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CHAPTER - |
INTRODUCTION

1.1Background of the Study

The economy of a country indicates the developroétite country. The financial sector
plays an important role in the development of thantry and mobilization of financial
resources. The financial sector consists of bawkspperative societies, insurance
companies, stock markets, foreign exchange markaitjal funds, provident fund etc.
Financial sector organizes the scattered domeastndial resources and invest them in
different sectors. Economic development depends warious factors however, the

major are capital formation and proper utilizatafrthe capital.

Banks play an important role in the economic growtha country. Banking, when

properly organized, aids and facilitates the growftttrade and industry. In the modern
economy, banks are to be considered not as dealergoney but as the leaders of
development. "Banks are not just the storehouséh®fcountry's wealth but are the
reserves of the resources necessary for economglagenent. Bank renders valuable
services to trade and industry. The economic graithe country depends on ht growth
and development of trade and industry. Industraletopment can take place only if
sufficient money is invested in industries. Banksdertake the stupendous task by
mobilizing the savings of the people and lending ttame to the traders and
industrialists. The bank helps in the uniform depehent of the different regions in the

country”(Radhaswamy & Vasudevan, 1994: 521).

Liquidity is a word that can be taken as to perfdima life cycle system of financial
institution's activities in a perfect manner. Ihaaverall define the securities management
of the cash balance in a systematic way. In thigane the term liquidity management is
used to describe money and assets that are reamfilyertible into money with a very
short span of time. For this different assets aidibifferent degrees of liquidity

depending upon the case of turning into cash.



1.2 Meaning of Commercial Bank

Commercial Banks are those banks, which performkialtls of banking function as
accepting deposits, advancing credits, creditstioreand agency functions etc. They are
the most widely diversified and visible player amothe financial institutions. They
provide short-term credit, medium-term credits dondg-term credit for trade and
industry. They also operate off-balance sheet fanstsuch as issuing guarantee, bonds,

letter of credit, etc.

Commercial banks have been playing vital role iming a direction to economy
development over time by financing the requiremenitstrade and industry in the
country. By encouraging thrift among people, bah&ge fostered the process of capital
formation in the country. Commercial banks draw t@mmunity savings into the
organized sector which can then be allocated antbeglifferent economic activities
according to the priorities laid down by planningtreorities in the country. In the
planned economy, banks make the entire planneduptivd process possible by
providing funds for all types of production incorpted in the plan, regardless of whether
the production is in the public sector, joint sectw in the private sector, or whether the
production is undertaken by one types of orgaromatir another. In short, the growth of

the economy is tied with the growth of the commarbanks in the economy.

Commercial banks make sound investment in vari@eoss of the economy, which
boost the quality and quantity of investment asl el achieves, its own objectives of
profit maximization. Thus, well-formulated and sdumvestment policies, coordinated

and planned efforts accelerate the pace of econgrovweth.

Now the commercial banks are being run by banks farahcial institution ordinance
2061 which has replaced the previous commerciak st 2031. According to the
ordinance, bank and financial institution are daddnto four groups. Commercial banks
are placed in group 'A’ but not mention explicitliyunctions of commercial banks are as

follows:



¢ To accept the deposits with or without interestamcdurrent, saving and fixed
accounts and mobilizes the deposited money veegtiely.

¢ To provide loan against securities, movable prgpedompany share, or
debenture, bills of exchange and promissory nat@svest on them.

¢ To issue, accept, discount, buying or selling dgmf exchange and promissory
notes and cheques.

¢ To deal with foreign exchanges etc.

1.3 Introduction of Sample Organizations under Stug

Nabil Bank Limited (NABIL)

Nabil Bank Limited was incorporated in collaboratiavith Emirates Bank International
(Dubai) in 1984 in name of Nepal Arab Bank Limitéthbil Bank Ltd. is the first joint
venture bank in Nepal, established in 1984 A.D.aeurtdle company act. Dubai Bank Ltd.
was the initial foreign joint venture partner wilf®9% equity investment. The shares
owned by DBL were transferred to Emirates Bank rirdgonal Ltd. (EBIL), Dubai.
Later on EBIL sold its entire holding to Nationaaik Ltd. Bangladesh (NBLB). Nabil
bank limited had the official name Nepal Arab Band. till 31%' December, 2001. Hence
50% equity share of Nabil Bank Ltd. are held by NBBand out of another 50%, financial
institutions has taken 20% and remaining 30% w&sedd to general public of Nepal. At

present 19 branches are operated in different patte country.

Standard Chartered Bank Nepal Limited (SCBNL)

Standard Chartered Bank Nepal Limited was incomgdran collaboration with ANZ
Grindlays Bank Limited in 1987 as third joint verdubank. The bank was initially
incorporated in the name of Nepal Grindlays Bankitéd. In 2000, the ANZ Grindlays
Bank was amalgamated in Standard Chartered Bamtmgp and 50% stake of former
was transferred to the latter by the virtue of ajaalation. Consequently, the name of the
bank was hanged as Standard Chartered Bank Nepéeti Standard Chartered Bank
Nepal Limited is a joint venture with Standard Gaeed Grind Lays Bank Ltd. Australia
& UK. Standard Chartered Bank Nepal Limited hasnbaeoperation in Nepal since

1987 when it was initially registered as a jointitge operation. Today the Bank is an



integral part of Standard Chartered Group who & @wnership in the company with
25% shares owned by the Nepalese public. The Bapky® the status the largest

international bank currently operating in Nepal.

Everest Bank Limited (EBL)

Everest Bank Limited is one of the leading BankNefpal. EBL was set up tin private
sector and commenced its operation thG&tober 1994 AD. It was established in 1992
under the company Act, 1964 with Punjab NationallB@NB). The Bank is considered
as one of the leading and profit going commercehiBin India having over 100 years of
successful banking experience and known for itngtisystem and procedure. The main
aim of EBL is to extend professional banking sessito various sectors of the society in
the kingdom of Nepal and there by contributing ne teconomic development of the
country. On equity holding PNB has 20% equity pguation in its total shareholding
and also has undertaken management responsihilitgrua technical service agreement
and other balance is maintained by Nepalese inkesitne promoters of Nepal have
shares of 50% in total and rest 30% goes to Geieralic. EBL has got its authorized
capital of Nrs. 750 million and its paid up capitélNrs.518 million (general equity 378

million and preference share 140 million).

1.4 Statement of the Problem

Liquidity is the most sensible and critical aspettbanks. The managers should be
foresighted and able to predict future demand apgly of liquidity. They should know
the trends of liquidity demands on the basis ospdsxperience. In a book published by
the World Bank titled Excess Liquidity & Monetarywé&rhangs, it was stated that there is
mostly excess liquidity in the financial instituti® of the developing economies.
Similarly, the IMF opines that excess liquidity & great problem for developing
economics and results not form the dearth of ledipportunities or demanding for and

form a number of system & institutional shortconar{ftMF, 1985; 25).




Basically, liquidity is maintained to meet regutgreration and make schedule payment.
Every bank tries to maintain its liquidity positidor fulfilment of mainly two purposes.
They are precaution motive for unexpected needscantngencies due to irregularities
in cash flow. To fall in this area may severely @ae public confidence upon bank. We
can imagine the reaction of customers if the casinr and teller machines is to be
closed one morning because the bank is tempow@utlpf cash and cannot cash cheques.
So and must give high priority to meet demandslitpridity. Meanwhile, as we know
that the financial institutions are profit orientemhd there should be optimum
disbursement of deposits in loan and advances aontbre and more income can be
generated.
Hence it is clear that the problem of liquidityexcess liquidity to be specific is a regular
phenomenon in the developing economics. The mgsbritant problem that the financial
institutions want to know is the appropriate leeélliquid assets to meet the threat of
withdrawals, give away loans to the customers andnvest in profitable ventures.
Without the proper management of liquidity, the \aanentioned daily operation of
financial institution cannot be met.
Managing liquidity has become very vital in finagciinstitutions. Every bank is
therefore, concentrating on liquidity managemeimeyl are searching the areas that can
safeguard there liquidity to make liquidity positiluently as much as possible. Thus,
the specific research questions regarding liquidignagement in Nepalese Commercial
Banking sector are identified as follows:

¢ Are the banks maintaining sufficient liquidity?

¢ Are the banks aware for the liquidity requirements?

¢ Do the liquidity positions of the banks satisfyithrequirement?

¢ How are the banks going to manage their liquidibgipons to the sufficient

balance?

1.5 Objectives of the Study
Based on this aspect this field work tries to deih the study of liquidity position of
commercial banks.

The Specific Objectives of the Study are:



* To analyze the existing liquidity position of tharks by using various ratio
analysis.

* To evaluate the trend of deposit mobilization amehd of different ratios used in
the study under various prospects.

* To examine the relationship between liquidity anafipability of the banks.

* To provide suggestion and recommendation on this basnajor findings.

1.6 Scope of the Study

Each and every business organization needs apate@rnount of liquidity (i.e. cash and
other near cash items) to run its daily operatidite liquidity totally depends on how
big or small an organization is. Big organizationcls as bank, manufacturing
organization, finance companies needs huge amodintiqaidity. The liquidity
requirement is different for different organizatiofhe study is to cover the liquidity
position and liquidity requirement of the selectetnmercial banks. It traces the trend of
the liquid assets of the commercial banks of Neftais the arrangement and the
allocation of funds such a way that can be drawmediately without any low on
principle. Even though liquidity exists in each ary business organization, this study

is confined only with the liquidity aspect of thenamercial banks.

1.7 Significance of the Study

Liquidity is much more than holding of non-earnimgsets. There should be an
appropriate equilibrium between the non-earning eaching assets. Banks are always
guided by the objectives of earning profits. Alhdncial decisions of bank are the
betterment of shareholder's wealth. There shouldabeeffective system of funds
allocation in order to safe guard the banks forendhnger of shortage of liquid assets or
illiquidity. An appropriate level must be achievbdtween them. The study ponders to
find out whether banks are alert or not in thisareigand whether liquidity management is
duly taken care or not. The study will ascertaisgpole situations where the banks need
additional liquid funds. By this study, liquidityanagement policy of the bank will be
obtained so that shareholders, general public @gdlatory authority can raise the

relevant questions.



The Importance of the Study is mentioned below:

To get familiar with some aspect of liquidity byrfmeming various financial analysis.

To make the analysis of the liquidity position aodme to conclusion about their
liquidity position

To find out the position of the mentioned commdr&anks in the banking field of

Nepal.

1.8 Limitations of the Study

Never the less, the analysis performed and comeiudrawn regarding the Liquidity

Position of Nepalese Commercial Banks; there isictamable place for arguing about its
accuracy and reliability. There are limitations wehiweaken the conclusion e.g.
inadequate data, time and other variable. Thisishg@mply fulfills the requirement of

Masters in Business Studies (M.B.S.) 2nd year pnogiSo this study will be limited by

following factors:

* Only secondary data available is analyzed.

» The study period will cover only five fiscal yeae.i 2007/08 to 2011/12 of
Standard Chartered Bank and Nabil Bank and Eve&ask Limited.

* There are many factors that affect liquidity of bamternational liquidity and
valuation of firm however only related factor wile taken into consideration in
this study.

1.9 Organization of the Study

The present study is organized in such a way tmatstated objectives can easily be
fulfilled. The structure of the study will try tanalyze the study in a systematic way. The
study report has presented the systematic pregemtatd finding of the study. The study
report is designed in five chapters, which arecdews:



Chapter- I: Introduction
This chapter deals with the basic concept and badkg of the study. This chapter
consist the statement of the problem, objectivab®ftudy, significance of the study and

limitation of the study.

Chapter- 1l: Review of Literature
Second chapter deals with review of Literaturéndtudes conceptual reviews, review of
pervious thesis, review of journals and articleat tare published in different news

papers.

Chapter- 1ll: Research Methodology
Third chapter contains research methodology, whittludes general introduction,
research design, method of analysis, population a@@e, sources of data, data

processing procedures and analysis of tools & tiecies.

Chapter — IV: Presentation and Analysis of Data
This chapter is the heart of the study. This chagals with presentation and analysis of

relevant data and information through research olgtly and major findings.

Chapter — V: Summary, Major Findings, Conclusionand Recommendations
Lastly, this chapter summarizes the whole study states main findings, issues, gaps
and offers recommendation for the improvement iirfei to the related sector and the

conclusion of the study.

Appendix and bibliography will be presented in thst part of the thesis to get the clear
picture of the study.



CHAPTER - 11
REVIEW OF LITERATURE

The review of literature is a crucial aspect beeatslenotes planning of the study. The
main purpose of literature review is to find outawworks have been done in the area of
the research problem under study and what hase®st done in the field of the research
study being undertaken. For review study, the mebea uses different books, reports,
journals and research studies published by vaimatgutions, unpublished dissertations

submitted by master level students have been redew
It is divided into two headings:

» Conceptual Framework

> Review of different Studies

2.1 Conceptual Framework

Liquidity is the status and part of asset, which ba used to meet the obligation. Simply
it can be viewed in term of liquidity stored in thalance sheet and in term of liquidity
available through purchased funds. The degreejoidity depends upon the relationship
between cash assets plus those assets, which cquididy turned into cash and the
liability awaiting payment (Engune, 1972: 110).

The liquidity position of banks is very importamt taintain the public faith upon the

banks. When a bank fails to repay deposited monegemanded, it leads to the loss of
faith upon banks. Lack of adequate liquidity iseafone of the first sings that a bank is in
serious financial trouble. Therefore in bankinguldity is very fundamental for smooth

operation of daily banking activities.

Some definitions of liquidity given by different ites are as follows:



"Liquidity is the banker's ability to satisfy denthfor cash in exchange for deposit” (R.S
Sayers, 1992: 231).

"An asset is completely liquidity if its owner caount with absolute certainty on leaning

into cash at a very short notice and without |¢s4&4nning Decay, 1989:240).

As there are differing views of different writerbaat liquidity so is the issue of
maintaining liquidity according to its principleei.the real bills doctrine, the shiftability
theory, the anticipated income theory and liabilitgnagement theory. The prediction of
liquidity needs is always not earning and accunmgatSo every institution should
mange their liquidity in such a way that they via# able to ensure the fund-capacity to
meet all normal business commitment at a reasonaiie at all time. The earning of
liquidity should refer to the money stock in thenksiand financial institutions and the
assets that can be converted as soon as the den@atedor the capacity of commercial

banks to fulfill the need of depositors for cash.

Liquidity of the bank should be maintained accogdio the standard. Excess liquidity as
well as lack of liquidity can be considered as gthptoms to the firm. On the other
hand the bank cannot operate its internal and otfaketing function properly. If the
bank does not hold adequate liquidity, it will roE able to take advantage of favorable
business opportunities and meet emergencies sudhieasor competitors marketing
campaign. A very high degree of liquidity is alsbhere assets remain idle which adds
nothing to bank's earning. The firm's funds willlbbeecessarily tied up in current assets

which could be used otherwise.

Thus, researcher can say that the skill of baritotd adequate liquidity helped to earn its
reputation. Thus, researcher can say that it isnojoh necessity of the bank to maintain a
proper balance between high liquidity and low Idijty. Liquidity is the word that the
banker uses to describe his ability to satisfy deinfor cash in exchange for deposit.
Therefore liquidity management is much more impdrthan we realize, because a bank
can be closed if it cannot raise enough liquiditgrethough technically it may still be

solvent.

10



Liquidity Ratio:

To test the solvency position for the payment adrslerm liabilities ifs the purpose of
this ratio. Solvency position or liquidity denotedility for payment of short-term
liabilities.

These are of two types:

e Current Ratio
* Quick / Acid test / Liquid Ratio

Current Ratio

This ratio is computed using two items current sssd current liabilities. Current
assets includes those ratios which can be converted¢ash within one year period such
as cash, bank balance, inventory, sundry debtalls, leceivable, prepaid expenses,

outstanding expenses etc.

Current liabilities are those liabilities which gpayable within a year such as sundry
creditors, bills payable, bank overdraft, outstagdexpenses, accrued expenses, income
received in advance and tax payable etc.

Current Assets

Current Ratio=
Current liabisis

Quick Ratio:

Here, this ratio shows the ability of the firm oaymg current liabilities by quick assets.
Quick assets include those assets, which can beeded into cash within a year. And
this can be obtained by deducting prepaid and stfyokn current assets.

Current AssetBrepaid
Quick Ratio=

Current liabilities

Leverage ratio or capital structure ratio:
To evaluate on the capital collection or formatadra company and to test the solvency
position for payment of long term liability are tparpose of this ratio .A firm can collect

the capital from two sources and they are

11



(a) Shareholder’s Equity (b) Borrowed Capital
This ratio includes the following:
Long-term debt

1) Debt Equity Ratio =
Sélaolder’s equity
OR

Total debt

Shareholder’s eguit

Highest ratio is not preferable for a company, \wrsbows that the company has higher
borrowed capital .The higher borrowed capital isrendsky than the higher owner’s
capital, because the certain rate of interesttae tpaid periodically on borrowed capital
.The decreasing ratio is favorable, whish showsttieafirm is repaying its capital.

Long-term debt
Debt to total capital ratio =

Total Capital
OR
Total Debt

Total Capital
Interest Coverage Ratio:

To test on the capacity of a firm for payment iterest on borrowed capital is the

purpose of this ratio. It is also known as covenage.

EBIT
Coverage Ratio =

Interest
(Where, EBIT = Earning before interest and tax)

Higher ratio shows that a firm can pay the inteesstily, so the increasing or higher
percentage is favorable.

Other ratios:
Cash and Bank balance to current assets ratio:
Cash and bank balance are the best liquid asdetsrafio shows the ability of

immediate payment of liabilities as the percentafgeurrent assets.

12



Cash and bank balance
Cash and bank balance to current assets ratie=

Current Assets

Cash and Bank balance to current liability ratio:

This ratio shows the percentage of cash and balakda of current liability. This ratio
also indicates the percentage of current liabdjtievhich can be paid by firm
immediately. This ratio is important for those pleowho are looking for investing their
funds in the firm.

Cash and Bank balance
Cash and Bank balance to current liability ratio =

Current liahii$

Loan, Advances and Overdraft to Current Assets raw:

This ratio shows the percentage of loan, Advancesvé&rdraft of current Assets .It
indicates that how much percentage of current sigssenvesting into the loan, advances
& overdraft.

