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CHAPTER -1
INTRODUCTION

1.1 Background of the Study

Integrated and speedy development of the country is possible only when competitive
banking service reaches nooks and corners of the country because it is not possible to
develop al the sectors by the investment of funds by the government alone. Commercial
bank occupies quite an important place in the framework of every economy because it
provides capital for the development of industry, trade and business by investing the
saving collected as deposits from public. In this way, they contribute to the economic
growth of the nation. Besides this, commercial banks render numerous services to their
customer in view of facilitating their economic and social life. All the economic activities
of each and every country are greatly influenced by the commercial banking business of
that country. Commercial banks by playing active roles have changed the economic

structure of the world. Thus commercia banks have become the heart of financial system.

The primary objective of the joint venture is always to earn profit by investing or granting
loan and advances to people associated with trade, business and industry etc. that means
they are required to mobilize their resources properly to acquire profit. How well a bank
manages its investment has a great deal to do with the economic health of the country
because the bank loans support the growth of new business and trade empowering the
economic activities of the country.

The word bank was originated from the Italian word ‘banco’ which means ‘bench’. In the
earlier stage, bank was the place for keeping and lending money. But with the evolution
of transaction and globalization, the meaning and function of bank is gradually changed.

Therefore, Bank is a financial institution that collects idle funds, mobilizing them into
productive sector. This in return turns out to be an overall development of the country

depending on the performance of the bank.

Bank, a financial institution, is playing a vital role in the economic development of the

country. The functions of banks are not only accepting deposit and granting loans but

1



also, including wide range of services to the different sector of society, to facilitate the
growth of trade, commerce, industry and agriculture of the national economy. In the
absence and insufficiency of banking and financial facilities, the growth of the economic
development becomes slow. However, bank is aresource for the economic devel opment,
which maintains the self-confidence of various segments and advances credit to the

people.

Therefore, bank is the financial institution that deals with the financial situation of the
society. It accepts deposits and invests those deposits as loan for individuals, corporate,
government and private organization to earn profit as interest. So, bank works as a lively
body of the country which helps in economic and social development of a country. The
function of bank is not only depositing and lending money but also remittance of money,
providing letter of credit, bank guarantee etc. Bank has also developed credit money such
as Visa card, Dehit card, and Credit card etc. to facilitate the general public. ATM
(Automatic Teller Machine) and SCT (Smart Choice Technology) is the latest form of
credit money issued by bank. So, bank can be considered as the backbone of overall

economic development of a country.

1.2 Origin of Bank in Nepal

Like other countries, landlords, moneylenders, merchant, goldsmith etc are the ancient
bankers of Nepal. Though establishment of banking industry was very recent, some bank
operations were in practice even in the ancient times. In the Nepalese chronicle, it was
recorded that the new era known as Nepal Sambat was introduced by Shankhadhar, a
Sudra merchant of Kantipur in 880 A.D. after having paid all the outstanding debt in the
country. This shows the basic of money lending practice in ancient Nepal. The
establishment of “Tejarath Adda” during the year 1877 A.D. was the first step in
institutional development of banking sector in Nepal. Tgarath Adda did not collect
deposit from public but granted loans to public against the collateral of gold and silver.
Consequently the major parts of the country remain untouched from these limited banking
activities. The development of trade with India and other countries increase the necessity
of the institutional banker, which can act more widely to enhance the trade and commerce

and touch the remote non-banking sector in the economy. Reviewing these situations, the



“Udyog Parishad” was constituted in 1936 A.D. One year after its formulation, it
formulated the “Company Act” and “Nepal Bank Act” in 1937 A.D. Nepal Bank Limited
was established under Nepal Bank Act in 1937 A.D. as afirst commercia Bank of Nepal
with 10 million authorized capital. Being a commercia bank, it was natural that Nepal
Bank Limited paid more attention to profit generating business. But, it is the

responsibility of the government to look into neglected sectors too.

Having felt need of development of banking sector and to help the government in
formulating monetary policies, Nepal Rastra Bank was set up in 1956 A.D. [2013-01-14
B.S.] asacentral bank under Nepal Rastra Bank Act 1956 A.D. [2012 B.S]]. Since then, it
has been functioning as the government’s Bank and has contributed to the growth of

financial sector.

Being the central bank, NRB had its own limitation and reluctance of NBL to go to the
un-profitable sectors was not illogical. To cope with these difficulties, government set up
Rastriya Banijya Bank in 1966 A.D. [2022-10-10 B.S.] as a fully government owned
commercial bank. With the emergence of RBB, banking service spread to both urban and
rural areas but customers failed to have taste of quality/competitive service because of
excessive political and bureaucratic interference. For industrial development, Industrial
Development Center was set up in 1956 A.D. [2013 B.S.] which was converted to Nepal
Industrial Development Corporation [NIDC] in 1959 A.D. [2016 B.S.]. Similarly,
Agricultural Development Bank [ADB] was established in 1976 A.D. [2024 B.S.] with an
objective to provide agricultural productivity could be enhanced through introduction of

modern agricultural techniques.

After the restoration of democracy in Nepal, the government took liberal policy in
banking sector. As an open policy of the NG’s to get permission to invest in banking
sector from private and foreign investor under commercial bank act 1974 A.D. [2013
B.S], different private banks are getting permission to establish with the joint venture of

other countries.



1.3 Meaning of Commercial Bank

Commercial banks are those financial institutions, which deal in accepting deposits of
persons and institutions and in giving loans against securities. Moreover, these banks also
provide technical and administrative assistance to industries. Commercia banks are the
major component in the financial system. They work as the intermediary between
depositors and lenders and facilitate in overall development of the economy, with major
thrust in industrial development. The main purpose of priority sector investment scheme

isto uplift the backward sector of the economy.

Banking sector plays an important role in the economic development of the country.
Commercial banks, in current year, present a new picture of innovation in practice of
wider horizon and have new enterprises. The most remarkable diversification of banking
function is the bank’s increasing participation in medium and long term financing
industries and other sector. So, they are not only financial institutions of finance,
agriculture and industry, and other economic activities but are more than financial
ingtitution in the sense that they motivate saving, create deposit and make the subsequent
distribution of such accumulated funds. Thus, commercial banks are the hearts of the
financial system. It accepts deposits, grants loan, exchanges money and operates
commercial transaction.
The major functions of commercia banks are:-

Receiving and handling deposits.

Handling payments for its clients.

Issue of Letter of Credit.

Making loans investments.

Operating safe deposits vaults.

Helpsin foreign exchange.

Transfer of money from place to place.

Discounting of the hill.

Miscellaneous function.



1.4 Commercial Banksin Nepal

Commercial bank came into existence mainly with the objectives of collecting the idle
funds, mobilizing them into productive sector and causing the overall economic
development. The concept of banking system was introduced in Nepal with the
establishment of Nepal Bank Limited in 1937 A.D. The financial scenario has changed
with the introduction of joint venture bank in 1984 A.D. The names, operation date, head
offices of the commercia banks established and operated in Nepal are listed in the table

asfollows:

TableNo. 1.1
Listsof Commercial Banksin Nepal
SN. Names Operation Head Office
Date
1. | Nepal Bank Limited. 1937/11/15 Kathmandu.
2. | Rastriya Banijya Bank. 1966/01/23 Kathmandu.
3. | Agricultural Development Bank 1968/01/02 Kathmandu.
Limited.
4. | NABIL Bank Limited. 1984/07/16 Kathmandu.
5. | Nepal Investment Bank Limited. 1986/02/27 Kathmandu.
6. | Standard Chartered Bank Nepal 1987/01/30 Kathmandu.
Limited.
7. | Himalayan Bank Limited. 1993/01/18 Kathmandu.
8. | Nepa SBI Bank Limited. 1993/07/07 Kathmandu.
9. | Nepal Bangladesh Bank Limited. 1993/06/05 Kathmandu.
10. | Everest Bank Limited. 1994/10/18 Kathmandu.
11. | Bank of Kathmandu Limited. 1995/03/12 Kathmandu.
12. | Nepal Credit and Commerce Bank 1996/10/14 Siddharthanagar.
Limited.
13. | Lumbini Bank Limited. 1998/07/17 Narayangadh.
14. | Nepa Industrial & Commercial Bank | 1998/07/21 Biratnagar.
Limited
15. | Machhapuchchhre Bank Limited. 2000/10/03 Pokhara.
16. | Kumari Bank Limited. 2001/04/03 Kathmandu.
17. | Laxmi Bank limited. 2002/04/03 Birgun;.
18. | Siddhartha Bank Limited. 2002/12/24 Kathmandu.
19. | Global Bank Limited. 2007/01/02 Birgun;.
20. | Citizens Bank International Limited. | 2007/06/21 Kathmandu.
21. | Prime Bank Limited. 2007/09/24 Kathmandu.




22. | Sunrise Bank Limited. 2007/10/12 Kathmandu.
23. | Bank of AsiaNepal Limited. 2007/10/12 Kathmandu.
24. | Development Credit Bank Limited. 2008/05/24 Kathmandu.
25. | NMB Bank Limited. 2008/06/01 Kathmandu.
26. | Kist Bank Limited. 2009/05/03 Kathmandu.
27. | JantaBank Limited. 2010/04/05 Kathmandu.
28. | MegaBank Limited. 2010/07/23 Kathmandu.
29 | DCBL Bank Limited 2010/06/22 Kathmandu
30 | S. Development Bank Limited 2010/08/18 Kathmandu
31 | Senchuri Commercial Bank Limited | 2011/03/27 Kathmandu

Source: www.nrb.org.np

1.5 Introduction

1.5.1 Nabil Bank Limited
Nabil Bank, the first foreign joint venture Bank set up in the nation with an objective to

introduce modern banking services, commenced its operation on 12" July 1984 with
Rs.28 Million capital and around 50 staffs. Dubal Bank Limited was the foreign joint
venture partner which extended Nabil a technical service agreement in the initial period.
Nepal Arab Bank Limited was used to be the name of Nabil Bank till December 31, 2001.
Currently it is widely recognized as NABIL Bank since January 1, 2002. The Bank,
through its quality customer service and innovative products, has today attained a
distinguished recognition in the banking industry of Nepal. The promoters of the bank
have owned 70% shares and remaining 30% share is owned by general public. It has total
505 permanent employees. Nabil has 39-branch network and a counter in all major cities.
The corporate banking body, which is aso the head office of this very prestigious bank, is
in Kamaladi, Kathmandu. It has 51-ATMs, 29-in Kathmandu valley and 22-outside the
Kathmandu valley.

Today Nabil stands in a position to claim that it is the ‘Bank of first choice’ to all its
stakeholders. The Bank provides a complete range of consumer, retail, SME and
corporate banking services through its offices spread across the country. On the
technological front, the Bank has earned a reputation in providing an array of card
products and internet Telebanking facilities bessdes ATMs and Any Branch Banking
Service. The Banker, the publication of the Financial Times-London, has honored the



Nabil Bank as ‘Bank of the year 2004’ and it is the matter of prestige to be leading bank

of the country.

Capital Structure

Share Capital Amount (Npr)
Authorized Capital Rs. 2,000,000,000
| ssued Capital Rs. 965,747,000
Paid Up Capital Rs. 965,747,000

Source: Annua Report of Nabil bank Ltd.

Figure No. 1.1

25%

50%

Products and services:

O Authorized Capital
B Issued Capital
O Paid Up Capital

Deposit:- Current account, Call account, Normal saving, Student saving, Lok
Bachat, Bal Bachat, Nabil Bachat, Jestha Bachat, Retirement Fund, Provident
Fund etc.

L oan:- Working Capital, Hire Purchase, Project Finance, Mortgage loan, Housing
finance, Personal finance, Auto finance, Loan against deposit & Govt. securities
etc.

Trade Finance: - Import LC, Export LC, Forward contract, Bid Bond,
Performance Bond, Counter Guarantee, Advance payment guarantee etc.
Remittance:- SWIFT Transfer, Western Union, Traveler’s cheque, Bank
Draft, ABBS

ATMs:.- Master Card local & international, VISA Electron, N. Prepaid Card
Clean Bills: - Clearing, Bills Purchase, Bills Collection.

Other Services:- US visafee, Safe Deposit Locker, Balance Certificate, Advance
Payment Certificate, E-Banking etc.



1.5.2 Everest Bank Limited

Everest Bank Limited was registered on November 17, 1992 and came into operation on

October 18, 1994 with an objective of extending professionalized and efficient banking
services to various segments of the society. The bank had an initial paid up capital of
Rs.30 Million. Today the bank has grown to become one of the leading banks in Nepal It
has total 531 employees, 37 branches and 34 ATMs.

Punjab National Bank (PNB) joined hands with EBL, as a joint venture in 1997 and
turned it around to a highly profitable bank. There has been no looking back since then.
PNB provides top management support under the Technical Service Agreement. Punjab
National Bank (PNB) is one of the largest nationalized banks in India having 114 years of
banking history, holds 20% equity. 50% share is owned by Nepalese promoters and 30%
share is owned by General public. The Bank has been honored with ‘Bank of the year

2006, Nepal’ by Financial Times.

The main vision of the Bank is to evolve and position the bank as a progressive, cost
effective and customer friendly institution providing comprehensive financial and related
services, Integrating frontiers of technology and servicing various segments of society,
Committed to excellence in serving the public and also excelling in corporate values.

The main mission of the Bank is to provide excellent professional services and improve
its position as aleader in the field of financial related services, Build and maintain a team
of motivated & committed workforce with high work ethos, use latest technology aimed
at customer satisfaction and act as an effective catalyst for socioeconomic devel opment.

Capital Structure

Share Capital Amount (Npr)
Authorized Capita Rs. 2,000,000,000
| ssued Capital Rs. 840,620,000
Paid Up Capital Rs. 838,821,000

Source: Annual Report of Everest bank Ltd.



Figure No.1.2

23%

54%

O Authorized Capital
M Issued Capital
O Paid Up Capital

Products and Services:
- Deposit:- Current account, Saving account, Saving Premium account, Everest

Nari Bachat Khata, Everest Bal Bachat Khata,Fixed deposit, Sunaulo Bhavishya
Y ojana, EBL NRN Deposit, Saugat Bachat Khata etc.

Loan: - Corporate Loan, Retail Loan.

Remittance: - Inward remittance, Outward remittance

Utility Bill Payment:- NTC Prepaid Recharge, NTC Postpaid bill Payment

Other Services- 365 days banking, Internet banking, SMS banking, Mobile
banking, Branchless banking, ABBS system, e-ticketing.

1.5.3 Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited has been in operation in Nepal since 1987 when
it was initially registered as ajoint venture operation. It was established as a joint venture
with Grind lays Bank of London in the year 1987 under commercia bank act 2031 B. S.
The bank has changed its name from Grindlays Bank to Standard Chartered Bank Nepal
Ltd. in July 2001. Today the bank is an integral part of Standard Chartered Group having
an ownership of 75% in the company with 25% shares owned by the Nepalese public The
Bank enjoys the status of the largest international bank currently operating in Nepal.



Standard Chartered Bank Nepal Ltd. has its Head office at Naya Baneshwor, Kathmandu
and strong network of branches which provides a wide range of innovative products and
services to Nepalese customers. With 17 points of representation, 21 ATMs across the
country and with more than 392 local staff, Standard Chartered Bank Nepal Limited isin
a position to serve its customer through an extensive domestic network. In addition, the
global network of Standard Chartered Group gives the bank a unique opportunity to

provide truly international banking servicesin Nepal.

The Bank has been the pioneer in introducing ‘Customer Focused’ products and services
in the country and aspires to continue to be a leader in introducing new products in
delivering superior services. It is the first bank in Nepal that has implemented the Anti-
money Laundering policy and applied the ‘Know Your Customer’ procedure on all the
customer accounts. The Bank has aso been honored with some awards. Some of them
are: November 2009 —“Bank of the year 2009 Nepal” by ‘The Banker’ of the financial
Times, in March 2006 —‘Best Commercial Bank 2004-05’- awarded by The Boss
Magazine- Specialty Media Private Limited.

Capital Structure

Share Capital Amount (Npr)
Authorized Capital Rs. 2,000,000,000
I ssued Capital Rs. 2,000,000,000
Paid Up Capital Rs. 931,966,400

Source: Annual Report of SCBNL

Figure No. 1.3

40%

O Authorized Capital
M Issued Capital
41% O Paid Up Capital

Products and Services:
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Deposits:- Saving account, Current account, Fixed deposit, Kiddy bank account,
Access plus account, Diva account, Amulya Bachat K hata, etc.

L oan:- Home Loan, Auto Loan, Personal Loan.

Insurance: - Secured Life Insurance, Secured Assets. Home insurance and
Vehicle insurance.

Cards:. - Rupee Credit Cards (Visa & Master), Prepaid cards (NPR & USD), USD
Credit Card.

Other Services. - Automatic Teller Machine, Online Banking, Safe Deposit

Lockers, Remittance etc.

1.6 Statement of Problem

NABIL, EBL and SCBNL banks are the reputed joint venture commercia banks in the
country. These banks are providing full fledge banking service to their customer. But in
this present competitive market, there are growing several banks prevalling in the
country. From 2010AD, Nepa Rastra Bank has provided permission to access the
international bank in the country and Nepalese Commercial Banks would be competed
with international banks. Therefore, their sustainability for long span is questionable in
the market. What types of banking products and services International Banks will offer to
the customers and that products and services can provide to its customers by Nepalese
commercia banks at the same cost of International Banks? If Nepal ese banks are not able
to provide the best banking services to their valued customers, then their existence in the
market would be questionable. These banks also facing problem of excessive market
competition with other commercial banks. So, now they must be well prepared and have
to strengthen competency to achieve productive output by financially strengthen and
optimum utilization of resources. The management must focus on implementation of

effective and appropriate action plan, strategies and control mechanism.

