa Electron . Nabil is the sole principal Agent Bank in Nepal of Western Union
financial services and facilitates transfer of funds, through an on-line computer system,

instantly to or from more than 170,000 locations in 196 countries and territories.

NABIL provides a full range of commercial banking services through its outlets spread
across the nation and reputed correspondent banks across the globe. Moreover, Nabil has a
good name in the market for its highly personalized services to the customers. It has

following structure of capital.

Schedule of Capital Structure of Nabil Bank

Particular Rs.
1.Authorize capital 2100,000,000
(21,000,000 ordinary shares of Rs 100 each)
2.1ssued capital 2029769400
(20297694 ordinary shares of Rs 100 each)




3.Paid up capital 2029769400
20297694 ordinary shares of Rs.100 each)
4.Proposed bonus share 405953880
Source: financial detail of www.nabilbank.com(2011/12)
Management Team of Nabil Bank Limited
Chief Executive Officer
A 4
Senior Executive Assistant General Manager Senior Manager
Officer Leaal Administration
A 4 A 4 A 4
Senior Manager - Senior General Manager- Senior Manager-
Operationa Informational Technoloav Audit & Inspection
\ 4 \ 4 \ 4
Manager -Credit Manager- Human Resource Manager - Finance
Informational Technoloav
A 4 A 4 A 4
Manager Manager-Operation Manager — Public
Compliances Relation Relation

The head office of Nabil bank isin Katmandu which was situated Nabil house Kamladi. This

bank is grade ‘A’.

Some Branch Network of NABIL Bank

KATHMANDU HEAD OFFICE

Kamaladi, Kathmandu

KANTIPATH BRANCH
Kantipath, Kathmandu

ITAHARI BRANCH
Main Road, Itahari

BUTWAL BRANCH
Main Road, Butwal

TRIPURESHWOR
BRANCH
UWTC, Tripureshwor,
Kathmandu

DHARAN BRANCH
Mahendrapath, Dharan

BHALWADI BRANCH
Bhawadi, Rupendehi

NEW ROAD BRANCH
New Road, Kathmandu

BIRGUNJBRANCH
Adrash Nagar, Birgunj

BHAIRAHAWA BRANCH
Narayanpath, Bhairahawa

JORPATI BRANCH POWERHOUSE CHOWK GHORAHI BRANCH
Jorpati, Kathmandu BRANCH Ghorahi, Dang
Shreepur, Birgunj
LALITPUR BRANCH HETAUDA BRANCH TULSIPUR BRANCH
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Kupondole, Lalitpur BankRoad, Hetauda Tulsipur, Dang

MAHARAJGUNJ NARAYANGADH NEPALGUNJBRANCH
BRANCH BRANCH Dhamboji, Nepal gunj
Maharajgunj, kathmandu Narayangadh, Chitwan
BIRTAMOD BRANCH POKHARA BRANCH DHANGADHI BRANCH
Birtamod, Jhapa New Road, Pokhara Main Road, Dhangadhi
DAMAK BRANCH LAKESIDE BRANCH MAHENDRANAGAR
Damak, Jhapa Lakeside, Pokhara BRANCH
Mahendranagar,
Kanchanpur
BIRATNAGAR BAGLUNG BRANCH EXCAHNGE COUNTER
BRANCH Mahendrapath, Baglung Tribhuvan Int’l Airport

Goswara Road, Birathagar

1.5.2 Introduction of Nepal Investment Bank (NIBL)

Nepal Investment bank Ltd. (NIBL) previously Nepal Indosuez Bank Ltd; was established in
Nov, 20, 1985 as a joint venture between Nepalese and French partners. The French partner
(holding 50% of the capital of NIBL) was credit Agricole Indosuez, a subsidiary of one the
largest banking group in the world. With the decision of credit Agricole Indosuez to divest a
group of companies comparing of bankers, professionas industrials and businessman, has
acquired on April 2002 the 50% shareholding of credit Agricole Indosuez in Nepa Indosuez
Bank Ltd.Hence a group of companies holding 50% of the capital.RastriyaBanijya Bank
holding 15% of the capita. RastriyaBeemasansthan holding 15% and the remaining 20%
being held by the general public (which means that NIBL is a company listed on the Nepal
stock Exchange).

The name of the bank has been changed to Nepal Investment Bank Ltd. upon approva of
bank’s annual general meeting. The head office of NIBL is situated on the Dubarmarg
Katmandu. It has 43 branches besides head office and 72 ATM counters. This bank is not a
joint venture bank .It is established the great aim of spread banking service al over the
country by private sector. It consist the work inside the country and foreign country also with
own aim .This bank have taken the authority of commercia banking activities from Nepal
Rastrabank at B.S.2042, Magh 22.

NIBL has many aims or objectives some of them are as follows:



Collect money by fixed account, saving account and moving account with interest or
without interest.

Provide loan to agriculture industries Business or any field with accepting collateral for
bank.

Help to issue share or debenture of organized firm besides managing agent.

Purchase and sale of bond of issuing by his majesty government.

To do other Banking Activities by direction of Nepal Rastra bank or Banijya bank act
2031(BibaranPatra, 2006).

Schedule of Capital Structure of NIBL

Particular Amount
1.Authorised capital 4000,000,000
(40,000,000 ordinary share @Rs. 100)

2.1ssued capital 3012924200
(30129242 ordinary share @Rs.100)

3. Paid-up capital. 3012924200
(30129242 ordinary share @Rs.100)

4.Proposed bonus share 753231050

Source: financial details of www.nibl.com.np (2012)
Management Team of NIBL

Chief Executive Officer

Senior Executive
Company Secretary
Manager Manager Manager Manager
Legal Commercial Corporate Bank. Information
Department Finance Dept. Department.
Manager Manager Manager Manager
Loan Internal Audit Retail Banking Account & Budget
Administration
v v 9 v v
Manager Manager Manager Manager
Cash or Research & Human Resource Credit Card
Remittance Development Department
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Some Branch Network of NI BL

KATHMANDU HEAD OFFICE

Durbar Marg, Katmandu

SEEPADOLE BRANCH
Suryabinayak, Bhaktapur

BIRGUNJ BRANCH
Adarshanagar, Birgunj

PULCHOWK BRANCH
Pulchowk , Lalitpuri

NEWROAD BRANCH
New road, Kathmandu

BANEPA BRANCH
Banepa, Kavre

JEETPUR BRANCH
Jeetpur, Bara

BHAIRAHAWA
BRANCH
Maitri Road, Bhairahawa

BIRATNAGAR BRANCH
GolchaChowk, Biratnagar

BUTWAL BRANCH
Traffic Chowk, Butwal

NARAYANGARH
BRANCH
Pulchowk, Narayangarh

POKHARA BRANCH
ChipleDunga, Pokhara

PUTALISADAK
BRANCH
Putalisadak, Kathmandu

THAMEL BRANCH
Chaksibari, Thamel

JANAKPUR BRANCH
Mills Area, Janakpur

NEPALGUNJBRANCH
Dhamboji, Nepalgunj

BATTISPUTALI
BRANCH
Battisputali, Kathmandu

KALIMATI BRANCH
KalimatiChowk, Kalimati

BIRTAMOD BRANCH
Traffic Chowk, Birtamod

SURKHET BRANCH
NetaChowk, Surkhet

DHANGADI BRANCH
SaurahaChowk, Dhangadi

GONGABU BRANCH
GongabuChowk,
Kathmandu

SURKHET BRANCH
NetaChowk, Surkhet

BOUDHA BRANCH
Boudha, Kathmandu

1.6  Statement of the Problem

Among 31 commercia bank, performance limit banks are satisfactory .All banks are doing

better and labour hard but why are they can not achieve their aim? Present situation NABIL
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bank and NIBL are competitor each other both are ‘A’ grade ranking of NEPSE. So the
researcher has been interested to find out the efficiency of financial performance of these two
banks. These two banks are dightly different each other .NABIL is joint venture bank and

NIBL is private sector bank.

In the recent year’s numbers of joint venture banks, finance companies, rural banks and co-
operative societies came into existence bringing competition in the market. They have been
facing neck-to-neck competition against one another. Government policy of economy i.e.
liberalization has further intensified the competition which has ultimately affected the
profitability of the banks .It was observed that all modern banks are concentrating their
activities in urban areas like Katmandu, Biratnagar, Bhairahaw and pokhara. This tendency
cannot contribute much to the socio economic development of the country like Nepal where
90% of population lives in the rural areas and 80% of the population depends on agriculture
.To overcome this situation, Nepal Rastra Bank ha mended commercia banks to open
branches in rural areas while opening branches in urban areas. However this arrangement is
not much effective.

So, this study could conclude that performance & efficiency of NABIL &NIBL and
profitability of these two banks or this study would be success to find answer of following

guestion.

1. Isthere any different in between NABIL and NIBL of their financial efficiency and their
performance?

2. What isthe capital mobilization rate of these banks?

3. Could this study provide good suggestion for them (NABIL & NIBL)?

1.7  Objective of the Study

The general objective of this study is to discus, examines and evaluates the financial
operation and position of NABIL & NIBL Banks. Therefore, following objectives have been
considered for the research purpose:

1 Tocompare financia efficiency between NABIL bank and NIBL.

2 To compare the financia performance of these selected two banks.

3 To compare capital mobilization rate of two banks.
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4 To provide a package of suggestions and possible guideline to improve the banks and

provide some new information about successful commercia bank.

1.8  Significance of the Study

The Researcher wants to make unique study of NABIL & NBIL. As a result financia
efficiency of these two banks is derived. Any study cannot be found about efficiency without
financia performance. So, this study have multidimensional Significance of all related person
like academicians, professional, bankers , shareholders management and the general public.

Beside this, other significance from this studies are as follows.

With best knowledge of financial efficiency, banks will success to competition with other
banks.

This study will be helpful to make budget of banks (NABIL & NIBL)

This study will provide transparency result to stock holders, customers and financing

agencies, who are interested about these banks.

19 Limitation of the Study
Among the various modern banks the study focuses only on two banks namely Nabil Bank
Itd and Nepal investment bank Itd. Every tasks have limitation as a like this study has some
l[imitation. They are as follows:
1 Thestudy coversthe period of seven yearsonly i.e. from 2005 /2006 to 2011/2012 A.D.
2 The study is based in secondary data therefore the results and findings are also based on
the information provided by the related banks, magazine, newspaper and internet.
This study focuses only its objective rather than other information.
This study has been prepared limited resources and period for partial fulfillment of
M.B.S.
5 Thisstudy followed recent news and dataignoring change after compl ete this study.

1.10 Research Methodology
As mentioned earlier this study is focused on comparative financia efficiency of two
commercial banks in Nepal. When bank can offer prompt and qualitative services to

customers in low cost, the producing a qualitative service in low cost is the sign of banking
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efficiency. The study is principaly based on secondary data. For the propose of the study
financial statements such as balance sheet and profit and loss account annual reports of banks
brochures and document, redacted journal and publications are the basic data sources
discussion with financial and other related officers and experts was held frequently.

Since the study is related with analyzing the past data, the tools and technique certainly
includes financial analysis tools aong with basic statistical tools. The statistical tools are only
based for the purpose of analyzing the average and variances between the ratios. Thus the
data collected and processed were analyzed by using relevant tools and techniques. They are
various financial ratios such as profitability ratios, stability ratios, liquidity ratios, credit
ratios, turnover ratios, structural ratios and so on. Along with the statically and mathematical
tools like simple averages, trend analysis bar diagrams and well as ssimple percentage and

condition of banks

1.11 Organization of the Study
This study has comprised five chapters they are as follows.

1.11.1 Introduction

The first chapter (Introduction) deals the whole study. This chapter consist general
background of institutes (bank) or introduction of selected bank statement of the problem
objective of the study etc from the first chapter reader easily understand that the perspective

and detail information of coming chapter.

1.11.2 Review of Literature
The second chapter is literature review. It serves much important function like continuity of
study progress of study. Without literature review anyone could not find result so in this

chapter, review the related literature journal, previous study, magazine, newspaper etc.

1.11.3 Resear ch M ethodology

This chapter describes the method design of research and sequential steps that have been
followed in conducting this study and materials used at each steps .like source of data
gathering procedures, population and sample size of the study.
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1.11.4 Presentation and Analysis of Data & Findings
This chapter is the body of the study from this chapter main task of the study has been done.

In this chapter all data are presented, analyzed and interpreted using requires tools like
financial & statistical.
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1.11.5 Summary, Conclusion & Recommendation

This is final chapter of this study this chapter conclude its objective. It covers whole study
with summarized and presentation of related findings. This chapter could be recommended to
related person, organization or reader.
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CHAPTERII
REVIEW OF LITERATURE

This chapter consists of relevant review of literature, which is very important as it provides
valuable inputs to this study only by knowing what others have said; one can be realistic to
make the study more useful and relevant. Mainly this chapter consists of following headings:
Conceptual review of banks/ commercial banks and joint venture banks.
Review of journals related to joint venture bank and public issue of securities bank.
Review of related rules, regulations and acts.
Financial performance and financia efficiency.

Review of Thesis.

21  Conceptual Review of Bank/Commercial Bank /Joint Venture Bank & Public
| ssue Securities Bank
Banks are backbone of the economic condition of country and heart of finance system. It
plays vital role in the whole economic condition of the country. Bank utilize public fund to
productive field. Bank collect deposits from the public and use these funds to provide loan
advances and overdraft as make investment on HMG securities, Ncm mutual fund and other
companies’ shares. In case of definition of bank many person organization and policy have
different view. Here, some are demonstrate about definition of bank. “A bank is a business
establishment that safeguards peoples money and uses it tom provide loans and investments”
(World book encyclopedia, U.S.A., 1996:91). “A bank is business organization that receives
and holds deposits of funds from others, makes loans or extends credit and transfer funds by
written order of depositors” (The Encyclopedia America, 1984).In the view of Dr Mali Ram,”
banking means the accepting for the purpose of lending or investing, the deposits of money

from the public repayable by cheque, drafts, and order or otherwise.” (Dr. Mali Ram, 1969).

