CHAPTER-I
INTRODUCTION

1.1 Background of the Study

Banks are such financial institutions which playimportant role to collect scattered
insufficient saving and use them into predictivarhels. “Most people like to save
little money when they have a chance. They may s&oause they have no urgent
need for the money later time. When they do needntioney, they may not have
saved enough many people who save money depdsitsbtme kind of bank. The
borrowers pay interest (price for the use of theney to the bank and the bank pays
interest to the people, who have deposited theinga. The banks make a profit by
charging more for tending money that it pays foldhmg money. Thus banking is the

business of receiving, safeguarding and lendingaypon

In fact banks play a pioneering role in the enharer® of economy of the country
and hence, it is the life-blood of the modern comuaend can be said that modern
commerce is so much dependent upon banking that casgation of banking
activities, even for a couple of day will completglaralyze the modern business and
economic life of a nature. Modern bank had gaire@dmount trust in the public.

1.1.1 Concept of Commercial bank

Banking sector plays an important role in the eooisadevelopment for the country.
Commercials Banks are one of the vital aspectshisf $ector which deals in the
process of the available resources in the needadrsé is the intermediary between
the deficit and surplus of financial resources. @Gurcial banks are the major
component in the financial system. They work asinkermediary between depositors
and lenders and facilitate in overall developmédrthe economy, with major thrust in

industrial development.

Commercial banks came into existence mainly with ¢bhjectives of collecting the
idle funds, mobilizing them into productive sectord causing an overall economic
development. The banks have the responsibilityabéguarding the interest of the

depositors, the shareholders and the society tteegeaving. A sound banking system



is important because of the key roles it playshe €conomy, intermediation, and
maturity transformation, facilitating payments flgyeredit allocation and maintaining
financial discipline among borrowers. Banks gathsasings, allocates resources
providers the liquidity and payment services.

In year 1934 AD, the establishment of Nepal Bandt. ldame into existence under
Nepal Bank Act, 1937 as the first commercial bahiNepal, inaugurated by King
Tribhuvan on November 1937. Rastriya Banijya Bahk, second commercial bank
was established in the year 1966. On the long romr@ercial Bank Act was felt.
Accordingly, it was established in 1974 AD. Accog to section 2 (a) of
Commercial Bank Act, 1974; the commercial bank&s lheart of economic system; it
exchanges money, accepts deposits, grants loanpandtes commercial transaction.
With the opening of NABIL Bank in 1985, the dooragening commercial bank was

opened to the private sector. The list below itatgts commercial banks in Nepal.

1.1.2 Profile of the Selected Banks

(A) Standard Chartered Bank Nepal Ltd

Standard Chartered Bank Nepal Limited has beerpération in Nepal since 1987
when it was initially registered as a joint-ventwngeration. Today the Bank is an
integral part of Standard Chartered Group havingoamership of 75% in the

company with 25% shares owned by the Nepalesequlile Bank enjoys the status

of the largest international bank currently ope@in Nepal.

Standard Chartered has a history of over 150 yiedoanking and operates in many
of the world's fastest-growing markets with an agtee global network of over 1750
branches (including subsidiaries, associates antdyentures) in over 70 countries in
the Asia Pacific Region, South Asia, the Middle tE@drica, the United Kingdom
and the Americas. As one of the world's most irBomal banks, Standard Chartered
employs almost 75,000 people, representing overnktonalities, worldwide. This
diversity lies at the heart of the Bank's valued anpports the Bank's growth as the

world increasingly becomes one market.

With 19 points of representation, 23 ATMs acrogsdbuntry and with more than 425

local staff, Standard Chartered Bank Nepal Ltdnia position to serve its customers



through an extensive domestic network. In additibe, global network of Standard
Chartered Group gives the Bank a unique opportunitgrovide truly international

banking services in Nepal.

Standard Chartered Bank Nepal Limited offers a rfaige of banking products and
services in Consumer banking, Wholesale and SMEKiBgrcatering to a wide range
of customers encompassing individuals, mid-mar&eall corporate , multinationals,
large public sector companies, government corpmrafiairlines, hotels as well as the

DO segment comprising of embassies, aid agencié@dNand INGOs.

The Bank has been the pioneer in introducing 'costofocused’ products and
services in the country and aspires to continudédoa leader in introducing new
products in delivering superior services. It is thest Bank in Nepal that has
implemented the Anti-Money Laundering policy andplegx the 'Know Your

Customer' procedure on all the customer accounts.