Therefore, this study will attempt to find out the answer of the questions such as:

1. Arethese selected joint venture commercial banks maintaining adequate capital as
directed by NRB or not?
11



2. To what extent theses banks have been able to decline their non-performing loans?

3. How much provisions have been maintained by these banks to cover their non-
performing loans?

4. How well are these banks managing its functions and activities to compete with

International Banks in future?

Are the earning of these banks increasing?

What is the liquidity position of these banks?

Whether the depositors are positive towards these banks or not?

© N o O»

Products and services provided by these banks are satisfactory or not?

1.7 Objectives of the Study

In the present situation, there are so many banks and so many branches of every bank in a
developing country like Nepal. Therefore, the competition is very tough between these
banks. Hence, the main objective of the study is to find out individual and comparative
financial position of three selected joint venture commercial banks (i.e. Nabil Bank
Limited, Everest Bank Limited and Standard Chartered Bank Nepal Limited).

The objectives of the study are:

1. Toevauatethe CAMEL efficiency of JVB'S
2. To compare the financia performance of JVB'S

3. Tosuggest and recommend the major findings.

1.8 Hypothesis

Hypothesis is an assumption that is made about the population parameter and then its
validity istested. This study will attempt to find out the Capital structure, Assets qualities,
Management efficiency, Earnings position and Liquidity position of the Nabil Bank
Limited, Everest Bank Limited and Standard Chartered Bank Nepal Limited.
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1.9 Importance of the Study

Importance of this study is financial performance analysis will help the management and
owners of the selected banks. They will be able to analyze their strong and weak points.
They can aso speculate as to how to improve their position by some suggestions and
recommendations provided in the report. Similarly, they will be able to trace the
difference in their performances from their immediate competitors. Likewise,
shareholders of the banks can also gain by the report. They are concerned with the banks’
present and future profitability. They are interested in the banks’ financial position to the
extent it influences the banks’ earning. They would like to make an analysis of the
financial position to know how safe they are. Debenture holders will also be interested, up
to the extent of the interest paying capability of the bank. Employees of the banks can
gain from this report by knowing about profits, since it affects the bonuses and other
incentives and they can evaluate if they are being treated approximately in the payment
matters as compared to other banks. Depositors and customers as well as public can also

benefit from it by having a choice between the three banks for their banking transactions.

1.10 Limitations of the Study

The limitations of the study are pointed out as follows:

1. The research is for the partial fulfillment of the requirement of the Master
Degree of Business Studies, thus it may have limitations in terms of complete
information needed to meet the research objectives fully.

2. Some of the information of the banks were confidential and thus could not be
included in the report.

3. Study has considered only three banks namely Nabil Bank Limited, Everest
Bank Limited and Standard Chartered Bank Nepal Limited.

4. Accuracy depends upon the data provided by the organization where the
degree of faithfulness depends upon concerned authority.

5. Report is based on annual report published by the concerned banks.

6. Only few datistical methodologies are considering for computation and
analysis of the data.

7. Unnecessary delay in getting appropriate information and data.
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1.11 Organization of the Study

The study has been organized to five different chapters. They are briefly mentioned here:

Chapter-1 Introduction
This introduction chapter contains the background of the study, introduction of concerned
banks, statement of the problem, objectives of the study, Importance of the study,

Limitations of the study.

Chapter-2 Review of Literature
This chapter includes conceptual review, introduction of banks under review, their

products and services offered in the market and review of related studies.

Chapter-3 Research M ethodology

This chapter deals with research methodology used to evaluate the financial performance
of banks under review. It includes research design, source of data, data collection
procedure/method, population and sample, mathematical tools and financia ratio

anaysis.

Chapter-4 Data Presentation and Analysis

This chapter deals with presentation and analysis of data, this consists of financial and
statistical tools. Financial tools consist of ratio analysis, which involves liquidity ratio,
profitability ratio, asset management ratio and others. Statistical tools consist of trend

anaysis.

Chapter-5 Summary, Conclusion and Recommendations
This chapter covers summary, conclusion and recommendations and provides some
valuable suggestions to the selected banks.
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CHAPTER -1

REVIEW OF LITERATURE

This chapter is basically concerned with review of literature, relevant to the history of the
commercia banks. Every study is very much based on the past knowledge. The past
knowledge or previous studies can not be ignored as it provides foundation to the present
study. Therefore, this chapter has its own importance in this study. This chapter is divided

into the following parts:

2.1 Conceptual Review

Introduction to Bank:

Bank ssimply refersto an institution which deals with money by accepting various types of
deposits, disbursing loan and rendering other financial services. Since banks are rendering
a wide range of services to the people of different walks of life, they have become an

essential part of the modern society.(Van Horne, 1997:240)

As per banking regulation act of India- “Banking means the accepting for the purpose of
lending or investment of deposits of money from the public repayable on demand or

otherwise, and withdraw able by cheque, draft or otherwise.(Pandey, 1988:203)

Asper U.S. Law- “Any institution offering deposits subject to withdrawal on demand and

making loans a commercial or business nature is a bank.”(U.S. Law,1977:202)

Commercial Bank Act 2013 B.S. defined- “A commercial bank is one which exchange
money, deposits money, accepts deposits, grants loans and performs. A commercia
banking function which is not a bank meant for co-operatives, agriculture, industries or

for such specific purpose.”(Pandey, 1988:203)

15



2.2 Nature and I mportance of Banks

Banks are the principal source of credit to household: individuals and family, business: all
forms and local unit of government. Furthermore, they are the source of financial
information, planning and concealing as well.

Banks deal with money by accepting various types of deposits, disbursing loans and
investing in productive sectors and rendering other financial services as the primary
function. Banks are channels between surplus and deficit and thus, they are the bridge of
unutilized scattered fund to productive sectors.

Commercial banks play an important role for economic development of a country as they
provide capital for the development of industry, trade and business by investing the
saving collected as deposits from public. They render various services to their customers

facilitating their economic and their social life.

2.3 History and Evolution of Banking

Bank of Venice, set up in 1157 in Venice, Italy is considered to be the first modern bank.
Subsequently other banks such as Bank of Barcelona and Bank of Genoa was established.

Similarly, Bank of Hindustan is considered as the first bank in India.

In context of Nepal, jeweler, merchants, moneylenders were the ancient bankers of Nepal.
However, in 1877 A.D., Tgarath Adda was established during the Tenure of P.M.
Ranoddip Singh. It was the first step towards the institutional development of banking in
Nepal. It didn’t collect deposits from the public but gave loans to employees and public
against bullions. .”(Pandey, 1988:203)

However, the trend of modern banking started in Nepal in B.S. 1994 with the inception of
Nepal Bank Limited. It had the Herculean responsibility of attracting people toward
banking sector from pre- dominant money lenders net and of expanding banking services.
Nepal Bank Limited was addressed by the Nepal Bank Limited Act. Nepal Rastra Bank
was set up in B.S. 2013 as a Central Bank under Nepal Rastra Bank Act 2012 B.S. (now
under NRB act 2058). The main function of NRB is to ensure arobust health of financial
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institution. Similarly, Rastriya Banijya Bank was established in B.S. 2022, as a fully
government owned commercial bank to cope with the difficulties of NRB and NBL.
.’(Pandey, 1988:203)

Despite all the efforts of the government, financial sector was found sluggish. However,
the inception of Nepal Arab Bank Limited in 1984 A.D. as a first joint venture bank
proved to be a milestone in the history of banking. Nabil Bank gave a new ray of hope to
the sluggish financial sector. Nabil launched its operation with the concept of ‘Customer
is the King’. The same marketing concept of Nabil forced the bank in operation to be
more customers oriented and led the influx of commercial banks. Having observed the
success of Nabil Bank based on the marketing concept and also because of liberal policies
adopted by the governments, other commercial banks came in to existence. (Van Horne,
1997:240)

In Nepal, though it’s been a long time since commercial banks have established, they are
not being able to grow to a satisfactory level. The evolution and development of banking
industry isrelatively slower in Nepal as compared to other nations. Thus, we can say that
modern banking practices began only before the Second World War with the
establishment of the first banking institute, Nepal Bank Limited, which was establishment

asajoint venture of government and private individuals.

2.4 Introduction of Banksunder Review

A. Nabil Bank Limited

Nabil Bank, the first foreign joint venture bank set up in the nation with an objective to
introduce modern banking services, commenced its operation on 12" July 1984 with
Rs.28 million capitals and around 50 staff. Dubai Bank Limited, Duba was the foreign
joint venture partner which extended Nabil a technical service agreement in the initia
period. Nepal Arab Bank Limited was used to be the name of Nabil Bank till December
31, 2001. Currently it is widely recognized as NABIL Bank since January 1, 2002. The
Bank, through its quality customer service and innovative products, has today attained a
distinguished recognition in the banking industry of Nepal. The promoters of the bank

have owned 70% shares and remaining 30% share is owned by general public. It has total
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505 permanent employees. Nabil has 43-branch network and a counter in all major cities.
The corporate banking body, which is aso the head office of this very prestigious bank, is
in Kamaladi, Kathmandu. It has 55-ATMs, 29-in Kathmandu valley and 26-outside the
Kathmandu valley.

Today Nabil stands in a position to claim that it is the ‘Bank of first choice’ to all its
stakeholders. The Bank provides a complete range of consumer, retail, SME and
corporate banking services through its offices spread across the country. On the
technological front, the Bank has earned a reputation in providing an array of card
products and internet Telebanking facilities bessides ATMs and Any Branch Banking
Service. The Banker, the publication of the Financial Times-London, has honored the
Nabil Bank as ‘Bank of the year 2004’ and it is the matter of prestige to be leading bank

of the country.

B. Everest Bank Limited

Everest Bank Limited was registered on November 17, 1992 and came into operation on
October 18, 1994 with an objective of extending professionalized and efficient banking
services to various segments of the society. The bank had an initial paid up capital of
Rs.30 million. Today the bank has grown to become one of the leading banks in Nepal It
has total 531 employees, 37 branches, 34 ATMs.

Punjab National Bank (PNB) joined hands with EBL, as a joint venture in 1997 and
turned it around to a highly profitable bank. There has been no looking back since then.
PNB provides top management support under the Technical Service Agreement. Punjab
National Bank (PNB) is one of the largest nationalized banks in India having 114 years of
banking history, holds 20% equity. 50% share is owned by Nepalese promoters and 30%
share is owned by general public. The Bank has been honored with ‘Bank of the year
2006, Nepal’ by Financial Times.

The main vision of the Bank is to evolve and position the bank as a progressive, cost
effective and customer friendly ingtitution providing comprehensive financial and related
services, Integrating frontiers of technology and servicing various segments of society,

committed to excellence in serving the public and also excelling in corporate val ues.
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The main mission of the Bank is to provide excellent professional services and improve
its position as a leader in the field of financial related services, build and maintain ateam
of motivated and committed workforce with high work ethos, use latest technology aimed

at customer satisfaction and act as an effective catalyst for socioeconomic devel opment.

C. Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited has been in operation in Nepal since 1987 when
it was initially registered as ajoint venture operation. It was established as ajoint venture
with Grindlays Bank of London in the year 1987 under commercial bank act 2031 B. S.
The bank had changed its name from Grindlays Bank to Standard Chartered Bank Nepal
Ltd. in July 2001. Today the bank is an integral part of Standard Chartered Group having
an ownership of 75% in the company with 25% shares owned by the Nepalese public The
Bank enjoys the status of the largest international bank currently operating in Nepal.
Standard Chartered Bank Nepal Ltd. hasits Head office at Naya Baneshwor, Kathmandu
and strong network of branches which provides a wide range of innovative products and
services to Nepalese customers. With 17 points of representation, 21 ATMs across the
country and with more than 392 local staff, Standard Chartered Bank Nepal Limited isin
a position to serve its customer through an extensive domestic network. In addition, the
global network of Standard Chartered Group gives the bank a unique opportunity to
provide truly international banking servicesin Nepal.

The Bank has been the pioneer in introducing ‘Customer Focused’ products and services
in the country and aspires to continue to be a leader in introducing new products in
delivering superior services. It is the first bank in Nepal that has implemented the Anti-
money Laundering policy and applied the ‘Know Your Customer’ procedure on all the
customer accounts. The Bank has aso been honored with some awards. Some of them
are. November 2009 —“Bank of the year 2009 Nepal” by ‘The Banker’ of the Financial
Times, in March 2006 —‘Best Commercial Bank 2004-05’- awarded by The Boss
Magazine- Specialty Media Private Limited.
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2.5 CAMEL
Origin and Development of CAMEL Rating System

Federal regulator in the US developed the numerical CAMEL rating system in the early
1970’s to help structure their bank examination process. It is an international bank-rating
system where bank supervisory authorities rate institutions according to five factors
When examiner evaluate banks health, they develop an overal rating based on Capital
Adequacy, Assets Quality, Management Efficiency, Earning Ability and Liquidity
Position.This rating is based on financial statements of the bank and on-site examination
by regulators. These ratings are not released to the public but only to the top management
of the banking company. The scale is from 1 to 5 with 1 being strongest and 5 being
weakest. Bank supervisory authorities assign each bank a score on a scale of one (best)
tofive (worst) for each factor. If a bank has an average score less thantwo it is
considered to be a high-quality institution, while banks with scores greater than three are
considered to be less-than-satisfactory establishments. The System helps the supervisory
authority identify banks that are in need of attention.

Banks are required to open two ‘rural’ 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 potential.

Banks are required to lend certain percentage of their loan to ‘Priority Sector’ and ‘Deprived
Sector’. This is supposed to encourage the development of small business and rural
industries. The investment in the rural branches can be counted towards the deprived sector
target. Significant penalties are charged for failure to meet these targets.

The Nepa Rastra Bank is committed to reduce the number of expatriates in joint venture
banksin order to create opportunities for local staffs.

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.

While the JVBs are free to set their own interest rates on loans/deposits, they are required to
publish a schedule of rates for various types of loan/deposits. There is no prime rate or base
ratein Nepal at any bank.

The government has been actively encouraging the development of the banks. At present,
there are 26 Commercial Banks. The increased number only in case the Rastra Bank so
recommends shall such bank be registered according to the Company Act for working under
this Act.

The establishment of a bank under sub-section (1) and it shall be the duty of the concerned
bank to fulfill the conditions so prescribed. The bank may determine the location of its head
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office with the approval of the banks shall be an autonomous corporate body with the
perpetual succession. It may sue or be sued in its own name.

Subject to this Act and other current Nepal Law, the bank may acquire, use, and sell movable
and immovable properties. Any bank may open or shift the location of, or close branches
depots or other offices with the approval of the NRB.

Since 1970’s the use of CAMEL factors has become wide
spread, due to its application by regulators around the globe and also because of its
simplicity. The CAMEL rating system isformed as:

C = Capital Adequacy
A = Assets Quality

M = Management

E = Earning

L = Liquidity

2.5.1 Capital Adequacy

The inception of every business starts with the requirement of fund commonly known as
capital. Generally the capital structure consists of equity and debt mix. Equity refers to
the fund contributed by the promoters/shareholders whereas debt is temporary way of
raising funds without further dilution of ownership. Thisis mainly done by issuing bonds
and debentures of various maturities. To ensure adequate capital in the banking system,
NRB has prescribed the Capital Adequacy Ratio parameters on which the capital of the
need to be maintained as a percentage of its risk weighted assets such as loans it has
provided and the securities it holds. It measures the ratio of total shareholder’s fund to
total risk weighted assets of the bank. Thus this parameter indicates whether a particular
bank has enough capital to absorb unexpected losses. As per the NRB instruction
commercial banks had to maintain 11% of capital Adequacy Ratio (total Capital), and
5.5% Core Capital in BASEL | inthe FY 2007/08 and 2008/09. In BASEL Il from the FY
2009/10, NRB requires 10% of Total Capital Adequacy Ratio and 5% of Core Capita
Ratio. These ratios have been maintained to make strong capital base which make banks
to enjoy public confidence. If the CAR and CCR is higher than NRB minimum
percentage then it is considered as that the interest of depositors is safe. But in concern to

shareholders, the excess of CAR means less earning per share.
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The main source of bank capital is equity capital of bank and the borrowed capital of
bank. The capital of a bank comprise of the amount raised from the following source:

Ordinary share

Preference share

Bonus share

Retained Earning

Reserve Fund

Undistributed Dividend

Capital collected from other source rather than equity is borrowed capital of bank. Under
thistitle the source can be:

Sale of Debenture

All type of Deposit

Loan from Central Bank

Loan from Financia Institution
Loan from the Commercial bank

Loan from the Central Office and Branch Office

2.5.2 Assets Quality

Assets are the most vital factors in determining the strength of the bank. Assets quality
means the capacity of assets to create income as well as the re-cover ability of the
principal amount. The major asset for the bank is loan and advances. This is the most
risky assets item that needs crucial assessment. Banks collect fund in the form of capital,
deposits, borrowing etc. It mobilizes these funds to generate certain returns by giving
loans and advances to the users of money to invest in various alternatives. Bank gives
loan and advances in high volume from which higher interest is generated as well as
there is high risk. A significant part of the banks income is generated from the lending
activities. Basically there are two types of loans:

1. Performing Loan

Performing loan is the loan on which the interest is paid timely or overdue up to 90 days.

It isaso known as good loan or pass |oan.
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2. Non-Performing L oan

The loan which goes beyond the due date of 3 month falls under NPL. There are three
types of Non Performing Loan

Sub-standard NPL: - Loans overdue by more than 3 months up to 6 months.
Doubtful NPL: - Loans overdue by more than 6 months up to 1 year.

Bad Loan: - Loans overdue by more than 1 year.