Commercia banks are the financia institutional which primarily think of profit making but

which is not a sole objective and should not evaluate just on the ground of the profit it earns

commercia banks provide short term debt necessary for trade and commerce .They take

deposits from the public , which help in the capital formation ,grant loan in different forms.

They provide working capital to trade, to industry and even to agriculture. Commercial banks

of developing country financial small and cottage industry under priority sector investment
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scheme to uplift the backward sector of the economy. Commercial bank has also different
view of different persons .Some view are suitable to clear the meaning of commercial bank.
In the definition of American institute of banking, “commercial bank is a corporation which
accepts demand deposits subject to cheque and make short term loans to business enterprises
regardless of the scope of it’s other services” (Principle of banking operation, U.S.A.,1972).
According to commercial bank act , *“ A commercial bank is one which exchanges money,
deposit money ,accepts deposits ,grants loans and performs commercia banking functions
and which is not a bank meant for co-operative agriculture, industries or for such specific
purpose”(Commercial bank act Nepal ,1974). According to John Holland, “commercial banks
are financial intermediaries that borrow money from savers in the form of deposit and re-lend
them to ultimate borrowers by making loans on buying securities”(Holland: 67). All
commercia banks are controlled and regulated by central banks. In Nepal, Nepal Rastra bank
is the central bank that controls and regulates the commercia banks through Rastra Bank Act
2012 B.S.

Joint venture is corporate aliances in which two or more independent companies combine
their resources to achieve a specific limited objective. Different person have different view
about joint venture bank. Some views are defining here. A joint venture is defined as “The
joining of forces between two or more enterprises for the purpose of carrying out a specific
operation industrial or commercial investment production or trade”(Gupta,1994:15-24). Joint
venture Banks are formed in Nepal as full-fledged commercial bank under the company act,
2012 B.S and operated under the commercial bank act 2013 B.S. They have joint venture
schemes between Nepalese investors and their parent bank each supplying so percent of the
total investment (except Himalayan Bank where foreign share is only 20%) financial and
non-financial institutions as well as private investors have shared the domestic portion of
investment .There has been substantial growth in the number of JVBS in Nepal since 1990’s
due to governments deliberate policy of alowing foreign JVBS to operate in Nepa
.Government’s liberalization policy also encourages the traditionally run commercial banks
to enhance their competitiveness through modernization, mechanization via, computerization
and prompt customer services by setting them to the exposure of JVBS(Shrestha ,2047:44-
54)
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2.2  Review of Journals Related to Joint Venture Bank and Public Issue of Securities
Bank
Established of joint venture bank has two benefits. (1) That competition would force domestic
banks. Nepal bank limited and RastriyaBanijya bank to improve their service and efficiency.
(2) That introduction of new banking procedures, methods and technology would occur
(Madlin and Snock, 1998:4). According to an article written by Radha Krishna poudel on the
topics of ‘banking challenge ahead’, Focuses the potential areas where banks should invest to
tight the prevailing economic recession. Currently growth in the profitability of JVBS has
been mainly due to external factors such as the foreign exchange rate but not to the growth in
the real sector of the economy. Therefore to sustain the current financial position in the long
run Banks should enter new areas by marketing their credit in important sub-sectors such as
hydro-electricity, tourism, irrigation etc.
Pradhan ,Radheshyam (1994), in his article ,”Financial Management Practice in Nepal” has
studied about the major feature of financial management practice in Nepal. To address his
issue, distributing a multiple questionnaire, which contained question on various aspects of
financial management practice in Nepal, carried out of survey of 78 enterprises.
He found the among the severa finance functions, the most important finance function
appeared to be working capital management .while the least important one appeared to be
maintain good relations which stockholders. The finding reveals that banks and retained
earnings are the two most widely used financing sources. Most enterprises do not borrow
from one bank only and they do switch between bank to whichever offers interest best rates
Most enterprises find that banks are flexible in interest rates and covenants. He further found
that among the bank loans, bank loans of less than one year are more popular in public sector
where as bank loans of 1-5 years are more popular in private sector. In period’s tight money,
the majority of private sector enterprises fill that banks will treat all firms equally while
public sector does not feel so. Similarly he concluded that the magjority of enterprisesin trade
sector find that banks, interest rate is just right while the majority in non —traded sector find
that the same in one higher side.
Poudel,Radhakrishna(1998) further writes that, “Saving collection is another factor which is
necessary for banks to their operations and generate sufficient surplus in their cash-flows. In
recent years growth rate of banks deposits has decline to about 16% compared against 23%
of the past. Mobilization of internal resourcesin the country demands that banks attract more

financial resources fromthe public.”
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Poudel,Narayan Prasad(2053), useful in his article called ‘Financial Statement Analysis’
published in Nepal Rastra bank samachar on 2053(Poudel, annual report: 2053). Is reviewed.
According to M. poudel, balance sheet, P/L account and the accompanying notes are the most
useful aspect of the banks. We need to understand the major characteristics of bank’s balance
sheet and P/L account. The banks’ balance sheet is composed of financial claims as liabilities
in the form of loans. Fixed assets account forms a small portion of total assets. Financial
innovations, which are generally contingent in nature, are considered as off balance sheet
items. Interest received on loans/ advances and investment and paid on deposits liabilities are
the major components of profit and loss account. The other sources of income are fee,

commission, discount and service charges.

The users of the financia statements of a bank need relevant, reliable and comparable
information, which assist them in evaluating the financial position, and performance of the
bank and which is useful to them in making economic decisions. The disclosure requirement
of bank’s financial statement has been expressly laid down in the concerned act. Commercial
banking act 1974 requires the audited balance sheet and profit and loss account to be
published in the leading newspaper for the information of general public.

According to poudel, the principal objectives of analyzing financial statements are to
identify:

Financial adaptability( liquidity)

Financial performance (profitability) and

Financia position of the bank (solvency).

Most of the users of financial statements are interested in assessing the overall performance

i.e. profitability which is affected by following factors:

1. The structure of balance sheet and profit and loss account.

2. Operating efficiency and internal management system.

3. Manageria decisions taken by the top management regarding interest rate, exchange rate,
lending policies etc.

4. Environmental changes (technology, government, competition, economy).
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The joint venture banks are in a better position than local commercia banks in profit making
on an average no foreign banks have suffered loss till now, but local banks have owned
negative profit (Pradhan, 1991; 13). Deposit the increase in number the joint venture banks
are concentrated in urban centers, especialy in magjor cities, with a their headquarters in
Katmandu alone except that of Nepal Srilanka bank, which is based in Rupandehi. This trend
has resulted in a two way effects on the operation of the government owned commercial
banks in Nepal. First the comparatively attractive interest rates and service promptness of
these private banks have drawn the public deposit to their side there by reducing financial
liabilities of the former. Second as aresult of reduction in financial liabilities the government
operated commercia banks have been forced to shut down some of their branches in the
remote area of the country .Nevertheless, alook at the activities of these joint venture banks
provide afillip into the tremendous aid they provide to the national economy .They have been
instrumental in mobilizing capital more effectively and to a larger extend. Especialy, they
have been more helpful in funding the private sector (fact about Nepal ese society, 1998).

2.3 Review of Related Rule, Regulation & Act

2.3.1 NRB Regulatory Issuesfor Operation of Commercial Banks

1. Banks are required to open one rura branch for every urban branch opened. The
definition of rural includes some very small communities. Essentialy this forces banks
to operate in areas with limited profit potentials.

2. Banksare required to lend to priority sector and deprived sector as follows:
Deprived sectors -2.5% of risk assets
Thisis supposed to encourage the development of small business and rura industries. The
investment in the rura branches can be counted towards the deprived sector target.
Significant penalties are charged for failure to meet these targets.

3. The NRB (the central Bank) is committed to reduce the number of expatriates in the
banks in order to create opportunities for local staff.

4. The Nepalese rupee is not freely convertible and the central bank must approve the
repatriation of hard currency including dividends and the technical service fees to be

reimbursed to foreign holding companies.
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5. While the banks can set their own interest rates on loans/deposits, they are required to
vary the rate more than + or — 1%. There is no prime rate or base rate in Nepal at any
bank.(NRB regulatory issue)

6. The government has been actively encouraging the development of new banks. There are
now 31 commercia banks in Nepal. This will lead to increased pressure on interest
margins and deteriorating loan quality. Ultimately there will have to be some attrition in

the financial servicesindustry.

2.3.2 Company Act 2021 (Amended to Company Act 2053)

Commercial banks including JVBs in Nepa can be established only as a company with
limited liability under the 2021 company Act on the recommendation of NRB. The provisions
mentioned in the act strictly regulate the commercial banks in al the aspects, starting from

the incorporation to the winding up of the banks.

2.3.3 Bank and Financial Institution Act - 2063

According to acts, the provision for establish of the banks and financial institutions are

mentioned below:
Establishment of bank and financia institutions

1. A bank shall be established under the company Act with the recommendation of NRB.
For obtaining such recommendation, bank and financial ingtitution are registered as a
private limited company.

2. NRB may prescribe necessary condition while recommending the establishment of a bank
under sub section 1, and it shall be the duty of the concerned bank to fulfill the condition
SO prescribed.

3. The company should be registered according to the company act under section (4).

Approva for establishment of bank and financial institution

1. In case any foreign commercial banks desire to open a branch, representative office or
liaison office in Nepal, a person, who is related, should fulfill certain condition for
previous approval. He should apply an application with certain commission. If

commission is not necessary, NRB should inform to Applicant about the reasons.
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2. It may register such under the company act with the approval of NRB. NRB shall obtain
the authorization of his majesty’s government before granting approval under sub section
1

3. While granting approval under sub section 1, the NRB may prescribe conditions
according to the need, and the foreign bank shall comply with the conditions thus
prescribed by NRB.

2.34 Implementation of Basel — Il in our Context

Basdl-Il is a capitad adequacy related standard framed by Basel committee. After the
successful implementation of 1958 in more than 100 countries, the Basel committee on
banking supervision reached an agreement on a number of important issues for promoting
best and uniform banking practices as well as setting standards and guidelines for supervisory
function. The Basel-1l aims to replace Basel-I and to make the capital framework more risk
sensitive. Basdl — Il has recommended major revision on the international standard on bank’s
capital adequacy which requires banks to implement risk management policies that align
capital adequacy assessment with underlying credit risk, market risk and operational risk. The
Basel 11 has been introduced basically for the protection of depositor’s interest by preserving

the integrity of capital in Banks.

The Basdl 1l is challengeable to supervisor as well as banking industry. The supervisory
capacity building market discipline issue of poor governance in to the industry and market,
poor data base, lack of credit rating agencies and adequate, accurate and reliable financial
data are some of the challenges ahead for effective implementation of Basel I1.

The Basel 1l is amost impracticable for the numbers of yrs in our context However the
journey should be started and should keep in touch to the international developments and be
prepared to capture the principle in full when the need is arises. It is encouraged by the
different simplest options available in the framework. The simplest approaches are
practicable and it is proposed to start from them. The destination to advance approaches is

really along onein our context.

24  Financial Performance and Financial Efficiency

2.4.1 Financial Performance
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Financial performance is related to financial activities of the firm. Finance is life blood of the
firm so calculation of financia performance is necessary task performance is such activity
which is shown by firm. The goa of performance analysis is to highlight strengths and
weakness so that management can take appropriate action to strengthen the weak and
maintain performance in the strong areas. “Financial analysisis the process of identifying the
financial strength and weakness of firm by properly establishing relationship between the
items of the balance sheet and the profit and loss account” (Pandey, 1997; 103).

To anayze the performance of a bank the returns and risk must be simultaneously
considered. At any given time a bank may experience very large return on assets (ROA) and
return on equity (ROE) measures, but these returns must be balances against the level of risk
the bank has assumed. High performance banking is ssmply high profitability banking profit,
is essential for an enterprises for its survival and growth and to maintain capital adequacy
through profit retention. Some common characteristics of high performance banks were

maximization of revenues, expenses control consisting good management.

Comparative performance analysis can be evaluated through financial statement analysis. It
should be evaluated from the prospectus of liquidity, profitability, stability, activity, and
possibility. Management itself can use those parameters to improve the organization
performance in near future. Comparative performance analysis basically covers the financia
anaysis. Since it efficiency is measured by liquidity position in term of solvency,
profitability from operations in term of earning power and cash flow generation ability,
capital structure position, Judgment ability to meet fixed obligations, activity in term of
turnover of assets and over all market value maximization determined by the company’s track
record of dividend paying ability, retained — earning for re-investment and growth etc. among
various financial tools, the commonly used tool is ratios that have predictive value to project
the success of failure of company by taking the combined effects of ratios. (Shrestha, 2004:
53)

Management is required to evaluate their performance compared to different periods of its
own enterprise or with industry average or with same business nature of other enterprises.
Management is interested to know and review about the productivity, profitability, activity,

and growth possibility of its own enterprises that can help management to decide the course
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of action to take in future. (Dangol& Dangol, 2061:628) performance evauation covers the

entire operational areas of firm.
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2.4.2 Financial Efficiency
Efficiency means productive with minimum waste or effort. Financia efficiency measures
profitability ratio. It is an indicator of efficiency of the business organization profitability
ratio measures the managements overall efficiency as shown by the return generated from
sales and investment. Higher the profitability ratio shows the efficiency of the management
(Fago, Subedi and Gyawali, 2003).1n the process of calculation Efficiency, We must calculate
profitability ratio, equity ratio and all ratio analysis. When bank can offer prompt and
qualitative services to customersin low cost, or producing a qualitative service in low cost is
the sign of banking efficiency. (HridayBir Singh, 2007). According to Singh, some
techniques are help to find of banking efficiency.

Average cost curve

Areas of banking services

Explanation and growth

Technology

Personnel benefit

Competition

Statistical mythology

2.5 Review of Thesis

In the process of reviewing the important and relevant materials for this study, some of the
financial studies of JVBs conducted by the students of MBS and MBA are reviewed. The
researcher has been found various studies in the field of finance various topics like financial
performance, capital structure management, working capital management etc. But there is not
available in this topic ‘Financial efficiency’ so, the researcher tries to make unique report
between NABIL bank and NIBL bank with combination result of previous study result. Thus

here is necessary to review previous dissertation related to financial efficiency.