Corporate Social Responsibility is an integral méu$tandard Chartered's ambition to
become the world's best international bank antiesmainstay of the Bank's values.
The Bank believes in delivering shareholder valaeai socially, ethically an
environmentally responsible manner. Standard Clettthroughout its long history
has played an active role in supporting those conities in which its customers and
staff live. It concentrates on projects that assiskdren, particularly in the areas of
health and education. Environmental projects as® alccasionally considered. It
supports non-governmental organizations involvih@ritable community activities
The Group launched two major initiatives in 2003den its 'Believing in Life’
campaign- 'Living with HIV/AIDS' and 'Seeing is Baling'.
Other Information
Board Composition

. Chairman - Sunil Kaushal, SCB

. Director - Anurag Adlakha, SCB

. Director - Sujit Mundul, SCB

. Director & CEO - Joseph Silvanus

. Public Director — Amrit Kumari Thapa

. Independent Director - Ram Bahadur Aryal



The Bank's Management Committee (MANCO) is reprieskehy the following:
Management Committee

. Joseph Silvanus - Chief Executive Officer & Headh€lamer Bank

. Gorakh Rana - Head Wholesale Banking

. Bina Rana - Head Human Resources

. Diwakar Poudel - Head Corporate Affairs

. Gopi K Bhandari - Chief Operating Officer & SeniOredit Officer

. Satish Gundewar - Chief Financial Officer

. Shobha B. Rana - Head Legal & Compliance

. Suijit Shrestha - Chief Information Officer

. Ammar Husain - Head Integrated Distribution andnftuen Banking

The Bank's Audit Committee is represented by thieviang:
Audit Committee
. Ram Bahadur Aryal - Non Executive Director, Chainma
. Anurag Adlakha, Director - Member
. Sujit Mundul, Director - Member

. Sanjay Ballav Pant, Member Secretary

(B) Nabil Bank Ltd.

Nabil Bank Limited, the first foreign joint ventubank of Nepal, started operations in
July 1984. Nabil Bank was incorporated with theeghiye of extending international
standard modern banking services to various sedbrthe society. Pursuing its
objective, Nabil Bank provides a full range of cosroial banking services through
its 51 points of representation across the natiah @ver 170 reputed correspondent

banks across the globe.

Nabil Bank as a pioneer in introducing many innoxgatproducts and marketing
concepts in the domestic banking sector, representgestone in the banking history
of Nepal as it started an era of modern bankingy witstomer satisfaction measured

as a focal objective while doing business.

Operations of the bank including day-to-day operatiand risk management are

managed by highly qualified and experienced managénteam. Bank is fully



equipped with modern technology which includes ATMeedit cards, state-of-art,
world-renowned software from Infosys Technologiegst8m, Bangalore India,

Internet banking system and Tele banking system.

(C) Nepal Investment Bank Ltd

Nepal Investment Bank Ltd. (NIBL), previously Nepaldosuez Bank Ltd., was

established in 1986 as a joint venture between spaand French partners. The
French partner (holding 50% of the capital of NIBtas Credit Agricole Indosuez, a
subsidiary of one the largest banking group inviioed.

With the decision of Credit Agricole Indosuez toveBt, a group of companies
comprising of bankers, professionals, industrialestd businessmen, had acquired on
April 2002 the 50% shareholding of Credit Agricdledosuez in Nepal Indosuez
Bank Ltd.

The name of the bank has been changed to Nepabtingat Bank Ltd. upon
approval of bank’s Annual General Meeting, NepalstRa Bank and Company
Registrar’s office with the following shareholdistjucture.

» A group of companies holding 50% of the capital

» Rashtriya Banijya Bank holding 15% of the Capital.

» Rashtriya Beema Sansthan holding the same pereentag

* The remaining 20% being held by the General Pybliach means that NIBL

is a Company listed on the Nepal Stock Exchange).

We believe that NIBL, which is managed by a teamewgperienced bankers and
professionals having proven track record, can ofter what you're looking for. We
are sure that your choice of a bank will be guidetng other things by its reliability

and professionalism.



1.2 Statement of the Problem

Financial analysis is the major tool of financidtitution. Financial institution should

prepare proper investment policy so that they eah their target. Investment policy

is an important asset for them but they are untibkestimate the future, prepare the

investment policy, and evaluate them properly.

The implementation of policy is also not effectimint venture banks has
played vital role model in improvement of fund mlation activity in 1984
AD, the first joint venture bank, a foreign collabted joint venture hank,
Nepal Arab Bank Limited, was established In Nepal.

Several other joint venture banks and banking tutgdns are providing
crucial services in Nepalese financial markets. phablem, however, is to
find a proper project or investment opportunitiesttiog profits seems
persistent. Some financial institution has lack ppbper knowledge about
various types of risk such as management risk,idityurisk, purchasing
power risk, business risk, interest rate risk, ririal risk, etc., while providing
loans and advances.

