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CHAPTER |
INTRODUCTION

1.1 Background of the study

In general, investment means utilization of money, which may be surplus of income over
expenditure and/or borrowings, for the purpose of attaining financial gains, in the form of
profits in future. That means, some return is anticipated in any sort of investment, and
investment is possible when there is saving over income after the expenses that generally

are unavoidable.

“The word investment brings forth visions of profit, risk, speculations, and wealth. For
the uninformed, investing may result in disaster, for the knowledgeable, the investment

process can be exciting as well as financially rewarding” (Gupta; 1984).

Investment usually involves putting money into a bet, which is not necessarily
marketable in order to enjoy a series of return the investment is expected to yield. On the
other hand speculation is usually a shorter run phenomenon. Speculators tend to buy
assets with the expecting of a profit than can be earned from subsequent price charge and
sale. Investment is usually made expecting a certain stream of income, which has existed,

will not change in the future.

According William F. Sharpe, Gordon J. Alexander and Jeffery V. Baily “Investment in
its broadest sense means the sacrifice of current dollars for future dollars. Two different
attributes are generaly involved time and risk. The sacrifice takes place in the present

and its magnitude generally is certain” (Sharpe Alexander and Baily, 1998: 1).

“Investment in its broadest sense means sacrifice of current rupees for future rupees” it is
defined by William F. Sharpe and Alexander J Gordon for the term 'Investment'

Therefore, every investment entails some degree of risk.



Investment policy is the proper management of any fund or wealth to maximize value or
to obtain this high or favorable return with law risk considering the protection of Invest
forms the inflation and other possible harms. Banks are disbursing their money as
investment in trade business and industry. Due to the grown on banking sector in Nepal
and huge competition, investment are comparatively losses. Therefore, Banks should be
follow the principle of investment for profit. An investment policy should ensure
maximum profit and minimum Risk. Investment policy determines the investor's
objective and the amount of its investable wealth because there is possible relation

between risk and return for sensible investment strategies.

Thus it is very clear that there is not necessarily a return for every investment made; that
means, there always is the factor involved, which is the risk. And surprisingly, risk has a
proportional relation with the return; the more the risk, the more the gain. But it is the
risk itself that has the capacity of turning an investment into a complete failure. Since we
are talking about the investment of money for the sake of financial gains, by risk, we
mean the risks like inflation, interest rate fluctuation, market failure, risk of nonpayment,
shortages of raw materials, strikes, power failure, and etc. and ironically, not all the risks

areinsurable.

Banking means the business of providing financial services to costumers and to other
businesses. The basic services a bank provides are checking accounts, which can be used
like money to make payment and purchase goods and services; saving accounts and time
deposits that can be used to save money for future use; loans that consumers and
businesses can use to purchase goods and services, and basic cash management services
such as check cashing and foreign services, commercial banks, savings and loan

associations, savings banks and credit unions.

A broader definition of a bank is any financial institution that receives, collects, transfers,
pays, exchanges, lends, invests or safeguards money for its customers. This broader
definition includes much other financial institution that is not usually thought of as banks

but which nevertheless provide one or more of these broadly defined banking services.



These ingtitutions include finance companies, pension funds, security brokers and

dealers, mortgage companies and real estate investment trusts.

Banking services are extremely important in a free market economy. Banking services
serve two primary purposes. First, by supplying customers with the basic mediums-of-
exchange (cash, checking accounts and credit cards), bank plays a key role in the way
goods and services are purchased. Without these familiar methods of payments, goods
could only be exchanged by barter (trading one goods for another), which is extremely
time consuming and inefficient second, by accepting money deposits from savers and
then lending the money to borrowers. Banks encourage the flow of money to productive
use and investments. Thisin turn allows the economy to grow. Without this flow, savings
would sit idle in someone’s safe or pocket; money would not be available to borrow,
people would not be able to purchase cars or houses and businesses would not be able to

build the new factories.

Dr. Hart defines a bank as “A person or company carrying on the business of receiving
moneys and collecting draft for customers subject to the obligation of honoring cheques
drawn upon them time to time by customers to the extent of the amount available on their

current accounts.

1.1.1 History of Nepalese Banking System

The history of banking in Nepal is believed to be started from the time of Prime Minister
Ranoddip Singh in 1877 A.D. he introduced many financial and economic reforms. The
Tejaratha Adda was established at that time and its basic purpose was to provide credit
facilities to the general public at a very concessional interest rate. The Tgarath Adda
disbursed credit to the people on the basis of collateral of gold and silver. All employees
of government were also eligible for this type of loan, which was settled by deducting
from their salary. Tgaratha Adda extended credit only; it did not accept deposits from the
public.But the real banking started with the establishment of Nepal bank limited in 1994
B.S which was founded by Judda Samsher. It was the first bank of Nepal. Its main
function was to provide loans and accept deposits. Later Nepal Rastra Bank was
established as a centra bank in 2013 B.S. The bank was completely government



ownership bank and it also started to issues notes since 2016 B.S. Then after, several

commercia banks have been established in the recent years.

The initiation of formal banking system in Nepal commenced with the establishment in
1937 of Nepal Bank Limited (NBL), the first Nepalese commercial bank. The country's
central bank, Nepal Rastra Bank (NRB) was established in 1956 by Act of 1955, after
nearly two decades of NBL having been in existence. A decade after the establishment of
NRB, Rastriya Banijya Bank (RBB), a commercia bank under the ownership of His
Majesty’s Government of Nepal (HMG/N) was established. Thereafter, HMG/N adopted
open and liberalized policies in the mid 1980s reflected by the structural adjustment
process, which included privatization, tariff adjustments, liberalization of industrial
licensing, easing of terms of foreign investment and more liberal trade and foreign
exchange regime was initiated. With the adoption of liberalization policy, there has been
rapid development of the domestic financia system both in terms of number of financial
ingtitutions and as ratio of financial assets to the GDP. As of July 2005, the number of
commercia banks has reached 17 and their branches numbered 375. A total of 60 finance
companies and other Development Banks and numerous credit cooperatives have aso
been established. Total financial assets in 2004/2005 reached around 54.09 percent of
GDP and the M2/GDP ratio, which shows the financial sector development or financial
deepening increased from in 12.4 percent in 1975 to 50.9 percent in 2000.

In the context of banking development, the 1980s saw a major structural change in
financial sector policies, regulations and institutional developments. HMG/N emphasized
the role of the private sector for the investment in the financia sector. The financia
sector liberalization, started already in the early eighties with the liberalization of the
interest rates, encompassed further deregulation of interest rates, relaxation of entry
barriers for domestic and foreign banks, restructuring of public sector commercial banks
and withdrawal of central bank control over their portfolio management. These policies
opened the doors for foreigners to enter into banking sector under joint venture.
Consequently, the third commercia bank in Nepal, or the first foreign joint venture bank,
was set up as Nepal Arab Bank Ltd (now called as NABIL Bank Ltd). in 1984.



Thereafter, two foreign joint venture banks, Nepal Indosuez Bank Ltd. (now called as
Nepa Investment Bank) and Nepal Grindlays Bank Ltd (now called as Standard
Chartered Bank Nepal Ltd.) was established in 1986 and 1987 respectively. There after,
another 12 commercial banks have been established within the period of 12 years.
Nepalese banking system has now a wide geographic reach and institutional
diversification. Although, Nepalese financial sector is dynamic, a lot of scope for
development of this sector exists. This is because the banking and non-banking sectors
have not been able to capture all the potentialities of business till this time. It is evident
from the Rural Credit Survey Report that the majority of rural credit is supplied by the
unorganized sector at a very high cost — perhaps being at two or three time of the formal
sector - suggesting that the financia sector is still in the path of gradual development.
Overdue loans and inefficiency of the older and the larger of commercial banks have
aggravated and have been made to compete with the new trim banks with no rural
operations. Also, the commercial banks, domestic or joint venture have shown little
innovation and positive attitude in identifying new areas of saving and investment
opportunities.

There are 31 commercia banks, 88 devel opment banks, 88 financial companies, 18 micro
credit (Grameen) development banks and 16 saving and credit co-operation(licensed by
Nepa Rastra Bank) are established so far in Nepal. The bank with the largest network in
Nepal is The Nepal Bank Ltd. These commercial banks and financial institutions have
played significant roles in creating banking habit among the people, widening area and

business communities and the government in various ways.

With evolution of globalization and liberal economic policies, Nepalese financial sector

isalso ableto attract foreign investors as well as private investors within the country.



The following are the list of Mgor Commercial Banksin Nepal:

Table1.1

List of Licensed Commercial Banksin Nepal

Commercial Banks Year of Establishment(BS)
Nepal Bank Limited 1994
Rastriya Banijya Bank 2022
NABIL Bank Ltd. 2041
Nepal Investment Bank Ltd. 2042
Standard Chartered Bank Ltd. 2043
Himalayan Bank Ltd. 2049
Nepa SBI Bank Ltd. 2050
Nepal Bangladesh Bank Ltd. 2051
Everest Bank Ltd. 2051
Bank of Kathmandu Ltd. 2051
Nepal Credit & Commerce Bank Ltd. 2053
NMB Bank Ltd. 2053
Lumbini Bank Ltd. 2055
Kumari Bank Ltd. 2056
Machhapuchhre Bank Ltd. 2057
DCBL Bank Ltd. 2057
Laxmi Bank Ltd. 2058
Kist Bank Ltd. 2058
Siddhartha Bank Ltd. 2059
Global Bank Ltd. 2063
Citizens International Bank Ltd. 2063
Prime Commercia Bank Ltd. 2064
Sunrise Bank Ltd. 2064
Janta Bank Ltd. 2066
Mega Bank Nepal Ltd. 2067
Commerz and Trust Bank Nepal Ltd. 2067
Civil Bank Ltd. 2067
Century Commercial Bank Ltd. 2068
Sanima Bank Ltd. 2068
NIC AsiaNepal Ltd. 2070

Source: “www.nrb.org.np”

Nepal is one of the developing countries of the world. Over 85% of people of the country
live in rura area. Estimated GNP for the year 2006/07 is US $ 311 (Forum, international
year book 2063). It is a landlocked country with poor economic status gradually lifts its
dependency on agriculture in order to solve its problem of poverty. Economic status of



our country is growing very slowly, so development of different institutions is essential
for the rapid economic development. So the non agricultural sector can aso help in
economic development and reduction of unemployment to a large extent hence for this
various industrial, financial institution, Health institution has been developed.
Establishment of such institutions is not sufficient their successful operation is also
necessary. For successful operation finance plays a vita role in each organization,
finance is the art and science of managing money which is concerned with the process,
institution markets and involved in the transfer of money among individual, business and

government.

1.1.2 Concept of Commer cial Banks

Since the study is concerned with the investment done by commercial banks, now we
move on to what a commercial bank is. A commercial Bank is such an institution that
renders the public and organizations with the services related to the finances.

Commercia bank plays vital roles to collect money in the state. Generally, commercia
banks are required by the central bank to earmark a portion of their loan portfolio to
priority lending for agriculture, cottage industry, services etc., which includes 0.25% to
3% to the deprived sector (poor population). Under this obligation, commercia banks can
lend directly to individuals or self-help groups, charging a 6-7% interest rate, or provide
wholesale funds or equity to microfinance providers serving the poor in Nepal.

Two thirds of the priority and deprived sector lending and investment are provided by the
two public commercial banks, Nepal Bank Limited and Rastriya Banijya Bank. Until
recently the priority lending was set at 12% of the loan portfolio. It is now being phased
out, ending completely in 2012, while the 3% deprived sector requirement will stay in
place, and therefore loan and investment in microfinance with it. As of mid July 2003,
Rs.22,605 million were affected to the priority sector, while Rs. 3,563 million allocated
to deprived sector lending, from which 132.6 million was in the form of equity. Under
this requirement, investments made by commercial banks in the Rura Microfinance
Development Center, an apex organization providing wholesale fund to microfinance,

can be seen as anew link between the formal finance sector and microfinance.



“ A commercia bank is one which exchanges money, deposits money, accepts deposits,
grants loans, and perform commercia banking function, which is not a bank meant for

cooperative, agriculture, industries, or for such specific purpose” (Singh; 2063).

A bank bridges the gap between the primary borrowers and lenders of money by
accepting deposits from that part of the society that has been able to save their money and
lending to the other part which seeks money either for further investment or for fulfilling

the obligations of life.

All of the three commercial banks in the study are joint venture banks. “A joint venture is
forming of two forces between two or more enterprises for the purpose of carrying out a

specific operation (industry or commercial investment, production, trade” (Gupta; 1984).

Joint venture banks are commercial banks of corporate bodies, i.e., joining of two or
more enterprises, with the aim of carrying out particular activities like investment in
industries, trades, and commerce by negotiating among various groups of industries or
trades to attain joint exchange of goods and services, sharing the competitive benefits by

performing joint investment schemes.

Commercial banks are profit oriented organizations; thus they aim at earning profits for
fulfilling their objectives like wealth maximization, profit maximization, expansion and
growth, growth in goodwill, and etc. investment is required for the purpose of earning
profits. The banks invest the funds collected through accepting deposits from general
public and organizations in various accounts, and/or borrowings from other outside
investors, be it other commercial banks or foreign investors. And in this world, which is
getting dynamic day by day, and the ever growing competition, more investment
opportunities are emerging; but on the contrary, they are getting relatively fewer as well.
Thus in such critical conditions, joint venture banks can be regarded as better able and
best suited for the purpose of investment since they have adequate funds for the same, as
ell as more advanced technologies, more convenient globa networks, state of the art

working environments, and more efficient human resources. Apart from these, for the



best anticipated results, near to the best investment policies are a must since they are the
policies the implementation of which can turn into a total success or a complete mishap.
And of course, can turn investment into a total success or a complete mishap. And of
course, there are numerous factors that affect the formulation of investment policies;
government rules and regulations, monetary policies, taxation rules, political stability,
competition, and many more. Thus investment policies are to be formulated subject to the

constraints such that there are more return and considerably lesser risks.

1.1.3 Brief Introduction of Sample Banks

In the study, the investment policy and analysis of three joint venture commercial banks
in Nepal are studied and analyzed. The brief introduction of the sample banks is given
below:

Introduction of Nepal Bangladesh Bank Limited (NBBL)

Nepal Bangladesh Bank Ltd was established in the year 1994 with IFIC Bank Ltd of
Bangladesh with the goal to become “The Bank for Everyone”. Over the years bank has
been successful to increase the paid up capital to Rs 2 Billion. Its Head Office is situated
at New Baneshwor, Bijuli Bazar, Kathmandu.

The prime objective of this bank is to render hospitality to the valued customer. With a
network of 19 branches and a corporate office, bank has been providing the extensive
services to the valued customer. To facilitate the valued customer bank had successfully

install 16 ATMs and holiday banking for their convenience.

The bank has earned the glory of making available the services for amost all the top
business houses. Top exporter and importers of the country have established banking
relationship with the bank with a substantial volume of foreign business which has

enhanced the bank’s popularity in the international trade font.

With the continuous support of valued customers the bank has made all round progressin
every sphere of its operation. NBBL ensure valued customer to deliver the innovative
products and services as per requirement which will be highly beneficia to create the

value.



Vision & Mission
To offer financial services and become "the bank for everyone' by dedicating the
progress and growth of the bank to the community, customers, employees and
stakeholders by:
Fulfilling financial expectation of all level of society.
Providing excellent customer services by offering personalized quality services
and products.
Giving reasonable returns to al related stakeholders.
Using the latest technology aimed at customer satisfaction & act as an effective
catalyst for socio-economic developments.

Maintaining high standard corporate governancein al levels.

Share Capital of Nepal Bangladesh Bank Ltd.

(As on 31% Ashad 2070)
Share Capital Amount (Nrs)
Authorized Capita
30000000@100 3000000000
| ssued Capital
20093956@100 2009395600
Paid up Capital
20093956@100 2009395600

Source: Annual Report of NBBL
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Introduction of Everest Bank Ltd (EBL)

Everest Bank Limited (EBL) is a name we can depend on for professionalized and
efficient banking services with to more than 5 lakhs customers today. Founded in 1994,
the bank has been one of the leading banks of the country and has been catering its
services to various segments of the society since then. With clients from all walks of life,
the bank has helped develop the nation corporately, agriculturally and industrially. So one
can say with all earnestly that Everest Bank Limited is truly a Nepal ese bank

Everest Bank Limited (EBL) provides customer-friendly services through its Branch
Network and al its branches are connected through Anywhere Branch Banking System
(ABBS), which enables customers for operational transactions from any branches. The
bank has 50 Branches, 67 ATM Counters, 5 extension counter & 20 Revenue Collection
across the country making it a very efficient and accessible bank for its customers,

anytime, anywhere.

Bank has set up its representative offices at New Delhi (India) to support Nepalese citizen

remitting money and advising banking related services.

I. CorporateVision & Mission

Vision
To position it as a progressive & customer friendly bank providing financial and
other related services.

To cater to various segments of society using advanced technology.

To be committed to excellence in corporate values.
Mission

To provide excellent professional services & improve its position as a leader in
the field of financial related services.
To build & maintain a team of motivated and committed workforce with high

work ethos.
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To use the latest technology aimed at customer satisfaction & act as an effective

catalyst for socio-economic developments.

Share Capital of Everest Bank Ltd.

(As on 31% Ashad 2070)
Share Capital Amount (Nrs)
Authorized Capita
20000000@100 2000000000
|ssued Capital
17611264.1@100 1761126410
Paid up Capital
17611264.1@100 1761126410

Source: Annual Report of EBL

Introduction of Bank of Kathmandu Itd. (BOKL)

Bank of Kathmandu Limited has become a prominent name in the Nepalese banking
sector. Bank of Kathmandu Ltd. has become a glorify there corporate slogan “We make
your life easier’’. For the success of the above slogan Bank of Kathmandu is committed
to deliver quality service to customers, generating good return to shareholders, providing
attractive incentives to employees and serving the community through stronger corporate

social responsibility endeavor.

We would also like to elucidate that Bank of Kathmandu is committed to delivering
quality service to customers, generating good return to shareholders, providing attractive
incentives to employees and serving the community through stronger corporate social
responsibility.

BOK started its operation in March 1995 with the objective to stimulate the Nepalese
economy and take it to newer heights. BOK aso aims to facilitate the nation's economy
and to become more competitive globally.
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Vision

To become a significant contributor to the economic development of Nepa by
distinguishing the Bank as an efficient, competitive, safe and top-quality financial
ingtitution.

Mission Statement

To offer financial services and become the "Bank of Choice" by dedicating the progress
and growth of the institution to the community, customers, employees and stockholders
by:

Promoting economic growth and becoming a caring corporate citizen

Providing excellent customer services by offering personalized quality services
and products

Including modern technologies of banking that add value to customer services
Following strict risk-control mechanisms

Providing challenging career and learning opportunities for our employees

Share Capital of Bank of Kathmandu Ltd.

(As on 31% Ashad 2070)
Share Capital Amount (Nrs)
Authorized Capital
20000000@100 2000000000
Issued Capital
16843967@100 1684396700
Paid up Capital
16843967@100 1684396700

Source: Annual Report of BOKL
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1.2 Focus of the study

Out of whole the investment policy and analysis of only three joint venture commercial
banks of Nepal are analyzed and studied in this report, using various financial and
statistical tools. The main focus of the study has been to study and compare the financial
soundness of the banks by analyzing and comparing their investment policy and
activities, to see how these banks stand and how they are able to face each other in the
common competitive grounds that they share. The main focus of the study is aso to
highlight the investment policies of commercial banks with the expectation that the study
can bridge the gap between deposit and investments. On the other hand, the study would
provide information to management of the bank that would help them to take corrective

actions.

1.3 Statement of the problem

Nepal as an economically backward country, most of its resources remain unused due to
the lack of financing. This inadequacy of financing can be removed by the participation
of foreign investors in the commercia banks. With this view, joint venture banks are
welcomed in Nepal. Joint venture banks are in many numbers at present days. They have
significantly contributed in making flow of funds within the country. But only the
establishment of commercial banks does not guarantee success. Success of commercial
bank depends upon its performance.

In other word, their contribution for the economic development purely depends upon
their performance. If the performance is good enough, it will be positive for al the
sectors. Therefore, the paramount significant is not the establishment of commercial
bank, but how efficiently they are performing. How will the commercia banks of Nepal
are doing is a matter of great concern. What will be their situation in future are some

arose question.

As it is said, “Morning shows the day” the present performance forecasts their future
position. There are some of the problems that have been encouraged this search study.
Investment policymaking and the implementation of the same are not easy tasks. The

investment policy of a commercial bank is influenced by lot of factors present in the
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environment in which the bank operates. In a country like Nepal which has the mixed
economy policy, commercia banks are required to follow rules and regulations regarding

investment and loans and advances imposed by the government and the central bank.

Though several commercial banks have been established in short period, but sufficient
return has not been earned. Strong, stable and appropriate investment policy has not been
followed. A huge collection and investment policy plays vita role for the economic
development of whole country.

However, this study only takes into consideration the operational and Investment policy
and analysis of the commercia banks as Nepal Bangladesh Bank Ltd, Everest Bank Ltd,
and Bank of Kathmandu Ltd. It has been tried to see how efficiently these commerciad
banks have been able to utilize their funds for their desired success. Comparison has also
been made in the study between various investments related activities of these banks.

Basically, the study has tried to get answers for the following questions.

How far have the banks been successful in utilizing the funds that they collect

through different deposit accounts and outside borrowings?
Have the banks been able to meet the obligations?

What is the relationship between total investment, loans and advances, deposit
and net profit of the selected commercia banks?

What are the comparative positions of three banks in terms of liquidity, leverage,

risk position and profitability ratio?
What is the investment trend of the selected commercia banks?

Which bank among the three seems to have been performing the best amongst

themselves?
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1.4 Objectives of the study

The basic objective of this study is to examine, evaluate and analyze the investment
policies and behaviors of the selected three commercial banks. To achieve this prime
objective, the following objectives are aso considered in this study.

To examine the fund mobilization of the banks under study.

To highlight the relation between total investments, deposit, loans and net profit
of the banks under study.

To evaluate the liquidity, assets management, efficiency, profitability and risk
position of the banks.

To examine the growth rate of banks in terms of deposits, loans and advances,
investment and profitability of the banks.

To explore the Investment trend and their projection for next five years of the
selected commercial banks.

To recommend the banks for its performance and suggest possible guidelines to
improve the investment policy of the chosen banks based on the findings of the
study.

1.5 Significance of the study

Thesis writing is very significant to the student. It helps the student to broaden their mind
by studying directly without others proper guide. It helps to know overall performance of
the banks under study. In the study the investment policy and practices of three joint
venture commercial banks of Nepal namely Nepal Bangladesh bank Itd., Everest Bank
Itd., and Bank of kathmandu Ltd., have been analyzed. The previous thesis reviewed for
the preparation of the study has only encompassed the investment activities of the banks

of the earlier years.

Beside from above things, this case study isimportant for following reasons:
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To increase the knowledge of the student in banking field.

To practice what we study theoretically.

This report is also helpful to general readers who want to know about the banks.
To provide information to customers of the banks.

Commercial Banks affect the economic condition of the whole country. The study is
made to highlight the investment policy of commercial banks. This helps to bridge the
gap between deposits and investment policies. The study will help the management of
Everest Bank Ltd., Nepal Bangladesh Bank Ltd, and Bank of Kathmandu Ltd. to improve
their performance and to take action if necessary. In Nepal, there are few resources,
which have been made in the area of investment policy of commercial Banks. Investment
policy is one of the essential and the main function where the whole banking business is
related. There are various Problems in effective investment of commercial banks of
Nepal, which affect their performance to the greater extent. Commercial banks
performance does not seem satisfactory in terms of utilizing its resources efficiently in
productive sectors. Hence, the main significance of the study of investment policy
analysis of Nepalese commercial banks is to help how to minimize risk on investment
and maximize return through portfolio anaysis. Similarly, the study of commercial
Banks investment trend, risk return pattern, portfolio management, credit management
and effect on investment decision on earning will strive to disclose the internal weakness
of the banks and furnish the ideas for improvement. The research will provide require
information to various people and parties such as genera reader, investors, shareholders,
brokers, financial agencies, businessmen, depositors, customers. The study will be
helpful to use as a pilot work for future research.

Therefore, such study gives us a chance to increase our both internal and external abilities
as well as the suggestion from the teachers, give a great idea to progress the banking
system of our country. This study is also significant since it compares and contrasts one
commercia bank, which in the latest year of study faced unprecedented huge loss, with

other two well operating commercial banks. The study has been conducted to analyze the
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existing investment practices of commercial banks and to point out defects present in it

and provide suggestive recommendations for itsimprovement.

1.6 Limitations of the study
It has been tried to make the study comprehensive and useful to the fullest asfar as
practicable. This case study has following limitation:

The study is exclusively based on the data related to investment policies of the
banks only.

The study is confined to evaluate the investment policy and analysis of only three
commercia banks in Nepal. Though contemporary and equal holding banks are
chosen for study, the results may not represent the investment policy of al banks.

The truth of research result is based upon the available data from the banks.

Basically the secondary data has been used for analysis which are collected from
the financia statements, annual reports, articles, publications, journals, and

articlesin websites, and only a period of five fiscal yearsis considered.

Sometimes the uncooperative behavior of the banks is aso creating difficulty in

preparing report.

All the required material is not given by the banks. They want to keep their
transaction secret.

The commercial bank has many branches spread al over Nepal, the information

and datafor this study is collected only through its Head office.

Only some statistical Methodology has been considered for computation or
analysis of the data.
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1.7 Organization of the study

To make the study more scientific and for easy understanding, it has been divided and
presented in different chapters, each chapter dealing with a different part of the study.
The chapters are as follows:

Chapter 1. Introduction

The first chapter deals with the introductory part of the study. It deals with the genera
background of the study, focus of the study, statement of the problem, objective of the
study, significance of the study, limitations of the study.

Chapter 2: Review of literature

It includes conceptua review work, journals, previous thesis, websites, articles, annual
reports etc.

Chapter 3: Research Methodol ogy

This chapter deals with the methodology under which the study has been conducted. It is
concerned with al the information that is related with how the required data have been
collected from the population and how they have been presented.

Chapter 4. Presentation and Analysis of Data

In this chapter, the available secondary datato the investment policy and analysis
of the banks under study collected through various sources are analyzed and interpreted
using the financial and statistical tools. Thisisthe most important part of the study.

Chapter 5: Summary, Conclusions and Recommendations

This is the suggestive framework containing the summary, conclusions and
recommendations of the whole research work regarding some possible improvements in

their investment activities.

Bibliography and appendices have been presented at the end of the thesis.
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CHAPTER |1

REVIEW OF LITERATURE

The second chapter encloses the review of literature performed for the study. This chapter
consists of review of literature relevant to the investment policy and analysis of
commercia banks. It has been tried to refer to as many sources of information in the form
of articles, thesis as possible for the better understanding of researches already held in

the past and to show the gap that previous researches have failed to meet.

This chapter has been divided into two part, conceptual framework and review of related
studies.

2.1 Conceptual Framework

Investment and savings are closely related factors. The remaining income after the
consumption of the same is the saving. And it is this saving that makes the background
for the creation of investment. Every investor seeks to achieve some return for the
investment done by him. Thus investment activity is concerned with the utilization and
management of the investors wealth, which is either his savings or borrowed money, in
productive areas in order to own more wealth in the form of profitsin future. It becomes
the duty of the investor to manage his investment in such as way that it more or less
ensures the maximum possible profits as well as to protect his investment from financial

hazards like inflation, depression, taxes, and etc.

For better understanding of the term investment, various books have been reviewed, and

below have been presented the definitions of investment by various authors.

“Investment, in the broadest sense, means the sacrifice of current dollar for future
dollars” (Sharpe and Alexander; 1999:1). In this definition, the authors have emphasized

on two different attributes of investment, time and risk.

“...Investing entails a continuous flow of decision which cannot be avoided. All

investment choices are made at point of time in respect of personal investment ends and
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in contemplation of an uncertain future” (Bhalla; 1983:1). Asis clear, investment is made
with the anticipation of making profits in the future. Thus proper consideration has to be

made while making investment decisions.

“Investment is made in assets. Assets in all are of two types real assets (land, building,
factures etc.) and financia assets (stock, bond, t-bills etc.). These two investments are not
competitive but complementary. Highly developed institutions for financia greatly
facilitate real investment” (Bhattarai; 2004:142).

“Investment is the employment of funds with the aim of achieving additional income or
growth in value. The essential quality of an investment is that it involves ‘waiting' for a
reward” (Singh; 1991:1). The author means that it is the waiting done for which the

reward or the return in the form of profitsis anticipated.

Further, the author says, Investment is the allocation of monetary resources to assets that
are expected to yield some gain or positive return over a given period of time. These
assets may range from safe investments to risky investments. Investmentsin this form are
also caled 'Financial Investment' (Singh; 1991:1). Financial investment means the
allocation of funds in securities, and all other investments made yield t\return in the form
of interest. Since the study has the subject matter of investment activities of commercial

banks, we focus only on the financia investment.

“Investment policy involves determining the investor's objectives and the amount of his
or her invest able wealth. Because there is a positive relationship between risk and return
for sensible investment strategies, it is not appropriate for an investor to say that his or
her objective is to 'make a lot of money'. What is appropriate for an investor in this
situation is to state that the objective is to attempt to make a lot of money while
recognizing that there is some chance that large losses may be incurred. Investment
objectives should be stated in terms of both risk and return” (Francis, 1980:1).

It is not necessary that there should always be a good return for all the investments made.
Although the investors are interested in making large amount of profits, there are many
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other factors that determine whether there will be enough profit or any profit at all. For
any investment to be profitable, there always has to be the risk factor. There is more
profit if the volume of risk involved is more too. Thus, investment policy making is a
very difficult task. As the study is based on the investment activities of commercial

banks, the definitions of commercial banks by various authors have been reviewed.

“A commercia bank is a bank which deals in exchanging currency, accepting deposits,
giving loans and doing commercial transaction” (Singh;2062:5). Commercial banks are
financial institutions that provide various financial assistance to the public and other
institutions. Of the many functions that commercial banks perform, the major functions

are to accept deposits and give loans.

Further, as per Singh ....the bank is an institution, which accepts deposits from the public
and in turn advance loans to business and persona customers. It is the financia
institution which provides wide range of banking services such as saving, credit payment,
remittance etc. Hence, a bank may be called the financial supermarket providing all kinds
of monetary services, which is necessary for the industrialization and economic
development of a country. "Commercial banks bridge the gap between the sources of
money and the borrowers of money. One of the main functions of a commercial bank is
to invest the funds collected through deposit in other profitable investments in the form of
credit and other investments. A very big part of acommercial bank's profit is earned from

the difference in interest income over its interest expenses.

“Commercial banks bring into being the most important ingredient of the money supply-
demand deposits through the creation of credit in the form of loans and investments.
Banks are the custodians of the community's money as well as the suppliers of its
liquidity” (Crosse and Hempel; 1980:3-4).

According to Nepal Company Act 2031 B.S, a commercia bank refers to such type of

bank which deals in money exchange accepting deposit advance loan and commercial
transaction except specific banking related to co-operative agriculture industry and other
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objective. Basic source of funds of commercial bank are capital reserve, undistributed

profit and several of deposits. Basic uses of the funds are loans advance and investment.

2.1.1 Some I mportant Terms

The study in this section comprises of some important terms of banking which are given
below:

A. Loan and Advances

Loans, advances and overdraft are the main source of income for a bank. Bank deposits
can cross beyond a desired level but the level of loans, advances and overdraft will never
cross it. The facilities of granting loan, advances and overdraft are the main service in

which customers of the bank can enjoy.

Funds borrowed from the banks are much cheaper than those borrowed from unorganized
money lenders. The demand for loan has excessively increased due to cheaper interest
rate. Furthermore, an increase in an economic and business activity always increases the
demand for funds. Due to limited resources and increasing loans, there is some fear that
commercial banks and other financial institutions too many take more preferentia
collateral while granting loans causing unnecessary botheration to the general customers.
Such loans from the institutions would be available on special request only and thereis a
chance of utilization of resources in economically less productive fields. There lies the

undesirable effect, of low interest rate.

In addition to this, some portion of loan, advances and overdraft includes that amount
which is given to staff of the bank for house loan, vehicle loan, personal loan and others,
in mobilization of commercial banks fund, loan, advances and overdrafts have occupied a

large portion (Bhandari, 2003).

B. Deposits
It is the important source of liquidity collected from general public, business and other
government agencies. It is the direct claim of outsiders in the bank. The total assets of

banks are financed by more than 75% from the deposits. Bank’s deposits are the amount
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it owes to its customers. A minimum balance is fixed for the depositors. Nepaese
commercia banks have introduced different type of deposit account.
Deposits are categorized under:

Current Deposit

Saving Deposit

Fixed Deposit

C. Investment on Gover nment Securities, Shares and Debenture

It is treated as a second source of banking business. A commercia bank may extend
credit by purchasing government securities bond and share for severa reasons. It may
wish to have high-grade marketable securities to liquidate if its primary reserve becomes
inadequate. It includes holding of short-term government bonds like treasury bills,
development bonds and other securities purchased in the open market and readily

converted into cash. These security bears low risk, low return but higher liquidity.

D. Investment on Other Company’s Share and Debenture

Commercial banks invest their excess funds in the shares and debentures of other
companies. They generally invest when there is excess of funds over the required when
there is no alternative opportunity to make investment in the profitable sector. For
example, most of the Nepalese commercial banks feel convenient to invest in the rural
development bank’s share as this complies both with NRB regulations for priority sector
lending and also they get moderate return from them. Nowadays, the commercial banks
of Nepal have purchased shares and debentures of regional development banks, NIDC
and other development banks etc. These types of investment are made for their income

generating power and for other advantages like tax shelter.

E. Other use of Funds
Commercia bank must maintain the minimum bank balance with NRB as prescribe by
the bank. They have to maintain the cash balance in local currency in the vault of the

bank. They must maintain the minimum of 6% in fixed deposit, 8% in current and saving
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deposits and 3% of minimum cash balance in local currency at NRB. A part of the funds
should be used for bank balance in foreign bank and to purchase fixed assets like land,
building, furniture, computer, stationery etc.

F. Off Balance Sheet Activities
These are items like letter of credit, letter of guarantee, commission, bills for collection
etc. Nowadays, these activities are stressfully highlighted by some economists and
finance speciadist, to expand the modern transaction of a bank. These activities are very
important, as they are the good source of profit to the bank though they have high risk.
These items are not recognized as assets or liabilities in Balance Sheet, but are the future
purchase or sale of assets, which are contingent obligation. Some of the items can be
defined as:
A letter of credit is defined as a written undertaking issued by the bank on behalf
of the seller at arequest, on the instruction of the buyer to pay at sight or at a
determinable future date up to stated sum of money within a prescribe time limit
and against stipulated documents or other conditions.
Letter of guarantee is a definite and irrevocable undertaking by a bank on behalf
of its customer to make payment up to a specified sum of money to the
beneficiary on demand in case of default by its customers. The need of bank
guarantee arises in business. Naturaly, business customers enjoy this service.
Sometimes, persona customers also may need a bank guarantee.
Bills are received in the form of cheques/ drafts. Business and personal customer
receive the cheques / drafts drawn on other banks. Banks collects the proceeds of
such cheques and pay to the customers.
Remittance is the process of sending and receiving fund from various places as
per the necessity of the day. This function of bank has benefited both the business
and personal customers. Fund transfer is made through various modes like
demand draft, telegraphic payment order, swift, and fax and mail order payment.
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2.1.2 Features of Sound Credit and I nvestment Policy

The scope of a commercia bank in the modern world is getting wider and wider day by
day. Today, the banking service is reaching more and more areas of the world and even
the mere thought of a world without banking is a nightmare, because banks have become

so much a part of the world and the people'slives.