TableNo. 2.1
L oan Classification and Provision as per NRB directives
Classification of Category Duration Loan Loss
L oans overdue Provision
Performing Loan Standard/Pass/Good Uptolto3 1%
months
Non-Perfor ming Sub-Standard 3 month to 6 25%
L oan month
Doubtful 6 monthsto 1 year 50%
Bad Loan More than 1 year 100%

Source: NRB directives

2.5.3 Management

Management is the pillar of an organization and is responsible for organizational growth
and success. To meet the unlimited needs from limited resources, management is very
essential. It has been said that an effective management can make the organization
whereas an ineffective management can break. It is a set of activities like planning,
organizing, leading, staffing, directing, communicating, motivating and controlling. Over
the years, the Nepali financial sector has evolved strongly with robust management
discipline. At the same time, we also have enough cases where due to poor management,
banks have performed poorly. Human resource management is one of the key
management issues, good or bad human resource management trandlates into efficient or

inefficient staff performance.

We can safely conclude that management of these banks who have been able to increase

their net profit in a constant and sustainable manner over a period are consider as efficient
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and successful. Where management of the bank who has not able to grow their earning in

a sustainable manner can be considered as inefficient

The efficient functioning of management is a crucial part in the success of the
organization. In fact, the management is essential to make suitable policy and business
plans and implements them for the short term and the long term interests, which helps to
achieve aimed objectives of bank and financial ingtitutions. It is evaluated by checking
the effectiveness of the board of directors, the management, manpower and the officials,
operating expenditure, customers relation with the officids and the ingtitution,
management information system, organization and working method, internal control
system, power concentration, monitoring, decision making process, policies, etc. An
institution can take a desire momentum only when the management is capable of

projecting strong and long term vision.

In CAMEL analysis Management Efficiency Ratio is calculated in order to find out the
contribution of each staff on the net profit of the organization. Management efficiency
ratio measures the management quality and efficiency of per staff contribution to the

earning of the organization.

Qualities for efficient and effective management, the bank should have:-
Proper structure of the management
Qualitative human resource management
Customer care department
Use of modern information technology
Adeguate management of loan and advances
Fair decision making
Proper communication system

Working atmosphere and management

2.5.4 Earnings

In simple sense earning can be understood as profit. Profit is earned by the banks largely

through financing activities, in the form of loans and advances to the customers,
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placements in other banks, investment in government securities etc. Revenue is earned
through non-exposure functions by way of commissions and fees, but its contribution in
the overal profit remains in the lowest side. Hence, banks earn maor portion of their
income through funding money, which it acquires through various means such as

collecting deposits in various accounts, by issuing shares, debentures etc.

Without earning there is no possibility of survival of any organization. While talking
about commercial banks we know that they are profit seekers and importance of earning
for any commercia bank cannot be undermined. Earning shows the operation efficiency
of any organization. Good earning builds the confidence of its stakeholders like creditors,

depositors, shareholders, management, public etc.

Thus, it can be said that an analysis of earning helps the management, shareholders and
depositors to know about the performance of the bank, sustainability of earnings, and to
forecast the growth of the bank. The success of a bank relies heavily upon the efficiency

of the management to drive it towards earning good profits.

2.5.5Liquidity

Liquidity is defined as bank’s capacity to pay cash in exchange of deposits. Liquidity
needs of commercial banks are unique because in no other types of business there will be
such a large proportions of deposits payable on demand. In other organizations too,
liquidity is required for various purposes. Inadequate liquidity does damage credit-
standing of those organizations but if banks fail to repay the deposits on demand, the bank
loses the trust of the public. This leads to “runs” in the bank and probably bankruptcy

thereof.

The biggest trust a bank has earned in the society is that the people put their money in the
bank without obtaining security. In other words, the people are confident that the bank
keeps their money safely and repays on demand or on agreed date, together with interest
where applicable. In order to strengthen the public confidence, banks maintain liquidity-
bank’s ability to pay cash in exchange of deposits. This is why the people treat bank
deposit as well as cash and show bank deposit in the first line of assets as “cash and bank

balance”. The moment people feel that the bank is not safe or the bank can not repay
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money on demand, there will be “runs” in the bank. This may lead to the closure of any
bank because the proportion of liquidity of any bank payable on demand is normally so

high that it can not be compared with any other organizations.

2.6 Review of Strategies

Growth strategy: Growth refers to an increase in some quantity over time. The quantity
can be physical or abstract. It can also refer to mode of growth i.e. models for describing
how much a particular quantity grows over time. For commercia banks growth can be:
profitability growth, growth in balance sheet and profit and loss account growth, growth

in branches, diversification or increase in number of products offered, so on.

Risk Management strategy: Risk management is a structured approach to manage
uncertainty through risk assessment, developing strategies, to manage it, and mitigation of
risk using managerial resources. The strategies include transferring the risk to another
party, avoiding the risk, reducing the negative effect of risk, and accepting some or all of

the consequences of a particular risk.

Objective of risk management is to reduce different risks related to a pre selected domain
to the level accepted by society. It may refer to numerous types of threats caused by

environment, technology, humans, organizations and politics.

2.6.1 Typesof Risksin Commercial Banking

The globalization has tremendous effects in the financial sectors because of extensive
communication and awareness among public and business communities including
commercia banks. Lot of innovation, new technologies, new products and services, new
business models and different styles of business are immediately known to several parts
of the world no matter from where it is originated. Hence not only customers want to
have enhanced service and new products but also commercial banks are proactive to
provide new services and products to its customersto stay competitive in business as well
as wanted to become industry leader. Even in the developing countries like Nepal, banks
are providing very good services with the help of various financia instruments by

adopting latest innovations and technol ogies.
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Systematic Risk: Systematic risk arises due to change in values of assets because of
market dynamics and hence cannot be diversified completely by investing across the wide
variety of assets, and is called non-diversifiable risk.

No. of external factors such as political turmoil, economic downturn, breakthrough in
technology and so on are outside the banking sector, which may or may not cause
problem for banking business. In this sense, the systematic risk is variability if individual
assets return caused by economic-wide shocks rather than idiosyncratic or asset specific
shocks.

Credit Risk: Risk of default by the borrower for meeting their commitment with the bank
can be termed as credit risk, which affect severely into bank’s profitability because of
various reasons such as deteriorating quality of assets, risk of non payment of loan, risk of

payment for higher interest rate on deposits and risk of deterioration of banksimage.

Credit risk for commercia banks may arise due to various reasons such as external and
internal  elements related to borrowers and improper regulation from concerned
authorities, lack of transparency among banking sectors, lack of credit relating agency,
inadequate mechanism of sharing of credit information among financial institutions etc.
Diversification is the mgjor tool for controlling or managing unsystematic credit risk that

has been exemplified in the study of bank mergers.

Counterparty Risk: The counterparty arises due to non performance of a trading
partner. The non performance may arise due to various reasons such as refusal for
counterparty to perform as per the agreement because of adverse price movement caused
by systematic factors, or from some principles. Diversification is one major instrument
that minimizes non systematic counterparty risk.

Operational Risk: The risk associated with the problem of accurately processing the
activities, setting, organizing and taking and delivery on trades in exchange for cash is
known as operational risk.

Legal Risk: Legal risk is prevalent in financing contracting and is separate from the lega

consequences of credit, counterparty and operational risk. There may be situation when
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the process and procedure followed and performed earlier may be into contention due to

changein legal legidation, court opinions and new regulations.

Liquidity Risk: The liquidity risk is considered as major risk in commercial banks. A
common meaning of liquidity risk is the assets liability mismatch, meaning short term
assets (liquid assets) values are not sufficient to match short term liabilities or unexpected
outflow of funds. It also means inability to raise fund or deposit at normal costs or at
going market rate. In extreme case, it adso means difficulty in raising funds. If a bank
doesn’t fulfill its obligation, then bank’s image will be at stake and consequently bank

will be in serious trouble and there is possibility of banks run.

2.7 Review of Related Studies

2.7.1 Review of Journalg/Articles

Under this heading, some related articles published in economic journals, magazines and

newspaper has been examined and reviewed.

Kamal Subedi in “Growth in major commercial Banks” has compared between the first
six month of fiscal year 2003/04 & 2004/05 which shows that there has been noticeable
increase in credit outflow by commercial banks except of Nepal bank limited and
Rastriya Banijya Bank. There has been increase in C/D ratio of al commercial banks
except Nepal bank Ltd. and Rastriya Banijya Bank. It may be because their concentration

was only one recovery of huge non-performing assets. (New Business Age, 2004: 47-48)

In an article published in the boss by KFA, titled “Banking at Boiling point”, has
analyzed loans position of commercia banks from 2003/04 to 2006/07. It shows that in
period of three years of the study, total loans and advances of commercial banks has
incresed by 46%. Even though this period was hit by political uncertainty, conflict and
unrest in the country, the overall banking sector has been able to increase its assets by
significant percentage. (The Boss, 2006:78).

There has been substantial growth in the number of joint ventuer banks in Nepal since

1990s. The basic reason behind this is the government’s deliberate policy of allowing
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foreign joint venture bank to operate in Nepal. Government’s liberalization policy also
encourage the traditionally run domestic commercial banks to enhance their efficiency
and computerization and prompt customer services by setting them to the exposure of the
joint venture banks. (Shrestha, 1990:16)

According to President of Nepal Banker’s Association Radhesh Pant “After 2010, there
will be new international entrants in the market.We must remain very competitive. We
have to operate at international standard. However, | don’t think we need to fear. | believe
there are seventeen commercial banks, but al of their capital combined would not even
equal to the capital of a small bank in developed countries. If somehow, Nepal is able to
capitalize on the growth of Chinaand India, thereis no truing bank for the banking sector.
There will be opportunities for all types of banks. So, we need to work together to address
the challenges of the WTO”.(Pant, Radhesh, President of Nepal Bankers Association &
CEO of Bank of Kathmandu.)

Overview of the Nepali Financial Sector: During the last two and a half decades, the
Nepali financial system has grown significantly. The banking environment has gone
through a sea change. At the beginning of 1980, there were only two commercial banks
and two development banks. After the adoption of the economic liberalisation policy,
particularly financial sector liberalization, new banks and non-banking financia
institutions came into existence. Consequently, by the end of mid-july 2008, altogether
235 banks and non-banking financia ingtitutions licensed by the NRB were in operation,
constituting 25 “A” class commercial banks, 58 “B” class development banks, 78 “C”
class financial companies, 12 “D” class micro-credit development banks, 16 saving and
credit cooperatives and 46 NGOs. Furthermore, seven development banks and 12 finance
companies are in the pipeline. But all these financial institutions are fighting a very
unhealthy price war as a result of the ‘pie’ not growing due to the structural problems that
existed for a long time in a conflict-driven economy. It is said that the banking sector
mirrors the larger economy and has a direct relationship with all the other sectors which
makes it a substitute to understand the dynamics of the economy as a whole. Indeed, the
Nepali banking sector todayis a a boiling point. Having said that, the fact that all
commercial banks are making profits is not a myth.Despite the country struggling to
prosper and the industrial sector not doing well, banks show large profits. Thanks to the
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strict norms prescribed by the regulators there is transparency in the banks. (the boss, 15
june— 14 july, 2009).

2.7.2 Review of Previous Thesis

Various research works have been done by the students of MBS in aspects of joint

venture commercial banks. Some reviewed previousthesisis asfollows,

Bahadur Chand in 2007 had conducted a research entitled “Financial Performance
Analysis (CAMEL - Test) of selected commercial banks NABIL, NIBL and SCBNL".
With the objective of analysis capital adequacy requirement, assests quality, management

quality, earning capacity, liquidity position of these banks concludes the findings such as;

CAR percentage of all selected banks found higher than NRB requirement except
NIBL’s for the year 2003. In overall study SCBNL ranked in first position and
NABIL in 2™ position.

In analysis of assets quality, the study found out that NABIL lies in first position
with 1.32% NPL where as SCBNL lies in second with 2.68% and NIBL in third

position.

In the analysis of earning components like EPS, MPS, P/E ratio and profit after
tax, the study found out that SCBNL score highest position for the components
EPS, MPS and profit after tax . Similarly NIBL score first position for P/R Ratio.

In analysis of liquidity, the study found out that CRR% of NIBL isfound in lead
position through out studies years while NABII and SCBNL are found inconsistent

to maintain CRR.

Devkota in 2006 had conducted a research entitled “Cmparative SWOT Analysis of
Nepalese Commercial Joint venture Banks with reference to SCBNL, NABIL and HBL”,
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with obective to evaluate the comparative financial strengths and weaknesses of these

banks concludes the finding such as;

- Theinvestment of all these JVBsis found to be more or less volatile.
HBL has been seen to adopt the aggressive lending policy during the period.
Financial indicators like EPS, DPS and Book value per share of SCBNL is found
in the better position as compared to that of NABI and HBL.

With the analysis and evaluation of various statistical tools, he recommended these JVBs
to assess the risk, assess portfolio cautiously before accepting higher volume of deposits.
Moreover, he also suggested NABIL and HBL to evaluate the financial position of their
borrowers in a more proficient way thereby, identifying possibilities of risks prior

granting the loan.

Shakya in 2008 had conducted a research entitled “CAMEL Study on Financial
Performance of Commercial Banks in Nepal with reference to SCBNL, NABIL and
NIBL”, with objective to evaluate and anayse the financial performance of these banks

on the basis of CAMEL concludes the findings such as;

From study CAR ratio of all three selected banks are found to be higher than that
of NRB’s standard. Among three banks SCBNL has the highest CAR of 15.25%.
The conclusion is that all the selected banks are able to give their depositors safe
feeling that their deposited amount is safe. And SCBNL’s depositors feel safer
than of other two banks NABIL and NIBL.

From the study NPL of all three banks are found to be least and are decreasing.
The conclusion is that all three selected banks are effective and efficient in

utilizing their assets and are success in decreasing their NPL ratio satisfactorily.

From study management efficiency ratio of SCBNL is highest among other two
banks NABIL and NIBL. Conclusion is that SCBNL has good management
guality than other two banks under study.
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Earning per share of al the selected banks seem to be decreasing, it is sign that
earning capacity of selected banks are in decreasing trend. And SCBNL has
highest earning capacity than other two banks.

From the study all three selected banks are found to have higher CRR than that of
NRB’s standard and SCBNL and NIBL have their CRR above the NRB’s
standard where as NABIL fails to meet NRB’s regulation in year 2005/06 and
2006/07.

On the basis of above conclusion the following suggestions and recommendation are

given by him to improve the performance of selected banks.

- SCBNL should invest its resources in productive sectors as its CAR is higher than

requirement and it should perform its activities efficiently to increase EPS.
- NABIL must maintain its CRR as per NRB directive.

- NIBL should utilize its assets in productive sector and improve its credit
management to minimize its non performing loan. It should maximize it’s per

employee contribution on profit.

Baniya in 2009 had conducted a research entitled “CAMEL Analysis of Kumari bank
limited, Machhapuchchhre Bank limited and Siddartha Bank Limited” with objective to
evaluate the financia performances and financial analysis of selected commercial banks
through CAMEL. He has concluded that all the selected banks are performing well under
the NRB regulations despite of having unstable political situation of the country. After
going through the overall study and findings plus the financia reports, he found that all
the three banks are well- managed with good capital structure and sound performance.
The banks do have an encouraging financial trend of the fiscal year generating profit,

providing dividends to shareholders and incentive bonus to the staffs.

Mandal in 1998 had conducted a research entitled “Comparative Financial Performance
Appraisal of Joint Venture Banks”, has studied mainly three banks i. e. NABIL, SCBNL
and NIBL. His main finding is that both SCBNL and NABII have mobilized the debt
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funds in proper way for generating more return but NIBL couldn’t do as good as NABIL
and SCBNL. HE has recommended enhancing banking facilities in rural areas by
encouraging small etrepreneurs’ development programmers, to play merchant banking
role, to mobilize the deposit funds in productive sectors and to grant more priority to the
local manpower.

Neupane in 2010 has conducted a resesarch entitled “A Study on Financial Performance
Anaysis of Joint Venture Banks of Nepal” with the objective of analysis of financial
performance of joint venture banks of Nepal concludes the findings such as:
EBL failed to maintain cash reserve ratio as per the directives of NRB.
EBL and HBL have been getting lower net profit in comparison to al the banks.
EBL comparatively fails to maintain operating ratio on total assets whereas
SCBNL did best. HBL and EBL have been suffering from ineffectively using the
total fund. So, they are getting lower return than SCBNL and NABIL. All top four
joint venture banks have been earning sufficient interest income on loan and
advances. It means they have been high utilizing the loan and advances.
Except SCBNL, all remaining bank have been maintaining lower capital adequacy
ratio as per the directive of central bank.

On the basis of above conclusion the following suggestions and recommendations are
given by her to improve the performance of selected banks.
To meet short-term obligations, it is strngly recommended to EBL to maintain
CRR as per the directives of central bank.
Except SCBNL, it is strongly recommended to all banks to maintain capital
adequacy ratio as per the directives of central bank.
It is recommended to HBL and EBL to effective utilization of total fund (assets)
so as to make more profitability, interest income on loan and advances is at

satisfactory, so it isrecommended to give continuity as previous.

2.8Research Gap

Research gap is the difference between previous work done and the present work. Earlier

works conducted by the previous researchers are very useful and appreciated by the
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personnel in various related field. The suggestions and recommendation given by the
previous researchers help to improve and increase the data for the related topic. In
comparison to previous studies, | have tried my best to conduct this study to give some
new perception in this topic by providing some primary information through personal

observations and perception.