They are unable to invest the deposit collectionspoofitable sectors or
opportunities. They have always feared of high degf risk and uncertainty.
Due lo lack of profitable sectors for their investm or utilization of their
deposit collection, commercial banks and finanamstitutions succumb to
liquidation and finally leave an adverse effechational economy.
Commercial bank's investment has been found to loaver productivity due
to lack of supervision regarding whether there rgppr utilization of their
investment or not. Lack of farsightedness in pofmynulation and absence of
strong commitment towards its proper implementatltas caused many
problems to commercial banks. Therefore this stuay aimed in answering
the following issues:

How is the financial performance of selected conuiaés banks on the basis
of CAMEL?

What is the level of Non Performing Assets in tbenmercial banks?

Is the utilization of deposits satisfactory and tsahe relationship of deposit

with other assets?



1.3 Objective of the Study

The main objectives of this study will be as folkgw

To examine the financial performances of SCBNL, NHEd NABIL on the
basis of CAMEL.

To assess the Non Performing Assets position olbamé.

To analyze the level of deposit utilization andateinship of deposits with
other assets.

1.4 Limitations of Study

The study has assumed the following limitations:

Though a commercial bank has several function tariyses but this study
will concentrates only on the CAMEL i.e. (Capitaleguacy, Assets quality,

Management, Earning, Liquidity) function of selettgank, other functions of

the banks aren’t covered in this research.

The period of study will covers only five years (2008 to 20011/012)

The data used in the study will be both primary aedondary, and based on
the information provided by the bank. The truthttué research will be based
upon the data available from the bank.

This study will be limited only to three bank afidas:

Standard chartered bank Itd, Nepal Investment RathkNabil Bank Ltd.

1.5 Organizations of the Study

This study will be divided into five chapters.

Chapter 1: Introduction

It deals with introduction of the main topic of tiséudy like general background,

statement of the problems, objective of the studly arganization of the study and

other introductory framework.

Chapter 2: Review of literature

It includes with the review of available relevamudies. It includes the conceptual

review of the related books, journals, articles d@he published and unpublished

research works as well as thesis. It also inclseesirity act.



Chapter 3: Research methodology
It describes research methodology employed ingtudy i.e. research carried out in
this size and shape. For the purpose various fiahrand statistical tools and

techniques are defined which is used for the arsbfghe presented data.

Chapter 4: Presentation and Analysis of data
This chapter is the major part of the whole studywhich all collected relevant data
are analyzed and interpreted by the help of diffefemmancial & statistical tools. In

this chapter we explained the major findings ofghedy.

Chapter 5: Summary, Conclusion and Recommendation
It contains the summary of the study, conclusia@omemendation and suggestion on

the basis of the study.



CHAPTERK-II
REVIEW OF LITERATURE

2.1 Theoretical Review

2.1.1 History of Banking Development

History tells us that it was the merchant who fesblved the system of banking by
trading in commodities than money. Reviewing th&tdry we can find that present
day banker has three ancestor of particular ndies@ are merchant, lender, and the
goldsmith. Lending and borrowing are almost as asdmoney itself but modern
banking showed its seed in medieval Italy. Thednsbf banking development, we
can't forget the Bank of Casa de San Giorgio indaemvhich was established in
1148; Bank of Venice was established in 1157 ardBdnk of Genoa was established
in 1148. In 1401, the Bank of Barcelona was esthbli in Barcelona. In fact modern
bank started to take rapid speed in forming & fiomihg from 17" century. During
this period Bank of Milan, Bank of Florence an@&nR of St. George were
established in Genoa. In 1609, the Bank of Amstarekaas established in Holland,
like wise in 1610, Bank of Hamburg was establisiredcermany and the Bank of

England was established in England.

The evolution of the organized financial systenNigpal has a more recent history
than in other countries of the world. Banking higtof Nepal is about decade. The
concept of banking system was introduced in Neptl the establishment of Nepal
bank Ltd. in 1937 A.D. It was established to hetpvgrnment's policy to develop
economic and business activities in the countryerAfealizing the need of another
bank, later in 1956, the central bank named adl#gal Rastra Bank was set up with
an objective of supervising, protecting and dimegtihe functions of commercial
banking activities and to carry out central bankaatjvities. After realizing the need
of another bank, Rastriya Banijya Bank was setruf966 AD to spread banking
services to both rural and urban areas. As the topunoved towards economic
liberalization in 1980 A.D. foreign banks were it@d to operate in Nepal. The
financial scenario has changed with the introductb joint venture Banks in 1984.
The number of commercial Banks has been increaSimge then, various financial

institutions Like, JVBs, Domestic commercial bankievelopment banks, finance



companies, co-operative banks, Credit Guarante@dCation, Employee Provident
Fund, National Insurance Corporation, Nepal Stocichange have come into
existence to cater the financial needs of the egutiiereby assisting financial
development of the country.