Although accepting deposits and granting loans are not only tasks hat the banks conduct,
the role that these factors play in the bank is the most important. Banks have been

Offering many services to the people, and thus earning money in many different ways as
commissions, e.g. from remittance, and etc. yet, it basicaly is the income from the
lending that the banks do that constitutes the most of the banks incomes. Thus banks have
to take into consideration the factors that make an investment a sound one, and they are

asfollows:

a. Safety and Security

It is mandatory for the investments to be safe for the commercia banks to invest in them.
There ought not to be too much of volatility in them, ands they have to be secured against
tangible, durable, marketable, and high-market-value collateral. As the future is
uncertain, it is a must in order to save the banks from possible loss should the loan go
bad. A bank should be very much conscious in investing procedures and profitable
sectors. It should never invest its fund on those securities, which are subjected to too
much for volatility (Depreciation are fluctuation) because a little alternation may cause a
great loss. It must not invest its fund into speculative businessman, who may be bankrupt
at once and who may earn millions in minute also. Only Commercial durable, marketable
and high market valued securities should be accepted. For This purpose "MAST" should
be followed, where MAST stands for:

M - Marketable

A - Ascertainable
S - Stability

T - Transferability
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Thus safety and security is the first feature that must be present in any potential

investment.

b. Profitability

Only those sectors should be taken into consideration for the purpose of investment that
has the potential of being moderately of highly possible. The borrower should have the
capability of paying the periodical installments, which is true only when his incomes are
positive and stable. Thus the banks have to carry out required studies and procedures to
make sure that there will be adequate inflow of money in the potential investments to pay
out the periodical dues as well asto carry out successfully the operation of the borrower's
business venture. In case the investment is made in the non business sectors, the borrower

ought to have enough income from other sources to meet up with the dues.

c. Liquidity

The banks must have enough holding for being able to meet up with their short- term
obligations. It is profitable for the banks to invest more and more of their collected funds,
but they must as well be able to pay back the money of the depositors on demand. Thus
they have to mange the portfolio of different accounts in which they collect the deposits.
For example, the banks have to be able to pay the depositors any amount the depositors
wish to withdraw from their current and/or saving accounts (depending on the rules of the
banks); and on the other hand, they can hold the money for the time being that they
collect in their fixed and term deposits.

d. Diversification
Banks carry out the practice of investing in diversified sectors because it may not be safe
to invest in one sector only. As the saying goes, "A bank should not lay all its eggs on the
same baskets', in order to minimize the risk, banks should diversify their investments in
different fields. Diversification of the investments is performed with the hope that if there

islossin one sector, it will be covered by the profit in another sector.
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e. Purposeof Loan

The purpose why a borrower wants money from bank as loan must be learned and
understand aptly. There can be the risk of default and misuse of the loan granted, which
may not ensure receiving the dues from the borrower. Thus, all the essential documents
and procedures have to be fulfilled while granting loans, and there ought to be periodic
inspection by the bank in order to make sure the loan amount is being used as promised.

f. Legality
Nepal Rastra Bank and the Ministry of Finance have their own directives and rules,
regulations regarding the banks' lending and investment, which must be followed strictly

as the banks are allowed to invest in the legal sectors and securities only.

2.1.3 Sour ces of fundsfor the I nvestment

There are different sources of funds for the investment of the bank.

a. Capital

Capital is the lifeblood of the trade and commerce. Capital is needed for the operation of

the bank as in other business. But, it is only anomina source. Still it can be used for the

investment purpose. The capital fund consists of two elements like
I) Shares

These are the sources of fund to invest. By increasing the issue of share, the bank can
increase its capital.

I1) General Reserves

The bank is required to assign certain percentage of its profit to the reserves. This

reserveis aso invested.

b) Accumulated profit

When there is a need of more funds for investment, the bank can retain the accumul ated
profit. The bank invests its accumulated profit.
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¢) Deposits

Deposits are the main source of funds. By providing certain rate of interest, commercial
banks call for the deposit from the customer. Mainly, banks accept three types of deposits
i.e. current deposit, fixed deposit, saving deposit. These different types of deposits are
used for lending the money to different sectors like agriculture, productive work, trade,
irrigation and industry. The deposits will lead to increase in the working capital of the
bank.

d) External and Internal Borrowings

The funds can be collected by borrowings money through different banks or different
ingtitutions. In a developing country like Nepal, borrowing is very important. The
commercia bank may not have sufficient fund to invest in different sector. In that case it
has to borrow from other bank or other institutions. Generally the commercia bank
borrows from two sources i.e. external and internal. Generally an external borrowing
means the borrowings from foreign banks, and foreign government. Internaly, the
commercia bank borrows mainly from Nepal Rastra Bank. So the commercial bank
cannot provide loan or investment without the funds. From the above different source of

fund the commercial bank grants loan.

2.1.4 Factor s Affecting I nvestment Decision M aking

The commercia banks are most of the times interested in investing more and moiré of
their funds in profitable sectors. But there are many factors that affect the investment
decision-making which are as follows:

a. Liquidity Position

The commercia banks should always be prepared to return the money of the depositors
on demand. That is why the banks are required to hold adequate funds in order to fulfill
the depositors withdrawal demand. A bank having sufficient pool of liquid assets to
cover its liability shall be considered a bank having satisfactory liquidity position.
Quantifying same principle, when a liquid asset to short-term liabilities is more than
100%, the bank has sufficient liquid assets to meet its obligation reflecting a comfortable

scenario in terms of liquidity. The ratio shall be monitored on a weekly basis. Other
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Liquid assets and liabilities, which are not defined, should be included on the remaining

term to maturity.

b. Compulsory Reserve Ratio
Nepa Rastra Bank's rule for the ratio of funds that the commercia banks have to hold as
compulsory reserve affects the amount of fund that is available for investment. As per
directives, commercia banks have to maintain the minimum [\balance of 4.5% of fixed
deposit and 7% of current and saving deposit accounts. The banks are also required to

maintain 2% of cash balance of all local currency accounts.

C. Investment in priority, Deprived Sectors
Nepa Rastra Banks has its own directives to the commercial banks that require them to
invest in priority and deprived sectors. Investment in the deprived sectors reduces the
fund that can be invested in more profitable areas. But this is necessary from the
standpoint of the commercia banks' requirement of fulfilling the social obligations. NRB

however has been more liberal in this matter than before.

d. Infrastructure
Infrastructure for the industrial and economic development of a country also affects the
investment of commercial banks. If there is better facility of electricity, water supplies,
communication, and etc, the commercial banks have better opportunities of investing

their funds in productive sectors.

e. Political Situation
For easy and profitable investment making, there has to be stable political situation in the
country. In the context of Nepal that has been facing political crisis for some years,
commercial banks do not have as much opportunities to make more profits through
investment as they would if there had been strong and stable political situation. And the
recurrent strikes definitely have avery adverse impact in aimost all the fields.
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f. Investment Policy
The investment policy of the commercia bank itself also affects its investment. If a bank
has conservative lending policy, it will not invest too much of its funds in the form of
loans; and in the other hand, if the bank has aggressive lending policy, it will look for and

more profitable where it can invest it funds.

g. Competition
The competition among the commercial banks themselves who share the same market
opportunities that is available for a commercial bank. The bank that has the ability of
identifying and exploiting the investment opportunities certainly does get to earn more

profits through more investments.

h. Interest Yield

If the banks can earn lucrative interest incomes from potential investments, they are

interested in investing in those areas even by borrowing funds from outsi de.

2.1.5 Investment Attributes
Since there is much at stake in an investment decision, an investor should consider the
basic attributes of investments when deciding on a suitable option. At least four

investment attributes are integral to sound decisions in this sphere:

Safety

Although the degree of risk varies across investment types, all investments bear risk.
Therefore, it is important to determine how much risk is involved in an investment. The
average performance of an investment normally provides a good indicator. However, past
performance is merely a guide to future performance - not a guarantee. Some
investments, like variable annuities, may have a safety net while others expose the
investor to comprehensive losses in the event of failure. Investors should also consider
whether they could manage the safety risk associated with an investment -financially and
psychologically.
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Rate of return
Investments (growth options) generally provide higher rates of return compared to other
asset classes - cash and income options. The rate of return compensates for the level of
risk involved. Therefore, higher risk investments should necessarily bear higher rates of
return to attract investors. It is important not to be preoccupied with the rate of return

without assessing its relation to safety.

Liquidity
A liquid investment is one you can easily convert to cash or cash equivalents. In other
words, a liquid investment is tradable- there are ample buyers and sellers on the market
for aliquid investment. An example of aliquid investment is currency trading. When you
trade currencies, there is always someone willing to buy when you want to sell and vice
versa. With other investments, like stock options, you may hold an illiquid asset at

various pointsin your investment horizon.

Duration
The duration of an investment-, particularly how long it may take to generate a healthy
rate of return- is a vital consideration for an investor. The investment horizon should
match the period that your funds must be invested for or how long it would take to
generate adesired return.

2.1.6 Review of NRB Directives

NRB is the apex institution in the money and capital market. It is the central bank of the
nation that directs, supervises and controls the function of commercial banks and other
financial institutions. The commercial banks in Nepal must follow the Nepal rastra Bank
directives. These directives are meant for regulating, supervising, and monitoring the
activities of the banks. For, the study, NRB directives have also been reviewed.
According to the directives, the commercial banks are required to invest 40% of their
total advances in productive sector, which includes 12% in priority sector along with

deprived sector.
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Directives regarding Interest rates spread
The interest rate spread, the difference between interests charged on loan and advances
and the interest paid to the depositors has widened significantly. This has caused lower
financial intermediation. Therefore, NRB has required commercial banks to limit interest
rate spread between deposit and lending rates to a maximum extent of 5%. NRB has also
provided commercial banks with new calculation method of interest spread for a certain

period recently.

Provisions for Investment in the deprived sector
Some rules, which are formulated by NRB, affect the areas of credit and investment
extension to the deprived sector by the commercial banks. According to the new
provision, with effect from 31 quarter of F/Y 1995/96, investment in shares of the rural
development bank by commercial banks, which used to be counted for the priority sector
lending now is to be included under the deprived sector lending.

Provisions for credit to the priority sector
With the objective of mitigating the unemployment, poverty, economic inequality and
thus upgrading the deprived and low income people, the project of national development
and priority sector lending has been categorized as priority sector loan. With the view to
make credit available to small agricultural, industrial, and service sector and promote
income at employment opportunities, NRB has directed the commercial banks to extent

at least 12% of their total outstanding loans to the priority sector. (Shrestha 2002:95)

Commercial banks credit to the deprived sector is also a part of priority sector. Under
priority sector, credit to agriculture, cottage & small industries and credit to the services
are counted commercial banks loan to the co-operatives licensed by NRB is also to be

computed as the priority sector credit from the F/Y 1995/96 onwards.

Provisions for Investment in Productive sector

Nepal, being a developing country needs to develop infrastructure and other primary

productive sectors like agriculture, industry, etc. For this, NRB has directed commercial
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banks to extend at least 40% of their total credit to the productive sectors. Loans to
priority sector, agriculture sector & industrial sector have to be included in productive

sector investment.

Provision for the single borrower credit limit
With the objectives of lowering the risk of over concentration of bank loans to a few
borrowers and also to increase the access of small and middle size borrower to the bank
loans, NRB directed commercial banks to set an upper limit on the amount of loan
financed to an individual, firm, company or group of companies. According to this, CBs
are required not to exceed the single borrower limit of 35% in the case of fund based
credit and 50% in the case of non- fund based credit such as letter of credit, guarantee,

acceptance letter & commitment.

Likewise, in the case of consortium financing, commercial banks are permitted to extend
an additional 10% credit above the limit fixed by the NRB as before. In addition, Nepal
oil corporation, Agriculture inputs Corporation and Nepal Food Corporation for their
imports of petrol, diesel, kerosene, fertilizer and foodstuff have been removed from the

restrictions of single borrower limit.

Provision for minimization of liquidity risk
Commercial banks are required to monitor their liquidity risk. This is to minimize risk
inherent in the activities and portfolio of the banks. According to the regulations, a gap
found between maturing assets and maturing liabilities is the liquidity risk. They are
monitoring their assets and liabilities on the basis of maturity period. Maturity periods
such as 0-90, 91-180, 181-270,271-365 days and above year are classified for the purpose
of checking.

Cash reserve requirements (CRR)

To ensure adequate liquidity in the commercial banks to meet the depositors demand for
cash at anytime and to inject the confidence in depositors' regarding the safety of their
deposited funds, commercial banks are required to have maximum CRR. In this, regard,

NRB has directed commercial banks to deposit minimum 8% of current and saving and

34



6% of fixed deposits an the NRB cash reserve. The commercial banks are further

required ti have 3% cash of total deposits in their own bank as secondary reserve.

Provisions Relating to Classification of Loans/advances and Loan

Losses
Having exercised the powers conferred by Section 79 of the Nepal Rastra Bank Act,
2002, the following Directives have been issued with regard to classification of
credit/advances and provisions to be made for its possible loss by the institution obtaining
licenses from this. Bank to carry out financial transactions.
1. Classification of loans/advances:
Entire loans and advances extended by a licensed institution have to be classified
asfollows based on expiry of the deadline of repayment of the principal and interest of
such loans/advances:-
(a) Pass: Loans/advances which have not overdue and which are overdue by a period
up to three months.
(b) Sub-standard: Loans/advances which are overdue by a period from three months
to a maximum period of six moths.
(c) Doubtful: Loans/advances which are overdue by a period from six-months to a
maximum period of one year.
(d) Loss: Loans/advances which are overdue by a period of more than one year.
The loans which are in pass class and which have been rescheduled/restructured
Are called as "the performing loan, and the sub-standard, doubtful and loss

Categories are called non-performing loans.

Provision to be maintained for loan loss

(1) For the loans and bills purchase classified according to these Directives, the following

Loan loss provision shall be maintained based on the remaining amount of principal:

Loan classification Minimum Provision for loan loss

Classification of Loan Loan Loss Provision
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(a) Pass 1 percent

(b) Sub-standard 25 percent
(c) Doubtful 50 percent
(d) Loss loan/the loan extended to
blacklisted persons, firms, company or 100 percent
corporate body

Provided that in case of the insured loans, it would be required to make provision of only

25 percent of the provision referred to in sub-clause (1)

2.1.7 Regulations relating to Investment in share and securities by
commercial banks

1. Banks should prepare written policy relating to investment in shares and securities of
the other organized ingtitutions. Such policies should be implemented only under

approval of board of directors.

2. Banks may invest in shares and securities of anyone of organized institution not
exceeding 10% of paid up capital of such organized institution. Any amount of
investment more in excess of this limit for pursue of caculation of the capital fund
should be deducted from the core capita fund.

3. The total amount of investment should be restricted to 30% of the paid up capital of the
bank. Any amount of investment made in excess of 30% of paid up capital of bank for the

purpose of calculation of capital fund should be deducted from the core capital fund.

4. Banks should invest in the shares and securities of organized institutions, which are

already listed in the stock exchange where arrangement exists for listing within one year.

5. Where the shares and securities are not listed within the period prescribed provisioning
equivaent, the whole amount of such investment should be provided and credited to
investment adjustments reserve. The outstanding amount of such reserve should not be
utilized for any other purpose till the said shares and securities of the organized
institution are listed.
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2.2 Review of Related Studies
Here, in this part, the reviews of related studies conducted for the preparation of the study

are presented. Various reviews of books, journals, articles, master's degree theses have

been presented below.

2.2.1 Review of Books

Sharpe, Alexander and Bailey (2000), said in the book “Investment analysis and
management” that investment in its broadest since, means that sacrifices of current
dollars for future dollars. Two different attributes are generally involved: Time & Risk.
The sacrifice takes place in the present & is certain. The reward comes later of at al and
the magnitude is generally uncertain.

1. Real Investment: Generaly, if involves some kind of tangible assets such as: land,
machinery & factories.

2. Financia Investment: Involves contract has written on piece of paper such as. common
stocks & bonds.

Baidhya (1997) “A sound investment policy of a bank is such that its fund is distributed
in different types of assets with good probability on the one hand and provides maximum
safety and security to the depositors and banks on the other hand. Moreover, risk in
banking sectors tend to be concentrated in the loan portfolio. When a bank gets into a
serious financial trouble its problem usually comes from the significant amount of loan
that have become uncollectable due to mismanagement, illegal manipulation of loan,
misguided leading policy or unexpected economic downturn. Therefore, the bank
investment policy must be such that it ensures that it is sound and prudent in order to
protect public funds” (Baidhya, 1997: 46-47).

Cross & Hempal (1980) “Commercial banks bring into being the moot important
ingredient of the money supply demand deposits through the creation of credit in the
form of loans & investment. Banks are the custodians of the community's money as well

as the suppliers of its liquidity, since the study is concerted with the investment activities
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of commercial in Nepal, we take in to consideration exclusively the sector that are

required for & relented to the same.”

Reilly (1986) in his book “Investment analysis management & portfolio management”
has defined the term investment, “Investment is the current commitment of funds for a
period of time to obtain a future flow of funds that will compensate the investment unit
for the time the funds are committed for the expected rate of inflation & also for the
uncertainly involved in the future flow of fund”. (Investment, Japan: the oryden Press,
CBS Publisher Ltd.).

Gitman and John (1990) “Investment is any vehicle into which funds can be placed
with the expectation that will preserve or increase in vaue and generate positive
return”.(Gitman, 1990:47).

Pandey (1990) in his book “Financial management”. In investment decision, expenditure
and benefit should be measured in cash. In investment analysis, cash flow is more
important than accounting profit. It may also be pointed out that investment decision
affects the firm’s value. The firm’s value will increase if investments are profitable and
add to the shareholders wealth. Thus, investment should be evaluated on the basis of a
criterion, which is compatible with the objectives of the shareholders fund maximization.
An investment wills all to the shareholders wealth if it yields benefit in excess to the
minimum benefits as per the opportunity cost of capital (Pandey, 1999: 407).

Shrestha (1995) explains in her book, “Portfolio behavior of commercial banks sector of
the economy including agriculture, industry, commercial & socia service sectors. The
lending policy of commercial is based on the profit maximizing of the institution as well

as the economic enhancement of the country.”
From above definition, it is clear that an investment means to trade a know rupee amount

for some expected future steam of payment or benefits that will exceed currently outlay

by an amount that will compensate the investor for the time of uncertainly involved in
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expected future cash flows. This investment is the most important function of commercial
banks. It is very challenging task for commercial banks. So, a bank has to be very
cautions while investing their funds in various sectors. The success of a bank heavily
depends upon the proper management of its investable funds.

Radhaswami (1979) It may be said that a bank must strike a balance between liquidity,
profitability and safety. The secret of successful banking is to distribute resources
between the various forms of assets in such a way as to get a sound balance between
liquidity and profitability so that there is cash (on hand quickly realizable) to meet every
claim for the bank to pay its way and earn profit for its shareholders (Radhaswami, 1979:
24).

Investment management of bank is guided by the investment policy adopted by the bank.
The investment policy of the bank helps the investment operation of the bank to be
efficient and profitable by minimizing the inherent risk. So that an investment word is

attach in economics risk and return theory of future result.

Bhattarai (2005) “Investment Theory and Practice”. Investments are made in assets.
Assets generally are two types: real assets (Land, Building, Factories etc) and financial
assets (stock, Bonds, T-Bills etc.). These two types of investment are not competitive but
complementary. Highly developed ingtitution for financial greatly facilitate red

investment.”

Nowadays, more and more banks have developed formal written lending policies in
recent years. They provide guidance for the lending officers and there by establish a
greater degree of uniformity in lending practices. Since lending is important both to the
bank and to the community it serves, loans policies must be worked out carefully after
considering many factors like as follows.

Capital position

Risk and profitably of various types of loans
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Stability of deposits

Economic Condition

Influence of Monetary and Fiscal policy
Ability and experience of banks personnel

Credit needs of the area served

Commercial banks follow their own investment policy. However, few banks have
followed the written investment policy and few other banks do not follow the written
investment policy. Those who object to follow the written investment policy those who
feel that the economic environment of banking changes so rapidly that a formal written
statement would become dated within a short time. It is true that banking operates in a
changing environment, but changes do not occur rapidly that they cannot be incorporated

into awritten policy.

2.2.2 Review of Articles& Journals

Bajracharya (2007) “Monetary Policy and Deposit Mobilization in Nepal” had
concluded that the mobilization of domestic saving is one of the monetary policies in
Nepal. For this purpose commercia banks stood as the vital and active financial
intermediary for generating resources in the form of deposit of the private sector for
providing credit to the investor’s in different sector for providing credit to the investor’s

in different aspects of economy.

Shrestha (2045) in his article had the conclusion that the credit deposit ratio of the
commercia banks, other things remaining the same, would be 51.30 percent by the Y ear
2004 A.D. ,which however was the lowest under the period of review. Shrestha
recommended that the commercial banks try to enter more and more new fields in

lending.
Morris (1990) in his discussion paper “Latin America’s Banking System in the 1980 has

concluded that most of the banks concentrated on compliance with central bank’s rules

on reserve requirements, credit allocation and interest rates. While analyzing loan

40



portfolio, operating efficiency and soundness of bank, investment management has
largely been overlooked. He further adds that mismanagement in financial institutions has
involved inadequate and over-optimistic loan appraisal, lower loan recovery, high risk
diversification of lending and investments, high risk concentration, connected and insider
lending, loan mismatching etc. this had led many banks of developing to the failure in
1980.

Shrestha (2055) in her article has presented with the objectives of making an analysis of
the contribution of the commercial banks' lending to the GDP. She set GDP as the
dependent variable and lending in various sectors like agriculture, industries, commerce,
services, and general and socia services as independent variables in her research
methodology. A multiple regression technique had been applied to analyze the
contribution. The researcher came up with the findings that al the variables except the

service sector lending had positive impact on GDP.

Kishi (1996) in his article States that an introduction of the reform in banking sectors is
an integrate part of the liberal economic policy. Most of the banks and finance companies
have welcomed this policy. They regard this policy will increase the healthy competition

among the financial institutions.

Due to the poor investment policies and government handling, Nepal Bank limited and
Rastriya Banijya Bank have an increased volume of non- performing assets. Now, Nepal
Rastra Bank has given the management of these banks to foreign parties on contract in
order to improve the financial conditions of these banks. The policy of giving the
management of the banks to foreign parties in contract is the part of financial sector
reform policy of NRB.

Pradhan (1996) has published a glimpse on investment in different sectors, its problem
and prospects through his article “Deposit mobilization, its problem and prospects”. In
his article, he has expressed that deposit if the lifeblood of any financial institution and be

it a commercia bank, finance company, cooperative or non- government organization.
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Most Nepalese do not go for saving in institutional manner. They are very much used of

saving in the form of cash, ornaments or kind.

Pradhan (2003) in his research paper “Role of saving, investment and capital formation
in economic development™. A case of Nepal,” has analyzed about the strong role and
impact of saving, investment and capital formation on economic development of Nepal.
This study is based on secondary data only. The necessary data on saving, investment and
capital formation and gross domestic product has been collected for the period of 1974/75
to 2000/01. The role and impact of saving investment and capital formation on economic
development were analyzed by using various regression models. The regression
eguations used in this study have been estimated at current prices as well asin rea terms
with the entire study period divided into different sub periods.

The results presented in this chapter suggest that in al cases GDP is significantly
associated with saving, investment and capital formation both at current prices and in real
terms. The results of the empirical analysis led to three conclusions. First, saving,
investment and capital formation have positive impact on economic development.
Second, the current values and past values of saving, investment and capital formation
have positive impact on economic development but the current values have the largest
impact. Third, there is a strong role played by saving and capital formation on economic
development while weak role played by investment. (Pradhan, 2003; PP123-133).

2.2.3Review of Master's Degree Thesis

On the topic of investment policy, financial performance, lending policy, many students
of TU have prepared their theses in the past. For better understanding, many previous
thesis reports have been studied during the preparation of this report. And below have
been presented the objectives, research methodol ogies, findings, conclusions, and gaps of
such related theses.
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Pokharel (1983) conducted her research on “Investment policy of Rastriya Banijya
Bank” with the following objectives:
To review the investment policy of Rastriya Banijya Bank.
To examine if the bank had been fully mobilizing its deposits.
To establish the relationship between deposits and loans & advances and the
effect on them by the change in interest rates.

To forward recommendations for improvement in the bank's investment policy.

The study was conducted based on various secondary data available, and various
financial and statistical tools were used to analyze the available data.

Pokharel came up with the following findings at the end:
Rastriya Banijya Bank's investment pattern suggested that the investment was
directed mainly towards the security of gold and silver.
The study revealed that the bank then did not have any specific policies and
direction towards investment other than following Nepal Rastra Bank's directives.
The study showed that due to the bank’s not having any definite deposit policy,
the bank's deposit was not properly mobilized.
The study said that the changes in interest rates in deposits did not have any effect
on the deposit collection of the bank; it neither raised deposits nor it dropped that.
Pokharel wished to recommend that the bank perform sincere checking and

supervision from timeto time.

Pokharel's study was focused only on Rastriya Banijya Bank, thus the study does not tells
us about the investment pattern and policy of other commercia banksin Nepal.

Shrestha(1993) conducted a study on “Investment Planning of Commercial Banks in
Nepal” with the following objectives.
To evaluate the financial performance of the commercia banksin Nepal.

To study the investment of banks with reference to securities, loans & advances.
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To establish the relationship of banks' portfolio variables with national income
and interest rates.

Shrestha's research was conducted based on primary and secondary data, and various

financial and statistical tools were used to analyze the data.

The research came up with the following findings:
The study showed that the trend of commercial banks fund holding was growing,
deposit collection being the maor sources of fund. This resulted in the banks
having idle money, which meant loss of opportunities. Debt equity ratios were
high, even higher than 100%.
Banks established with foreign joint venture showed the tendency of more risk
taking than other Nepalese banks. The return ratios of foreign joint venture banks
on the average were higher than that of Nepalese banks. It also held true for the
total management achievement index then.
The study had the hypothesis that the commercia banks had nonprofessional style
of decision making, which was accepted on testing.
Yield from the banks investment in securities like shares proved to be
satisfactory, but the banks did not have strategic decision towards investment in
such.
Investment in industrial and commercial sectors had higher share of the total
investment.
The study showed that cottage and small industry consisted most of the priority
sector lending, and such lending had positive impact on national income.
Commercial lending proved to be more secure than that in social and industrial
Due to inadequate recovery of loans, increase in loan loss ratio was seen.

Shresthaa research was found to be very comprehensive in nature, and she has made

remarkable efforts to examine the investment planning of commercial banksin Nepal.

Khadka (1998) conducted a study titled “A study on the Investment policy of Nabil
Bank Ltd. In comparison to other Joint Venture Banks of Nepal” with the following

objectives.



To evaluate the liquidity, asset management efficiency, and profitability
positions of Nabil Bank Ltd. In comparison to other joint venture banks (they
are, Nepal Grindlays Bank Ltd. and Indosuez Bank Ltd.)

To evaluate and compare fund mobilization and investment policy of Nabil Bank
Ltd., with respect to fund- based balance sheet items and fee based off balance
sheet items, with that of other JVBs.

To evaluate and compare Nabil's growth ratios of loans & advances and total
investment, with respect to the growth ratios of total deposits and net profit, with
that of other JVBs.

To evaluate and compare the relationship of deposits with total investment, loans
& advances and relation of net profit and outside assets of Nabil with that of
other JVBs.

Khadka's research was basically based on the secondary data. Various financia ratios
were calculated and compared. The study was also based on analysis of data using

various and statistical tools.

The findings of his research are stated below:

The study showed that Nabil's liquidity position was weaker than that of other
JVBs.

Both balance sheet and off- balance sheet operations of Nabil was less successful
than that of the other JVBs.

The study showed that Nabil seemed to be more successful in increasing its funds
as well as fund mobilization through increase in credit and investment than the
other JVBs, it did not prove successful in maintaining high growth rate of profits
like the other JVBs. The profitability ratios of Nabil were comparatively lesser
than that of the other banks.

According to the study, there were significant relationships between deposits and
loans & advances, outside assets and net profit of both Nabil and the other JVBs,;

but the relationship was not significant between deposits and total investment.
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Khadka seems to have made justice to his research by analyzing the necessary financial
ratios and statistical relationships.

Shahi (1999) conducted research with the title “Investment Policy of Commercial Banks
in Nepal”with the following objective:
To evaluate the liquidity position, asset management efficiency, profitability and
risk position of Nepal Bank Ltd. in comparison to other joint venture banks (they
are, Nabil, NGBL and Indosuez Bank Ltd.)
To analyze and compare fund mobilization and investment policy of Nepal Bank
Ltd., with respect to fund- based balance sheet and fee based off balance sheet
transactions, with that of other JVBs.
To evaluate and compare the relationship of deposits , loans & advances,
investment , net profit of NBL with that of other JVBs.
To project the deposit mobilization of NBL for further five years and compare it
with that of JVBs.

Shahi's study was conducted based on available secondary data. He has employed various
financial and statistical toolsto analyze and interpret the available data.

The study came up with the following findings:
NBL had better liquidity position than the JVBs; but there was not the consistency
in the liquidity, which showed NBL did not have any specific policy.
The mean of loans & advances to total deposit ratio, total investment to total
deposit ratio, investment on government securities to total working fund ratio,and
total off-balance sheet operation to loans & advances ratio of NBL were less
successful than those of the JVBs. The study concluded that NBL did not have
any definite policy regarding the management of its funds.
NBL also seemed to be behind the JVBs in profitability position. NBL had greater
risk ratios than the others.
Nbl proved to be less successful in increasing its deposits, loans & advances,

other investments, and profits than the JVBs.
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NBL's deposits had negative relationships with loans & advances; but on the
contrary, it was positive in the case of the JVBs.

In Shahi's study, the trend analysis for next five years showed higher values for
deposit and loans & advances for NBL but lower trend values for next profit and
total investment, as compared with the JVBs.

NBL had high liquidity holding as well as high loan loss ratios due to weak loan
recovery.

The study concluded that NBL lacked innovative appraisal process, proper
collateral evaluation, and regular supervision, which were the key problems for

the bank's success.

Shahi's study is very inclusive of al the required information with accordance to the

objectives of his study.

Tuladhar (2000) conducted his research on “A Study on Investment Policy of Nepal
Grindlays Bank Limited in comparison to other Joint Venture Banks of Nepal” with the
following objectives:
To study the fund mobilization and investment policy regarding the fund-based
balance sheet and fee-based off-bal ance sheet transactions.
To evaluate the liquidity, asset management, and profitability ratios of the banks.
To evauate the growth ratios of loans & advances and total investment with
respect to the growth ratios of total deposit and net profit.
To conduct a survey to find out the views and ideas of the customers regarding

the existing services of the joint venture banks.

Tuladhar conducted a survey of 100 respondents through questionnaire for his study.

The findings of his study are as follows:
NGBL seemed to have more consistent and successful liquidity ratios than Nabil
and HBL.
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The mean of total investment to total deposit ratios of NGBL was higher than the
other JVBs, whereas, that of loans & advances to total deposit ratio of NGBL was
lower and inconsistent than the others.

The mean of loans & advances to working fund ratio of NGBL was higher but
investment on government securities to working fund ratio of the same bank was
lower than the other banks.

The study showed the mean of investment on shares on debentures to total
working fund ratio of NGBL was less than that of the other JVBs.

The study showed that HBL had the highest growth ratios of loans & advances,
then came NGBL and Nabil respectively in this regard.

The growth ratios of total investment of NGBL and Nabil were negative but that
of HBL was positive.

HBL seemed to have higher growth ratios of net profit than NGBL, and the same
of NGBL was a bit more satisfactory than Nabil's.

The profitability position of NGBL seemed to be higher than that of Nabil and
HBL.

The respondents of the survey that Tuladhar conducted favored the following sectors,

which has been shown in percentages, for the JVBs to invest:

Educational sectors : 2837T%
Poverty stricken and deprived sectors  :  26.24 %
Industrial sector : 1844 %
Tourism sector : 16%
Agricultural sector . 16%
Construction sector . 425%

In the survey, 43% of the respondents said that they understood all the facilities provided

by the banks and the rest stood against it. On being asked why there had been increase in

the minimum threshold balance and reduction in interest rates, 50% of the respondents

said that it was due to the banks' not having enough investment opportunities; 33% of the
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respondents said that the banks were trying to discourage the lower level depositors
indirectly, 10% of the respondents said that it was because the banks already had enough

deposit collection, and 7% said it was for some other different reasons.

On being asked why the JVBs had fewer branches in rura areas, 52.94% of the
respondents said that it was because the banks were profit oriented only, 19.73% said that
it was due to lack of communication facilities, and another 19.73% said it was due to not
having network among the areas, 7.60% said that it was because of some other reasons.

Tuladhar's study has been unique from other studies since his study has been based on
primary data whereas all other studies had been based on secondary data only.

The questionnaire prepared by Tuladhar had been prepared for the banks customers.
Thus, the survey was only able to receive information from the customers of the banks,

which do not necessarily have enough knowledge about banking investment activities.

Loudari (2001) carried out his study titled “A Study on Investment Policy of Nepal
Indosuez Bank Ltd. in comparison to Nepal SBI Bank Ltd.” with the following
objectives.
To examine the liquidity position, asset management ,and profitability positions
and investment policy of Nepal Indosuez Bank Ltd. in comparison to Nepal SBI
Bank Ltd.
To study and compare the growth ratios of loans& advances, investment, total
deposit, and net profit of the two banks. .
To anadyze and compare the relationship of deposit, loans & advances,
investment, net profit and outside assets of the banks..

Loudari's study has been based on available secondary data, and his study came out with
the following findings:
Current ratios for both of the banks were found to be satisfactory.
The cash reserves of both the banks showed fluctuated pattern; however, both of
the banks managed to maintain the CRR as directed by Nepa Rastra Bank.
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Nepal SBI seemed to have increase in its investment in government securities
but just the opposite in the case of Nepal Indosuez Bank.

Indosuez Bank's current ratio and cash reserve ratio were found to be better than
that of Nepal SBI; but Indosuez's ratios of cash and bank balance, investment on
government securities, and loans & advances to current assets were lower than
that of Nepal SBI.

Indosuez's deposit mobilization was less effective than Nepal SBI's, and the
investment of the former on government securities and shares and debentures of
other companies was lesser in amount than the latter's.

Indosuez had better return on total assets, on loans & advances, and interest
earning than Nepal SBI.

Indosuez's growth ratios of total deposit, loans & advances, total investment, and
net profit were lesser than that of Nepal SBI.

The trend values of loans & advances to total deposit ratio and total investment

to total deposit ratio of both banks were found to be decreasing.

Ojha(2002) conducted research on “Lending Practices. A Study on Nabil Bank Ltd.,
SCB Nepal Ltd.,and Himalayan BankLtd.” with the following objectives:
To evaluate the liquidity position and the effect of deposit on lending.
To evaluate the bank's credit progress.
To analyze the lending portfolio and to measure the portion of loans in the fields
of agriculture and priority and productive sectors.
To measure the quality, efficiency of lending process and its contribution on total

income.

Ojhas study was basically based on the avail able secondary data. Ojha's research findings
areasfollows:
The current ratios of all three banks, Nabil, SCBNL, and HBL, were found to be

good fairly consistent.
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Total liability to total assets of SCBNL was found to be highest due to the bank
having a large portion of capital from shareholders’ equity. HBL was found to

have larger portion on interest bearing depositsin itstotal deposit.

The study was focused only on the lending activities of the banks under study. The

research findings were based on the conclusions from the ratios calculated only.

Raya (2003) conducted the study on “Investment policy and analysis of commercial
banks in Nepal”: A Comparative study of standard chartered Bank Ltd. With Nepal
Investment Bank and Nepal Bangladesh Bank Ltd. The main objectives of the thesis are

as follows:

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

Evauation of the liquidity, efficiency, profitability, and risk position.

To evaluate the growth ratios of loans and advances, total investments with
financial variables.

To analyze the trends of deposits utilization towards total investment.