In this study, | have analyzed management quality, for this | have used management
efficiency ratio as financial anlysis tool and ranking of selected banks on the basis of
customer handling as a subjective analysis tool. And aso | have used more financial
ratios which help to analyze the liquidity position, assets quality and many more of the
concerned banks. | have also done trend analysis of profit of selected banks. | hope this

research will definitely help the new researchers to study in the corresponding subject.



CHAPTER - 111

RESEARCH METHODOLOGY

Research is to find out to gain knowledge about a phenomenon. Here, re means
repeatedly or again and again, search means to investigate or to find. Methodology is the
research method used to test hypothesis. Thus, research methodology is a systematic way
to solve the research problems. Research Methodology describes the method and process
applied in entire study. It sequentially refers to the various steps to be adopted by a
researcher. Research methodology is the research method used to test hypothesis. The
prime objective of this study isto evaluate analysis and assess the financial analysis of the
selected banks. After the analysis, a package of suggestions will be offered if needed to
improve the performance of the banks. The proper analysis of the study can be
meaningful on the right choice of research tools that helps to come to meaningful
conclusion. This study is focused on both primary and secondary data. While primary
data are collected from the respective banks through questionnaire, secondary data
required for the evaluation and obtained from the respective annual reports of the
concerned banks especialy from profits and loss accounts, balance sheet and other
publications made by the banks. The following research procedure has been followed for
the study:

3.1 Resear ch Design

A research design is a plan for the collection and analysis of data. It includes definite
procedures and techniques, which guide to sufficient way for analyzing and evaluating
the study. In order to achieve the predetermined objectives of the study, both primary and
secondary data have been used. This study tries to make comparison and establish
relationship between two or more variables. So the research design of the study is based
on descriptive and analytical study.
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3.2 Population and Sample

The population is the entire group of individuals that we want information about.
Furthermore, set of data consisting of al conceivable observations of a certain
phenomenon. A sample contains only part of these observations. Sampling is an essential
part of any research investigation. Almost al research studies involve sampling. The
study is related to CAMEL analysis of joint venture commercial banks. Six JVB'S are
population currently operating in the country. Among them NABIL, EBL and SCBNL

have been chosen for research purposes as sample in this project work.

3.3 Nature and Sour ces of Data

Without any data, nothing can be studied. So for any datistical investigation, the
collection of data is most important. The study is mainly based on both primary and
secondary data in nature. The required information has been collected through discussion
with the key persona and employee. The supplementary data and information obtained
from published and unpublished official records of concerned banks, annual reports of
concerned banks, booklets, journals, thesis and other organization like website of NRB

and many other websites.

3.4 Data Collection Techniques

Collection of datais the method, which is used to obtain the necessary information for the
purpose of investigation. The data can be obtained either from primary source or from
secondary source. In the process of collecting the data to complete this research, | used

both primary and secondary data.

This study is mainly based on secondary data. However the analysis is done on the basis
of primary data also. Published materials are viewed; books of by different authors,
unpublished thesis reports, journals, magazines, internet website, AGM reports of
selected banks, bulletins published by NRB are major sources of the secondary data. To
collect these secondary data, the researchers visited campus library of Nepal Commerce
Campus including online library, TU central library. Different web sites were searched to

collect necessary information for the study.
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For collection of the primary data, the schedules of questionnaires were developed and
asked to the employees, customers of the banks. The persona interview was aso
conducted to know their opinion.

3.5 Data Analysis Tools

Tools are those instrument and technique which help in analysis of collected data. The
data collected from different sources are recorded systematically as necessary. Only
useful and related data are grouped as per need of the research work. Data are presented
in appropriate forms of tables, graphs and charts. Various financial as well as statistical
tools have been used in the research study which helps to indicate the position of the
banks as targeted in the objective of the study.

3.5.1 Financial Tools

For proper financial analysis of data, ratio analysis is the best tool. Ratio analysis is the
most important tool of analysis of financial statement. It is widely used tools for financial
analysis, which establish the numerical or quantitative relationship between two itemsi.e.
variable of the financial statement. It helps to assess financial health of the company.
Financial tools are used to examine the financial strength and weaknesses of the
concerned banks. This research study involvesratio analysis for judging capital adequacy,
return on assets, management efficiency, earning capacity and liquidity position of the

banks. Under ratio analysis, following ratios related to bank are analyzed:

A. Capital Adequacy Ratio (CAR)

According to the directive issued by NRB, the bank capital has been categorized into two

parts:

Core capital
Supplementary capital

The total of these two capitals is considered for calculating capital adequacy ratio. The
capital adequacy ratio is based on total risk-weighted assets. The sum of core and
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supplementary capital is measured to be total capital fund. For the purpose of calculation
of capital fund, the risk-weighted assets have been classified into two parts- On-Balance
sheet Risk-weighted Assets and Off-Balance sheet Risk-weighted Items. The capital
adequacy ratio would measure the total capital fund on the basis of total risk-weighted
assets. The capital adequacy ratio shall be determined as follows:

Total Capital Fund
CAR = - x 100
Total Risk Weighted Assets

According to NRB directives, commercial bank should maintain their CAR more than
10%, core capital 6% and supplementary capital 4%. All commercia banks should
maintain CAR; thisis created to protect the interest of the depositors. In the event of non-
fulfillment of CAR in any quarter, the bank shall fulfill the shortfall amount within next
six month. If, any bank does not fulfill the minimum CAR within the specified period,
NRB may initiate any of the following action:

Restriction on accepting new deposits.
Suspension of opening new branch.
Suspension of distribution of dividends.

Restriction for getting loans from other banks.

B. CoreCapital Ratio (CCR)

The capital which is kept in the reserve for general purpose is known as core capital. It is
the ratio which is used to measure the relationship of core capital fund and total risk
weighted assets. As per the rule of NRB all commercia banks had to maintain core
capital ratio of minimum 55% of total risk weighted assets during BASEL-I
implementation in the FY 2007/08 and 2008/09. According to BASEL-II from the FY
2009/10 all commercial banks have to maintain 6% of Core Capital Ratio. Core capital
consists of paid up equity share capital, share premium, non redeemable preference share,
general reserve, cumulative profit and loss (up to previous fiscal year) and current year
profit and losses per balance sheet. It is calculated by:
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Total Core Capital
CCR = oo x 100
Total Risk Weighted Assets

C. Performing Loan Ratio (PL Ratio)

All good and overdue loans below 90 days are performing loans. This ratio shows how
much the banks are successful in utilizing their assets for profit generating purpose.

Higher ratio indicates efficiency in utilizing the good | oans.

Performing L oan
Performing Loan Ratio = -------------------------- x 100
Total loan

D. Non performing Loan Ratio (NPL Ratio)

It shows the percentage of non performing loan in relation to the total loan and advances.
Lower ratio indicates the robust and sound credit management where as higher ratio
indicates poor credit management. Hence, lower ratio is preferred. It is calculated by the
following formula:

Non performing L oan
NPL Ratio = --------------mmmmmmm oo x 100
Total Loan

E. Loan LossProvision Ratio (LLP Ratio)

Thisisthe provision set aside by the banks in order to cover the probable loss caused due
to the default of the loan amount. This ratio shows how much the bank needs to set the
provision to cover the loss of default loan in the future from the loan released by the
bank. Lower LLP ratio signifies that the bank has higher volume of good loan and the
provision is less required and vice versa. LLP to TL is aways less than LLP to NPL as
NPL isthepart of TL. If the LLPto TL islower then we can say that the quality of loanis
better. But if the LLP to TL is higher then we can say that the quality of loan is not nice
but at |east we can feel safe asit has more provision for losses from loan.

This ratio is calculated by dividing the total provison made by the bank by its Total

Loans & Advances. This can be presented as:
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Total Loan Loss Provision
LLP Ratio = ---------m=-mmm oo x 100
Total Loans & Advances

F. Loan Loss Coverage Ratio (LLC Ratio)

Loan loss coverage ratio is mandatory that for every loan bank need to keep some
provision. It indicates the provision made by bank for exposure of loan loss in terms of
non performing loans. Higher the loan loss coverage ratio better is the financial condition

and vice-versa. Loan Loss Coverage Ratio can be calculated as:

Total Loan Loss Provision
LLC Ratio = --------m--mmmmmmmm oo x 100
Total Non Performing Loan

G. Management Efficiency Ratio (ME Ratio)

Management Efficiency Ratio is the ratio of net income of any bank to its number of
working employees. This ratio shows the contribution of each employee in generating
total net income. A good management aways has sufficient number of efficient,
motivated, responsible and dedicated manpower in the team. It is always confident at its
system. The higher ratio indicates existence of efficient management and vice versa. It

can be calculated by using following formula:

Net Profit after Tax
Management Efficiency Ratio = --------------------m-omemm-
Total No. of Staff

H. Earning Per Share (EPS)

It measures the profit available to the equity shareholders on a per share basis, i.e. the
amount that they can get on each share held. In other words, this ratio measures the
earnings available to equity shareholders on a per share basis. It is calculated as:

Net Profit after Tax (NPAT)
EPS= -
Total No. of Shares
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|. Price Earning Ratio (P/E Ratio)

This ratio reflects the price currently being paid by the market for each rupee of currently
reported EPS. This ratio helps security analysts to assess a bank’s performance as
expected by the investors. Higher ratio indicates better place for the investment and vice

versa. It can be calculated by using following formula:

Market Price per Share
P/E RaliQ = --=-=-=--smmmmememmoe oo e
Earning Per Share

J. Return on Assets (ROA)

This ratio indicates how efficient a bank is utilizing and mobilizing its assets to generate
profit. Higher the ratio the better it is as it shows higher turnover of assets. It measures a
company’s success in earning a return for the common stockholders. Higher ROA
indicates better utilization of total assets. The return on assets is derived by dividing net
profit after tax by total assets. Mathematically:

Net profit after Tax (NPAT)
ROA = - x 100
Total Assets(TA)

K. Return on Equity (ROE)

This is one of the important ratios to judge whether the firm has earned a satisfactory
return for its equity-holders or not. This ratio reveals how well the firm has used the
resources of the owners to earn profit. So, the higher the ratio, the more favorableit is for
the stock holders which represent the sound management and efficient mobilization of the
owner’s equity. The return on equity ratio can be calculated by using the following

formula:

Net Profit after Tax (NPAT)
ROE = oo x 100
Shareholder’s Fund
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L. Cash Reserve Ratio (CRR)

As per the rule of NRB all commercial banks are required to maintain 5.5% of ther total
deposit of Nepalese currency as CRR in their account with NRB for maintaining adequate
liquidity. NRB has prescribed this mandatory requirement in order to save the

commercial banks from the liquidity risk. CRR can be computed as follows:

NRB Balance (LCY)
CRR = oo
LCY Deposits— Margin Deposits

M. Cash and Bank Balance Ratio

This ratio is designed to measure the Bank’s ability to meet immediate obligation, mainly
cash withdrawal by depositors. Lower ratio indicates that banks might face liquidity
crunch while paying its obligations whereas very high ratio indicates that the bank has
kept idle funds and not deploying them properly. Cash and bank balance ratio is derived
by dividing the cash and bank balance by total deposits. Symbolically:

Cash and Bank Balance
Cash and Bank Balance Ratio = --------------=------m-m-mmm oo x 100
Total Deposits

N. Investment in Government Securities Ratio

Banks around the world invest significant portion of their deposits in government
securities because merely maintaining adequate CRR and C&B Baance cannot be
considered sufficient for liquidity maintenance. Government securities are those securities
which are risk free and can be easily converted into cash anytime. Banks can utilize their
fund investing into government securities which are liquid in nature. And whenever they
need cash they can easily manage because government securities are easily accepted by
any investing organization. Investment in government securities ratio depicts ratio of total

deposits invested in government securities. Mathematically:

Investment in Gov. Securities
Investment in Gov. Securities = ------=-===-mmmmmmmememe oo x 100
Total Deposits
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3.5.2 Statistical tools

In this study, statistical toolsi.e. Trend Analysisis used to find the trend of profit over the
passage of time. A trend is a series of situation that follows a sequence. A widely and
most commonly used method to describe the trend is the method of least square.Under
this, a trend line is fitted to the data satisfying the condition. It is used to describe the
trend of any variable whether it increases or decreases with the passage of time.
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CHAPTER -1V

DATA PRESENTATION AND ANALYSIS

4.1 Financial Analysis

The financial analysis is undertaken to assess the financial strengths and weaknesses of
the firm. The analysis is usually based on financial statements prepared by the firm. The
analysis can be performed by insiders or by outsiders. One of the outsiders is financial
institution considering the extension of credit to the firm. Financial analysis can serve as
the basis for decision-making. The loan officer of the bank needs to decide whether or not
to extend the loan to the firm. The insiders wanted to make financia analysis to an
assessment of the performance of the firm or its various divisions. The analysis is also
made to find out whether to use debt or equity funds to finance a planned plant expansion.
Financial analysis uses data contained in the firm’s financial statement. The financial
statement are used the balance sheet and income statements, supplemented by the
statement of cash flows. The primary tools are financial ratios. This chapter is devoted to
definition and calculation of a set of commonly used financial ratios and an integrated

model for analyzing financial performance.

Financial ratios are powerful tools of financial analysis. They provide a good technique
for assessing financial performance of the firm. The particular ratio to be computed
depends upon purpose in view. We have devoted to study and calculate a set of

commonly used financial ratios in the aspect of bank through CAMEL approach where:

C = Capital Adegquacy
A = Assets Quality

M = Management

E = Earning

L = Liquidity

4.2 Capital Adequacy

The inception of every business requires funds commonly known as capital. Normally,
the capital structure consists of an equity and debt mix. Equity refers to the funds

contributed by the promoters/shareholders, whereas debt is a temporary way of raising
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funds without further dilution of ownership. This is mainly done by issuing bonds and
debentures of various maturities.

4.2.1 Capital Adequacy Ratio

The capital adequacy ratio is based on total risk-weighted assets. The sum of core and
supplementary capital is measured to be total capital fund. For the purpose of calculation
of capital fund, the risk-weighted assets have been classified in to two parts- On-Balance
sheet Risk-weighted Assets and Off-Balance sheet Risk-weighted Items. The capital
adequacy ratio would measure the total capital fund on the basis of total risk-weighted
assets. According to NRB directives, commercia bank should maintain their CAR 11%
according to BASEL-I up to fiscal year 2008/9 and 10% according to BASEL-11. All
commercial banks should maintain CAR. This is created to protect the interest of the
depositors. In the event of non-fulfillment of CAR in any quarter, the bank shall fulfill the
shortfall amount within next six month. The capital adequacy ratio shall be determined as

follows:
TableNo. 4.1
Capital Adequacy Ratio of NABIL, EBL and SCBNL
Y ear NABIL EBL SCBNL

2005/06 12.44 11.07 15.85
2006/07 12.31 12.32 14.91
2007/08 12.04 11.19 15.71
2008/09 11.10 11.44 14
2009/10 10.70 10.55 14.70

Averagein % 11.72 11.31 15.03

Source: Appendix1

The above table shows the CAR of NABIL, EBL and SCBNL from fiscal year 2005/06 to
2009/10. All the three banks have maintained CAR as per the NRB’s standard.Among
three bank SCBNL has highest average ratio of 15.03% which shows that the SCBNL has
high Degree of strength of capital sufficiency in comparison to NABIL and EBL. But
the CAR of NABIL and EBL isalso satisfactory level.
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FigureNo. 4.1
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The above figure shows that all three banks have CAR above the NRB’s standard i.e.
11% up to fiscal year 2008/09 according to BASEL — | and 10% from fiscal year 2009/10
according to BASEL — Il. However, SCBNL has the highest average ratio of 15.03 %, the
average ratio of NABIL and EBL are 11.72 % and 11.31 %. This explains that in
comparison to two banks NABIL and EBL, SCBNL has high degree of strength of capital
sufficiency that means better liquidity position and lending capacity of bank but more of
its fund seems to be tied up. The trend of NABIL is in decreasing, it shows that NABIL
just want CAR as NRB’s requirement. The trend of EBL and SCBNL is not consistent.

4.2.2 Core Capital Ratio

The capital which is kept in the reserve for general purpose is known as core capital. It is
the ratio which is used to measure the relationship of core capital fund and total risk
weighted assets. As per the rule of NRB al commercial banks had to maintain core
capital ratio of minimum 55% of total risk weighted assets during BASEL-I
implementation in the FY 2007/08 and 2008/09. According to BASEL-II from the FY
2009/10 all commercial banks have to maintain 6% of Core Capital Ratio. Core capital
consists of paid up equity share capital, share premium, non redeemable preference share,
general reserve, cumulative profit and loss (up to previous fiscal year) and current year

profit and losses per balance sheet. It is calculated by:
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The above three tables showing Core Capital Ratio of NABIL, EBL and SCBNL are
summarized in the following table:

TableNo. 4.2
Core Capital Ratio of NABIL, EBL and SCBNL
Y ear NABIL EBL SCBNL

2005/06 11.35 9.58 13.81

2006/07 10.78 8.21 13

2007/08 10.40 7.82 13.77

2008/09 8.75 9.03 12.15

2009/10 8.74 7.73 13.05
Averagein % 10 8.47 13.16

Source: Appendix2

The above table shows the CCR of NABIL, EBL and SCBNL from fiscal year 2005/06 to
2009/10.From the above table we can see that the SCBNL has maintained highest average
ratio of 13.16% which explains that it is doing better in terms of safeguarding the interest
of depositors than the other two bank. Similarly, NABIL and EBL have ranked 2" and 3
respectively in terms of maintaining core capital ratio.
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FigureNo. 4.2

Core Capital Ratio of NABIL, EBL and SCBNL
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The above figure shows that all three banks have CCR above the NRB’s standard i.e.
5.5% upto fiscal year 2008/09 according to BASEL-I and 6% from fiscal year 2009/10
according to BASEL-II. Among three bank, SCBNL has ranked 1% every time by having
highest CCR whereas NABIL and EBL is ranked as 2" and 3" respectively. SCBNL has
found maintaining higher CCR and even double the NRB’s regulation. It explains that it
is doing well in terms of safeguarding the interest of depositors than the other two bank
whereas EBL is doing better job in term of shareholders earning as it has maintained
comparatively lower CCR. The above figure shows that the trend of CCR of EBL and
SCBNL isinconsistent and fluctuating whereas NABIL has decreasing trend of CCR.