After restoration of democracy in the country irOQ9 government highlighted the
agenda of economic liberalization. Liberalizationlipes were announced and
emphasized to invite FDI in banking sector of Neddlerefore the development of
commercial banks in Nepal is categorized in threasps on the basis of financial
institutions policies adopted by the country framé to time. They are, Commercial
banks prior to 1980’s, Commercial banks of 198Csmmercial banks of 1990's.
There are only two commercial banks prior to 198@s/ are Nepal Bank Ltd. and
Rastriya Banijya Bank. All the three commercial k&of 1980's were established as
JVBs. Similarly six commercial banks of past 1990&re also come into operation
as JVBs. Latest six banks were established by theatp sector of Nepal.
Consequently the names of some banks are also ethahigpal Arab Bank Ltd. is
now known as Nabil Bank Ltd. Similarly Nepal Griags Bank Ltd., Nepal Indosuez
Bank Ltd. and Nepal Bank of Ceylon Ltd. are now Wknoas Standard Chartered
Bank Nepal Ltd., Nepal Investment Bank Ltd., ang&leCredit and commerce Bank
Ltd. respectively.

Taking an overview of financial institutions proingd banking facility in Nepal, there
are 31 commercial banks, 87 development banks, RfoMCredit Development
Bank, 16 saving and credit co-operative sociefi®sfinance companies and 45 Non-
Government Organization [NGOs] licensed by NRB.

2.1.2 Commercial Banks In Nepal

Commercial bank refers to a bank or a division dbamk primarily dealing with
deposits and loans from corporations or large mssies. The concept of banking
system was introduced in Nepal with the establistinoé Nepal Bank Ltd. in 1937.
The financial scenario has changed with introdunctb joint venture banks in 1984.
The domestic banks of Nepal, Nepal Bank Ltd. andtfR@ Baniiya Bank could no
longer hold monopoly. The number of commercial lsan&s been increasing so is the

investment volume and opportunity in various sectirat extends to agriculture,
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industry, commercial and social sectors. No matteat name we give to bank ,like
Business banks , Retail banks ,Clearing banksnj ¥enture banks, Merchant Banks
etc, they all perform to same basic function . Likder organization, the main
objective of the banking industries will be profieximization and wealth.

2.2 Origin and Development of CAMELS rating System;

Federal regulator in the US developed the nume@éMELS rating system in the
early 1970's to help structure their bank examoratprocess .when examiner
evaluate banks health ,they develop a overallgdiased on capital adequacy ,Assets
Quality ,Management Quality ,Earning Ability, Liglity Position ,and Sensitivity to

risk.

Since 1970’'s the use ACAMEL factors has become wide spread, due to its
application by regulators around the globe and &kscause of its simplicity. The

CAMEL rating system is formed as;

C=Capital Adequacy Requirement
A=Assets Quality
M=management Quality

E= Earning ability

L =Liquidity position

2.2.1 Concept of Capital Adequacy Requirement.

Bank Capital is money needed to establish and tgardank. Capital adequacy ratio
reflects the overall financial condition of the kanand also the ability of the
management to meet additional capital requiremierdefines relationship between
capital fund and total risk weighted assets of tank. According to NRB’s
guidelines, banks in Nepal should maintain 11%tehpdequacy ratio and 5.5% core
capital ratio. These ratios have been maintainethda&e strong capital base which
make banks to enjoy public confidence. If the CARI &£CR is higher than NRB
minimum percentage then it is considered as tleirtterest of depositors is safe. But

in concern to shareholders, the excess of CAR mleaasarning per share.
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2.2.1.1 Source of Bank Capital.

The main source of bank capital is Equity capfabank and the borrowed capital of
bank. The capital of a bank comprise of the amaamed from the following
sourced,

1. Ordinary share

From this source bank gets its capital from thenwter shareholders and the ordinary
share holders by selling the share to the public.

2. Preference share

This source gets preference over the ordinary shange distributing the dividend
and in dissolving the bank.

3. Bonus share

From this source bank gets capital by issuing sbgreapitalizing the saving fund
from the profitability of company.

4, Retain Earning

This source is simply a earning that is returneéerafaid-up of regular expenses.

5. Reserve fund

This source is through the fund that bank must kegpa part of its income for
banking transaction as a reserve fund.

6. Undistributed Dividend

Bank gets this capital when it keeps and reinvestse part of dividend in spite of
distributing to shareholders. Capital collectedrirother source rather than Equity is
Borrowed Capital of bank .under this title the daling type of source can be
described,;

1. Sale of debenture

The debenture means debenture bond issued by thnpacy against pledge or
guarantee of its assets.

2. All type of deposit

This bank capital is an amount deposited in a daynklepositors opening deposit
account such as current, saving, and fixed account.