The above analysis had the following findings:
SCBNL is comparatively better than NIBL and NIBL has the lowest cash and
Bank balance deposits.
SCBNL has good deposits collection and had made enough investment on the
government securities but maintained low investment policy.
It is strongly recommended to follow liberal lending policy and maintain more
stability on the investment policy.
At times, the bank focuses much of its attention to one sector leaving the other
sectors untouched so recommended to touch all the sectors and balance it

effectively so asto have the optimal performance of the bank.
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Joshi (2005) conducted her research on “Investment Policy of Commercia Banks in
Nepal” with the objectives as follows:
To discuss fund mobilization and investment policy of EBL, Nabil, and BOKL.
To evaluate liquidity, efficiency, profitability, and risk positions.
To evaluate the growth ratios of loan and advances, total investment with other
financial variables.
To anayze the deposit mobilization trend with regards to total investment and
loans & advances.
To perform hypothetical tests in order to see there was significant difference

between the various ratios of the three banks.

The study was based on available on secondary data, and the study had the following
findings.
Liquidity Position of EBL was found to be comparatively better than that of Nabil
and BOKL due to EBL having the highest cash and bank balance to total deposit
ratio and cash & bank balance to current assets ratio. EBL had adequate
investment in government securities and moderate policy on loans & advances.
EBL was found to be average successful in its balance sheet operation compared
to Nabil and BOKL.
The study said that EBL was average profitable in comparison to the other two
banks.
The mean credit risk ratio of EBL was found to be higher than Nabil and lower
than ABOKL, but the ratio of EBL was more consistent than the others. The
capital risk ratio of EBL was found to be the highest among the three.
EBL had the highest growth ratios of deposit, loans & advances, and net profit
than Nabil and BOKL.Growth ratio of EBL', investment was more than Nabil's
and lessthan BOKL's.
Trend analysis and projection for future conducted in the study showed that EBL
would have higher deposit and loans & advances in Mid July 2008 than BOKL
but lower than Nabil.
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As per the study, total investment of EBL in Mid July 2008 would be far lesser
than that of Nabil but a little higher than BOKL. The study projected that EBL
would have the highest net profit in Mid July 2008 than both Nabil and BOKL.
Testing of Hypothesis reveaed that there was no significant difference between
the mean ratios of total investment to total deposit, mean ratios of return on
loans& advances, and mean ratios of total interest earned to total outside assets of
al three banks. Significant difference was found between the mean ratios of
loans& advances to total deposit ratio of EBL and Nabil but no significant
difference that of EBL and BOKL.

From the findings of her study, Joshi recommended EBL that it collect large funds
through various deposits and mobilize the idle cash. She also recommended EBL that
it invests in shares & debentures of other companies and that it follow liberal and
diversified lending policy. She also recommended EBL reduce its minimum balance
requirements while opening deposit accounts with it. It was recommended that EBL
have strong loan recovery schemes, to reduce expenses, and to have innovative

marketing to tact with the market competition.

Shrestha (2007) has conducted the thesis on “A Comparative Analysis on Investment
Performance of commercia banksin Nepal”. The specific objectives of the research were
asfollows:
To anayze the investment activities and fund mobilization with respect to fund
based on- balance sheet transactions and fee based off balance sheet transactions.
To study the asset utilization system, profitability and risk position of commercial
banks under study.
To assess the deposit utilization trends and its projection for the future.

To evaluate the growth ratios of loan and advance and total investment and

respective growth rate of total deposit and net profit.

To appraise the suggestion on the basis of findings for further growth of the banks
under study.
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With the technical and fundamental analysis the following findings can be achieved.

The findings of the study conducted through the secondary data are as follows:
Theliquidity position of NIBL was stronger than NABIL and HBL.
At the same time, liquidity position of NIBL was highly fluctuation, which
showed that NIBL bore higher risk than other two banks.
NIBL had the least investment in Government Securities, which considered the
least risky asset.
From the analysis of assets, management ratio of NIBL in comparison to the
NABIL and HBL was more successful regarding asset management and deposit
mobilization.
NIBL’s investment on shares and debentures was high in comparison to the other
two banks but its performance regarding total investment has been very poor.
In the profitability analysis, none of the three banks profitability position was
clearly better. However, NABIL was slightly better profitability. Therefore, their

profitability ratios were in moderate position.

Dhakal (2008) has conducted the thesis on “An Investment Policy of Commercial banks
in Nepal”. The specific objectives of the research were as follows:
To find out the relationship between total investment, loans & advances, deposit,
net profit and outside assets.
To assess the impact of investment on profitability.
To identify the investment priority sectors of sampled commercia banks.
To analyze and forecast the trend and structure of deposit utilization and its
projection for five years of commercial banks.
To provide suggestions and possible guidelines to improve investment policy and
its problems.
The study was conducted based on primary and secondary data. Various financial
ratios were calculated and compared. The study was also based on analysis of
datausing various and statistical tools.

The mgjor findings are as follows:



The liquidity position of Everest Bank Ltd.(EBL) was comparatively better than
that of Nabil Bank Ltd.(NABIL) and Bank of Kathmandu Ltd. (BOKL).

All the three banks had met the normal standard current asset ratio to meet the
short term obligations of their customers.

EBL had invested the most in Government Securities, followed by BOK and
NABIL.

BOK had mobilized a huge sum its funds to earn the profit.

The loans and advances to total deposit ratio, loan and advances to total working
fund ratio of EBL lied in between those of Nabil and BOK.

Overdl anaysis of profitability ratios showed that EBL was on an average
profitable in comparison to other bank i.e. NABIL and BOK.

The trend of the total investment, total deposit, loan and advances and net profit
of EBL showed better position than that of NABIL and BOK.

Rana (2009) conducted a study on “Investment policy of commercial banks
(With reference to NABIL Bank Ltd and Nepal Investment Bank Ltd.” The specific
objectives of the research were as follows:

To analyze the deposit utilization for five years of NABIL & NIBL.
To find out relationship between total investment, deposit, loan & advance and
net profit.
To evaluate the liquidity, efficiency, risk position and profitability of the selected
banks.
To analyze the financial position of NABIL and NIBL in terms of deposit
collection and investment procedure.
To suggest and recommend on the investment policy of sample banks.

The mgjor findings are as follows:
It is found from the study that the amount of total deposit collected by Nabil
Bank in each year during 5 years of the study period is higher than that of NIBL.
Similarly, investment to total deposit ratio and the amount of total Investment

made by Nabil Bank for the same period is also higher. Beside total deposit
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collected and total investment made, total loan and advances of Nabil Bank is
also Higher during first three years but afterward it is lower than that of NIBL.
It is clear that Investment policy adopted by Nabil Bank is sound from profit
point of view.

Nabil Bank has given more priority on investment and loan and advances.
Hence it has maintained lower liquidity than NIBL. Nabil Bank has accepted
higher level of interest rate risk rather than credit risk. Overall profitability ratio
of Nabil Bank shows that it has earned Higher profit than NIBL. It is clear that
Nabil Bank has given more emphasis on profit but NIBL has given priority both
on liquidity and profit as well.

The study has found that total deposit and loan and advances and investment
of the selected bank will be in increasing trend if other things remain constant.
But it is also found that Net profit of the Nabil Bank will be in decreasing trend
from 2010 onward.

There is positive relationship between deposit and loan & advances and deposit
and investment of the selected bank. The study also found that increase in net
profit of Nabil Bank is not caused by the increase in outside assets as it has
negative relationship between outside assets and net profit but in the case of

NIBL increase in net profit depends upon increase in outside assets.

Thapa (2010) conducted a study on “A study on investment Analysis of commercial
banks in Nepal” (A Case study of Nepal investment bank, Himalayan Bank, Nepal SBI
Bank, Everest Bank Ltd. & Bank of Kathmandu Ltd.) The main objective of the study is
to compare investment policy of concern banks and discuss the fund mobilization of

sample bank.

The other specific objectives are as follows:

To analyze the present position of commercial banks regarding investment policy.

To analyze the investment trend and their projection of selected commercial

banks..
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To identify investment sector of selected commercial banks.
To identify the impact of investment policy on performance.

To provide suitable suggestion and recommendations for the improvement of the

bank’s performance.

Research methodology

For the study of the thesis, descriptive and analytical research design has been taken.
Some financial and statistical tools have been taken to examine facts and descriptive
technique has been adopted to evauate investment performance of the selected
commercia banks.

The major findings of the study are:
The main ratio of HBL investment to total commercial banks investment is
extremely higher than other selected banks.

The mean ratio of investment on government securities to current asset of NSBL
is higher than that of other banks. All the banks have invested fewer funds to
share and capital of other company.

During the study period, the mean ratio of investment to total deposit of HBL is
higher than that of other banks. The mean ratio of investment on loan & advances
to total deposit of NSBL is higher than the other banks. The mean ratio of total
deposit to total investment to total assets ratio of HBL is higher than the other
banks. Similarly, the mean ratio of Investment on government securities to total
assets ratio of NSBL is higher than the other commercia banks. The mean ratio of
investment on shares and debentures to total assets ratio of BOKL is higher than
the other banks. BOKL has used its more funds on investment on shares and

debentures of other companies.

There is highly positive and significantly correlation between total deposit and net
profit of al the selected banks.
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The main factors considered while taking investment decision, the profitability is
considered as main factor while security, political climate, level of income and

government policy is considered as other factors respectively.

Shrestha (2011) conducted a study on “Investment policy of commercial banks in
Nepal” (A Comparison between Nabil Bank Ltd., Nepal Investment Bank Ltd. & Nepal
SBI Bank Ltd.) The specific objectives of the research were as follows:

To examine the investment policy of NABIL, NIBL and NSBI Bank Ltd.

To examine the utilization of available fund of the banks under study.

To evauate the liquidity, profitability and risk position of the banks.

To analyze relationship between deposits, loan and advances, investment, net

profit and compare them with NABIL, NIBL and NSBI Bank Ltd.

To make a comparative study on fund mobilization & investment policy on

NABIL, NIBL and NSBI Bank Ltd.

The major findings of the study are:
Theliquidity position of NIBL is comparatively higher than NABIL and NSBI.
NSBI has highest investment policy towards investment to total deposits and
government securities to total working fund but lower shares and debentures to
total working funds. NSBI has stable and consistent ratios than that of other two
banks.
Nabil has average profit in comparison to other compared banks. To earn high
profit in future the bank must maintain its high profit margin.
NIBL has high risk ratio NSBI has average consistency. The NIBL & NSBI
should maintain risk against credit fund to earn high profit.
There is a significant relationship between deposit and total investment & deposit
and loans & advances but negative relationship between outside assets and net
profit of NABIL.
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Thanait (2012) conducted a study on “Investment policy of commercial banks in Nepal”
(A Comparison between Nabil Bank Ltd., Nepal Investment Bank Ltd. & Nepal SBI
Bank Ltd.) The specific objectives of the research were as follows:
To see fund mobilization and investment policy of NABIL and EBL.
To evauate the liquidity, profitability and risk position of the banks.
To see the growth ratios of loans & advances, total investment with respect to
NABIL & EBL.
To analyze relationship between total deposits, loan and advances, investment, net
profit and compare them with NABIL and EBL.
To see the trend of their deposits & loans and advances, investment and net profit
of the selected banks.

Research methodol ogy

For the study of the thesis, descriptive and analytical research design has been taken.
Some financial and statistical tools have been taken to examine facts and descriptive
technique has been adopted to evauate investment performance of the selected

commercia banks.

The major findings of the study are:
Theliquidity position of EBL is comparatively higher than NABIL.
EBL has highest investment policy towards investment to total deposits and
government securities to total working fund but lower shares and debentures to
total working funds. NABIL has stable and consistent ratios than that of other two
banks.
Nabil has average profit in comparison to EBL. To earn high profit in future the
bank must maintain its high profit margin.
NABIL has high risk ratio. EBL has average consistency. The NABILL & EBL
should maintain risk against credit fund to earn high profit.
There is a significant relationship between deposit and total investment & deposit
and loans & advances but insignificant relationship between outside assets and net
profit of NABIL.
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Shiwakoti (2013) conducted a study on “Investment Analysis of commercial banks in
Nepal” (A Case study of Nepal Investment Bank Ltd., Himalayan Bank & Nepa SBI
Bank Ltd., Everest bank Ltd. & Bank of Kathmandu Itd.) The specific objectives of the
research were asfollows:

To analyze percentage of investment made by selected commercial banks in total

investment made by commercial banks.

To analyze the segregation of investment of banks.

To examine the relationship between investment and total assets of the banks.

To explore investment trend and their projection for next five years of the selected

commercia banks.

To make the suggestion and recommendation for the selected commercia banks.

Research methodol ogy

For the study of the thesis, descriptive and analytical research design has been taken.
Some financial and statistical tools have been taken to examine facts and descriptive
technique has been adopted to evaluate investment performance of the selected

commercia banks.

The major findings of the study are:

NSBI hasinvested least of their funds in government securities than other banks.
All the banks had invested fewer funds to share and capital of other company. The
commercia banks mostly invest on the government securities, NRB bond and
share and debentures of other company.

The mean ratio of investment on total deposit of HBL is higher than other banks.
The mean ratio of investment on loans & advances to deposit ratio of EBL is
higher than other banks. The mean ratio of total investment to total assets ratio of
HBL is higher than other banks. The mean ratio of investment on government
securitiesto total assetsratio of EBL is higher than other banks. The mean ratio of
investment on shares and debentures to total assets ratio of BOKL is higher than
other banks.
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The growth ratio of investment of HBL is higher than other selected banks. The
growth ratio of loans & advances of EBL is higher than other banks. The growth
ratio of deposits of NSBI is higher than other banks.

There is a significant relationship between investment plus loans & advances to
total deposit between HBL and NIBL. There is a significant relationship between
investment plus loans & advances to total deposit between EBL and NSBI. There
is a significant relationship between investment plus loans & advances to total
deposit between EBL and BOKL.

2.2.4 Resear ch Gaps

While reviewing the books and articles and past studies, it is found that banks are not just
the storehouse of the country’s wealth but are reservoirs of resources necessary for
economic development and employment generation. Due to the slowdown on the world
economy and deteriorating law and other situations of the country, much study with the
past ensures this continuity in research. It is clear that the reference of new research
cannot be found on the exact topic i.e. “Investment Policy and Anaysis of Commercia
banks in Nepal”. Therefore to complete this research, many books, journals, articles and
carious published and unpublished dissertation and field opinion are followed as
guideline to make the research easier and smooth through the reference materials. The
researcher can find out the gaping from the past research that has to be fulfilled by the
present research work. In this regard, the researcher is going to analyze the different
policy in this topic. It is expected that the uncovered areas of the research work will be
studied. The gaping between the old and the new research work will be focused and filled

up based on the given objectives and limitations of this research.

At the time of the preparation of this study, the time and scene has changed. New data
have been used for analysis; and contemporary commercial banks that share the same
grounds for opportunities and threats have been selected for analysis and comparison.
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The scene in the commercia banks working ground has changed in many ways. Thereis
growing competition, and on the other hand, the country risk has been increasing due to

the recent volatility in the present political and socia situations.

The study is aso unique because it has tried to show the circumstances and effects of

positive and negative profits of acommercia bank.
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CHAPTER |11

RESEARCH METHODOLOGY

3.1 Introduction

The research methodology is the process of coming to the solution of the problem
through planned and systematic dealing wit the collected analysis and interpretation of
the facts and figures. “Research methodology is a way to systematically solve the
research problem” (Kothari, 1990:10). As this field work is entirely related with the
investment activities of the three commercial bank of Nepal. So only the need and useful
methodology has been used.

For the purpose of achieving the objectives, the below mention methodology is proposed
to follow. It includes research design, nature of data, data gathering procedure,

presentation and analysi s technique.

3.2 Resear ch Design

Research design is a controlling part for the collection of the data and it helps to collect
the accurate information, which is related to the research topic. A true research design is
basically concerned with various steps to collect the data for analysis draw a relevant
conclusion. Research design is a plan structure and strategy of investigation conceived so
as to obtain answers to research gquestions and to control variance through the analysis of
data. (Kothari, 1990:22).

“Research Design means an overall framework or plan for the collection and analysis of
data” (Wolf and Pant, 2003:74).

For the analytical purpose, the annual report published by the bank and other data had
been collected from different sources, published on different years. Periods cover six

fiscal years.
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The first step of research design is to collect necessary information and data concerning
the study. Therefore, research design means the definite procedure and techniques, which
guide the study as profound ways of doing research. Descriptive and analytical research
design has been used in the study. Descriptive research is essentialy a fact finding
approach relative largely to the present and abstracting generalizations by the cross
sectional study of the current situations. In the other words, it identifies problems or
justifies current conditions and practices to make comparisons and evaluations in making
future plans and decisions.

3.3 Nature and Sour ces of Data

This case study is primarily based on secondary data that were provided by the
commercial Banks. The prospectus of the company and audited annual reports that
contain Balance Sheet and profit and Loss a/c. The other additiona information has been
collected form the various sources.

3.4 Population and Sample

Since the study is related to the investment activities of commercial banks of Nepal, data
necessary for the study have been taken from various sources relating to the investment
activities of the banks. Nearly, three dozen commercial banks, five dozen development
banks, over six dozen finance companies and severa hundred cooperatives are chugging
ahead full stream. Currently, there are 160 licensed deposit taking institutions and at |east
two dozen financial ingtitutions including five A class commercia banks are in a
pipeline. Analysis of the investment activities of all the commercial banks that operate in
Nepal is a tedious and difficult task. Since amost all of them are guided and monitored
by Nepal Rastra Bank, and since al of them operate under the same circumstances and
opportunities, for ssmplicity, al of the three banks have their headquarters in kathmandu
and share similar opportunities and threats. They face the equal competition in market,
and thus the study of their investment activities will help us understand the investment

policy and analysis of the commercial banksin Nepal, in general.



3.5 Toolsused for analysis:

The attempt has been made to analyze the tabulated data to review the financial and
investment aspect of commercial banks. Statistical like mean, standard deviation,
coefficient of variance (C.V.), percentage, trend and correlation are used. This analysis
mainly based on financial aspect i.e. strength, weakness, opportunity, threat etc. Analysis

is aso done to know about the bank in brief

Data Analysis Tools
In the study various financial and statistical tools on the available data have been used to

achieve the objectives of the study.

For the financial analysis part, various ratios of the banks have been calculated and
compared. Likewise, in the dstatistica anaysis part, Karl Pearson's Coefficient of

correlation, trend analysis, test of hypothesis have been computed and compared.

Various financial and statistical analytical tools used in the study are as follows:

3.5.1 Financial Tools

Various financia tools have been used to examine the financial strengths and weaknesses
of the banks under study. The following financia ratios have been calculated and

analyzed.

3.5.1.1 Ratio Analysis

Financia ratio is the mathematical relationship between two accounting figures. Various
financial ratios of the banks under study have been calculated, analyzed, and compared.
"Ratio analysis is a part of the whole process of analysis of financial statements of any
business or industrial concern especialy to take output and credit decisions’ (Kothari,
1984). Ratio analysis is used to compare the financial performance and status of two or
more different firms or a single firm over different periods. In the study, only those
financial ratios that are concerned with the investment activities of commercial banks are
calculated. Theratios are afollows:
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A. Liquidity Ratios

Liquidity ratios show the ability of organizations to meet their short term liabilities.
These ratios are helpful in evaluating the present cash solvency of the banks and their
ability to remain solvent in the event of difficulties.

The following liquidity ratios have been calculated in the study:

I. Current Ratio

Current ratio is the ratio of current assets to current liabilities; it shows the short-term
solvency. It is the relationship of current assets with current liabilities. By current assets
of banks, we understand the cash & bank balance, money at call or short notice, bills
receivable, loans & advances and bills purchased and discounted, investments and other
miscellaneous current assets. Current liabilities consist of provision, staff bonus, and
other miscellaneous current liabilities.

Current ratio is calcul ated as,

Current Assets

Current Ratio =
Current Liabilities

The standard current ratio 2:1; however, but the current ratio of a bank tends to vary
depending on various circumstances caused by seasonal business ratio and the nature of

business.

Ii. Cash & bank Balanceto Total Deposit Ratio

Cash & bank Balance is the most liquid form of current assets. The cash& bank Balance
to total Deposit Ratio measures the bank's ability to pay money to its depositors on
demand. Cash & Bank balance of the bank consist of local and foreign cash in vault,
balance with other banks, balance in central bank, and amount held in foreign banks.

Total deposit isthetotal of deposits held by the bank in its various deposit accounts.

Cash & bank Balanceto Total Deposit Ratio is calculated as,
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Cash & Bank Balance
Total Deposit

Cash & bank Balanceto Total Deposit Ratio =

iii. Cash & bank Balanceto Current Asset Ratio

The cash & bank balance to current asset ratio shows the bank's ability to meet it's
demand for cash. The higher the ratio, the better able the banks are to meet their daily
cash requirements of paying its customers and vice versa. The ratio is calculated by

dividing current assets by cash & bank balance. It is computed as follows:

Cash & bank Balance

Cash & bank Balance to Current Asset Ratio = -
Current Assets

If the ratio is too high, that means that the bank has too much of liquid asset available,
which means the bank has to pay interest on the deposits and less interest income due to
the liquid asset not being invested.

Too low ratio means the bank is not able to meet with the immediate cash requirements.

Iv. Investment on gover nment securitiesto Current Asset Ratio

This ratio tells us how much of current asset is invested by the bank on different
government securities. Investment in government securities is risk free investment and
they are highly marketable, but the return from the same is usually low. Banks invest in

government securities to use their excess fundsthat areidle. Thisratio is computed as:

Investment on government securities
Invesitment vn poverignent securities

to Current Asset Ratio = .
{ourrent Assefs

v. Loans & advancesto Current Assets Ratio

Loans & advances to current assets ratio shows the ratio in which the banks invest in

loans & advances out of the current assets. Loans & advances are the key earning sources
of a commercial bank. To earn high profits by mobilizing the funds, commercial banks
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should invest the funds as loans & advances to its various customers. This ratios is

computed by dividing the current asset by loans & advances as follows:

Loans & Advances

Loans & advancesto Current Assets Ratio = -
Cinrrent Assefs

B. Asset Management Ratios

A commercia bank has to be able to manage its assets such that it is able to earn high
profits, to satisfy its customers, and to grow. The asset management ratios tell us how
efficient the banks are in managing the available resources. The following asset

management ratios have been calculated in the study.

I. Loans & Advancesto Total Deposit Ratio

The loans & advances to total deposit ratio measures the ratio of loans & advances over
total deposit, thereby showing how much of the total deposit the banks have utilized in
credit. A high ratio of loans & advances indicates better mobilization of deposits, and

viceversa. Thisratio is calculated as follows:

Loans & Advances

Loans & Advancesto Total Deposit Ratio = )
Total depuesit

Ii. Total Investment to Total Deposit Ratio

This ratio measures what part of total deposit the bank has utilized in its total investment.
Total investment is the sum of loans & advances, investment in government securities
and investment in shares & debentures of other companies. The high total investment to
total deposit ratio means that the bank has been able to utilize its deposits in profitable
sectors, but this also means more risks. This ratio is calculated by dividing total deposit
by total investment as follows:

Total Investment

Total Investment to Total Deposit Ratio = )
Total Depusit
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lii. Loans & Advancesto Total Working Fund Ratio
Loans & advances are the main elements of the working fund or total assets. This ratio
shows how much of total working fund has the bank utilized as credit given by it. This

ratio is calculated as follows:

Loans & Advances

Loans & Advancesto Total Working Fund Ratio =
g Total Working Fund

Here, total working fund is the sum of total assets of the bank, namely current assets,
total fixed assets, loans& advances, investment, and other sundry assets.

Iv. Investment on Gover nment Securitiesto Total Working Fund Ratio
The ratio shows the percentage of total working fund investment in government
securities. This ratio is calculated by dividing total working fund by investment on

government securities as follows:

Investment on Government Sec. to
Total Working Fund Ratio

Investment vn Government Securities

Total Working Fund

v. Investment on Shares & Debenturesto Total Working Fund Ratio
This ratio shows the percentage of bank's investment on shares & debentures of other

companies over itstotal working fund. Thisratio is calculated as follows:

Investment on Shares & Deb. to
Total Working Fund Ratio =

Investment vn Shares & Debentures
Total Working Fund

vi. Loan Loss Ratio

Loss of loan is occurred when the debtor's fail to pay their loan. Loss of [oan is not only

the default of debtor's but it is because of the failure of recovery of loan by the bank.
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Negligence in its part makes a negative impact on the earnings and capital of a bank very
badly. Greater loan loss provision is made high income statement if high loss is expected.
But this will lead to low profit and possible losses that produce low increase or decrease
in capital. The loan loss ratio shows how efficiently the bank manages its loan and
advances and, makes effort for timely recovery of loan. This ratio is calculated as

follows:

Loan Loss Frouvision

Loan LossRatio =
[.nans & Advances

C. Profitability Ratios

Profitability Ratios are calculated to measure the efficiency of operation of a firm in
terms of profit. It is the indicator of the financial performance of the firm. Higher the
profitability ratios, better is the financial performance of the bank and vice versa. In the

study, the following profitability ratios have been calculated.

i. Return on Loans & Advances Ratio

This Ratio shows the efficiency of the banks in utilizing their resources in earning good
return from their loans & advances. This ratio is calculated by dividing the net profit by
loans & advances as follows:

Met Froiit

Return on Loans & Advances =
Loans & Adwvances

Ii. Return on Total Working Fund Ratio (ROA)

Return on total working fund ratio measures the overall profitability of total assets, i.e.
the total working fund. This ratio is also known as ROA (return on assets). Thisratio is
calculated by dividing net profits by total working fund as follows:

Met Profit
Total Working Fund

Return on Total Working Fund Ratio =
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lii. Return on Equity (ROE)
Return on equity is the ratio of net profit over equity or net worth is the sum of share

capital, reserves, and accumulated profit. It is the owner's (shareholders) claim of the
bank. This ratio measures the efficiency of the banks in using the funds of the owners.

Thisratio is calculated by dividing net profit by total equity (net worth) as follows:

Net Profit
Equity (Net Worth)

Return on Equity (ROE) =

Iv. Total Interest Earned to Total outside Assets Ratio

Total outside assets is the sum of loans & advances, bills purchased and discounted, and
total investment. Banks earn return in the form of interest as interest on loans &
advances, interest on government securities, and interest on debentures of other
companies. This ratio measures ratio of total interest earned over total assets that the
banks invest outside of the bank. It measures the interest earning capacity of the bank
through efficient utilization its funds. This ratio is calculated by dividing total interest
earned by total outside assets as follows:

) ) Total Interest Farned
Total Interest Earned to Total outside Assets Ratio =

Toftal (hitside Assets

High ratio indicates that there has been proper utilization of outside assets which results

in considerable volume of interest income.

v. Total Interest Earned to Total Working Fund Ratio

Tota Interest Earned to total working fund ratio is calculated to find the percentage of
interest earned to total assets. Higher ratio indicates the better performance of the firmin
the form of interest earning on its working fund. Theratio is calculated as:

Total Interest Harned
Total Working Fund

Tota Interest Earned to Total Working Fund Ratio =
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vi. Total Interest Earned to Total Operating |ncome Ratio

Total Interest Earned to total operating income ratio is calculated to find out the ratio of
interest income of firm. It indicates how efficiently the bank has mobilized its resources
to bear the interest on invested assets. This ratio is calculated by dividing total interest

earned by total operating income as follows:

Total Interest Earned

Total Interest Earned to Total Operating Income Ratio = )
Total Operating Incuwme

vii. Total Interest Paid to Total Working Fund Ratio

This ratio is calculated to find out the percentage of interest paid on liabilities with
respect to total working fund.

This ratio can be calculated by dividing total interest paid by total working fund as

follows:

Total Interest Paid

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

D. Risk Ratios

In the modern world where businesses get over challenging day by day, newer and more
risks are emerging. To make more profits from business ventures, more risks have to be
assumed as more the risk, more the profit. Thus, commercia banks that seek to make
high profits have to assume risks and manage them efficiently. The following risk ratios
have been calculated in the study.

i. Liquidity Risk Ratio

Liquidity Risk Ratio measures the level of risk associated with the liquid assets, i.e. cash
& bank balance that the bank maintains in order to meeting with the purpose of satisfying
the depositors demand for cash. Higher the ratio, lower is the liquid risk. The risk is
calculated by dividing cash & bank balance by total deposits as follows:
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Total Cash & Bank Balance

Liquidity Risk Ratio =
d y Total Deposit

li. Credit Risk Ratio (Total Loans & Advancesto Total Assets Ratio)
Credit risk ratios measure the possibility of loan being bad. Here, the credit risk ratio has

been calculated as follows:

Total Loans & Advances
Total Assets

Credit Risk Ratio =

iii. Capital Risk Ratio (Capital torisk weighted assetsratio)

Capital risk ratio measures banks' ability to attract deposits and interbank funds. It also
determines the level of profit, a bank can earn if a bank chooses to take high capital risk.
The capital risk isdirectly related to return on equity.

Capital
Risk Weighted Assets

Capital Risk Ratio =

ii. Interest Rate Risk Ratio

This ratio shows the decline in the net interest income due to the change in the interest
rates charged by the banks on its deposits and loan and advances. Higher interest rate risk
ratios suggest the banks to increase the interest rates on deposit and loans & advances, to
increase net interest income and vice versa. Thisratio is calculated by dividing interest
sensitive assets (Loans & advances, investment, investment in treasury bills, development
bonds, and other investments) by interest sensitive liabilities ( deposits and borrowings)

as follows:

Interest bensitive Assets

Interest Rate Risk Ratio = —
Interest Sensitive Liabilities
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E Growth Ratios
Growth ratios measure how well the firm is maintaining its economic position in its
industry. It is directly related to the fund mobilization and investment management of a
commercia bank. The following growth ratios are calculated in this study.

Growth ratio of total deposit

Growth ratio of loan & advances

Growth ratio of total investment

Growth ratio of net profit
Mathematicaly, it is calculated as,

Last Year Figure

Factor = - .
First Year Figure

Factor = (1+ g)" ™
Where,

g = growth ratio

n = number of period

Again, growth ratio is measured in percentage

3.5.2 Statistical Tools

Various statistical tools have been used in the study to achieve the desired objectives. The
coefficient of correlation between various variables, trend analysis, and testing of
hypothesis (t-statistic) have been used in the study.

3.5.2.1 Coefficient of Correlation Analysis

The correlation is a statistical tool which studies the relationship between two variables
and correlation analysis involves various techniques used for studying and measuring the
extent of the relationship between two variables. The coefficient of correlation among
various variables has been calculated in the study to find out the relationship between
them, to see how one variable affects the other variable. In the study, Karl Pearson's
coefficient of correlation has been used to find out the relationship between various

variables. The coefficient of correation lies between+1 and -1. If the coefficient of
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correlation is +1 or near to that, there is positive relationship, if the coefficient is -1 or
near to that, there is negative relationship. If the coefficient of correlation is 0, it means
that there is no relationship between the variables. Besides, the coefficient of correlation,
the following is aso calculated as the study of coefficient of correlation analysis.

The mathematical formulafor computingr is:

NXxy-YxXy

r=

]
| ~
JENX2-(Ex)? INSy2-(Ty)?

Probable Error: the probable error of the correlation coefficient is the basic for the

interpretation of its value and is defined as:

T—F2
P.E. = 06745 —— = 0.6745 SE

¥

Here,
r = coefficient of correlation

n= number of pair of observations
S.E. = Standard Error of correlation coefficient = [—:;]
When r<Pe, the value of r is not significant at al, i.e., there is no evidence of correlation.

Whenr > 6 Pe, the value of r is significant, i.e. the correlation is certain. In the study, the
following coefficients of correlations are calculated:

a) Coefficient of correlation between total deposits and loans & advances.
b) Coefficient of correlation between total deposits and total investment.
c) Coefficient of correlation between net profit and total outside assets.

Standard Deviation (S.D.): The standard deviation measures the deviation in the

calculation of average. It measures the absolute dispersion. A small measure of S.D

means a high degree of uniformity of the observations as well as homogeneity in the
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series. A high level of S.D. means that there is greater dispersion in the observations.
Standard deviation is calculated as:

SD = E: — (:—l)

Where, X = variablesin an observation

N = number of observations

Coefficient of variance (C.V.): The coefficient of variance is calculated to find out the

consistency in the observations in a series of data. Higher the C.V., higher is the degree
of inconsistency, lowers the C.V., and lower is the degree of consistency. Thus, a
relatively lower of C.V., is sought. Coefficient of variation is calculated as:

C.V. = 100%

o]
X

Where,
0 = Standard Deviation (S.D.)

X = mean of the datain an observation

3.5.2.2Trend Analysis (Least Square Linear M ethod)

Among the various methods of determining of a time series, the most popular
mathematical method is the least square method. Using this method, the forecasting of
future values of various variables has been calculated. Trend analysis has been performed

using the following way.

Y = atbx

Where, y=dependent variable
X=independent variable
a=interest of the trend line

b=slope
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The following least square linear trend cal cul ations have been carried out.

a) Trend analysis of total deposits.

b) Trend analysis of loans & advances.
¢) Trend analysis of total investment.
d) Trend anaysis of net profit.

3.5.2.3 Testing of Hypothesis
To test the significance of the difference to independent means, we perform the testing of
hypothesis; and since the sample size is less than 30, we use the T-test. The formula for t
holds valid under the following assumptions.

i) Population variances are equal but unknown.

ii.) Two samples are random and independent of each other.

iii.)  Parent populations from which samples have been drawn are normally

distributed.

The step used in testing the significance of difference between two means for small

sample (n<30) is as follows:

Stepl

Formulate the null hypothesis (Ho) and alternative hypothesis (H1) as:
Null hypothesis Ho: 1= 2
i.e., the samples have been drawn from the normal populations with the same mean, or

the two population means do not differ significantly.

Alternative hypothesis H1: p; #uo(two tailed test). The samples have not been drawn
from the normal populations with the same means, or the two population means do differ
significantly.

Step 2

Compute the test static under the assumption that 012= 022= g2

i.e., the population variances are equal but unknown, the test statistic under
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Ho: pl=p2is

That is, the test statistic t follows t- distribution with n; + n, — 2 degree of freedom

Where,
X1 = lelnl and X222X2/n2

S2 = an unbiased estimate of the common population variance 62 based on both the
samples. The value of S2is calculated the following way:

§t= 2 [};dE I e —Tds—'f"f']

fiq +'."z._._l Ry == fg

Where, d]_ = X1-Aq, d2:X2-A2
A=assumed mean taken from X,

A>= assumed mean taken from X,

Step 3

Obtain the tabulated value of t for (n;+ n, -2) d.f. a level of significance according as

whether alternative hypothesisis onetailed or two tailed test.

Step 4

Make a decision by comparing the calculated value of t with the tabulated value of t. If
the calculated value of t < tabulated t, it is not significant and Ho is accepted. . If the
calculated valueof t > tabulated t, it is significant, then Ho is rejected.
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CHAPTER IV

DATA PRESENTATION AND ANALYSIS

In this chapter, the data collected from the various sources, as mentioned in the earlier
chapter, have been filtered and only the data necessary for the analysis of the investment
policy and analysis of the banks have been used. The analysis of available secondary data
has been conducted using various financial and statistical tools. Comparisons have aso

been made regarding cal cul ated values.

The analysis of various ratios and values has been presented in numerous tabular forms
for ssimplicity and easy understanding. Many figures have also been presented in this
chapter. This chapter has basicaly been divided into two different parts, each dealing
with adifferent aspect of data analysis.

In the first part, the financial analysis of the three banks has been presented. The second

part deals with the analysis of data using the statistical tools.

4.1 Financial Analysis

In this part of the data analysis, various financial tools have been used to evaluate and
anayze the magor financial performance elated to fund mobilization and investment
activities of the banks under study. That means not all but only those financial ratios that
are important for the analysis of investment activities of the banks have been calculated

here.
Before the calculation and tabulation of the financia ratios of the banks, a simple
overview of the investments done by the banks as compared with their respective current

assets has been presented.