4.3 Assets Quality

Assets are the most vital factors in the determining the strength of the bank. Assets
guality means the capacity of assets to create income as well as the re-cover ability of the
principal amount. The maor asset for the bank is loan and advances. This is the most
risky assets item that needs crucial assessment. Banks collect fund in the form of capital,
deposits, borrowing etc. It mobilizes these funds to generate certain returns by giving
loans and advances to the users of money to invest in various aternatives. Bank gives
loan and advances in high volume from which higher interest is generated as well asthere

is high risk. A gignificant part of the banks income is generated from the lending
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activities. Basically there are two types of loan, performing loan and Non-performing

loan. Under this following ratios are cal cul ated:

4.3.1 Performing L oan Ratio

All good and overdue loans below 90 days are performing loans. This ratio shows how
much the banks are successful in utilizing their assets for profit generating purpose.

Higher ratio indicates efficiency in utilizing the good | oans.

The above three tables showing Performing Loan Ratio of NABIL, EBL and SCBNL are
summarized in the following table:

TableNo. 4.3
Performing L oan Ratio of NABIL, EBL and SCBNL
Y ear NABIL EBL SCBNL
2005/06 98.68 98.37 97.31
2006/07 98.62 98.73 97.87
2007/08 98.88 99.20 98.17
2008/09 99.26 99.32 99.08
2009/10 99.20 99.52 00.34
Averagein % 98.93 99.03 98.35

Source: Appendix3

The above table she owes the Performing Loan Ratio of NABIL, EBL and SCBNL from
fisca year 2005/06 to 2009/10.Among three banks EBL has highest average ratio of
99.03% which explains that the bank has invested its fund in proper way.All the banks

have looking increasing trend of performing loan ratio.
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FigureNo. 4.3
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The above figure shows the performing loan ratio of NABIL, EBL and SCBNL. The
performing loan of EBL and SCBNL isin increasing trend from fiscal year 2005/06 to
2009/10 which shows that the bank has invested its funds in proper way. The performing
loan ratio of NABIL is aso not bad. It has increasing trend from fiscal year 2006/07 to
2008/09, but decreased in the year 2009/10 which shows NABIL should concentrate their
attention towards credit management. Before providing the loan the bank has to
investigate properly to maximize the performing loan. Performing loans are paid within 3

months. Higher performing loan means that the bank invested properly.

4.3.2 Non Performing Loan Ratio

It shows the percentage of non performing loan in relation to the total loan and advances.
Lower ratio indicates the robust and sound credit management where as higher ratio
indicates poor credit management. Hence, lower ratio is preferred. It is calculated by the

following formula:

The above three tables showing Non Performing Loan Ratio of NABIL, EBL and SCBNL

are summarized in the following table:
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TableNo. 4.4

Non Performing L oan Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 1.32 1.63 2.69
2006/07 1.38 1.27 2.13
2007/08 1.12 0.80 1.83
2008/09 0.74 0.68 0.92
2009/10 0.80 0.48 0.66

Averagein % 1.07 0.97 1.65

Source:Appendix4

The above table shows the Non Performing Loan Ratio of NABIL, EBL and SCBNL
from fiscal year 2005/06 t02009/10. Among three banks, EBL has |lowest average ratio of
0.97% which shows that EBL is able to manage its loan and advances in comparison to
NABIL and SCBNL. NABIL and SCBNL should focus on managing its loan and

advances and try to reduce NPL ratio.
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The above figure shows that the NABIL bank has inconsistent and fluctuating trend of
non performing loan ratio. In the fiscal year 2007/08 the bank is able to decrease NPL
ratio in comparison to previous two fiscal year and again increased in year 2009/10. So
NABIL should focus on managing its loan & advances. The NPL ratio of EBL and
SCBNL is in decreasing trend from fiscal year 2005/06 to 2009/10, this implies that
management of both bank are trying to reduce NPL ratio, which is very good for these
two banks.

4.3.3 Loan Loss Provision Ratio (LL P Ratio)

Thisisthe provision set aside by the banks in order to cover the probable loss caused due
to the default of the loan amount. This ratio shows how much the bank needs to set the
provision to cover the loss of default loan in the future from the loan released by the bank.
Lower LLP ratio signifies that the bank has higher volume of good loan and the provision
islessrequired and vice versa. LLP to TL is aways less than LLP to NPL as NPL isthe
part of TL. If theLLPto TL islower then we can say that the quality of loan is better. But
if the LLP to TL is higher then we can say that the quality of loan is not nice but at least
we can feel safe asit has more provision for losses from loan.

This ratio is calculated by dividing the total provision made by the bank by its Total
Loans & Advances. This can be presented as:

The above three tables showing Loan Loss Provision Ratio of NABIL, EBL and SCBNL
are summarized in the following table:

TableNo. 4.5
L oan L oss Provision Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 3.29 3.56 3.30
2006/07 2.68 3.30 2.94
2007/08 2.25 2.97 2.66
2008/09 1.81 2.64 1.76
2009/10 1.46 2.39 1.44
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Averagein % : 2.97 2.42

Source: Appendix5

The above table shows the Loan Loss Provision Ratio of NABIL, EBL and SCBNL from
fiscal year 2005/06 to 2009/10. From the table we come to know that all the three banks
have decreasing rate of LLP ratio which shows that all banks are able to reduce their non

performing loan by following robust credit management.
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The above figure shows that the LLPR of all the three banks are in decreasing trend from
fiscal year 2005/06 to 2009/10. It clearly indicates the sound credit management system
followed by the banks under study. EBL has the highest LLPR (i.e. 3.56%) in the fiscal
year 2005/06 whereas SCBNL has the lowest LLPR (i.e. 1.44%)in the fiscal year
2009/10.

4.3.4 Loan Loss Coverage Ratio (LL C Ratio)

Loan loss coverage ratio is mandatory that for every loan bank needs to keep some

provision. It indicates the provison made by bank for exposure of loan loss in terms of
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non performing loans. Higher the loan loss coverage ratio better is the financial condition

and vice-versa. Loan Loss Coverage Ratio can be calculated as:

The above three tables showing Loan Loss Coverage Ratio of NABIL, EBL and SCBNL

are summarized in the following table:

TableNo. 4.6
L oan L oss Coverage Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 249.52 218.48 122.70
2006/07 195.07 259.17 138.24
2007/08 200.37 369.86 145.90
2008/09 244.84 390.66 190.64
2009/10 181.96 495,72 220.72
Averagein % 214.35 346.78 163.64

Source: Appendix6
The above table shows that the Loan Loss Coverage ratio of NABIL, EBL and SCBNL

from fiscal year 2005/06 to 2009/10. Among three bank EBL has the highest average
ratio of 346.78% which shows that EBL can recover their non performing loan loss in
case of any fault made by loan taker in comparison to NABIL and SCBNL.

FigureNo. 4.6
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The above figure shows that all banks have maintained sufficient provision to cover
future loan loss. The LLCR of EBL and SCBNL are in increasing trend whereas the ratio
of NABIL bank has declined in the fiscal year 2009/10. EBL has the highest LLCR (i.e.
495.72%) in the fiscal year 2009/10 whereas SCBNL has the lowest LLCR (i.e. 122.70%)
in the fiscal year 2005/06. The data shows the LLCR more than 100% and in some cases
it is even more than 400%. It is due to the fact that there is a provision of 1% for good

loan also which is not added in non-performing loan.

4.4 Management

Management is the pillar of an organization and is responsible for organizational growth
and success. To meet the unlimited needs from limited resources, management is very
essential. It has been said that an effective management can make the organization
whereas an ineffective management can break. It is a set of activities like planning,
organizing, leading, staffing, directing, communicating, motivating and controlling. Over
the years, the Nepali financial sector has evolved strongly with robust management
discipline. At the same time, we also have enough cases where due to poor management,
banks have performed poorly. Human resource management is one of the key
management issues; good or bad human resource management trand ates into efficient or
inefficient staff performance.

In CAMEL analysis Management Efficiency Ratio is calculated in order to find out the
contribution of each staff on the net profit of the organization. Management efficiency
ratio measures the management quality and efficiency of per staff contribution to the

earning of the organization.

4.4.1 Management Efficiency Ratio (ME Ratio)

Management Efficiency Ratio is the ratio of net income of any bank to its number of
working employees. This ratio shows the contribution of each employee in generating
total net income. A good management always has sufficient number of efficient,
motivated, responsible and dedicated manpower in the team. It is always confident at its
system. The higher ratio indicates existence of efficient management and vice versa. It

can be calculated by using following formula:
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The above three tables showing Management Efficiency Ratio of NABIL, EBL and
SCBNL are summarized in the following table:

TableNo. 4.7

Management Efficiency Ratio of NABIL, EBL and SCBNL

Year NABIL EBL SCBNL
2005/06 1220925 654531 1775645
2006/07 1440504 775460 1909437
2007/08 1578359 754222 1970564
2008/09 1794395 1004941 2172204
2009/10 2041689 1225974 2615088
Average 1615174 883025 2088587

Source: Appendix7

The above table shows the Management Efficiency Ratio of NABIL, EBL and SCBNL
from fiscal year 2005/06 to 2009/10. Among three banks SCBNL has the highest MER
than NABIL and EBL which shows that the SCBNL’s per employee contribution to net
profit is high and it is successful to manage its empoloyee efficiency than other two
banks.
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FigureNo. 4.7
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The above figure shows that SCBNL has highest management efficiency ratio than
NABIL and EBL. NABIL has highest management efficiency ratio than EBL. This
explains that SCBNL’s per employee contribution to net profit is high and it is successful
to manage its empoloyee efficiency than other two banks. As effectively the human
resources are mobilized the better earning the bank gain. So, the remedy would be either

to reduce no. of staffs or to increase efficiency or to increase profit volume.

4.4.2 Subjective Analysis of Management Quality

The quality of management is reflected from its service that it provides to its customer.
For this | made a personal visit to selected bank’s office and rate them on the basis of
service and outlay of banksrating is done from 1 to 5 in which 5 israted to best where as

1israted to poor quality of bank’s service. The rating is shown on the table below:
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TableNo. 4.8

Rating of NABIL, EBL and SCBNL

Basis of Rating NABIL EBL SCBNL
Brand Position 4 4 5
Parking Space 5 5 5
Customer Service 4 4 4
Securities 5 5 5
Space for Customer 4 4 4
Relation with Customer 5 5 4
Lighting 5 5 5
ATM’s 5 4 3
International Status 4 4 5
Office Environment 4 4 5
No. of Branches 5 4 3
Ranking 1% 3d 2nd

From the above table, we can say that brand position of SCBNL is stronger than that of
NABIL and EBL. Parking space, customer service, securities, lighting of al the three
banks are satisfactory. According to above table, NABIL ranked 1%, SCBNL ranked 2™
and EBL ranked 3.

4.5 Earning Capacity

In simple sense earning can be understood as profit. Profit is earned by the banks largely
through financing activities, in the form of loans and advances to the customers,
placements in other banks, investment in government securities etc. Revenue is earned
through non-exposure functions by way of commissions and fees, but its contribution in
the overall profit remains in the lowest side. Hence, banks earns major portion of their
income through funding money, which it acquires through various means such as

collecting deposits in various accounts, by issuing shares, debentures etc.
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Thus, it can be said that an analysis of earning helps the management, shareholders and
depositors to know about the performance of the bank, sustainability of earnings, and to
forecast the growth of the bank. The success of a bank relies heavily upon the efficiency
of the management to drive it towards earning good profits. The following ratios have

been analyzed to test earning capacity of the bank.

4.5.1 Earning Per Share (EPS)

It measures the profit available to the equity shareholders on a per share basis, i.e. the
amount that they can get on each share held. In other words, this ratio measures the

earnings available to equity shareholders on a per share basis. It is calculated as:

The above three tables showing Earning per Share of NABIL, EBL and SCBNL are

summarized in the following table:

TableNo. 4.9
Earnings Per Shareof NABIL, EBL and SCBNL
Y ear NABIL EBL SCBNL
2005/06 105.49 54.22 143.14
2006/07 129.21 62.78 175.84
2007/08 137.08 78.42 167.37
2008/09 108.31 91.82 131.92
2009/10 106.76 99.99 109.99
Average 117.37 77.45 145.65

Source: Appendix8
The above table shows the Earning per Share of NABIL, EBL and SCBNL from fiscal

year 2005/06 to 2009/10. Among three banks SCBNL has the highest EPS of Rs.145.65
than NABIL and EBL. There is no standard value prescribed for EPS but higher value is
preferable. So, the banks need to increase profit volume.
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FigureNo. 4.8
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The above figure shows that the average EPS of SCBNL is the highest which is Rs.
145.65 where as the average EPS of EBL isthe lowest which is Rs.77.45. NABIL hasthe
increasing trend of EPS from fiscal year 2005/06 to 2007/08 then it starts to decrease in
the year 2008/09 and 2009/10. EBL has the increasing trend of EPS from fiscal year
2005/06 to 2009/10. Similarly SCBNL has increasing trend in initial two year then after it
starts to decrease. There is no standard value prescribed for EPS but higher value is
preferable. Higher volume of profit is required to have higher level of EPS. So, the banks
need to increase profit volume.

4.5.2 Price Earning Ratio (P/E Ratio)

This ratio reflects the price currently being paid by the market for each rupee of currently
reported EPS. This ratio helps security analysts to assess a bank’s performance as
expected by the investors. Higher ratio indicates better place for the investment and vice

versa. It can be calculated by using following formula:

The above three tables showing Price Earning Ratio of NABIL, EBL and SCBNL are
summarized in the following table:
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TableNo. 4.10

Price Earning Ratio of NABIL, EBL and SCBNL

Year NABIL EBL SCBNL
2005/06 14.27 16.04 16.38
2006/07 17.34 21.97 21.47
2007/08 36.84 30.99 35.25
2008/09 48.70 34.11 51.77
2009/10 45.89 24.55 54.64
Average 32.61 25.53 35.90

Source: Appendix9

The above table shows the Price Earning Ratio of NABIL, EBL and SCBNL from the
fiscal year 2005/06 to 2009/10. The SCBNL has the highest value of average ratio of
35.90 times where as EBL has the lowest value of average ratio of 25.53 times.SCBNL
has the highest P/E ratio of 54.64 times in year 2009/10 which signifies that the public

have more trust on the bank’s earning as well as its performance.
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The above figure shows that SCBNL has the highest value of average ratio which is 35.90
times where as EBL has the lowest value of average ratio which is 25.53 times. SCBNL
has the highest P/E ratio of 54.64 times in year 2009/10 which signifies that the public
have more trust on the bank’s earning as well as its performance. SCBNL has the
increasing trend of P/E ratio from year 2005/06 to 2009/10. Similarly NABIL and EBL
have increasing trend of P/E ratio from year 2005/06 to 2008/09 but both banks have
decreased value of P/E ratio in year 2009/10.

4.5.3 Return on Assets (ROA)

This ratio indicates how efficient a bank is utilizing and mobilizing its assets to generate
profit. Higher the ratio the better it is as it shows higher turnover of assets. It measures a
company’s success in earning a return for the common stockholders. Higher ROA
indicates better utilization of total assets. The return on assets is derived by dividing net
profit after tax by total assets. Mathematically:

The above three tables showing Return on Assets of NABIL, EBL and SCBNL are
summarized in the following table:

TableNo. 4.11

Return on Assets of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 3.05 1.43 2.45
2006/07 2.84 1.49 2.56
2007/08 2.47 1.38 2.42
2008/09 2.01 1.66 2.46
2009/10 2.35 1.73 2.53

Averagein % 2.54 1.54 2.48
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Source: Appendix10

The above table shows the Return on Assets of NABIL, EBL and SCBNL from the fisca
year 2005/06 to 2009/10. In the above table the average ROA ratio of NABIL is highest
which 2.54 % is where as the average ROA ratio of EBL is the lowest which is 1.54%.
SCBNL has higher ROA in comparison to EBL. Maximum ROA ratio shows that the
bank is successful in utilizing its assets properly.

FigureNo. 4.10
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The above figure shows that the average ROA ratio of NABIL is highest which 2.54 % is,
where as the average ROA ratio of EBL islowest which is 1.54%. The ratio of NABIL in
the fiscal year 2005/06 is the highest among al the ratio which indicates the bank was
most successful in mobilizing its assets to yeild highest return. The average ROA ratio of
SCBNL is higher than EBL which shows that the SCBNL is able to utilize its assets more
in comparison to EBL.The movement of ratio of al the banks is in zigzag trend through

out the study period. Maximum ROA ratio shows that the bank is successful in utilizing
its assets properly.
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4.5.4 Return on Equity (ROE)

This is one of the important ratios to judge whether the firm has earned a satisfactory
return for its equity-holders or not. This ratio reveals how well the firm has used the
resources of the owners to earn profit. So, the higher the ratio, the more favorable it is for
the stock holders which represent the sound management and efficient mobilization of the
owner’s equity. The return on equity ratio can be caculated by using the following

formula
The above three tables showing Return on Equity of NABIL, EBL and SCBNL are
summarized in the following table:

TableNo. 4.12

Return on Equity of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 32.96 20.45 37.76
2006/07 33.88 24.65 37.55
2007/08 32.76 24.67 34.25
2008/09 30.63 23.48 32.85
2009/10 32.94 28.98 33.58

Averagein % 32.63 24.45 35.20

Source: Appendix11

The above table shows the Return on Equity of NABIL, EBL and SCBNL from the fiscal
year 2005/06 to 2009/10. Among three banks, SCBNL has the highest average ROE in
comparison to NABIL and EBL which shows the SCBNL has utilized its shareholder’s
fund maximum. Higher ROE ratio indicates the bank is utilizing its fund in a proper way.
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The above table shows that the average ROE ratio of SCBNL is the highest which is
35.20% where as the average ROE ratio of EBL is the lowest which is 24.45%. NABIL
and EBL both have inconsistent and fluctuating ternd of ROE ratio where as SCBNL has
decreasing trend of ROE from fiscal year 2005/06 to fiscal year 2007/08 but inreased in
the year 2009/10. Higher ROE ratio indicates the bank is utilizing its fund in a proper

way.