3. Loan from central bank

This bank capital is the amount received by commkbank from the central bank as

a loan.
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4. Loan from financial institution

This bank capital is the loan taken by commerciahkb from other financial
institution.

5. Loan from the commercial bank

This bank capital is the amount taken as a loaontgycommercial bank from another
commercial bank. During the economic crisis the wmrcial banks solve the
problem by taking the loan borrowed internally.

6. Loan from the Central office and Branch office

This bank capital is the amount taken as a loaoeyral office from its branch or by

branch office from central office or from anotheahch.

2.2.1.2 Bank Capital Adequacy system

Banking transaction directly affected by adequany madequacy of bank capital .if
there is inadequate capital the bank should tade fst the adequacy of capital as per
legal requirement. The bank should remove the igaaey of bank capital through
the medium of collecting of ownership and borrowegital. It is not good for a bank
to collect borrowed capital in the bank so it hagd@duce the amount of borrowed
capital as far as possible .The adequacy of thé& lcapital is necessary for the

following function;

1. For the payment of all types of deposit
Deposit is liability for a bank so to payback itegdiacy of bank capital is necessary
for a bank .Hence the adequacy of bank capitaleisdaed to gain trust from its
customers.

2. To meet the demand of all types of cash reserve fds
Bank has legal obligation to deposit the amoundtifferent types of funds in the
Nepal Rastra Bank and its own bank. This legalgation occur in two ways ,one
way is by the provision of law and another is tpkace due to circulars ,policy and
directives issued by NRB .Therefore to meet thigaleobligation bank needs an
adequate bank capital.

3. Investment for banking transaction and business
Bank cannot be operates unless it perform its fonctf meeting its daily
administrative expenditure and the investment ffedint sector to gain profit. So to

perform the above function the bank needs an adedaak capital.
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2.2.2 Concept of Assets
Assets are the most vital factors in determining $strength of the bank. The major
asset for the bank is loan and advances. Thieisibst riskiest assets item that needs
crucial assessment. Banks collect funds in the fofroapital, deposits, borrowing,
etc. It mobilizes these funds to generate certtiarns by giving loans and advances
to the users of money to invest in various alteveat Bank gives loan and advances
in high volume from which higher interest is genedaas well as there is high risk. A
significant part of the banks income is generatethfthe lending activities. Basically
there are two types of loan:
1. Performing Loan
Performing loan is the loan in which the interespaid timely or overdue up to 90
days. It is also known as good loan or pas loan.
2. Non Performing Loan.
The loan which goes beyond the due date of 3 mdattssunder NPL. There are
three types of Non Performing Loan.
I. Sub-standard NPL: Loans overdue by more than 3 msoup to 6
months.
[I. Doubtful NPL: Loans overdue by more that 6 monthgail year.
lll. Bad Loan: Loans overdue by more than 1 year.

Table: 2.1

Loan classification and provision as per NRB (Centl Bank) Directives:

Classification of Category Duration Loan Loss
loans overdue Provision
Performing loan StandarfPass/ Uptolto3 1%
good months
Sub-standard 3 to 6 monthg 25%
Doubtful 6 monthsto 1 50%
Non-performing year
Loan Bad Loans More than 1 yegar 100%
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2.2.2.1 Criteria for Lending.

For the survival and enlargement of the bank it tnfioidows well set up established
criteria for providing loan to the borrowers. Acdorg to the Dahal B & S the bank
has to consider application 5Cs while screenirngpa,lthat 5Cs are as follows;

(1) Character

Character refers to the personal traits of thedvegrs which are very important for

lending decision. Good character is indicated by ltbnesty of the borrower. It is

analysis of the applicant as to his ability to méet obligation put forth by the

lending institution .so the character of the bomownust be studied to know the
intention to pay loan .their practice to repay loareditworthiness, habit to use
acquire funds, past trend regarding the receipt pagment of loan are to be

reviewed, this C is the most important Cs of thanldecause dishonest borrower

always finds a way to avoid the restrictions imgbdeough the loan agreement.

(2) Capacity

capacity of the borrower means his business acuandnmanagerial ability to deal
with men and matters so that he that he would nedfextive and profitable use of
funds and thereby able to repay the loans .hid sgzacity to borrow money and the
quality of management must analyze to grant loamalif)cation, experience, past
dealing of the part in bank and enquires the cépacithe borrower which must be

checked out.

(3) Capital

Capital refers the funds invested in the busingsthé borrower .More capital means
most of the assets are acquired from own fundstla@anore of their stake which is
the safe part for the bank .the business startéu mégligible capital lacks efficient
management. The bank provides loan only if thedvegr has enough capital.

(4) Condition

Condition refers to the general economic condibegond the control of the borrower
that affects the borrower’s business. It is segupblitical and social conditions under
which the business has to run .Bank grants loan ibrthe lending official feels the

conditions are favorable.