Loan advance & overdraft

Loan, advances &overdraft to current assets rtio
Current Assets

Investment on government securities to currenttasago:
Government securities are marketable securitieis. rfatio shows the percentage of
Investment on government securities of currenttasbevesting in government securities

is less risky but it earns low profit.
Investment on government securities to current asteratio

nvestment on government securities

Current assets
Fixed deposit to total ratio:

Fixed deposit includes the deposits, which are sliggab by the depositors for a certain
period of time. Depositors can’t draw money fronmkaefore the maturity time of the

deposit, so the bank can invest all the fundsxadideposit scheme in high interest

13



earning sector till its maturity date. This ratlw#/s the percentage of fixed deposit
against total deposit.

Fixed deposit
Fixed deposit to total deposit ratio =

Total deposit

Saving deposit to total deposit ratio:

Saving deposit is also very important for a bankxivhum people like to deposit their
money in this account, so the bank collects maxinfwmds from this account .In the

time of liquation the bank must pay first to savigposits.

avihg deposit

Saving deposits to total deposit =
Total deposit

Working capital ratio:

Working capital is the capital that makes the falive. Working capital is the blood of
an organization. Minimum or maximum amount of watkcapital than required is not
favorable for a company. Maximum amount of workaagital increase the cost and
minimum amount of working capital creates problemrtinning business smoothly.

Therefore, company must keep its working capita@sgnal size.

Gamt Assets — Current Liability
Working capital ratio =

Net assets

Cash and Bank Balance to Current Assets Ratio:

This ratio is obtained by the dividing cash & bdydance by current assets. Cash and
bank balance are very high liquid assets. This foad be used immediately to pay
liabilities. This ratio indicates the percentagetiod current assets invested in cash and
bank balance. High percentage is not favorableh® d¢urrent assets and lack of

investment opportunities. It increases cost and tdsopportunity profit. But the bank
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must keep quick ratio higher than other manufastudompany because of its nature of
business.

Cash & Bank Balance
Cash & Bank Balance to Current Assets ratio =

Curréxgsets

Investment on Government Securities to Current Asds Ratio:

Governments securities are risk free securitiegyTdre also marketable securities. This
ratio presents the percentage of current assetsstivavested on government securities.
The higher ratio shows that the bank is safer. Hewnesince the investments on

government securities have low rate of returnpitditability is lower as well. Generally,

it is considered that a bank will invest more orvggoment securities only when other
lucrative investment opportunities are not avaddblvestment on Government securities
to Current Asset Ratio

= nvestment on Government Securities

Current Asset

Loan & Advances to Current Assets Ratio:

In this context, loan & advances refers to the omeich is given by the bank to its

customers. Normally, bank will charge higher ins¢mate for this type of service. Hence,
it is desirable to have highest possible ratiohts type from this aspect. However, some
of these might fall under bad debt .So, when aradyzve have to be careful about the
bad debt factor. So, all the amount of loan & adeasncannot categorize in risk-free
assets. Staff loan is not taken in Loan & advat@zause the company from salary

instead of lump sum will deduct some percentag&adf-loan.

Fixed Deposit to Total Deposit Ratio:

A fixed deposit includes the deposits that are digpd by the depositors for a certain
period of time. Depositors cannot draw the monethat deposit before the maturity date
.So, the bank invest all the money of fixed depssiteme in high return earning sector.
This ratio shows the percentage of fixed depositotél deposit. Increasing ratio is

favorable for the bank.
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Saving Deposit to Total Deposit Ratio:

In saving deposit account, depositors can drawddnamount of money in certain period
of time .In the time of liquidation the bank mustydirst to saving deposit holders. This
ratio shows the percentage of saving deposits sgttal deposits.

Saving deposits to total deposit ratio can be abigi dividing saving deposit by total

deposit.

Interest Coverage Ratio:

This ratio indicates the bank’s ability to pay me&t. This ratio can be obtained by
divided EBIT by interest. EBIT includes net profrried down, provision for income
tax, general loan loss provision, provision foffd@nus and interest paid amount.
Increasing or higher ratio is favorable to the campbecause higher ratio shows that the
firm can pay its interest easily.

EBIT
Interest Coverage Ratio = Interest

Leverage Ratio:

To evaluate on the capital collection or formatmna company is the purpose of this
ratio. To test the solvency position for the paytmamong-term liability is also purpose
of this ratio. A firm can collect the capital frdimllowing two sources.

(a) Shareholder’s Equity (b) BoremhCapital

Activity Ratio:
To test on sales is the purpose of this ratio. Thrs be evaluated in relation to different

investment such as stocks, debtors, fixed assts assets and total capital.
Profitability Ratio:

To evaluate the earning of a company for a cegiannd is known as profitability ratio.

The profit can be evaluated in relation to thesalein relation to investment.
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2.1.1 Theories of Liquidity
Basically the principle theories are specially dasd for banking sectors but it seems not
much difference between application of banking aeand financial sector. So in this
prospect conflicts between objective of liquiditsafety and probability relating to
finance companies can also be highlighted firm mjitleeories. Hence economists have
tried to resolve these conflicts by laying downtaer theories form time to time. These
principle or theories, in face govern the distribntof assets keeping in view these
objectives. They have also come to be known aghéeries of liquidity management,
which are discussed as under:

* The real bills doctrine

* The shiftability theory

* The liability management

i) The Real Bill Doctrine

The real bills doctrine states that any bank shoadtyance only short-term self-

liquidating productive loans to business firms.f3glidating loans are those, which are
meant to finance the production, storage, trangport and distribution. Which such

goods are ultimately sold, the loans are considerdjuidate themselves automatically
such short-term self-liquidation productive loansges three advantage. Firstly they
possess liquidity that is why, they liquidate theimes automatically. Second since they
mature in the short run and are for productive psepthere is not risk of their running

into bad debts. Thirdly, being productive such kaarn income for the bank.

i) The Shiftability Theory

H.G Mouiton who asserted that if any bank shouldntazn a substantial amount of
assets that can be shifted into the other bankedsh without material loss incase of
necessity, then there is no need to rely on masngropounded the shifted ability theory
of liquidity. According to this view, an asset te@ Iperfectly shifted able must be
immediately transferable without capital loss whkea need for liquidity arises. But in

general crises requires that all banks should gessech asses which can be shifted into
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the central bank which is the lender of the lasbre This theory has certain elements of
truth.

i)  The Anticipated Income Theory

H.V Porch developed the anticipated income theonr¥944 on The basis of the practice
of extending term loans by the United State of Ana(USA) commercial bank of the
practice of extending term loan by U.S.A commerbtiahks. According to this theory,
regardless of the nature and character of a bortewasiness, the bank or any financial
institution plans the liquidation of the long tetaan form the anticipated income of the
borrower. A term loan is for a period exceeding gaar and extending to less than five
years. It is granted against the hypothecation athinery, stock and even immovable
property. The bank puts restriction on the finahaetivities of the borrower while
granting loan. At the time of granting a loan, trenk takes into consideration not only
the security but also anticipates earning of thredveer. In fact, anticipated income is the

main consideration.

This theory is superior to the real bill doctrinedathe shiftability theory because it
fulfills these objectives of liquidity, safety armtofitability. Liquidity is assured to the
bank when the borrower saves and repays the |l@ndarly in installment. It satisfies
the safety principle because the bank grants a fadnonly on the basis of a good
security but also on the ability of the borroweitéom loan is assured of regular income.
Lastly, the term loan is highly beneficial for thesiness community, which gets fund for

medium-term.

iv)  The Liabilities Management Theory

This theory was developed in The 1960’s. Accordmghis theory there is no need for

banks to grant self-liquidating loans and keepitiqy assets because they can borrow
reserve money in the money market in case of n@ebdank can acquire reserves by

crating additional liabilities against it, form fifent sources. These sources include
issuing of tie, certificates of deposit, borrowifogm other commercial banks, borrowing

form central bank, raising of capital funds by isgushares, and ploughing back profit.
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2.1.2 Forms of Liquidity

The liquid resources of a firm may be kept in vasidorms: cash balance in current
account, reserve drawing power under a cash ooediverdraft arrangement, short term
marketable securities like treasury bills, and skterm deposits with other companies
called inter-corporate deposits (Chandra, 1984:112)

Here are some of the pros and cons of the formsaafitaining liquidity.

Cash balance in current account provides the higtegree of liquidity. However, the
interest earned on current account balance igdeihce it is costly to keep cash balance
in current account. Yet, no firm can conceivably without some balances in current
accounts.

Reserve drawing power under a cash credit or ogétrdrrangement may appear to be an
economical way of maintaining liquidity. The firra hot required to pay any interest on
the unutilized portions of the cash credit or ovafdlimits, yet it has a ready access to
the undrawn amounts. There is, however, a catct. el part of the cash credit or
overdraft limit, kept in reserve to meet contingesc remains unutilized over a
prolonged period of time, the bankers may redueectsh credit or overdraft limit. This
seems to be the reason why may firms draw fullyth@se limits, for some periods of
time at least, even if it means keeping the fundsally idle in their current accounts.
Investment in treasury bills and other short-terarkatable securities earns a low rate of
interest. Further, unless these are held till ddtenaturity the firm may incur more
transaction costs. This form of liquidity very sesd, but may not have much appeal to
corporate firms.

Depositing money with other companies, on a slerttbasis, is fairly attractive in
terms of rate of return. Presently, inter-corpomd@posits earn 15 to 21 percent rate of
interest. Typically, these deposits are made fpe@od of 2 to 6 months, often with a
right to recall at a month's notice. While veryattive form the point of view of rate of
return, inter-corporate deposits suffer form towadivantages: (i) a minimum of one

month's time may be required to convert them iaishe and (i) degree of risk associated
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with them is higher compared to other forms of raiming short-term liquidity which
are virtually risk free (Chandra, 1984:112).

2.1.3 Determinants of Liquidity Management
Bank needs liquidity to meet loan demands, depaiitdrawal and for maintaining cash
reserve ratio as prescribed by central bank. Sdhiarproper management of banking
needs good strategy to follow. Many factors afteetliquidity of a bank. They are:
The External Factor Includes:
* Primary Interest Rate of bank: If interest ratéhigh cash demand is low and
liquidity need is low.
» Saving and investment situation: If income and rsgngcale of people is high,
lows liquidity. If investment in commercial field high, high liquidity
* Growth and scheming position of the financial markeinancial market of bank
is in growth and prosperity then low liquidity am@pposite, high liquidity.
* Central Bank requirement
* If the Supply and demand position of loan, savind mvestment situatio
The Internal Factors are:
1. Lending policy: great quantity of long term invesimh needs high liquidity. If short
term loan policy, low liquidity.
2. Management Capacity: If management is efficient aeddy to bear rise, low
liquidity is needed.
3. Strategic planning and funds flow situation: Ligtyddepends upon planning and
strategy.
The degree of liquidity depends upon the relatigndgletween cash, assets plus those
assets, which can be quickly converted into cabb.3ank should have proper strategy to

invest in those assets which can be quickly coeddrito cash.

2.1.4 Measuring Liquidity
Liquidity measures are needed in order to estinttadikelihood of a firm being able to

meet its fixed financial obligation, especially pagnts to creditors. In measuring the
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ability of a firm to generate cash, here we aragishe term "Liquidity”, although some
analysts would prefer the term "solvency" when dhalysis is measuring the long-run

survival ability of the firm.

Both managers and external observers of a corporatust frequently rely on financial
reports to judge the liquidity of the firm. For emple, a bank officer considering a loan
request will use financial statements in an attetopieasure a corporation's financial
liquidity to determine the likelihood to the firmeimg able to repay the loan when it
comes due. Since bank loans are generally for gferbds of time, bank officer will

primarily be interested in the firm's short-terrmsval prospects. But even a long-term
investor, such as a bond buyer or an investornwgeiin the short run for it to prosper in
the long run. Thus, the measures of financial dgyiof a corporation are important

information inputs for all persons evaluating thrahcial affairs of a corporation.

2.1.5 Technique of Liquidity Management

i.  Traditional Model

According to traditional model of liquidity managemn, it is related to strong liquidity in
bank investment or to use control background toasséemporary sources of fund. As
this idea is to swift liquid assets into cash andneet the needs of bank for increased
loans demand or deposit to withdrawal is also dafle shiftability or assets conversion
approach. This approach of liquidity is based detgaat the expresses of profitability;
under this approach storing of liquidity can besslfed into four types.

. Primary Reserve

The primary reserve is that part of bank, castesenve which can be arranged more than
the required statutory such as Cash Reserve Radr)] or Statutory Liquidity Ratio
(SLR). Here the excess statuary reserve can be fmedorking reserve to avoid
impressing cash storage.

* Secondary Reserve

It includes storing of liquidity in short term gewnment securities such as insuring in

treasury bills. It also includes high quality setes with very low default risk.
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* Territory Reserve
It is arranged to provide liquidity protection awst long term requirement which is
related to increase loan demand or reduce depu$itvi government securities with

maturity period of one or two year are includeg.in

¢ Investment Reserve

The security with maturity period of more thaneéays is included on investment reserve.

il. Liquidity Management Model

Under the liquidity management, any institution ngggnerate liquidity by managing its
profitability. Although traditional model shows aimdportant part of cash management,
it doesn't help to show the appropriate utilizatodriund. Therefore several models have
been developed to determine cash balance and tataimaprofit position. One of the
techniques of mixing the cash balance with loarestwment is Baumol Model which is
based on the high low cash balance. The followingeis are described as follows:

¢+ Baumol Model

According to this model, minimizing the opportunigost of holding cash and
maximizing the return on the fund, the cash balammild be maintained at A minimum
level and the funds not required for immediate bseinvested. Baumol model identifies
the cash maintenance as analogous to inventorytenaince and demonstrates that the
model of economic order quantity.

Baumol model is based on the assumption that:

I. Cash is used to constant rate

il. The periodic cash requirement is more or less save

iil. There are some cost such as transaction costebhegabe cash balance

Hence Baumol has conducted that minimum size iatheunt of cash that is enough to
start with at the beginning of a period to meetdagh need of that period transaction.

+ Miller Mode

Due to high opportunity cost, all liquidity needosiid not be maintained in cash that

bears no returns. It is necessary to maintain batdnce for transition and compensation
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balance requirement but the liquidity need for titeer purpose doesn't need to be in
cash. Therefore any financial institution can takivantage by appropriately balancing
the available funds between cash and loan investriibe size of cash needs depends on
the pattern & degree of regulating inflow and cafs. Hence, Miller had developed a
model known as Miller Model, which takes into acebthe realistic pattern of cash flow
and prescribes which and how much to transfer fotmanvestment account vice-versa.
This model is based on the assumption that they det cash flows receipt minus
payments is random is size as well as in the mafteegative or positive flow. Hence
this model set to rang of high and low limits withivhich cash balance is allowed to

fluctuate and set the target cash balance betwese two limits.

2.1.6 Importance of Liquidity

Commercial banks are business firm like all othesibess firms which attempt to earn
profit as high as possible. The bank earns itsitgpoinarily in the form of interest on its
earning assets, loan and investment in maximiziogitpit seems reasonable that bank
should invest as much as possible it could restit great danger if it could not repay its
depositors as demand liquidity is important toogam outside confidence and for bank's
own survival through difficulties and day to dawrsaction. The main importance of

liquidity is explained below:

¢ To Meet the Demand do Depositors
The bank must safe guard its position by maintginsafficient liquidity. The bank
should be able to make prompt payment of cash msudged by its depositors otherwise

will looses its customer's confidence.

¢ To Meet the Loan Demand
In order to increase profitability, bank should ntain adequate liquidity to meet demand
or borrowers. In case the demand for loan by eswelborrowers could be fulfilled, the

bank may loose its customers who are the sourciés loigh profits.
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¢ To Maintain Cash Reserve Ratio
Each bank must follow the directive of the cenbahk; otherwise the very bank may be
punished. The bank can maintain minimum cash reseatio only if it is in good

liquidity position.

* To Maintain Administrative Expenses
A bank having good liquidity position holds adegquatash enough for its internal
operation or says administrative expenses, the Isfiduld satisfy its personnel by
allowing attractive salary, and bonus etc and il Wwe able to meet other expenses

relating to its management affairs.

¢ To Maintain Contingencies
Bank should maintain certain position of liquidifgr contingencies which may be
required to save the bank form future risk suchiras stickers' competitors etc and other

economic instabilities.

¢  Expansion and Growth

Nature and environment is changing continuoushnkBshould adopt the environmental
factors for continuous existence. For continuousigal, bank should expend amount on
expand and growth program for which liquidity iseded. In this point of view, also

liquidity is the most important factor of modermikars.

Thus form above explanation researcher can cont¢hatemaintaining adequate liquidity
is fundamental function of bank. Good liquidity pms of any bank helps to earn its

goodwill.

2.1.7 Demand and Supply of Bank Liquidity
Bank should maintain sufficient level of liquidiip order to meet immediate nature
liabilities and to satisfy the depositors claim t@sh when demanded. To maintain the

sufficient amount, the bank should observe demaddsapply of bank liquidity.

24



Demand of Bank Liquidity
In the bank business, liquidity is demanded fololeing purpose:

* To Meet Depositors Claim
In order to operate banking business, sufficieshdaalance or sufficient level of liquid
assets must be maintained by all bankers. Thenegant of maintaining cash balance as

liquid assets depends upon amount of depositors.

¢ To Meet Cash Reserve Ratio (CRR)

Each commercial bank must maintain satisfactoryimum cash reserve ratio as
prescribed by central bank because the directiventral bank must be followed by each
commercial bank. At present in Nepal each commkebaiak must maintain at least 2%
cash in hand in their safety valve 7% of total ea@f current and saving account and
4.5% of total fixed deposit must be maintain ashcaserve with Nepal Rastra Bank.
When cash reserve ratio is increased by the cdmdrat, the demand for liquidity is also

simultaneously increased.

¢ To Disburse Loans and Advances

Commercial banks should earn profit for survivad #Bey must advance loan against
interest. After maintaining minimum liquidity bales (cash reserve ratio, and statutory
liquidity ratio), bank liquidity also demanded blyet borrowers. Hence banks need to

maintain certain level of liquidity to approve loproposal.

¢ Operating Expenses and Taxes

It is the expenses incurred selling banking sesridealso includes taxes. Banks need

certain liquidity to meet administration expenseshs as payment for salary, rent

stationery, telephone, electricity, taxes etc. Bathlould control the administration

expenses to minimize the level of liquidity and mnaixe the investment.

. To meet off balance sheet liabilities like Letter @redit (L/C) outstanding,
guarantee outstanding, forward contact etc.