D.R.Shakya, in his thesis study, “Financial analysis of joint venture banks in Nepal (T.U.,
1995)” has given conclusion as NGBL is comparatively better in liquidity position than
NABIL. NABIL is comparatively more successful in assets utilization than NGBL. NGBL’s
capital structure position is more risky than that of NBIL. NGBL’s profitability position is
better than the same of NABIL.
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R.Poudel has conducted study on “A comparative Analysis of financial performance between
NBL and NGBL (T.U., 1997)” has concluded the following things: Although the liquidity
position of these banks is different, but on the whole the current assets of these banks are
adequate to meet the current liabilities. NGBL has better utilization of resourcesin short term
investment but NBL has more non earning ideal assets as cash and bank balance than NGBL.
Joint venture banks such as NGBL is fast growing the overal profitability is higher but
government owned commercial banks such as NBL has higher expenditure and the profit

making capacity is lower and gradually decreasing.

ResthaJha in her entitled, “comparative analysis of financial performance of selected joint
venture banks,(Nepal commerce campus, 1998)” concluded that , joint venture banks must
try to seek potential sector, Such as manufacturing utility , services, tourism, agriculture etc
and an the same time abide by the economic obligation of investing in priority and deprived

sectors. So as to make profits by being instrument in developing the country.

BrindaShrestha in her study, “A comparative analysis of financial performance of the
selected joint venture banks (Shankar dev T.U., 2003.)”” concludes that analysis of liquidity
ratio indicates better liquidity position of NB bank. Although liquidity position of NBL and
NABIL are lower. Incase of activity or turn over ratio, NABIL is better than that of NB bank
and HBL. After calculating all financial and statistical tools. Mrs. Shresthaconcluded that the
methods of earning by JVBS have very little or no return to the economy and results in a

huge disparity between two classes of the people.

Luba Raj Upreti, on title “A comparative study of capital structure and profitability between
Himalayan bank and NABIL bank Itd”” (Nepal commerce campus, 2005”) concludes, most of
ratios are equally of both banks excepts HBL has higher position than NABIL in strength in
share in market, growth rate of fixed deposits and average overall capitalization rate and
NABIL has higher position in long term burrowed fund, financial leverage debt service
capacity and amost al profitability ratios. Excepts these compare, he concludes some
negative position of both banks such that cannot be ascertained to established the relationship
that the capital structure decision strongly, increasing value of the firm is not sufficient to
determine the overall capitalization rate.
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BenuMadhevBhattar ai(2008), in his thesis entitled, “A Comparative Analysis
of Financial Performance of NABIL, NIBL and SCBNL” has pointed out
following objectives,

a. To evaluate the liquidity position to measure the strength of financial

performance of NABIL, NIBL and SCBNL.

To evaluate the activity and operation with reference to mobilization of the
collected funds.

To analyze price earning, market value to book value per share and
dividend payout.

To evaluate the earning and profitability position of selected banks.

To identify the relationship between total deposit and total investment.

To identify the relationship between interest earned and operating profit.

The major findings of the study were,

a

f.

Among all the sample banks, NIBL has the lowest ratio of net profit to total
assets. NABIL has been successful in earning more net profit by the proper
use of available assets.

NABIL’s solvency position is better than NIBL and SCBNL.

EPS of SCBNL isthe highest than other selected joint venture banks.
SCBNL with the highest DPR refers that bank provides maximum amount
of dividend to its shareholders.

NABIL bank has been paying highest amount of staff expenses as salary,
allowance and gratuity funds to its staff.

NIBL hasthe highest price earnings ratio.

MinuBatajoo(2011) in his thesis entitled “A comparative study of NIBL and

SCBL,(shankerdev campus)”conclude that SCBL is more oriented towards discharging

responsibilitytowards its shareholders its shareholders than NIBL.SCBL’s particaption in

the task of economic development with libera attitude towards the government and being

more responsive to the national priorities like branch expansion more employment more
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resource mobilization etc. So ,from the shareholders and government point of view SCBL is
performing much better than NIBL.However it doesnot mean than NIBL is not performing

well but retavietly SCBL is doing better banking business.

26  Research Gap

The study focuses on financia efficiency of two competitive banks. Previous study only
focus performance of banks but this study focuses performance and efficiency of these
banks.Efficiency means productive with minimum waste or effort. It measures profitability

ratio. The study follows al ratio analysis to conclude effective result.

Up coming researcher is advice to conduct the study with considering above, gaps with this
effect with application of tools like financial and statistical. This study will be fruitful to
those interested people, parties, scholars, researchers, teachers, government and businessman

for academically as well as policy perspectives.
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CHAPTER 111
RESEARCH METHODOLOGY

Evaluating and comparing the financial efficiency of selected two modern banks NABIL and
NIBL with effective rule, method and formula. This chapter is outline of the calculation of
study. It shows the way of calculate targeting objectives.
The researcher followed the following details of researcher mythology used in the analysis of
the study.
3.1 Research Design
The Researcher makes design to complete the study more effective, information to readers by
using financia and statistical tools. This study focuses to evaluated and comparative financial
efficiency of two banks (NABIL and NIBL). For the research work, the analytical and
descriptive research designs are applied.
3.2  Sourceof Data
For fulfill the purpose of the study this has been used secondary data they has been collecting
following sources.

Annual reports of NABIL and NIBL

Various information of Security board of Nepal.

Related Bulleting, reports and program from T.V. channel.

Website of require banks and other organization.

Economic survey of Nation

Quarterly Economic Bulletin of NRB.

Previous Thesis

Other related journa sand publication related to study.
Besides above sources the researcher collected through verbal communication with the staff
of the related banks has also been used in the research.
3.3  Population and Sample
Among 7 joint venture banks, NABIL Bank has been selected and among a commercia bank
of public issue security NIBL has been selected as a sample for the present study. Financial
statements latest 7 years (2005/2006 to 2011/2012) have been taken as a sample for the

comparative analysis of financia efficiency. So, the study is base on the sample study.
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34  Methodsof Data Analysis

For the ambition of the study, financia analysis of required banks, P/L account balance sheet
of the banks have been analyzed. For analyze the study have been used financia and
statistical tools. Those are outlined below:

Presentation of data:

Financial as well as the statistical tools are used to make the analysis more convenient,
reliable and authentic for data anaysis different items from the balance sheet and other
statement are tabulated. Data has been presented tabular as well as graphical in order to

sufficient results of financia efficiency of banks category.

35 ToolsUsed

3.5.1 Financial Tools

The considerable assistance of financial Ratios and income and expenditure analysis has been
taken to measure the strengths and weakness of the selected banks. In addition, return on
assets and cost of funds is also computed to analyze the gross spread of each banks selected
for study. Financial ratios are calculated to ascertain the financial condition of the firm. It is
the relationship between financial variables contained in the financial statements (i. e balance
sheet profit and loss account and income statement) it helps the related parties to spot out the
financial strength and weakness of the firm. There are severa financia tools which can be
applied in order to analyze the performance of commercia banks. The tools used in this study

are as follows liquidity ratio, leverage ratio, profitability ratio etc.

3.5.1.1 Ratio Analysis

Ratio Analysis is one of the most commonly used techniques in the analysis of financia
statement, financia performance and financia efficiency. In this situation one definition of
ratio analysis is an essential. “Ratio analysis is one of the most frequency used tools to
evauate the financial health, operating results and growth financial ratios by themselves do
not indicate position of the institutions. “A standard or normal is needed against which to
judge them.” (Poudel Narayan, N.R.B. Samachar-2053).

The term ratio refers to the numerical or quantitative relationship between two terms of

variables. A ratio is calculated by dividing one item of the relationship with the others. “Ratio
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analysisis used to compare a firm’s financial performance and status to that of other firms or
to itself over time”. Lawrence J. Gitman, principle of managerial finance (San Diego State
university: and Collins publishers, sixth edition (1988, p.275) .the ratios are designed to
show the relationship between financia statement accounts within a firm and between firms.
Trandating accounting numbers into relative values or ratios, alows us to compare the
financial position of one firm to another even if their size are significantly difference.
“Financial ratios are the tools to analyze the financial conditions and performances. We
calculate ratios because in this way we get a comparison that may prove useful than the raw
numbers by themselves.” (James, C.Van Horne and John M.w. Achowiez (Fundamentals of

financial management 9™ edition).

For analysis of Ratio the following financial ratios are used in this study.
1. Liquidity Ratios

Leverage Ratios

Profitability Ratios

Valuation of Ratio.

Other indicators

o b~ W DN

1. Liquidity Ratios:
“The ability of a firm to meet it’s obligation in the short term is known as liquidity.’(Dangol,

R.M.) It reflects the short term financial strength of the business.

Commercial banks need liquidity to meet loan demand and deposit withdrawals. Liquidity is
needed also for the purpose of meeting cash reserve ratio (CRR) and statutory liquidity ratio
(SCR) requirements prescribed by the central bank. The following ratios are calculated under
the liquidity ratios.

i) Current Ratio:
Current ratio is the relationship between current assets and current liabilities of whole
organization. Current ratio shows the banks short term (current) solvency. Current ratio is

calculated from current assets and current liabilities. Theformulais

Current Ratio = Current Assets
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Current Liabilities

The standard position of current Ratio is 2:1. Higher the current ratio better is the liquidity
position and if the current ratio of afirm isless than 2:1 the solvency position of the firm is

not good.

Except this ratio following ratios are calculated under liquidity Ratio.

_ _ _ Cash and bank balance

1) Cash and bank balance to total deposit Ratio = Total desposit
2) Cash and bank balance to interest bearing _ Cash and bank balance
(excluding fixed) Deposit Ratio B Interest bearing deposit

_ _ _ _ _ Fixed deposit

3) Fixed deposits to total deposits ratio = Total deposit

2. Leverage/ Capital Structure Ratio

To judge the long term financial position of the firm the leverage ratios are calculated.
Leverage ratios measures the extend of the firms total debt burden they reflect the company’s
ability to meet its short and long-term debt obligation.

The following ratios are calculated under this group.

a) Debt-equity ratio:
This ratio is calculated by the relation between borrowed fund and owner's equity it is
calculated by following formula.

Long term debt / Total debt
Share holder’s equity
A high Ratio shows the large share of financing by the creditors as compare to that of owners.

Debt-equity Ratio =

So, creditors prefer low Debt-equity ratio.
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b) Interest coverageratio:
This ratio measures the debt servicing capacity of afirm. It is calculated with the relationship
between net profit before interest and tax and interest. So, the formulais as below.

Net profit before interest and tax
Interest +preference dividend
A high ratio is a sign of low burden of borrowing o the business and lower utilization of

Interest coverage ratio =

borrowing capacity.

c) Fixed-Coverage Ratio:

The fixed charges include interest as well as preference dividend. It is calculated by the
relationship between Net profit before interest and taxes and fixed charges. So, the formulais
as

Net profit before interest and taxes
Fixed charge

Fixed coverage ratio =

Higher Fixed coverage ratio is better from the preference shareholders point of views.

3. Profitability ratio:

Profitability ratio shows the overall efficiency of the business concerns. Profitability is the
measure of effiency and the search for it provides and incentive to achieve efficiency.
Profitability also indicates public acceptance of the product and shows that the firm can
produce completely. The following maor profitability ratios are calculated to measures the
efficiency of the banks.

i) Return on Assets (ROA):
ROA is an appropriate base for assessing the effectiveness of the operating management. It is
also called return u assets it is calculated by following formula.

Net profit after tax
Total assets

Return on Assets =
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ii) Return on common equity ratio (ROCE)
ROCE aso called investors Ratio, measures and the effectiveness of the management with
respect to both it’s operating and financial decisions formulaof ROCE is as follows.

Net profit after tax
Net worth

Return on common Equity Ratio =

iii) Interest earned to total assetsratio:

Bank has main two tasks, invest and deposit collection, bank earned interest by investing
debenture, loans, advances and overdrafts. This ratio measures the effective use assetsto earn
through investment policies. Thisratio is calculated using the following formula

Totadl interest earned
Total assets

Interest earned to total assets ratio =

V) Interest incometo interest expenseratio

This ratio measures the effective use of deposit to earn revenue in proportion of the expense
accrued and collected deposits. Bank give interest to depositors and bank earn profit by
investors. This ratio is calculated between these two types of interest, income interest and
expense interest so, the formulais as below.

Interest income
Interest expenses

Interest income to interest expense ratio =

4. Valuation ratio:
This ratio result the overall performance of the bank measuring the combined effect of risk
and return. “The valuation ratios indicate the market value of the firm as compared to the

book value and measure the stock price relative to earning” (Pradhan surendra,1996,p.36).

The following ratios are calculated under thisratio:

i) Priceearningratio (P/E ratio)

Price earning ratio reflects investor’s expectations about the firms growth in the firms
earning. “It shows how much investors are writing to pay per dollar of reported profits”
(Weston J. Fred, Brigham Eugene, 9th edition).

Formulaof thisratio is as follows.
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Market value per share
Earning per share

Priceearning ratio =

_ Profit after tax
Earning per share = "Tgtg no. of common shareOutstanding

ii) Dividend payout ratio:
This ratio measures the relationship between earning belonging to the ordinary shareholders
and dividend paid to them. Thisratio is calculated using the following formula.

Dividend per share
Earning per share

Dividend payout ratio =

Earning paid to shareholders
Total no. of common share outstanding

DPS =

5. Other indicators:
Beside those analysis other indicator also use to analysisratio. They are as follows:

Profit after tax
Total number of share

i) Earning per share (EPS)

Dividend
No. of common share outstanding

ii) Dividend per share (DPS)

3.5.1.2 Income and Expenditure Analysis

Income statement of bank helps to find out operating income, expenses and profit
percentages. The main sources of income of commercial banks are interest, commission and
discounts, dividend received and main source of expenses are interest to depositors, personnel
expenses, operating expenses, maintenance expenses, provision for staff bonus and all other
expenses. By calculation of this analysis banks could find out net profit.