15



(5) Collateral

Another provision for granting loan is the govermingecurity paper. By offering the
fixed deposit receipt, the depositor can colleanlap to 90% of its receipt value. The
bank also provides loan against the security ofeshaf various recognized financial
institution such as public enterprises, companieglay there has been a paradigm
shift in banking operation with a marked progressimm the traditional concept in
which the bank always focused its attention onuseg its exposures through
adequate collaterals like gold, silver, land anddmg. But today business is looked
at from different dimensions and banks' exposucesigk-assets are weighed up
taking into account different factors. As such, sidering the goings-on globally in
the banking sector at one end and the macroeconfaetiars nationally at the other,
combined with the nature of risks-assets.

Advancing loans against immovable property as coltaral security within the
approved geographical area

For the purpose of advancing loans by the institigiother than the national level
licensed banks and financial institutions, the atelal property shall have to be
locatedwithin its working area in case of every type cdroexcept the project loan.
In case ofthe loans, other than project loans, extended pnorssuance of the
directive in thisregard on February 27, 2012 having accepted theowabieproperty
located outside one’s working area as collateha,daid transaction shall hatebe
adjusted by the Mid-July, 2013 or on the maturigted whichever is earlier.
Otherwise, cent percent loan loss provision shaltehto be made.

Provision Relating to Sectoral Credit

Licensed institution shall have adequate interr@dicigs and systems in place to
monitor the concentration akctoralexposures for controlling riskBrovided that in
the event of Directives issued by this Bank, anitamthl loan loss provision
according to Clause 9 shall be provided. The listavious sectorsf the economy is
referred to in the enclosed Directives Form No(23.The licensed institution shall
separatesectoralexposures into two levels on tiasis of credit concentration and

arrange for control, monitoring and informatisystem as follows.

16



Level 1: Extension of Loans and Advances and Facilitiesnffa0 percento 100
percent of Core Capital into a single sector. Ttenlsednstitution shall identify such
loans and arrange monitorimgechanism and information system by themselves and
monitor atleast on quarterly basis.

Level 2: With respect to extension of Loans and Advances Facilitiesexceeding
100 percent of Core Capital into a single sectchsoan shall be also be endorsed by
the Board of Directors. ThBoard of Director shall make a policy decision as t
whether ornot to maintain the exposure limits exceeding 1@€cent of theCore
Capital on annual basis. Such policy decision saBib beintimated to Bank and
Financial Institutions RegulatioDepartment and concerned Supervision Department
of this Bank.

Provisions relating to Housing Land and Real Estatéoans
The amount of loan to be extended against the ggafithousing land and reaktate
shall not be more than 60 percent of distress valuke housing land and real estate

under collateral security.

No licensed institution shall be allowed to advatwan in real estate motaan 25
percent of the total loan and in real estate astleatial housindoth more than 10

percent of the total loan.

The loans under this head shall have to be brotagtite following limitswithin the

following time-limit;

Particular 2068 End of Asadh 2070 End of Asadh
Real Estate Loan
Real State & ) )
0, 0,
Residential Not exceeding 20% Not exceeding 25%

of the total loans of the total loans

Housing Loan

Shopping Complex

Other Real Estate
Loan

Not exceeding 159
of the total loans

(=)

Not exceeding 109
of the total loans

(=)

Total

Not exceeding 309
of the total loans

(=)

Not exceeding 259
of the total loans

(=)
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2.2.3 Concept of Management

“The word Management is widely used in various araad time periods. Human
needs are unlimited, so limited resource shouldtnteese need. To meet the
unlimited needs from limited resources, managemsnvery essential. Without
management people, organization and governmentriakdey cannot meet their
objectives. Therefore, everyone has different apigiabout the term management.
Management has been defined in several meaningsndmg on their needs, context
and purpose.Therefore,there is no universally aedegefinition of management .It is
also very difficult and practically impossible tavg single definition covering all
aspects of management because it is concernechwittan beings. Their behaviors

are highly uncertain and unpredictable.”

The concept of management is the simplest and tist pragmatic. It highlights the
universal nature of management .However, it do¢sake into account the social and
human aspects of management. Management involw#isigus deployment of
resources for the achievement of certain goals.dtcreative process. In this process,

ideas, things and people are vital inputs.