. To meet contingencies like priority sector lending
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* Payment of interest, commissions, dividends

Supply of Bank Liquidity

The supply of liquidity of the banks will arise frothe following headings of its assets
and liabilities:

¢ Cash Balance

The main supply of liquid of a bank comes fromhchalance held by it. So cash balance

is the first source of liquidity. Cash balancelsoacalled the first line of defense of bank

¢+  Balance with Other Banks
The commercial bank should maintain current acceuitit local and foreign banks for
transaction purpose. The banks may maintain molanba with the central bank in

excess of required cash reserve ratio will be thuece of liquidity.

¢  Money of Call and Short Notice
Bank utilize some portion of fund in inter bank lcaoney or overnight placement of
fund or advancing for very short period. These 8io0dan be called back with short notice.

So itis called as second line of defense of liguid

¢  Public Deposits

The main source of supply of liquidity is the deiposceived from different individuals
and institutional deposition. This is the most imipot source of bank liquidity because
majority of bank fund is collected through this sm The successful operation and
existence of a commercial bank depends upon thgeprand profitable mobilization of
deposit.

¢ Loan Repayment
Bank loans have predetermined time period of mgtand rate of interest. All loans are
repaid into bank after expiry of due date. Hengmyenent of loan is also known as the

source of bank liquidity.
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¢ Reserve Funds

Banks should open different types of reserve fundsse when needed. Reserve fund are
created form the profit. Certain percentage of ahnquiofit is appropriated to various
reserve funds such as general reserve, resendotditful debts, depreciation fund etc.
Such reserve funds are also one to the sourcendfllopiidity.

¢ Line of Credit From Agency Bank

The other sources of short term capital may belaslai from foreign banks such as line
of credit and over drafting facility allowed by f#ifent foreign banks outside the country.
¢ Investment in Government (Govt.) Securities

At the tome of surplus fund the bank may investsiumds in government securities is

also good sources of investment.

2.1.8 Predicting Banks Liquidity Needs

Banks liquidity needs can be predicted from follogvfactors:

¢ Growth of Banking Habit

Incase people don't transact their business desviike receipts and payment through
cheque and credit cards the actual cash paymethieldyank will decline thus resulting in
the decline of liquidity based in same ratio in tteer hand of all most people transact
through bank then bank is included to maintainisigffit liquidity.

¢ Existence of Clearing House
If there is clearing house arrangement the bankneil need to handle all cash because
settlement of going and receiving payments willdmme through the debit and credit

entries made in the a\c book of trading house.

¢ The Type and Size of Deposit Accounts

If the bank holds deposit accounts mainly it needs maintain more liquidity because
these deposit will be repaid only after the expifyixed period in case of saving account
(a\c) withdrawals will be regulated and incase afrent a\c deposits are withdraw

periodically. The withdrawals might be expectedhattime of price fluctuations.
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¢ Occasion and Festival Period
When people are in festival mood like in DashaiTitvar or when they are to celebrate
certain occasions like marriage ceremonies, thead maote money at that time more

liquidity needs can be predicted.

¢ Nature of Advance and Facilities of Refinance

The liquidity need of the bank depends in the d¢rpdlicy of central bank of securing
and refinance facility or the loans already grarigccommercial banks and discounting
of bills if a bank has utilized discounting busisemd approved loans then the central

bank may provide refinancing facilities in this edmnk can predict less liquidity needs.

2.2 A Brief Overview of Liquidity

Basically, liquidity gives a brief idea about thentinuous cash flow management.
Liquidity is the availability of cash at the timeeded at a reasonable cost. The capacity
of bank to exchange cash for deposit is the liquidi is the asset of the banks in form of
cash and near about cash. Near about cash meaassgte which can be converted into
cash immediately without losing the value of thefhe bank's capacity to meet

immediate maturing liabilities is the liquidity banks.

Liquidity is that part of the total assets, whichncbe paid immediately to meet the
current obligation. A commercial bank needs a ldghree of liquidity in its assets. The
liquidity of an asset refers to the ease and aextavith which it can be turned into cash.
Banks must hold sufficient liquidity in form of dasnd liquid asses such as government
securities CRR in central banks. So those banksrnfeM to meet daily cash demand.
Ensuring adequate liquidity is one of the most ingat task faced by the bank
management. A bank is considered to be liquid iy d@rhas ready access to immediately
spendable funds at reasonable cost at the time thads are needed. This suggests that a
liquid bank has the right amount of immediatelyrggeble funds.

The commercial banks or financial institution shibldeep the stock of liquid assets
according to the ratio of liability of deposit fiddoy the bank according to section (25) of
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financial company Act 2042 (1985). The term of ldjassets represent the assets
mention as follows:

¢+ Nepalese bank notes and currencies deposited oothpany.

¢ Deposit of the company in the bank or any otherroencial banks.
¢ Government Bonds
*

Any other assets as specified by the bank form toriene

It defines the liquid assets of the commercial Isaakd regarded liquid assets as cash
stock of the commercial banks, short term and stigcghort-term business securities, the
government and the treasury bills. It is clear forriat the liquid assets mean the cash

and the asset, which can be converted immediatelye time of need.

All assets (real and financial) differ in degreddiguidity. Generally, financial assets,

especially bank deposit and stocks and bonds iskyedajor corporations tend to be

highly liquid. Money is the most liquid asset besaut need not be converted into any
other form to be spent. Unfortunately, the mostitigassets, including money, tend to
carry the lowest rate return. One measures of dis¢ @f holding money is the income

forgone by the owner who fails to convert his or ii@ney balances into more profitable
investment in real or financial assets. The ratentdrest determined by the financial
system is a measure of the penalty suffered byastor for not converting into income-

earning assets. Thus liquidity management is muectenmportant than we may realize
because a bank can be closed if it cannot raisegenajuidity even though technically it

may still be solvent.

Present section deals about concept or findingsadier scholars on the concerned field
of the study. It helps to develop the study as iimk chain of research that is developing

and emerging the knowledge about the related field.

The effort has been made in this present sectioexéomine and review some related

articles published in different economic journdislletins, magazines and newspapers.
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A central bank is regular controller and supenasofr all banking and monetary system
in any nation as such central bank in any courssye directive for maintaining liquidity
of each commercial bank. The directive of a certeaik of each country of the world
depends upon economy and monitory situation fotiquaar nation from time to time as
such in Nepal. Nepal Rastra Bank (NRB) issue direadf maintaining liquidity to all
commercial banks which does not follow its direetnf maintaining required liquidity.
In this contest NRB has been issuing several iostms related to criteria of measuring

bank liquidity from time to time as we need of #itation of the country.

As defined in the directives effective from 2049spuld’ to 2050 Ashad 31st each
commercial bank has to maintain a type of liquiavtyich was known as statutory ratio:
» Statutory Liquidity Ratio
» Each commercial bank must incest at least 22%sdtoiial deposit liability in
Govt bond treasury bills and NRB bonds.
» Each commercial bank must maintain at least 4%taf tleposit in its treasury

sand at least 18%o0f total deposit must credits NRB a\c

In 1*' shrawan 2050, the compulsory account investme@®®§ of total deposit by each
commercial bank on government bonds treasury INIRB bonds were cancelled.
According from time to time each commercial bank lkmmaintain cash reserve ratio of
12% of total deposit by keeping 4% of cash balamitie itself and 8% with NRB.

According to Nepal Rastra Bank act of Bhadré 2658, Nepalese finance company has
to maintain the cash under following heading.
» Each finance company has to maintain 7% cash resato into current and
saving account.
» Each finance company has to maintain cash resati@ of 4.5% under fixed
deposit.

» Each finance company has to maintain 2% cash id lmatheir safety valve
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So Nepal Rastra Bank as the central bank of Negsli$sued directives of mainly of
liquidity to all finance companies operating in Méd\epal Rastra bank can take strong
direct action against ant finance companies, whimsn't follow its directives instruction
related to criteria of measuring of bank liquidibym time in accordance with the nee of

situation of the country regarding the maintenasfogash.

According to NRB act, commercial bank has to mami®% reserve of the total deposit
that was collected 4 weeks before from the gerublic this reserve is calculated by
taking 4 week's average. From that 7% must be dhoeilkept as statutory liquid ratio
(SLR) by the commercial bank themselves in thdetgavault.

If these reserves are not maintained accordindiéoNRB act or less than require is
maintained then they are fined according to se@®a sub-section 2. In this case for the
first week 0.03% for the second week 0.05% and Ofd@the third week or more shall
be fined in the remaining amount. Despite severdicp changes, the problem of
excessive liquidity in the banking sector could betresolved. From 3903% in 1997 the

liquidity in the banking sector now stands at 4401%

In the very first month of 2055 NRB lowered the gaiisory cash reserved ratio by 2%
to encourage bank to reduce the spread between ititerest rates on lending and
deposits. As if failed to generate the desired aesp, NRB later directed the banks to
reduce their interest on leading by 2% and defnsit%. NRB also changed a statutory
requirement for finance companies. Of the resehat the companies are required to
maintain at 8% of their risky assets 5% must biéaénform of primary reserves according

to the revision. As compared to only 4% requirediea

2.3 Review of Related Studies
2.3.1 Review of Articles/ Journals

Pradhan (2010) "Financial Liquidity assessment and discriminat@alysis" had
observed the financial ratio to judge the liquidgtgsition of enterprise has become a

conventional approach to deal with the problem. Elav, it does not mean to say that

31



the ratio analysis is not useful in assessing firnliquidity. It is useful but seems

inadequate.

It may sometime produce misleading results. Morgothe limitations of ratio analysis
arise from the fact that methodology is basicaltyaried. That is each ratio is examined
in isolation. The combined effects of several m@we based solely on the judgment of
the financial analyst. Therefore to overcome thasartcomings of ratio analysis, it is
necessary to combine different ratio into a meduningrediction model. For that purpose
the discriminate analysis has been proposed amdafliappeared to be the first person to
use it in bankruptcy prediction context in this pgpan effort has been made to show
how a discriminate analysis may be useful in agsgdhe financial liquidity position of

the selected pubic useful, if not optimal result.

Amihud and Mendelson's (2011)on "Liquidity and Assets Prices; Management
Implication” assert that the greater the liquidity of assets dheater its value. They
examine the benefits and increasing liquidity, dhe role of a number of financial
management polices and institutional arrangemestiqaidity enhancing investment.
However this study was not directly related to siheck market but gives clear picture
that what is liquidity why it is important in finaial management decisions. They
suggested in their study that firms should carrymlicies which increase the liquidity
of financial claims they issue, since this may lowe required return on these claims
and increase its market value. Which implies thhewothing being equal, a firm could
increase its market value by increasing the ligyidif the claims it issues. Increasing
liquidity is however costly; thus firm has to batanthe benefits of increased liquidity
with the costsAmihud and Medelson suggested and observed variety of means which
form can use to increase the liquidity of the ckirihe observed corporate financial
policies and institutional arrangement are standatidn of claims, corporate borrowing,
disclosure of inside information, underwriting ngwblic issues, stock denominations

listings on organized stock exchange etc.
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Khatri (2012), has analyzed the ordinance pros and cons, inrgesgeaking termed as
Umbrella Act. He has expressed his disagreementhén ordinance regarding the
qualification of the Board of Director's compositioThe qualification set is out of the
total number of directors, two thirds have to bedgyates in specified disciplines-
management, commerce, economics, accounting, fndaw, banking and statistics.
Another requirement is five years work experieniteee in banking or public limited
companies or in a gazette level government postsargues why a science graduate or
someone with engineering background cannot be itetdr, it is not justifiable to
guestion on the capacities of the people with thesekground as the in the past some
successful General Manager and Directors in Nephldtrial Development Corporation
(NIDC) were engineers. He further writes that atésg like project financing and asset
valuation require engineers and similarly that éheannot be any reason for the position
of director in banks to be graduates in some sigefi#lds only. CEO of the “Ka”
category qualification required is Master Degree¢hi@ chosen few subject and the term
would be four year. The act however does not merntie renewal of the CEOs term.
The Board or AGM of the institution should be deddhe CEQ’s tenurféin an article
published ilNew Business Aje

Subedi (2013)titled “Growth in Major Commercial Banks’has compared between the
first six month of the fiscal year 2002-03 and 2@@3 which shows that there has been
noticeable increase in credit outflow by the conoiamhanks except of Nepal Bank Ltd.
(NBL) and Rastriya Banijya Bank (RBB) (the govermmewned banks). There has been
increase in credit deposit (CD) ratios of all comered banks except of NBL and RBB in
which case it has gone down by 10.41% and 5.99%eotisely. It may be because their
concentration was only on recovery of the huge Rerforming Assets (NPA). However,
Mr. Subedi pointed out that no matter what the size of NPAnd the circumstances are,
each bank has to collect the deposit in order ¢atera lending and to invest in the new
ventures. Except RBB all banks have increment pode collection(article published in
New Business Age

33



2.3.2 Review of Unpublished Dissertation

Poudel (2010)has studiedLiquidity & Investment position of joint-venturercmercial
banks in Nepal (with special reference to EvereahkBLtd and Nabil Bank Ltd.)”
focused on the financial statements of both baokdife years period. On the study he
found that the liquidity position of EBL is comp#vely better that Nabil's. In all the
parameters EBL has achieved a comparatively ligosition. However, there are some
instances where EBL has maintained liquid fundsertban requirement. The interest
receivable ratio of EBL similar to NABIL's thoughis a small bank in terms of volume
of business. It is because of the poor assetstqudlEBL, which in turn, hits liquidity

position of the bank.

Subedi (2011 has studied "A comparative study of financial perfance between
Himalayna Bank Ltd and Everest Bank Ltd." of theige: form 2005 to 2010 as outlined

his major findings and conclusions as follows:

The mean of total loans and advances to total galéposits ratio of EBL is greater than
that of HBL and the coefficient of variation betwethe ratios of HBL is less than EBL.
It means at the variability of the ratios of HBLn®re uniform than EBL. According to
analysis, it is found that EBL is more employing $fwving deposits in term of loans and
advances than that of HBL. So, loans and advarmcéstdl saving deposit ratio appear
better in EBL than HBL.

The mean ratio of total investment to total deosit EBL is significantly greater then
that of HBL but the coefficient of variation betwethe ratios of HBL is less than EBL. It
means that the variability of the ratios of HBL nwore consistent than that of EBL.
According to analysis, it is found that EBL is maugccessful in utilizing its resources on
investment. However, he failed to give his ovecalhclusion regarding the superiority of
the financial performance of these tow banks duthmg period of his study (2005 to
2010). He has also put several recommendations odutvhich few important
recommendations are outlined here. The liquidity dfank may be affected by external
as well as internal factors such as the inter¢esyaupply and demand position of loans,
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saving to investment situation, central banks negoeéent, the growth or slackening
tending policies management capability. HBL hasmtaaned the ratio of cash and bank
balances total deposit considerably lower than oh&BL. So HBL is recommended to

increase cash and bank balances to meet loan demand

Shrestha (2012)has studied "Investment Practice of Joint Ven&meks in Nepal with
special reference to Nepal Arab bank Ltd, Standzrdrtered Bank Ltd and Nepal SBI

Bank Ltd" has figured out the problem, conclusiod e&acommendation as follows:

Commercial banks are more emphasized in making twarshort-term basis against
movable merchandise. Commercial banks have a loépésits but very little investment
opportunity. They are even discouraging people tigring very low interest rate and
minimum threshold balances. Commercial banks intlesir funds in limited areas to
achieve higher amount of profit. This regarded a®ry risky step, which may lead to
lose profit as well as principle. The credit extetidy commercial banks to agricultural

and industrial sector is not satisfactory to mhetgrowing need.

He has concluded that since liquidity position oABIL and SCBNL have not found
satisfactory, it is, therefore, suggested thennprove cash and bank balance to meet
current obligations. SCBNL's loans and advancesttd deposits ratio is lower at all; it
is recommended to follow liberal policy for enhament of fund mobilization. It is
recommended to SBIBL that it has to enhance ofiriad sheet transactions, diversifying
their investments, open new branches, play merdbamiting role and invest their risky
assets and shareholder's fund to gain higher pnaditgin. NABIL and SCBNL are

recommended to increase cash and balances to mrestoobligations and loan demand.

Karki (2012) has studied; An analysis of Deposit Mobilization of RBB, Lahamhch

Siraha District, Nepal" following relevant objecs

¢ How far the interest rates of deposit and crediehaositive relationship with deposit
collection and credit extending?

¢+ How far the deposit of RBB, Lahan branch has edfidy mobilized?

He further concluded that the interest rate hasimfbtenced the deposit collection as

well as lending sector of the banks. And due toléhgthy lending, the credit experience
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is unsatisfactory; the credit ratio has also inseglaby the nominal percentage. So, the
deposit was not efficiently utilized. Analysis hasen made for ten years period (1989-

2000) using Karl Pearson's formula

Joshi (2012) has studied "A Study of Financial Performance om@hercial Banks" has
analyzed different ratio of Nepal bank Ltd and RastBanijya Bank for the period of
five years till fiscal year 2010/11. The researct@mcludes that the liquidity position of
commercial banks is sound. Their debt equity rigtioigher and debt on solvency to debt
equity ratio is under doubt. Regarding debt solyetw debt equity ratio of local
commercial banks is higher than joint venture bar@®enservation credit policy is
following but commercial banks for asset utilizatifor earning purpose is two third of
the total assets. The main source of income fosegHmanks is interest from loans and
advances. Dividend layout ratio of commercial bahkuld be determined which should
be kept in mind of the shareholder's expectatiors taeir growth requirements of the

banks.

Shivakoti (2013) has studied;Investment Policy of Commercial Banks of Nepal”,
has made an attempt to know and understand fundinadion and investment policy of
EBL, Nabil and BOK. The thesis work was performethvan objective of analyzing the
trend of deposit utilization towards total investmh@nd loan & advances and also to

evaluate the growth ratios with other financialigbles.

From the study, she has concluded the followingifigs are: the liquidity position of
EBL is comparatively better than Nabil and BOK, timtal investment of EBL is in
between in compared to other two banks, total @steearned to total outside assets of
EBL is lowest of all. EBL, the total investment BBL is in between in compared to
other two banks, total interest earned to totasidetassets of EBL is lowest of all. EBL

has higher capital risk ratio but average credk ratio compared to Nabil and BOK.