3.5.2 Statistical Tools

To fulfill an analysis of this study, statistical tools must be used. To prove one theory many

types of tools is necessary to use. “Statistical analysis is one particular language which

describes the data and makes possible to talk about the relations and the difference of the
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variables without the adequate understanding of statistics the investigator in social science
may frequently be like a blind man grouping in a dark closet for a bank cat that is not there.
The method of statistics is useful in an ever widening range of human activities in any field
of thought in which numerical data may be had.”(Gupta S.P.1991, p.21).

For statistical analysis various bar diagrams pie chart and graph have been used to compare
the financial results of banks for the period of five years. Under statistical tools following
analysisis used.

3.5.2.1 Trend Analysis/ L east Square Method

Trend Analysis of ratios indicates the direction of change over aperiod of time. A widely and
most commonly used method to describe the trend is the method of least square. Under this
method, atrend lineistitled to the data satisfying the following two conditions.

i) 2(y-yJ)=0and

i) 3(y-yo)’

s least where y is the actual value and y. the compound value of y? as 5 (y-yc)® isleast hence
the name method of least square. The line obtained by this method is known as the line of
best fit.

Let the trend line between the dependent variably y and the independent variable
X (i.e. time) be represented by.

Then for any given value of independent variable x, the estimate value of y denoted by y.
given by above equationisy.-= a+ bx

Where, a=y intercept or value of y when x=0
b = Slope of the trend line or amount of change
That comesiny for aunit changein X.

To determine the straight line trend, we have to determine the values of aand b.

To find the value of aand b, we solve the following two equations:
>y =Na+ by X---------- I

YXy=aYX+byx------ i
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Where, N = Number of years.

But for ssimplification, if the time variable in measured as a deviation from its mean, i.e. mid
point is taken as the origin the negative values in the first half of the series balance out the
positive values in the second half so that Y x=0. The values of constant a, and b. can easily be

determined by using following formula.

_ay
a_—
n
A
o 2
aX

3.5.2.2 Correlation Analysis
Except trend analysis we can sure our conclusion by calculating correlation analysis the Karl
Pearson’s method popularly known as Pearson’s coefficient of correlation is most widely in
practice. The formulafor computing pearsonian correlation coefficient ® using direct method
isfollowing.
(o} o (o]
- Naxy-axay
(o] o 2 o o 2
INAX - (A N& Y -(AY)

Here, N = number of pairs of x and y observed

X =value of earning per share
Y = vaue of dividend per share
R = pearsonian correlation coefficient.
Probableerror:
The probable error of the coefficient of correlation helps in interpreting its vaue. It is

obtaining using the following formula.

1-r?2
PEr =0.6745——

JIN
If the value of r is less than PEr. There is no evidence of correlation i.e. value of r is not all

significant. Then if the value of r is more than six times, the probable error, the coefficient of

correlation is practically certaini.e. the value r is significant.

Testing of hypothesis:
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Thetest of hypothesisis a process of testing of significance of correlation coefficient.
+« Null hypothesis

% Alternative hypothesis

o T-Test

Ja-n
% Critical value
% Decision: If the computed value of the test statistic is less than the critica value, the

computed value lies in the acceptance region and null hypothesis is accepted. Otherwise

null hypothesisis rejected.
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CHAPTER -1V
PRESENTATION AND ANALYSISOF DATA

This chapter deals analyses and interprets the relevant and available data of NABIL bank and
NIBL Bank which is given methodology previous chapter. This chapter is the heart of this
study. This chapter will be great relevance for this study, as al the findings, conclusions and
recommendations are going to be derived from the calculations done in this section. The
anaysis of data consists of organizing, tabulating and performing financial as well as
statistical analysis.

4.1  Financial Analysis

Financial analysisis the most important tool of analysis. There are primarily four components
of financial statement e.g. Balance sheet, income statement, statement of retained earnings,
statement of cash flows. Financial statements provide information about a firm’s position as
well asits operations over same period. However, the rea value of financial statement usesin
the fact that they can be used to predict the firm’s financial position in the future, and to
determine expected earnings and dividends. From an investor’s stand point predicting the
future is what financial statement analysis is all about, while managements stand points
financial statement is useful to anticipate future conditions and for planning actions that will

influence the future course of events.

4.1.1 Ratio Analysis

This analysis refers to the numerical or gquantitative relationships between two variables.
Most of ratios can be calculated from the balance sheet and profit and loss account of require
banks. These ratios can perform financial analysis and it is used in analyzing the financia

information to indicate the operating and financial efficiency and growth of the bank.

4.1.1.1. Liquidity Ratios

Liquidity ratio measures the ability of afirm to meet its short term obligations and reflects the
short term financial solvency of a firm. To measure the bank's debt paying ability or the
probability that cash will be continuously available to meet its maturing obligations various
liquidity ratios are calculated as below.
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a) Current Ratio:

Current ratio is the ratio between current assets and current liabilities. It measures in times

and it measure of the bank'’s short term solvency.

Following table shows the current ratio to compare the financia efficiency of NABIL and

Nepal investment bank.

Table-1
Current Ratio of NABIL & NIBL (Times)
FY
Ban 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
NABIL |0.74 0.72 0.73 0.82 0.72 0.80 0.84 0.77
NIBL 0.80 0.81 0.90 0.94 1.05 0.91 0.91 0.90
Source: Annual report of NABIL and NIBL Appendx-1

we can see that the average current ratios of al the two selected Banks are not the satisfactory
level. NABIL highest rank is0.84 times and minimum rank is 0.72times and the average ratio
of NABIL is0.77times. In the case of NIBL, maximum level is 1.05times and minimum level

is0.80 times. The average ratio of NIBL is 0.90times.

To above analysis helps to conclude that NIBL has little bit more margin of safety for its
creditors and hence the liquidity position of NIBL is better than NABIL bank. This ratio only
measures the quantity not the quality of assets. The banks will be able to meet its obligations
despite of low ratio depending on quality of assets. Hence we can not conclude that the
current ratio of the selected banks is satisfactory.

The trend of current ratio of selected banksis as below:
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b) Cash and Bank Balanceto Total Deposit

Cash and bank balance are the most liquid assets. So the ratio measures the bank's ability to
immediately fund the withdrawal of their depositors. This ratio is calculated by dividing cash

and bank balance (including money at call) by deposits (current plus saving deposits) except
fixed deposits. Theratio of NABIL and NIBL is as shown in table below.

Table-2
Cash and Bank Balanceto Total Deposit Ratio of Two Banks
2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
NABIL 3.26 6.00 8.37 9.03 3.02 4.90 7.77 6.05
NIBL (%) 12.34 | 9.97 1090 1696 |1361 |16.24 |20.70 |14.39
Source: Annual report of NABIL and NIBL Appendx-2

The above table shows that the cash and bank balance to total deposit ratio.

the review period is6.05% of NABIL and 14.39% of NIBL.

The average for

The above analysis helps to conclude that cash and bank position with respect to its total
deposit of investment bank is better than NABIL Bank. The customer if investment Bank has
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more safety than NABIL the NIBL has high ability to immediately fund the withdrawals of
its customers but on the other hand the fund of NIBL Bank istied up in unproductive assets.

The trend of cash and bank balance to total deposit ratio of the two selected banks has been
presented below.
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[Figure #2]

c) Cash and Bank Balanceto Interest Bearing Deposit Ratio

Thisratio is calculated by dividing cash and bank balance by interest bearing deposit. A bank
must insure that it is liquid enough to face heavy deposit withdrawal interest bearing deposit
consist if saving and fixed deposit. Since fixed deposits have fixed time to mature the
obligation banks need not maintain liquid assets for the payment before maturity. So it is
excluded while determining the ratio following table shows the cash and bank to interest
bearing deposit.

Table-3
Cash & Bank Balanceto Interest Bearing Ratio
FY

Bank 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
an

NABIL(%) | 3.92 13.74 8.37 9.03 3.70 5.64 8.98 7.63
NIBL (%) | 13.78 11.13 12.23 18.76 15.05 17.92 23.83 16.10
Source: Annual report of NABIL and NIBL Appendx-3
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The above table shows that the ratio of NABIL and NIBL. The ratio of NABIL is more
zigzag unlimited. The ratio is ranged between 3.70% to 13.74% in reviewing period.
Similarly the ratio of NIBL also fluctuated between 11.13 to 23.83 in reviewing period.
An average ratio of NIBL shows the higher ratio than NABIL. High ratio of NIBL indicated

the unwise investment decision i.e. inability of the bank to invest in more productive sectors

like government securities treasury bills etc to enhance its profitability. This analysis helps us

to conclude that the depositors of NIBL have more margin of safety than NABIL.

Trend of cash and bank balance to interest bearing deposit ratio has been presented

below.
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[Figure #3]
d) Fixed Depositsto Total Deposits Ratio

Among the total deposit, fixed deposit is one of the most important sources of bank

. Itislong

term investment. It is calculated by dividing fixed deposits by total deposits which is shown

below inthetable.

Table-4
Fixed Depositsto Total Deposits Ratio
FY
Bank 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
NABIL (%) |17.83 23.28 26.52 22.25 31.70 33.89 25.53 25.86
NIBL (%) 28.60 30.69 23.06 24.91 33.59 36.66 35.18 30.38
Source: Annual report of NABIL and NIBL Appendx-4




Above table shows the ratio of NABIL and NIBL which are fluctuated trend. The ratio
ranged between 17.83 to 33.89 of NABIL and the ratio ranged 24.91 to 36.66 of NIBL on the
reviewing period.

On average ratio, NABIL bank has 25.86% and NIBL has 30.38 NIBL has little bit higher
than NABIL. Considering this analysis, it is obvious that NIBL's liquidity position is better
than that of NABIL.

Following trends denotes the ratio of fixed deposits to total deposit.
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4.1.1.2 Leveragel/ Capital Structure Ratio:

The use of finance is refers by financial leverage. These ratios are also called solvency ratios
or capital structure ratio by finding this ratio we can judge the long term financial position of
the firm. Thisratio can be calculated by following point.

a. Debt-equity Ratio:

Debt-equity Ratio is the relationship between borrowed fund and owner's equity. This is
calculated by dividing Long term debt or total debt by shareholder's equity. The bank has not
shown the actual debt that’s why there are used different liabilities like as bank’s debt.

Following table shows the ratio of debt-equity.



Table-5

Debt - Equity Ratio (%)
FY
Bank 2005/06 2006/07| 2007/08 2008/09 2009/10 2010/11 2011/12 Avg.
an
NABIL Ratio 40.73 | 4290 |65.65 |63.30 |9.78 42.72 | 11.21 | 39.47
NIBL Ratio 38.86 |42.60 |39.08 |27.86 |23.71 |2579 |26.74 | 32.09
Source: Annual report of NABIL and NIBL Appendx-5

NIBL has comparatively lower ratio than NABIL creditors prefer low debt-equity Ratio. So,
creditors of NIBL are more satisfy than NABIL. We can see the real condition of ratio in the

following figure.
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[Figure # 5]
b. Loan and Advanceto Total Assets Ratio:
Thisratio is calculated by loan and advance to Tota assets.
Table-6
L oan and Advanceto Total Assets Ratio (%)
FY
. 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
an
NABIL | 57.87 57.04 57.54 62.89 61.88 65.47 65.77 61.21
NIBL 59.90 62.65 69.45 68.37 70.04 70.42 63.32 66.31
Source: Annual report of NABIL and NIBL Appendx-6
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Above table shows the Loan and advance to total assets ratio of two selected banks (NABIL
& NIBL). Average ratio of NABIL is 61.21% and NIBL is 66.31%. The highest ratio of
NABIL is65.77% in FY 2011/12 and lowest ratio is 57.04% in FY 2006/07.Similarly NIBL
has average ratio is 66.31% and the highest ratio is 70.42% in FY 2010/11 and the lowest
ratio is 59.90% in Fy 2005/06 in studying period.

Following figure shows the accurate trend of ratio of two banks.
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[Figure # 6]

4.1.1.3 Profitability Ratio

The primary objective of the company operating in Nepal is the maximization of the profit.
To measure the results of operation which is the major contributes of cash and working
capital. Various profitability ratios are calculated. Profitability ratio measures how effectively
the two selected banks have managed their funds to earn profit. The following profitability
ratios are computed to analyze the profitability of NABIL and NIBL.

a. Return on Assets (ROA)

The return on Total Assets (ROA) measures the relationship between the total assets and net
profit after tax. It measures the productivity of the assets and determines how effectively the
total assets have been used by the company.
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Table-7

Return on Assets (ROA) (%)
FY

Bank 2005/06 20006/07| 2007/08| 2008/09 2009/10 2010/11 2011/12) Avg.

NABIL Ratio 2.85 247 201 2.35 2.18 231 2.69 241

NIBL Ratio 1.64 1.82 1.79 17 221 2.02 1.58 1.82

Source: Annual report of NABIL and NIBL Appendx-7

The above table shows the Return on assets ratio of two selected banks (NABIL & NIBL).
The average ratio of NABIL is2.41% and NIBL is 1.82%. NABIL has higher than NIBL.

Following figure shows the trend of ROA of two banks.
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[Figure# 7]

b. Return on Common Equity Ratio (ROCE):

This ratio is calculated by dividing net profit after tax by net worth. One of the main
objectives of any bank is shareholder's wealth maximization. This is an important ratio
because it judge whether the firm has earned a satisfactory return for its equity holder or not.
This ratio expresses the capacity of the banks to utilize its owner's fund. Higher the ratio
shows the more efficient the management and utilization of shareholder’s fund and lower the

ratio shows the least efficient of the management for utilization of shareholder’s fund.
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Following table shows the ratio of Return on Common equity of reviewing period of selected

banks.
Table-8
Return of Common Equity Ratio (ROCE)
B 2005/06 {2006/07 {2007/08 |2008/09 |2009/10 {2010/11 |2011/12 |Avg.
NABIL 3392 3279 |30.60 3295 |29.65 (2943 |31.14 3150
NIBL Ratio 2477 26,70 2593 |23.05 |27.61 (2280 [17.18 (2401
Source: Annual report of NABIL and NIBL Appendx-8

The above table shows the Return of Common equity Ratio. The ratios are the ratio of

NABIL is fluctuating trend and average ratio is 31.50% is reviewing period and the ratios of

NIBL aso fluctuating every year in reviewing period and average ratio is 24.01%.
This analysis, the conclusion is that the NABIL had been able to utilize the shareholder's fund
more profitability and efficiency. NABIL Bank has earned more satisfactory return to its
shareholders than NIBL.