In the following tables 4.1, 4.2, 4.3, the amount of loans and advances, investment in

government securities and investment in shares and debentures of other companies of the
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three banks have been presented in the tabular format along with the percentage of such

investments over the respective total working fund (total assets) of the banks.

Table4.1

Per centage of various Investments out of Total Working Fund of NBBL

(In Million Rs.)
FIY Total Loans& | % Investment | % Investment | % Total
Working | Advances in Govt. In  Shares %
Fund Securities &
Debentures
2063/64 | 7254.54 | 4409.01 | 60.77 | 826.8 11.39 | 182.2 251 | 74.67
2064/65 | 9391.02 | 5457.81 |58.11 | 1221.8 13.01 | 194.2 2.07 | 73.19
2065/66 | 11964.55 | 6704.94 | 56.04 | 1715.8 14.34 | 130.1 1.09 | 71.47
2066/67 | 12531.04 | 7809.54 | 62.32 | 1419.7 11.33 | 268.6 2.14 | 75.79
2067/68 | 14004.76 | 8452.73 | 60.35 | 2113.8 15.09 | 358.9 2.56 | 78.00
2068/69 | 20169.75 | 10330.07 | 51.21 | 3724.9 18.46 | 283.55 0.14 | 69.81

Source: Annual Report of NBBL (Detail in Appendix 1 (1))

In table 4.1, the various investments done by NBBL have been presented over the six

year study period. All the three types of investments of NBBL show an increasing trend

throughout the study period. The total working fund shows an increasing trend. However,

there has been substantial rises in the amounts of Loans & advances and investment in

government securities in the latest year of study as compared with the initial year of

study. There however has been only a dight increase in shares and debentures of other

companiesin the latest year as compared with the initial year of study. The investment in

shares & debentures was 182.2 million in the initial year of study, and it increases to

358.9 million in the latest year of study. NBBL has the maximum portion of total outside

assets out of its total assets in the year 2067/ 68where the percentage reaches as high as

78%.
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Table4.2

Per centage of various Investments out of Total Working Fund of EBL

(In Million Rs.)
FIY Total Loans & % Investment | % Investment | % | Total
Working | Advances in Govt. In Shares %

Fund Securities &

Debentures

2063/64 | 21432.57 | 13664.08 | 63.75 | 3614.54 16.86 | 19.08 0.09 | 80.69
2064/65 | 27149.34 | 18339.08 | 67.55 | 4906.5 18.07 | 99.55 0.37 | 79.85
2065/66 | 36916.84 | 23884.67 | 64.70 | 5146 13.94 | 100.43 0.27 | 78.91
2066/67 | 41382.76 | 27556.35 | 66.59 | 4354.4 10.52 | 100.43 0.24 | 77.35
2067/68 | 46236.21 | 31057.69 | 67.17 | 7145.0 15.45 | 107.97 0.23 | 82.85
2068/69 | 55813.12 | 35910.97 | 64.34 | 6068.9 10.87 | 109.17 0.19| 75.4

Source: Annual Report of EBL  (Detail in Appendix 1 (11))

Table 4.2 shows the various investments of EBL over the study period as compared with
its total assets. Both the total assets (total working fund) and loans & advances of EBL

show an increasing trend throughout the study period. The investments in government

securities also show an increasing trend. There also is a substantial increase in investment

in shares & debentures of other companied in the latest year compared with the first year
of study. The percentage of total outside assets out of the total assets of EBL is the
highest in the year 2067/68 at 82.85%.

Table4.3

Per centage of various Investments out of Total Working Fund of BOKL

(In Million Rs.)
FIY Total Loans & % Investment | % Investment | % | Total
Working | Advances In Govt. In Shares %

Fund Securities &

Debentures

2063/64 | 14581.39 | 9399.32 | 64.46 | 2332.0 16.0 | 87.41 0.6 | 81.06
2064/65 | 17721.92 | 12462.63 | 70.32 | 2113.2 11.92 | 111.30 0.63 | 82.87
2065/66 | 20496.0 | 14647.29 | 71.46 | 1745 8.51 | 120.99 0.59 | 80.56
2066/67 | 23396.19 | 16664.93 | 71.22 | 2954.93 12.63 | 40.140 0.17 | 84.02
2067/68 | 24757.75 | 17468.19 | 70.55 | 4002.1 16.16 | 40.140 0.16 | 86.87
2068/69 | 28881.99 | 18813.93 | 65.14 | 5037.6 17.44 | 41.60 0.14 | 82.72

Source: Annual Report of BOKL

(Detail in Appendix 1 (111))
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Table 4.3 shows the various investments of BOKL over the study period as compared
with its total assets. The total assets (total working fund) of BOKL show an increasing
trend throughout the study period. The investments in government securities also show an
increasing trend. There has been an increase in BOKL'S investment in shares &
debentures of other companies up to the year 2065/66 thereafter it starts decreasing in the
latest year of study.

The above tables 4.1, 4.2, 4.3, were just the overview of the various investments done by
the three banks, and their contribution in the total assets of the concerned banks. Now, the
financial analysis of the available data has been presented below.

The following are the financial ratios that have been calculated under this part of data
anaysis.

4.1.1 Liquidity Ratios

The commercia banks are required to pay to their depositors the amount that they have in
their accounts on demand and/or maturity of the accounts. Thus they need to have
sufficient liquidity to pay to the depositors. They also need liquidity to fulfill their
operational obligations. Below are calculated various liquidity ratios of the three banks

under study.

4.1.1.1 Current Ratio

Current ratio indicates the ability of a bank to meet its current obligation. Current ratio is
the broad measure of liquidity position of the financial institutions. Current Ratio is
calculated by current assets by current liabilities. The widely accepted standard of current
ratio is 2:1 but accurate standard depends on circumstances in case of banking and
seasona business ratio such as 1:1 etc. Current ratio of the banks under study have been
calculated, and presented below in table.
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Tabled4.4

Current Ratios (times)

Bank Fiscal Year Mean | S.D.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 0.73 0.80 1.09 1.19 1.16 1.15 1.02 |0.17 | 16.86
EBL 1.06 1.07 1.07 1.08 1.07 1.06 1.06 |0.14]|13.34
BOKL | 1.06 1.07 1.09 1.10 1.09 1.09 1.08 |01 |9.25

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 1 (1V))

Table 4.4 shows the current ratios of the three banks under study. Although the optimal
standard current ratio is considered to be 2:1, the banks have ratios less than that due to

different nature of their business.

The above table shows that NBBL has increasing trend of current ratios except in the
year 2067/68 & 2068/69.It is maximum in the year 2066/67 at 1.19 and is the least, even
less than 1, in the year 2063/64. EBL has a more consistent current ratio than the other
two. The ratio of EBL is the maximum in the year 2066/67 at 1.08. It is the least in the
year 2063/64 at 1.06. BOKL has a current ratio in an increasing trend except in the year
2067/68. It is the maximum in the year 2066/67 at 1.10 and the least in the year 2063/64
at 1.06.1t seems that in the latest year NBBL stands out to be best able to meet the current

obligations with the maximum current ratio.

Studying the mean of the ratios BOKL has had the highest mean ratio of 1.08, followed
by EBL with mean 1.06 and then NBBL with 1.02 of the mean ratio. NBBL's coefficient
of variation of the current ratios is the greatest among the three with C.V. 16.86, followed
by EBL with C.V. 13.34, and then BOKL with C.V. 9.25. The ratios show that NBBL is
highly inconsistent with the ratios and BOKL with the most consistent in the ratios.

4.1.1.2 Cash & bank balanceto Total Deposit Ratio

Cash & bank balance to total deposit ratio is calculated by dividing cash & bank balance
by total deposit. It measures a bank's ability to meet the immediate liquid fund
requirement for all unanticipated calls on its deposits.
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Very low cash & bank balance to total deposit ratio indicates low efficiency of the bank
to meet its liquid fund requirement. A very high ratio is also not desirable because it
means the bank has more idle cash than required.

The following table shows the calculated cash & bank balance to total deposit ratio of the

three banks under the study period of six years.

Table4.5

Cash & Bank Balanceto Total Deposit Ratio (%)

Bank Fiscal Year Mean | S.D. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 12.40 17.67 25.72 20.47 21.41 29.55 21.20 | 550 | 25.94
EBL 13.25 11.12 18.50 21.17 14.88 20.72 16.60 | 3.81 | 22.95
BOKL | 10.62 9.08 12.06 8.85 7.99 13.53 10.35 | 1.96 | 18.95

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 1 (V))

Table no. 4.5 shows the Total mean, S.D. and C.V. of cash & bank baance to total
deposit ratio of the three chosen commercial banks. Contents of the table show the
percentage of cash & bank balance to total deposit ratio position of NBBL, EBL and
BOKL.

The table shows that NBBL has an increasing trend of cash and bank balance to total
deposit ratio except in the years 2066/67 & 2067/68. The ratio is the maximum in the
year 2068/69 at 29.55 and the least in the year 2063/64 at 12.40. EBL has fluctuating
trend of cash and bank balance to total deposit ratio. The ratio is maximum in the year
2066/67 at 21.17 and the least in the year 2064/65 at 11.12. BOKL has a decreasing trend
of cash and bank balance to total deposit ratio throughout the study period except in the
year 2068/69. It is maximum in the year 2068/69 at 13.53 and the least in the year
2067/68 at 7.99.

The mean of the ratios is the greatest in the case of NBBL at 21.20 and the least in the
case of BOKL at 10.35. It shows that NBBL has the better ability of meeting with the
immediate liquid fund requirements than the other two. The coefficient of variation of the
ratios in the case of BOKL is the least at 18.95 and that is the greatest in the case of



NBBL at 25.94. It shows that the ratios of NBBL is the least consistent and BOKL the

most consistent.

4.1.1.3 Cash & Bank Balanceto Current Assets Ratio

Cash and bank balance ratio shows the portion of cash bank balance on current asset
ratio, which shows the bank's ability to make quick payment to its customers.

A high ratio indicates that the bank is able to meet its daily cash requirements and vice-
versa. But neither atoo high ratio nor atoo low oneis desirable. A too high cash & bank
balance to current assets ratio means that the bank has idle cash with it which means only
added cost for interest to be paid to its deposits. If the ratio is too low, it might indicate
towards the bank's being unable to meet its cash requirements of paying its deposits
promptly and adequately.

This ratio of the three banks under study over the study period of the years 2064 to 2069
have been presented below in table.
Table 4.6

Cash & Bank Balanceto Current Assets Ratio (%)

Bank Fiscal Year Mean | S.D.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 16.36 20.80 21.74 16.63 18 25.12 19.77 | 3.15 | 15.93
EBL 11.24 9.95 16.89 19.10 13.37 18.75 14.88 | 3.59 | 24.11
BOKL | 10.81 10.10 10.86 7.85 6.92 11.93 9.74 |1.81|18.56

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 1 (VI))

Table no. 4.6 shows the Tota mean, S.D. and C.V. of cash & bank balance to Current
Assets ratio of the three chosen commercial banks. Contents of the table show the
percentage of cash & bank balance to Current Assets ratio position of NBBL, EBL and
BOKL.

The above table shows that the cash & bank balance to current assets ratio of all the three
banks have been fluctuating over the years. NBBL has the ratio in increasing trend over

the starting three years and decreases in the forth year and then again starts increasing in
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the last year of study. The ratio was maximum in the year 2068/69 at 25.12 and the
minimum in the year 2063/64 at 16.36. EBL's ratio shows a fluctuating trend. Theratiois
highest in the year 2066/67 at 19.10 and the lowest in the year 2064/65 at 9.95.The ratios
of BOKL isin decreasing trend except in the year 2065/66.The ratio is maximum in the
year 206/69 at 11.93 and minimum in the year 2067/68 at 6.92.

Studying the mean of the ratios shows that NBBL has had the highest mean of cash &
bank balance to current assets ratio at 19.77, followed by EBL, and then BOKL with the
lowest ratio at 9.74.1t shows that liquidity position of NBBL is higher than that of EBL
and BOKL. The coefficient of variation of the ratios of EBL is the highest whichis24.11
which shows that EBL has had fluctuating ratios over the study period. The coefficient of
variation of the NBBL is the least, only 15.93, which means the ratios of NBBL have

been fairly consistent than the other two banks.

4.1.1.4 Investment on Government Securitiesto Current Assets Ratio

All the commercial banks in Nepal have their investments in government securities.
Investment in such is regarded to be safe, but less lucrative than other sectors. Investment
in such securities is not as liquid as cash and bank balance, but they are highly
marketable. Investment on government securities to current assets ratio shows the portion

of current assets that is occupied by investment on government securities.

The following table shows the investment on government securities to current assets ratio

of the banks over period of the six years.

Table4.7

I nvestment on Gover nment Securitiesto Current Assets Ratio (%)

Bank Fiscal Year Mean | S.D. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 11.62 13.21 14.50 11.47 15.47 18.68 14.15 | 248 | 17.52
EBL 22.12 18.31 14.10 10.64 15.60 10.98 15.29 | 4.03 | 26.40
BOKL | 16.36 12.19 8.69 12.90 16.49 17.78 14.06 | 3.16 | 22.50

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 1 (VI1))
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Table no. 4.7 shows the Total mean, S.D. and C.V. of Investment on Government
Securities to Current Assets ratio of the chosen commercia banks. Contents of the table
show the percentage of Investment on Government Securities to Current Assets ratio
position of NBBL, EBL and BOKL.

NBBL's ratio seems to be in fluctuating trend where the ratio is in increasing fashion up
to the starting three years and decreases in 2066/67 and then again starts increasing in the
last year of study. The ratio was maximum in the year 2068/69 at 18.68 and the minimum
in the year 2066/67 at 11.47. Similarly, the ratios of EBL is in decreasing trend for the
first four years and then starts increasing in the latest year of study. Theratio is highest in
the year 2063/64 at 22.12 and the lowest in the year 2066/67 at 10.64. The ratio of BOKL
is in fluctuating trend. The ratio is maximum in the year 2068/69 at 17.78 and the
minimum in the year 2065/66 at 8.69.

EBL has had the highest mean of ratios at 15.29, followed by NBBL and BOKL the
lowest at 14.06. Thus, we can conclude that EBL has had the greatest portion of its
current assets in investment on government securities among the three, and NBBL has
had the lowest portion of its current assets in the same. The coefficient of variation of the
ratios is the highest in the case of EBL at 26.40, which shows that the ratios have been
very inconsistent over the years, followed by BOKL at 22.50, and then that of NBBL the
lowest among the three at 17.52.

4.1.1.5Loans & Advancesto current Assets Ratio

Loans & advances play a vita role in a commercial bank. The income from loans &
advances has a very big part to play in a banks income and thus profits. The banks collect
deposits from public and organizations in lower interest rates and grant loans & advances
to other parties in higher interest rates. The income they earn from such loans &
advances, the banks uses them in paying interest on their deposits and meeting other
operational expenses. Thus, commercial banks are aways interested in investing more

and more of their current assetsin loans & advances.
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Loans & Advances to current assets ratio shows the portion invested by commercial bank
asloans & advances to other parties over its current assets. This ratio has to be kept in an
optimum level. Too high ratio means a large portion of current assets invested as loans &

advances, which means increased risks. If the ratio is too low, the banks have to find
other sectors that generate income to compensate for the income they could earn if they

had more investmentsin loans & advances.

The table below shows the loans & advances to current assets ratio of the banks.
Table4.8

Loans & Advancesto current Assets Ratio (%)

Bank Fiscal Y ear Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)

NBBL | 61.97 59.04 56.70 63.10 61.71 51.80 59.05 | 3.92 | 6.65

EBL 64.26 68.45 65.45 67.34 67.84 64.98 66.38 | 1.81 | 2.73

BOKL | 65.96 71.89 72.94 75.75 72.01 66.39 70.32 | 3.05 | 434

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 1 (V111))

Table No. 4.8 shows the total mean, S.D, and C.V. of loans & advances to current Assets
ratio of the chosen three commercia banks. Contents of the table show the percentage of
loans & advances to Current Assets ratio position of NBBL, EBL and BOKL.

The above table shows that NBBL has decreasing trend of & Advances to current Assets
Ratio except in the year 2066/67. There has been gradua decrease in this ratio in the
recent years due to the banks following a more conservative credit policy in the latest
years. Theratio is at the peak in the year 2066/67 when it reaches 63.10. NBBL'sratio is
the lowest in the year 2068/69 at 51.80. EBL on the other has had the ratio in fluctuating
trend. The ratio is the maximum in the year 2064/65 at 68.45 and lowest in the year
2063/64 at 64.26. The ratio has never reached more than 70% of the current assets.
Similarly, BOKL's ratio is also in increasing trend except in the last two years of the
study. The ratio was maximum in the year 2066/67 at 75.75 and lowest in the year
2063/64 at 65.96.
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Studying the mean of the loans & advances to current assets ratio shows that BOKL has
the highest mean ratio, 70.32, followed by EBL. NBBL has the lowest mean ratio of
59.05. NBBL has had the highest percentage of coefficient of variation at 6.65%,
followed by BOKL at 4.34, and then EBL having the lowest coefficient of variation at

2.73 only, making the most consistent in the loans & advances to current assets ratio.

4.1.2 Assets Management Ratios
The asset management ratios show how much the banks have been able to manage their
assets in order to earn high profit as well as to satisfy its customers. These ratios aso

measure the bank's efficiency to manage its resources as it commands.

The following assets management ratios have been cal culated and analyzed in the study.

4.1.2.1 Loans & Advancesto Total Deposit Ratio

Loans & advances to total deposit is also known as the C.D. ratio (Credit/ Deposit ratio).
This ratio measures the percentage of loans & advances over total deposit. Thisratio tells
us how much the banks have been able to mobilize their deposits in loans & advances. A
higher ratio indicates that the bank has been able to utilize the fund collected in its
deposits in the credit sector, but too high ratio is not desirable either for the liquidity
point of view. The following table shows the loans & advances to total deposit ratios of
the three banks over the six year study period.

Table4.9
Loans & Advancesto Total Deposit Ratio (%)

Bank Fiscal Y ear Mean | SD. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 46.97 50.14 67.06 77.69 73.42 60.93 62.70 | 11.31 | 18.03
EBL 75.13 76.49 71.68 74.61 75.51 71.81 74.20 | 2.02 | 2.72
BOKL | 75.87 78.71 81 82.03 83.10 75.28 79.32 | 3.27 | 4.12
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2 (1))

Table no. 4.9 shows the total mean, S.D, and C.V. of loans & advances to total deposit
ratio of the chosen three banksi.e. NBBL, EBL and BOKL.
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The Loans & advancesto total deposit ratio of NBBL isin increasing trend over the study
period except in the last two years of study period. The ratio was the maximum in the
year 2066/67 at 77.69 and the lowest in the year 2063/64 at 46.97.The ratio of EBL are
found to bein fluctuating trend throughout the study period. Theratio isin increasing
trend over the first two years. The ratio was maximum in the year 2064/65 at 76.49 and
the least in the year 2065/66 at 71.68. Similarly, the ratios of BOKL are in increasing
trend throughout the study period. The ratio was maximum in the year 2067/68 at 83.10
and the least in the year 2068/69 at 75.28.

BOKL has the highest mean of the ratios at 79.32, followed by EBL and then NBBL the
least at 62.70.1t shows that BOKL has strong position regarding the mobilization of Total
deposit on loan & advances. EBL has the lowest coefficient of variation at 2.72, which
means that the bank loans & advances to total deposit ratios have been very consistent.
NBBL seems to be the least consistent in this ratio, with the C.V. of 18.03, the highest

ONBBL

among the three.
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4.1.2.2 Total Investment to Total Deposit Ratio

The primary focus of the commercia banksisto invest in the credit sector, as apparently,
credit sector is generally more lucrative than investing in securities and stock. To avoid
idle cash holding, they invest their excess funds in other sectors in the form of

investments. Total investment to total deposit ratio measures the portion of deposits with
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banks invested in outside sectors, in the form of investment in government securities and
that in shares & debentures of other companies. If the ratio is very high, it means that the
bank is following a conservative credit policy, and if it is very low, it means that the

banks are more focused in investment in loans & advances.

The following table shows the ratio of the banks under study.
Table4.10
Total Investment to Total Deposit Ratio (%)

Bank Fiscal Y ear Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)

NBBL | 11.02 12.77 22.23 21.01 20.66 23.34 18.50 | 4.80 | 25.94

EBL 2741 21.10 17.85 13.56 18.82 15.73 19.07 | 4.44 | 23.28

BOKL | 24.15 20.23 15.39 16.09 20.39 20.99 1954 | 2.99 | 1531

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2 (1))

Table no. 4.10 shows the total mean, S.D, and C.V. of total investment to total deposit
ratio of the chosen three banksi.e. NBBL, EBL and BOKL.

The total investment to total deposit ratio for NBBL seems to be very fluctuating. The
ratio was maximum in the year 2065 /66 at 22.23 and the ratio was lowest in the year
2063/64 at 11.02. Similarly, the total investment to total deposit ratio of EBL is also in
fluctuating trend, as the ratio was decreasing in the starting four years and increases in the
last year of the study. The ratio was maximum in the year 2063/64 at 27.41 and the ratio
was lowest in the year 2066/67 at 13.56. Similarly, the ratios of BOKL is in decreasing
trend throughout the period except in the year 2067/68.The ratio was maximum in the
year 2063/64 at 24.15 and the lowest in the year 2065/66 at 15.39.

BOKL has the highest mean of the ratios at 19.54, followed by EBL with mean 19.07 and
then NBBL the least at 18.50.It shows that BOKL is more successful to utilize its deposit
by investing its fund in different securities and other financial and non financial
companies. BOKL has the lowest coefficient of variation at 15.31, which means that the
banks total investment to total deposit ratios have been very consistent. NBBL seems to
be the least consistent in thisratio, with the C.V. of 25.94, the highest among the three.
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Figure 2
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4.1.2.3 Loans & Advancesto Total Working Fund Ratio

For a commercial bank, the total assets mean the total working fund. Loans & advances
to total working fund ratio measures the ratio of investment done by the banks in the form
of loans & advances over the total assets of the banks. Since investment in loans &
advances is the most lucrative alocation of funds for commercial banks, this ratio
measures the ratio of the total assets in lucrative business over the whole total assets. In
other words, this ratio reflects the extent to which the commercia banks are success in
mobilizing their assets on loan & advances for the purpose of income generating. A very
high ratio is not desirable since it involves a high ratio of risk involved; and a very low

ratio may indicate towards business failure of the bank.

The ratio of the three banks under study over the study period of the years 2064 to 2069
have been presented below in table:
Table4.11

Loans & Advancesto Total Working Fund Ratio (%)

Bank Fiscal Y ear Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)

NBBL | 60.77 58.11 56.04 62.32 60.35 51.21 58.13 | 3.75 | 6.45

EBL 63.75 67.55 64.70 66.59 67.17 64.34 65.68 | 1.62 | 2.47

BOKL | 64.46 70.32 71.46 71.23 70.56 65.14 68.86 | 2.94 | 4.27

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2 (111))
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Table no. 4.11 shows the total mean, S.D, and C.V. of loan & advances to total working
fund ratio of NBBL,EBL and BOKL.

Loans & Advances to Total Working Fund Ratio of NBBL is the highest in the year
2066/67 at 62.32 and the lowest in the year 2065/66 at 56.04. That of EBL is the highest
in the year 2064/65 at 67.55 and the lowest in the year 2063/64 at 63.75. BOKL has the
highest ratio in the year 2065/66 at 71.46 and the lowest in the year 2063/64 at 64.46.

The mean of the ratios is the highest of BOKL at 68.86, followed by EBL at 65.68, and
then, that of NBBL the lowest at 58.13 indicating that BOKL has done better utilization
of funds as loan & advances for the purpose of income generation. In the same manner,
coefficient of variation of NBBL is the highest at 6.45 signifying that NBBL has had the
most variations in the ratios, followed by BOKL at 4.27 C.V., and then, EBL the lowest
C.V a 2.47, making it the most consistent in the ratios among the three banks.
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4.1.2.4 Investment on Government Securities to Total working Fund
Ratio

Investment in government securities is the risk free investment; however, investment in
such is not very lucrative. Commercial banks invest their funds in such securities to
utilize their idle cash that on the other hand bears interest. The investment on government
securities to total working fund ratio measures the portion of total assets mobilized in

risk-free investments in the form of investment in government securities.

The following table shows the ratios of the commercial banks under study.
Table4.12

I nvestment in Government Securitiesto total working Fund Ratio (%)

Bank Fiscal Year Mean | S.D. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 11.39 13.01 14.34 11.33 15.09 18.46 1393 |25 |17.94
EBL 21.95 18.07 13.94 10.52 15.45 10.87 15.13 | 4.04 | 26.71
BOKL | 16.0 11.92 8.51 12.63 16.16 17.44 13.77 | 3.09 | 22.50

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2 (1V))

Table no. 4.12 shows the total mean, S.D, and C.V. of investment on government
securities to total working fund ratio of NBBL,EBL and BOKL.

The investment on government securities to total working fund ratio of NBBL show an
increasing trend except in the year 2066/67. The ratio is highest in the year 2068/69 at
18.46 and the lowest in the year 2066/67 at only 11.33. Similarly, the investment on
government securities to total working fund ratio of EBL isin decreasing trend except in
the year 2067/68. The ratio was maximum in the year 2063/64 at 21.95 and the ratio was
lowest in the year 2066/67 at 10.52. Similarly, the ratio of BOKL isin fluctuating trend
throughout the period. The ratio was maximum in the year 2068/69 at 17.44 and the
lowest in the year 2065/66 at 8.51.

Studying the mean of the ratios EBL has had the highest mean at 15.13, and that of
BOKL isthe lowest a 13.77. In the same manner, coefficient of variation of EBL is the
highest at 26.71 signifying that EBL has had the most variations in the ratios, followed by
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BOKL, and then NBBL the lowest C.V at 17.94, making it the most consistent in the
ratios.

From the above analysis, we can say that EBL is more successful in mobilizing its funds

as investment in government securities.

Figure4
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4.1.2.5 Investments on shares & debentures to Total Working Fund
Ratio

There are two types of investment i.e. investment in government securities and
investment on shares and debentures. Commercia banks also invest their funds in the
stock of other companies. Thisisimportant for the banks since this allows them to invest
their funds in income earning sectors; and this is important for the nation as well since
this allows the new companies to establish. Investment in shares & debentures to total
working fund ratio measures the ratio of total assetsinvested in shares & debentures over
the whole total assets. It reflects the extent on which the banks are successful to mobilize
their total assets on purchase of shares and debentures of other companies to generate
incomes and utilize their excess fund.

The following table shows the ratios of the banks over the study period.
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Table4.13

I nvestment on Shares & Debenturesto Total Working Fund Ratio (%)

Bank Fiscal Y ear Mean | SD.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 251 2.06 1.08 2.14 2.56 0.14 1.74 |0.87 | 50.40
EBL 0.089 0.37 0.27 0.24 0.23 0.19 0.23 | 0.09 | 38.69
BOKL | 0.76 0.6 0.63 0.59 0.17 0.14 048 |0.22 | 45.83
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2(V))

Table no. 4.13 shows the total mean, S.D, and C.V. of investment on shares & debentures
to total working fund ratio of NBBL,EBL and BOKL.

The Investment on Shares & Debentures to Total Working Fund Ratio of NBBL shows a
fluctuating trend. It has the highest ratio in the year 2066/67 at 2.14 and the lowest in the
year 2068/69 at 0.14. EBL ratios of investment on Shares & Debenturesto Total Working
Fund Ratio show a decreasing trend over the study period. The ratio is maximum in the
year 2064/65 at 0.37 and minimum in the year 2063/64 at 0.089.The ratio of BOKL also
shows a decreasing trend throughout the study period. The ratio is highest in the year
2063/64 at 0.76 and the lowest in the year 2064/65 at 0.6.

NBBL has the highest mean of ratios at 1.74, followed by BOKL at 0.48 and then EBL at
0.23.NBBL C.V. shows 50.40%, followed by BOKL with C.V. 45.83, and then EBL with
C.V. 38.69. Studying the above ratios EBL seems to be the least consistent with the
highest C.V. and NBBL seems to more consistent than the other two banks.
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Figure5
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4.1.2.6. Loan Loss Ratio

When the debtors are unable to pay the loan the loss of loan occurred. It occurs not only
because of debtor's failure but also because of failure of recovery of loan by bank. If
higher loss is expected then greater loan loss provision is made. Higher ratio leads to

low profit and indicates low efficiency of the bank.
The following table shows the ratios of the three banks over the study period.

Table4.14

Loan Loss Ratio (%)

Bank Fiscal Year Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)

NBBL | 8241 60.48 35.44 19.63 21.29 5.93 37.53 | 26.26 | 69.97

EBL 3.06 271 244 2.17 1.94 1.96 238 |0.39 |14.08

BOKL | 3.04 2.23 2.03 2.32 2.80 2.68 251 |04 15.93

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 2 (V1))

Table no. 4.14 shows the total mean, S.D, and C.V. of loan loss ratio of NBBL, EBL and
BOKL.

NRB has directed all the commercial bank to classify loan into four different

categories on the basis of loan overdue period and as per the present norms of
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NRB. Commercia banks need to maintain loan loss provision of 1% for pass loan. 25%
for sub-standard, 50% for doubtful and 100% for loss on the basis classification of loan.
The table shows that NBBL has an average mean ratio of 37.53%. The ratios are in
decreasing trend through out the years. The highest |oan loss ratio of the bank is 82.41%
in the year 2063/64 and the lowest in the year 2068/69 at 5.93. The S.D of the bank is
26.26 and C.V is69.97 %.

EBL has an average mean ratio of 2.38%. The ratios are in decreasing trend throughout
the study period. It has highest loan loss ratio of 3.06% in the year 2063/64 and lowest
in the year 2067/68 at 1.94. S.D of the bank is 0.39 and C.V is 14.08 %.Similarly,
BOKL has an average mean ratio of 2.51%. The ratios are in decreasing trend
throughout the study period except in the year 2066/67 & 2067/68. It has highest loan
loss ratio of 3.04% in the year 2063/64 and lowest in the year 2065/66 at 2.03. S.D of
the bank is 0.4 and C.V is 15.93 %.

It is clear from the above comparative table that NBBL has higher mean ratio than that
of EBL and BOKL. It means NBBL can earn more profit than EBL and BOKL. NBBL
has higher percentage of C.V among the three banks making it the most inconsistent in
the ratio. BOKL has C.V of 15.93 and EBL having the C.V of 14.08 % making it the

most consistent among the three banks.
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4.1.3 Profitability Ratios

Commercial banks are profit-oriented service-sector business organizations. Their main
objective isto earn profit providing various banking services to their customers. They are
required to earn sufficient profits for various operational and business related matters, as
well as to exploit opportunities available in the market. The profitability ratios indicate
towards the overall efficiency of the commercial banks. The profitability ratios show the
ratio of income as well as net profit over various other variables. The following
profitability ratios have been calculated to measure the profit earning capacity of the
commercia banks under study.

4.1.31 Return on Loans & Advances Ratio

Return on loans & advances shows the ratio of net profits over the total loans &
advances. This ratio thus shows what percentage of the investment in loans & advances
could be realized as net profits.

The following table shows the return on loans & advances ratio of the three banks.

Table4.15

Return on Loans & Advances Ratio (%)

Bank Fiscal Year Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | (24.07) | 10.93 32.19 13.08 (1.63) 7.83 6.38 | 16.96 | 265.83
EBL 2.17 2.46 2.67 3.02 3.00 3.03 272 |0.36 |13.33
BOKL | 2.79 2.90 3.15 3.05 3.46 3.22 3.09 | 028 |9.06

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (1))

Table no. 4.15 shows the total mean, S.D, and C.V. of return on Loans & advances ratio
of NBBL, EBL and BOKL.

The return on Loans & advances ratio of NBBL show decreasing trend throughout the
study period. The ratio is the highest at 32.19 in the year 2065/66. The bank has had
negative profit in the year 2063/64 and 2067/68 due to high provisioning the bank had to
make for its overdue loans. The ratio of NBBL is the lowest in the year 2063/64 with -
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24.07 and in the year 2067/68 with -1.63. EBL's return on Loans & advances ratio isin
increasing order, where there is a dlight decrease in the ratio in the year 2067/68. The
return on Loans & advances ratio is the highest in the year 2068/69 at 3.03 and the lowest
in the year 2063/64 at 2.17. BOKL aso has had the ratio in increasing order throughout
the study period except in the year 2068/69. BOKL has had the ratio highest in the year
2067/68 at 3.46 and lowest in the year 2063/64 at 2.79.

NBBL has the highest mean of ratios at 6.38 which show that it has high net profits over
the total loans and advances ratio. And EBL has the lowest mean of ratios at 2.72
showing that it has low net profits over the total loans and advances ratio. The coefficient
of Variation of BOKL is the lowest among the three at only 9.06, followed by EBL with
13.33, and NBBL having the highest C.V. with 265.83 making the bank the most

inconsistent in the ratio among the three banks.

4.1.3.2 Return on Total Working Fund Ratio

Return on total working fund ratio measures the percentage represented by net profits
over the total assets. This ratio shows us how much of the total assets the bank has been

ableto earn as net profits.

The following table shows the calculation of the ratios of the three banks.
Table4.16

Return on Total Working Fund Ratio (%)

Bank Fiscal Year Mean | S.D.| C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | (14.63) | 6.35 18.04 8.15 (0.98) 4.01 349 |9.91 | 284.16
EBL 1.38 1.66 1.73 2.01 2.01 1.95 1.79 |0.21| 11.96
BOKL | 1.80 2.04 2.25 2.18 2.44 2.10 213 |0.20|9.48

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (1))

Table no. 4.16 shows the total mean, S.D, and C.V. of return on Total working Fund
ratio of the chosen banksi.e. NBBL, EBL and BOKL.
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The return on Total working fund ratio of NBBL is the highest in the year 2065/66 at
18.04 and the lowest in the years 2063/64 and 2067/68 at -14.63 and -0.98. The ratio of
EBL isthe highest in the year 2067/68 at 2.01 and the lowest in the year 2063/64 at 1.38.
Similarly, the ratio of BOKL is the highest in the year 2067/68 at 2.44 and the lowest in
the year 2063/64 at 1.80.

NBBL has the maximum mean of the ratios, which is 3.49, followed by BOKL at 2.13
and with the least mean ratio of EBL with 1.79.It shows that NBBL has strong earning
capacity than the other two banks. The coefficient of Variation of BOKL ratio shows
consistency with the C.V of 9.48 only. The C.V of EBL is 11.96. It shows that NBBL's
C.V proves to be the most inconsistent with 284.16%.

4.1.3.3 Return on Equity
The return on equity shows the ratio of net profits over equity, which is the net worth of
the banks. It is the owner's (shareholders) claim of the bank. This ratio measures the

efficiency of the banks in using the funds of the owners.

The following table shows the calculation of the return on equity ratios of the three banks

under study.
Table4.17
Return on Equity (%)

Bank Fiscal Y ear Mean | SD. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 14045 | (27.21) | 193.35 |47.73 (6.13) | 27.40 45.93 | 70.91 | 154.38
EBL 24.67 23.49 28.99 30.15 26.38 26.10 26.63 | 2.30 | 8.66
BOKL | 26.72 26.93 26.51 24.56 24.85 22.50 2534 | 1.64 | 6.47
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (111))

Table no. 4.17 shows the total mean, S.D, and C.V. of return on Equity of the chosen
banksi.e. NBBL, EBL and BOKL.

The return on equity ratios of NBBL shows a decreasing trend throughout the study
period except in the year 2065/66. The ratio is the highest at 193.35 in the year 2065/66
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and the lowest in the year 2064/65 and 2067/68 at -27.17 & -6.13. EBL's ratios show
fluctuating trend of return on equity. The ROE of EBL is maximum in 2066/67 at 30.15
and minimum in the year 2064/65 at 23.49. Similarly, Return on Equity ratios of BOKL
also shows fluctuating trend, it was maximum in the year 2064/65 at 26.93 and minimum
in the year 2068/69 at 22.50.