On the basis of the findings, she has recommen&dt& mobilize excess idle cash and
bank balance in some profitable and productivecse&he also emphasized on investing

more on shares and debentures as it encouragesiihand economic development of
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the country. She has suggested the bank to makingous efforts to explore new,
competitive high yielding investment opportunitydptimize their investment portfolio.
She has also recommended bank to adopt innovatw®ach to marketing. In the light
of growing competition in the banking sectors, business of bank should be customer
oriented. The bank should develop an innovativer@gh to bank marketing and
formulate new strategies of serving customers nmoge convenient and satisfactory way
by optimally utilizing the modern technology andesing new facilities to the customers
at competitive prices.

2.5 Research Gap

Nevertheless, the analysis performed and concludiawn regarding the Liquidity
Position of Nepalese Commercial Banks; there issicemable place for arguing on its
accuracy and reliability. There are few researgh giad limitations which weaken the
conclusion e.g. inadequate data, time and otheablar This thesis simply fulfills the
requirement of Masters in Business Studies (M.B2%.year program. So this study has
faced gap in research by following factors:

» There are many factors that affect liquidity of kamternational liquidity and
valuation of firm, service quality performance, tumsers’ satisfaction,
stakeholders’ support, government rating, etc h@vewly related factor will be
taken into consideration in this study.

» In reviewing previous researches, | have found tiey have not discussed much
about the financial sectors decentralization towdhe rural areas, where there is
real need in those areas financial activities shdié¢ undertaken which | had
referred here in my study.

» By undertaking the policy of decentralization afdncial sectors, then there will
be much more healthy competition between existingricial institutions than in
the present situation.
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CHAPTER - |11
RESEARCH METHODOLOGY

3.1 Introduction

Research methodology refers to the carious se@lesteps adapted by researchers
studying a problem with certain objectives in view.

The main objective of this phase presents the sacgslata and information regarding
the liquidity management to evaluate and presemhtim a systematic way. The study is
more analytical and empirical. It covers quanttatmethodology using financial and
statistical tools. The study is mainly based on skeondary data gathered from the
annual report of the commercial banks, especiatignfprofit and loss A\C, balance sheet
and other publication made by the bank.

3.2 Research Design

The research design used is descriptive. As theysfiocuses to evaluate the liquidity
position; essential data have been evaluated uhestudy. This study is closely related
with the various cash flows analysis with respexttie commercial banks; these
information and data are presented in analyticahous. But the qualitative aspects of
the research such as effectiveness of liquiditgritty of the various commercial banks
have been demonstrated. As well as problems of Ulatng and implementing the

demands of cash flows of various commercial barkgehbeen evaluated under the
different basis.

3.3 Population and Sample

Population covers the whole or total observatidregt have selected for the study and
sample is the part of population which represenffation with regards to the study.
Commercial banks specially, 6 joint ventures akenaas population. Though 6 joint
ventures banks are in operation throughout the tcguanly 3 joint venture banks i.e.
NABIL bank, Standard Chartered Bank and EverestkBane taken as sample on the
basis of good financial performance.
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The total population and sample and sample pergeraee shown below;

S.N. Population Sample Sample %
1. | NABIL Bank Ltd. NABIL Bank Ltd. 16.33

2. | Standard Chartered Bank Ltd. Standard Chartered Bah | 16.33

3. | Everest Bank Ltd. Everest Bank Ltd. 16.34

4. | SBI Bank Ltd.

5. | Himalayan Bank Ltd.

6. | Nepal Bangladesh Bank Ltd

Total 6 3 50%

3.4 Period Covered

Liquidity analysis of commercial banks in Nepal Iheen evaluated under yearly basis as
according the five yearly balance sheet and incsta@ments indicated form 2007/08 to
2011/12.

3.5 Nature and Sources of Data

Mainly the study is conducted on the basis of sdapndata to fulfill the objectives in
this paper. The data selecting to liquidity positiof bank are obtained with help of
concerned bank, balance sheet, income statemefis. sGpplementary data and
performance obtained form unpublished official reso concerned banks booklets,
journals, similar precious dissertations and otbeganization like security exchange
center and Nepal Rastra Bank. Sources of datesdmdlaws:

¢ Secondary Data

The sources of secondary data are those which des@dy been published, which have

been collected by other people. Here the secortiteyinclude the balance sheets of the
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concerned bank covering fiscal year 2002/03 to 2i,Oliterature in college, journal
published by various institutionbooklets, magaziaesl previous dissertation related to

the subject matter.

3.6 Method of Analysis

Various financial analysis tools have been usdthisistudy. The analysis of data will be
done according to pattern of data available. Thatiomship between different figures
related to study topic will be drawn out using @asinalysis. The carious calculated
results are then tabulated under different headinigh are later on compared with each
other to interpret the result. The details of cktian that cannot be shown in the body

part are presented in the appendices at the end.

3.7 Analysis of Tools & Techniques

On the basis of historical data both financial atakistical tools are used to analyze

different variables.

3.7.1 Financial Analysis Tools

Financial ratios are the basic tools of financialgsis. The financial problems of a bank
can be ascertained by examining the behavior akthatios. Liquidity ratios measure the

bank's ability to pay current debts while profitapiratios measure the bank's overall

efficiency of operation. Similarly turnover ratio easures the utilization of bank's

resources. These financial ratios help us to fre@ldymptoms of problems. The cause of
any problem may be determined only after locatihreggsymptoms. As far as our concern,
the objective of the ratio analysis is to determwbether or liquidity position,

profitability and risk position of the banks.

3.7.1.1 Liquidity Ratio

The liquidity of a business firm is measured by atsility to satisfy its short-term
obligation as they come due. Liquidity ratios measthe bank's ability to meet its
maturing short-term obligations. It is a well knoatt that assets vary with respect to

the time and effort required to liquidate them. didjty thus refers to 'nearness to cash'.
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The nearer an investment is to cash, the lowdsigte of return. The large size of cash
is associated with high liquidity and low profithty. The practice of holding a large size
of cash is an expensive affair. With too much liityi the possibility of its misuse
becomes high. On the other hand, too little liqyidhay lead to server cash problems
which can result in inability to depositor's demaBdnks usually maintain liquidity as a
means of meeting short-term expected and unexpeetgirements for net cash outlays,

such as unanticipated investment opportunitiesusraghticipated expenses.

i) Current Ratio
This ratio shows the relation between current asaetl current liabilities. The current
ratio is calculated by dividing current assets byrent liabilities. The objective of this

ratio is to measure the ability of the firm to magetshort term obligation.

Current assets involve cash and Bank balance, manesll or short notice, loans and
advances, overdrafts, bill purchased and discountezstment on government securities
and other interest receivables and miscellaneougerdu assets. Similarly, current
liabilities involve deposit and other short ternars, tax provision, dividend payable,
bills payable, staffs bonus and sundry liabilitiése standard ratio is 2:1 but accurate
standard depends upon circumstances and natureusielss. Current ratio can be
measured as,

Current Assets
Current Liabilities

Current Ratio =

i) Cash and Bank Balance to Current Assets Ratio

This ratio measures the percentages of liquid asgetcash and Bank balance among the
current assets of a firm. Higher ratio shows ttghér capacity of firms to meet the cash
demand.

Cash & Bank Balance to Current Assets Ratic,c‘:@Sh & Bank Balanc
Current Assets

Hence, cash and banks balance inclg#sh in hand, foreign cash and foreign banks.
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iii.  Liquid Fund to Current Liabilities Ratio

Since cash and bank balances is first line of defen measuring its liquidity ratio

depending on liquid fund is more significant .Lidjfund comprises of those assets,
which can be converted into cash within shortquewithout any decline in their value .
Cash in hand, balance with NRB, balance with offmancial institution, balance with

domestic bank balance held abroad, call money raskided in calculating the liquid

fund. This ratio measures banks ability to dischaitg current liability in an adverse

condition without undergoing its liquidity risk.

Liquid Fund to Current Liabilities Ratio = Liquid Fund
Current Liabilities

iv. Liquid Fund to Total Deposit Ratio

The deposit constitutes the major parts of the Haiklity. Flow of this liability is
always certain in the banks liquidity managememné¢¢, the ratio of liquid fund to total
deposits indicates the banks strength to meet tamseutflow of deposit.

Liquid Fund to Total Deposit Ratio Liquid Fund

Total Deposit

V) Investment on Government Securities to Current Aset Ratio

This ratio is used to find the percentage of currassets invested on government
securities, treasury bills and development bontss fiatio can be calculated dividing the
amount of investment on government securities bytobal amount of current assets and
can be stated as follows,

Investment on Government Securit
Current Assets

Investment of Government Securities to Current ARsio =

vi) Loan and Advances to Current Assets Ratio

Bank’s major earning source is loan. Loans are &@ken as current assets as most of
them are maturing within a period of one year amtesent short term disbursement. A
Bank should not allocate all funds in loan and ades so it must maintain in an
appropriate level. In order to calculate the prapar of loan and advances to total

current assets, the ratio is obtained by dividoanland advances by current assets.
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Loan & Advances to Current Assets RatioT(—)tal Loan & Advance
Current Assets

vii. Saving Deposit to Total Deposit Ratio

Saving deposit is deposited by public in a banthwan explicit objective of increasing

their wealth. So interest rate plays a significesie. In other deposits like fixed and

current deposits are not interests sensitive. Fidegubsits have fixed term to maturity and
fluctuation in interest rate does not allow its rament in short-term. Current deposit
does not carry an interest rate. So, it is notifeadowards interest rate. Saving deposit
to total deposit ratio measure the banks abilitymteet its sudden outflow of saving

deposits due to change in interest rate. This redio be calculated by dividing the

amount of saving deposit by the amount of totalodépvhich is given as under:

Saving Deposit to Total Deposit Ratios—avIngl Depo§|
Total Deposit

viii) Cash and Bank Balance to Total Deposit Ratio

Cash and bank balance are the most liquid curssgts of a firm, cash and bank balance
to total deposit ratio measures the percentage axt iiquid assets to pay depositors
immediately. This ratio is computed dividing theamt of cash and bank balance by the
total deposits. It can be presented as,

Cash and Bank Balance to Total Deposit Ra iga—Sh & Bank Balanc

Total Deposits

Where, total deposits consist of deposits on ctremtount; saving account; fixed

account, money at call and other deposits.

ix) Investment on Government Securities to Total Dgosit Ratio

This ratio is used to find the percentage of tataposit invested on government
securities, treasury bills and development bontss fiatio can be calculated dividing the
amount of investment on government securities lpyttital amount of total deposit and
can be stated as follows,

" . Investment on Government rit
Investment of Government Securities to Total Defpeatio = estment on Gove .e Secu
Total Deposit
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3.7.1.2 Turnover Ratio

These ratios indicate the efficiency with which ank employs its resources. Turnover
ratios involve comparisons between the level ohlaad advances and various deposits.
These ratios state that there should be a kindatznice between deposit and loan and
advances. This study simply reviews the behavibitsimover ratios over the period of

time so as to see whether or not there has beiereaffy utilization of various deposits.

i) Total Investment to Total Deposit Ratio

Investment is one of the major sources of earnirapey. This ratio includes how
properly firms’ deposits have been invested on gawent securities and shares and
debentures of other companies. This ratio can bapated diving total amount of
investment by total amount deposit collection, whean be shown as;

. ._Total Investmen
Total Investment to Total Deposit Ratio i nvesime

Total Deposit

i) Loan and Advances to Total Deposit Ratio
This ratio is calculated to find out how succedgfuhe selected banks and finance
companies are utilizing their total collections/dsis on loan and advances for the

purpose of earning profit.

Loan & Advances to Total Deposit RaticT—Otal Loan and AQvance
Total Deposit

iii) Loan and Advances to Saving Deposit Ratio

Bank’'s major earning source is loan. Loans are &ken as saving deposit as most of
them are maturing within a period of one year aqtesent short term disbursement. A
Bank should not allocate all funds in loan and ades so it must maintain in an

appropriate level. In order to calculate the prtipar of loan and advances to saving

deposit, the ratio is obtained by dividing loan addances by saving deposit.

Loan & Advances to Saving Deposit Ratich tal ann & Adva.mce
Saving Deposit
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iv) Total Investment to Saving Deposit Ratio

Investment is one of the major sources of earnirapey. This ratio includes how
properly firms’ saving deposits have been investedyjovernment securities and shares
and debentures of other companies. This ratio eanomputed diving total amount of

investment by total amount saving deposit collectiwhich can be shown as;

CTgtal Investmen
Saving Deposit

Total Investment to Saving Deposit Rati

3.7.1.3 Profitability Raito

In every bank profitability is major concern. Pto the objective of all the policies
framed and decisions taken by management. Thdass mtable one to judge the overall
performance of the corporation. Here, we analysisrést income to interest expenses
ratio, interest earned to working fund ratio, letrpaid to working fund ratio, Net profit

to working fund ratio, Net profit to total depositio.

i) Total Interest Earned to Interest Expenses

This ratio shows the relationship between interearsied amount and interest expenses
borrowed by the Bank. Total interest earned is #mabunt which is earned investing in
different sectors by the Bank in an accounting y&dnereas, interest expenses is that
amount which is expenses in different sectors leyBhank in an accounting year. This

ratio is calculated as follows;

Total Interest Earned to Interest Expense-gOlal Interest Earne
Interest Expenses

i) Return on Loan and Advances Ratio

Return on loan and advances ratio shows how dffigieof the Banks and finance
companies have utilized their resources to earrd geturn from provided loan and
advances. This ratio is computed to divide netigla$s by the total amount of loan and

advances. It can be mentioned as;
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Return on Loan & Advances Ratio=—ctrofit or Loss

Total Loan & Advance

iii) Return on Total Assets

This ratio establishes the relationship betweerprdit and total assets. This ratio is also
called ‘profit to assets ratio’. It is calculatedviding return on net profit/loss by total
working fund and can expressed as;

Net Profit After Tax
Total Assets

Return on Assets

iv. Net Profit to Total Deposit Ratio
Net Profit to total deposit ratio reflects the entéo which the banks are success to

mobilize deposit to earn profit. Higher ratio i®farable. We have,

Net Profit to Total Deposit = et Profit_
Total Deposit

3.7.2 Statistical Analysis Tools
The following statistical tools are specificallyagsin the study.

3.7.2.1 Trend Analysis

Trend analysis has been adapted to measures titeltedaviors of the banks. The tools
that are used to show grandly increase or decrafagariables over a period of time is
known as trend analysis. With the help of trendlyamis the tendency of variables over

the period can be seen clearly.

For any given value of independent variable x, ésémate value of y denoted by y
given is

Y.=a+bx

a =y intercept or value of y when x = 0

b = slope of the trend line or amouhtlmange that comes in y for a unit change

in x
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3.7.2.2 Mean or Average

The average value is a single value within the eanfgthe data that is used to represent
all the values in the series. Since an averagenewhere with in the range of data, it is
also called a measure of central value. Since arage represent the entire data, its value
lies somewhat in between the two extremes i.eldtgest and the smallest items there
are various types of average. Among them, we takbnzetic mean for measuring
average. It is so popular that the word Mean orrAge alone without qualification is
implied to denote these particular types of avenagae is obtained by adding together
all the terms and by dividing this total by the rben of items. The formula is given
below:

= 2X
N

Where,
X = Arithmetic Average
ZX = Summation for total value of the variables

N = Numbers of items
3.7.2.3 Standard Deviation
The standard deviation measures the absolute dispett is said that higher the value of
standard deviation the higher the variability arcewersa.
The formulas to calculate the Standard Deviatiengaren as follows:

Where,

o = Standard Deviation

Zdz = Sum of the squares of the deviations measuret fine arithmetic

average
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N = Number of ltems

The standard deviation calculated in the above ditengives an absolute measure of
dispersion. Hence, where the mean value of thabi®s is not equal, it is not appropriate

to compare two pairs of variables based in StanDaxdation only.

3.7.2.4 Coefficient of Variation

The coefficient of variation is the correspondinglative measure of dispersion
comparable across distribution, which is definethasration of the standard deviation to
the mean expressed in resulting percentage. Kad in such problem where we want to
compare the variation is greater is said to be marmble or conversely less consistent,
less uniform, less stable or less homogeneoush®mwther hand , the series for which
co-efficient of variation is less is said to beslegariable or more consistent more
uniform, more sable or more homogeneous The coafticof variation measures the
relative measures of dispersion, hence capablertpare two variables independently in

terms of their variability.

Standard Deviation

Coefficient of variation= x 100¢
Mean
C.V.:g Where,
X
C.V = Co-efficient of variation
g = Standard deviation
X = Mean/ or average

3.7.2.5 Measures of Correlation

We examine the relation between the various vafablhe correlation between the
different variables of a bank is compared to meashue performance of these banks. The
correlation coefficient between two variables déms the degree of relationship
between those two variables. The reliability of ttadue of Coefficient of Correlation is

measured by probable error.
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Correlation refers to the degree of relationshipwieen two variables. Thus, measures of
correlation calculate the mathematical relationdigfween two variables. "The measures
of correlation called the correlation coefficient @rrelation index summarizes in one

figure the direction and degree of correlati¢@tpta, 1989:169).

XY

The Karl Pearson Coefficient of Correlation (r)

oxay
Where,
X = (x-i)
Y = (Y-V)

o, = Standard Deviation of Series x
o, = Standard Deviation of series y

N = No. of pairs of Observation
_r2
Probable Error of r (P.Er.) = 0.67451i
JN

The Karl Pearson Coefficient of Correlation (r) als falls between -1 to +1. The value
of correlation in minus signifies the negative etation and in plus signifies the positive
correlation. As the value of correlation coeffidieaaches near to the value of zero, it is

said there is no significant relationship betwdenvariables.

The Coefficient of Correlation shall be interpretssed on probable error (P.E.r). If the
value of correlation coefficient is greater tharirGes the value of probable error, the
correlation coefficient is deemed as significant aeliable. If the value of correlation

coefficient is less than probable error, the catreh coefficient is said to be insignificant

and there is no evidence of correlation.
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CHAPTER - IV
PRESENTATION AND ANALYSISOF DATA

To achieve the objective set in chapter, data eesegmted and analyzed in this chapter.

On the whole, this chapter is related to quantiiglysis of various ratios.

This chapter is also called the central nervougegsyswhich helps to provide conclusion
after detailed analysis, so that proper recommémdatan be given at the end of the
study. The gist of the research work presents enféihm of major findings, vital issues
and recommendation in the fifth chapter. In thigyvlasis chapter makes proper linkage

and associates with every chapter.