We can see thereal trend of Return on common equity ratio on following figure.

c. Interest earned to total Asset Ratio:

48

40
35
e
= 25 +—= \//\
2 20 S
S e N ABI L
® 15
10 - N|BL Ratio
5
0
© % 3 S YW @
0‘9\0 o“’\g 6\\0 o“’\o 0"’\'\, \9\\, \,"'\\ ]
DU SIS S S O
Fiscal Year
[Figure # §]




This ratio is calculated by dividing interest income by total assets. To earn interest is major
portion of every firm. Banks interest are earned from loan advances and investments hence
higher proportion of risk assets and investment in the asset structure of the bank leads to
higher interest earned to total assets ratio. The following table shows interest earned to total
asset ratio of the selected two banks.

Table-9
Interest earned to total assetsratio (%)
Y
Bank 2005/06| 2006/07| 2007/08| 2008/09| 2009/10| 2010/11| 2011/12| Avg.
an

NABIL Ratio | 5.87 5.83 5.33 6.38 7.76 9.05 9.72 7.13

NIBL Ratio 5.5 5.74 5.64 6.10 8.12 9.94 9.10 7.17

Source: Annual report of NABIL and NIBL Appendx-9

The above table shows that the total interest earned to total assets ratio of two different banks
have been decreasing throughout the review period. The maximum ratio of NABIL is 9.72%
in FY 2011/12 and NIBL is 9.94% in FY 2010/11 and average ratio of NABIL has 7.13%
and NIBL has 7.17%.

This ratio indicates that NABIL has higherofNIBL. It means high percentage of interest
earning in relation to its total assets. However the ratios of two banks are not satisfactory.
This indicates that the banks have failed to earn a consistent interest income in relation to
their total assets. At last we can say increased non performing assets in the asset structure led
to the decline in the interest earned to total assets ratio of these banks.

Following figure shows the trend of selected two banks
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d. Interest Incometo Interest Expense Ratio:
This ratio measures the utilization of outsider's fund deposit which cost interest for the banks

for lending activities that generate revenue interest for the bank. Higher percentage represents
the effective utilization of debt capital. The ratio of interest income to interest expenses is
tabulated below:

TableNo. -10
Interest Incometo Interest Expenses Ratio (times)

FY
Bank 2005/06 |2006/07 |2007/08 |2008/09 |2009/10 |2010/11 [2011/12 | Avg.
an

NABIL Ratio 3.67 2.86 261 243 2.07 1.78 1.95 248

NIBL Ratio 2.39 231 221 1.94 1.82 1.60 1.57 1.98

Source: Annual report of NABIL and NIBL Appendx-10

The above table shows the two selected banks have been able to maintain the interest income
to interest expense ratio quite consistently. The ratio of NABIL is increasing and decreasing
ratios in reviewing period but the ratio of NIBL is fluctuating each year. In average NABIL
has 2.48 times and NIBL has 1.98 times.

The above anaysis helps to conclude that the income interest to income expense ratio of
NABIL was dlightly better than NIBL. Thisimplies that either NABIL is using the outsider's
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fund properly on the income generating activities or the fund the bank is using is relatively
less costly than that of NIBL.

Following figure shows the trend of selected two banks.
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4.1.1.4 Valuation Ratio:
Various valuation ratios like price earning ratio, dividend payout ratio and market value per

share have been calculated to indicate the market value of the bank as compared to the book
value and to measure the stock price relative to earnings.
a. Price Earning (P/E) Ratio:
This ratio is calculated by dividing market value per share by earning per share. This ratio
indicated investor's judgment or expectation about the firm's performance. To the investors
the ratio helps to take right decision shares from the market. The Ratio of price earning of
selected two banks is tabulated below:
Table- 11
Price Earning Ratio (Times)
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FY
5 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Avg.
an
NABIL |17.34 36.84 45.53 43.19 28.45 17.72 16.21 29.33
NIBL 21.23 27.63 42.3 371 134 105 185 24.38
Source: Annual report of NABIL and NIBL Appendx-11

The above table shows that the price earning ratios of two selected banks. In case of NABIL,

it has fluctuated trend. The minimum ratio is 16.21 times in Fy 2011/12 and the maximum

ratio is 45.53 timesin Fy 2007/08 and average ratio is 29.33 times. In case of NIBL firstly

increasing and then in decreasing trend. The minimum ratio is 10.5 times in FY 2010/11 the

maximum ratio is 37.1 timesin Fy 2008/09 and average ratio is 24.38 times.

On average P/E ratio of NIBL is the lower than NABIL. The variance or differences of two

banks are highly different. So, it can be concluded that the public's expectation of NABIL is
higher than NIBL.
Following figure showsthe trend line of NABIL & NIBL.
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b. Dividend Payout Ratio:

Dividend Payout Ratio is calculated by dividing cash dividend by Earning per share. Profit

after tax earned by the banks has to be distributed among the shareholders. Banks usually do

not distribute 100% of their earnings; they tend to retain certain portion in order to expand
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their business. Higher dividend payout ratio indicates lower retained profit and higher cash
dividends to the shareholders. Dividend payout ratios of the selected two banks are tabulated
below.
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Table- 12
Dividend Payout Ratio (%)

Y
Bank 2005/06| 2006/07| 2007/08 2008/09 2009/10 2010/11 2011/12] Avg.
an
NABIL Ratio 85 100 60 35 30 30 40 54.29
NIBL Ratio 20 5 7.5 20 25 25 5 15.36
Source: Annual report of NABIL and NIBL Appendx-12

The above table shows that both banks are must paying dividend each year. NABIL and
NIBLis paying regularly after 2005/06 to 2011/12. The DPS of NABIL is fluctuating 30
t0100% and NIBL is fluctuating 5% to 25% on average NABIL has 54.29% and NIBL has
15.36.

The above analysis helps us to conclude that NABIL being in its maturity stage is paying
high percentage of dividend while NIBL is paying lower percentage on average than NABIL.

Following figure shows the trend lines of two selected banks.
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[Figure # 12]
4.1.1.5 Other Indicators
Some of other indicators such as dividend per share and earning per share have been selected
for the study.
a. Earning Per Share (EPS)
Earning per share is calculated by dividing profit after tax by total number of shares. Higher

profitability of the bank results in the higher earning per share. The main concentration of
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shareholders lays in the bottom line of the bank i.e. its profit after tax. No matters the
earnings are retained or distributed higher earning per share enhance the value of the
shareholder wealth. The objective of computing this ratio is to measure the profitability of the
firm on per equity share basis. Higher the amount of EPs is the indicators of efficiency of

management and vice versa.

The following table shows the 7 year's earning per share (EPS).
Table- 13

Earning Per Share

FY
Bank 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10| 2010/11 | 2011/12 | Avg.
an
NABIL (Rs) | 129.21 | 137.08 | 115.86 | 11354 |83.81 |70.67 |8357 |104.81
NIBL (Rs) |59.35 |6257 |5787 |3742 |5255 |39.10 |27.60 |48.07

Source: Annual report of NABIL and NIBL

From above table, the EPS is fluctuating each year in both banks. The EPS of NABIL is
between Rs.70.67 to 137.08 and average is Rs 104.81And the EPS of NIBL is in between
27.60 to 62.57 and average Rs. is 48.07. It seems that NABIL has the better EPS than NIBL
but NIBL has also increasing trend of EPS. This indicates that EPs of NABIL shows more

efficiency of management than NIBL.
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b. Dividend per Share

DPS can be calculated as dividing paid by par value of the share. DPS shows the percentage
of the dividend that the shareholders receive in relation to the paid up value of the share. The
DPS is tabulated below of selected banks. The amount of earning distributed and paid as cash
dividend is considered as dividend per share. Higher the DPS shows the efficiency of

management and vice versa.

Table-14
Dividend per Share (inRs.)
FY 2011/1
2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Avg.
Bank 2
NABIL | 109.83 | 137.08 | 69.52 | 39.70 | 25.14 21.20 | 3343 62.27
NIBL 11.87 3.13 4.34 7.48 13.13 9.78 1.38 7.30

Source: Annual report of NABIL and NIBL

The above table shows the DPS of two selected banks NABIL has in between Rs 21.20 to Rs.
137.08 and NIBL has in between 1.38 to Rs. 13.13 and average DPS of NABIL isRs. 62.27
and NIBL isRs. 7.30 in reviewing period.

From above anaysis we can conclude that NABIL bank give more dividend to its
shareholders than NIBL or NABIL is more profitable bank to investors than NIBL.
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After analyzing the various financia ratios of the selected two banks now we have a clear
picture of comparative financial efficiency of these two banks. The next part of financia
anaysis includes the income and expenditure analysis of these two banks for the review
period.

4.1.2 Income and Expenditure Analysis

Income and expenditure are the important indicators of the financial efficiency so their
anaysisisimportant to draw any conclusion.

4.1.2.1 Operating Income

The analysis shows the proportionate contribution of different sources of income in
generating total income. The major sources of operating income of commercial banks are as
follows:

» Interest recelved from loan and advances or government securities.

» Commission and discounts.

» Foreign exchange income
>

Fluctuation gain and other miscellaneous income.

The operating income of selected two banks is tabulated below in percentage.

57



TableNo. -15

Operating Incomein Percentage

S. Income 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 Average
no | Source - - - - - - - -
Nabil | NIBL | Nabil | NIBL | Nabil | NIBL | Nabil | NIBL | Nabil | NIBL | Nabil | NIBL | Nabil | NIBL | Nabil | NIBL
1 Interest
_ 70.09 | 71.29 | 69.73 | 7219 | 7305 | 72.88 | 7408 | 7469 | 7554 | 76.77 | 7546 | 77.04 | 7463 | 7451 | 73.23 | 74.19
Received
2 Commission
_ 10.17 |12.09 | 10.18 | 13.15 | 9.54 13.05 | 8.09 1242 | 7.8 8.88 9.55 951 9.12 10.99 |9.21 11.44
and discount
3 Foreign
13.64 | 13.11 | 1418 | 10.86 | 11.76 | 10.05 | 11.34 | 8.75 10.01 | 8.19 9.06 8.05 11.20 | 9.08 11.60 | 9.73
Exchange
4 Other 6.10 3.74 59 3.8 5.65 4,02 6.49 414 6.65 6.16 5.93 5.40 5.05 5.42 5.96 4,67
Total | 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

Source: Annual report of NABIL and NIBL




i) Interest Income:

Interest income is main source of bank's income which is proved from the above table. The
sources of interest income are loans advances and overdrafts are the major source of interest
income. Other sources are interest income from investment on government securities,

debentures and others.

The above table shows that the interest income of al two banks are quite consistent
throughout the review period. The average interest income of NABIL was 73.23% and
NIBL's was 74.19%.

The above analysis helps to conclude that percentage income from interest is lower than
NIBL then NABIL. Higher percentage income reflects better operational efficiency or higher
level of risk due to higher volume of investment in loan and advances. But this may subject to

the bank's potential lossesin the future due to bad debts.

i) Commission and Discount Income

The above table shows that the commission and discount is 3® major source of income of
selected two banks. It consist of commission and discount received from letter of credit, |etter
of guarantees, remittance fees and other fees and commission received through various
facilities provided to the customers.

The above table shows the highly fluctuation of commission and discount in both banks. In
case of NABIL commission and discount average income is 9.21% in study period. In case
of NIBL, average income from commission and discount is 11.44%.

This analysis helps to conclude that the earning from commission and discount is better in

NIBL bank than NABIL bank which implies that it provides more services to its customers.

iii) Foreign Exchange Income

Thisis also one of the mgjor sources of income for the banks which consist of gains on sales
of foreign currency and revaluation income. The above table shows that foreign exchange
income of two banks is fluctuating each year. This helps to conclude that foreign exchange

income is comparatively better in NABIL than NIBL.



iv) Other income

Other income had a very nomina contribution in the total operating income. It has a
considerable contribution in the income in case of NABIL bank. In average NABIL bank has
5.96% of other income and 4.67% in NIBL.

In conclusion, we can say that interest income is the major source of income in two banks. In
occupied more than 75% of the operating income. In some fiscal years the income from
foreign exchange was more than the income from commission and discount. The pie chart of
average operating income of the two selected banksis given below.

Average Operating Income of NABIL Bank

Olinterest Income
B Commission and discount

OForeign exchange Income

OOther Income

(Figure# 15-a)
Average Operating Income of NIBL.

Olinterest Income

B Commission and discount
OForeign exchange Income
OOther Income

(Figure# 15- b)



4.2  Statistical Analysis

The financial efficiency of the selected banks has been analyzed statistically through trend

anaysis with least square method.
421 Trend Analysis

This analysis shows the trend of deposits collection and loan and advances of NABIL and

NIBL for seven years. Deposit collection show a bank's efficiency in performance and

efficient utilization of the same indicates its success and profitability.

The total deposits, loan and advances and deposits utilization of NABIL and NIBL is

presented below.
Table-16
Deposits Utilization of NABIL (In million)
F.Y. Loan and advances | Total deposits | Depositsutilization Rate (%)

2005/06 12922.54 19347.40 66.79

2006/07 15545.78 23342.29 66.60

2007/08 21365.05 31915.05 66.94

2008/09 27589.93 37348.26 73.87

2009/10 32268.87 46410.70 69.53

2010/11 38034.10 46696.11 81.45

2011/12 41605.68 55023.70 75.61

Average 71.54
Table-17
Deposit Utilization of NIBL (In million)
L oan and advances Total deposits Deposits utilization Rate (%)

2005/06 12776.21 18927.31 67.5

2006/07 17286.43 24488.86 70.59
2007/08 26996.65 34451.73 78.36
2008/09 36241.21 46698.10 77.61
2009/10 40138.31 50094.73 80.12
2010/11 41095.51 50138.12 81.96
2011/12 41637 57010.60 73.03

Average 75.60
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Above table and figure shows that the loans and advance and total deposit of selected two
banks. In case of NABIL loans and advances and total deposits is increasing trend since Fy
2002/03 and decrease in Fy 2001/02 and little bit increase in Fy 2003/04. In case of NIBL

fluctuating trend is shown in review period when final year of the study is highest in loans
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and advance and deposits utilization rate is always higher except Fy 200/01 of NIBL. On
average NABIL has 60.31% and NIBL has 66.38% in deposit utilization. So, NIBL have
good knowledge of collect and invest technique.