2.2.3.1 Function of Management

There is no universally acceptable list of managerfenctions. Luther Cullick gives
keyword POSDCORB that stands for Planning, Orgagizbtaffing, Directing, Co-
ordination, reporting and Budgeting. George R Tedgscribed management
functions as planning, organizing, actuating andtr@diing. Knootz and O’ Donnell
have given very convenient classification of mamaget functions which are explain

below;

[. Planning

Planning makes deciding in advance what to do, wbelo it, how to do it, and who

is to do it. It is based on scientific estimatefutiire. There is a saying, “look before
you leap”. So, planning is thinking before doing. hielps to face the risk and

uncertainty in the future. This planning is lookialgead and program for the future. It
bridges the gap between where we are and whereamé tav go. It involves choices

of best alternatives through decision making. dludes formulation of objectives as

well as the strategies, policies, programmers etc.
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[I. Organizing
Organizing means bringing together men, money, magge machine and things or

services properly to execute the plans. Structtirelationship among the employees
is created, which ensures authority-responsibii@lationship. Proper organization
plays very important role to increase productity avoiding duplication of efforts,

friction among employees, and delays in operations.

lll. Staffing
Staffing means the function of managing and alspkey people at the position need
in the organization structure. The process of istgfénsures right man for the right
job in the right time. It is very important and dkaging function of management.
Employees play very important role for the succes®rganization. It consists of
following activities;

* Manpower Planning

* Recruit, Selection and Placement

* Training and development employee remuneration

» Appraisal, Promotion , Transfer, Discharge, Reteam

I\V. Directing

Directing means influencing, guiding and motivatitige sub-ordinates for the

achievement of organizational goals. It is alsovikmoas management in action
because it sets enterprise into motion just liketwdectric power does to a bulb .It
involves working with people directly. Without dateng, management cannot get the

things done through and with other people be

V. Communication
Communication means exchange of news, views, ideaBngs, problems, solution

etc between persons and departments. Directingnossible without effective

system of communication .A manager issues ordes$ruictions to the subordinates

and receives reports of jobs by means of commuaitat
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VI. Leadership
Leadership means the process of influencing petpfellowing the achievement of
common goals. The person is as a leader, who gaiténfluences the behavior and

performance of sub-ordinates to achieve organizatigoal.

VII. Motivation

It is the process to inspire sub-ordinates to wedficiently and effectively to achieve
the goal of organization. Motivation may be postsuch as rewards, promotion etc.
and negative such as, threats, punishment etctiRosiotivation is desirable in an

organization.

VIIl.  Controlling

Controlling means the process of ensuring the thing accordance with
predetermined plans. Controlling keeps the orgaisizaon the right track. So,
controlling is the process of measuring accruallltesvith some standards, finding

reasons of deviations and taking corrective actibere necessary.

2.2.4 Concept of Earning Capacity

Profit earning capacity is also called profitalilif the organization. Profit earning is

a measure of efficiency and the search for it mlesian incentive to achieve

efficiency. Profit earning ability also indicateslpic acceptance of the product and
shows that the firm can produce competitively. Mwex, profits provide the money

for repaying the debt incurred to finance the prbpnd the resources for the internal
financing of expansion. The earning of a firm cannbeasured by its earnings ratios.
In other words, the earnings ratios are designqatdeide answers to questions such
as below:

(a) Is the profit earned by the firm adequate?

(b) What rate of return does it represent?

(c)What is the rate of profit for various divisioasd segments of the firm?

(d) What is the earning per share?

(e) What amount was paid in dividends?

() What is the rate of return to equity —holders?
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Profit earnings ratio indicates the degree of ssda achieving desired profit. It
furnishes answers to how efficiently the bank isngemanaged. Although profit
earnings ratio mainly studies the earning powethefbank, it depicts almost entire
performance of the bank.

Commercial banks are established to earn profith®\it profit, they cannot survive
for the long period of time. All the stakeholdefstlte bank put pressure on the bank
management to earn profit for their own sake. Withprofit these stakeholders
cannot be satisfied and without them bank cannst®xSo, bank wants to invest all

of its funds in those sectors which ensure higatirn.

2.2.4.1 Principle of Profitability / Earning

Commercial banks are the profit-oriented businegarzation. They are established
by issue of shares to general public, who purclshsee to earn profit in terms of
dividend. Therefore, earning should be the cardmgciple for making investment.

According to principle of profit earning, banks sk invest their funds in such

sectors, which ensures higher rate of return. Baokt earn sufficient profit to meet
all expenses for daily administration, expansiod growth as well as payment of
dividend to shareholders. That is why; it shouldest in profitable sectors, which

assure a fair and stable return on the funds iadest

Bank can either invest their funds in securitieadvance loans to productive sectors
to generate profit. The earning capacity of se@siand share depends upon the
interest rate, the dividend rate, and the tax bendiey carry. It is largely, the

government securities that carry the exemptioraxés. The bank should invest more
in such tax —free securities. New companies alsty tax exemption. This is because

shares of new companies are not considered agmsattments.