4.6 Liquidity

Liquidity is defined as bank’s capacity to pay cash in exchange of deposits. Liquidity
needs of commercial banks are unique because in no other types of business there will be
such a large proportions of deposits payable on demand. In other organizations too,
liquidity is required for various purposes. Inadequate liquidity does damage credit-
standing of those organizations but if banks fail to repay the deposits on demand, the bank
loses the trust of the public. This leads to “runs” in the bank and probably bankruptcy
thereof. The following ratios have been analyzed to test Liquidity Position of the bank:

4.6.1 Cash Reserve Ratio (CRR)

As per the rule of NRB all commercial banks are required to maintain 5.5% of their total
deposit of Nepalese currency as CRR in their account with NRB for maintaining adequate
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liquidity. NRB has prescribed this mandatory requirement in order to save the

commercial banks from the liquidity risk. CRR can be computed as follows:

NRB Balance (LCY)
CRR = e
LCY Deposits— Margin Deposits

Computation of Cash Reserve Ratio:
TableNo. 4.13

Cash Reserve Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 3.83 1.9 8.77
2006/07 3.26 1.9 6.86
2007/08 6.00 2.9 5.46
2008/09 8.37 3.40 5.84
2009/10 9.03 2.83 8.18

Averagein % 6.09 2.59 7.02

Source: Annual Report of NABIL, EBL and SCBNL

The above table shows the Cash Reserve Ratio of NABIL, EBL and SCBNL from fiscal
year 2005/06 to 2009/10. NABIL bank has failed to maintain CRR in theinitial two years
and thereafter it maintains in the remaining three year. EBL has failed to maintain CRR
in all theyear. SCBNL isableto maintain CRR in al the years.
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FigureNo. 4.12
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As prescribed by NRB the commercia banks have to maintain a reserve of 5% against
their deposits upto fiscal year 2008/09 according to BASEL-l & from fiscal year 2009/10
they have to maintain a reserve of 5.5% against their deposits according to BASEL-I1.
The above figure shows that, NABIL bank fails to maintain CRR in fiscal year 2005/06 &
2006/07. But from fiscal year 2007/08 to 2009/10, it has maintained CRR. Everest bank
has failed to maintain CRR in every year which may have bad impact on their customer.
SCBNL is able to maintain CRR in every year which is very good for bank to be safe
from liquidity problem. As NRB wants bank to maintain CRR on weekly basis, the above
shown CRR may not reflect actual position of banks.

4.6.2 Cash and Bank Balance Ratio

Thisratio is designed to measure the Bank’s ability to meet immediate obligation, mainly
cash withdrawal by depositors. Lower ratio indicates that banks might face liquidity
crunch while paying its obligations whereas very high ratio indicates that the bank has
kept idle funds and not deploying them properly. Cash and bank balance ratio is derived
by dividing the cash and bank balance by total deposits. Symbolically:
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TableNo. 4.14

Cash & Bank Balance Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 3.83 10.40 5.75
2006/07 3.27 11.25 5.53
2007/08 6.00 13.15 8.20
2008/09 8.38 11.13 6.90
2009/10 9.04 18.50 8.75

Averagein % 6.10 12.89 7.03

Source: Appendix12

The above table shows the Cash & Bank Balance Ratio of NABIL, EBL and SCBNL
from the fiscal 2005/06 to 2009/10. EBL has the highest average ratio of 12.89% in
comparison to NABIL and SCBNL. NABIL and EBL have the average ratio of 6.10% &

7.03% respectively.
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This ratio reflects the banks ability to pay short term and immediate obligation to the
average customers. The above figure shows that the Everest bank has the highest average
ratio of 12.89% among the three banks where as NABIL has the lowest average ratio of
6.10%. Theratio of SCBNL is more fluctuating in comparison to EBL and NABIL which
shows that the banks need to manage their cash effectively so that there won’t be extra
idle cash and the obligation should also meet.

4.6.3 Investment in Government Securities Ratio

Banks around the world invest significant portion of their deposits in government
securities because merely maintaining adequate CRR and C&B Baance cannot be
considered sufficient for liquidity maintenance. Government securities are those securities
which are risk free and can be easily converted into cash anytime. Banks can utilize their
fund investing into government securities which are liquid in nature. And whenever they
need cash they can easily manage because government securities are easily accepted by
any investing organization. Investment in government securities ratio depicts ratio of total

deposits invested in government securities. Mathematically:

TableNo. 4.15

I nvestment in Government Securities Ratio of NABIL, EBL and SCBNL

Y ear NABIL EBL SCBNL
2005/06 16.58 20.80 37.73
2006/07 11.90 25.71 36.89
2007/08 20.60 25.87 28.84
2008/09 14.56 20.11 27.36
2009/10 9.92 15.44 27.87

Averagein % 14.71 21.59 31.74

Source: Appendix13
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The above table shows the Investment in Government Securities Ratio of NABIL, EBL
and SCBNL from the fiscal year 2005/06 to 2009/10. SCBNL has the highest average
ratio of 31.74% than NABIL & EBL which shows it has invested the highest proportion
of its deposits in the government securities. Similarly, EBL has greater investment in
government securities than NABIL. The higher ratio shows the better liquidity position of
the bank.
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FigureNo. 4.14
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The above figure shows that SCBNL has invested the highest proportion of its deposit in
the government securities i.e. 31.74%. All three banks have fluctuating trend of
investment in government securities ratio. Generally the investment depends on the
combination of deposits the bank has. The more the percentage of fixed deposits higher
the investment in government securities. The higher percentage shows the better liquidity
position of the bank.

4.7 Trend Analysis

A trend is a series of situation that follows a sequence. A widely and most commonly
used method to describe the trend is the method of least square. Under this, atrend lineis
fitted to the data satisfying the conditions. It is used to describe the trend of any variable
whether it increases or decreases with the passage of time. The trend analysis of profit of
different banks, have been presented as below:
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4.7.1 Profit Analysis

Profit is the return for taking risk on certain assets. Investors may buy and sell financia
assets in order to earn return on them. They expect certain rate of return from the
investment capital which is its profit. Its sources are interest spread between loans and

deposits, commissions, investment and other earnings.

TableNo. 4.16

Actual and Estimated Profit of NABIL, EBL and SCBNL (Rs. in million)

Y ear NABIL EBL SCBNL
Actual Estimated | Actual Estimated | Actual Estimated
2005/06 520 495 168 127 536 518
2006/07 635 608 237 243 658 632
2007/08 674 721 296 358 691 746
2008/09 746 834 451 473 819 860
2009/10 1031 948 638 589 1025 974

Source: Annex 2

The above table shows the Actual profiit & estimated profit of NABIL, EBL and SCBNL
from the fiscal year 2005/06 to 2009/10. All the three banks have increasing trend of
profit from beginning to ending. NABIL bank has highest profit in year 2009/10 than
EBL and SCBNL. But from the year 2005/06 to 2008/09 SCBNL has higher profit than
NABIL and EBL. The estimated profit of al the banks are, less or more very close to its
actual profit which shows the trend equation of profit of al the banks is reliable.
Estimated profit of all the banks are calculated by using least square method which is
shown in annex 2. All the banks should keep continue of growth rate of their profit for the
better future of the bank. On the basis of above table, the actual profit of all the three
banksis shown in graph below:
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The above figure shows that all the three banks have increasing trend of profit from fiscal
year 2005/06 to 2009/10. NABIL bank has highest profit in the fiscal year 2009/10.
SCBNL has the higher profit from the year 2005/06 to 2008/09 than NABIL and EBL but
decreased in the year 2009/10 than NABIL. Though EBL has lower profit than NABIL
and SCBNL in all the fiscal year but the trend of profit isin increasing. In conclusion, we
can say that profit earning trend of all the banks is appreciable and hope that the future of
al the banksis bright.

4.8 Analysis of Primary Data

To meet the objective of the study, primary data have been taken, analyzed and then
conclusion drawn on the basis of the findings. Primary data are collected from listed joint
venture commercia banks and investors or depositors as well as individual academicians.
More than one respondent have been included from the same organization as possible.
The respondent of the data covers customers, commercial bank’s officers available within
banking hour at main branch of each joint venture commercial banks under study. NABIL
Newbaneshwor, EBL Newbaneshwor and SCBNL Newbaneshwor and also individual

academicians.

Analysis of questionnair e covering customers, staffs and individual

academician.
TableNo. 4.17
Total Number of Respondent

S.No. Designation Number

1. Staffs of the selected banks. 18

2. Interested customers.

3. Individual academicians. 5
Total 32

Table No. 4.17 shows the number of respondents. All together 32 respondents were
participated in this part, anong them 18 were the staffs of joint venture commercial
banks, 6 each from the selected joint venture commercia banks. 9 were those customers

who are interested in financial analysis of bank’s performance and 5 were those
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academicians who have knowledge about financia analysis of banks financial

performance.
TableNo. 4.18
List of answer given by Respondent
S. Statement Option
No. a b c
1. | Arethe commercia banksimplementing the directives 25| 2 5
issued by NRB?
2. | Who will be benefited most by maintaining capital adequacy | 18 | 10 | 4
requirement?
3. | IsCAR set by NRB fit for regulation and supervision of 25 | 6 1

commercia bank?

4. | Whether loan and advance are reviewed on periodic basis? 20 | 8 4

5. | Areyou satisfied with existing requirement for the loan and 24 | 2 6

loan loss provision?

6. | Do you that contributions per staff on profit ae| 22 | 7 3
appropriate to analyse management quality?

7. | Incremental EPS has positive impact on every stakeholder | 24 | 2 6
of the bank, to whom do you think the impact is more?
8. | Doestheincrement in CRR from 5% to 5.5% have 26 | 4 2

decrease lending capacity of bank?

9. | NRB intend to increase interest rate on deposit by | 19 | 9 4
increasing CRR, do bank increase their interest rate on
deposit?

1% query that, are the commercial banks implementing the directives issued by NRB, 25
respondent opinions that ‘yes’, 2 respondent opinions that ‘No’ and 5 respondent’s
opinions that they don’t know. Most of the respondent agrees that the commercial banks
are implementing the NRB directives regularly and minority respondents don’t know
about the NRB directives.
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2" query that, who will be benefited most by maintaining capital adequacy requirement,
18 respondent agree that the depositors would be benefited by maintaining capital
adequacy requirement. 10 respondents agree with the shareholders also be benefited and 4
respondents agreed that the others benefited, who are relating to the commercial banks.

3 query that, is capita adequacy requirement set by NRB fit for regulation and
supervision of commercial banks, 25 respondent agreed that it’s all right to setting capital
adequacy requirement by NRB fit for effective regulation and supervision of commercial
bank and 6 respondent did not agree to setting capital adequacy requirement by NRB.

4" query that, whether loan and advance are reviewed on periodic basis, 20 respondents
showed their opinion to review the loan and advances on periodic basis regularly, 8
respondent showed their opinion that don’t review the loan and advance on periodic basis,

it isenough to loan and loan loss provision.

5" query that, are you satisfied with existing requirement for the loan and loan loss
provision, 24 respondents showed their opinion that the loan and loan loss provision of
present ratio is adequate to commercial banks. More than 50% respondent satisfied with
the NRB loan loss provision directives, only 2 respondents would not be satisfied with the

present provision in NRB and 6 respondents did not know about the question.

6™ query that, do you agree that contribution per staff on profit are appropriate to analyse
management quality, 22 respondents showed their opinion that contribution per staff on
profit is appropriate to analyse management quality, 2 respondents would not satisfy that
contribution per staff on profit is appropriate measure and 3 respondents did not know
about the question.

7™ query that, incremental EPS has positive impact on every stakeholders of the banks, to
whom do you think the impact is more, 24 respondents showed their opinion that the
impact on shareholders is more, 2 respondents showed their opinion that the impact on

depositorsis more and 6 respondents showed their opinion that impact on bank is more.
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8™ query that, does the incremental CRR from 5% to 5.5% decrease |lending capacity of
bank, 26 respondents showed their opinion that the incremental CRR has decreased
lending capacity of banks, 4 respondents showed their opinion that the incremental CRR
has not decreased lending capacity of banks and 2 respondents did not know about the
guestion.

9™ query that, NRB intends to increase interest rate on deposit by increasing CRR, do
banks increase their interest rate on deposit, 19 respondents showed their opinion that the
bank will increase their interest rate due to increment on CRR, 9 respondents showd their
opinion that the bank will not increase their interest rate and 4 respondents did not know
about the question.

4.9 Major Findings

The major findings of the study are derived on the basis of analyzing financia data of the

relevant banks which can be enlisted as follows:

The capital adequacy ratio of all three banks is more than the prescribed values of
NRB, which is 11% & 10% according to BASEL-I & BASEL-II respectively.
BASEL-II is implemented from the year 2008/09. Among three banks, SCBNL
has the highest average ratio of 15.03%, the average ratio of NABIL & EBL are
11.72% & 11.31% respectively. This explains that SCBNL has high degree of
strength of capital sufficiency that means better liquidity position and lending
capacity of bank but more of its fund seemsto betied up.

The core capital ratio of al the bnaks has more than the prescribed values of NRB
which is 5% upto fiscal year 2007/08 & 5.5% from fiscal year 2008/09 according
to BASEL-l & BASEL-II respectively. Among three banks, SCBNL has ranked 1%
every time by having highest CCR where as NABIL & EBL isranked as 2™ & 3"
respectively.

The performing loan ratio of EBL and SCBNL is in increasing trend where as
NABIL has fluctuating trend of performing loan ratio. The increasing trend of
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performing loan ratio of EBL and SCBNL shows that the bank has invested their
funds in proper way. But the decreasing trend of NABIL shows that the bank
should improve their credit management system.

The non-performing loan ratio of EBL and SCBNL is in decreasing trend from
fiscal year 2004/05 to 2008/09 which indicates that the credit and risk
management of both the bank is good. NABIL bank has inconsistent and
fluctuating trend of non-performing loan ratio which shows NABIL should focus

on managing its loan and advances.

Theloan loss provision ratio of all the banksisin decreasing trend from fiscal year
2004/05 to 2008/09 which shows the banks are reducing their non-performing loan
and that’s why the amount of provision made for non-performing loan is
decreasing. EBL has highest average ratio of 2.97% which shows EBL has good

capacity to bear the non-performing loan loss.

The loan loss coverage ratio of EBL & SCBNL isin increasing trend but NABIL
has fluctuating trend of LLCR. The loan loss coverage ratio shows the capacity of
the bank to cover loan loss in case of any default made by loan taker in the future.
The data shows the LLCR more than 100% and in some cases it is even more than
400%. It is due to the fact that there is a provision of 1% for good loan aso which

is not added in non-performing loan.

The management efficiency ratio of all the bank is in increasing trend which
shows the banks are able to mobilize their employees. Though EBL has increasing
trend of management efficiency ratio, it has lower ratio in comparison to NABIL
& SCBNL. So EBL should improve its MER.

The earning per share of NABIL is in increasing trend for the three years,
thereafter it is in decreasing trend. EBL has increasing trend of EPS from
beginning to ending. SCBNL has decreasing trend of EPS from year 2005/06 to
2008/09, though it has highest average EPS than other banks but it is not
satisfactory level of EPS. Even there is not any standard value prescribed for EPS
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but higher value is preferable. So, al the banks need to be increased their profit

volume.

Price earning ratio (P/E ratio) of SCBNL is the highest value of average ratio
which is 35.90 as well as highest P/E ratio in latest fiscal year. It shows the public
have more trust on the bank’s earning as well as its performance. Similarly,
NABIL and EBL have increasing trend of P/E ratio from fiscal year 2004/05 to
2007/08 but both banks have decreased P/E ratio in the last year which shows both
banks need to be increased P/E ratio.

Average ROA of NABIL is highest than EBL and SCBNL which shows the bank
is utilizing its assets more efficiently than other banks. The trend of ROA ratio of
al the banks is in fluctuating trend throughout the study period. Maximum ROA
ratio shows that the bank is successful in utilizing its assets properly.

The average ROE ratio of SCBNL is the highest which is 35.20% where as the
average ROE ratio of EBL is the lowest which is 24.45%. EBL & NABIL both
have fluctuating trend of ROE ratio where as SCBNL has decreasing trend of ROE
from fiscal year 2004/05 to 2007/08 but increased in the year 2008/09.

All the banks should maintain CRR of 5% upto fiscal year 2007/08 and 5.5% from
fiscal year 2008/09 according to BASEL-I and BASEL-II respectively. NABIL
has failed to maintain CRR in the year 2004/05 and 2005/06 but from fiscal year
2006/07 it has maintained CRR. EBL has failed to maintain CRR in al the years.
SCBNL is able to maintain CRR in al the years. As NRB wants bank to maintain
CRR on weekly basis the above shown CRR may not reflects actual position of

banks.