Trend analysis is including various trends and researcher has analyzed the trends of the five
basic financial indicators they are:

» Total deposit trend.

Total loans and advances trend

Net profit after tax trend

Earning per share trend

YV V V VY

Market value per share trend

4.2.1.1 Total Deposit Trend

Total deposit trend in analyzing the total deposit of NABIL and NIBL by least square
method. Appendix O (1) shows that the total deposit trend of NABIL bank's which is
expected to be Rs. 61187.95 million in Fy 2012/13 and Rs. 67196.24 million in Fy 2013/14.
The deposit has been increasing every year by Rs. 6008.29 million.

In case of NIBL, the expected deposit will be Rs66142.97 millions in Fy 2012/13 and Rs in
72614.09 million in FY 2013/14. The deposit has been increasing every year by Rs. 6471.12
million. As per the calculationsin Appendix O, the calculated values of average total deposits
() Rate of change of deposit and (b) expected value of total deposits for FY 2012/13 and
2013/14 are asfollows

Table-18
Total deposit trend (In million)
Expected total deposit for fiscal years
Bank a B
2012/13 2013/14 2014/15 2015/16
NABIL | 37154.79 | 6008.29 | 61187.95 67196.24 73204.53 79204.53
NIBL 40258.49 | 6471.12 | 66142.97 72614.09 79085.21 85556.33

Source: Annual report of NABIL and NIBL Appendx-13,14

The above anaysis gives the summary of total deposit trend of the selected banks in FY
2012/13 and Fy 2013/14. It can be seen that the rate of growth in deposit per year is higher in
NIBL than NABIL and expected deposit also morein NIBL than NABIL. So we can say that

NIBL is success to collect deposit.



4.2.1.2 Total Loansand Advance Trend

The researcher will now analyze the total loans and advances trend of NABIL Bank Ltd. and
Nepa Investment bank Ltd. The Appendix 'P' shows that NABIL's total loans and advances
has been in the increasing trend and it is expected to be Rs.47323.10 million in Fy 2012/13
and Rs52392.02 million in Fy 2013/14. Total loans and advances have been increasing every
year by Rs. 5068.92 million.

NIBL Bank's trend analysis of total loans and advances will now analyze in Appendix 'P.
The result is an increment trend. The change in total loans and advances every year is Rs.
5265.44 million and expected total loans and advances for FY 2012/13 is Rs. 51943.38
million and in FY 2013/14 is Rs.57208.82 million.

As per the calculations in Appendix 'P' the calculated value of average loans and advances (a)
rate of change of loans and advantages and (b) expected total loans and advances for Fy
2012/13 and 2013/14 are as follows:

Table-19
Expected total loans and advances (In million)
Bank A o Expected total deposit
2012/13 2013/14 | 2014/15 2015/16
NABIL | 27047.42 | 5068.92 | 47323.10 52392.02 | 57460.94 | 62529.86
NIBL 30881.62 | 5265.44 | 51943.38 57208.82 | 62474.26 | 67739.70

Source: Annual report of NABIL and NIBL Appendx-15,16

From the above calculations we can see that the growth in total loans and advancesin NABIL
isthe lower than NIBL. This provesthat NABIL isvery aggressive in mobilizing its collected
deposit to earn a huge return out of it but it is not sure because loans may be used

unproductive sector.

4.2.1.3 Net Profit After Tax Trend
This study will now analyze the net profit after tax trend of NABIL Bank Ltd. And NIBL the
calculation in Appendix Q shows the trend of both banks. NABIL's net profit after tax has



been in the increasing trend and it is expected to be Rs. 1743.11 million in FY 2012/13 and
Rs.1919.18 million in FY 2013/14. Net profit after tax has been increasing every year by Rs.
176.07 million.

NIBL's trend aso calculated in Appendix 'Q" that shows the net profit after tax on increment
trend which is growing every year at the rate of Rs. 142.36 million. The expected net profit
after tax of NIBL for FY 2012/13 is Rs. 1416.75 million and Rs. 1559.11 million is FY
2013/14.

As per calculation in Appendix Q, the calculated values of average net profit after tax (a) rate
of change of net profit after tax and (b) expected net profit after tax for Fy 2012/13 and
2013/14 are asfollows:

Table-20
Expected Total Net Profit after Tax (In million)
Expected total deposit
Bank a b
2012/13 2013/14 2014/15 2015/16
NABIL 1038.83 | 176.07 | 1743.11 1919.18 2095.25 2271.32
NIBL 847.31 142.36 | 1416.75 1559.11 1701.47 1843.83

Source: Annual report of NABIL and NIBL Appendx-17,18

Above anaysis can be conclude that NABIL bank has higher growth rate in the net profit
after tax of Rs.176.07 million and expected net profit after tax also greater than NABIL
obviously. The success to achieve this highly competitive growth rate can be contributed to
its aggressiveness in advancing credits to various sectors by diversifying its business to
various part of the country. So, NABIL should be known own position and should be trying

to improvement.

4.2.1.4 Earning Per ShareTrend

Now this study will analyze the earning per share trend of NABIL Bank Ltd. The calculation
in Appendix 'R’ shows that NABILSs earning per share has been in the decreasing trend and it
is expected to be Rs. 61.69 in pay 2012/13 and Rs. 50.91 in FY 2013/14. Earning per share

has been decreasing ever year by Rs10.78.



NIBL's earning per share trend shows in Appendix 'R'. It earning per share is decreasing
trend. The change in earning per share of every year is Rs. 5.27.The expected earning per
sharefor fy 2012/13is Rs26.99 and in fy 2013/14 isRs. 21.72.

As per calculation in Appendix 'R’ the calculated values of average earning per share (a), rate
of change of earning per share (b) and expected earning per share for fy 2012/13 and 2013/14

areasfollows:
Table-21
Expected Earning per Share
Earning Per Share

Bank a b

2012/13 2013/14 2014/15 2015/16
NABIL | 104.81 | 10.78 61.69 50.91 40.13 29.35
NIBL | 48.07 | 5.27 26.99 21.72 16.45 11.18

Source: Annual report of NABIL and NIBL Appendx-19,20
From the above table it can be concluded that EPS of NABIL is greater than EPS of NIBL.
NABIL ‘s earning efficiency is better than NIBL.

4.2.1.5Market Value per Share Trend

This trend is last of calculated trend analysis this analysis shows the market value per share
trend of NABIL and NIBL in Appendix S. This Appendix show that NABILs market value
per share has been in decreasing trend and it is expected to be Rs. 1330.42 in FY 2012/13 and
Rs861.06 in FY 2013/14 market value per share have been decreasing every year by Rs.
469.36.

NIBL trend analysis of market value per shareis calculated in Appendix S, it has been adsoin
decresing trend and it is expected to be Rs. 305.41 in fy 2012/13 and Rs76.12 infy 2013/14.
Market value per share has been decreasing every year by Rs. 229.29.

As per calculations in Appendix S, the calculated values of average market value per share
(a), rate of change of market value per share (b) and expected market value per share of FY
2012/13 and 2013/14 are asfollows:



Table-22
Expected Market Value per Share

Market value per share
Bank A B
2012/13 | 2013/14 | 2014/15 | 2015/16
NABIL 3207.86 | 469.36 | 1330.42 861.06 391.70 |-77.66
NIBL 122257 | 229.29 | 305.41 76.12 -153.17 | -382.46

Source: Annual report of NABIL and NIBL Appendx-21,22

The above table shows that the average market value per share of NIBLandNABIL is
decresing trend. It indicates the market value of the bank. It is expected that the bank will
grow in alow rate in the future.

4.2.1.6 Coefficient Of Correlation

It is a most widely used statistical tools which measure the significance of the relationship
between two variables during the study period. It is denoted by the symbol 'r'.

The formula for computing Karl Pearson’s coefficient of correlation is as follow.

NAXy-axay
IN&X (& NAY - (&)

r =

The value of coefficient of correlation as obtained by the above formula should aways lie
between £. When r = +1, it denotes the perfect positive correlation between two variables and
r = -1 denotes there is negative correlation between the variables.
[ = 77 51939.10-435.90" 733.64

7" 39323.66- (435.90) |7~ 80780.63- (733.64)°

=0.91

1. Coefficient of correlation between EPS and DPS of NABIL and NIBL.

It is calculated to examine the relationship between EPS and DPS of NABIL. The main
objective of calculating coefficient of correlation is to test whether the EPS are significant in
generating more satisfaction level to cover dividend per share. This analysis should be helpful

for NABIL to take correlative action on the dividend pay time.
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Coefficient of correlation of NABIL

N xy-axay

r =
IN&X (&) N& Y -(& )

. 77 5193910- 4359 733,64
7~ 3932366 - (435.90) /7~ 8078063 - (733.64)°

= 091
Above calculation shows the correlation between EPS and DPS is positive of 0.99. It

indicates that NABIL gives dividend to its dividend holder in good position. Or there is
perfectly positive relation between EPS and DPS.

Coefficient of correlation of NIBL

Nax-axay
IN&X (& NAY - (&)

r =

- 7” 253385-51.11" 33646
J77 49544 - (51.11)° /7" 1723869 - (336.46)°
=021

Above calculation shows the correlation between EPS and DPS is positive of NIBL by 0.40.
Positive correlation indicates that NIBL perfectly maintain its EPS and DPS.

4.2.1.7. Computation of probableerror
1. Probableerror of NABIL Bank

Per =0.6745 1- (0.91)2V/7 =0.044

= 6 x PE =6x0.044 = 0.26

Since r>6PE, i.e. we conclude that correlation coefficient(r) is significant.

2. Probableerror of NIBL
Per =0.6745 1- (0.21)%V7 =0.24 = 6 x PE =6x0.24 = 1.44

Since r<6PE, we can conclude that correlation coefficient(r) is not significant.
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4.2.1.8. Testing of Hypothesis
1. T-test of NABIL

Here,
No. of years=7
Correlation of coefficient (r) =0.91

% Null hypothesis, HO: r = 0, i.e. the variables are not correl ated.

s Alternative hypothesis, H1: r # O, i.e. the variables are positively correlated. (Two tailed
test).
Test statistic,

r
t=———=+n-2

1-r)?

=272

J-0.91?)

= 4.91
% Degreeof freedom=n-2=7-2=5

s Ciritical value: the tabulated value of t at 5% level of significance for two tailed test and
for 5 degree of freedom is 2.571.

+ Decision: since calculated value of t is greater than tabulated value of t .The Alternative
hypothesis H1 is accepted. That is correlation coefficient (r) of NABIL bank is
significant.

2. T-test of NIBL

We have,
No of years(n) =7
Correlation coefficient (r) =0.21

+« Null hypothesis, HO: r = 0, i.e. the variables are not correlated.

« Alternative hypothesis, H1: r # O, i.e. the correlation coefficient is not zero. (Two tailed
test)

Test statistic

t:; n-2

w/‘1—r)2i

0.21
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0.48
Degreeof freedom=n-2=7-2=5

Critical value: the tabulated value of t at 5% of level of significance for two tailed test and
degree of freedom is 2.571.

Decision: since calculated valuet is less than tabulated value of t, the Null Hypothesisis
not accepted. Thereis no significant in the correlation coefficient of NIBL.

4.3 Findings

After analysis and calculating the study certain findings are available so the lifts of findings
are asfollows:

» To anaysis the liquidity position, including al calculating ratio, it indicates better

liquidity position of Nepa Investment Bank and Nabil has lower liquidity position but it
is also able to meet their current obligation.

Analysis of leverage capital structure ratio indicates that both banks have competitor each
other in debt equity ratio Nabil bank takes high rank in every ratios like debt to equity
ratio, debt to total capital ratio, interest coverage ratio, fixed coverage ratio. NABIL takes
better rank than NIBL.

Analysis of profitability ratio indicates including all ratios both banks have competitor
each other. The different profitability shows the different position of these banks. Return
on Assets, NPAT to Tota assets ratio, return on common equity and interest income to
interest expenses ratio of NABIL is higher position and commission and discount income
to personnel expense ratio shows the NIBL takes higher position.

Analysis of valuation ratio including two different ratios. They are price earning ratio and
dividend payout ratio. P/E ratio indicates NABIL Bank take higher rank.

Analysis of other indicators indicates calculation of EPS and DPS. These two indicators
are proportion each other. EPS and DPS both indicators of NABIL are higher than NIBL.
The major source of operating income of these banks is income from interest, which was
higher in NIBL than NABIL. Incase of commission and discount and foreign exchange
and other income NABIL has high income than NIBL.

Trend analysis shows that deposit utilization rate is satisfactory in NIBL than Nabil.

Other trend anaysis shows that Nabil has better position in expected EPS and market
value than NIBL and NIBL has high position in expected loan and advances and expected
Net profit than Nabil.

13



4.3 SWOT Analysis

The SWOT analysis provides information that is helpful in matching the firm’s resources and
capabilities to the competitive environment. It is such as instrumental in strategy formulation
and selection. The internal and externa environment is an important part of the strategic
planning process of the bank. In case of comparative analysis, we have to study about SWOT
anaysis.

Environmental factors interna to the firm usualy can be classified as Strengths(S) or
Weakness (W) and those external to the firm classified as Opportunities (O) or Threats (T).

1. Strengths (S): - Bank strengths are its resources and capabilities that can be used as abasis
for developing a competitive advantage.