On regarding mathematical presentation part thapter presents the various financial
ratios that affect performance of the banks. Thiaies are the sub-indicator of financial
position of a company that compare with the helgstatistical tool via trend analysis,

mean standard deviation co-efficient of variation &o-relation.

4.1 Financial Ratio

Financial ratios are presented as follows:

4.1.1 Liquidity Ratio

I. Current Ratio

Current ratio is one of the most widely used measof liquidity. It measures the degree
to which current assets cover current liabilityh#yher ratio indicates greater assurance
of ability to pay current liability. A low ratio gicates that the bank may not be able to
meet short-term obligation. A high ratio indicatescessive current assets lending to
under utilization of the bank's resources. Whetheuarrent ratio is high or low is difficult
to determine. For this the financial analyst hasdosider the bank past ratios and /or the
ratios of similar bank.

The current assets include cash and bank balahegues in hand, balance with NRB,

money at call and short notice, investment in govent securities, bills purchased and
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discounted, loans and advances and other curresgtsasSimilarly, current liability
includes borrowing form other banks, depositsshpiyable and other current liabilities.

We have,

Total Current Assets
Total Current Liabilities

Current Ratio =

The current ratios of NABIL, SCBNL and EBL duriniget study period are presented in

the table below.

Table No. 4.1
Current Ratio

BANKS | 2007/08| 2008/09( 2009/10| 2010/11| 2011/12| Mean | S.D C.V

NABIL 1.09¢ 1.11: | 1.073Z2 | 1.15¢ 1.3¢ 1.1¢ [0.130¢ [ 11.27%

SCBNL | 0.9698 | 1.0226) 0.981 0.946¢ 2.29 1.24 | 0.5859 47.25%

EBL 1.5€ 2.0C 1.9¢ 1.47 2.1¢ 1.84 | 0.308¢| 16.7&%
Sources: Annual Report of NABIL, SCBNL and EBL

The following figure presents the current ratiosNMABIL, SCBNL and EBL

during the study period.

Figure No. 4.1
Current Ratio
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The table and graph show the current ratios of NABICBNL and EBL comparatively.
The ratio has been ranged form 1.099 to 1.35 of NAB 2007/08 and 2011/12. The
ratio of NABIL increased constantly up to 2008/0&lahen decreased in one year and
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again increasing during the study period. But #iterof SCBNL and EBL are fluctuated
trend till the last year during the study period.

Measuring the current ratio of all three commerciadnks on an average, all seems to
meet its standard level (i.e. 2:1) but somehow SCHbI not seem to be able to meet the
standard (i.e. 1). But in year 2011/12 it was ablmeet the standard. The current ratio of
EBL is highest i.e. 1.84 and followed by SCBNL aN&\BIL i.e. 1.24 and 1.16
respectively. This implies low level of liquidityatio. But conventional measure of
liquidity is not applicable in banking business.nBisg business holds big portion of
deposits as a core deposits (the minimum levelepbdits which the commercial banks
hold at all the times) and deposits remain all tiree through out the year. This core

deposits forms the fixed liabilities of the bankdigh it is current in nature.

Where as measuring the total risk, EBL bank hashigher risk factor than the other
banks. In one sense the chance of risk fluctuasonigher with EBL bank where as
NABIL and SCBNL has lower chance of facing riskofrthe C.V analysis also NABIL

seems more consistence than SCBNL and EBL.

ii. Cash and Bank Balance to Current Assets Ratio

Cash and bank balance is said to be the firstdindefense of every bank. This ratio
shows the bank's liquidity capacity in the basisagh and bank balance that is the most
liquid assets. High ratio indicates the bank'sighib meet the daily cash requirements of
their customer deposits and vice versa. But thk hagjo is not preferred, as the bank has
to pay more interest in deposit and will incredsedost of fund. Lower ratio is also very
dangerous as the bank may not be able to make digment against the cheuqges
presented by the customers. Therefore, bank hlalamce the cash and bank balance to
current assets ratio in such a manner that it shbalve the adequate cash for the
customer's demand against deposit when requirediean interest is required to be paid

against the cash deposit. We have,
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Cash & Bank Balance to Current Assets Ratig"iSh & Bank Balanc

Current Assets

Cash and bank balance to current assets ratiosABIINSCBNL and EBL during the

study period are presented in table below.

Table No. 4.2
Cash and Bank Balance to Current Assets Ratio

Banks 2007/08| 2008/09 2009/10 2010/11 2011J12 Meas.D | C.V

NABIL 6.81 3.74 3.07 6.06 13.24] 6.59 5.05( 76.60%
SCBNL 10.76 5.53 5.94 9.18 8.71] 8.02 2.88| 35.95%
EBL 8.70 9.08 10.25 11.40 10.77 10.04 | 1.04| 10.32%

Sources: Annual Report of NABIL, SCBNL and EBL

The following figure presents the cash and banlarbd to current assets ratios of
NABIL, SCBNL and EBL during the study period.

14

12

10

Ratio

—o—NABIL
—=#—SCBNL

Figure No. 4.2
Cash and Bank Balance to Current Assets Ratio
et
[ Q -
/.7\.
| ey /
N

oN MO

2007/08

2008/09

2009/10

Fiscal Year

2010/11

2011/12

EBL

Sources: Table no 4.2

The table and graph show the cash and bank batancarrent assets ratios of three

banks have fluctuated between 3.07 of NABIL to Z3d® NABIL. In case NABIL,

highest ratio is 13.27 in year 2011/12 and lowedtorare 3.07 in year 2009/10.
Similarly, the highest ratios of SCBNL and EBL hav@76 in year 2007/08 and 10.77 in
year 2011/12 and lowest ratios are 5.53 in year8Z® and 8.70 in year 2007/08.

Measuring the cash and bank balance to currentsasg®s on average, NABIL has low
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mean ratio than other. Though this ratio is freqiyensed in assessing short-term
financial liquidity, it should not be consider psef measure. A low cash and bank
balance may indicate extraordinary managerial skather than reflect financial

weaknesses.

In the comparative study, the CV of NABIL is 76.6@¥d the CV of SCBNL is 35.95%
and EBL has 10.32% respectively. It shows the eashbank balance to current ratio of
EBL is more consistence than the other.

iii. Liquid Fund to Current Liabilities Ratio

Since cash and bank balances are first line ofndefe measuring its liquidity ratio
depending on liquid fund is more significant. Liquiund comprises of those assets,
which can be converted into cash within shortqeemvithout any decline in their value.
Cash in hand, balance with NRB, balance with ofmamcial institution, balance with
domestic bank balance held abroad, call money raskided in calculating the liquid
fund. This ratio measures banks ability to dischaitg current liability in an adverse

condition without undergoing its liquidity risk.

Liquid Fund to Current Liabilities Ratio = Liquid Fund
Current Liabilities

Liquid fund to current liabilities ratios of NABIISCBNL and EBL during the study

period are presented in table below.

Table No. 4.3
Liquid Fund to Current Liabilities Ratio
Banks | 2007/08| 2008/09 2009/10 2010/L1 201112 Me¢a8.D C.vV
NABIL 0.15 0.11 0.14 0.10 0.13[ 0.13 | 0.02] 15.38%
SCBNL 0.20 0.18 0.15 0.16 0.34] 0.21 [ 0.09] 42.85%
EBL 0.14 0.28 0.21 0.17 0.13[ 0.19 | 0.06] 31.58%

Sources: Annual Report of NABIL, SCBNL and EBL

The following figure shows the liquid fund to cumtdiabilities ratios of NABIL, SCBNL

and EBL during the study period.

54




Figure No. 4.3
Liquid Fund to Current Liabilities Ratio
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The table and graph shows the liquid fund to curi@bilities ratios of three banks
ranged from 0.10 of NABIL in year 2010/11 to 0.3# SCBNL in year 2011/12
respectively. Measuring the ratio of all three ceencial banks on an average, SCBNL
has the highest range i.e. 0.21. This means SCBML better serve the unanticipated
demand of current liability than other two commatdbanks. NABIL has the lowest

range i.e. 0.13. This decreased has caused dughtodgree of increase in investment.

According to the C.V analysis NABIL seems higheshsistency in its performance. It
has lower chance of facing the risk. But SCBNL theslesser consistency. It has higher
level of risk factor for evaluating the total riak well as its risk per unit also tends to be

higher than other commercial banks.

iv. Liquid Fund to Total Deposit Ratio
The deposit constitutes the major parts of the Haiklity. Flow of this liability is
always certain in the banks liquidity managememné¢¢, the ratio of liquid fund to total

deposits indicates the banks strength to meet taaceyutflow of deposit.

Liquid Fund to Total Deposit Ratio M
Total Deposit
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Liquid fund to total deposit ratios of NABIL SCBN&nd EBL during the study period

are presented in table.

Table No. 4.4
Liquid Fund to Total Deposit Ratio
BANKS |2007/08 | 2008/09( 2009/10 2010/11 2011/12 MepS.D | C.V
NABIL 0.13 0.10 0.12 0.08 0.06| 0.10 | 0.03] 30.00%
SCBNL 0.20 0.17 0.14 0.15 0.12] 0.16 | 0.03| 20.00%
EBL 0.10 0.16 0.12 0.13 0.06| 0.11 | 0.03] 30.30%

Sources: Annual Report of NABIL, SCBNL and EBL

The figure below shows liquid fund to total depasitios of NABIL, SCBNL and EBL

during the study period.

Figure No. 4.4
Liquid Fund to Total Deposit Ratio
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The table and graph show the liquid fund to totgbasit ratio of NABIL, SCBNL, and
EBL with comparatively. The ratio has ranged frord@of NABIL in year 2011/12 to
0.20 of SCBNL in year 2007/08 respectively. Theor&ias fluctuated trend in NABIL.
The ratio of SCBNL is in fluctuating trend. It habarply declined in year 2006. The

decreased has caused by decreasing in liquid funchvadversely affects its ability to

meet the uncertain outflow of deposits. EBL has paratively decreased ratio in year
2006 and 2008.
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The mean ratio of SCBNL is highest i.e. 0.16 fokwirby EBL and NABIL i.e. 0.11 and

0.10. This ratio implies that in adverse condit®@BNL and EBL can survive better
than NABIL bank. While measuring C.V, SCBNL seemzrenconsistency and has lower
chance of risk.

v. Investment on Government Security to Current Assets

Government securities are the safest place to nmakestment. But the government
securities are not as much liquid as cash and batdnce. They can easily sell in the
market or they can be converted into cash. The maipose of this ratio is to examine
the portion of commercial banks in current asdeds invested on different government
securities. We have

Investment on Government Securi
Current Assets

Investment of Government Securities to CurrenttARg#o =

Investment on government security to current agseiss of NABIL SCBNL and EBL

during the study period are presented in tablevinelo

Table No. 4.5
Investment on Government Security to Current Asset&atio

BANKS | 2007/08 | 2008/09 2009/10 2010/11 2011/12 Meas.D CV

NABIL 25.78 16.12 12.69 21.06 23.09 19.75 | 8.50| 43.04%

SCBNL 39.56 37.28 40.22 32.27, 34.5% 28.86 | 4.57| 15.84%

EBL 26.18 18.15 23.43 22.42 19.47 16.69 | 3.23| 19.35%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the Investment on gowveemt security to current assets
ratios of NABIL, SCBNL and EBL during the study pot.
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Figure No. 4.5
Investment to Government Security to Current Assetfatio
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The table and graph show that NABIL bank and EBlvehanvested their fund in
government securities in fluctuating trend. Theoras ranged from 12.69 of NABIL in
year 2006 to 40.22 of SCBNL in year 2006. SCBNLdteall the years with grossly
increasing trend. The ratio of NABIL in year 2008/@nd ratio of EBL in year 2007/08
has increased sharply as compare to other years.

Measuring the investment on government securitgutoent assets ratio on an average,
SCBNL could meet highest i.e. 28.86 followed by NARBe. 19.75 and EBL i.e. 16.69.
The sharp fluctuation on the ratio also seems & @V analysis. Lack of lending
opportunity and declining economic growth may h&ed banking business invest in

government secu rity.

vi. Loan and Advances to Current Assets Ratio

This ratio shows the extent to which the bankssaressful to mobilize current assets
on loan and advances. The commercial banks anegtéel to invest their funds as loan
and advances. A high ratio of loan and advancesutoent assets indicates better
mobilization of liquidity and vice-versa. Grantitite loans and advances always carries a
certain degree of risk. Thus, this asse4t of banpkiasiness is regarded as risky assets.
This ratio measures the management attitudes tewaslly assets. The low ratio is
indicative of low productive and high degree ofesgfin liquidity and vice-versa. The

interaction between risk and return determinesrttis. We have,
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Loan & Advances to Current Assets RatioT(—)tal Loan & Advance
Current Assets

Loan & advances to current ratios of NABIL SCBNLdaBBL during the study period

are presented in table.

Table No. 4.6
Loan & Advances to Current Ratio

BANKS [2007/08 [ 2008/09] 2009/10 2010/j1 2011/l2 Mep8.D | C.V

NABIL 57.50 70.71 71.26 68.11 106.1874.75 | 16.89 22.54%

SCBNL 31.40 42.14 41.61 47.68 58.2% 44.22 | 9.15| 20.68%

EBL 62.46 65.85 64.70 65.12 74.06 66.44 | 4.34| 6.53%

Sources: Annual Report of NABIL, SCBNL and EBL
The figure below shows the loan and advances t@itassets ratios of NABIL, SCBNL
and EBL during the study period.

Figure No. 4.6
Loan and Advances to Current Assets Ratio
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The table and graph show that we can see theahlaan and advances to current assets
of NABIL, SCBNL and EBL with comparative base. Aliree banks have invested on
loan and advances in the fluctuating trend durhmg geriod under study. NABIL bank
has the best performance in year 2011/12 i.e. 806SICBNL's performance in
maintaining high degree of loans and advances igpoorer than other two banks in the
study period. It can be suppose that SCBNL is iglgifits business to other fee based

activities.
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Measuring the ratio on an average, NABIL is highest 74.75 followed by EBL i.e.
66.44 and SCBNL i.e. 44.22.
in productive sector than SCBNL. On the basis dffocient of variation, EBL bank

seems more consistency than other two banks i.&IN& SCBNL.

Vil.

Fixed Deposit to Total Deposit Ratio

It means NABIL and EBBE more sensitive in investment

Fixed deposit is long term and high interest cadvgaring deposit. But increased fixed

deposit may be an advantage so far it permits ¢pogt funds in long term credit. This

ratio is calculated in order to find out the prapor of total deposit that is long term and

high interest charge bearing. The greater propontibfixed or long term deposit, the

lesser will be the proportion of current or shemat deposit in the total deposit. It can be

calculated by dividing the amount of fixed depdsjtthe amount of total deposit. We

have,

Fixed Deposit to Total Deposit Ratiow'

Total Deposit

Fixed deposit to total deposit ratios of NABIL SCBIldnd EBL during the study period

are presented in table.

Table No. 4.7
Fixed Deposit to Total Deposit Ratio
BANKS [ 2007/08 [ 2008/09] 2009/1¢0 2010/11 2011/12 Meas.D C.Vv
NABIL 16.36 14.25 17.83 23.28 26.52 19.65 | 4.90| 24.94%
SCBNL 6.75 7.33 9.26 12.97 11.1Q 9.48 2.33| 24.58%
EBL 35.94 33.71 30.74 30.94 26.89 31.64 | 3.14| 9.52%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the fixed deposit toalotleposit ratios of NABIL, SCBNL

and EBL during the study period.
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Figure No. 4.7
Fixed Deposit to Total Deposit Ratio
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The table and graph the fixed deposit to total dépatio of NABIL, SCBNL and EBL
comparatively. The ratio has ranged form 6.75 oBNC in year 2007/08 to 35.94 of
EBL in year 2007/08. NABIL and SCBNL bank has iraged trend of fixed deposit and
EBL have decreased constantly up to year 2009/h@. slowly increases in 2010/11 but
decreased again in 2011/12.

Measuring the ratio on an average, EBL hold highean ratio than other i.e. 31.64 and
followed by NABIL with 19.65 and SCBNL 9.48. Due togh interest rate banks are
uninterested to hold fixed deposit. In case of GNalysis EBL bank has higher

consistency than other banks while NABIL has lesssistency.

viii.  Saving Deposit to Total Deposit Ratio

Saving deposit is deposited by public in a banthwain explicit objective of increasing

their wealth. So interest rate plays a significesie. In other deposits like fixed and

current deposits are not interests sensitive. Fidegabsits have fixed term to maturity and
fluctuation in interest rate does not allow its rament in short-term. Current deposit
does not carry an interest rate. So, it is notiseadowards interest rate. Saving deposit
to total deposit ratio measure the banks abilityrteet its sudden outflow of saving

deposits due to change in interest rate. This redio be calculated by dividing the

amount of saving deposit by the amount of totalbd@pvhich is given as under:
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Saving Deposit to Total Deposit Ratio

Saving Deposi

Total Deposit

Saving deposit to total deposit ratios of NABIL S@IBand EBL during the study period

are presented in table.

Table No. 4.8
Saving Deposit to Total Deposit Ratio
BANKS | 2007/08 | 2008/09] 2009/10 2010/11 2011{IMean | S.D CV
NABIL 42.45 48.17 45.33 43.64 38.1043.54| 3.78 8.68%
SCBNL 60.35 67.40 63.30 61.85 60.0862.59| 2.77 4.43%
EBL 46.26 47.60 50.20 49.65 49.56 48.65| 2.14 4.40%

Sources: Annual Report of NABIL, SCBNL and EBL
The figure below shows the saving deposit to td&dosit ratios of NABIL, SCBNL and

EBL during the study period

Figure No. 4.8
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The table and graph show the saving deposit td defaosit ratio NABIL, SCBNL and
EBL comparatively. In the study period, the ratmsiranged form 38.10 of NABIL in
year 2011/12 to 67.40 of SCBNL in year 2008/09. NIABank and SCBNL have

fluctuating trend of saving deposits while EBL hamereasing trend. Measuring saving

deposit to total deposit on an average, SCBNL Weaskhigh proportion of saving deposit

i.e. 62.59. Therefore the proportion of fixed depess less comparing other banks. The
ratio of SCBNL bank has remarkably increased irr 2888/09. Increased in SCBNL has
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caused by decreased fixed deposit and call majite the saving deposit is the short
term obligation, it means the liquidity of SCBNL hggher than other bank. The CV of
NABIL is 8.68% which is higher than the C.V of SCBIldnd EBL i.e. 4.43% and 4.40%

respectively. It means NABIL is less consisten@ntlother two commercial banks.

ix. Cash & Bank Balance To Total Deposit Ratio

This ratio employed to measure whether cash anll balance is sufficient to cover its
current deposit, saving deposit and call margiis @alculated by dividing cash and bank
by total deposits as

Cash and Bank Balance to Total Deposit RatigalSh & Bank Bglanc
Total Deposits

In this study, cash and bank balance includes cadtand foreign cash in hand, cheques
and other cash items, balance with domestic badkbmtance held abroad. The total
deposits include current deposits, saving depdsitx] deposits, money at call and short

notice and other deposits.