NBBL has the highest mean of ratios, which is 45.93. The mean ratio of EBL stands at
26.63. BOKL having the lowest mean of ratios at 25.34. It indicates that NBBL is more
successful in mobilizing its capital than the other two. It is clear that NBBL has more
earning power than that of EBL & BOKL. NBBL has maximum return on earning which
is pleasing to the shareholders and in the case of EBL & BOKL, it isjust acceptable.
BOKL's ratio shows consistency with the C.V of 6.47 only. The C.V of EBL is 8.66. It
shows that NBBL's C.V proves to be the most inconsistent at 154.38.

4.1.3.4 Total Interest Earned to Total outside Assets Ratio

Interest income is the main income of a commercial bank. Thus, a commercial bank
strives at investing its funds in more and more interest-generating investment sectors, in
the form of loans & advances. The total interest earned to total outside assets ratio shows
what percentage of total outside assets the banks have been able to earn in the form of

interest income.

The following table shows the total interest earned to total outside assets ratios of the
three banks under study.

Table4.18

Total Interest Earned to Total outside Assets Ratio (%)

Bank Fiscal Year Mean | S.D.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 18.04 12.09 14.97 11.76 13.26 10.76 13.48 | 2.43 | 18.02
EBL 6.13 6.61 7.33 9.52 11.26 10.50 8.54 147 | 17.20
BOKL | 6.60 6.60 7.73 9.38 10.97 10.89 8.69 |185|21.34

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (1V))
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Table no. 4.18 shows the total mean, S.D, and C.V. of total interest Earned to total
outside assets ratio of the chosen banksi.e. NBBL, EBL and BOKL.

Tota Interest Earned to Total outside Assets Ratio of NBBL shows a fluctuating trend
over the study period. The ratio is the highest in the year 2063/64 at 18.04 and lowest in
the year 2068/69 at 10.76. EBL has the ratio in the increasing trend over the study period
except in the year 2068/69, where the ratio is highest in the year 2067/68 at 11.16 and
lowest in the year 2063/64 at 6.13. BOKL aso has the ratio in increasing trend where the
ratio is highest in the year 2067/68 at 10.97 and lowest in the year 2063/64 at 6.60.

NBBL has the highest mean of ratios at 13.48, followed by BOKL at 8.69 and EBL with
8.54. Despite having a negative profit in the latest year of study, NBBL nevertheless has
been successful at earning good amount of interest income. The coefficient of variation of
the ratios of BOKL is the highest at 21.34, followed by NBBL at 18.02, and then EBL
with that of 17.20 only, making EBL the most consistent in the ratio.

4.1.3.5 Total Interest Earned to Total Working Fund Ratio

Total interest earned to total working fund ratio of total interest earned over total assets of
the banks. This ratio actually reveals the earning capacity of a commercial bank by
mobilizing its working fund. A high ratio is the indicator of high earning power of the
bank on its total working fund and vice- versa.

The following table shows the total interest earned over total assets ratios of the three
banks over the study period.

Table4.19

Total Interest Earned to Total Working Fund Ratio (%)

Bank Fiscal Year Mean | S.D.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 13.53 8.82 11.17 9.31 10.25 7.58 10.11 | 1.89 | 18.74
EBL 5.34 5.70 5.92 7.50 9.37 8.88 711 | 161 | 2275
BOKL | 5.61 5.83 6.57 8.0 9.64 9.07 745 | 157 | 21.09

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (V))
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Table no. 4.19 shows the total mean, S.D, and C.V. of total interest Earned to totda
working fund ratio of the chosen banksi.e. NBBL, EBL and BOKL.

NBBL's has the ratios in fluctuating trend. It has the highest ratio in the year 2063/64 at
13.53 and the lowest in the year 2068/69 at 7.58.EBL has the ratios in increasing fashion
throughout the study period except in the year 2068/69. EBL has the highest ratio in the
year 2067/68 at 9.37 and the lowest in the year 2063/64 at 5.34. Similarly, BOKL also
has the ratios in increasing trend. The ratio is highest in the year 2067/68 at 9.64 and the
lowest in the year 2063/64 at 5.61.

NBBL has the highest mean of ratios, which is 10.11, followed by BOKL at 7.45 and
EBL with 7.11. NBBL nevertheless has been successful at earning good amount of
interest income. The coefficient of Variation is the highest in EBL with 22.75, followed
by BOKL at 21.09 and NBBL with 18.74 only, making NBBL the most consistent in the

ratio.

4.1.3.6 Total Interest Earned to Total Operating | ncome Ratio

Total Interest Earned to total operating income ratio is calculated to find out the ratio of
interest income of firm. It indicates how efficiently the bank has mobilized its resources
to bear the interest on invested assets.

The following table shows the ratios of the three banks over the study period.

Table4.20

Total Interest Earned to Total Operating Income Ratio (%)

Bank Fiscal Year Mean | SD. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 123.73 | 101.44 | 106.51 | 124.61 | 149.17 | 189.50 | 132.49 | 29.75 | 22.45
EBL 136.02 | 12799 |14154 |160.91 | 19749 |176.26 | 156.70 | 24.32 | 15.52
BOKL | 120.96 |119.83 |120.89 | 139.33 | 155.15 |170.70 | 137.81| 1948 | 14.14

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3 (VI))
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Table no. 4.20 shows the total mean, S.D, and C.V. of total interest Earned to total
operating income ratio of the chosen banksi.e. NBBL, EBL and BOKL.

NBBL's ratios is in increasing trend. The ratio seems increasing in the last three years.
The ratio is the highest in the year 2068/69 at 189.50 and the lowest in the year 2064/65
at 101.44. EBL has the ratio in an increasing trend throughout the study period except in
the year 2064/65 & 2068/69. The ratio is the highest in the year 2067/68 at 197.49 and
lowest in the year 2064/65 at 127.99. Similarly, BOKL also has an increasing trend of
the ratios throughout the study period. The ratio is maximum in the year 2068/69 where
the ratio reaches at 170.70 and minimum in the year 2064/65 at 119.83.

Studying the mean of the ratios, EBL has the highest ratio at 156.70, followed by BOKL
at 137.81 and then NBBL'sratio at 132.49. Studying the coefficient of Variation, NBBL's
C.V seems to be the highest among the three at 22.45 %, followed by EBL at 15.52 and
then of BOKL at 14.14%. NBBL seems to be the most inconsistent among the three
banks as it has highest percentage of Coefficient of Variation (C.V.).

4.1.3.7 Total Interest Paid to Total Working Fund Ratio

Deposits are the main source of funds for the commercial banks. They have to pay
interest on such deposits as well as to borrowing from outside. It however depends on
how much they have to pay as interest expense on their deposit composition. The total
interest paid to total working fund ratio shows the ratio of total interest paid over the total
assets.
The following table shows the ratios of the banks under the study.

Table4.21

Total Interest Paid to Total Working Fund Ratio (%)

Bank Fiscal Year Mean | SD. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 5.95 4.23 3.42 3.80 5.32 5.14 464 |091 | 16.63
EBL 241 2.33 2.74 3.80 5.48 5.14 3.65 |1.27|34.79
BOKL | 2.32 2.35 2.74 3.86 4.92 5.14 355 |1.17 ] 33.06
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 3(VI))
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Table no. 4.21 shows the total mean, S.D, and C.V. of total interest Paid to total operating
income ratio of the chosen banksi.e. NBBL, EBL and BOKL.

NBBL's ratios show afluctuating trend. The ratio seemsincreasing in the last three years.
The ratio is the highest in the year 2063/64 at 5.95 and 2067/68 at and 5.32 and the
lowest in the year 2065/66 at 3.42.EBL has theratio in an increasing trend throughout the
study period except in the year 2068/69. The ratio is the highest in the year 2067/68 at
5.48 and lowest in the year 2064/65 at 2.33. Similarly, BOKL aso has aincreasing trend
of the ratios throughout the study period. The ratio is maximum in the year 2068/69
where the ratio reaches at 5.14 and minimum in the year 2063/64 at 2.32.

Studying the mean of the ratios, NBBL has the highest mean ratio at 4.64, followed by
EBL at 3.65 and then BOKL's ratio at 3.55. Studying the coefficient of Variation, EBL's
C.V seems to be the highest among the three at 34.79, followed by BOKL and then of

NBBL. EBL seemsto be the most inconsistent among the three banks.

4.1.4 Risk ratios

The possibility of risk makes bank's investment a challenging task. Bank has to take risk
to get return on investment. It increases effectiveness and profitability of the bank. If a
bank expects high return on its investment, it has to accept the risk and manage it

efficiently.

Through following ratios, effort has been made to measure the level of risk.

4.1.4.1 Liquidity Risk Ratio

The liquidity risk ratio measures the level of risk associated with the liquid assets i.e.
cash, bank balance, etc that are kept in the bank for the purpose of satisfying the
depositor's demand for cash. Higher the ratio, lower the liquidity risks.

The following table shows the liquidity risk ratios of the three banks over the study

period.
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Table4.22

Liquidity Risk Ratio (%)

Bank Fiscal Year Mean | S.D.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 12.40 17.67 25.72 20.47 21.41 29.55 21.20 | 5,50 | 25.94
EBL 13.25 11.12 18.50 21.17 14.88 20.72 16.60 | 3.81 | 22.95
BOKL | 10.62 9.08 12.06 8.85 7.99 13.53 10.35 | 1.96 | 18.95

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 4(1))

Table no. 4.22 shows the total mean, S.D, and C.V. of Liquidity Risk Ratio of the chosen
banksi.e. NBBL, EBL and BOKL.

The above table shows that NBBL has also increasing trend of cash and bank balance to
total deposit ratio except the year 2066/67.The ratio is maximum in the year 2068/69 at
29.55 and the least in the year 2063/64 at 12.40. EBL has fluctuating trend of cash and
bank balance to total deposit ratio. The ratio is the maximum in the year 2066/67 at 21.17
and the least in the year 2064/65 at 11.12. BOKL has a fluctuating trend of cash and
bank balance to total deposit ratio throughout the study period. It is maximum in the year
2068/69 at 13.53 and the least in the year 2067/68 at 7.99.

The mean of the ratios is the greatest in the case of NBBL at 21.20 and the least in the
case of BOKL at 10.35. It shows that NBBL has the better ability of meeting with the
immediate liquid fund requirements than the other two. The coefficient of variation of the
ratios in the case of BOKL is the least at 18.95 and that is the greatest in the case of
NBBL at 25.94.The C.V. of EBL is 22.95. It shows that the ratios of NBBL are the |east

consistent and BOK L the most consistent.

4.1.4.2 Credit Risk Ratio

Credit risk ratios measure the possibility that the loan will not be repaid or that
investment will deteriorate in quality or go into default with consequent loss to the bank.
Actualy, credit risk ratio shows the proportion of non performing assets in total loan &
advances of the bank.
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The following table shows the ratios of the three banks over the study period.

Table4.23
Credit Risk Ratio (%)

Bank Fiscal Y ear Mean | SD.| C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 60.77 58.11 56.04 62.32 60.35 51.21 58.13 | 3.75 | 6.45
EBL 63.75 67.55 64.70 66.59 67.17 64.34 65.68 | 1.62 | 2.47
BOKL | 64.46 70.32 71.46 71.23 70.56 65.14 68.86 | 2.94 | 4.27
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 4(11))

Table no. 4.23 shows the Total mean, S.D. and C.V. of credit risk ratio of the chosen
commercia banks. Contents of the table show the percentage of loans & advances to total
working fund ratio position of NBBL, EBL and BOKL.

Loans & Advances to Tota Working Fund Ratio of NBBL is the highest in the year
2066/67 at 62.32 and the lowest in the year 2068/69 at 51.21. That of EBL is the highest
in the year 2064/65 at 67.55 and the lowest in the year 2063/64 at 63.75. BOKL has the

highest ratio in the year 2065/66 at 71.46 and the lowest in the year 2063/64 at 64.46.

The mean of the ratiosis the highest of BOKL at 68.86, and that of NBBL isthe lowest at
58.13. In the same manner, coefficient of variation of NBBL is the highest at 6.45
signifying that NBBL has had the most variations in the ratios, and EBL the lowest C.V

at 2.47, making it the most consistent in the ratios among the three banks.

4.1.4.3 Capital Risk Ratio
Capital risk ratio measures banks' ability to attract deposits and inter bank funds. It also

determines the level of profit, a bank can earn if a bank chooses to take high capital risk.
The capital risk isdirectly related to return on equity.

The following table shows the capital risk ratios of the three banks over the study period.
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Table4.24

Capital Risk Ratio (%)
Bank Fiscal Year Mean | SD. | C.V.
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | (23.55) | (16.49) | 6.62 12.87 10.19 11.86 0.25 | 14.60 | 5840
EBL 11.19 11.34 11.04 10.56 10.43 11.02 10.93 | 0.32 | 2.96
BOKL | 12.38 11.47 11.91 11.45 11.62 11.07 11.65 | 041 | 3.50

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 4(111))

Table no. 4.24 shows the Total mean, S.D. and C.V. of capita risk ratio of the chosen
commercia banks. Contents of the table show the percentage of capital risk ratio position
of NBBL, EBL and BOKL.

NBBL shows fluctuating trend of capital risk ratio. The ratio was negative in the first two
years of the study period. The ratio was maximum in the year 2066/67 at 12.87 and
minimum in the year 2063/64 & 2064/65 at -23.55 & -16.49. EBL aso shows a
fluctuating ratio in terms of capital risk. The ratio is highest in the year 2064/65 at 11.34
and the least in the year 2067/68 at 10.43.Similarly, BOKL has its ratio maximum in the
year 2063/64 at 12.38 and the minimum in the year at 2066/67 at 11.45.

The mean of the ratios of NBBL is 0.25. BOKL has the highest mean with 11.65,
followed by EBL with mean 10.93. NBBL shows the highest C.V and EBL shows the

lowest C.V making it the most consistent among the two banks.

4.1.4.4 Interest Rate Risk Ratio

The main source of profit for a commercial bank is the income through difference
between the interest rate it charges on itsloans & advances ad the interest rate it gives on
its deposits. The interest rate structure determines the asset and liability portfolios of the
bank. The possibility of loss due to change in interest rate is known as interest rate risk.
Interest rate risk is calculated by dividing the interest sensitive assets (short term
securities and various term loans) by interest sensitive liabilities (deposits, excluding
current deposit, and borrowings).
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The following table shows the calculation of interest rate risk ratio of the commercial

banks under study.
Table4.25
Interest Rate Risk Ratio (%)

Bank Fiscal Y ear Mean | SD. | C.V.

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 (%)
NBBL | 84.15 86.54 96.04 108.17 | 100.98 | 100.88 | 96.11 | 8.46 | 8.80
EBL 111.67 | 106.79 | 99.14 94.97 102.64 | 96.18 101.89 | 6.03 | 5.92
BOKL | 10651 | 111.44 | 106.67 | 109.10 | 110.0 10541 |108.18 | 2.52 | 2.33

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 4(1V))

Table no. 4.25 shows the Total mean, S.D. and C.V. of Interest rate risk ratio of the
chosen commercial banks. Contents of the table show the percentage of interest rate risk
position of NBBL, EBL and BOKL.

NBBL shows increasing trend in interest rate risk except in the year 2067/68 & 2068/69
where it decreases to 100.98 & 100.88. NBBL has the highest interest rate risk ratio in
the year 2066/67 at 108.17 and the lowest in the year 2063/64 at 84.15.EBL shows a
fluctuating trend. EBL has the highest ratio in the year 2063/64 at 111.67 and the lowest
in the year 2066/67 at 94.97. BOKL has the highest ratio in the year 2064/65 at 111.44
and lowest in the year 2068/69 at 105.41.

Studying the mean of the ratios, BOKL has the highest ratio at 108.18, followed by EBL
with 101.89, and NBBL with 96.11.BOKL has the highest mean of the interest rate risk
ratios among the three banks, as it has more interest earning assets than interest bearing
liabilities. NBBL has the highest coefficient of variation at 8.80 making it the most
inconsistent in the ratio among the three banks. BOKL has the lowest C.V. with 2.33

making it the most consistent in the ratio.
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4.1.5 Growth Ratio

Growth ratios are directly related to the fund mobilization and investment management
of a commercial bank. It represents how well the commercia banks are maintaining its
economic position. Higher ratio indicates better the performance of the bank and vice-
versa

Under, this section, growth ratio of Total Deposit, loan & advances, Tota investment and
Net Profit are calculated.

| Growth ratio to Total Deposit
The following table shows the growth ratio of total deposit of the banks over the study

period.
Table 4.26
Growth Ratio of Total Deposit (%)
(In Million Rs.)
Bank Fiscal Y ear Growth

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 | Ratio

NBBL | 9385.94 | 10883.65 | 9997.70 | 10052.18 | 11511.67 | 16952.70 | 12.6

EBL 18186.25 | 23976.29 | 33322.94 | 36932.31 | 41127.91 | 50006.10 | 22.42

BOKL | 12388.92 | 15833.73 | 18083.98 | 20315.83 | 21018.42 | 24991.44 | 15.06

Source: Annual Report of NBBL, EBL & BOKL ( Detail in Appendix 5 A (i,ii,iii))

The above table shows that the growth ratio NBBL is less than that of EBL and BOKL.
We can see that the growth ratio of NBBL is 12.6 only. EBL has the highest growth ratio
of 22.42 followed by BOKL, 15.06. The above position of growth rate indicates that EBL
used to increase its deposit collection very tightly than BOKL and NBBL.
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ii Growth ratio of Loan & Advances

The following table shows the growth ratios of loan & advances of the banks over the

study period.
Table4.27
Growth Ratio of Loan & Advances (%)
(In Million Rs.)
Bank Fiscal Y ear Growth
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 | Ratio
NBBL | 4409.01 | 5457.8 6704.94 | 7809.54 | 8452.73 | 10330.07 | 18.63
EBL 13664.8 | 18339.08 | 23884.67 | 27556.35 | 31057.69 | 35910.97 | 21.24
BOKL | 9399.32 | 12462.63 | 14647.29 | 16664.93 | 17468.19 | 18813.93 | 14.86

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 5 B ( i,ii,iii))

The above table shows the growth ratio of loan & advances. The Growth rate of BOKL
and NBBL seemsto be quitelow i.e. 14.86 & 18.63 respectively. The growth rate of EBL
seems to be the highest at 21.24. This position of Growth ratio indicates that the
performance of EBL to grant loan & advancesis better than that of NBBL & BOKL.
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il Growth Ratio of Total | nvestment

The following table shows the growth ratio of total investment of the banks over the

study period.
Table4.28
Growth Ratio of Total Investment (%)
(In Million Rs.)
Bank Fiscal Y ear Growth

2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 | Ratio

NBBL | 1034.56 | 1389.90 | 2222.43 | 2112.75 | 2378.27 | 3868.95 | 30

EBL 4984.31 | 5059.55 | 5948.48 | 5008.31 | 7743.93 | 7863.62 |94

BOKL | 299243 | 3204.06 | 27/83.60 | 3269.20 | 4286.60 | 5246.68 | 11

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 5 C (i,ii,iii))
The above table shows the growth ratio of Total investment of the chosen three banks.

The growth ratio of total investment is the highest in NBBL and the lowest in BOKL.
NBBL has the growth ratio of 30, followed by BOKL11, and then of EBL 9.4.
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iv Growth ratio of Net Profit

The following table shows the growth ratio of net profit of the banks over the study
period.

Table4.29
Growth Ratio of Net Profit (%)

(In Million Rs.)

Bank Fiscal Y ear Growth
2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | 2068/69 | Ratio

NBBL | (1061.58) | 596.48 | 2158.10 | 1021.38 | (138.16) | 809.47 -194.65
EBL 296.41 451.21 | 638.73 831.8 931.30 1090.56 | 29.76
BOKL | 262.38 361.49 | 461.73 509.26 605.15 607.66 18.22

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 5 D (i,ii,iii))

The above table shows the Net Profit of the chosen banksi.e. NBBL, EBL, and BOKL.

NBBL shows a negative growth rate in the net profit. EBL has the highest growth rate in
the net profit of 29.76, followed by BOKL having growth rate in Net Profit of 18.22.
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Studying the above position of growth rate, EBL shows better position than BOKL and
NBBL as it has the highest growth rate in its profit, which is followed by BOKL &
NBBL.

Figure 10

Growth Ratio of Net Profit (%)

3000
£
y 2000 e
€% 1000 "M - —g | (T*NBEL
g = h BOKL
2 -1000
=z

-2000

Fiscal Years

4.2 Coefficient of Correlation Analysis

Under this, Karl Pearson's co-efficient of correlation is used to find out the relationship
between deposit and loan & advances, Total Deposit and total investment, Total outside
assets and net profit.

4.2.1 Coefficient of correlation between Total Deposits and Loans
& Advances

Coefficient of correlation between Total deposits and loans & advances measures the
degree of relationship between these two variables. The purpose of correlation analysis
between deposit and loan & advances is to find out whether the deposit is significantly
used as loan & advances or not. In this analysis, deposit is considered as independent

variables, (x) and loan & advances as dependent variable (y).
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Table4.30

Correlation between Total Deposit and Loans & Advances

Bank Evaluation Criteria

(r) (r?) P.E. 6XP.E.
NBBL 0.82 0.68 0.087 0.52
EBL 0.995 0.991 0.0024 0.015
BOKL 0.981 0.963 0.011 0.06

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 7 1 (A, B, C))

From the table, the Coefficient of correlation (r) between NBBL's deposit and loans and
advances is found to be 0.82, which shows a positive relationship between the two
variables. Moreover, the coefficient of determination (%) is found to be 0.68 which means
that 68 % of the variation in the dependent variable is explained by the independent
variable, which in this case are loans & advances and deposit respectively. The vaue of
probable error is calculated at 0.087, and 6 x P.E. is 0.52 which is less than the value of
(). Thus we can say that the value of (r) is significant and it shows a significant
relationship between NBBL's two variables deposit and loans and advances.

In the same way the coefficient of correlation (r) between EBL's deposit and loans and
advances is found to be 0.995, which shows a very high positive relationship between the
two variables. Moreover, the coefficient of determination ( r?) is found to be 0.991 which
means that 99.1 % of the variation in the dependent variable is explained by the
independent variable, which in this case are loans & advances and deposit respectively.
The value of probable error is calculated at 0.0024, and 6 x P.E. is 0.015 which is less
than the value of (r). Thus we can say that the value of (r) is significant and it shows a

significant relationship between EBL's two variables deposit and loans and advances.

In the same way the coefficient of correlation (r) between BOKL's deposit and loans and
advances is found to be 0.981, which shows a very high positive relationship between the
two variables. Moreover, the coefficient of determination (r?) is found to be 0.963 which
means that 96.3 % of the variation in the dependent variable is explained by the
independent variable, which in this case are loans & advances and deposit respectively.
The value of probable error is calculated at 0.010, and 6 x P.E. is 0.06 which is less than
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the value of (r). Thus we can say that the value of (r) is significant and shows a

significant relationship between two variables deposit and loans and advances.

From the above table, we can conclude that EBL and BOKL has the highest value of
coefficient correlation between the deposit and loans & advances followed by NBBL
with 0.82 coefficient of correlation. EBL shows the highest coefficient of determination (
r’) among the three and the difference between the value of (r) and 6 x P.E. is the highest
EBL, followed by BOKL and then by NBBL. Thus, from the above analysis, we can say
that EBL has been better able to mobilize its deposit and loans and advances than the
other two. All the three banks have nevertheless had positive and significant Correlation

coefficients.

4.2.1.2 Coefficient of correlation between Total Deposits and Total

I nvestment

Like loans & advances, commercial banks make investments in government securities
and shares & debentures of other companies from the fund collected through their
deposits. The coefficient of correlation between total deposit and total investment
measures the degree of relationship between these two variables. In the correlation
analysis, total deposit is the independent variable and total investment is the dependent
variable since the amount of investment depends upon the amount available through
deposits. The objective of calculating correlation coefficient between these two variables
is to justify whether the deposits are significantly used in the form of investments or not,

aswell asto find out the relationship between them.

The following table shows the computed values of coefficient of correlation (r),
coefficient of determination (r?), Probable error (P.E.), and 6X P.E. of the three banks
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Table4.31

Correlation between Total Deposit and Total | nvestment

Bank Evaluation Criteria

(r) (r?) P.E. 6XP.E.
NBBL 0.847 0.718 0.08 0.46
EBL 0.82 0.675 0.089 0.53
BOKL 0.81 0.66 0.092 0.55

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 7 11 (A, B, C))

From the table, the Coefficient of correlation (r) between NBBL's Total deposit and Total
investment is found to be 0.84, which shows a positive relationship between the two
variables. Moreover, the coefficient of determination (r%) is found to be 0.718 which
means that 71.8 % of the variation in the dependent variable is explained by the
independent variables, which in this case are total deposit and total investment
respectively. The value of probable error is calculated at 0.08, and 6 x P.E. is 0.46 which
is less than the value of (r) (0.84>0.46) Thus we can say that the value of (r) is
significant.

In the same way the coefficient of correlation (r) between EBL's Total deposit and Total
investment is found to be 0.822, which shows a positive relationship between the two
variables. Moreover, the coefficient of determination (r%) is found to be 0.675 which
means that 67.5 % of the variation in the dependent variable is explained by the
independent variables, which in this case are total deposit and total investment
respectively. The value of probable error is calculated at 0.089, and 6 x P.E. is0.53

which is less than the value of (r). Thus we can say that the value of (r) is significant and
it shows a significant relationship between EBL's two variables total deposit and total

investment.

In the same way the coefficient of correlation (r) between BOKL's Tota deposit and
Tota Investment is found to be 0.81, which shows a positive relationship between the
two variables. Moreover, the coefficient of determination (r?) is found to be 0.662 which
means that 6.62 % of the variation in the dependent variable is explained by the
independent variable, which in this case is total deposit and total investment respectively.
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The value of probable error is calculated at 0.092, and 6 x P.E. is 0.557 which isless than
the value of (r), (0.81>0.557). Thus we can say that the value of (r) is significant and

shows a significant relationship between two variables total deposit and total investment.

From the above table, we can conclude that NBBL has the highest value of coefficient
correlation between the total deposit and total investment followed by EBL with 0.82
coefficient of correlation, followed by BOKL with 0.81. NBBL shows the highest
coefficient of determination ( r?) among the three and the difference between the value of
(r) and 6 x P.E. isthe highest in NBBL, followed by EBL and then by BOKL. Thus, from
the above analysis, we can say that NBBL has been better able to mobilize its total
deposit and total investment than the other two. All the three banks have neverthel ess had
positive and significant Correlation coefficients.

4.2.1.3 Coefficient of correlation between Net Profits and Total outside
AsSsets

The correlation analysis also has been performed between the net profits and the total
outside assets of the three banks. This explains the relationship between the dependent
variable (net profit) and the independent variable (total outside assets), and the effect of
independent variable on the dependent one. By outside assets, we mean the total
investment done by the commercial banks in the form of total loans & advances,
investment in government securities, and investment in shares & debentures of other
companies. The investment of funds in outside sectors generates the primary and most
important source of income for the commercial banks. Thus the correlation analysis
between these two variablesis regarded as very important.

The following table shows the calculated coefficients for the various values related to
correlation analysis.
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Table4.32

Correation between Net Profits and Total outside Assets

Bank Evaluation Criteria

(r) (r?) P.E. 6XP.E.
NBBL 0.35 0.127 0.24 1.44
EBL 0.99 0.98 0.005 0.029
BOKL 0.98 0.96 0.011 0.066

Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 7 111 (A, B, C))

The above table shows that NBBL has 0.35 calculated values for coefficient of
correlation (r) between its net profits and total outside assets. The bank has positives
relationship between the net profit and tota outside assets. The coefficient of
determination (%) has been found to be 0.127 which means that 12.7% of the variation in
the net profits is explained by the total outside assets. The probable error (P.E.) has been
calculated 0.24, and 6 x P.E. a 1.44. Here, 6 x P.E. is found to be more than (r) (1.44
>0.35) which means that the value for (r) is not significant. Thus, there is insignificant
relationship between the net profits and total outside assets of NBBL.

In case of EBL, the coefficient of correlation (r) is found to be 0.99 which means that
there is a high positive relationship between the net profits and total outside assets of
EBL. The coefficient of determination (r?) has been found to be 0.982 which means that
98.2% of the variation in the dependent variable is explained by the independent variable.
The probable error (P.E.) has been calculated 0.005, and 6 x P.E. is 0.029. Here, 6 x P.E.
is found to be less than (r) (0.99 >0.029) which means that the value for (r) is significant.
Thus, we can say that there is very high positive and significant relationship between the
net profits and total outside assets of EBL.

BOKL isfound to have the coefficient of correlation (r) of 0.98 which means that there is
very high positive relationship between the net profits and total outside assets. The
coefficient of determination (r?) has been found to be 0.960 which means that 96.0% of
the variation in the dependent variable is explained by the independent variable. The
probable error (P.E.) has been calculated 0.010, and 6 x P.E. is 0.066. Here, 6 x P.E. is
found to be less than ('r) ( 0.98 >0.066) which means that the value for ( r) is significant.
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Thus, we can say that there is very high positive and significant relationship between the
net profits and total outside assets of BOKL.

Comparing the three banks, EBL is found to have the highest coefficient of correlation (r)
between the net profits and total outside assets as well as the highest coefficient of
determination (r’) among the three banks. The calculated coefficient of BOKL is also
found to be very high, near to 1 and 100%. The difference between the (r) and 6 X P.E. is
found to be the greatest among the three in EBL, making EBL having the most significant
value for (r). BOKL is aso found to have a high positive relationship between the two
variables, and the (r) is aso found to be significant. NBBL is found to have positive
relationship between the two variables, but the value for (r) is not found to be significant.

4.2.2 Trend Analysis
In the trend analysis, the trend of deposit collection, its utilization in the form of loans &
advances and total investment, and the net profit of NBBL, EBL, AND BOKL have been
anayzed using the least square method. Here, the forecasting for the next five years from
the latest year of study has also been performed. The following assumptions have been
made for the projections:

It has been assumed that all other things remain unchanged.

The projection holds true when the limitations for least square method is carried

out.

It has been assumed that the economy will run in the present status.

It has been assumed that the banks will run in the present position.

NRB directives to the commercia banks will remain unchanged.

4.2.2.1 Trend Analysis of Total Deposits

Using the least square method for trend analysis, the trend values for total deposit for the
three banks have been calculated for next five years from 2070 through 2074. The
following table shows the trend values of total deposit for NBBL, EBL and BOKL.
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Table4.33

Trend Values of Total Deposits

FIY Total Deposits (In Million Rs.)
NBBL EBL BOKL
2064 3177.36 (10692.07) 1939.03
2065 6492.43 7154.87 8672.25
2066 9806.79 25001.82 15405.45
2067 13121.15 42848.77 22138.65
2068 16435.5 60695.72 28871.85
2069 19749.87 78542.67 35605.05
2070 23064.23 96389.62 42338.25
2071 26378.59 114236.57 45071.45
2072 29692.95 132083.52 55804.65
2073 33007.31 149930.47 62537.85
2074 36321.67 167777.42 69271.05
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 8 (I, I1, 111))

The above table shows that the chosen three banksi.e. NBBL, EBL and BOKL have had
increasing trend in their deposit collections. According to the table, EBL will have the
highest deposit collection among the three banks, by the year 2074 with the deposit of Rs.
124852.1 million followed by BOKL with Rs. 52313.86 million, and NBBL with Rs.
15838.15 million .The following is the presentation of the trend values of total deposits of

the three banks in a chart form.
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4.2.2.2 Trend Analysisof Loans & Advances

Trend values of loans & advances of the three banks calculated for 6 years, from 2064 to
2069 as well as forecasted values of loans & advances for 5 years from 2070 to 2074
have been shown below.

Table4.34

Trend Values of Loans & Advances

FIY Loans & Advances (In Million Rs.)
NBBL EBL BOKL
2064 4409.01 (6819.1) 1553.65
2065 5457.8 5936.06 6895.94
2066 6704.94 18691.22 12238.23
2067 7809.54 31446.38 17580.52
2068 8452.73 44201.54 22922.81
2069 10330.07 56956.7 28265.10
2070 18771.62 69711.86 33607.39
2071 22079.51 82467.02 38949.68
2072 25387.40 05222.18 44291.97
2073 28695.29 107977.34 49634.26
2074 32003.18 120732.5 54976.55
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 9 (I, I1, 111))

The above table shows the trend values of loans & advances for the chosen banks under
study. The forecasted value for loans & advances for NBBL for the year 2074 will be Rs.
23269.44million. EBL is expected to have Rs. 93307.57 million worth of loans &
advances, and BOKL will have that amounting to Rs. 46672.47 million. From the above
table, it is clear that EBL is expected to have the highest amount of loans & advances by
2074, followed by BOKL, and then NBBL .The following is the presentation of the trend

values of loans & advances of the banks in a chart form.

124




Figure 12

Trend Values of Loans & Advances

—~ 140000
$ 120000 /-—
S 100000 =
= 80000 — ——NBBL
= 60000 —= —=—EBL
= 40000 —a 5 BOKL
c
3 20000 ——— —
<E[ O -_{'./I T T T T T T T T T

BRI - S SR AR - R R R

SR SR U S IR SN SRS
Fiscal Years

125




4.2.2.3 Trend Analysisof Total I nvestment

Using the least square method, the trend values of the total investment of the three banks
have been calculated from 2064 to 2069, and forecasted values for the same for 5 years,
from 2070 to 2074 have been calculated. The following table shows the trend values for
the total investment for the banks under study.

Table4.35

Trend Values of Total I nvestment

FIY Total Investment (In Million Rs.)
NBBL EBL BOKL
2064 (1379.54) 1620.76 504.49
2065 39.4 3413.0 1754.86
2066 1458.34 5205.24 3005.23
2067 2877.28 6997.48 4255.60
2068 4296.22 8789.72 5505.97
2069 5715.16 10581.96 6756.34
2070 7134.1 12374.2 8006.71
2071 8553.04 14166.44 9257.08
2072 9971.98 15958.68 10507.45
2073 11390.92 17750.92 11757.82
2074 12809.86 19543.16 13008.19
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 10 (1, I1, 111))

The table shows that the chosen three banks i.e. NBBL, EBL and BOKL show an
increasing trend in their trend values of their total investment. NBBL is forecasted to
have the total investment of Rs. 7283.98 million by the year 2074. EBL is forecasted to
have the total investment of of Rs. 14497.71 million by the year 2074 and BOKL of Rs.
7552.7million by the same year. Thus, this analysis shows that EBL will have the highest
total investments by the year 2074, followed by BOKL and NBBL. The following figure

shows the demonstration of the above trend values in a chart form.
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4.2.2.4 Trend Analysisof Net Profit
The net profit of the three banks for 6 years from 2064 through 2069, and then

forecasting of the same for the next five years, from 2070 to 2074 have been presented in
the following table.

Table4.36

Trend Values of Net Profit

FIY Net Profit (In Million Rs.)
NBBL EBL BOKL
2064 1522.885 (72.80) (53.91)
2065 1139.42 238.98 154.83
2066 755.99 550.77 363.57
2067 (372.56) 862.56 572.31
2068 (10.86) 1174.35 781.05
2069 (394.29) 1486.14 989.79
2070 (777.72) 1797.93 1198.53
2071 (1161.15) 2109.72 1407.27
2072 (1544.58) 2421.51 1616.01
2073 (1928.01) 2733.30 1824.75
2074 (2311.44) 3045.09 2033.49
Source: Annual Report of NBBL, EBL & BOKL (Detail in Appendix 11 (1, I1, 111))

The above table shows that the trend values of net profit for the chosen two banks are in
increasing trend. The trend values of net profit for NBBL are in decreasing trend. NBBL
is expected to earn a loss of Rs. 2644.04 million by the year 2074. EBL's Net profit
shows a continuous increasing trend. EBL is expected to make a net profit of Rs. 3270.45
million by the year 2074. BOKL is forecasted to have a net profit of Rs. 1773.28 million

by the same year.
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4.2.3 Testing of Hypothesis
Here, under testing of hypothesis, it has been tried to test the significance regarding the

parameter of the population on the basis of sample drawn from the population. The

following steps have been carried out for the testing of hypothesis.

i)
i)
iii)
iv)
v)

Vi)

Formulating hypothesis — (a) null hypothesis and (b) alternative hypothesis

Computing the test statistic

Fixing the level of significance

Finding the critical region
Deciding two- tailed or one-tailed test

Decision making

4.2.3.1 Test of Hypothesis on Loans & Advances to Total Deposit Ratio

of NBBL and EBL

Let, the loans & advances to total deposit ratio of NBBL and EBL be X1 and X2

respectively.