NIBL has high liquidity position than NABIL. NIBL can mobilize more investment in
different sectors than NABIL. It has a better financial position than NABIL

Deposit collection of NIBL is higher than NABIL. Many customers may attract in NIBL.
NABIL should many attractive schemes to collect deposits.

NABIL has higher EPS and DPS that means it can give more profit for its investors. That’s
why customers are attracted in NABIL bank than NIBL.

In leverage capital structure ratio, NABIL takes better position than NIBL. It helps to know
the relationship of long term debt with shareholders fund or total capital.

In profitability ratio indicates of efficiency of the bank. It helps to show their capabilities.

2. Weakness (W): - the absence of certain strengths may be viewed as a weakness.

NIBL should mobilize itsinvestment and it should follow new rules and regulations.

In the profitability ratio, between two banks NIBL has little bit weak to manage their funds to
earn profit.

According to the P/E ratio, public’s expectation is low in NABIL than NIBL about the bank’s
performance.

3. Opportunities(O): -the external environment anaysis may revea certain new
opportunities for profit and growth.

The modern banks have focused only urban areato expand their branches. Customers are not
situated only in urban area. They may be in rura area. In that case, if they expand their
branch in rura area, they can get good customers.
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Today is age of competition. If both banks are followed new techniques and new rules and
regulation among 25 commercial bank or against their competitors, they could take better
position among their customers.

In the contest of our country, industrial sectors are growing day by day like hydro-power
sector or other multi- national companies. Both banks have an opportunity to invest and
collect the funds. They have a good chance to show their performance.

Banks could try to increase their credit portfolio by exploring productivity sector.

4. Threats (T):- Changesin the external environment also may present threats to the bank.
Nepal is under development country. Political environment of our country is going to very
bad and disgusting and increased trade barriers day by day. In this situation financial sectors
of our country are not safe.

Most of the countries in the world are suffering from financial crisis. That may be affected to
mobilize the banking sector. Today is age of competition. Many banks are going to establish.
In that case these banks should follow new rules and regulation. And they must make
competitive preparation to collect deposit, investment diversification and giving more and
unique facilities to attract customers.

At the end of this chapter researcher hope that another chapter show the recommendations,
conclusion and summary have to be made in order to make this thesis more effective.
Therefore, the following conclusion chapter covers highlighting about findings based on the
analysis and recommendations based on findings.
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CHAPTER YV
SUMMARY, CONCLUSION AND RECOMMENDATION

In this conclusion, summary, findings and some prescribed recommendations have been put
forward for the benefit of the selected JVBS aong with conclusions derived from the study

are highlighted in order to lift the country from the present economic turmoail.

51 Summary

Nepal has many finance mobilizing sectors as well as commercia banks, development banks,
financial institutes. There are 31 commercia banks listed NRB including in Investment bank
and Nabil bank. In total commercia bank there is including joint venture bank and public
issue securities bank. This study selects Nabil bank among 7 joint venture bank and Nepal
Investment bank in among 18 public issue of Securities Company. NIBL issue debenture to
public, researcher wants to conclude the financia efficiency of two different sectors banks
and other interesting news about these banks is both are presented of 'Bank of the year' in
different year. This study is evaluation the financial efficiency for 7 years, i.e. FY 2005/2006
to 2011/2012.

The researcher has analyzed available data by using financia as well as statistical tools which
has been described aready in previous chapter main issues and findings have been taken
from analysis of data. Following shows the findings of the study.

52  Conclusion

With some twenty three commercia bank but only 11 is listed and twenty one development
banks operating in Nepal, the market seems over crowded and the banks are new findings a
tough competition among themselves. Since the entry barriers are not so high due to the
government's liberal policy. This competition is expected to be more intense in the near
future as there is aways the possibility of a new player entering this sector.

There is no any doubt that these banks have been operating smoothly and have been
successful in becoming the pillars of economic system of the country. Their direct
contribution to the economy, includes high amount of the corporate tax paid by them good
dividend to the shareholders and employment to the qualified personal in order to make them
equipped with all the technical knowledge of banking. Indirectly these banks act financial
intermediaries which provide a link between borrowers and lenders there by mobilizing the

idle resources towards productive investments. Moreover, these banks are competing
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themselves in terms of service excellence with the help of automation and computerized
transactions as a result of which customers are benefiting. These banks have introduced
developments like automatic teller machine (ATM Card), credit cards, deposit schemes and
others which cannot be over sighted and therefore considered as a very heathy development
in the economy.

There are different kinds of deposit mobilization institutes like banks, finance company,
saving and credit co-operative limited all types of institutes does their activities according to
their rules, regulations and limited fund which is suitable for it.

Just like banks utilize much fund of amount, finance company utilize middle amount of fund
and co-operative limited utilize small amount of fund from lower society of country. Banks
have different kind according to their operating nature like commercia bank and
development bank, commercia banks have three kinds they are joint venture banks, public
issue securities bank and private bank. Among these banks these study has been studied
NABIL bank as a representative of joint venture bank and Nepal Investment bank as a
representative of public issue securities bank.

Many people think that without joint venture any cannot be get success in banking field but
this study give answer to them. If there is effective management team and technology without
joint venture bank also can be get success in the field of banking activities. NIBL is award
holder of 'Bank of year 2004' as well as NABIL was the '‘Bank of the year of 2003'. So they
are more competitor each other from different type of banks.

53 Recommendation

From the Summary of the main findings of the analysis of financial performance and
efficiency of the selected banks, following recommendations can be advanced to overcome
the weakness and in efficiency and to improve the performance of these two banks.

Current ratios of both banks are not satisfactory position but these banks show under
1.05:1 ratio. So, these banks should maintain their short term solvency position by
increasing current assets like bank balance, inventory and reserve fund on its own

account if thereislow reserve bank would not be maintain accidental case.

Deposit collection of both banks is starting to increase since FY 2007/08. Nabil should
launch many attractive schemes to collect deposit and effective way to invest. Because

average fixed deposit of Nabil islessthan NIBL.
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In case of debt every ratio shows lower debt ratio of NIBL. Creditors prefer low debt
ratio, so NABIL should decrease debt ratio for attract its creditor. It (NABIL) should

collect more deposit by customer or issuing shares.

NIBL has low DPS and EPS, it means this bank minimize to give profit for its investors.

Thisis no good news for investor. So, NIBL should increase its dividend payout ratio.

Today is the age of competitor. So, these banks must make competitive preparation to
collect deposit, investment diversification and giving more and unique facilities to attract

customers.

NIBL, with the highest number of common shares had lowest earning per share.
Therefore, NIBL must increase its profit further more to increase its earning per share

issuing of bonus shares will result in the increment of the number of share.

NIBL is recommended to decrease its operating expenses in other sector like traveling,
advertising and so on. Although it can expense its income to staff for motivate. Other

sector expense is unproductive so, NIBL should minimize its extra expense.

It is recommended to these banks to try to increase their credit portfolio by exploring the
productive sectors and thereby not only increase the weight age of interest income from
risk assets in relation to the total income but also facilitate in promoting the industries to
develop the overal economic situation of the Country. The banks should be invested in

industrial area not for only unproductively sector.

To meet socia responsibility, it is recommended to promote and mobilize small investors
by making a small investor development unit that can fund and advice to small investors.
The minimum level of bank balance should be decreased and treated separately for the
small investors and economically backward community people especially for the local
caste families of the rural area.

The modern banks have focused only urban area to expand their branch. Customers are
not only situated in urban area, it should be known the banks that the people of rural area
may be customer of modern bank. So these banks should expand their branch in rura

area.

Complaint box should be kept in each and every branch and bank personnel try to
eliminate those deficits, which are in the complaint box in order to maintain better
relation with its customer.
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Last but not the least, it is suggested to develop systematic plans and programs for
increasing the working efficiency of the employees that should include incentives like
training and rewards which are well and clearly structured and implemented. Now
different schemes are launching in market like Grihini saving account, facility to open
account Rs. 100 etc but banks should understand that right technology for right customer
for ex. in rura area's customer cannot use computerize system. Banks may attraction of
many people by different new services, idea and policies like women's development

program, poverty aleviation program, priority sector development programs etc.
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Appendix 1

Current Asset, Current Liabilitiesand Current Ratio

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL
Current assets | 14161.39 17441.65 24312.34 31776.68 34366.98 41460.25 47898.19
Current 19137.82 24313.77 33095.56 38755.85 47940.58 51545.62 57155.53
liabilities
Ratio (times) 0.74 0.72 0.73 0.82 0.72 0.80 0.84 0.77
NIBL
Current assets | 15714.76 20445.41 31561.84 45136.19 54115.94 47263.03 52718.86
Current 19776.64 25395.40 35136.52 48014.16 51632.71 51866.30 58088.71
liabilities
Ratio (times) 0.80 0.81 0.90 0.94 1.05 0.91 0.91 0.90




Appendix -2
Cash and Bank Balanceto Total Deposit

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 | Average
NABIL
Cash & bank balance 630.24 1399.83 2671.14 337251 1400.10 2436.55 4275.82
Total deposit 19347.40 23342.29 31915.05 37348.26 46410.70 49696.11 55023.70
Ratio (%) 3.26 6 8.37 9.03 3.02 4.90 1.77 6.05
NIBL
cash & bank balance 2335.52 244151 3754.94 7918.00 6815.89 8140.37 11803.75
Total deposit 18927.31 24488.86 34451.73 46698.10 50094.73 50138.12 57010.60
Ratio (%) 12.34 9.97 10.90 16.96 13.61 16.24 20.70 14.39




Cash & Bank Balanceto Interest Bearing Deposits

Appendix-3

(fig in “million’)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL
Cash & bank balance 630.24 1399.83 2671.14 337251 1400.10 2436.55 4275.82
Interest bearing deposit | 16071.01 10187.35 31915.05 37348.26 37789.80 43239.39 47606.32
Ratio(%0) 3.92 13.74 8.37 9.03 3.70 5.64 8.98 7.63
NIBL
cash & bank balance 2335.52 2441.51 3754.94 7918.00 6815.89 8140.37 11803.75
Interest bearing deposit | 16943.16 21942.26 30705.99 42213.54 45289.43 45436.63 49528.18
Ratio (%) 13.78 11.13 12.23 18.76 15.05 17.92 23.83 16.10




Appendix 4

Fixed Deposit to Total Deposit

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL

fixed deposit 3449.09 5435.19 8464.09 8310.71 14711.16 16840.83 14044.89

Total deposit 19347.40 23342.29 31915.05 37348.26 46410.70 49696.11 55023.70
Ratio(%0) 17.83 23.28 26.52 22.25 31.70 33.89 25.53 25.86

NIBL

Fixed deposit 5412.97 7516.69 7944.23 11633.38 16825.15 18378.30 20057.48

Total deposit 18927.31 24488.86 34451.73 46698.10 50094.73 50138.12 57010.60
Ratio (%) 28.60 30.69 23.06 24.91 33.59 36.66 35.18 30.38




Appendix -5
Debt Equity Ratio
(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 Average
NABIL
Long term 637.54 882.57 1600 1981.31 374.90 1950.59 611.08
debt
Share holder 1565.40 2057.05 2437.20 3130.24 3834.75 4566.52 5450.89
equity
Ratio(%0) 40.73 42.90 65.65 63.30 9.78 42.72 11.21 39.47
NIBL
Long term 550.00 800.00 1050.00 1088.80 1087.32 1330.76 1617.58
debt
Share holder 1415.44 1878.12 2686.79 3907.84 4585.39 5159.76 6049.94
equity
Ratio (%) 38.66 42.60 39.08 27.86 23.71 25.79 26.74 32.09




Appendix -6
L oan and Advanceto Total Assets Ratio

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL

Loan and Advance 1292254 | 15545.78 | 21365.05 | 27589.93 | 32268.87 |38034.10 | 41605.68

Total Assets 2232997 | 2725339 | 37132.76 | 43867.40 | 52150.24 |58097.19 | 63257.37

Ratio (%) 57.87 57.04 57.54 62.89 61.88 65.47 65.77 61.21
NIBL

Loan and Advance 12776.21 | 17286.43 | 26996.65 | 36241.21 |40138.31 |41095.51 | 41637

Total Assets 21330.14 | 27590.84 | 38873.31 |53010.80 |57305.41 |58356.83 | 65756.23

Ratio (%) 59.90 62.65 69.45 68.37 70.04 70.42 63.32 66.31




Appendix -7

Return on Assets (ROA)

fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL

NPAT 635.3 673.96 746.47 1031.05 1138.57 1344.18 1700.38

Total asset 22329.97 27253.39 37132.76 43867.40 52150.24 58097.19 63257.37

Ratio (%) 2.85 247 201 2.35 2.18 231 2.69 241
NIBL

NPAT 350.54 501.40 696.73 900.62 1265.95 1176.64 1039.28

Total asset 21330.14 27590.84 38873.31 53010.80 57305.41 58356.83 65756.23

Ratio (%) 1.64 1.82 1.79 1.70 221 2.02 1.58 1.82




Appendix -8

Return on Common Equity

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL
NPAT 635.3 673.96 746.47 1031.05 1138.57 1344.18 1700.38
Net worth 1873.20 2055.12 2439.82 3129.02 3840.18 4566.98 5460.08
Ratio (%) 33.92 32.79 30.60 32.95 29.65 29.43 31.14 31.50
NIBL
NPAT 350.54 501.40 696.73 900.62 1265.95 1176.64 1039.28
Net worth 1415.44 1878.12 2686.79 3907.84 4585.39 5159.76 6049.94
Ratio (%) 24.77 26.70 25.93 23.05 27.61 22.80 17.18 24.01




Appendix -9
Interest Earned to Total Asset Ratio

(fig. in *million’)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL
Total interest earned 1310.00 1587.76 1978.70 2798.49 4047.73 5258.27 6145.75
total asset 22329.97 27253.39 37132.76 43867.40 52150.24 58097.19 63257.37
Ratio (%) 5.87 5.83 5.33 6.38 7.76 9.05 9.72 7.13
NIBL
Total interest earned 1172.74 1584.99 2194.28 3267.94 4653.52 5803.44 5982.64
Total asset 21330.14 27590.84 38873.31 53010.80 57305.41 58356.83 65756.23
Ratio 5.50 5.74 5.64 6.16 8.12 9.94 9.10 1.47