It is hidden fact that the depositors would nothdraw the total deposits at a time so a
certain margin of cash is kept by the bank. Thi®racludes that | the ratio is higher,
there is higher liquid and if lower, the bank isdéiquid.

Cash and bank balance to total deposit ratios o BINASCBNL and EBL during the

study period are presented in table.

Table No. 4.9
Cash and Bank Balance to Total Deposit Ratio
BANKS [2007/08 | 2008/09] 2009/10 2010/11 2011{IMean | S.D | C.V
NABIL 6.87 3.83 2.87 5.93 8.40| 5.59 | 3.39| 60.64%
SCBNL 9.56 5.75 5.53 8.21 6.89| 7.19 [ 2.25| 31.29%
EBL 10.16 10.40 11.25 13.15 11.18 11.22 [ 1.05] 9.35%

Sources: Annual Report of NABIL, SCBNL and EBL
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The figure below shows cash and bank balance &b deposit ratios of NABIL, SCBNL
and EBL from the year ended 2007/08 to 2011/12

Figure No. 4.9
Cash and Bank Balance to Total Deposit Ratio
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The table and graph show the cash and bank batant®al deposit ratio of NABIL,
SCBNL and EBL comparatively. EBL has the highesibrm all the year i.e. up to 2008.
Its shows the capacity of the bank to meet ungwted calls on total deposit. The ratio
of SCBNL has decreased significantly in year 2098/@.5.75 which shows the bank

efficiency to manage and utilize its assets inhadoes not seem to be efficient.

Measuring the ratio on an average, EBL has higlast i.e. 11.22 followed by NABIL
i.e. 8.40 and SCBNL i.e. 6.89. While measuring tis&, NABIL has the higher risk
factor than other banks. In one sense the chanaskofluctuation is higher with NABIL
whereas EBL has lower chance of risk. Thereforegragrthese bank it has high-degree

of surviving capacity in the adverse liquidity pgas.

X. Investment on Government Securities to Total DeposRatio

This ratio shows the proportion of investment onegament securities on total deposit.
The government securities are safest place to mmakstment for bank. But government
securities are not so much liquid as cash and batsnce.

Investment on Government Securil

Investment of Government Securities to Total DeipRatio = -
Total Deposit
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Investment on government securities to total depatios of NABIL SCBNL and EBL

during the study period are presented in table.

Table No. 4.10
Investment on Government Securities to Total DepasRatio

BANKS |2007/08 | 2008/09] 2009/1(0 2010/41 2011/12 Meps.D | C.V

NABIL 26.01 16.55 11.90 20.60 14.5¢ 17.92 | 7.79] 43.47%

SCBNL 37.56 37.25 37.49 28.84 27.36 33.70 | 5.96] 17.69%

EBL 30.59 20.80 25.71 25.87 20.11 24.62 | 3.98| 16.17%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the investment on gowveemt securities to total deposit
ratios of NABIL, SCBNL and EBL during the study [uet.

Figure No. 4.10
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The table and graph show investment on governmeodirgies to total deposits of
NABIL, SCBNL and EBL comparatively. The ratio NABlhas decreasing trend. In the
study period it has 26.01 highest ratios and 11d9@st ratios in year 2007/08 and
2009/10 respectively. Similarly, SCBNL and EBL hdughest ratio 37.56 and 30.59 in
year 2007/08 and have lowest ratio 27.36 and 20.Y&ar 2008 respectively. If the trend
of investment in government securities and othstriment stands go up and investment
on loan and advances go down, the profitabilityitpms of the banks badly affected due

to low return.
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On the basis of C.V analysis EBL has the highestsistency. The chance of risk
fluctuation is lower with bank comparing to othemnls

4.1.2 Turnover Ratio

i. Total Investment to Total Deposit Ratio

A commercial bank mobilizes its deposit by invegtits fund in different securities
issued by government and other financial or noarfaial companies. This ratio
measures the extent to which the banks are albi®kalize their deposit on investment in
various securities. A high ratio indicates the gsscin mobilizing deposit in securities

and vice versa. We have,

. ._Total Investmen
Total Investment to Total Deposit Ratio i nvestme

Total Deposit

Total investment to total deposit ratios of NABIICBNL and EBL during the study

period are presented in table below.

Table No. 4.11
Total Investment to Total Deposit Ratio

BANKS |2007/08 | 2008/09( 2009/10 2010/3j1 2011/12 Meas.D C.V

NABIL 41.33 29.27 31.93 38.32 31.14 34.40 | 5.23| 15.20%

SCBNL 53.68 50.18 55.71 55.10 46.7% 52.28 | 4.80] 9.18%

EBL 31.44 21.08 30.43 27.41 21.10 26.29 | 6.08| 23.13%

Sources: Annual Report of NABIL, SCBNL and EBL

The figure below shows the total investment toltdeposit ratios of NABIL, SCBNL
and EBL from the year ended 2002/2003 to 2006/2007
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Figure No. 4.11
Total Investment to Total Deposit Ratio
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The table and graph show the total investment ta teposit ratio of NABIL, SCBNL
and EBL comparatively. From the above it can beckhated that all the banks have
fluctuating trend of ratio under the study peribdthe study of mean ratio, NABIL and
EBL are not as much success as SCBNL in depositlizetipn. The mean ratio of
NABIL and EBL i.e. 31.14 and 21.10 respectivelyeiss than SCBNL i.e. 46.75.

On the basis of CV analysis SCBNL seems higheristarey than other bank. It has
lower chance of risk fluctuation. It can be condddthat NABIL and EBL are not

successful in mobilizing of its collected depogiinvestment than SCBNL

ii. Loans and Advances to Total Deposits Ratio

Loan and advances is the major area of fund maltilim of commercial banks. Loans
and advances is the first type of application ofds; which is more risky as compare to
other type of investment. This ratio measures #ekls ability to utilize the depositor's
funds to earn profit by providing loan and advanddss ratio is compute by dividing
loan and advances by total deposits. We have,

Loan & Advances to Total Deposit RatioT-Otal Loan and Aglvance
Total Deposit
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In this study, loan and advances refer to totdbah, advances, cash, credit, local and
foreign bills purchased & discounted and total d#fgorefer to total of all kind of
deposits.

Generally, a high ratio reflects higher efficienty utilize depositor's fund. But much

ratio may be problem for liquidity point of view.

Loan and advances to total deposit ratios of NABILBNL and EBL during the study
period are presented in table below.

Table No. 4.12
Loan and Advances to Total Deposit Ratio

BANKS | 2007/08 | 2008/09| 2009/10 2010/31 2011/t2 Meges.D | C.V

NABIL 5.8 72.57 66.79 66.61 66.94 66.34| 4.91 7.40%

SCBNL 30.30 42.12 38.75 42.61 46.12 39.98 | 5.51] 13.78%

EBL 72.97 75.45 71.01 75.13 76.49 74.21 | 3.76| 5.07%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the loan and advancedotal deposit ratios of NABIL,
SCBNL and EBL during the study period.

Figure No. 4.12
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The table and graph show loan and advances todepaisit ratio of NABIL, SCBNL and
EBL comparatively. EBL has the highest ratio conmgaup to 2008 year. SCBNL has
the lowest ratio throughout five years period. Tia¢éio of NABIL seems to be in
fluctuated trend. The increase has made due tintnease in loan and advances in the

particular period.
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Measuring the ratio on an average, the overalloperdnce of SCBNL seems the best
with mean ratio of 46.12 under five year study pariEBL and NABIL have the mean
ratio of 76.49 and 66.94 respectively. On the babiG.V analysis, NABIL seems to be

more consistency than other two banks.

iii. Loan and Advances to Saving Deposit Ratio

Loan and advances to saving deposit ratio refleats much the banks are successful in
mobilizing their saving deposit in loan and advanfoe the profit generating purpose. It
is computed dividing the loan advances by savinpsdis.

Loan & Advances to Saving Deposit RaticTQ tal ann & Adva.mce
Saving Deposit

Generally high ratio reveals higher efficiency itilizing the assets. But it should be

noted that too high ratio might not be better fatsrliiquidity point of view.

Loan and advances to saving deposit ratios of NABGBNL and EBL during the study

period are presented in table below.

Table No. 4.13
Loan and Advances to Saving Deposit Ratio
BANKS [2007/08 | 2008/09] 2009/10 2010/11 2011{Mean | S.D | C.V
NABIL 1.37 1.51 1.47 1.53 1.75] 153 | 0.14| 9.15%
SCBNL 0.50 0.62 0.61 0.69 0.76[ 0.64 [ 0.09] 14.06%
EBL 1.58 1.58 1.41 1.51 154 152 | 0.12| 7.89%

Sources: Annual Report of NABIL, SCBNL and EBL
The figure below shows the loan and advances &b diefposit ratios of NABIL, SCBNL
and EBL during the study period.
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Figure No 4.13
Loan and Advances to Saving Deposit Ratio
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The table and graph show the loans and advanceaviag deposit ratio of NABIL,
SCBNL and EBL comparatively. In the study period BIA has 1.75 highest ratio and
1.37 lowest ratio in year 2008 and 2004 respegtiveimilarly, SCBNL and EBL have
highest ratio 0.69 and 1.58 in year 2007 and 2@Q084 and have lowest ratio 0.50 and
1.41 in year 2004 and 2006 respectively. The ratidlABIL is in increasing trend but
SCBNL and EBL are in fluctuated trend. The lackalfable investment opportunity and

fear of losing the principle may cause decreadean and advances.

Measuring the average ratio, EBL and NABIL has sted more part of saving deposit in
loan and advances i.e. 1.52 and 1.53 respectifialy 8CBNL i.e. 0.64. On the basis of

C.V analysis, NABIL seems more consistency thaeroth

4.1.3 Profitability Ratio

i. Interest Income to Interest Expenses Ratio

The ratio of interest income to interest expenseasures the gap between interest rates
offered and interest rate charged. Since NRB hstsicted the gap between the interest
offered and interest charged, in average, shouldoeanore than 5%, the difference in
this ratio is mainly caused by the ratio of fundhitiged and fund collected. The credit

creation power of commercial banks has high impadhis ratio. We have,

70



Total Interest Earn
Total Interest Earned to Interest Expenseso—a erest tarne
Interest Expenses

Interest income to interest expenses ratios of NABCBNL and EBL during the study

period are presented in table below.

Table No. 4.14
Interest Income to Interest Expenses Ratio

BANKS | 2007/08 | 2008/09] 2009/10 2010/j1 2011jMMean | S.D | C.V

NABIL 3.54 4.39 3.77 2.86 0.61] 3.10 [ 1.50( 48.39%

SCBNL 3.78 4.17 3.92 3.42 3.37] 3.60 | 0050[ 13.89%

EBL 1.34 1.28 1.39 6.84 2.45] 2.63 | 2.48[ 94.30%

Sources: Annual Report of NABIL, SCBNL and EBL
The figure below shows the interest income to egerexpenses ratios of NABIL,
SCBNL and EBL during the study period.

Figure No. 4.14
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Above ratio indicates NABIL and SCBNL have high o=z of gap between interest
offered and interest charged. NABIL and SCBNL aharging high interest to the
borrowers and offering low interest rate to theai#ors. The increased volume of fixed
deposits and high interest rate paid there on hasetl NABIL ratio to fall in year 2003
i.e. 3.21. Than after NABIL has increasing trendfiaed deposit till 2005 and then

decreased up to last year during the study pefibd. highest cost of deposits and low
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volume of non-interest bearing deposits in the diépof EBL has caused the gap

between interest income and interest expensesttteldeast.

In average study, SCBNL has highest ratio i.e. 3d@wed by NABIL and EBL i.e.
3.10 and 2.63 respectively. On the basis of C.Vlygim SCBNL seems more

consistency than other and EBL has less consistency

ii. Net Profit to Loan and Advances

Net profit to Loan and advances reflects extenaviach the banks are successful in

mobilizing the loan and advances to acquire prafiis ratio reveals the profit generating

capacity of commercial banks through loan and adesnHigher ratio is preferable. We

have,

Net Profit or Loss

Return on Loan & Advances Ratio=

Total Loan & Advance

Net profits to loan and advances ratios of NABILBML and EBL during the study

period are presented in table below.

Table No. 4.15
Net Profit to Loan and Advances

BANKS | 2007/08| 2008/09 2009/1p 2010/11 2011/12 MearS.D CV

NABIL 5.56 4.90 4.92 4.33 3.49| 4.34 0.75 17.28%

SCBNL 8.41 6.62 7.37 6.6 5.97| 6.51 1.00 15.36%
EBL 2.44 2.21 2.42 2.17 2.46| 2.34 0.15 6.41%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the net profit to loamdeadvances ratios of NABIL, SCBNL

and EBL during the study period.
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Figure No. 4.15
Net Profit to Loan and Advances Ratio
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Above table shows the net profit to loan and adeanmatio of NABIL, SCBNL and EBL
comparatively. SCBNL has the highest ratio i.e18r year 2004 and lowest ratio i.e.
5.97 in year 2008. Similarly, NABIL and EBL haveghest ratio 5.56 and 2.46 in year
2004 & 2008 respectively and have lowest ratio adél 2.17 in year 2008 and 2007
respectively. NABIL bank has fluctuating trend mstratio. SCBNL has also decreasing
trend but the highest ratio than other two banksughout the study period while EBL
has the lowest ratio.

The performance of SCBNL seems the best with maao of 6.51. This implies that
SCBNL is successful to acquire profit through l@d advances than other two banks.
NABIL and EBL have the mean ratio of 4.34 and 2:&gpectively. On the basis of C.V
analysis EBL seems more consistency in its perfooaa

iii. Net Profit to Total Assets (Return on Assets)

This ratio is useful in measuring the profitabilidy financial resource invested in the
firm's assets. It is used for evaluating the tdtmlds or investment of company. The
return on assets or profit to assets ratio is tated by dividing the amount of net profit

by the amount of total assets employed. We have,

Net Profit After Tax
Return on Assets =
Total Assets
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Net profit to total assets ratios of NABIL SCBNLA&BL during the study period are
presented in table below.

Table No. 4.16
Net Profit to Total Assets

BANKS [ 2007/08 | 2008/09f 2009/10 2010/31 201112 Mg&.D | C.V

NABIL 2.72 3.02 2.84 2.47 2.01| 2.61 | 0.42] 16.09%

SCBNL 2.27 2.46 2.55 2.42 2.46| 2.43 | 0.15] 6.17%

EBL 1.49 1.43 1.49 1.38 1.66| 1.49 | 0.09] 6.04%

Sources: Annual Report of NABIL, SCBNL and EBL

The following figure shows the net profit to totdsets ratios of NABIL, SCBNL and
EBL during the study period
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The above table and figure show the net profit @ro total assets ratio of NABIL,

SCBNL, and EBL comparatively. The ratio has beemea form 1.38 of EBL in 2007 to

3.02 of NABIL in year 2005. The ratio of NABIL isiincreasing trend. It implies that

the bank is successful in generating the profiinwesting the firm's resource. EBL has
the lowest ratio throughout the study period amitmge banks. It shows the capacity of

utilization of the financial resources is very ltavgenerate the profit.

Measuring the average ratio, the mean ratio of NABI2.61 and is the highest ratio.
SCBNL and EBL have 2.43 and 1.49 respectively. Tht® shows the NABIL's best
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performance. According to C.V analysis, EBL seembd more consistency i.e. 6.04%
than NABIL and SCBNL i.e. 16.09% and 6.17% respetyi.

iv. Net Profit to Total Deposit Ratio
Net Profit to total deposit ratio reflects the entéo which the banks are success to

mobilize deposit to earn profit. Higher ratio i®farable. We have,

Net Profit to Total Deposit = Net Profit |
Total Deposit

Net profit to total deposit ratios of NABIL SCBNLnhd EBL during the study period are
presented in table below.

Table No. 4.17
Net Profit to Total Deposit Ratio
Banks 2007/08 | 2008/09 2009/1p 2010/11 201112 MeaB.D | C.V
NABIL 3.22 3.55 3.28 1.17 234 2.71 | 1.04] 38.38%
SCBNL 2.54 2.79 2.86 2.81 275 2.75 | 0.16] 5.82%
EBL 1.78 1.67 1.72 1.63 1.88| 1.74 | 0.09] 5.17%

Sources: Annual Report of NABIL, SCBNL and EBL
The following figure shows the net profit to totéposit ratios of NABIL, SCBNL and
EBL during the study period.

Figure No. 4.17
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The above table shows the net profit to total depaso of NABIL, SCBNL and EBL
comparatively. From this table it can be concludédBIL, SCBNL and EBL have
fluctuating trend of ratio. Under the study peridtABIL has highest ratio 3.55 in year
2005 and lowest ratio 1.17 in year 2007. SimilaBZBNL and EBL have highest ratio
2.86 and 1.88 in year 2006 and 2008 and have lomagist 2.54 and 1.63 in year 2004
and 2007 respectively.

Measuring the average, SCBNL has the highest iatiterms of net profit i.e. 2.75

followed by NABIL and EBL i.e. are 2.71 and 1.74pectively. This ratio shows the
SCBNL's best performance and it sound like destrabturn has been expected form
loan and advances as well as the fund managemsriideam properly mobilized by this
bank. On the basis of C.V analysis EBL has moresistency than NABIL and SCBNL.

4.2 Relationship with Liquidity & Profitability

The sole objective behind the establishment of ceroral banks is to earn profit. Ability

to earn from the maximum use of available resoubgeshe organization is known as
profitability. It is the measure of efficiency attte search for it provides an incentive to
achieve efficiency. Profit is the indicator of affi@ent operation of the commercial

banks. They acquire profit by providing differeeingces to its customers or by making
investment of different kinds. Sufficient profit must to have good liquidity, grab

investment opportunities, expand transaction, fieangovernment in need of

development fund, to overcome the future continggenand meet fixed internal

obligations of the banks.