Table4.37

Test of Hypothesison Loans & Advancesto Total Deposit Ratio of NBBL and EBL

FIY NBBL EBL

X1 d; dq* X2 d, d,”
2063/64 46.97 (15.73) 247.43 75.13 0.93 0.87
2064/65 50.14 (12.56) 157.75 76.49 2.29 5.24
2065/66 67.06 4.36 19.00 71.68 (2.52) 6.35
2066/67 77.69 14.99 224.70 74.61 0.41 0.17
2067/68 73.42 10.72 114.91 75.51 131 1.71
2068/69 60.93 (1.77) 3.13 71.81 (2.39) 571
Total 376.21 0.00 748.22 445.23 0 20.05
M ean 62.70 74.20
Source: Annual Report of NBBL & EBL
Now,
5 - Ttg+ng—2 Zdl Ty EdL M=
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6+6—:

 §
= — (784.92+ 20.05)
= 76.89

Now,

Null Hypothesis (H0): uxi= pxz; i.e. thereis no significant difference between the mean
of loans & advances to total deposit ratio of NBBL and EBL.

Alternative Hypothesis ( Hy): uxaZ Xz ; i.e. thereis significant difference between the
mean of loans & advances to total deposit ratio of NBBL and EBL.

Under Ho, the test statisticis,

L s .\.2 .
t = e with degree of freedom (d.f) n; + ny -2
17 gt

62./0 - 7420

J76895+ ]

—11.5

5.Us

= 227

Tabulated value for’t’ (two tailed test) at 5% level of significance for (n; + n, -2 = 10) d.f
i$2.228

Decision: Here, the calculated value for |t| 2.27 is more than tabulated value 2.228. Thus,
Null hypothesis is rejected i.e. aternative hypothesis is accepted which means that there
is significance relationship between the mean ratios of loans & advances to total deposit
ratio of NBBL and EBL.
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4.2.3.2 Test of Hypothesis on Loan & Advances to Total Deposit Ratio
of NBBL and BOKL

Let, the loans & advances to total deposit ratio of NBBL and BOKL be X; and X
respectively.
Table4.38

Test of Hypothesison Loan & Advancesto Total Deposit Ratio of NBBL and BOKL

FIY NBBL BOKL
X1 d; dq” X2 d, d,”
2063/64 46.97 (15.73) 247.43 75.87 (3.45) 18.25
2064/65 50.14 (12.56) 157.75 78.71 (0.61) 2.05
2065/66 67.06 4.36 19.00 81 1.68 0.73
2066/67 77.69 14.99 224.70 82.03 2.71 3.56
2067/68 73.42 10.72 114.91 83.10 3.78 8.76
2068/69 60.93 (1.77) 3.13 75.28 (4.04) 16.32
Total 376.21 0.00 748.22 475.96 0 53.03
M ean 62.70 79.32
Source: Annual Report of NBBL & BOKL
7 ¥ 1 - (5dq)° N 2 :'Edz_":}
5 - Tig T —2 zdl Ty Edﬂ =
(0)4 (034
= ——|784.92— == + 53.03 — |
6+e—2 &

 §
= — (784.92+53.0)

= 80.19
Now,

Null Hypothesis (H0): pxi1= pxz; i.e. thereis no significant difference between the mean
of loans & advancesto total deposit ratio of NBBL and BOKL.

Alternative Hypothesis ( Hy): uxaZ Xz ; i.e. thereis significant difference between the
mean of loans & advances to total deposit ratio of NBBL and BOKL.

Under Ho, the test statisticis,
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{ = ———— with degree of freedom (d.f) ny + n, -2
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L A I N

Jeoaofie ]

= 321

Tabulated value for 't' (two tailed test) at 5% level of significance for (n; + n; -2 = 10) d.f
is2.228.

Decision: Here, the calculated value for [t| 3.241 is more than tabulated value 2.228.
Thus, Null hypothesisis rejected i.e. aternative hypothesis is accepted which means that
there is significance relationship between the mean ratios of loans & advances to tota
deposit ratio of NBBL and BOKL.

4.2.3.3 Test of Hypothesis on Total Investment to Total Deposit Ratio of
NBBL and EBL

Let, the total investment to total deposit ratios of NBBL and EBL be X; and X;
respectively.
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Table4.39

Test of Hypothesison Total Investment to Total Deposit Ratio of NBBL and EBL

FIY NBBL EBL
X1 d, dq’ X5 d, dy?
2063/64 11.02 -7.48 55.95 27.41 8.34 69.55
2064/65 12.77 -5.73 32.83 21.10 2.03 412
2065/66 22.23 3.73 13.91 17.85 -1.22 1.48
2066/67 21.01 251 6.30 13.56 -5.51 30.36
2067/68 20.66 2.16 4.66 18.82 -0.25 0.062
2068/69 23.34 4.84 23.42 15.73 -3.34 11.15
Total 111.03 0 137.07 114.47 0 116.72
M ean 18.50 19.07
Source: Annual Report of NBBL & EBL
(4 (4.2
2 _ d"j‘ (5d e dz 2d
5 Tey bty — 12 Z fa
a4 a4
. [13?{}?-—-116?2-—J
BE+E— = =
1
= — (137.07 +116.72)
1
= 25.37
Now,

Null Hypothesis (Ho): uxi1= pxz ; i.e. thereis no significant difference between the mean
of total investment to total deposit ratio of NBBL and EBL.

Alternative Hypothesis ( Hy): uxaZ Xz ; i.e. thereis significant difference between the
mean of total investment to total deposit ratio of NBBL and EBL.
Under Ho, the test statistic is,

_—— with degree of freedom (d.f) ny + n, -2
52 i_;_ i:|
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2.91

=-0.19

Tabulated value for't' (two tailed test) at 5% level of significance for (ny + n, -2 = 10) d.f
i$2.228

Decision: Here, the calculated value for [t| 0.19 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. alternative hypothesis is rejected which means that there
is no significance relationship between the mean ratios of loans & advances to total
deposit ratio of NBBL and EBL.

4.2.3.4 Test of Hypothesis on Total Investment to Total Deposit Ratio of
NBBL and BOKL

Let, the total investment to total deposit ratios of NBBL and BOKL be X; and X
respectively.
Table4.40

Test of Hypothesison Total Investment to Total Deposit Ratio of NBBL and BOK L

FIY NBBL BOKL
X1 dy dq’ X5 d, d,?

2063/64 | 11.02 -7.48 55.95 24.15 4.61 21.25
2064/65 | 12.77 -5.73 32.83 20.23 0.69 0.47
2065/66 | 22.33 3.73 13.91 15.39 -4.15 17.22
2066/67 | 21.01 251 6.30 16.09 -3.45 11.90
2067/68 | 20.66 2.16 4.66 20.39 0.85 0.72
2068/69 | 23.34 4.84 23.42 20.99 1.45 2.10
Total 111.03 0 137.07 117.24 0 53.66
Mean 18.50 19.54

Source: Annual Report of NBBL & BOKL
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Now,
Null Hypothesis (H0): pxi1= pxz; i.e. thereis no significant difference between the mean
of total investment to total deposit ratio of NBBL and BOKL.
Alternative Hypothesis (H1): ux# ux ; i.e. there is significant difference between the
mean of total investment to total deposit ratio of NBBL and BOKL.

Under Ho, thetest statistic is,

X s .\.2 .
{ = ——— with degree of freedom (d.f) ny + n, -2
gz | 2y L]
-.'l' iy mna
18.50 - 19.54

_\;'19.0:='E+ 1

L=

—1.04

= -041

Tabulated value for't' (two tailed test) at 5% level of significance for (n; + n, -2 = 10) d.f
is2.228

Decision: Here, the calculated value for [t| 0.41 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. aternative hypothesis is rejected which means that there
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is no significance relationship between the mean ratios of total investment to total deposit
ratio of NBBL and BOKL.

4.2.3.5 Test of Hypothesis on Investment on Government securities to
Current Assets Ratio of NBBL and EBL

Let, the Investment on Government Securities to current assets ratios of NBBL and EBL

be X1 and X, respectively.
Table4.41
Test of Hypothesis on the Inv. on Government Securitiesto current assetsratio of
NBBL and EBL
FIY NBBL EBL
X4 dy d,° X2 d, dy’
2063/64 11.62 -2.53 6.40 22.12 6.83 46.64
2064/65 13.21 -0.94 0.88 18.31 3.02 9.12
2065/66 14.50 0.35 0.12 14.10 -1.19 1.41
2066/67 11.47 -2.68 7.18 10.64 -4.65 21.62
2067/68 15.43 1.28 1.63 15.60 0.31 0.096
2068/69 18.68 4,53 20.52 10.98 4.31 18.58
Total 84.91 0 36.73 91.75 0 97.46
Mean 14.15 15.29

Source: Annual Report of NBBL & EBL

2 _ 1 2 _(Bdi) | g2 (5dy)°
5= ot - 3y 38

T+ —2 ' N4

(0)* (0 F}

- + 9746 — —=
b

. _ lSﬁ.TS _
ol =

i
= — (36.73+97.46)

= 1341
Now,

Null Hypothesis (Ho0): uxi1= pxz; i.e. thereis no significant difference between the mean

of investment on government securities to current assets ratio of NBBL and EBL.
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Alternative Hypothesis (H1): ux1# X2 ; i.e. there is significant difference between the

mean of investment on government securities to current assets ratio of NBBL and EBL.

Under Ho, thetest statistic is,

t = I%l] with degree of freedom (d.f) ny + ny -2
! 53 ey R

\ nq na

14.15 - 15.2%

[T

“4.47

—1.14

211
= -054

Tabulated value for't' (two tailed test) at 5% level of significance for (ny + n, -2 = 10) d.f
is2.228

Decision: Here, the calculated value for [t| 0.54 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. alternative hypothesis is rejected which means that there
is no significance relationship between the mean ratios of investment on government
securities to current assets ratio of NBBL and EBL.

4.2.3.6 Test of Hypothesis on Investment on Government securities to
Current Assets Ratio of NBBL and BOK L

Let, the investment on government securities to current assets ratios of NBBL and BOKL

be X1 and X, respectively.
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Table4.42

Test of Hypothesis on the Inv. on Government Securitiesto current assetsratio of
NBBL and BOKL

FIY NBBL BOKL
X]_ d]_ d12 Xz d2 d22

2063/64 11.62 -2.53 6.40 16.36 2.3 5.29
2064/65 13.21 -0.94 0.88 12.19 -1.87 3.50
2065/66 14.50 0.35 0.12 8.69 -5.37 28.83
2066/67 11.47 -2.68 7.18 12.90 -1.16 1.34
2067/68 15.43 1.28 1.63 16.49 2.43 5.90
2068/69 18.68 453 20.52 17.78 3.72 13.83
Total 84.91 0 36.73 84.41 0 58.69
Mean 14.15 14.06
Source: Annual Report of NBBL & BOKL

: 1 (vd.)? (vd.)?

2. —— _|yd? =2 L yd? =

] '.'.!j+rt3—2lz 1 Ty Z 2 N
1 (0} (0)?
. lSﬁ.?S _97 . 5869— ]
E+6—2 -
1

= - (36.73 +58.69)

= 954
Now,

Null Hypothesis (Ho): uxi1= pxz; i.e. thereis no significant difference between the mean

of investment on government securities to current assets ratio of NBBL and BOKL.

Alternative Hypothesis (H1): ux;# pxz ; i.e. there is significant difference between the

mean of investment on government securities to current assets ratio of NBBL and BOKL.

Under Ho, the test statisticis,

t - Ly X2

[s2 B 2]
-.'1 ny na

with degree of freedom (d.f) n; + np -2
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= -0.05

Tabulated value for 't' (two tailed test) at 5% level of significance for (n; + ny -2 = 10) d.f
i$2.228

Decision: Here, the calculated value for [t| 0.05 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. alternative hypothesis is rejected which means that there
is no significance relationship between the mean ratios of total investment to total deposit
ratio of NBBL and BOKL.

4.2.3.7Test of Hypothesis on Loans and Advances to Current Assets
Ratio of NBBL and EBL

Let, the loans & advances to Current assets ratios of NBBL and EBL be X; and X,
respectively.
Table4.43

Test of Hypothesison loans & advancesto Current assetsratio of NBBL and EBL

FIY NBBL EBL
X1 d, dq’ X5 d, dy?

2063/64 | 61.97 2.92 8.52 64.26 212 4.49
2064/65 | 59.04 -0.01 0.00 68.45 2.07 4.28
2065/66 | 56.70 -2.35 5.52 65.45 -0.93 0.86
2066/67 | 63.10 4.05 16.40 67.34 0.96 0.92
2067/68 | 61.71 2.66 7.07 67.84 117146 |2.13
2068/69 | 51.80 -7.25 52.56 64.98 14 1.96
Total 354.23 0 90.07 398.32 0 14.64
Mean 59.05 66.38

Source: Annual Report of NBBL & EBL
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Now,

Null Hypothesis (HO): ux;= pxz; i.e. thereis no significant difference between the mean
of loans & advancesto Current assets ratio of NBBL and EBL

Alternative Hypothesis (H1): ux;# pxz ; i.e. there is significant difference between the
mean loans & advances to Current assets ratio of NBBL and EBL.
Under Ho, the test statisticis,

Ly — X5

t = ————— with degree of freedom (d.f) ny + ny -2
o
o4y.05 - 66.38

o]

/.33

4 3.4

WO

r.33
1.56
= -3.92

Tabulated value for't' (two tailed test) at 5% level of significance for (ny + n, -2 = 10) d.f
is2.228

141



Decision: Here, the calculated value for [t| 3.92 is more than tabulated value 2.228. Thus,
Null hypothesis is rejected i.e. aternative hypothesis is accepted which means that there
is significance relationship between the mean ratios of loans & advances to Current assets
ratios of NBBL and BOKL.

4.2.3.8 Test of Hypothesis on Loans and Advances to Current Assets
Ratio of NBBL and BOKL

Let, the loans & advances to Current assets ratios of NBBL and BOKL be X; and X,
respectively.
Table4.44

Test of Hypothesison loans & advancesto Current assetsratio of NBBL and BOKL

FIY NBBL BOKL
X1 ds dq’ Xo d, dy*
2063/64 61.97 2.92 8.52 65.96 -4.36 19
2064/65 59.04 -0.01 0.00 71.89 157 2.46
2065/66 56.70 -2.35 5.52 72.94 2.62 6.86
2066/67 63.10 4.05 16.40 72.75 2.43 5.90
2067/68 61.71 2.66 7.07 72.01 1.69 2.85
2068/69 51.80 -7.25 52.56 66.39 -3.93 15.44
Total 354.32 0 90.07 421.94 0 52.51
M ean 59.05 70.32
Source: Annual Report of NBBL & BOKL
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Now,
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Null Hypothesis (Ho0): uxi1= pxz; i.e. thereis no significant difference between the mean
of loans & advancesto Current assets ratios of NBBL and BOKL.

Alternative Hypothesis (H1): uxi# pxz ; i.e. thereis significant difference between the

mean of loans & advances to Current assets ratios of NBBL and BOKL.

Under Ho, the test statisticis,

X — Ao
t = ——=— with degree of freedom (d.f) ny + n, -2
w'l % | na
04.05 -52.51

Tabulated value for’t’ (two tailed test) at 5% level of significance for (n; + n, -2 = 10) d.f
i$2.228

Decision: Here, the calculated value for [t| 3 is more than tabulated value 2.228. Thus,
Null hypothesis is rejected i.e. aternative hypothesis is accepted which means that there

is significance relationship between the mean ratios of loans & advances to Current assets
ratios of NBBL and BOKL.

4.2.3.9 Test of Hypothesis on Return on Loans & Advances Ratios of
NBBL and EBL

Let, the return on loans & advances ratios of NBBL and EBL be X; and X, respectively.
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Table4.45

Test of Hypothesison return on loans & advancesratio of NBBL and EBL

FIY NBBL EBL
X1 ds dq” X2 d, d,”
2063/64 (24.07) -30.45 927.20 2.17 -0.55 0.30
2064/65 10.93 4,55 20.70 2.46 -0.26 0.067
2065/66 32.19 25.81 666.15 2.67 -0.05 0.00
2066/67 13.08 6.7 44.89 3.02 0.3 0.09
2067/68 (1.63) -8.01 64.16 3.0 0.28 0.08
2068/69 7.83 1.45 2.10 3.03 0.31 0.09
Total 38.33 0 1725.20 16.35 0 0.63
Mean 6.38 2.72
Source: Annual Report of NBBL & EBL
2_;l 2 _3d)" w4 Edy)
5 My +m,—=2 ZdL ity I Edj a
f A f 4
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= — (1725.20 +0.63)
1u
= 17258
Now,

Null Hypothesis (Ho): ux;= px2; i.e. there is no significant difference between the mean
of return on loans & advances ratios of NBBL and EBL.

Alternative Hypothesis ( Hy): uxi# Xz ; i.e. thereis significant difference between the

mean of return on loans & advances ratios of NBBL and EBL.

Under Ho, the test statisticis,

t — .‘.l _.12

(52 L.,. L]

\ Ny Na
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6.38 - 2./2

(172.58[>+]

N -] L
3.66

JBT.52

[

b6

/.58

= 048

Tabulated value for't' (two tailed test) at 5% level of significance for (n; + n, -2 = 10) d.f
is2.228

Decision: Here, the calculated value for [t| 0.48 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. alternative hypothesis is rejected which means that there
is no significance relationship between the mean ratios of return on loans & advances
ratios of NBBL and EBL.

4.2.3.10 Test of Hypothesis on Return on Loans & Advances Ratios of
NBBL and BOKL

Let, the return on loans & advances ratios of NBBL and BOKL be X; and X,
respectively.
Table 4.46

Test of Hypothesison return on loans & advancesratio of NBBL and BOKL

FIY NBBL BOKL
X1 dy dq’ Xo d, dy*

2063/64 | (24.07) -30.45 927.20 2.79 -0.3 0.09
2064/65 | 10.93 4.55 20.70 2.90 -0.19 0.036
2065/66 | 32.19 25.81 666.15 3.15 0.06 0.00
2066/67 | 13.08 6.7 44.89 3.05 -0.04 0.00
2067/68 | (1.63) -8.01 64.16 3.46 0.37 0.137
2068/69 | 7.83 1.45 2.10 3.22 0.13 0.017
Total 38.33 0 172520 | 1857 0 0.28
M ean 6.38 3.09

Source: Annual Report of NBBL & BOKL
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- 1 (5dy)? (£d5)?
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Now,

Null Hypothesis (Ho0): uxi1= pxz; i.e. thereis no significant difference between the mean
of return on loans & advances ratios of NBBL and BOKL.

Alternative Hypothesis ( Hy): uxi# Xz ; i.e. thereis significant difference between the
mean of return on loans & advances ratios of NBBL and BOKL.

Under Ho, thetest statistic is,

Xy —Xq
t=— = with degree of freedom (d.f) ny + ny -2
-\'q iy na
6.38 - 3.0Y

{1?2,54E+§]

3.29
275

=

-

3.2Y
FIIIIEH

=0.43

Tabulated value for't' (two tailed test) at 5% level of significance for (ny + n, -2 = 10) d.f
is2.228
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Decision: Here, the calculated value for [t| 0.43 is less than tabulated value 2.228. Thus,
Null hypothesis is accepted i.e. alternative hypothesis is rejected which means that there
is no significance relationship between the mean ratios of return on loans & advances
ratios of NBBL and BOKL.

4.2.3.11 Test of Hypothesis on Total Interest Earned to Total outside
Assets Ratio of NBBL and EBL

Let, the total interest earned to total outside assets ratios of NBBL and EBL be X; and X,

respectively.
Table4.47
Test of Hypothesis on total interest earned to total outside assetsratio of NBBL and
EBL
FIY NBBL EBL
Xl d]_ d12 Xz d2 d22
2063/64 18.04 4.56 20.79 6.13 -2.41 5.80
2064/65 12.09 -1.39 1.93 6.61 -1.93 3.72
2065/66 14.97 1.49 2.22 7.33 -1.21 1.46
2066/67 11.76 -1.72 2.95 9.52 0.98 0.96
2067/68 13.26 -0.22 0.04 11.16 2.62 6.86
2068/69 10.76 -2.72 7.39 10.50 1.96 3.84
Total 80.88 0 35.32 51.25 0 22.64
Mean 13.48 8.54
Source: Annual Report of NBBL& EBL
: 1 (3dy)> (Td»)*
2z ——IVd? =y - =2
3 're1+.-:3—;»_’1£ 1 iy E = iy
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Now,
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Null Hypothesis (Ho): uxi1= pxz; i.e. thereis no significant difference between the mean
of total interest earned to total outside assets ratio of NBBL and EBL.

Alternative Hypothesis ( Hjy): uxi# Xz ; i.e. thereis significant difference between the
mean of total interest earned to total outside assets ratio of NBBL and EBL.

Under Ho, thetest statistic is,

2

X
t - ——= With degree of freedom (d.f) n; + n, -2

| 1 1
-.'l' my n=

1348 - 4.54

e
394

v 1.93

3.9%
1.38

= 355

Tabulated value for 't' (two tailed test) at 5% level of significance for (n; + n, -2 = 10) d.f
i$2.228

Decision: Here, the calculated value for't' 3.55 is more than tabulated value 2.228. Thus,
Null hypothesis is rejected i.e. aternative hypothesis is accepted which means that there
is significance relationship between the mean ratios of total interest earned to total
outside assets ratios of NBBL and EBL.

4.2.3.12 Test of Hypothesis on Total Interest Earned to Total outside
Assets Ratio of NBBL and BOKL

Let, the total interest earned to total outside assets ratios of NBBL and BOKL be X; and
X respectively.

148



Table 4.48
Test of Hypothesis on total interest earned to total outside assetsratio of NBBL and

BOKL
FIY NBBL BOKL

X1 dy dq’ X5 d, d,?
2063/64 | 18.04 4.56 20.79 6.60 -2.09 4.36
2064/65 | 12.09 -1.39 1.93 6.60 -2.09 4.36
2065/66 | 14.97 1.49 2.22 7.73 -0.96 0.92
2066/67 | 11.76 -1.72 2.95 9.38 0.69 0.47
2067/68 | 13.26 -0.22 0.04 10.97 2.28 5.20
2068/69 | 10.76 2.72 7.39 10.89 2.2 4.84
Total 80.88 0 35.32 52.17 0 20.15
M ean 13.48 8.69

Source: Annual Report of NBBL & BOKL
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1
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Now,

Null Hypothesis (HO): ux;= pxz; i.e. thereis no significant difference between the mean
of total interest earned to total outside assets ratio of NBBL and BOKL.

Alternative Hypothesis ( Hy): uxi# X2 ; i.e. thereis significant difference between the
mean of total interest earned to total outside assets ratio of NBBL and BOKL.

Under Ho, the test statistic is,
X s .\.2 .
{f = —— with degree of freedom (d.f) ny + ny -2

5 1 ]
| e — " —
-.'l'S iy mna
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135.48 —8.6Y

. 5.54| -+ 7]

=3.52

Tabulated value for 't' (two tailed test) at 5% level of significance for (n; + np -2 = 10) d.f
is2.228

Decision: Here, the calculated value for’t” 3.52 is more than tabulated value 2.228. Thus,
Null hypothesis is rejected i.e. aternative hypothesis is accepted which means that there
is significance relationship between the mean ratios of total interest earned to total
outside assets ratios of NBBL and BOKL.

4.3 Major findingsof the study

The major findings of the analysis of various investment related data collected of the
banks through various sources can be given below:

Liquidity Ratios
The liquidity ratios of the three banks have been calculated over the period of 2064 to

2069, and the major findings are as follows:

The current ratios of the banks in the study period of 6 years revealed that EBL
has the mean current ratio at 1.06, BOKL has the mean current ratio a 1.08; the
mean of the ratios of NBBL is alittle lower at 1.02.From the analysis of current
ratio, it is found that NBBL has maintained lower current ratio than that of EBL
and BOKL.
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Studying the mean of the cash & bank balance to total deposit ratio, NBBL shows
to have the highest mean ratio, followed by EBL, and then BOKL. All the three
banks show fluctuation in the ratios throughout the study period.

NBBL has the highest mean of the cash & bank balance to current assets ratio,
followed by EBL, and then BOKL. The ratios of al the three banks have yet

shown fluctuating trend.

All the three banks have substantial rise in thelir investment in government
securities to current assets ratios in the latest year of study as compared to the
initial year of study. EBL has the highest mean of the ratios, followed by NBBL
and then BOKL.

In the latest year of study, all the three banks have slight decrease in their loans &
advances to current assets ratios from the first year of study. BOKL has the
highest mean of the ratios, followed by EBL and then NBBL.

From the above findings, it is clear that NBBL has shown to have better liquidity position

than the other two, for it has more liquid assets holding. BOKL though has more of its

current assets in the form of loans and advances. EBL has the highest investment in

government securities to current assets ratio.

Asset Management Ratios

The asset management ratios cal culated in the study has the following findings:

The mean of the loans & advances to total deposit ratios of BOKL is the highest
among the three banks, which means that BOKL has more of its deposits invested
in the form of loans & advances, followed by EBL. NBBL has the lowest of the
mean of the ratios. The ratios show highest consistency in EBL with the lowest
C.V a 2.72, followed by BOKL at 4.12. NBBL proves to have the lowest degree
of consistency in the ratios with the highest C.V of 18.03%.
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BOKL has the highest mean of the total investment to total deposit ratios at 19.54,
followed by EBL with mean 19.07, and then NBBL with 18.50. BOKL has the
highest consistency in the ratios with the lowest C.V of 15.31.EBLwith C.V.
23.28. The coefficient of variation of NBBL isthe highest at 25.94%.

BOKL has the highest mean of the loans advances to total working fund ratios
with mean 68.86, followed by EBL at 65.68 and then NBBL with 58.13.
However, EBL has the highest degree of consistency in the ratios among all with
the C.V 2.470f %, followed by BOKL with 4.27% of C.V, and the NBBL with
6.45% of C.V.

EBL has the highest mean of the investment on government securities to total
working fund ratios at 15.13, followed by NBBL with mean 13.93 and then
BOKL with mean 13.77. EBL proves to have the highest inconsistency in the
ratios among the three with the highest C.V at 26.71%. NBBL proves to have the
highest consistency in the ratios with the lowest C.V at17.94%.

NBBL has the highest mean of the investment on shares & debentures to total
working fund ratio, followed by BOKL and then EBL. EBL proves to have the
highest degree of consistency with C.V. of 38.69% where NBBL proves to have
the highest degree of inconsistency with C.V. at 50.40.

NBBL has the highest mean of the loan loss ratio at 37.53, followed by BOKL at
2.51, and then EBL with 2.38. NBBL shows the highest degree of inconsistency
with C.V. 69.97%, followed by BOKL. EBL shows the highest degree of
consistency with the lowest C.V. of 14.08%.

From the above findings we can conclude that an investment in loans & advances from
their total deposits of BOKL is highest and NBBL is the lowest. BOKL however has

highest ratio in investment to total deposit other than loans and advances. Out of their

total assets, EBL has more of its investments in government securities and less in shares
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& debentures. Similarly, NBBL has the highest mean of the investment on shares &

debentures to total working fund ratio.

Profitability Ratios

The profitability ratios calculated in the study have the following findings:
NBBL has the highest mean ratio of return on loans & advances, followed by
BOKL and then EBL.NBBL shows negative net profitsin the latest year of study.
Both EBL and BOKL have increase in their ratios in the latest year of study from
the first year of study. BOKL has the highest degree of consistency in the ratios
and NBBL provesto have lowest degree of consistency with the highest C.V.

NBBL aso has the highest mean of return on total working fund ratios as well as
the highest degree of inconsistency, followed by BOKL and then EBL. It shows
that NBBL has strong earning capacity than the other two banks. The coefficient
of Variation of BOKL ratio shows the least degree of inconsistency among the

three banks.

In the case of return on equity, NBBL has the highest mean of the ratios, followed
by EBL. BOKL has the lowest mean of ratios. It indicates that NBBL is more
successful in mobilizing its capital than the other two. It is clear that NBBL has
more earning power than that of EBL & BOKL. But, NBBL provesto be the most
inconsistent with the highest C.V. and BOKL proves to be the most consistent
with the lowest C.V.

NBBL has the highest mean of the total interest earned to total outside assets
ratio as well as the highest degree of consistency, and is followed by BOKL and
then EBL. Despite having a negative profit in the latest year of study, NBBL
nevertheless has been successful at earning good amount of interest income.
BOKL proves to be the most inconsistent with the highest C.V. and EBL proves
to be the most consistent with the lowest C.V.
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NBBL has the highest mean of the total interest earned to total working fund ratio
as well as the highest degree of consistency. NBBL nevertheless has been
successful at earning good amount of interest income BOKL and EBL have
similar mean of the ratios. EBL however proves to have the highest degree of
inconsistency in the ratios.

Studying the mean of the ratios, EBL has the highest total interest earned to total
operating income ratio as well as the lowest degree of inconsistency. It is
followed by BOKL and then NBBL.

NBBL has the highest mean of the total interest paid to total working fund ratios,
followed EBL and then BOKL. Studying the coefficient of Variation, EBL's C.V
seems to be the highest among the three at 34.74, followed by BOKL and then of

NBBL. EBL seemsto be the most inconsistent among the three banks.

All the three banks have to invest their fund on profitable sectors for maintaining their
higher profit margin in future. NBBL has had considerable increase in its loan loss
provison amount in the latest year of the study as compared to the previous years,
(detailsin 2V1). This has led to its having negative profitability ratios.

Risk Ratios

In the study, three types of risk ratios of the banks under study have been calculated.
They show the following findings:

All the three banks show inconsistent risk ratios. NBBL has the highest mean of
liquidity risk ratios, followed by EBL, and then by BOKL. It shows that NBBL
has the better ability of meeting with the immediate liquid fund requirements than
the other two. BOKL however shows the most consistency in the ratios and
NBBL shows the most inconsistent in the ratios.
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BOKL has the highest mean of the credit risk ratio, followed by EBL, and then
NBBL. EBL however has the most consistent ratios among the three. In the same
manner, coefficient of variation of NBBL is the highest at 6.45 signifying that it
has had the most variations in the ratios. EBL proves to be the most consistent
with the lowest C.V.

BOKL has the highest mean of the capital risk ratio, followed by EBL. The mean
of the ratios of NBBL is the lowest. EBL shows the high degree of consistency in
its ratio whereas NBBL proves to be the most inconsistent with the highest C.V.

BOKL has the highest mean of the interest rate risk ratios since it has more
interest earning assets then interest bearing liabilities. NBBL has the lowest mean
of interest rate risk ratios among the three banks. NBBL has the highest C.V.
making it the most inconsistent in the ratio among the three banks. BOKL has the
lowest C.V. making it the most consistent in the ratio.

From the above findings, it is clear that BOKL has maintained higher risk ratios in terms
of credit risk ratio, capital risk ratio, interest rate risk ratio. EBL has maintained average
risk ratio. NBBL has maintained higher liquidity ratio.

Growth Ratios

In the study, four types of Growth ratios of the banks under study have been calculated.

They show the following findings:

The growth ratio of total Deposit of NBBL is less than that of EBL and BOKL,
which indicates that the performance of EBL and BOKL to collect deposit is
better than that of NBBL. BOKL shows satisfactory growth rate in collecting total
deposits. EBL provesto be the finest in collecting Total deposits.
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The growth ratio of Loan & advances of EBL if higher than NBBL and BOKL.
BOKL has the lowest growth ratio of loan & advances, which indicates that the
performance of NBBL and BOKL to grant loan & advancesis not satisfactory.

The growth ratio of total investment of NBBL is the highest in comparison to
EBL and BOKL. EBL'stota investment growth rate is the lowest.

The growth ratio of Net profit of EBL is higher than NBBL and BOKL, which
indicates that EBL is successful to earn more profit. BOKL growth ratio of net
profit is satisfactory. But, NBBL shows negative growth ratio in the net profit
which indicate that NBBL could not earn more profit.

From the above findings, it can be concluded that EBL's growth ratio is better than that of
NBBL's and BOKL's. EBL has maintained high growth ratios in total deposit, loans &
advances and net profit. BOKL's growth ratio is satisfactory. NBBL has very fluctuating
growth ratios. NBBL has maintained higher growth ratiosin total investment.

Coefficient of Correlation Analysis
In the study, various correlation coefficients of different variables of the three bans have

been calculated. The results have been shown below:

The correlation analysis of the loans & advances and total deposits of the banks
show positive relationship between the two variables. The coefficient of
correlation however is the highest (near to 1) in case of EBL .NBBL shows the
lowest coefficient of correlation between loans & advances and total deposits.
EBL also shows to have the highest coefficient of determination among the three.
BOKL shows coefficient of correlation near to 1. Moreover, the coefficient of
determination () is found to be 0.963. Thus, the study shows that al the three
banks show a significant and positive relationship between two variables deposit

and loans and advances.
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NBBL has the highest value of coefficient correlation between the total deposit
and total investment followed by EBL with 0.82 coefficient of correlation,
followed by BOKL with 0.81. NBBL shows the highest coefficient of
determination ( r?) among the three and the difference between the value of (1)
and 6 x P.E. is the highest in NBBL, followed by EBL and then by BOKL. Thus,
the study shows that al the three banks show a significant and positive

relationship between two variables deposit and |oans and advances.

NBBL show insignificant relationship between net profits and total outside assets.
Comparing the three banks, EBL is found to have the highest coefficient of
correlation (r) between the net profits and total outside assets as well as the
highest coefficient of determination (r?) among the three banks. The calculated
coefficient of correlation (r) of BOKL is also found to be very high. The
difference between the (r) and 6 x P.E. isfound to be the greatest among the three
in EBL as well, making EBL having the most significant value for (r). BOKL is
also found to have a high positive relationship between the two variables, and the
(r) is aso found to be significant. NBBL is found to have positive relationship
between the two variables, but the value for (r) is not found to be significant.

From the above findings, we can observe that all the three banks shows positive
relationship between loans & advances and total deposits, the total deposit and total
investment, net profits and total outside assets. EBL and BOKL has the highest value of
coefficient correlation between the total deposit and loans & advances. NBBL has the
highest value of coefficient correlation between the total deposit and total investment
followed by EBL, and then BOKL. EBL is found to have the highest coefficient of
correlation (r) between the net profits and total outside assets as well as the highest
coefficient of determination (r?) among the three banks. NBBL shows insignificant
relationship between the two variables as the value of 6XP.E. is more than the value of

(). Thus we can say that the value of (r) is non significant in the case of NBBL.
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Trend Analysis

In the study, the trend values for total deposits, loans& advances, total investment, and
net profits have been calculated. Below has been presented the conclusion drawn from
the trend analysis.

The trend analysis of the total deposits of the banks shows that EBL is forecasted
to have the maximum total deposits in the year 2074, followed by BOKL, and
then by NBBL.

Trend analysis performed on the total loans & advances of the banks shows that
EBL is likely to have the largest loans & advances amounts in the year 2074,
followed by BOKL, and then NBBL.

Trend analysis of total investments show that EBL is expected to have the greatest
total investment amount in the year 2074, which will be followed by BOKL, and
then NBBL.