Appendix -10

Interest Incometo Interest Expenses Ratio

(fig. in million)

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 Average
NABIL
Interest income 1310.00 1587.76 1978.70 2798.49 4049.71 5258.27 6145.75
Interest expenses 357.16 555.71 758.44 1153.28 1960.11 2946.89 3152.94
Ratio (times) 3.67 2.86 261 243 2.07 1.78 1.95 2.48
NIBL
Interest income 1172.74 1584.99 2194.28 3267.94 4653.52 5803.44 5982.64
Interest expenses 490.95 685.53 992.16 1686.97 2553.85 3620.34 3814.41
ratio 2.39 231 221 1.94 1.82 1.60 157 1.98

10




Price Earning Ratio

Appendix -11

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 Average
NABIL
MVPS (RS.) 2240 5050 5275 4899 2384 1252 1355
EPS (Rs.) 129.21 137.08 115.86 113.44 83.81 70.67 83.57
Ratio (times) 17.74 36.84 45.53 43.19 28.45 17.72 16.21 29.33
NIBL
MVPS (Rs.) 1260 1729 2450 1388 750 516 511
EPS (Rs.) 59.35 62.57 57.90 37.4 52.5 39.10 27.6
Ratio (times) 21.23 27.63 42.3 37.1 134 10.5 185 24.38s
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Appendix — 12

Dividend Payout Ratio

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 201112 | Average
NABIL
Dividend per share (Rs.) 109.83 137.08 69.52 39.70 25.14 21.20 33.43
Earning per share (Rs.) 129.21 137.08 115.86 113.44 83.81 70.67 83.57
Ratio (%) 85 100 60 35 30 30 40 54.29
NIBL
Dividend per share (Rs.) 11.87 3.13 4.34 7.48 13.13 9.78 1.38
Earning per share (Rs.) 59.35 62.57 57.87 37.42 52.55 39.10 27.6
Ratio (%) 20 5 7.5 20 25 25 5 15.36
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Appendix -13
Trend Analysis of Total depositofNABIL

(in million)
Year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 N=7
Total deposit(000,000) (y) 19347.40 23342.29 31915.05 37348.26 | 46410.70 | 46696.11 | 55023.70 | 2y=260083.51
Deviation From 2008/09(X) (3) (2 Q) 0 1 2 3 >x=0
X2 9 4 1 0 1 4 9 >x°=28
Xy (58042.20) | (46684.58) (31915.05) | 0 46410.70 | 93392.22 | 165071.10 | >xy=168232.19
Here, Number of year (N) =7

When, Zx = 0 from the two normal equations

o

a= % = 260083.51/7=37154.79
axy

b= - 5= 168232.19/28= 6008.29
axXx

Thus, average total deposit () = Rs.37154.79

Rate of change of deposit (b) = Rs. 6008.29
Hence the equation of straight line trendisY =37154.79+6471.12* X

Hence, During 2012/13, for x = 4, y = 37154.79 +6008.29" 4 =61187.95
During 2013/14, for x =5, y = 637154.79 +6008.29 ~ 5 =67196.24

During 2014/15, for X = 6, y = 37154.79 +6008.29 ~ 6 =73204.53
During 2015/16, for x = 7, y = 37154.79 +6008.29 =~ 7 = 79212.82
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Appendix -14

Trend Analysisof Total Deposit NIBL

(in million)
FY 2005/06 2006/07 2007/08 2008/09 | 2009/10 |2010/11 |2011/12 |N=7
Total deposit (000,000)(y) 18927.31 24488.86 | 34451.73 | 46698.10 | 50094.73 | 50138.12 | 57010.60 | Xy = 281809.45
Deviation trend 2008/09(x) (3) 2 Q) 0 1 2 3 >x=0
x° 9 4 1 0 1 4 9 >x°=28
Xy (56781.93) | (48977.72) | (34451.73) | 0 50094.73 | 100276.2 | 171031.8 | Zxy
4 0 =1811910394

Here, No. of years(N) =7

When, Zx = 0 from the two normal equation

o
a= % = 281809.45/7= 40258.49

o

axy
ax’
Thus average total deposit (a) = Rs.40258.49

Rate of change of deposit (b) =6471.12

b= =181191.39/28= 6471.12

Hence, the equation of straight line trend isy = 40258.49+6471.12% X

During 2012/13, for x = 4,y = 40258.49+6471.12" 4 =66142.97

During 2013/14, for x =5, y = 40258.49+6471.12 = 5=72614.09

During 2014/15, for x = 6, y = 40258.49+6471.12 = 6 =79085.21
During 2015/16, for x = 7, y = 40258.49+6471.12 = 7 =85556.33
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Appendix -15

Trend Analysis of Total Loan & Advance NABIL

(in Million)
Y ear 2005/06 2006/07 2007/08 2008/09 |2009/10 |2010/11 | 201112 |N=7
Total loan & advance (y) 1292254 | 15545.78 21365.05 | 27589.93 | 32268.87 | 38034.10 | 41605.68 | Xy = 189331.95
Deviation from 2008/09(x) | (3) 2 Q) 0 1 2 3 >x=0
x° 9 4 1 0 1 4 9 >x =28
Xy (38767.62) | (31091.56) (21365.05) |0 32268.87 | 76068.20 | 124817.04 | Ixy = 141929.88

Here no. of years(N) =7

When Zx = 0 from the two normal equations,
o

a= % =189331.95/7=27047.42

axy

ax’

Thus average loan and advance (a) = Rs27047.42

Rate of change loan and advance (b) = Rs. 5068.92

Hence, the equation of straight linetrend isy = 27047.42+5068.92" X

During 2012/13, for x = 4, y =27047.42+5068.92 = 4 =47323.10

During 2013/14, for x = 5, y =27047.42+5068.92 =~ 5 = 52392.02

During 2014/15, for x = 6, y =27047.42+5068.92 -~ 6 = 57460.94

During 2015/16, for x = 7, y =27047.42+5068.92 =~ 7 = 62529.86

b= =141929.88/28=5068.92
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Appendix — 16
Trend Analysisof Total Loansand Advance - NIBL

Y ear 2005/06 2006/07 2007/08 2008/09 | 2009/10 | 2010/11 | 2011/12 N=7

Total loan & advance (y) 12776.21 17286.43 26996.65 36241.21 | 40138.31 | 41095.51 | 41637 2y =216171.32
Deviation from 2008/9(x) 3 2 (1) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 >x =28

Xy (38328.63) | (34572.86) (26996.65) |0 40138.31 | 82191.02 | 124911 2xy =147432.19

Here, No. of year (N) =7

When, Zx = 0 from the two normal equations

_ay

a= W =216171.32/7=30881.62

axy

b=<—
ax

=147432.19/28=5265.44

Thus, average loan & advance (a) = Rs.30881.62
Rate of change loan & advance (b) = Rs.5265.44
Hence, the equation of straight linetrend isy = 30881.62+5265.44 x x
During 2012/13, for x = 4, y =30881.62+5265.44 x 4 = 51943.38
During 2013/14, for x = 5, y =30881.62+5265.44 x 5 = 57208.82
During 2014/15, for x = 6, y =30881.62+5265.44 x 6 = 62474.26
During 2015/16, for x = 7, y =30881.62+5265.44 x 7 = 67739.70
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Appendix-17

Trend Analysisof Net Profit after Tax-Nabil Bank (in million)
Y ear 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | N=7
Net profit after tax (‘000000') (y) 635.26 673.95 | 746.47 1031.05 | 1140.52 | 1344.18 | 1700.38 | =y =7271.81
Deviation from 2008/09(x) 3 2 Q) 0 1 2 3 >x=0
x° 9 4 1 0 1 4 9 >x =28
Xy (1905.78) | (1347.90) | (746.47) |0 1140.52 | 2688.36 | 5101.14 | =xy =4929.87

Here, Number of years (N) =7

When 2x = 0, from the two normal equations.

(]
a= % =7271.81/7=1038.83

axy
o 2

aX

b= =4929.87/28=176.07

Thus, average Net Profit after tax (a) = Rs. 1038.83million
Rate of change of Net Profit after tax (b) = Rs. 176.07 million
Hence, the equation of straight linetrend isy = 1038.83+176.07 x x
During 2012/13, for x =4,y = 1038.83+176.07 x4 =1743.11
During 2013/14, for x = 5, y =1038.83+176.07 x 5=1919.18
During 2014/15, for x = 6, y =1038.83+176.07 x 6 = 2095.25

17




During 2015/16, for x = 7, y =1038.83+176.07 x 7 = 2271.32
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Trend Analysis of Net Profit after Tax — NIBL

Appendix -18

Y ear 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | N=7

Net profit after tax (‘000000") (y) 350.54 501.39 696.73 900.62 | 1265.95 | 1176.64 | 1039.28 | 2y =5931.15
Deviation from 2008/09(x) 3 (2 Q) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 >x =28

Xy (1051.62) | (1002.78) | (696.73) | O 1265.95 | 2353.28 | 3117.84 | =xy =3985.94

Here, Number of years (N) =7

When Zx = 0, from the two normal equations.

o

a= % =5931.15/7=847.31million
axy

b= -3 > =3985.94/28=142.36Million
ax

Thus, average Net Profit after tax (a) = Rs. 847.31 million

Rate of change of Net Profit after tax (b) = Rs. 142.36 million

Hence, the equation of straight linetrend isy = 847.31+142.36 x X
During 2012/13, for x = 4,y = 847.31+142.36 x 4 = 1416.75
During 2013/14, for x =5, y = 847.31+142.36 x 5 = 1559.11
During 2014/15, for x = 6, y = 847.31+142.36 x 6 = 1701.47
During 2015/16, for x = 7, y = 847.31+142.36 x 7 = 1843.83
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Trend Analysis of Earning Per Share- NABIL

Appendix — 19

Year 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 |N=7
Earning per share () 129.21 137.08 | 11586 |11344 [8381 |7067 |8357 |sy=73364
Deviation from 2008/09(x) | (3) 2 Q) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 >x =28

Xy (387.63) | (274.16) | (115.86) | O 83.8 14134 | 250.71 | =xy =-301.80
Here, Number of years (N) =7

When Zx = 0, from the two normal equations.

_ay

a= T =733.64/7=104.81 million

axy
o 2

aXx

b=

=-301.8/28 =-10.78 Million

Thus, average Earning per share (@) = Rs.104.81 million

Rate of change of earning per share (b) = Rs.-10.78 million

Hence, the equation of straight linetrend isy = 104.81-10.78 x x
During 2012/13, for x = 4, y =104.81-10.78 x4 = 61.69

During 2013/14, for x =5, y = 104.81-10.78 x 5 = 50.91
During 2014/15, for x = 6, y =104.81-10.78 x 6 = 40.13
During 2015/16, for x = 7, y =104.81-10.78 x 7 = 29.35
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Appendix — 20
Trend Analysis of Earning Per Share- NIBL

Y ear 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 N=7
Earning per share (y) 59.35 62.57 57.87 37.42 52.55 39.10 27.6 >y =336.46
Deviation from 2008/09(x) 3 (2 Q) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 >x =28

Xy (178.05) | (125.14) | (57.87) 0 52.55 78.20 82.80 Txy =-147.51

Here, Number of years (N) =7
When Zx = 0, from the two normal equations.

o
a= % =336.46/7=48.07 million

axy
o 2

ax
Thus, average Earning per share (a) = Rs. 48.07 million

b= =-147.51/28 =-5.27 Million

Rate of change of earning per share (b) = Rs.-5.27 million
Hence, the equation of straight linetrend isy = 48.07-5.27 x x
During 2012/13, for x = 4, y =48.07-5.27 x4 = 26.99

During 2013/14, for x =5, y =48.07-5.27 x 5=21.72

During 2014/15, for x = 6, y =48.07-5.27 x 6 = 16.45

During 2015/16, for x =7,y =48.07-5.27 x 7=11.18




Appendix - 21
Trend Analysisof Market Value per Share- NABIL Bank

Y ear 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 201112 |N=7
Market value per share (y) 2240 5050 5275 4899 2384 1252 1355 2y =22455
Deviation from 2008/09 (x) 3 (2 Q) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 Ix =28

Xy (6720) (10100) | (5275) 0 2384 2504 4065 Txy =-13142

Here, Number of years (N) =7

When Zx = 0, from the two normal equations.

o
a= Q = 22455/7 = 3207.86
N
axy
b= -3 > =-13142/28= -469.36
ax

Thus, average Earning per share (a) = Rs. 3207.86

Rate of change of earning per share (b) = Rs.-469.36
Hence, the equation of straight linetrend isy = 3207.86-469.36x X

During 2012/13, for x = 4, y =3207.86-469.36x4 = 1330.42

During 2013/14, for x = 5, y =3207.86-469.36% 5 =861.06
During 2014/15, for x = 6, y =3207.86-469.36x 6 =391.70
During 2015/16, for x = 7, y =3207.86-469.36% 7 =-77.66




Appendix -22
Trend Analysisof Market Value per Share- NIBL

Y ear 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 N=7
Market value per share (y) 1260 1729 2450 1388 705 515 511 >y =8558
Deviation from 2008/09(x) 3 2 (1) 0 1 2 3 >x=0

X 9 4 1 0 1 4 9 >x =28

Xy (3780) (3458) (2450) 0 705 1030 1533 2xy =-6420

Here, Number of years (N) =7
When 2x = 0, from the two normal equations.

(]
a= % = 8558/7=1222.57

axy
o 2

ax
Thus, average Earning per share (a) = Rs. 1222.57

b= =-6420/28=-229.29

Rate of change of earning per share (b) = Rs.-229.29

Hence, the equation of straight linetrend isy = 1222.57-229.29x x
During 2012/13, for x = 4, y =1222.57-229.29x4 = 305.41

During 2013/14, for x = 5, y =1222.57-229.29x 5 = 76.12

During 2014/15, for x = 6, y =1222.57-229.29% 6 = -153.17




During 2015/16, for x = 7, y =1222.57-229.29x 7 = -382.46