Here we must distinguished liquidity form profithty. Profitability is a measure of

operating performance whereas liquidity is a meastifinancial condition. It is possible
for an enterprise to be profitable and yet unableay its current obligations.
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Table No. 4.18
Total Liquidity and Profitability/Losses to Total D eposit

Fiscal Year
Banks 2007/08 2008/09 2009/10 2010/11 2011/12
NABIL  |Hiquidity 13.38 9.79 12.22 8.41 5.93
Profitability 3.22 3.55 3.28 1.17 2.34
Liquidity 20.04 17.43 14.11 15.35 11.98
SCBNL ——
Profitability 2.54 2.79 2.86 2.81 2.75
EBL Liquidity 10.16 16.04 11.74 13.15 6.33
Profitability 1.78 1.67 1.72 1.63 1.88

Sources: Annual Report of NABIL, SCBNL and EBL

The table presented above shows percentage ofliig@nd profitability to total deposit
of commercial banks. Banks need liquidity to meégtvarious financial obligations and
for its day to day operation also. Having right amioof liquidity at the right time and at

the right place is very essential for the banks.

Observing the profitability side of the banks, thés some differences in the profitability
position. The above table shows the profitabiliosiion of commercial banks over the

period of five years starting form fiscal year 2@642008.

The figures suggest us that SCBNL is the most didpank among these three banks. It
has maintained relatively the high amount of ligiyidhroughout the study period. It has
20.04%, 17.43%, 14.11%, 15.35% and 11.98% in swalfiyear 2004, 2005, 2006, 2007
and 2008 respectively. The profit of SCBNL has mbtown consistency. It has

remarkable decrease in year 2004.
From the profitability point of view, NABIL bank sabeen earning a consistent level of

profit throughout the study period. It has earneé2?%, 3.55%, 3.28%, 1.17% and 2.34%
in the fiscal year 2004, 2005, 2006, 2007 and 2@88ectively.
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EBL is the average liquid bank among these threé&ddt has maintained relatively the
high amount of liquidity throughout the study pekidt has 10.16%, 16.04%, 11.74%,
13.15% and 6.33% in the fiscal year 2004, 200562Q007 and 2008 respectively. The
profit of EBL has not shown consistency. It has agkable fluctuated trend till the last

year during study period.

Either excess or less holding of liquidity, bothlviiamper the smooth operation of the

banks. So, utmost care should be given while hgltquidity by the commercials banks.

4.3 Coefficient of Correlation Analysis
In this study Karl Pearson's coefficient of caatin is used to find out the relationship
between current assets an loan and advancesgdémasit to loan and advances, total

deposit and net profit, deposits diglid fund to net profit.

4.3.1Correlation Coefficient between Total Deposit to Lan and Advances

Deposit and loan and advances are very importabilities and assets of the bank.
Deposit is mobilized as the loan and advances. dPropbilization of deposit is very
crucial function of commercial banks. Banks can enpkofit through loan and advances.
The relation between deposit and loan must be aptinto gain profit. This tool
measures the degree of relationship between thasedriables. In this analysis, deposit
is independent variables(x) and loan and advarseependent variables(y). The main
reason of finding out "r" between these two vaeabis to justify weather deposit are

significantly used as loan and advances in a prajagror not.

The table below shows the value of%,probable error (P.E.) and 6P.E. between deposit
and loan and advances of NABIL, SCBNL, and EBLtfe study period.

Table No 4.19
Correlation Coefficient between Total Deposit to Lan and Advances
Banks (r) (r’) P.E. 6 P.E. Remarks
NABIL 0.9553 0.9126 0.0264 0.1584 Significant
SCBNL 0.8877 0.7880 0.0640 0.3840 Significant
EBL 0.9461 0.8951 0.0316 0.1896 Significant

Sources: Annual Report of NABIL, SCBNL and EBL
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In the case of NABIL, it is found that the coeféot of correlation between deposit and
loan and advances is 0.9553. It shows there is thgiee of correlation between these
two variables. The coefficient of determination) (is 0.9126 which depicts that the
dependent variable i.e. loan and advances is exqudby the independent variable i.e.
deposit by 91.26%. Similarly probable error (P dd.)his bank is 0.0264 It is used to find
out the significance of the obtain value. Herecsin> P.E., the value of ' > 6 P.E. It

shows that the 'r" is definitely significant.

In case of SCNBL, it is found that the coefficieftcorrelation between total deposit and
loan and advances is 0.8877. It shows positiveioalship between two variables. The
coefficient of determination {r is 0.7880 which shows that the dependent variable
loan and advances is explained by the independarables i.e. total deposit about
78.80%. Since r> P.E. >6 P.E., the value of r fsndely significant.

Similarly, in case of EBL, the value of coefficiesftcorrelation between deposit and loan
and advances is 0.9461 which shows that positilioaship between these variables.
The coefficient of determination?jr0.8951, it means the coefficient of variable lcan
and advances is explained by the independent Vanah deposit about 89.51%. Since
r> P.E. >6 P.E., the value of r is definitely sigrant.

In conclusion of the calculation we can say thatrehis a positive relationship between
deposit and loan and advances of all the banldegbsit is increases loan and advances
will definitely increase. The relationship betwetre variables of all the banks are
significant and the value offrshows high percent of dependent variable whichteen
explained by independent variable. This indicatest tthe banks are successful in
mobilizing the deposits in proper way for loan attvances. Moreover we can conclude
that NABIL has the highest correlation between ¢hesriables and SCBNL has the least.
This means NABIL has better mobilized its collectighosit.
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4.3.2 Correlation Coefficient between Current Assatand Loan and Advance
Correlation coefficient between current assetslaad and advances measures the degree
of relationship between these two variables. Hereeat assets are independent variable
(x) and loan and an advance is dependent variafjle The objective behind the
calculation of this correlation is to find out whet current assets is significantly
mobilized as loan and advances.

1120

The table shows the 'r'/";rprobable error (P.E.) and 6 P.E. Between theeatirassets

and loan and advances during the study period.

Table No 4.20
Correlation Coefficient between Current Assets and.oan and Advance
Banks (r) (r?) P.E. 6 P.E. Remarks
NABIL 0.7496 0.5619 0.1321 0.7926 Insignificant
SCBNL 0.8708 0.7583 0.0729 0.4374 Significant
EBL 0.9328 0.8701 0.0392 0.2352 Significant

Sources: Annual Report of NABIL, SCBNL and EBL

In case of NABIL, the coefficient of correlation theeen current assets and loan and
advances is 0.7496 which means there is high degfesorrelation between these
variables. The coefficient of determinatiof) §s 0.5619 which depicts that the dependent
variable loan and advances is explained by thepiewident variable current assets about
56.19%. Similarly, the probable error (P.E.) andPfE. are 0.1321 and 0.7926
respectively. Since r > P.E. But, r < P.E. it metirad the 'r' is definitely insignificant In
conclusion we can say that there is negative cglaliip between current assets & loan
and advances of NABIL bank. If the total currergeis decreases, loan and advances will

definitely increased.

In case of SCBNL and EBL, the correlation coefinties 0.8708 and 0.9328 respectively
and both have also positive value. It shows thatigesrelationship between current
assets and loan and advances. The coefficienttefrdmants () of SCNBL is 0.7583

and EBL is 0.8701. It shows that the relationstepaleen loan and advances of SCNBL
is explained by current assets 75.83%, where amse of EBL current assets explain
87.01% of the loan and advances. The probable eff 8 CNBL and EBL are 0.0729 and
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0.0392 respectively. The value of 'r' is greatanttprobable error. This means the

coefficient of correlation is significant for boltanks.

In conclusion of calculation we can say that therpgositive relationship between current
assets and loan and advances of SCBNL and EBL. riagjative relationship between
current assets and loan & advances of NABIL. Ifrent assets increases, loan and
advance will be definitely increase SCBNL and EBLU} vice versa with NABIL. The
value of f shows high percent in dependent variable. Moreavercan say that EBL has

the highest correlation between these variables.

4.3.3 Correlation Coefficient between Deposit and &t Profit

Deposit is mobilized to earn profit. Coefficient obrrelation between deposit and net
profit measures the relationship between depositreat profit measures the relationship
between these two variables (y). The purpose ofpcimg coefficient of correlation
between deposit and net profit is significantlyretated with respective deposit or not.
The table shows the value of 'r' arft Probable Error (P.E.) and 6 P.E. between deposi
and net profit for the study period.

Table No 4.21
Correlation Coefficient between Deposit and Net Priit
Banks (n (r9) P.E. 6 P.E. Remarks
NABIL 0.3343 0.1118 0.2679 1.6075 | Insignificant
SCBNL 0.9609 0.9234 0.0231 0.1386 Significant
EBL 0.9547 0.9114 0.0267 | 0.16041604 Significant

Sources: Annual Report of NABIL, SCBNL and EBL
In case of NABIL, the coefficient of correlationtheen deposit and net profit is -0.3343
which means that there is low degree of correlati@tween these variables. The
Coefficient of determination of NABIL is 0.1118 wvdm depict that the dependent
variable net profit is explained by independeniatde deposit about 11.18%. Similarly,
the Probable error (P.E.) and 6 P.E. are 0.267916QI/5 respectively. Hence r < 6PE,

the value of 'r" is insignificant.

In case of SCBNL, the correlation coefficient i9&9 which means the relation between

deposit and net profit is highly positive. The dméént of determinates is 0.9234, it
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shows that the relationship between net profitxislaaned by deposit is 92.34%. Hence
r> P.E. >6 P.E., therefore the result is defiasifynificant.

Similarly, in case of EBL, the correlation coeféot between deposit and net profit is
0.9547 which means there is high degree of relatipnbetween these variables. The
Coefficient of determination is 0.9114, it showsitthelationship between net profit is
explained by deposit is 91.14%. Since the valu€ of greater than P.E. and 6 P.E., this
means the value of 'r' is definitely significant.

In conclusion of calculation we can say that thsrlw degree of relationship between
deposit and net profit of NABIL banks. There is ipge relationship between deposit
and net profit of SCBNL and EBL banks. If total dsft increases, net profit will be
definitely increased. The value Gfshows high percent in dependent variable. Moreover

we can say that EBL has the highest correlatiowden these variables.

4.3.4 Correlation Coefficient between Liquid Fund ad Net Profit

Correlation coefficient between liquidity and ptability measures the degree of
relationship these variables. Here Liquid fundchdependent variable (x) and net profit is
dependent variable (y). It shows whether the nefitpis significantly correlated with
liquid fund or not.

The table shows the 'r'*rprobable error (P.E.) and 6 P.E. between thediéund and
net profit during the study period.

Table No 4.22
Correlation Coefficient between Liquid Fund and NetProfit
Banks (r (f) P.E. 6 P.E. Remarks
NABIL 0.0710 0.0050 0.3001 1.8006 Insignificant
SCBNL -0.1674 0.0280 0.2932 1.7592 Insignificant
EBL 0.3614 0.1306 0.2622 1.5732 Insignificgnt

Sources: Annual Report of NABIL, SCBNL and EBL
In case of NABIL, it is found that the coefficieot correlation between liquid fund and
net profit is 0.0710. It shows low positive relatship between these two variables. The

coefficient of determination {r is 0.0050 which depicts the dependent varialsleriet
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profit is explained by the independent variable liguid fund by 5.00%. Similarly
probable error (P.E.) of this bank is 0.3001. Hemege r < P.E., the value of ‘r < 6 P.E.

It shows that the 'r' is definitely insignificant.

In case of SCNBL, it is found that the coefficiaftcorrelation between liquid fund and
net profit is -0.1674. It shows negative relatidpshbetween two variables. The
coefficient of determination {r is 0.0280 which shows that the dependent variable

net profit is explained by the independent varighle. liquid fund only about 2.80%.

Since r < 6 P.E., the value of r is definitely grsficant.

Similarly, in case of EBL, the value of coefficiesftcorrelation between deposit and loan
and advances is 0.3614 which shows there is vevydiegree of relation between these
variables. The coefficient of determinatiorf)(is 0.1306; it means the coefficient of
variable i.e. net profit is explained by the indegent variable i.e. liquid fund about

13.06%. Since r < 6P.E., the value of r is deflgitesignificant.

In conclusion of the calculation we can say thatrehis a positive relationship between
liquid fund and net profit of NABIL & EBL has nege¢ relationship between Liquidity
Fund and Net Profit. But EBL has given importar@éhie liquidity factor. That is why it
has highly positive correlation and the value bfwhich is also high. If liquid fund
increases net profit will also increase. Here thenlber of observations that we have
considered is small so that might be the caseisfrsult also. And we can see better

results in the future when the number of obsermatiwill rise.

4.4 Trend Analysis

Under this topic, analysis trend of deposit coltatt its utilization and net profit of
NABIL, SCBNL and EBL are studied. To utilize depssa commercial bank may grant
loan and advances and invest government secudtidsshare & debentures of other
companies. Under this topic an attempt is madentdyae trend of deposit, Investment
and income of NABIL, SCBNL and EBL and also forddaeir trend for next five years.

The projections are based on the following asswmpti
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* The main assumption is that other things will remaichanged.

» The forecast will be true only when the limitatiohleast square method is carries
out.

* The bank will run in present position.

* The economy will remain in the present stage.

* Nepal Rastra Bank will not change its guidelinesammercial bank.

4.4.1 Trend Analysis of Total Deposit

Deposit is one of the very sensitive liabilities odmmercial banks. Its trend and
behaviors are determined by various seasonal aclicalyfactors. The following table
describes the trend values of total deposit of NABICBNL, and EBL

Table No 4.23
Trend Analysis of Deposits
(Rs. in million)

Fiscal Year Trend Values of Trend Values of Trend Values of
NABIL SCBNL EBL

2006/07 11792.53 19094.32 6842.64
2007/08 16227.30 21342.02 10833.98
2008/09 20662.07 23589.72 14825.32
2009/10 25096.84 25837.42 18816.66
2010/11 29531.61 28085.12 22808

2011/12 33966.38 30332.82 26799.34
2012/13 38401.15 32580.52 30790.68
2013/14 42835.92 34828.22 34782.02
2014/15 47270.69 37075.92 38773.36
2015/16 51705.46 39323.62 42764.70
2016/17 58304.25 43256.68 47852.25

Sources: Annual Report of NABIL, SCBNL and EBL
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Figure No. 4.18
Trend Analysis of Total Deposit
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The above chart and table show the trend behawfdistal deposits in NABIL, SCBNL
and EBL has the increasing trend. From the firgtrya trend, SCBNL line poses the
highest area among the three banks during the vetoatyy period. If other thing remains
the same, the total deposit of NABIL will be 517 million in FY 2011/12 which is
highest deposit among the three banks. Similarlyodié of SCBNL & EBL will be
39323.62 million and 42764.70 million for the FY12012 respectively.

Hence to sum up, the slope of NABIL representsgh ldegree of increase than that of

other two bank and able to maintain high growtke ratcollecting deposits.
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4.4.2 Trend Analysis of Total Investment
A commercial bank mobilizes its deposit by invegtits fund in different sectors. The
following table describes the trend values of itnest of NABIL, SCBNL, and EBL.

Table No 4.24
Trend Values of Investment
(Rs. in million)

. Trend Values of Trend Values of Trend Values of
Fiscal Years NABIL SCBNL EBL
2006/07 4457.18 9903.71 2310.64
2007/08 574551 10719.84 2991.48
2008/09 7033.84 11535.97 3672.32
2009/10 8322.17 12352.10 4353.16
2010/11 9610.50 13168.23 5034.00
2011/12 10898.83 13984.36 5714.84
2012/13 12187.16 14800.49 6395.68
2013/14 13475.49 15616.62 7076.52
2014/15 14763.82 16432.75 7757.36
2015/16 16052.15 17248.88 8438.20
Sources: Annual Report of NABIL, SCBNL and EBL
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The above table shows the total investment of NABBCBNL & EBL has the increasing
trend value. Other things remaining the same tha& favestment of SCBNL will be
17248.88 million in the mid July 2012. That is thighest investment among three banks.
Similarly, the investment of NABIL & EBL will be 182.15 million and 8438.20
million respectively.

86



From the above trend analysis, it is found thatttit@ investment of SCBNL is higher in
compared to NABIL & EBL. The calculated trend vaus total investment of NABIL,
SCBNL and EBL are fitted in the trend line.

4.4.3 Trend Analysis of Net Profit

Under this topic, the trend values of net profit five years from mid July 2006/07 to
2010/11 have been calculated and forecasted frofiwexyears from mid July 2010/11 to
2011/12.

The following table shows the trend values of nedfip for ten yeas from mid July
2002/03 to 2011/12 of NABIL, SCBNL and EBL.

Table No 4.25
Trend Values of Net Profit
(Rs. in million)

. Trend Values of Trend Values of Trend Values of
Fiscal Years NABI L SCBNL EBL

2006/07 458.27 506.33 40.25

2007/08 542.07 577.80 114.35
2008/09 625.87 649.27 188.45
2009/10 709.67 720.74 262.55
2010/11 793.47 792.21 336.65
2011/12 877.27 863.68 410.75
2012/13 961.07 935.15 484.85
2013/14 1044.87 1006.62 558.95
2014/15 1128.67 1078.09 633.05
2015/16 1212.47 1149.56 707.15

Sources: Annual Report of NABIL, SCBNL and EBL

Figure No.4.20
Trend Value of Net Profit
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The above table shows that the net profit of NABECBNL & EBL is in increasing
trend. Other things remaining the same, the ndit@bNABIL will be 1212.47 million
in the mid July 2012. That is the highest among ttimee during the study period.
Similarly, the net profit of EBL will be 707.15 midn and SCBNL will be 1149.56
million in mid 2012.

From the above trend analysis, it is fund that leé profit of NABIL is the highest
among three sample banks. The calculated trencéwaltinet profit of NABIL, SCBNL
and EBL are fitted in the trend line.

4.5 Major Findings of the Study

The following points present a comprehensive surgntarthe main findings of the

study:

Liquidity Ratio

¢ The measurement of liquidity has revealed that th# banks are capable in
discharging their current liability by current atsseEBL is maintaining high current
ratio than NABIL and SCBNL. Comparatively low volenof current liability and
high volume of current assets in assets and ltghitix of EBL has resulted high
current ratio. NABIL has also high consistency tloémer banks

¢ Cash and bank balance to current assets measurquildy risk arising form day to
day operation. The ratio of EBL is higher than SQBihd NABIL. Though this ratio
is frequently used in assessing short-term finarigaidity, it should not be consider
perfect measure. A low cash and bank balance nthgate extraordinary managerial
skill rather than reflect financial weaknessesthia basis of C.V analysis EBL seems
more consistency than other.