According to the trend analysis done on the net profits of the three banks, if the
present trend persisted, NBBL islikely to have huge loss in the year 2074. EBL is
likely to have the greatest net profits. BOKL isaso likely to have progressive net
profits.

From the above findings, it is clear that EBL is expected or forecasted to have the

highest amount of Loans & advances, Total deposit, Total investment and Net Profit
in the next five years, followed by BOKL, and then NBBL.
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Testing of Hypothesis
Testing of hypotheses has been conducted in the study on different variables of the three

banks. The conclusions drawn from the study have been presented below.

The study shows that there is significant difference between the mean ratios of
loans & advances to total deposit ratio of NBBL and EBL.

The study shows there is significant difference between the mean ratios of loans
& advancesto total deposit ratio of NBBL and BOKL.

There is no significant difference between the mean ratios of total investment to
total deposit ratio of NBBL and EBL.

The testing of hypothesis in the study shows that there is no significant difference
between the mean ratios of Total investment to total deposit ratio of NBBL and
BOKL.

There is no significant difference between the mean ratios of investment on
government securities to current assets ratio of NBBL and EBL.

There is no significant difference between the mean ratios of investment on
government securities to current assets ratio of NBBL and BOKL.

The study shows that there is significant difference between the mean of loans &
advancesto current assets ratio of NBBL and EBL.

There is significant difference between the mean of loans & advances to current
assetsratio of NBBL and BOKL.

There is no significant difference between the mean of return on loans &
advances ratios of NBBL and EBL.

There is no significant difference between the mean of return on loans &
advances ratios of NBBL and BOKL

From the study, we see that there is significant difference between the mean of
total interest earned to total outside assets ratio of NBBL and EBL.

There is significant difference between the mean of total interest earned to total
outside assets ratio of NBBL and BOKL.
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CHAPTER YV

SUMMARY, CONCLUSION, AND RECOMMENDATIONS

In this chapter, the summary has been presented along with conclusions and actionable
recommendations. There is a brief introduction to al the chapters of the study as well as
the overall summary from the analysis of the relevant data. Since a study would not be
complete without any suggestive findings, the study has also tried to point out errors in
the investment policy and analysis of the banks under study as well as the corrective
suggestions for the elimination of the same, with the hope of giving directions for further

growth and improvement in the banks' operation.

5.1 Summary

The economic development of a country depends upon the development of the commerce
and industry. There is no doubt that banking promotes the development of commerce
because banking sector itself is the part of commerce. The process of economic
development depends upon various factors. However, economists are now convinced that
capital formation and its proper utilization play a paramount role for rapid economic

development.

The economic growth was quite sluggish during the first three and a half decade during
the Maoist insurgency and later on, the economic rate has been quite dismal. At present,
overall economic growth rate is still declining year by year. Reasons Behind such decline
are insecure economic condition, decrease in the tourist arrival, decreasing production
and export of carpet, garment and pashminaindustry and political situation of a country.

The evolution of the organized financial system in Nepal has more recent history than in
any other countries of the world. In Nepalese context, the history of banking is hardly
seven decade. However, after the announcement of liberal and free market economy

based policy, Nepalese banks and financial sectors started having greater network and
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access to national and international markets. The role of commercia banks in a country
like Nepal can hardly be overlooked. In a country like ours where the infrastructure for
development is not very strong, the commercia banks play a vital role in the
industrialization, growth in businesses, as well as the genera upliftment in the lives of the
people. There are such organized sectors that manage the demand and supply of money in
the country. Commercial banks play a vital role, which deals with other people’s money,
and stimulate saving by mobilizing idle resources to those sectors where the objectives
opportunities as available. Modern banks provide various services to their customers in

view of facilitating their economic and social life.

The objective of the commercia banks is always to earn more profit by investing or
granting loan & advances to the profitable, secured and marketable sectors. The
commercia banks manage the demand and supply of money through accepting deposits
from the general public and organizations and granting loans to others. For the deposits
that they accept, they have to pay certain interest. For that matter, they need to invest the
collected deposits in various profitable sectors. One of the major investments done by the
commercia banks is the lending in various sectors. They also invest their funds in risk
free government securities as well as the shares and debentures of other companies.

But they should be careful while performing the credit creation function; the banks
should never invest its funds in those securities, which are of fluctuating nature. And,
commercia banks must follow the rules and regulations as well as different directions

issued by central bank and ministry of finance while mobilizing the funds.

In the study, the word investment covers the analysis of wide range of activitiesi.e. the
investment of income, saving or any other collected fund. If there is no savings, thereis
no existence of investment. Saving and investment are interrelated. Investment policy isa
facet of the overall spectrum of policies that guides banks’ investment operations and it
ensures efficient alocation of funds to achieve the economic development of the nation.
A sound and viable investment policy attracts both borrowers and lenders, which help to
increase the volume and quality of deposit, loan and investment. Therefore, the

investment policy should be carefully planned and analyzed. Some sources of funds for
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the investment of bank are capital, general reserves, accumulated profit, deposits, and
internal & external borrowings. Similarly, some important banking terms which are
frequently used in investment are loan & advances, investment in government securities,
shares and debentures, deposits, etc.

The study has been prepared with the subject matter of investment policies of commercial
banks of Nepal. For this matter, three commercia banks, NBBL, EBL, and BOKL have
been drawn. For the preparation of the study, numerous theses, books, journals, internet
sites, periodicals, NRB directives, annual reports have been reviewed. Secondary data
required for the study, from the period of 2064 to 2069, have been collected from various
sources. On the available data, various financial and statistical analyses have been
performed. Ratio analyses have been performed on various investment related variables
of those banks. Trend analysis, correlation analysis, as well as testing of hypothesis have
also been conducted in the study. The data presentation and analysis along with major
findings of the study have been presented in the preceding chapter 1V. And now, the
conclusions derived from the study have been presented in the succeeding section.

5.2 Conclusion

From the analysis of various available secondary data using many financial and statistical

tools, the study has come up with the following conclusions:

NBBL has shown to have better liquidity position than the other two, for it has
more liquid assets holding. BOKL though has more of its current assets in the
form of loans and advances. EBL has the highest investment in government

securities to current assets ratio.

From the study, we can conclude that an investment in loans & advances from
their total deposits of BOKL is highest and NBBL is the lowest. EBL however
has highest ratio in investment to total deposit other than loans and advances.
Out of their total assets, EBL has more of its investments in government

securities and less in shares & debentures.
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The study shows that NBBL proves to have the finest return among the three.
But, it also has the highest degree of inconsistency in the return ratios. Besides,
NBBL has the highest interest incomes among the three and has good
consistency in it over the study period. Due to its having huge deposits, it also
pays the highest amount as interest expenses and proves to have consistency in
it.

BOKL has more interest sensitive assets than interest sensitive liabilities. NBBL
proves to be the most able to pay off its depositors since it has the highest mean
of the liquidity risk ratios, and again BOKL has the highest mean of the credit
risk ratios which shows that it has relatively the most of its total assets in the
form of loans and advances. All the three ratios should not be either very high or
very low. All three of them prove to excel at least in one of the ratios.

Investment in government securities is a very safe but not a very lucrative
investment for commercial banks. This however is very necessary for the
country's economic development. The banks under study do not seem to have

made large investments in government securities.

For the overall economic development of a country, there has to be growth and
development of financial and business sectors. The banks under study do not
seem to have made enough investments in shares and debentures of other
companies. The investment in such sectors of EBL and BOKL does not reach
even 1% of their total assets, except NBBL.

NBBL is found to have negative profits in the year 2064/65 and 2067/68 of the
study due to huge amount of provisioning for loan loss. This has happened due

to the bank's not complying with NRB rulesin the previous years.
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NBBL is found to have impressive amount of interest income, but the bank

shows declinein itsloans & advances amount in the latest year of study.

From the analysis of growth ratio, it seems that EBL has higher growth rate in
total deposit, loans & advances, net profit but it has average growth rate in total
investment. NBBL shows negative growth rate in its net profit. BOKL's growth
rate proves to be satisfactory

The increasing loss seen in the trend values of NBBL's net profits is very
unlikely as the losses caused by huge amounts of provision made for bad loans
will be written back as the loans will be recovered, and there will be increment
inits net profits.

The trend anaysis shows that EBL is expected to have the largest amount of
total deposits, loans & advances, total investment and net profits among the three
banks .BOKL is also projected to have progressive total deposits, loans &
advances, total investments and net profits. Similarly, NBBL is expected to have
huge loss in the days to come.

5.3 Recommendations

Based on its analysis and findings, the study tries to put forward the following

recommendations to the banks under study for betterment in the field of their

investments.

For the growth of new establishment of businesses, the banks under study need to
make huge growths in their investment in shares and debentures of other
companies. The study shows that investment made by these banksin such areasis
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very minimal. Government securities offer lower interest rate than others. So,
investment in shares and debentures helps to maintain the sound portfolio of the
bank. EBL and BOKL are recommended to invest its fund on purchase of shares

and debentures of other financial companies.

Total investment made by the selected bank is in fluctuating trend. So the
banks must seek new places or sectors for investment, with potentiality of high

return and low risk and should make rational investment.

Profitability is the main indicator of the financial performance of any financial
institutions. In this study, we can see that Profitability ratio of NBBL is good
although having negative profits in the initial year and the second last year of
study. EBL and BOKL is recommended to increase its return on working fund
and interest earning capacity by investing more funds in loan & advances and
different types of securities.

A commercial bank must maintain its satisfactory liquidity position to meet the
credit need of its customers; however, internal as well as external factors affect
the liquidity position of the banks. As BOKL has maintained lower cash and bank
balance to total deposit ratio and current assets than NBBL and EBL, BOKL is
recommended to increase cash and bank balance to meet the requirement of cash
for various purposes. NBBL and EBL is able to maintain higher liquidity ratio but
it should be enough careful that it should not be more than the required level.

The study comes with this suggestion that NBBL should be more aware in the
times to come in order to make sure that al the directives imposed by the central
bank are strictly followed, especially the directives for booking of loan loss
provision, so that the bank does not have to face any instance of negative profits
again in the future. The case of negative profits in NBBL however is only a
temporary phenomenon; however, such incidents may cause many long term
afflictions to the bank.
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If abank expects high return on itsinvestment, it has to accept risk. The risk taken
by NBBL from the angle of Liquidity risk is average whereas credit risk, capital
risk and interest rate risk is lower than that of BOKL and EBL. Its consistency is
highly volatile which may result in higher loss. The bank should not take high
risk. So, NBBL is recommended that it should carefully analyze the above risks to

achieve higher returns.

The growth ratios represent how well the commercial banks are maintaining their
economic and financial position; it is directly related to the fund mobilization and
investment. EBL's growth ratio is better than that of NBBL's and BOKL's.
BOKL's growth ratio is satisfactory. NBBL has very fluctuating growth rate. It is
recommended to increase its growth ratio in terms of deposits, loan & advances
and net profit. The growth ratio of net profit of NBBL is negative in comparison
to EBL and BOKL. So, NBBL is recommended to diversify its investment on

more profitable sector and adopt sound investment policy.

Co-efficient of correlation analysis interprets the relationship between two or
more variables. Co-efficient of correlation between loans & advances and deposit,
total deposit and total investment, outside assets and net profit of NBBL is non-
significant, which shows that there is insignificant relationship between these two
variables. It shows that NBBL has weak position regarding the mobilization of
total deposit on loan & advances. Similarly, NBBL is not successful to utilize its
deposit by investing its fund in different securities and other financial and non
financial companies. It reveds that NBBL is not able to earn net profit by
mobilizing its total outside assets. So, NBBL is recommended to innovate new

strategies to improve its present conditions.
To get success in the competitive banking environment, depositor's money must

be utilized as loan & advances. The largest item of the bank in the asset side is
loan & advances. If it is neglected, then it would be the main cause of liquidity
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crisis in the bank. NBBL's loans & advances to total deposit ratio and loan &
advances to total working fund ratio is lower than that of EBL and BOKL. To
overcome this situation, NBBL is strongly recommended to follow liberal lending
policy and invest more percentage of total deposit and total working fund in loans

& advances.

The study also wishes to suggest NBBL to make effective strategies in recovering
its bad loans so that the huge expenses made for loan loss provisioning can be
reversed and the bank can again enjoy positive profits.

The country currently is facing a very economically and financially fragile
situation. Thus the study recommends that all the three banks need to increase

their shares of investment in government securities.

In the light of growing competition in the banking sector, the business of the bank
should be customer oriented. The bank is recommended to adopt new technology
and services. All most all commercial banks in Nepal are providing various
facilities such as financia switch system (SWIFT), Automatic Teller Machine
(ATM), Visa Electron debit card, international credit card, locker services,
lending against gold and silver services, parking service, 24 hour services etc.
Beside these facilities bank should be involved in different kind of socia and
community development activities. The bank should be able to provide more

personalized services and a better environment for its customers.

Majority of commercial banks have been found to be profit oriented ignoring their
socia responsibility, which is not a proper strategy to sustain in long run. So all
the banks are suggested to render their services even in the rura areas providing
specia loans to the deprived and priority sectors, which might further intensify

the goodwill of the banks in future.
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With the entry of many new commercial banks in the market as well as probable
more newcomers in the future, not to forget the entry of foreign commercia banks
in the year 2010, the competition between the banks is growing and expected to
grow even higher in the days to come. Thus the study recommends that the banks
make efficient and sufficient preparations, both technologically and strategically,

to be able to face and win new challenges in the future.
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Appendix 1

APPENDICES

Per centage of various I nvestments out of Total Working Fund of NBBL

FIY Total Loans& | % Investment | % Investment | % | Total
Working | Advances in Govt. in shares & %
Fund (Rs.In Securities Debentures
(Rs.In million) (Rs.In (Rs.In
million) million) million)
2063/64 | 7254.54 | 4409.01 | 60.77 | 826.8 11.39 | 182.2 251 | 74.67
2064/65 | 9391.02 | 5457.81 |58.11| 1221.8 13.01 | 194.2 2.07 | 73.19
2065/66 | 11964.55 | 6704.94 | 56.04 | 1715.8 14.34 | 130.1 1.09 | 71.47
2066/67 | 12531.04 | 7809.54 | 62.32 | 1419.7 11.33 | 268.6 214 | 75.79
2067/68 | 14004.76 | 8452.73 | 60.35 | 2113.8 15.09 | 358.9 2.56 | 78.00
2068/69 | 20169.75 | 10330.07 | 51.21 | 3724.9 18.46 | 283.55 0.14 | 69.81

Source: “Annual Report of Nepal Bangladesh Bank Ltd.”

Per centage of various I nvestments out of Total Working Fund of EBL

FIY Total Loans & % | Investment| % | Investment | % | Total
Working | Advances in Govt. in Shares& %
Fund | (RslIn Securities Debentures
(Rs.In million) (Rs.In (Rs.In
million) million) million)
2063/64 | 21432.57 | 13664.08 | 63.75 | 3614.54 16.86 | 19.08 0.09 | 80.69
2064/65 | 27149.34 | 18339.08 | 67.55 | 4906.5 18.07 | 99.55 0.37 | 79.85
2065/66 | 36916.84 | 23884.67 | 64.70 | 5146 13.94 | 100.43 0.27 | 78.91
2066/67 | 41382.76 | 27556.35 | 66.59 | 4354.4 10.52 | 100.43 0.24 | 77.35
2067/68 | 46236.21 | 31057.69 | 67.17 | 7145.0 15.45 | 107.97 0.23 | 82.85
2068/69 | 55813.12 | 35910.97 | 64.34 | 6068.9 10.87 | 109.17 0.19| 754

Source: “Annual Report of Everest Bank Ltd.”
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Per centage of various Investments out of Total Working Fund of BOKL

F/Y | Total Loans & % |Investment | % | Investment | % | Total

Working | Advances In Gowt. in Shares& %

Fund (Rs.In Securities Debentures

(Rs.In million) (Rs.In (Rs.In

million) million) million)

2063/64 | 14581.39 | 9399.32 | 64.46 | 2332.0 16.0 |87.41 0.6 |81.06

2064/65 | 17721.92 | 12462.63 | 70.32 | 2113.2 11.92 | 111.30 0.63 | 82.87

2065/66 | 20496.0 | 14647.29 | 71.46 | 1745 851 | 120.99 0.59 | 80.56

2066/67 | 23396.19 | 16664.93 | 71.22 | 2954.93 12.63 | 40.140 0.17 | 84.02

2067/68 | 24757.75 | 17468.19 | 70.55 | 4002.1 16.16 | 40.140 0.16 | 86.87

2068/69 | 28881.99 | 18813.93 | 65.14 | 5037.6 17.44 | 41.60 0.14 | 82.72

Source: “Annual Report of Bank of Kathmandu Ltd.”

Liquidity Ratio

Y

Current Ratio

FIY Current Assets Current Liabilities Ratio (Times)
(Rs. In million) (Rs. In million)

NBBL EBL BOKL NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 7113.74 | 21262.47 | 14249.25 | 9648.71 | 19931.06 | 13388.12 | 0.73 1.06 | 1.06
2064/65 | 9243.28 | 26788.83 | 17334.65 | 11552.47 | 24928.10 | 16079.85 | 0.80 1.07 | 1.07
2065/66 | 11825.35 | 36489.69 | 20078.96 | 10852.31 | 34101.22 | 18454.41 | 1.09 1.07 | 1.09
2066/67 | 12375.71 | 40919.66 | 22904.89 | 10397.47 | 37920.16 | 20822.66 | 1.19 1.08 | 1.10
2067/68 | 13697.25 | 45775.95 | 24255.75 | 11753.58 | 42822.66 | 22122.56 | 1.16 1.07 | 1.09
2068/69 | 19941.76 | 55265.20 | 28336.38 | 17215.79 | 51635.82 | 25981.15 | 1.15 1.07 | 1.09
Source: “Annual Report of NBBL, EBL & BOKL.”

\
Cash & Bank Balanceto Total Deposit Ratio
FIY Cash & bank balance (Rs. Total deposit Cash & bank balanceto
In million) (Rs. I'n million) Total deposit Ratio
(%)

NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 1164.05 | 2391.42 | 1315.90 | 9385.95 | 18186.25 | 12388.92 | 12.40 13.25 | 10.62
2064/65 | 1922.84 | 2667.97 | 1440.46 | 10883.65 | 23976.30 | 15833.73 | 17.67 11.12 | 9.09
2065/66 | 2571.41 | 6164.37 | 2182.11 | 9997.7 33322.94 | 18083.98 | 25.72 1850 | 12.06
2066/67 | 2058.30 | 7818.81 | 1798.36 | 10052.18 | 36932.31 | 20315.83 | 20.47 21.17 | 8.85
2067/68 | 2464.92 | 6122.86 | 167893 | 11511.67 | 41127.91 | 21018.42 | 21.41 14.88 | 7.99
2068/69 | 4663.70 | 9860.74 | 2721.71 | 16952.70 | 50006.10 | 24991.44 | 29.55 20.72 | 13.53

Source: “Annual Report of NBBL, EBL & BOKL.”
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VI

Cash & Bank Balanceto Current Assets Ratio

FIY Cash & bank balance Current assets Cash & bank balance
(Rs. In million) (Rs. In million) to current assets Ratio
(%)
NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 1164.05 | 2391.42 | 1315.90 | 7113.74 21262.47 | 14249.25 | 16.36 1124 | 10.81
2064/65 | 1922.84 | 2667.97 | 1440.46 | 9243.28 26788.83 | 17334.65 | 20.80 9.95 |10.10
2065/66 | 2571.41 | 6164.37 | 2182.11 | 11825.35 | 36489.69 | 20078.96 | 21.74 16.89 | 10.86
2066/67 | 2058.30 | 7818.81 | 1798.36 | 12375.71 | 40919.66 | 22904.89 | 16.63 19.10 | 7.85
2067/68 | 2464.92 | 6122.86 | 167893 | 13697.25 | 45775.95 | 24255.75 | 17.99 13.37 | 6.92
2068/69 | 4663.70 | 9860.74 | 2721.71 | 19941.76 | 55265.20 | 28336.38 | 25.12 18.75 | 11.93
Source: “Annual Report of NBBL, EBL & BOKL.”
VIl
I nvestment on Government Securitiesto Current Assets Ratio
FIY I nvestment on Gov. Current assets Investment on Gov.
securities (Rs. In million) (Rs. In million) securitiesto current
assets Ratio (%)
NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 826.8 47046 | 2332.04 | 7113.74 21262.47 | 14249.25 | 11.62 22.12 | 16.36
2064/65 | 1221.8 | 49065 | 2113.22 | 9243.28 26788.83 | 17334.65 | 13.21 18.31 | 12.19
2065/66 | 1715.8 | 5146.04 | 1744.97 | 11825.35 | 36489.69 | 20078.96 | 14.50 14.10 | 8.69
2066/67 | 1521.8 | 4354.35 | 2954.93 | 12375.71 | 40919.66 | 22904.89 | 11.47 10.64 | 12.90
2067/68 | 2113.8 | 71450 | 4002.1 | 13697.25 | 45775.95 | 24255.75 | 15.43 15.60 | 16.49
2068/69 | 3724.9 | 6068.9 | 5037.6 | 19941.76 | 55265.20 | 28336.38 | 18.68 10.98 | 17.78
Source: “Annual Report of NBBL, EBL & BOKL.”
VI
Loans & Advancesto Current Assets Ratio
FIY Loans & Advances(Rs. In Current assets Loans & Advancesto
million) (Rs. In million) current assets Ratio
(%)
NBBL EBL BOKL NBBL EBL BOKL NBBL | EBL BOKL
2063/64 | 4409.01 | 13664.08 | 9399.32 | 7113.74 | 21262.47 | 14249.25 | 61.97 64.26 65.96
2064/65 | 5457.81 | 18339.08 | 12462.63 | 9243.28 | 26788.83 | 17334.65 | 59.04 68.45 71.89
2065/66 | 6704.94 | 23884.67 | 14647.29 | 11825.35 | 36489.69 | 20078.96 | 56.70 65.45 72.94
2066/67 | 7809.54 | 27556.35 | 16664.93 | 12375.71 | 40919.66 | 22904.89 | 63.10 67.34 72.75
2067/68 | 8452.73 | 31057.69 | 17468.19 | 13697.25 | 45775.95 | 24255.75 | 61.71 67.84 72.01
2068/69 | 10330.07 | 35910.97 | 18813.93 | 19941.76 | 55265.20 | 28336.38 | 51.80 64.98 66.39

Source: “Annual Report of NBBL, EBL & BOKL.”
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Appendix 2

Asset Management ratio

Loans & Advancesto Total Deposit Ratio

FIY Loans& Advances(Rs. In Total deposit Loans & Advancesto

million) (Rs. In million) Total Deposit Ratio

NBBL EBL BOKL | NBBL EBL BOKL | NBBL | EBL BOKL

2063/64 | 4409.01 | 13664.08 | 9399.32 | 9385.95 | 18186.25 | 12388.92 | 46.97 75.13 75.87
2064/65 | 5457.81 | 18339.08 | 12462.63 | 10883.65 | 23976.30 | 15833.73 | 50.14 76.49 78.71
2065/66 | 6704.94 | 23884.67 | 14647.29 | 9997.7 | 33322.94 | 18083.98 | 67.06 | 71.68 | 81.0
2066/67 | 7809.54 | 27556.35 | 16664.93 | 10052.18 | 36932.31 | 20315.83 | 77.69 74.61 82.03
2067/68 | 8452.73 | 31057.69 | 17468.19 | 11511.67 | 41127.91 | 2101842 | 7342 | 7551 | 83.10
2068/69 | 10330.07 | 35910.97 | 18813.93 | 16952.70 | 50006.10 | 24991.44 | 60.93 | 71.81 | 75.28

Source: “Annual Report of NBBL, EBL & BOKL.”

Total Investment to Total Deposit Ratio

FIY

Total Investment (Rs. In
million)

Total deposit
(Rs. In million)

Total Investment to Total
Deposit Ratio(%)

NBBL EBL BOKL

NBBL EBL BOKL

NBBL | EBL BOKL

2063/64

1034.56 | 4984.31 | 299243

9385.95 | 18186.25 | 12388.92

11.02 2741 24.15

2064/65

1389.90 | 5059.55 | 3204.06

10883.65 | 23976.30 | 15833.73

12.77 21.10 20.23

2065/66

222243 | 5948.48 | 2783.60

9997.7 33322.94 | 18083.98

22.23 17.85 15.39

2066/67

211275 | 5008.30 | 3269.20

10052.18 | 36932.31 | 20315.83

21.01 13.56 16.09

2067/68

2378.26 | 7743.92 | 4286.60

11511.67 | 41127.91 | 21018.42

20.66 18.82 20.39

2068/69

3868.95 | 7863.62 | 5246.68

16952.70 | 50006.10 | 24991.44

23.34 15.73 20.99

Source: “Annual Report of NBBL, EBL & BOKL.”

176




Loans & Advancesto Total Working Fund Ratio

FIY Loans & Advances(Rs. In Total working fund Loans & Advancesto
million) (Rs. In million) Total Working Fund
Ratio (%)
NBBL EBL BOKL | NBBL EBL BOKL | NBBL | EBL BOKL
2063/64 | 4409.01 | 13664.08 | 9399.32 | 7254.54 | 21432.57 | 14581.39 | 60.77 63.75 64.46
2064/65 | 5457.81 | 18339.08 | 12462.63 | 9391.02 | 27149.34 | 17721.92 | 5811 | 6755 | 70.32
2065/66 | 6704.94 | 23884.67 | 14647.29 | 11964.55 | 36916.84 | 20496.00 | 56.04 64.70 71.46
2066/67 | 7809.54 | 27556.35 | 16664.93 | 12531.04 | 41382.76 | 23396.19 | 62.32 66.59 71.23
2067/68 | 8452.73 | 31057.69 | 17468.19 | 14004.76 | 46236.21 | 24757.75 | 60.35 67.17 70.56
2068/69 | 10330.07 | 35910.97 | 18813.93 | 20169.75 | 55813.12 | 28881.99 | 51.21 64.34 65.14
Source: “Annual Report of NBBL, EBL & BOKL.”
A
Investment on Gover nment Securitiesto Total Working Fund Ratio
FIY I nvestment on Gover nment Total Working Fund I nvestment on govt.
Securities (Rs. In million) (Rs. In million) securitiesto Total
Working Fund Ratio(%)
NBBL EBL BOKL | NBBL EBL BOKL | NBBL | EBL BOKL
2063/64 | 826.8 4704.6 2332.04 | 725454 | 2143257 | 14581.39 | 11.39 21.95 16.0
2064/65 | 1221.8 4906.5 211322 | 9391.02 | 27149.34 | 17721.92 | 13.01 18.07 11.92
2065/66 | 1715.8 5146.04 | 1744.97 11964.55 | 36916.84 | 20496.00 | 14.34 13.94 8.51
2066/67 | 1521.8 4354.35 | 2954.93 | 12531.04 | 41382.76 | 23396.19 | 12.14 10.52 12.63
2067/68 | 2113.8 7145.0 4002.1 14004.76 | 46236.21 | 24757.75 | 15.09 15.45 16.16
2068/69 | 3724.9 6068.9 5037.6 20169.75 | 55813.12 | 28881.99 | 18.46 10.87 17.44

Source: “Annual Report of NBBL, EBL & BOKL.”

\Y,

I nvestment on shares & Debenturesto Total Working Fund Ratio

FIY I nvestment on shares & Total Working Fund Investment on shares &
Debentures(Rs. In (Rs. In million) Debenturesto Total
million) Working Fund Ratio(%)
NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 182.2 | 19.08 | 87.41 | 725454 | 2143257 | 14581.39 | 251 0.089 | 0.6
2064/65 | 194.2 | 9955 | 111.30 | 9391.02 | 27149.34 | 17721.92 | 2.07 0.37 0.63
2065/66 | 130.1 | 100.43 | 120.99 | 11964.55 | 36916.84 | 20496.00 | 1.09 0.27 0.59
2066/67 | 172.7 | 100.43 | 40.140 | 12531.04 | 41382.76 | 23396.19 | 1.38 024 |0.17
2067/68 | 268.6 | 107.97 | 40.140 | 14004.76 | 46236.21 | 24757.75 | 1.91 0.23 0.16
2068/69 | 283.55 | 109.17 | 41.60 | 20169.75 | 55813.12 | 28881.99 | 0.14 0.19 0.14

Source: “Annual Report of NBBL, EBL & BOKL.”
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VI
Loan Loss Provision to Loan & Advances Ratio

FIY Loan Loss Provision (Rs. Loan & Advances (Rs. In Loan Loss Ratio (%)
I'n million) million)
NBBL EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL

2063/64 | 3633.7 | 418.6 | 2865 |4409.01 | 13664.08 | 9399.32 | 8241 | 3.06 3.048

2064/65 | 3301.4 | 497.3 | 279.0 |5457.81 | 18339.08 | 12462.63 | 51.75 | 2.71 2.23

2065/66 | 2376.3 | 584.9 | 297.5 | 6704.94 | 23884.67 | 14647.29 | 3544 | 244 2.3

2066/67 | 1533.2 | 600.0 |387.1 | 7809.54 | 27556.35 | 16664.93 | 19.63 | 2.17 2.32

2067/68 | 1779.6 | 604.2 |488.8 | 8452.73 | 31057.69 | 17468.19 | 21.05 | 1.94 2.8

2068/69 | 6130.85 | 705.85 | 505.19 | 10330.07 | 35910.97 | 18813.93 | 5.93 1.96 2.68

Source: “Annual Report of NBBL, EBL & BOKL.”

Appendix 3

Profitability Ratios
|
Return on Loans & Advances Ratio

FIY Net Profit (Rs. In million) Loans & Advances Return on Loans &
(Rs. In million) Advances Ratio (%)
NBBL EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL

2063/64 | (1061.58) | 296.41 | 262.38 | 4409.01 | 13664.08 | 9399.32 | (24.07) | 217 | 2.79

2064/65 | 596.48 451.21 | 361.49 | 5457.81 | 18339.08 | 12462.63 | 10.93 2.46 2.90

2065/66 | 2158.10 638.73 | 461.73 | 6704.94 | 23884.67 | 14647.29 | 32.19 2.67 3.15

2066/67 | 1021.38 831.8 509.26 | 7809.54 | 27556.35 | 16664.93 | 13.08 3.02 3.05

2067/68 | (138.15) | 931.30 | 605.15 | 8452.73 | 31057.690 | 1746819 | (1.63) | 3.0 3.46

2068/69 | 809.47 1090.56 | 607.66 | 10330.07 | 35910.97 | 18813.93 | 7.83 3.03 3.22

Source: “Annual Report of NBBL, EBL & BOKL.”

[
Return on Total Working fund Ratio

FIY Net Profit (Rs. In million) Total Working Fund Return on Total
(Rs. In million) Working Fund Ratio (%)
NBBL EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL

2063/64 | (1061.58) | 296.41 | 262.38 | 725454 | 2143257 | 14581.39 | (14.63) | 1.38 | 1.80

2064/65 | 596.48 451218 | 361.49 | 9301.02 | 2714934 | 17721.92 | 6.35 166 | 2.04

2065/66 | 2158.10 638.73 | 461.73 | 11964.55 | 36916.84 | 20496.00 | 18.04 173 2.25

2066/67 | 1021.38 831.8 509.26 | 12531.04 | 41382.76 | 23396.19 | 8.15 2.01 2.18

2067/68 | (138.15) | 931.30 | 605.15 | 14004.76 | 4623621 | 24757.75 | (0.98) | 201 | 2.44

2068/69 | 809.47 1090.56 | 607.66 | 20169.75 | 55813.12 | 28881.99 | 4.01 1.95 2.10

Source: “Annual Report of NBBL, EBL & BOKL.”
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Return on Equity

FIY Net Profit (Rs. In million) Equity Return on Equity (%)
(Rs. In million)
NBBL EBL BOKL | NBBL EBL BOKL | NBBL | EBL | BOKL
2063/64 | (1061.58) | 296.41 | 262.38 | (2624.16) | 1201.51 | 981.978 | 40.45 | 24.67 | 26.72
2064/65 | 596.48 451.21 | 361.49 | (2191.44) | 1921.23 | 1342.07 | (27.17) | 23.49 | 26.93
2065/66 | 2158.10 | 638.73 |461.73 | 1112.24 | 2203.62 | 1741.59 | 193.35 | 28.99 | 26.51
2066/67 | 1021.38 | 831.8 509.26 | 213359 | 2759.13 | 2073.52 | 47.73 | 30.15 | 24.56
2067/68 | (138.15) | 931.30 | 605.15 | 2251.17 | 311354 | 2435.18 | (6.13) | 26.38 | 24.85
2068/69 | 809.47 1090.56 | 607.66 | 2953.96 | 4177.30 | 2700.83 | 27.40 | 26.10 | 22.50

Source: “Annual Report of NBBL, EBL & BOKL.”

AV

Total Interest Earned to Total outside Assets Ratio

FIY Total Interest Earned Total Outside Assets Total Interest Earned to
(Rs. In million) (Rs. I'n million) Total Outside Assets
Ratio (%)
NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL BOKL
2063/64 | 982.19 | 1144.41 | 819.00 | 544357 | 18648.39 | 12391.75 | 1804 |6.13 | 6.60
2064/65 | 828.27 1548.65 | 1034.15 | 6847.71 23398.63 15666.70 12.09 6.61 6.60
2065/66 | 1337.11 | 2186.81 | 1347.75 | 8927.37 | 29833.15 | 17430.89 | 1497 |7.33 | 7.73
2066/67 | 1167.62 | 3102.45 | 1870.84 | 9922.29 32564.65 19934.13 11.76 9.52 9.38
2067/68 | 1436.67 | 4331.02 | 2386.78 | 10830.99 | 38801.62 | 21754.79 13.26 11.16 10.97
2068/69 | 1529.04 | 4959.99 | 2620.89 | 14199.02 | 43774.59 24060.61 10.76 10.50 10.89

Source: “Annual Report of NBBL, EBL & BOKL.”

\Y,

Total Interest Earned to Total Working Fund Ratio

FIY Total Interest Earned Total Working Fund Total Interest Earned to
(Rs. In million) (Rs. In million) Total Working Fund
Ratio (%)
NBBL | EBL BOKL | NBBL EBL BOKL NBBL | EBL | BOKL
2063/64 | 982.19 | 1144.41 | 819.00 | 725454 | 2143257 | 14581.39 | 1353 |534 |561
2064/65 | 828.27 1548.65 | 1034.15 | 9391.02 27149.34 | 17721.92 8.82 5.70 5.83
2065/66 | 1337.11 | 2186.81 | 1347.75 | 1196455 | 36916.84 | 20496.00 |11.17 |592 |6.57
2066/67 | 1167.62 | 3102.45 | 1870.84 | 12531.04 | 41382.76 | 23396.19 9.31 7.50 8.0
2067/68 | 1436.67 | 4331.02 | 2386.78 | 14004.76 | 46236.21 | 24757.75 | 1025 |9.37 | 9.64
2068/69 | 1529.04 | 4959.99 | 2620.89 | 20169.75 | 55813.12 | 28881.99 7.58 8.88 9.07

Source: “Annual Report of NBBL, EBL & BOKL.”
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VI

Total Interest Earned to Total Operating Income Ratio

FIY Total Interest Earned Total operating Income Total Interest Earned to
(Rs. In million) (Rs. In million) Total operating |ncome
Ratio (%)

NBBL | EBL BOKL | NBBL EBL BOKL | NBBL | EBL BOKL
2063/64 | 982.19 | 1144.41 | 819.00 | 793.81 841.33 | 677.08 | 123.73 | 136.02 120.96
2064/65 | 828.27 | 1548.65 | 1034.15 | 816.46 1209.89 | 862.96 | 101.44 | 127.99 119.83
2065/66 | 1337.11 | 2186.81 | 1347.75 | 1255.35 1544.96 | 1114.82 | 106.51 141.54 120.89
2066/67 | 1167.62 | 3102.45 | 1870.84 | 936.97 1927.97 | 133852 | 124.61 | 160.91 139.33
2067/68 | 1436.67 | 4331.02 | 2386.78 | 963.08 2192.94 | 1538.32 | 149.17 197.49 155.15
2068/69 | 1529.04 | 4959.99 | 2620.89 | 806.85 2609.73 | 1535.31 | 189.50 | 176.26 170.70

Source: “Annual Report of NBBL, EBL & BOKL.”