Cash and bank balance ratio reflects the bank’s ability to pay short term and
immediate obligation to the average customers. EBL has the highest average cash
and bank balance ratio than other two banks. This shows that the EBL has enough
liquidity. NABIL hasthe lowest ratio and SCBNL has fluctuating trend of ratio.

The avearge investment in government securities ratio of SCBNL is the highest

than other two banks. All three banks have fluctuating trend of investment in
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government securities ratio. The higher percentage shows the better liquidity
position of the bank. But it might lose opportunities to earn more interest than

from that of government securities.

Major Findings from Primary Data

From the analysis of primary data collected from customers, staffs of banks and

academicians, we found that maximum of respondents agree on following opinion:

Commercial banks are implementing the directives issued by NRB.

Depositors will be benefited most by maintaining CAR ratio.

CAR set by NRB fit for the regulation and supervision of the banks.

Banks review loan and advancesin periodic basis regularly.

Loan and loan loss provision of present ratio is adequate to commercial banks.
Contribution per staff on profit is appropriate to analyse management quality.
Incremental EPS has positive impact more on sharehol ders.

Incremental CRR from 5% to 5.5% decreases lending capacity of commercial
banks.

Commercial banks will increase interest on deposit as intended by NRB by

increasing CRR.
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CHAPTER -V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

The study “CAMEL Analysis of Joint Venture Commercial Banks” with reference to
NABIL Bank Limited, Everest bank Limited and Standard Chartered Bank Nepal Limited
has been prepared to fulfill the requirementof Master’s of Business Studies (MBS)
program. This study is mainly based on the annual report provided by the concerned
Banks. While sampling the Banks for study, three joint venture commercial banks

working in same field and similar nature have been taken as sample.

For this work various tools are used to study and this study is primarly based on
secondary data. However the analysis is done on the basis of primary data also.For
secondary data the most important tool used is financial tool where different types of
ratios are used for the findings. Similarly statistical method is used to find out mean, trend
analysis. The secondary data is abstracted from the annual report of three selected joint
venture commercial banks. The study covers the periods of five year from 2004/05 to
2008/09. For collection of the primary data, the schedules of questionaires were
developed and asked to the employees and customers of the banks. The personal iterview

was aso conducted to know their opinion.

To conclude this study, the whole study has been divided into five chapters of the
different aspects. The summary of each chapter can be presented in each paragraph.

First Chapter “Introduction” provides the brief introduction of the study, where | have
described the background of the study, origin of the bank in Nepal, concept of
commercial bank and its functions. In this chapter, the objectives of the study are to
observe the financial performance, anaysis and compare finamcial performance of
NABIL, EBL and SCBNL.
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In the second chapter, literature related to the financial performance has been reviewed.
By reviewing some previous studies, many inputs can be taken for the study and other

researcher can also take advantages from this section.

Third chapter explains about the methodology of the study. | have mostly used the
secondary data. This study covers the five years data of the bank and financial and

statistical tools are used, which included ratio analysis, mean, trend analysis.

Fourth chapter is data presentation and analysis. Data analysis tools mentioned in the
third chapter is used to analyze the data in this chapter. Various ratios that are related to
financia performance of the bank have been used to analyze the financia performance of
the NABIL, EBL and SCBNL. | have followed the CAMEL approach for the
performance analysis of the banks and which has been done through ratio analysis, trend
analysis and graphical presentation. Capital, Assets, Management, Earning and Liquidity
position of the banks have been analyzed and compared to get the idea about the financia

position of these banks.

5.2 Conclusion

The study shows that al the selected banks are performing well under the NRB
regulations despite of having unstable political situation of the country. After going
through the overall study and findings plus the financial reports, | found that all the three
banks are well managed with good capital structure and sound performance. The banks do

have an encouraging financial trend of the fiscal year generating profit.

The study shows that the capital adequacy ratio is more than 11% & 10% as
prescribed by NRB according to BASEL-1 & BASEL-II respectively maintained
by all banks throughout the study year. It seems very good condition of capital
adequacy in the banks, which will protect to its depositors. SCBNL has high
degree of strength of capital sufficiency that means better liquidity position and
lending capacity of bank but more of its fund seems to be tied up. CCR of all the
selected banks are above the NRB’s standard i. e. 5.5% upto fiscal year 2007/08

81



according to BASEL-1 & 6% from fiscal year 2008/09 according to BASEL-II.
Among three banks, SCBNL has ranked 1% every time by having highest CCR
where as NABIL & EBL isranked as 2™ & 3" respectively.

The study shows that the performing loan ratio of EBL & SCBNL isin incresing
trend from fiscal year 2004/05 to 2008/09. NABIL bank has aso increasing trend
of performing loan ratio from the year 2005/06 to 2007/08. In overall performing
loan ratio of all three banksisin good position. NPL ratio of EBL and SCBNL is
in decreasing trend from beginning to ending but NABIL has fluctuating trend of
NPL ratio. NPL ratio has to be as minimum as possible for effective utilization of
asstes. The conclusion is that al three banks are effective and efficient in utilizing
their asstes and are successful in decreasing their NPL ratio satisfactorily. Loan
loss provision ratio (LLPR) of al the three banks is in decreasing trend from the
fiscal year 2004/05 to 2008/09. It clearly shows the sound credit management
system followed by the banks. Loan loss coverage ratio of all the banks is very
good which shows that all the banks have maintained sufficient provision to cover

future loan loss.

For effective and efficient management, management efficiency ratio has to be
high. From the study, management efficiency ratio of all banks is well. SCBNL
has highest management efficiency ratio than NABIL and EBL. NABIL has higher
management efficiency ratio than EBL. The concluion is that SCBNL & NABIL
have good management quality than EBL unde study.

Higher the earning higher the banks is rated as successful and efficient. It is not
only important to bank but also equally important to shareholders and depositors.
From the study, SCBNL has the decreasing trend of EPS from the year 2005/06
and increasing trend of P/E ratio from beginning to ending. But it has highest
average EPS and P/E ratio than that of two other banks NABIL & EBL. EBL has
the increasing trend of EPS and P/E ratio from the year 2004/05 to 2008/09, which

shows that the earning capacity of the bank is increasing. NABIL has increasing
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trend of EPS and P/E ratio in the initial year but decreased at the ending year,
which shows that NABIL has fluctuating trend of earning. All the three banks
have fluctuating trend of ROA but in the average NABIL has highest ROA than
EBL & SCBNL. SCBNL has decreasing trend of ROE but in average it has
highest ROE than NABIL & EBL. NABIL & EBL have fluctuating trend of ROE.

NABIL Bank fails to maintain CRR in fiscal year 2005/06 & 2006/07, but from
fiscal year 2007/08 to 2009/10 it is able to maintain CRR. Everest bank has failed
to maintain CRR in every year. SCBNL has maitained CRR in every year. All
three banks have fluctuating trend of cash and bank balance ratio. But among three
banks, the cash & bank balance ratio of EBL is highest in average than NABIL &
SCBNL which shows the better liquidity position of EBL. All the three banks have
fluctuating trend of investment in government securities ratio. SCBNL has highest
average ratio of investment in government securities which is good for maintain

liquidity but less earning from the fund invested in government securities.

The trend of the profit of all the banksisin increasing trend, which encourages the
bank to perform better than current situation in future to earn more and more profit

by satisfying their customer.

NRB as the bank of the bank is a regulating body of all the commercial banks. It
has established various standards such as CAR, CCR, CRR for the protection of
depositor and investors. From the study, all selected banks found to maintain
NRB’s rgulation except in case of CRR, NABIL has failed to maintain CRR in
initial two years and EBL has failed to maintain CRR in all the year of study

period.

5.3 Recommendations

On the basis of analysis made and concluson drawn above, some important

recommendations have been made here which will be beneficial for the banks to
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overcome their problems and inefficiencies if applied. They will help the banks to

improve their future performances.

Recommendations to NABIL Bank Limited

NABIL has fluctuating trend of performing loan and non-performing loan. So it is
better for NABIL to have increasing trend of performing loan and decreasing trend

of non-performing loan.

Management efficiency ratio of NABIL is in increasing trend which is good for
the bank and to keep it continue, the bank should adopt new technology as per the

change and train their employees accordingly.

EPS of NABIL isin increasing trend in the initial three years, after then it isin
decreasing trend. So it should perform its activities more efficiently to increase
EPS in future. NABIL’s return on assets is in decreasing trend and return on
equity isin fluctuating trend, it is better to have increasing trend of return on assets

and return on equity.
From the liquidity management perspective NABIL could incur liquidity risk in

year 2004/05 & 2005/06 because its CRR was below 5%. So it must maintain its
CRR as per NRB directive.

Recommendations to Everest Bank Limited

EBL has increasing trend of performing loan and decreasing trend of non-
performing loan which is very good for the bank and the same trend should be

continued in the future also.

Management efficiency ratio of EBL isin increasing trend which is good for the
bank but in comparison to other bank it is lower. Therefore, the bank should adopt
new technology and innovations as per the change and train their employees

accordingly, to maximize per employee contribution.
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Though EBL has increasing trend of EPS, but in comparison to other banks it is
lower. So it should perform its activities more efficiently to increase EPS in future.
EBL has lowest ROA; it explains that EBL has not effectively utilized its assets to
increase profit, so EBL must effectively utilize its assets.

From the liquidity management perspective EBL could incur liquidity risk in al
the years because it’s CRR was below the NRB’s standard. So it must maintain its
CRR as per NRB directive.

Recommendations to Standard Chartered Bank Nepal Limited

High capital adequacy ratio in excess to statutory requirement indicates bank’s
inability to invest its resources, possibly limiting its future earning. SCBNL should
strive their best to invest their resources in productive sector as their CAR is

higher than requirement.

SCBNL hasincreasing trend of performing loan ratio and decreasing trend of non-
performing loan ratio which is very good for the bank and should be continued in
future. Similarly loan loss provision ratio is in decreasing trend and loan loss
coverage ratio is in increasing trend which indicates the better credit management

system applied by the bank for their better future.

Management efficiency ratio of SCBNL is in increasing trend which shows that
the bank is able to mobilize its human resources efficiently. The bank should train
their employees as per the change in new technology and innovations for better

contribution from them.
EPS of SCBNL is in decreasing trend so it should perform its activities more

efficiently to increase EPS in future. Similarly, ROA and ROE of SCBNL are in

fluctuating trend, it is better to have increasing trend.
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Investment in government securities of SCBNL is very high, it is good for its
depositors but it might lose opportunities to earn more interest than from that of

government securities.

Furthermore

The banks should improve their customer’s service so the customers are motivated

to deposit their surplus resulting in incremental profit.

The bank should not only copy the product such as Credit Cards ATM Machine,
Master Cards etc of international marketing but also should launch the product that

suits the requirements of the common public in Nepal.

The bank should give emphasisto all its customers equally to increase its deposits.
The bank should not only focus the high income earners and provide service in
and around urban areas, but also should provide service to people living in rural

areas because large number of Nepalese population livein rural areas.

In the light of growing competition in the banking sector, the business of the bank
should be customer oriented. It should strenghten and activates its marketing
functions as it is an effective tool of attracting and retaining customers. For this,
the bank should formulate new strategies of serving customers in a more

convenient and satisfactory way.

The bank should not escape from its overall social responsibilities.

The bank should provide incentive to the employee in order to motivate them in

their performance which leads to improve the overall bank performance.

The project oriented approach has to be encouraged in lending business of the

bank in which security is not necessary, risk is high but the project is important
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from the point of view of national economy. This gives rise to the bank and

economy as awhole.

The bank is recommended to open its branches not only in the urban areas, but

also intherural areas of the country for boosting up the lower level people.
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ANNEX 1

Questionnaire

Dear respondent,

| would like to request you to fill up the following questionaires prepared for collection of

your views as valuable resources for my research work. This research is conducted for

partial fulfillment of the requirements for the degree of MBS. It would be of great value

should you help in this project work by filling the following questionire:

Please tick (V) an option which you favor most.

1.

Are the commercial banks implementing the directives issued by NRB?

(a) Yes ()
(b) No ()
(c) Don’t Know ( )

. Who will be benefited most by maintaining capital adequacy requirement?

(a) Depositors ( )
(b) Shareholders ( )
(c) Don’t Know ( )
Is CAR set by NRB fit for regulation and supervision of commercial bank?
(a) Fit ()
(b) Unfit ()
(c) Don’t Know ( )

Wheyher loan and advance are reviewed on periodic basis?

(a) Yes ()
(b) No ()
(c) Don’t Know ( )

. Are you satisfied with existing requirement for the loan and loan loss provision?

(a) Yes ()
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(b) No ()
(c) Don’t Know ()
. Do you agree that contributions per staff on profit are appropriate to analyze

management quality?

(a) Yes ()
(b) No ()
(c) Don’t Know ( )

. Incremental EPS has positive impact on every stakeholders of the bank. To whom
do you think the impact is more?

(a) Shareholders ( )

(b) Depositors ( )

(c) Don’t Know ( )

. Does the increment in CRR from 5% to 5.5% decrease lending capacity of banks?
(a) Yes ()

(b) No ()

(c) Don’t Know ()

. NRB intend to increase interest rate on deposit by increasing CRR. Do banks

increase their interest rate on deposit?
(a) Yes ()
(b) No ()
(c) Don’t Know ( )
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Trend Analysis of Profit of NABIL, EBL and SCBNL (Rs. in million)

ANNEX 2

Y ear X | NABIL |EBL | SCBNL | x= X ? XY XY 1 XY 2
(Y) (Y) [ (Y2 (X-3)
2005/06 | 1 520 168 536 -2 4 -1040 -336 | -1072
2006/07 | 2 635 237 658 -1 1 -635 -237 | -658
2007/08 | 3 674 296 691 0 0 0 0 0
2008/09 | 4 746 451 819 1 1 746 451 819
2009/10 | 5 1031 638 1025 2 4 2062 1276 | 2050
Total n= | >Y= dYY1= | DY,= >x=0 | Ix°=| IXY= XY= | DXY,=
5 3606 1790 | 3729 10 1133 1154 | 1139

Y ear 2007/08 is taken as base year

For NABIL Bank Limited:

a=yY/n =3606/5 =721.2

we have the least square trend is y= at+bx
y = 721.2+113.3x

b= yxXY/3x?=1133/10 = 113.3

For Everest Bank Limited:

a=YY,/n=1790/5= 358

b=YxY,/¥x?=1154/10 = 115.4

For Standard Chartered Bank:

a=>Y,/n=3729/5=745.8

b= YXY,/Yx?=1139/10 = 113.9

we have the least square trend is y= at+bx

y = 358+115.4x

we have the least square trend is y= at+bx

y = 745.8+113.9x

Calculation of Estimated Profit of NABIL, EBL and SCBNL (Rs. in million)

Bank | Trend Equation | 2005/6 | 2006/7 | 2007/8 | 2008/9 | 2009/10
Of Profit
NABIL | y=721.2+113.3x | 4946 | 6079 | 721.2 | 8345 947.8
EBL y= 358+115.4x 1272 | 2426 358 473.4 588.8
SCBN | y=745.8+1139x | 518 6319 | 7458 | 859.7 973.6
L
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ANNEX 3

NABIL Bank Limited
Balance Sheet as at 15 July 2010 (31 Ashadd 2067)

Capital & Liabilities 2009/10 (Amount) 2008/09 (Amount)
1. Share Capital 965,747,000 689,216,000
2. Reserve & Surplus 2,164,493,637 1,747,982,989
3. Debenture & Bond 300,000,000 240,000,000
4. Loan & borrowings 1,681,305,000 1,360,000,000
5. Deposit Liabilities 37,348,255,840 31,915,047,467
6. Bills Payable 463,138,615 238,421,890
7. Proposed & Unpaid Dividend 361,325,024 437,373,004
8. Income Tax Liabilities 80,232,454 38,776,869
9.0ther Liabilities 502,899,934 465,940,930
Total Liabilities 43,867,397,504 37,132,759,149
Assets 2009/10 (Amount) 2008/09 (Amount)

1. Cashin hand 674,395,434 511,426,584
2. Balance with Nepal Rastra Bank 2,648,596,348 1,829,470,769
3. Bank Balance 49,520,689 330,243,702
4. Money at cal & short Notice 552,888,297 1,952,360,700
5.Investment 10,826,379,001 9,939,771,428
6.Loan, Advances & Bills Purchased 27,589,933,041 21,365,053,318
7.Fixed Assets 660,988,986 598,038,998
8.Non Banking Assets - -
9.0ther Assets 864,695,708 606,393,650
Total Assets 43,867,397,504 7,132,759,149

Sources: Annual report of fiscal year 2009/10 of Nabil Bank Limited.
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ANNEX 4

Everest Bank Limited
Balance Sheet as at 15 July 2010 (31 Ashadd 2067)

Capital & Liabilities 2009/10 (Amount) 2008/09 (Amount)

1. Share capital 838,821,000 831,400,000
2. Reserve & Surplus 1,364,804,055 1,089,837,580
3. Debenture & bonds 300,000,000 300,000,000
4. Loan & borrowings 312,000,000 -
5. Deposit Liabilities 33,322,946,246 23,976,298,535
6. Bills Payable 148,655,592 49,429,700
7. Proposed & Unpaid Dividend 230,524,766 140,790,370
8. Income Tax Liabilities 20,522,280 41,143,107
9. Other Liabilities 378,574,715 720,443,592

Total Liabilities 36,916,848,654 27,149,342,884

Assets 2009/10 (Amount) 2008/09 (Amount)