¢ The ratio of liquid fund to current liability ha®me degree fluctuation among the
banks as compare to above ratio. The mean rat@aniged from 0.10 to 0.34 and it
has increasing trend. SCBNL shows the highest isistency in this ratio.

¢ Liquid fund to total deposit ratio measures thelsastrength to meet the uncertain

outflow of deposit. SCBNL has the highest meanorafihe overall ratio is in
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decreasing trend. SCBNL has highest fluctuatiothis ratio. Overall analysis of this
ratio indicates that SCBNL can survive better thaher two banks in adverse
condition. The high degree of core deposits in thenposition of liquidity of
commercial banks requires them to maintain lowitldy ratio as compare to other
industries. This calculation of liquidity of SCBNiank shows the high liquidity ratio
maintained by this bank.

The ratio of investment on government security orent assets has measured the
total proportion of government securities in cutrassets. SCBNL has invested the
highest proportion government securities and #i® iis significantly above than the
ratios of other two banks. EBL and NABIL has vetyucfuating trend in their
investment in government securities.

The ratio of loan and advances to current assetsrnieasured the proportion of loan
and advances in current assets that is used teases the income of the banks.
NABIL bank has deployed the highest proportion tsf gurrent assets as loan and
advances. The mean ratio of NABIL and EBL doeshate deviated significantly
but SCBNL has low ratio.

The fixed deposit to total deposit ratio has dedasignificantly among the banks.
They have decreasing trend in this ratio. Due Im¢frest rate banks are uninterested
to hold fixed deposit. This indicates that they amplementing different policy to
collect the deposit. Similarly, saving deposit état deposit ratio has measured the
liquidity risk arising from fluctuation of interestate in market. The mean ratio
NABIL and EBL does not have deviated significantiyt SCBNL has low ratio.
SCBNL has very high proportion of fixed assetseépalsit mix.

The saving deposit to total deposit ratio of alhke fluctuate between 38.10 and
67.40. The mean ratio of SCBNL is significantly eedhan ratios of two banks. Its
shows the capacity of the bank to meet unanticipetdls on total deposit. The ratio
of SCNBL has decreased significantly in year 287 and 2008, which shows the
bank efficiency to manage and utilize its assets gaving deposit does not seem to
be efficient.

Measuring the Cash & Bank Balance to Total Depasii® on an average, EBL has
highest ratio i.e. 11.22 followed by SCBNL i.e. 9.4nd NABIL i.e. 5.59. While
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measuring the risk, NABIL has the higher risk fadizan other banks. In one sense
the chance of risk fluctuation is higher with NABWhereas EBL has lower chance
of risk. Therefore, among these banks it has hegrek of surviving capacity in the
adverse liquidity position.
¢ The Investment on Government Securities to Totapd3#s ratio NABIL has

decreasing trend. In the study period it has 2®ighest ratios and 11.90 lowest
ratios in year 2007/08 and 2009/10 respectivelpil@ily, SCBNL and EBL have
highest ratio 37.56 and 30.59 in year 2007/08 ab@/®8 and have lowest ratio
28.84 and 20.80 in year 2006 and 2005. On the lmddxV analysis EBL has the
highest consistency. The chance of risk fluctuatslower with bank comparing to

other banks

The C.V of NABIL is the highest in almost of thesea and this has significantly differed
from the C.V of SCBNL & EBL. This indicates thatette is a high degree of variation in
the performance of NABIL. Since the variance hassed due to the fluctuating trend of

every components. The performance of NABIL is dep#lg in most of the cases.

Turnover / Utilization Ratio

¢ Total investment to total deposit ratio has measuhe proportion of total deposit
that is used to increase the income of the bankstah deposit. SCNBL has deployed
the highest proportion of its total deposit in éagnactivities and this ratio is
significantly above than the ratio of other two k&nNABIL and EBL performance
in investing activities has not increased propodiely as compare to total deposit
increment. These two banks are not as much agssfat in mobilizing the deposits
into the investing activities.

¢+ Loan and advances to total deposits ratio has mecsie proportion of total deposit
that is used to generate income of the banks as laad advances. EBL has deployed
the highest proportion of its total deposits asilaad advances followed by NABIL
and SCNBL. This indicates that in fund mobilizingtigities, EBL is significantly
better than SCNBL and NABIL. Their loan and adwdas not increased

proportionately as compare to the deposits.
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¢ The Loan and advances to saving deposits ratioABIN is in increasing trend but
SCBNL and EBL are in fluctuated trend. The lackeifable investment opportunity
and fear of losing the principle may cause decreabxan and advances. The average
ratio, NABIL and EBL has invested more part of s@vdeposit in loan and advances
i.e. 1.53 and 1.52 respectively then SCBNL i.e40®n the basis of C.V analysis,

EBL seems more consistency than other.

Profitability Ratio

¢ The gap between NABIL and SCBNL in respect of ies¢rincome and interest
expenses is highly deviated. The one rupee ofastezxpenses has been able to earn
3.60 in SCBNL. This ratio have resulted the reatptaesult as measured by loan &
advances to the total deposit and total investntentotal deposit ratio. If the
mobilization of fund has caused impact on thisoratie result would be the same as
that demonstrated by the above ratios. The highmelof money at call has helped
SCBNL to increase its interest income which ismeasured by above ratios. Interest
expenses has resulted this ratio to be the re@praicearlier. SCBNL being the
superpower in the technology and modern bankingshiaseeded in collecting the
fund in the cheapest price.

¢ Net profit to loan and advances ratio reflects éx¢end to which the banks are
successful in mobilizing the fund to acquire incoifilee mean ratio among the banks
has highly deviated. The performance of SCNBL gmi$icantly better and successful
in acquiring profit through loan and advances th#rer two banks. It has the highest
ratio. The performance of NABIL is moderate. EBlogls significantly lower return
against loan and advances as it has the lowestaaidng these banks.

¢ Return on assets ratio is useful in measuring tiodéitability of financial resource
invested in the firm's assets. NABIL bank has tighést ratio followed by SCNBL
and EBL. NABIL and SCNBL have satisfactorily leval performance in mobilizing
the firm's resources. They have not highly deviatgt. But EBL has remarkable
low ratio. Net Profit to total deposit ratio reftedhe deposit utilization capacity of
banks to earn profit. All banks have fluctuatingnal of ratio. Due to the past

condition, banks withdrew their investment form igas sectors. However in year
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2007, SCNBL and NABIL bank has decreased trendafior EBL has the lowest

ratio among the banks

In the profitability ratio, the performance of SCNB significantly better than other two

banks. SCNBL has succeeded to utilize its resourcdsetter way. NABIL bank has

moderate performance. EBL has very poor performahbas not succeeded to utilize its

collected fund to generate the income.

Coefficient of Correlation Analysis

Co-efficient of correlation analysis between diéfiet variables of NABIL, SCBNL and
EBL, it reveals that:

¢ The correlation chapter has shown generally highyree of significant correlation

between all the variables measured except in the chliquid fund to net profit. The
correlations between deposit and loan & advancekscamrent assets & loan and
advances have high degree of positive correlafidns concludes that a unit of
increment in total deposit and current assets & fikely to increase the volume of
loan and advances. As far as the net profit anctatselation with total deposit,
SCBNL has very high degree of positive correlatiBnot it seems that SCBNL has
given importance to the profit factor. That is wihyhas highly positive correlation
and the value of 'r" is also highly significant.déposit fund increases net profit will
also increase.

NABIL, the coefficient of correlation between cumteassets and loan and advances is
0.7496 which means there is positive of correlabetween these variables. In case
of SCBNL and EBL, the correlation coefficient i8008 and 0.9328 respectively and
both have also positive value. It shows the pasitiglationship between current
assets and loan and advances. The value of 'resey than probable error. But,
NABIL's r is less than 6PE. This means the coeéiitiof correlation is significant for
SCBNL & EBL and insignificant for NABIL. There isogitive relationship between
current assets and loan and advances of all b#nksrent assets increase, loan and

advance will be definitely increased. The value’afhows high percent in dependent
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variable. Moreover, we can say that EBL has thddsg correlation between these
variables.

NABIL, the coefficient of correlation between deftand net profit is low degree of
positive correlation between these variables. Henee 6PE, the value of 'r' is
insignificant. This reveals that though 'r' is pie®i, incensement of deposit may or
may not increase profit. In case of SCBNL, the eation coefficient is highly
positive. EBL, the correlation coefficient betweggposit and net profit high degree
of relationship between these variables. Hence.EE» $6 P.E., therefore the result is
defiantly significant. We can say that there is ldegree of positive relationship
between deposit and net profit of NABIL. If totaémbsit increases, net profit will be
slightly increased and there is positive relatiomdietween deposit and net profit of
SCBNL and EBL banks. If total deposit increases, pefit will be definitely
increased. The value of shows high percent in dependent variable. Moreower
can say that SCBNL has the highest correlation éetwhese variables.

We can say that there is a low degree of posiglegionship between liquid fund and
net profit of EBL and NABIL. But SCBNL has negativelationship between liquid
fund and net profit. But EBL has given importanaétte liquidity factor. That is why
it has highly positive correlation and the valuérof also highest than others. But all
banks are insignificant. If liquid fund increase= profit will also slightly increases
of EBL and NABIL. Here the number of observatiohattwe have considered is
small so that might be the case of this result.asm we can see better results in the
future when the number of observations will riseit Bh case of SCBNL it has
negative correlation between liquid fund and netfiprit means if liquid fund

increase, net profit will decreases.

Trend Analysis and Projection for Next Five Years
The trend analysis of total deposit, total investtrend net profit and projection for next
five years of NABIL, SCBNL and EBL reveals that:

Total deposits of all the three banks have increpsiend.If other thing remains the
same, the total deposit of NABIL will be 51705.44lion in FY 2011/12 which is
highest deposit among the three banks. Similarpodit of SCBNL & EBL will be
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39323.62 million and 42764.70 million for the FY12012 respectively. The slope of
SCBNL represents a high degree of increase thdrofhather two bank and able to
maintain high growth rate in collecting deposits.

NABIL, SCBNL and EBL of the total investment areintreasing trendhther things
remaining the same the total investment of SCBNL mg 17248.88 million in the
mid July 2012. That is the highest deposit ambmget banks. NABIL & EBL will be
16052.15 million and 8438.20 million respectivele total investment of SCBNL is
higher in compared to NABIL & EBL.

The net profit of NABIL, SCBNL & EBL is in increasg trend. Other things
remaining the same, the net profit of NABIL will B212.47 million in the mid July
2012. That is the highest among the three duriegstbhdy period. Similarly, the net
profit of EBL will be 707.15 million and SCBNL wilbe 1149.56 million.
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CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

The present study has been designed to overcomdassiies relating to liquidity
management in Nepalese commercial banks. It wagdiito find out comparative
liquidity management analysis in NABIL Bank, Stardti&€hartered Bank and Everest
Bank. It tries to know whether or not commerciahks able to maintain adequate liquid
assets. The study gives emphasis in finding outidity position by various financial
analyses as required. The prime components ofdityumanagement is the financial
condition in terms of profitability, efficiency ideposit mobilization and the management
quality in terms of liquidity management, desigrfed study to meet the objectives.
Present study successfully explored the finanaaddion and the performance of the

selected banks in term of the liquidity management.

5.1 Summary
Present study is very successful to meet the stdipsttives designed for the study. The
researcher highlights or introduces the meaning iemmbrtance of research paper and

meets the objectives followed by various sequest&ps.

The first chapter of the study dealt about basguaption of the study. Basically it
highlights the concept and importance or signifegarof the study. It also presents
research issues, research problems, basic objeciwhe study, rationality of the study,
limitation of the study, process of the study anttaduction of the study. Lastly, it

discusses about the organizational structure oftingy.

The second chapter helped the researcher to préwioledge about the development
and progress made by the earlier researcher arotieerned field or topic of the study. It
helped to know the research work undertaken by theafso tried to know some concept
used in this study. Moreover, it summarized thelifig of the previous findings of the

study to provide knowledge about the backgrounthefwork done by them and to step

95



the duplicate of previous work. Lastly, earliereimtational research related to concept is
also attempted to review the finding of the study.

The third chapter of the study discussed aboubuarresearch methodologies used for
the study. Basically, research methodology hereifség the research design, sources of
data, population and sample of data, data collegrocedure, data collection techniques,

data collection methods and tools and techniqugdasmed etc.

The fourth chapter of the study dealt about datasgmtation and analysis. It first
presented the generated data in tabular form aalyzed it in systematically as per the
objectives mentioned above. The researcher trieantdyze the comparative financial
condition or position of bank in terms of liquiditgrofitability and deposit mobilization.

Detall of the findings can be presented as below.

5.2 Conclusion

The present study successfully explored the rasuiheet the stated objectives of the
study and found meaningful. The result showed that overall liquidity strength of
SCBNL can be considered the best among the bardweter, the liquidity risk arising
form interest rate in SCBNL is the most likely. &nthe market is highly sensitive
towards the interest rate and SCBNL has been ggnbegen offering low interest rate as
compare to other banks. If SCBNL cannot tie upsising deposits holder form it's
advanced and personalized banking systems, thedaih liquidity in SCBNL is most

likely than other two banks in coming future.

Total investment to total deposit ratio has meastine proportion of total deposit that is
used to increase the income of the banks in tatplosit. SCNBL has deployed the
highest proportion of its total deposit in earnexgivities and this ratio is significantly
above than the ratio of other two banks. NABIL &L performance in investing
activities has not increased proportionately aspame to total deposit increment. These
two banks are not as much as successful in mafglithe deposits into the investing

activities. Loan and advances to total deposiis teds measured the proportion of total
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deposit that is used to generate income of the daskloans and advances. EBL has
deployed the highest proportion of its total defsosis loan and advances followed by
NABIL and SCNBL. This indicates that in fund mohihg activities, EBL is
significantly better than SCNBL and NABIL. Theirdo and advances has not increased
proportionately as compare to the deposits. The c@tNABIL is in increasing trend but
SCBNL and EBL are in fluctuated trend. The lackalfable investment opportunity and

fear of losing the principle may cause decreadean and advances.

The growth of deposits is higher than the growtlbah and advances and opportunity in
investing activities limited. The liquidity positioof three banks is likely to increase in
the coming future. This certainty increase the bdia of these banks in increasing their
credit but if the economy did not take the upwarehd and existing violence and
political instability continues, the liquidity caes by flow of deposits would caused the

great damage in profitability.

The probability in SCBNL is most likely if this blardoes not go on looking new are of
lending. The lower liquidity in NABIL and EBL indate better productivity of their fund
than SCBNL. Looking upon the increasing trend gbai#t and loan and advances, the
performance of EBL seems good in the area of imvest and impact on national
economy. However, profitability ratio has reflectéie poor performance of EBL.
Interest income to interest expenses ratio andtpbdfty position are the indicative of
SCBNL better performance than other two banks. Géteer profitability ratio of SCBNL
has proved this bank the best in managing the ihdgquidity policy according to the
demand of profit-oriented business. But overall grate position in the baking business

has put the NABIL in the top position in absoligen.

The correlations between deposit and loan & adwareel current assets & loan and
advances have high degree of positive correlafibis concludes that a unit of increment
in total deposit and current assets are most likelyncrease the volume of loan and
advances. As far as the net profit and its coiigatvith total deposit, NABIL has low

degree of positive correlation. But it seems thABMN. has not given importance to the
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liquidity factor. That is why it has low degreepdsitive correlation and the value of 'r" is

also insignificant. If liquid fund increases nebfir will also increases but nominally.

Total deposits of all the three banks have increpsiend. The deposit collection of
NABIL is higher than SCBNL and EBL. The total inte®nt of three banks has
increasing trend. It is found that the total inwesit of SCBNL is higher in compared to
NABIL & EBL. The net profit of NABIL, SCBNL & EBL 5 in increasing trend. It is
found that the net profit of SCBNL is the highestang three sample banks.

5.3 Recommendations

This can be a valuable piece of research worksgjindity management topic. It explored

the existing situation and identified the variowsmponents for further improvement in

the study of liquidity management. Secondary saurck information are used for

fulfilling the objectives. It may be useful for atEmicians, parishioners, especially to

bank management and/or any others who are directlgdirectly involved in banking

activities. Based on the findings of the study, tégearcher recommended highlighting

the guidelines to put forward for further improverne

¢ The proportion of high interest bearing depositdeposit mix of EBL is very high
and this has result the highest interest expei®esd deposit is high interest bearing
deposit and bank is not success to mobilize itosieproperly. The growth rate in
deposits as compare to loan and advances is highceHthis bank is suggested to
reduce the interest rate to some extend. Thisr@slllt the low growth rate in deposit.
Consequently offsets the liquidity arising from igropensity of deposits.

¢ SCBNL and NABIL are investing more parts of its dsis in government securities.
If the trend of investing in government securitses other instruments tends go up
and investment tends go down, the profitabilityipos of both bank badly effected
due to low return.

¢ Since all the banks have less investment in compario deposits, all are strongly
recommended to follow the liberal investment polsy that more percentage of
deposit can be invested to different profitablet@esc Because, analysis shows that

investment is a significant factor which affectse tmet profit of the bank.
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Subsequently, a skillful administration is the mibstause negligence may become a
reason of principle loss.

As examined by interest income to interest experatés the interest gap in SCBNL
and NABIL is highly unfavorable for the nation déy@ment. Since this gap is not
existed due to the credit creation power of thesesb, as the total loan and advances
to total deposits ratio is not even 1:1, this gap its reason with high interest offered.
Thus, banks are recommended to lower this gap apebly charging low interest in
investment. Lowering this gap results, in high wvoéuof loans and advances and
helps in increasing the sustainable liquidity miahation practice.

The high volume of liquidity shows that the highgtee of investment strength has
been prevailing in all of these banks. The lacketiible investment opportunity and
fear of losing the principle in rural sectors hagib keeping these banks to less orient
toward the investment function. Hence, the goveminshould take appropriate
action to initiate these banks to attract to flociedit in rural economy. Posing the
compulsions by directives does not create long teealthy liquidity mobilization
practices unless the commercial banks are notnsefivated to flow credit in this
sector.

Future researchers are recommended to focus into fmancial performance
indicators such as job satisfaction, service qualgterformance, customers’
satisfaction, stakeholders support, governmenmgasupervisor's teamwork, human
resource development, human resource planning, inugsburce management, job

designation etc.
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