Vil

Total Interest Paid to Total Working Fund Ratio

FIY Total Interest Paid (Rs. Total Working Fund Total Interest Paid to
In million) (Rs. In million) Total Working Fund
Ratio (%)
NBBL | EBL BOKL | NBBL EBL BOKL | NBBL EBL BOKL
2063/64 | 432.21 | 517.16 | 339.18 | 725454 | 2143257 | 14581.39 | 5.95 2.41 2.32
2064/65 | 397.99 | 632.61 | 41754 | 9391.02 | 27149.34 | 17721.92 | 4.23 2.33 2.35
2065/66 | 409.77 | 1012.87 | 563.11 | 11964.55 | 36916.84 | 20496.00 | 3.42 2.74 2.74
2066/67 | 476.78 | 1572.79 | 902.93 | 12531.04 | 41382.76 | 23396.19 | 3.80 38 3.86
2067/68 | 745.22 2535.87 | 1218.79 | 14004.76 | 46236.21 | 24757.75 | 5.32 5.48 4.92
2068/69 | 1037.81 | 2873.33 | 1484.53 | 20169.75 | 55813.12 | 28881.99 | 5.14 5.14 5.14
Source: “Annual Report of NBBL, EBL & BOKL.”
Appendix 4
Risk Ratios
I
Liquidity Risk Ratio (Total Cash & Bank balanceto Total Deposit Ratio)
FIY Total cash & Bank Total Deposit (Rs. In million) Liquidity Risk Ratio (%)
balance (Rs. In million)
NBBL | EBL BOKL | NBBL EBL BOKL | NBBL EBL BOKL
2063/64 | 1164.05 | 2391.42 | 1315.90 | 9385.95 18186.25 | 12388.92 | 12.40 13.25 10.62
2064/65 | 1922.84 | 2667.97 | 1440.46 | 10883.65 | 23976.30 | 15833.73 | 17.67 1112 | 100
2065/66 | 2571.41 | 6164.37 | 2182.11 | 9997.7 33322.94 | 18083.98 | 25.72 18.50 12.06
2066/67 | 2058.30 | 7818.81 | 1798.36 | 10052.18 | 36932.31 | 20315.83 | 20.47 21.17 8.85
2067/68 | 2464.92 | 6122.86 | 167893 | 11511.67 | 41127.91 | 2101842 | 21.41 14.88 7.99
2068/69 | 4663.70 | 9860.74 | 2721.71 | 16952.70 | 50006.10 | 24991.44 | 29.55 20.72 13.53
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Credit Risk Ratio (Loans & Advancesto Total Assets Ratio)

FIY Loans& Advances(Rs. In Total Working Fund Loans & Advancesto
million) (Rs. In million) Total Working Fund

Ratio

(%)
NBBL EBL BOKL | NBBL EBL BOKL | NBBL | EBL BOKL

2063/64 | 4409.01 | 13664.08 | 9399.32 | 7254.54 | 21432.57 | 14581.39 | 60.77 63.75 64.46
2064/65 | 5457.81 | 18339.08 | 12462.63 | 9391.02 | 27149.34 | 17721.92 | 5811 | 6755 | 70.32
2065/66 | 6704.94 | 23884.67 | 14647.29 | 11964.55 | 36916.84 | 20496.00 | 56.04 64.70 71.46
2066/67 | 7809.54 | 27556.35 | 16664.93 | 12531.04 | 41382.76 | 23396.19 | 62.32 66.59 71.23
2067/68 | 8452.73 | 31057.69 | 17468.19 | 14004.76 | 46236.21 | 24757.75 | 60.35 67.17 70.56
2068/69 | 10330.07 | 35910.97 | 18813.93 | 20169.75 | 55813.12 | 28881.99 | 51.21 64.34 65.14

Source: “Annual Report of NBBL, EBL & BOKL.”

Capital Risk Ratio

FIY Capital (Rs. In million) Risk Weighted Assets Capital Risk Ratio (%)
(Rs. I'n million)

NBBL EBL BOKL | NBBL EBL BOKL NBBL | EBL BOKL
2063/64 | (2707.44) | 1676.12 | 1265.83 | 11496.56 | 14978.73 | 10224.79 | (23.55) | 11.20 12.62
2064/65 | (2151.40) | 2387.13 | 1635.16 | 13046.69 | 21050.52 | 14255.97 | (18.17) | 11.44 11.93
2065/66 | 855.60 2875.90 | 2067.70 | 12924.47 | 26049.81 | 17361.04 | 5.55 11.34 11.68
2066/67 | 1112.24 2203.62 | 1741.60 | 8642.11 | 20867.61 | 15210.48 | 12.63 10.77 10.85
2067/68 | 1845.66 2759.14 | 2071.36 | 18112.46 | 26453.88 | 17825.81 | 10.19 10.43 11.62
2068/69 | 2144.5 31135 | 24352 | 18081.78 | 28253.17 | 21998.19 | 11.86 11.02 11.07

Source: “Annual Report of NBBL, EBL & BOKL.”

AV

Interest Rate Risk Ratio

FIY Interest Sensitive assets (Rs. Interest Sensitiveliabilities Interest Rate Risk Ratio
In million) (Rs. In million) (%)
NBBL | EBL BOKL | NBBL | EBL BOKL | NBBL | EBL |BOKL
2063/64 | 4737.27 | 17546.95 | 11633.74 | 5629.56 | 15712.24 10921.75 | 84.15 111.67 | 106.51
2064/65 | 6210.93 | 21869.22 | 14688.80 | 7139.08 | 20478.07 13179.85 | 86.54 106.79 | 111.44
2065/66 | 7591.22 | 27663.16 | 16102.53 | 7903.78 | 27425.44 15095.20 | 96.04 99.14 106.67
2066/67 | 8756.98 | 2948452 | 18108.27 | 8095.63 | 31044.92 | 16597.72 | 108.17 | 94.97 | 109.10
2067/68 | 9404.35 | 34486.55 | 19373.86 | 9312.34 | 33597.21 17611.24 | 100.98 102.64 | 110.0
2068/69 | 9394.33 | 38814.60 | 21439.72 | 9312.34 | 4035559 | 20339.16 | 100.88 | 96.18 | 105.41
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Appendix 5

Growth Ratios

A. Growth ratio of Total deposit

i. Growth ratio of NBBL (%)

Last Year Figure

Factor = — )
First Year Figure

16952.70
Y385.94

1.806
Factor = (1+ g)™*
1.806 =(1+g)°*
g = (L8n*-1
g=126%

ii. Growth ratio of EBL (%)

Last Year Figure

Factor

First Year Figure
SildUs.1U
181H6.245

= 2.74
Factor = (1+ g) ™*
274=(1+q)
9=22.42%

iii. Growth ratio of BOKL (%)

Last Year Figure

Factor = — :
First Year Figure

24991 .44
1 A4HH
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= 2.017
Factor = (1+ g) ™*
2017=(1+g) %!

g = (20171
g =15.06%

B. Growth ratio of Loans & Advances
i. Growth ratio of NBBL (%)

Last Year Figure

Factor =
First Year Figure

13Uy
4119411

= 234
Factor = (1+ g) ™*
234 =(1+q)**
g = (2391
g=1853%

ii. Growth ratio of EBL (%)

Last Year Figure

Factor =
First Year Figure

35910.97
13664.08
= 2.62
Factor = (1+ g) ™
g= (262%-1
9=21.24%
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iii. Growth ratio of BOKL (%)

Last Year Figure

Factor =
First Year Figure

_ 1sH1a93

39947

= 20
Factor = (1+ g) ™*
g= (201
g=14.86 %

C. Growth ratio of Total investment

i. Growth ratio of NBBL (%)

Last Year Figure

Factor =
First Year Figure

3868.95
1034.5¢6

= 3.73
Factor = (1+ g) ™*
373 =(1+qg)**
g=30%
ii. Growth ratio of EBL (%)

Last Year Figure

Factor = -
First Year Figure

fd63.62
4954.31

= 157
Factor = (1+g) ™!
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g = @571
g=94%

iii. Growth ratio of BOKL (%)

Last Year Figure

Factor = — :
First Year Figure

_ 5246.68
2997 .43

= 175
Factor = (1+ g) ™*
1.75=(1+g) %!
g= (@71
g=11%

D. Growth ratio of Net Profit
i. Growth ratio of NBBL (%)

Last Year Figure

Factor = — )
First Year Figure

ous.ar

—1U&1.54

= -0.76
Factor = (1+ g) ™*
-0.76=(1+g)**

g = (0761
g = 194.65%
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ii. Growth ratio of EBL (%)

Last Year Figure

Factor =

First Year Figure

1Uv¥20.56
29641

= 3.68
Factor = (1+ g) ™*
g = (3689%-1
g=29.76%

ii. Growth ratio of BOKL (%)

Last Year Figure

Factor =
First Year Figure

607.66

264.34

= 231
Factor = (1+ g) ™*
2.31=(1+g) ®*
g= (3)¥*-1
g=1822%
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Appendix 6

Calculation of Mean, standard deviation (S.D) & Coefficient of
Variation (C.V)

FIY NBBL EBL BOK L
X1 X2 X, X412 X1 X1
2063/64 | 0.73 0.53 1.06 1.12 1.06 1.12
2064/65 | 0.80 0.64 1.07 1.14 1.07 1.14
2065/66 | 1.09 1.19 1.07 1.14 1.09 1.18
2066/67 | 1.19 1.41 1.08 1.16 1.10 1.21
2067/68 | 1.16 1.34 1.06 1.12 1.09 1.18
2068/69 | 1.15 1.32 1.07 1.14 1.09 1.18
Total |6.12 6.43 6.41 6.84 6.5 7.01
M ean 1.02 1.06 1.08
For
NBBL
'!E x? T x\~-
sD = 5 (%)
6.43 .
= [——(1.02)2
'\'._‘ [ n]
= 107 —-1.04
= +0.0296
= 0.17
u.17

CV = — x100
1.02

= 16.86 %

For EBL
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.
i B

= y114-1.12
= 4/0.02
= 014

_u.14

CV=——x100
1.816

=13.34 %

For BOKL

!._.EI'_ 9
= -JT - (1.08)‘

= J117-1.16

= 40.01

0.1

CV=-""x100
1.808

=9.25%

\*% — (1.06)>
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Appendix 7

I
A

Coefficient of correlation Between Total Deposits and L oans & Advances

NBBL
FIY Total Total Loans _ _
Deposits | & Advances | x = X -X X2 y=Y-Y e Xy
(Rsin (Rs.in
Million) | Million)
(X) (Y)
2063/64 | 9385.94 | 4409.01 (2078.03) | 4318208.68 | (2785) 7756225.00 | 5787313.55
2064/65 | 10883.65 | 5457.80 (580.32) | 336771.30 (1736.21) | 3014425.16 | 1007557.38
2065/66 | 9997.70 | 6704.94 (1466.27) | 2149947.71 | (489.07) | 239189.46 | 717108.66
2066/67 | 10052.18 | 7809.54 (1411.79) | 1993151.00 | 615.53 378877.18 | (868999.09)
2067/68 | 11511.67 | 8452.73 47.7 2257.29 1258.72 1584376.00 | 60040.94
2068/69 | 16952.70 | 10330.07 5488.73 30126157.01 | 3136.06 0834872.32 | 17212986.6
Total | ¥X= SY = TXx=0 |[yx’= S y=0 Sy’ = S Xy=
68783.84 | 43164.09 36776545.28 22807965.1 | 23916008.0
2 4
Mean 11463.97 | 7194.01
NY xy—2LxYy

r:

\E NX2—(T x)* .\,'I'\'Eyj -{¥v)

»J

6XA39160U0H.04—URD

W 6X36776545.28—(0)" /6x22807965.12—(0)=

= 0.82

r’ = 0.681

Probable Error (P.E) = 0.6745 ||

0.6745{

0.087

1-0 EE!:|

.\6
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6 X P.E= 6X 0.09

=0.527
B
Coefficient of correlation Between Total Deposits and Loans & Advances
EBL
FIY Total Total _
Deposits |Loans & | x =X -X |x? y=Y y? Xy
(Rsin Advances -Y
Million) | (Rs.n
(X) Million)
(Y)
2063/64 | 18186.25 | 13664.08 | (15739.05) | 247717695. | (11403.9 | 13004939 | 179486867.
0 2) 1.4 1
2064/65 | 23976.30 | 18339.08 | (9949.01) 98982799.9 | (6728.92 | 45278364. | 66946092.3
1) 37 7
2065/66 | 33322.94 | 23884.67 | (602.36) 362837.56 | (1183.33) | 1400269.8 | 712790.65
9
2066/67 | 36932.31 | 27556.36 | 3007.07 9042109.14 | 2488.35 | 6191885.7 | 7482493.33
2
2067/68 | 41127.91 | 31057.69 | 7202.61 51877590.8 | 5989.69 | 35876386. | 43141401.0
3 9
2068/69 | 50006.10 | 35910.97 | 16080.8 258592128. | 10842.97 | 11756999 | 174363632.
6 8.0 0
Total | 3X= Y= >x=0 >X°= Sy= Sy = XY =
203551.8 | 150412.84 666575161. | O 33636629 | 471491765.
0 6.8 5
Mean 33925.3 25068.00

r:

NExy-ExZy
]

»J

\E NX2—(T x)* .\,'I'\'Eyj -{¥v)

6x4/14/491765.5— Ux0

y 6x666575161 — (0)%.,/6x336366296.8 — (0)°
= 0.995

r’ =0.991

190




Probable Error (P.E) = 0.6745 [:—'Q
YV
1-0 991]

=0.6745—=

Ve

0.00247

6 X PE= 62X 0.0024

= 0.015
C
Coefficient of correlation Between Total Deposits and L oans & Advances
BOKL
FIY Total Total . .
Deposits (| Loans & | x =X -X | x? y=Y-Y |y Xy
Rs.in Advances
Million) | (Rs.n
(X) Million)
(Y)
2063/64 | 12388.92 | 9399.32 | (6383.13) | 40744348.6 (5510.05) | 30360684.06 | 35171365.
46
2064/65 | 15833.73 | 12462.63 | (2938.32) | 8633724.42 (2446.75) | 5986585.56 | 7189334.4
6
2065/66 | 18083.98 | 14647.29 | (688.07) | 473440.32 (262.09) | 68691.16 180336.26
2066/67 | 20315.83 | 16664.93 | 1543.78 | 2383256.68 1755.55 | 3081955.80 | 2710182.9
8
2067/68 | 21018.42 | 17468.19 | 2246.37 | 5046178.17 2558.81 | 6547508.61 | 5748034.0
2
2068/69 | 24991.44 | 18813.93 | 6219.39 | 38680811.97 | 3904.55 | 15245510.7 | 242839109.
22
Total | 3X= >Y= X = >X° Sy= Sy = XY=
112632.32 | 89456.31 | O =05961760.16 | O 61290935.89 | 75283172.
4
Mean | 18772.05 | 14909.38
f = NYxy-ExXy
¥ NX2-(% x)* .\,’I‘{E}*Z—-:Ey::
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6x75283172.4 — 0=

J 6x95961760.16 — (0)*.,/6x61290935.89 — (0)*

= 0.981

r> = 0.963

Probable Error (P.E) = 0.6745 [—E—]

=0.6745|

6 XP.E= 6X0.010
= 0.06

0.010

1-0 953}

V&

A
Coefficient of correlation Between Total Deposits and Total I nvestment
NBBL
FIY Total Total . .

Deposits | Investment | x =X -X | X y=Y-Y |y Xy

(Rs.in (Rs.in

Million) | Million)

(X) (Y)

2063/64 | 9385.94 | 1034.56 (2078.03) | 4318208.68 | (1133.25) | 1284255.56 | 2354927.49
2064/65 | 10883.65 | 1389.90 (580.32) | 336771.30 | (777.91) | 605143.96 | 45143.6.73
2065/66 | 9997.70 | 2222.43 (1466.27) | 2149947.71 | (1945.38) | 3784503.34 | 2852452.33
2066/67 | 10052.18 | 2112.75 (1411.79) | 1993151.00 | (55.06) 3031.60 77733.15
2067/68 | 11511.67 | 2378.27 47.7 2257.29 210.46 44293.41 10038.94
2068/69 | 16952.70 | 3868.95 5488.73 | 30126157.01 | 1701.14 | 2893877.3 | 9337098.15
Total | YX= SY= Sx=0 |3Ix°= Sy=0 Sy°= SXy =

68783.84 | 13006.86 36776545.28 8615105.17 | 1508368.68
Mean 11463.97 | 2167.81
F= N} xy—Xxly

I N2 — (T )2 I\—~ 2T vi*
,I‘._.I\!\ X, .\_I\_,} b7
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6X15U86368—UxU

J/ 6X36776545.28—(0)%.,/6x8615105.17~(0)*

0.847

r’=0.718

Probable Error (P.E) = 0.6745 [

3

¥l

1—r*

1-0.718
= 067452
Y o
= 0.077
6 X P.E= 6X0.077
= 0.466
B
Coefficient of correlation Between Total Deposits and Total | nvestment
EBL
FIY Total Total _ _
Deposits | Investment | x =X -X | x? y=Y-Y |y? Xy
(Rs.in (Rs.in
Million) | Million)
(X) (Y)
2063/64 | 18186.25 | 4984.31 (15739.05) | 247717694. | (1117 1247800.7 | 17581305.
9 0 8
2064/65 | 23976.30 | 5059.55 (9949.01) | 98982799.9 | (1041.81) | 1085368.0 | 10364978.
8 7 11
2065/66 | 33322.94 | 5948.48 (602.36) 362837.56 | (152.88) | 23372.29 | 92088.79
2066/67 | 36932.31 | 5008.30 3007.01 9042109.14 | (1093.05) | 1194758.3 | (3286812.
0 28)
2067/68 | 41127.91 | 7743.93 7202.61 51877590.8 | 1642.57 2698036.2 | 11830791.
1 0 11
2068/69 | 50006.10 | 7863.62 16080.8 258592128. | 1762.26 3105560.3 | 28338550.
6 1 61
Total | ¥X= SY= $Xx=0 SX°= Sy= S y’= S Xy=
203551.81 | 36608.2 666575161. | O 9354895.8 | 64920902.
0 7 14
Mean | 33925.3 |6101.36
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6x64920902.14— Ux0
J6x666575161 = (0)7.,/6x562825L71 = (0)-

= 0.822

r’ =0.675

Probable Error (PE) = 0.6745 [—'-_-]

1-0.675
=0.6745 ="
Yo
= 0.089
6 X P.E= 62X 0.089
= 0.537
C
Coefficient of correlation Between Total Deposits and Total | nvestment
BOKL
FIY Total Total . .
Deposits | Investmen | x =X -X | x? y=Y-Y |y Xy
(Rs.in t
Million) | (Rs.in
(X) Million)

(Y)

2063/64 | 12388.92 | 2992.43 (6383.12) | 40744220.93 | (637.99) | 407031.24 | 4070366.73

2064/65 | 15833.73 | 3204.067 (2938.32) | 8633724.42 | (426.36) | 181782.84 | 1252782.11

2065/66 | 18083.98 | 2783.598 (688.07) | 473440.32 (846.82) | 717104.11 | 582671.43

2066/67 | 20315.83 | 3269.204 1543.78 | 2383256.68 | (361.22) | 130479.88 | (557644.21)

2067/68 | 21018.42 | 4286.60 2246.37 | 5046178.17 | 656.18 430572.19 | 1474023.06

2068/69 | 24991.44 | 5246.68 6219.39 | 38680811.97 | 1616.26 | 2612296.3 | 10052151.2

8 8
Total | yX= SY= SX = X = Sy= Sy= Y Xy=
112632.3 | 21782.57 0 05961632.49 | O 4479366.6 | 16876350.4
3 4

M ean 18772.05 | 3630.42
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X168 /6350.4—UxU
W 6%95961632.49—(0).\/6%4479366.64-(0)°

= 081

r? = 0.662
Probable Error (PE) = 0.6745 [—'-_-]

1-0.662
=0.6745 =]
3 -
= 0.092
6 XPE = 6X0.092
= 0.557
1
A
Coefficient of correlation Between Net Profit and Total outside Assets
NBBL
FIY Net Total _ B
Profit outside X =X -X | x? y=Y-Y | y? Xy
(Rs.in Assets(Rs.in
Million) | Million)
(X) (Y)
2063/64 | (1061.58) | 5443.57 (1625.86) | 2643420.74 | (3918.25) | 15352683.0 | 6370525.94
6
2064/65 | 596.48 6847.71 32.2 1036.84 (2514.11) | 6320749.09 | (80954.34)
2065/66 | 2158.10 | 8927.37 1593.82 | 2540262.19 | (434.45) | 188746.80 | (692435.09)
2066/67 | 1021.38 | 9922.29 457.1 208940.41 | 560.47 314126.62 | 256190.83
2067/68 | (138.16) | 10830.99 (702.44) | 493421.95 | 1469.17 | 2158460.49 | (1032003.77
)
2068/69 | 809.47 245.19 60118.13 4837.2 23398503.8 | 1186033.07
4
Total | SX= SY = Sx=0 |3x= S y=0 Sy = Xy =
3385.69 | 56170.95 5947200.26 47733269.9 | 6007356.63
Mean 564.28 9361.82

195




\

T NX2-(Tx)°.

\

INDy*=-E~

-

6x600/356.63 — UxU

\ 6X5947200.26 - (Gr:.\- 6x47733269.9 - (0)°

= 035

r’ =0.1271

Probable Error (P.E) = 0.6745 ||

6 X P.E=6X0.240

:0.6745{

0.240

1—0 1'2_:[

v

=1.442
B
Coefficient of correlation Between Net Profit and Total outside Assets
EBL
FIY Net Total o _

Profit | outside X =X-X | x? y=Y-Y |y? Xy

(Rs.in | Assets(Rs.in

Million | Million)

) (X) (Y)
2063/64 | 296.409 | 18648.39 (410.26) | 168313.26 | (12521.78) | 156795099.6 | 5137185.46
2064/65 | 451.218 | 23398.63 (255.45) | 65229.16 | (7771.54) | 60396911.69 | 1985239.89
2065/66 | 638.73 | 29833.15 (67.94) | 4615.84 | (1337.02) | 1787635.85 | 90837.47
2066/67 | 831.8 | 32564.65 125.13 | 15657.51 | 1394.47 1944560.52 | 174490.03
2067/68 | 931.30 | 38801.618 | 224.63 | 50458.63 | 7631.44 58238922.26 | 1714250.36
2068/69 | 1090.56 | 43774.60 3863.89 | 147374.60 | 12604.42 | 158871529.6 | 4838710.79
Total |YX= |YY= Sx=0 | ¥x°= > y=0 Sy = XY =

4240.02 | 187021.05 451649.0 438034659.5 | 13940714.0
Mean | 706.67 | 31170.17
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\

T NX2-(Tx)°.

\

= 6 X13940714 - 0X0

INEys-(Zy)*

-

Y 6X 451649~ (0) 2

= 0.991

r’ = 0.982

Probable Error (P.E) = 0.6745 —_;-]

Vn

d 6 X438034659.5- (0) 2

1-0.982
=0.6745)— ="
v
= 0.0049
6 X P.E=6 X 0.0049
=0.029
C
Coefficient of correlation Between Net Profit and Total outside Assets
BOKL
FIY Net Profit | Total .
(Rs.in outside X =X -|x° y=Y-Y |y? Xy
Million) Assets(Rs.in | X
(X) Million)
(Y)
2063/64 | 262.38 12391.5 (205.56) | 42254.91 | (6148.06) | 37798641.76 | 12637965.2
1
2064/65 | 361.49 15666.70 (106.45) | 11331.60 | (2873.11) | 8254761.07 | 305842.55
2065/66 | 461.73 17430.89 (6.21) 38.56 (1108.92) | 1229703.56 | 6886.39
2066/67 | 509.26 19934.13 41.32 170759 | 1394.32 | 1944128.26 | 57613.30
2067/68 | 605.15 21754.79 137.21 | 18826.58 | 3214.98 | 10336096.4 | 441127.40
2068/69 | 607.66 24060.61 139.72 | 19521.67 | 5520.8 30479232.64 | 771366.17
Total | $X=2807.69 | TY = $Xx=0 [ Sx*= |Sy=0 Sy°= Xy =
111238.87 93680.91 90042563.69 | 2846631.02
M ean 467.94 18539.81
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NYxy-TxTy

r= :
IENX2=(Ex)*. INEy2=(Ty)°
N YAt N , EEIARiR

6XAH46631.02— URD

\/ 6X936870.91—(0)<.,/6x900425653.69-(0)°

= 0.9801

r> = 0.960

Probable Error (P.E) = 0.6745 |-

=0.6745 =]

Ve
= 0.010
6 X PE=6X 0.010

=0.0650

Appendix 8
I
Trend values of total deposits of NBBL

Year (t) Total X (t-2066.5) | x° Xy yc = a +bx
Deposits yc=11463.97
) +3314.36%

2064 9385.94 -2.5 6.25 -23464.87 3177.36

2065 10883.65 -1.5 2.25 -16325.47 6492.43

2066 9997.70 -0.5 0.25 -4998.85 9806.79

2067 10052.18 0.5 0.25 5026.09 13121.15

2068 11511.67 15 2.25 17267.50 16435.5

2069 16952.70 2.5 6.25 42381.75 19749.87

Total 68783.84 0 17.5 19886.15

N =6

a= 1146397

b= 3314.36
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Trend Values of Total Deposits of NBBL

Year (t) X (t-2066.5) yc = a +bx

yc= 11463.97 +3314.36x
2070 35 23064.23
2071 4.5 26378.59
2072 55 29692.95
2073 6.5 33007.31
2074 7.5 36321.67
[
Trend Values of Total deposits of EBL
Year (t) Total X(t-2066.5) | x° Xy yC = a+bx

Deposits yc=33925.30
(y) +17846.95x

2064 18186.25 -2.5 6.25 -45465.62 (10692.07)
2065 23976.29 -1.5 2.25 -35964.43 7154.87
2066 33322.94 -0.5 0.25 -16661.47 25001.82
2067 36932.31 0.5 0.25 18466.15 42848.77
2068 41127.91 15 2.25 61691.86 60695.72
2069 50006.10 2.5 6.25 125015.25 | 78542.67
Total 203551.81 |0 175 107081.74
N =6
a= 33925.30
b= 17846.95
Trend Values of Total Deposits of EBL
Year (t) X (t-2066.5) yc = a +bx

yc= 33925.30 +17846.95x
2070 35 96389.62
2071 4.5 114236.57
2072 55 132083.52
2073 6.5 149930.47
2074 7.5 167777.42
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Trend Values of Total deposits of BOKL

Year () | Tota X(t-2066.5) | x° Xy yc = a +bx
Deposits yc=18772.05+6733.20x
()
2064 12388.92 -2.5 6.25 -30972.322 | 1939.03
2065 15833.73 -1.5 2.25 -23750.59 | 8672.25
2066 18083.98 -0.5 0.25 -9041.99 15405.45
2067 20315.83 0.5 0.25 10157.91 22138.65
2068 21018.42 1.5 2.25 31527.63 28871.85
2069 24991.44 25 6.25 62478.6 35605.05
Total 112632.32 | 0O 175 40399.24
N =6
a= 18772.05
b= 673320
Trend Values of Total Deposits of BOKL
Year (t) X (t-2066.5) yc = a +bx
yc= 18772.05+6733.20x
2070 35 42338.25
2071 4.5 45071.45
2072 55 55804.65
2073 6.5 62537.85
2074 75 69271.05
Appendix 9
I
Trend Values of Loans & Advances of NBBL
Year (t) Loans & | x(t-2066.5) | x° Xy yc = a +bx
Advances yc=7194.01
(y) +3307.89x
2064 4409.01 -2.5 6.25 -11022.52 4409.01
2065 5457.80 -1.5 2.25 -8186.7 5457.8
2066 6704.94 -0.5 0.25 -3352.47 6704.94
2067 7809.54 0.5 0.25 3904.77 7809.54
2068 8452.73 1.5 2.25 12679.09 8452.73
2069 10330.07 25 6.25 25825.17 10330.07
Total 43164.09 0 175 19847.34
N =6
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a= 7194.01

b= 3307.89

Trend Values of Loans & Advances of NBBL

Year (t) X (t-2066.5) yc = a +bx

yc= 7194.01+3307.89x
2070 35 18771.62
2071 4.5 22079.51
2072 55 25387.40
2073 6.5 28695.29
2074 7.5 32003.18
I
Trend Values of Loans & Advances of EBL
Year (t) Loans & | x(t-2066.5) | x° Xy yc = a +bx

Advances yc=25068.80
(y) +12755.16x

2064 13664.08 -2.5 6.25 (6819.1)
2065 18339.08 -1.5 2.25 5936.06
2066 23884.67 -0.5 0.25 18691.22
2067 27556.35 0.5 0.25 31446.38
2068 31057.69 15 2.25 44201.54
2069 35910.97 25 6.25 56956.7
Total 150412.84 175
N =6
a= 25068.80
b= 12755.16
Trend Values of Loans & Advances of EBL
Year (t) X (t-2066.5) yc = a +bx

yc= 25068.80 +12755.16x
2070 35 69711.86
2071 4.5 82467.02
2072 55 95222.18
2073 6.5 107977.34
2074 7.5 120732.5
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Trend Values of Loans & Advances of BOKL

2

Year (1) Loans & | x(t-2066.5) | x Xy yc = a +bx
Advances yc=14909.38+5342.29x
()

2064 9399.32 -2.5 6.25 1553.65 1553.65

2065 12462.63 -1.5 2.25 6895.94 6895.94

2066 14647.30 -0.5 0.25 12238.23 12238.23

2067 16664.93 0.5 0.25 17580.52 17580.52

2068 17468.19 15 2.25 22922.81 22922.81

2069 18813.93 25 6.25 28265.10 28265.10

Total 89456.31 0 17.5

N =6

a= 14909.38

b= 534229

Trend Values of Loans & Advances of BOKL

Year (1) X (t-2066.5) yc = a +bx

yc= 14909.38 +5342.29x

2070 35 33607.39

2071 4.5 38949.68

2072 55 44291.97

2073 6.5 49634.26

2074 7.5 54976.55

Appendix 10

I

Trend Values of Total Investment of NBBL

Year (t) Total x(t-2066.5) | x° Xy yc = a +bx
I nvestment yCc=2167.81+1418.94x
()

2064 1034.56 -2.5 6.25 -2586.4 (1379.54)

2065 1389.90 -1.5 2.25 -2084.85 39.4

2066 222243 -0.5 0.25 -1111.21 1458.34

2067 2112.75 0.5 0.25 1056.37 2877.28

2068 2378.27 15 2.25 3567.40 4296.22

2069 3868.95 2.5 6.25 9672.37 5715.16

Total 13006.86 17.5 8513.68

N =6
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a= 216781

b= 141894

Trend Values of Total Investment of NBBL

Year (t) X (t-2066.5) yc = a +bx
yc=2167.81 +1418.94x
2070 35 7134.1
2071 4.5 8553.04
2072 55 9971.98
2073 6.5 11390.92
2074 7.5 12809.86
[
Trend Values of Total Investment of EBL
Year (t) Total X(t-2066.5) | x* Xy yc = a +bx
I nvestment yc=6101.36+1792.24x
)
2064 4984.31 -2.5 6.25 -12460.77 | 1620.76
2065 5059.55 -1.5 2.25 -7589.32 3413.0
2066 5948.48 -0.5 0.25 -2974.24 5205.24
2067 5008.30 0.5 0.25 2504.15 6997.48
2068 7743.93 15 2.25 11015.89 8789.72
2069 7863.62 2.5 6.25 19659.05 10581.96
Total 36608.2 0 175 10754.74
N =6
a= 6101.36
b= 179224
Trend Values of Total Investment of EBL
Year (1) X(t-2066.5) yc = a +bx
yc= 6101.36 +1792.24x
2070 35 12374.2
2071 45 14166.44
2072 55 15958.68
2073 6.5 17750.92
2074 7.5 19543.16

Trend Values of Total I nvestment of BOKL
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Year (t) Total X(t-2066.5) | x° Xy yc = a +bx
I nvestment yc=3630.42-
V) 1250.37x

2064 2992.43 -25 6.25 -7481.07 504.49

2065 3204.06 -1.5 2.25 -4806.09 1754.86

2066 2783.59 -0.5 0.25 -1391.8 3005.23

2067 3269.20 0.5 0.25 1634.6 4255.60

2068 4286.60 15 2.25 6429.9 5505.97

2069 5246.68 2.5 6.25 13116.7 6756.34

Total 21782.57 0 17.5 7502.24

N =6

a= 363042

b= 1250.37

Trend Values of Total Investment of BOK L

Year (1) X (t-2066.5) yc = a +bx
yc= 3630.42+1250.37x
2070 35 8006.71
2071 4.5 9257.08
2072 55 10507.45
2073 6.5 11757.82
2074 7.5 13008.19
Appendix 11

|
Trend Values of Net Profit of NBBL

Year (t) Net Profit | x(t-2066.5) | x* Xy yc = a +bx
(y) yc=564.28-383.43x
2064 (1061.58) -2.5 6.25 -2653.95 1522.885
2065 596.48 -1.5 2.25 -894.72 1139.42
2066 2158.10 -0.5 0.25 -1079.05 755.99
2067 1021.38 0.5 0.25 510.69 (372.56)
2068 (138.16) | 15 225 -207.24 (10.86)
2069 809.47 2.5 6.25 2023.67 (394.29)
Total 3385.69 0 175 -2300.6
N =6
a= 564.28
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b= (383.43)

Trend Values of Net Profit of NBBL

Year (t) X (t-2066.5) yc = a +bx

yc= 564.28-383.43x
2070 35 (777.72)
2071 4.5 (1161.15)
2072 55 (1544.58)
2073 6.5 (1928.01)
2074 7.5 (2311.44)
I
Trend Values of Net Profit of EBL
Year (t) Net Profit | x(t-2066.5) | x° Xy yc = a +bx

(y) yc=706.67+311.79x

2064 296.41 -2.5 6.25 -741.02 (72.80)
2065 451.21 -1.5 2.25 -676.81 238.98
2066 638.73 -0.5 0.25 -319.36 550.77
2067 831.8 0.5 0.25 415.9 862.56
2068 931.30 15 2.25 465.65 1174.35
2069 1090.56 25 6.25 2726.4 1486.14
Total 4240.02 0 17.5 1870.76
N =6
a= 706.67
b= 31179
Trend Values of Net Profit of EBL
Year (1) X (t-2066.5) yc = a +bx

yc= 706.67+311.79x
2070 35 1797.93
2071 4.5 2109.72
2072 55 242151
2073 6.5 2733.30
2074 7.5 3045.09

Trend Values of Net Profit of BOKL
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Year (1) Net Profit | x(t-2066.5) | x Xy yc = a +bx

(y) yc=467.94+208.74x
2064 262.38 -2.5 6.25 -655.95 (53.91)
2065 361.49 -1.5 2.25 -542.23 154.83
2066 461.73 -0.5 0.25 -230.86 363.57
2067 509.26 0.5 0.25 254.63 572.31
2068 605.15 15 2.25 907.72 781.05
2069 607.66 2.5 6.25 1519.15 989.79
Total 2807.69 0 175 1252.46
N =6
a= 467.94
b= 20874
Trend Values of Net Profit of BOKL
Year (1) X (t-2066.5) yc = a +bx

yc= 467.94+208.74x

2070 35 1198.53
2071 4.5 1407.27
2072 55 1616.01
2073 6.5 1824.75
2074 7.5 2033.49
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