1. Cash in hand 944,695,793 822,989,425
2. Balance with Nepal Rastra Bank 4,787,163,541 1,080,914,584
3. Bank Balance 432,511,829 764,067,851
4. Money at call & short Notice - 346,000,000
5.Investment 5,948,480,273 5,059,557,544
6.Loan, Advances & Bills Purchased 23,884,673,616 18,339,085,562
7.Fixed Assets 427,157,451 360,512,480
8.Non Banking Assets - -
9.0ther Assets 492,166,151 376,215,468
Total Assets 36,916,848,654 27,149,342,884

Sources: Annual report of fiscal year 2009/10 of Everest Bank Limited.
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ANNEX 5

Standard Chartered Bank Nepal limited
Balance Sheet as at 15 July 2010 (31 Ashadd 2067)

Capital & Liabilities 2009/10 (Amount) 2008/09 (Amount)
1. Share capital 931,966,400 620,784,000
2. Reserve & Surplus 2,120,503,331 1,871,763,996
3. Debenture & bonds - -
4. Loan & borrowings 300,000,000 -
5. Deposit Liabilities 35,871,721,127 29,743,998,794
6. Bills Payable 72,941,748 87,397,021
7. Proposed & Unpaid Dividend 476,296,048 506,366,940
8. Income Tax Liabilities 4,262,601 2,051,550
9. Other Liabilities 809,776,754 503,426,025
Total Liabilities 40,587,468,009 33,335,788,326
Assets 2009/10 (Amount) 2008/09 (Amount)
1. Cashin hand 463,345,996 414,875,467
2. Balance with Nepal Rastra Bank 1,851,132,637 1,266,273,524
3. Bank Balance 822,684,902 369,094,223
4. Money at call & short Notice 2,055,549,000 2,197,537,600
5.Investment 20,236,121,082 13,902,819,011
6.Loan, Advances & Bills Purchased 13,679,756,990 13,718,597,132
7.Fixed Assets 137,292,540 117,272,258
8.Non Banking Assets - -
9.0ther Assets 1,341,584,862 1,349,319,111
Total Assets 40,587,468,009 33,335,788,326

Sources: Annual report of fiscal year 2009/10 of Standard Chartered Bank Nepal Ltd.
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APPENDICES

APPENDI X 1: Capital Adequacy Ratio

Total Capital Fund
CAR = oo x 100
Total Risk Weighted Assets

Capital Adequacy Ratio of NABIL Bank Limited

Y ear Total Capital Fund | Total Risk-weighted Assets | Ratio (in %)
2004/05 1766072530 14193071630 12.44
2005/06 2089324022 16976368425 12.31
2006/07 2307632395 19166766033 12.04
2007/08 2998730164 27010564315 11.10
2008/09 3727082787 34816500849 10.70

Capital Adequacy Ratio of Everest Bank Limited

Y ear Total Capital Fund Total Risk-weightedAssets | Ratio (in %)
2004/05 766879000 6924807000 11.07
2005/06 1391339000 11291137000 12.32
2006/07 1676115000 14976737000 11.19
2007/08 2406056000 21039879000 11.44
2008/09 2703870000 25619753000 10.55

Capital Adequacy Ratio of Standard Chartered Bank Nepal Limited

Y ear Total Capital Fund Total Risk-weighted Assets | Ratio (in %)
2004/05 1664361021 10497531776 15.85
2005/06 1844242000 12369488438 14.91
2006/07 2225284000 14168420035 15.71
2007/08 2655277000 18969853751 14
2008/09 3190367000 21703164000 14.70
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APPENDI X 2: Core Capital Ratios

Total Core Capital

CCR = oo x 100
Total Risk Weighted Assets

Core Capital Ratio of NABIL Bank Limited

Y ear Total Core Capital Total Risk Weighted | Ratio (in % )
Assets
2005/06 1610510308 14193071630 11.35
2006/07 1830794417 16976368425 10.78
2007/08 1992849715 19166766033 10.40
2008/09 2363598989 27010564315 8.75
2009/10 3044340637 34816500849 8.74
Core Capital Ratio of Everest Bank Limited
Y ear Total Core capital Total Risk Weighted Ratio (in %)
Assets
2005/06 663269000 6924807000 9.58
2006/07 927550000 11291137000 8.21
2007/08 1171133000 14976737000 7.82
2008/09 1900859000 21039879000 9.03
2009/10 1981579000 25619753000 7.73

Core Capital Ratio of Standard Chartered Bank Nepal limited

Y ear Total Core capital Total Risk Weighted Ratio (in %)
Assets
2005/06 1450185184 10497531776 13.81
2006/07 1606898000 12369488438 13
2007/08 1951117000 14168420035 13.77
2008/09 2304758000 18969853751 12.15
2009/10 2832761000 21703164000 13.05
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APPENDI X 3: Performing Loan Ratio

Performing Loan
Performing Loan Ratio = ------------------------ x 100
Total loan

Performing L oan Ratio of NABIL Bank Limited

Y ear Performing Loan Total Loan Ratio (in %)
2005/06 10802229684 10946736577 98.68
2006/07 13096157779 13278782259 98.62
2007/08 15724729781 15903023765 98.88
2008/09 21598374339 21759460334 99.26
2009/10 27774194658 27999012071 99.20

Performing L oan Ratio of Everest Bank Limited

Y ear Performing L oan Total Loan Ratio (in %)
2005/06 7771282526 7900090271 98.37
2006/07 10007018658 10136254448 98.73
2007/08 13969507151 14082686087 99.20
2008/09 18709121394 18836431762 99.32
2009/10 24351570294 24469555526 99.52

Performing Loan Ratio of Standard Chartered Bank Nepal Limited

Y ear Performing Loan Total Loan Ratio (in %)
2005/06 8194560390 8420868793 97.31
2006/07 9010347896 9206280211 97.87
2007/08 10593131204 10790148357 98.17
2008/09 13835263970 13963983752 99.08
2009/10 13789661419 13880703075 99.34

APPENDI X 4: Non Performing Loan Ratio




Non performing L oan
NPL Ratio = ------------m-mmmmmmmm oo x 100

Total Loan

Non Performing L oan Ratio of NABIL Bank limited

Y ear Non performing Loan Total Loan Ratio (in %)
2005/06 144506893 10946736577 1.32
2006/07 182624480 13278782259 1.38
2007/08 178293983 15903023765 112
2008/09 161085995 21759460334 0.74
2009/10 224817413 27999012071 0.80

Non Performing L oan Ratio of Everest Bank Limited

Y ear Nonperforming L oan Total Loan Ratio (in %)
2005/06 128807745 7900090271 1.63
2006/07 129235790 10136254448 1.27
2007/08 113178936 14082686087 0.80
2008/09 127310368 18836431762 0.68
2009/10 117985232 24469555526 0.48

Non Performing L oan Ratio of Standard Chartered Bank Limited

Y ear Nonperforming L oan Total Loan Ratio (in %)
2005/06 226308403 8420868793 2.69
2006/07 195932315 9206280211 2.13
2007/08 197071153 10790148357 1.83
2008/09 128719782 13963983752 0.92
2009/10 91041656 13880703075 0.66

APPENDI X 5: Loan Loss Provison Ratio (LLP Ratio)

Total Loan Loss Provision
LLP Ratio = ---------=-mmmmmmmm oo x 100
Total Loans & Advances




Loan Loss Provision Ratio of NABIL Bank Limited

Y ear Totao Loan Loss Total Loan & Advances | Ratio (in %)
Provision
2005/06 360566575 10946736577 3.29
2006/07 356239106 13278782259 2.68
2007/08 357245035 15903023765 2.25
2008/09 394407016 21759460334 181
2009/10 409079030 27999012071 1.46
L oan Loss Provision Ratio of Everest Bank Limited
Y ear Total Loan L oss Total loan & Advances | Ratio (in %)
Provision
2005/06 281418795 7900090271 3.56
2006/07 334946772 10136254448 3.30
2007/08 418604423 14082686087 297
2008/09 497346200 18836431762 2.64
2009/10 584881910 24469555526 2.39

Loan Loss Provision Ratio of Standard Chartered Bank Nepal Limited

Y ear Total Loan Loss Total Loan & Advances | Ratio (in %)
Provision
2005/06 277661010 8420868793 3.30
2006/07 270862401 9206280211 2.94
2007/08 287511222 10790148357 2.66
2008/09 245386620 13963983752 1.76
2009/10 200946085 13880703075 144

APPENDI X 6: Loan L oss Coverage Ratio (LL C Ratio)

Total Loan Loss Provision

LLC Ratio = ------=--m=——--

_______________________ x 100

Total Non Performing L oan

L oan L oss Cover age Ratio of NABIL Bank Limited

Y ear

Total Loan L oss
Provision

Total Non performing
L oan

Ratio (in %)

100




2005/06 360566575 144506893 249.52
2006/07 356239106 182624480 195.07
2007/08 357245035 178293983 200.37
2008/09 394407016 161085995 244.84
2009/10 409079030 224817413 181.96
L oan L oss Cover age Ratio of Everest Bank Limited
Y ear Total Loan Loss Total Non Performing | Ratio (in %)
Provision L oan
2005/06 281418795 128807745 218.48
2006/07 334946772 129235790 259.17
2007/08 418604423 113178936 369.86
2008/09 497346200 127310368 390.66
2009/10 584881910 117985232 495.72

L oan L oss Coverageratio of Standard Chartered Bank Nepal Limited

Y ear Total Loan L oss Total Non Performing | Ratio (in %)
Provision Loan
2005/06 277661010 226308403 122.70
2006/07 270862401 195932315 138.24
2007/08 287511222 197071153 145.90
2008/09 245386620 128719782 190.64
2009/10 200946085 91041656 220.72




APPENDI X 7: Management Efficiency Ratio (ME Ratio)

Net Profit after Tax
Management Efficiency Ratio = ------------------=-mmemnm--

Total No. of staff

M anagement Efficiency Ratio of NABIL Bank Limited

Y ear Net Profit After Tax No. of Staff MER
2005/06 520114085 426 1220925
2006/07 635262349 441 1440504
2007/08 673959698 427 1578359
2008/09 746468394 416 1794395
2009/10 1031053098 505 2041689

Management Efficiency Ratio of Everest Bank Limited
Y ear Net Profit After Tax No. of Staff MER

2005/06 168214611 257 654531

2006/07 237290936 306 775460

2007/08 296409281 393 754222

2008/09 451218613 449 1004941

2009/10 638732757 521 1225974

Management Efficiency Ratio of Standard Chartered Bank Nepal limited

Y ear Net Profit After Tax No. of Staff MER

2005/06 536244885 302 1775645

2006/07 658755881 345 1909437

2007/08 691668064 351 1970564

2008/09 818921008 377 2172204

2009/10 1025114536 392 2615088
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APPENDI X 8: Earning Per Share (EPS)

Net profit after Tax (NPAT)

EPS = -
Total No. of Shares
Earnings Per Share of NABIL Bank Limited
Y ear Net Profit After Tax No. of Shares EPS (Npr)
2005/06 520114085 4916544 105.49
2006/07 635262349 4916544 129.21
2007/08 673959698 4916544 137.08
2008/09 746468394 6892160 108.31
2009/10 1031053098 9657470 106.76
Earnings Per Share of Everest Bank Limited
Y ear Net Profit After Tax No. of Shares EPS (Npr)
2005/06 168914611 3150000 54.22
2006/07 237290936 3780000 62.78
2007/08 296409281 3780000 78.42
2008/09 451218613 4914000 91.82
2009/10 638732757 6388210 99.99

Earnings Per Share of Standard Chartered Bank Nepal Limited

Y ear Net profit After tax No. of Shares EPS (Npr)
2005/06 536244885 3746404 143.14
2006/07 658755881 3746404 175.84
2007/08 691668064 4132548 167.37
2008/09 818921008 6207840 131.92
2009/10 1025114536 9319664 109.99
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APPENDI X 9: Price Earnings Ratio (P/E Ratio)

Market Price per Share
P/E Ratio = -----=-=-=nsomomoememccm e
Earning Per Share

Price Earning Ratio of NABIL Bank Limited

Y ear Market Price Per Share Earning Per Share P/E Ratio
2005/06 1505 105.49 14.27
2006/07 2240 129.21 17.34
2007/08 5050 137.08 36.84
2008/09 5275 108.31 48.70
2009/10 4899 106.76 45.89

Price Earnings Ratio of Everest Bank Limited

Y ear Market Price Per Share Earnings Per Share P/E Ratio
2005/06 870 54.22 16.04
2006/07 1379 62.78 21.97
2007/08 2430 78.42 30.99
2008/09 3132 91.82 34.11
2009/10 2455 99.99 24.55

Price Earnings Ratio of Standard Chartered Bank Nepal limited

Y ear Market Price Per Share Earnings Per Share P/E Ratio
2005/06 2345 143.14 16.38
2006/07 3775 175.84 21.47
2007/08 5900 167.37 35.25
2008/09 6830 131.92 51.77
2009/10 6010 109.99 54.64
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APPENDI X 10: Return on Assets (ROA)

Net profit after Tax (NPAT)
ROA = mommmm oo x 100
Total Assets (TA)

Computation of Return on Assets:

Return on Assets of NABIL Bank Limited

Y ear Net Profit After Tax Total Assets ROA (in %)
2005/06 520114085 17064082093 3.05
2006/07 635262349 22329971078 2.84
2007/08 673959698 27253393008 247
2008/09 746468394 37132759149 2.01
2009/10 1031053098 43867397504 2.35

Return on Assets of Everest Bank Limited

Y ear Net Profit After Tax Total Assets ROA (in %)
2005/06 168214611 11732516418 1.43
2006/07 237290936 15959284687 1.49
2007/08 296409281 21432574300 1.38
2008/09 451258613 27149342884 1.66
2009/10 638732757 36916848654 1.73

Return on Assets of Standard Chartered Bank Nepal Limited

Y ear Net Profit After Tax Total Assets ROA (in %)
2005/06 536244885 21893578211 2.45
2006/07 658755881 25776332320 2.56
2007/08 691668064 28596689451 2.42
2008/09 818921008 33335788326 2.46
2009/10 1025114536 40587468009 2.53
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APPENDI X 11: Return on Equity (ROE)

Net Profit after Tax (NPAT)

] x 100

Shareholder’s Fund

Return on Equity of NABIL Bank Limited

Y ear Net Profit After Tax Shareholder’s Fund ROE (in %)
2005/06 520114085 1578206825 32.96
2006/07 635262349 1874994417 33.88
2007/08 673959698 2057049715 32.76
2008/09 746468394 2437198989 30.63
2009/10 1031053098 3130240637 32.94

Return on Equity of Everest Bank Limited

Y ear Net Profit After Tax Shareholder’s Fund ROE (in %)
2005/06 168214611 822625825 20.45
2006/07 237290936 962808301 24.65
2007/08 296409281 1201515266 24.67
2008/09 451218613 1921237580 23.48
2009/10 638732757 2203625055 28.98

Return on Equity of Standard Chartered Bank Nepal Limited

Y ear Net Profit After Tax Shareholder’s Fund ROE (in %)
2005/06 536244885 1420122785 37.76
2006/07 658755881 1754138777 37.55
2007/08 691668064 2368963119 34.25
2008/09 818921008 2492547996 32.85
2009/10 1025114536 3052469731 33.58
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APPENDI X 12: Cash and Bank Balance Ratio

Cash and Bank Balance
Cash and Bank Balance Ratio = -----------------------m-m-mm - x 100

Total Deposits

Cash & Bank Balance Ratio of NABIL Bank Limited

Y ear Cash & Bank Balance Total Deposits Ratio (in %)
2005/06 559380614 14586608707 3.83
2006/07 630238588 19347399440 3.27
2007/08 1399825851 23342285327 6.00
2008/09 2671141055 31915047467 8.38
2009/10 3372512471 37348255840 9.04

Cahs & Bank Balance Ratio of Everest Bank Limited

Y ear Cash & Bank Balance Total Deposits Ratio (in %)
2005/06 1049989208 10097690989 10.40
2006/07 1552967494 13802444988 11.25
2007/08 2391420594 18186253541 13.15
2008/09 2667971830 23976298535 11.13
2009/10 6164371163 33322946246 18.50

Cash & Bank Balance Ratio of Standard Chartered Bank Nepal Limited

Y ear Cash & Bank Balance Total Deposits Ratio (in %)
2005/06 1111116894 19335094726 5.75
2006/07 1276241423 23061032081 5.53
2007/08 2021021068 24647020755 8.20
2008/09 2050243214 29743998794 6.90
2009/10 3137163535 35871721127 8.75
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APPENDI X 13: Investment in Gover nment Securities Ratio

I nvestment in Gov. Securities

Investment in GOV. SECUritieS = ----------mmmmmmmmm oo x 100

Total Deposits

I nvestment in Gover nment Securities Ratio of NABIL

Y ear Total Investment in Total Deposits Ratio (in %)
govt. Securities
2005/06 2418431378 14586608707 16.58
2006/07 2301463338 19347399440 11.90
2007/08 4808348503 23342285327 20.60
2008/09 4646883136 31915047467 14.56
2009/10 3706102662 37348255840 9.92
I nvestment in Government Securities Ratio of EBL
Y ear Total Investment in govt. Total Deposits Ratio (in %)
Securities
2005/06 2100289702 10097690989 20.80
2006/07 3548616968 13802444988 25.71
2007/08 4704632426 18186253541 25.87
2008/09 4821604744 23976298535 20.11
2009/10 5146045773 33322946246 15.44
Investment in Gover nment Securities Ratio of SCBNL
Y ear Total Investment in govt. Total Deposits Ratio (in %)
Securities

2005/06 7294875438 19335094726 37.73
2006/07 8507036501 23061032081 36.89
2007/08 7107937303 24647020755 28.84
2008/09 8137615178 29743998794 27.36
2009/10 9998753558 35871721127 27.87
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