In loan sectors, bank should grant loans to thestoss generating high rate of return.
Still they cannot neglect the risk and liquidityctars. Higher return involves higher
risk, thus, there should be a proper check andnbaldetween risk and return for
investment. Bank should select the loan proposabribbg high return with

proportionately low risk.
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2.2.5 Concept of Liquidity

Liquidity means allocation of funds in close retatito their respective source.
Liquidity is the status and part of the assets Wwiuan be used to meet the obligation.
Liquidity can be viewed in term of liquidity stone the balance sheet and in terms of
liquidity available through purchase funds. Therdegof liquidity depend upon the
relationship between cash assets plus those ashats can be quickly turned into
cash and the liability awaiting payment .Generglig definition of liquidity can’t be
found in the same way , in the countries of whotelek Because .it is known .as
much as the development of the monetary sector gidae or the use of monetary
devices increases, so much the definition of itsge®ler. Liquidity means the whole

money stock of money.

Liquidity is the availability of cash in the amouahd at the time needed at a
reasonable cost. One of the most important tastedféy the management of any
bank is insuring adequate liquidity. A bank is ddesed to be liquid if it has ready
access to immediately spend able funds at reasmeabt of precisely the time those
funds are needed. This suggests that a liquid legthler has the right amount of
immediately spend able funds on hand when theyegaired or can quickly raise

liquid funds by borrowing or by selling assets.

The liquidity position of a firm would be satisfacy if it is able to meet its current
obligations when they become due. A firm can bd saihave the ability to meet its
shortly- term liabilities if it has sufficiently duids funds to pay the interest on its
short-maturing debt usually within a year as wslt@repay the principal. This ability
is reflected UN the liquidity ratios of a firm. THeyuidity ratios are particularly

useful in credit analysis by banks and other sepplof short-term loans.

2.2.5.1 Criterion for Measuring Bank Liquidity

It is very important to study criteria for measigribank liquidity. The bank liquidity

is the most important aspect of a bank. If theldess bank liquidity, the bank can't be
run. If there is much liquidity, the bank shouldabegyreat loss economically. Both
high liquidity and low liquidity are not good oméor the bank. The bank should be
able to keep the liquidity in balance. This is velfficult task. However the bank

liquidity can be measured by the following criterjo
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1. Deposit Investment Ratio

Liquidity can be measured by the deposit investmatih. The depositors deposit the
cash in the current, saving and fixed accounts.bEmk receives the most liquidity as
deposit. The bank invests the capital collectednogh profit from it, the bank can
get a lot of amount from the depositors and takiigher interest from the place it
invested. And the bank doesn't invest all the casHoan. Apart from the deposit
invested, the bank also has other cash. Thus ttegi@rof liquidity can be found from
it.

2. Investment in Assets

The criteria of measuring liquidity in a bank, deg@e on the type if asset which the
bank has made investment. The bank doesn’'t waskestack received from different

source of capital. The bank can invest the mortegpssesses in different types of
assets. In such condition, the bank has low ligquidecause the investment made in
such nature of assets need much cash. And thedaamk income very low from such

nature of assets. But in contrast to it, if thekhas invested in the share of various
companies, the investment in government securdmes$ treasury bills and in the

debentures of different business instruction, danpkdity is abundant.

3. Cash Reserve Ratio

The cash reserve ratio too can be taken as cribdénmeasuring bank liquidity. The
commercial bank should maintain the cash reseme aa fixed by the central bank
by opening an account in central bank and alsoldhuaintain the statutory liquidity
ratio, in its own treasury. It changes from timetitne. Thus, bank liquidity can be

measured from this too. Most of liquidity 10 to 2@¥%dotal deposit maintaining.

4. Profitability

The bank should be able to earn income from theumedf investment because if is
a legal person. The objective of the bank is infeaswith the concept of gaining

profit. The bank should invest its money to gaie profit. The bank can incest in
various ways .A great deal of cash is deposited bank from different accounts as
deposit. The bank invests as loan, the cash fuddtsn cash collected from various
other sources. In addition to it, the bank spraedsvestments in various profitable

sectors. The bank provides various banking servioe#ts customers. The bank
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becomes successful if it generates income from sillicimvestments and functions.
But the bank certainly provides little interestth® account holders who deposit the
money in the bank. Thus, the liquidity can be gaddsom the profit of which a bank
has gained.

5.Investment in Loan

The bank distributes loans in different sectorse Hource of loan investment is
important for the various sources of income of blaek .1t is an important to know
what sort of loan and how much loans the bank dissibuted, while the bank
distributes the loan . If the bank is intensifiedhwthe concept of gaining profit, the
bank flows loans on a long term and midterm bdsis.has paid its attention to the
safety, it invests in short term loan. If a greahldof amount is investment too can be

the criteria of measuring the liquidity.

6. Structure of Bank

The organizational structure of a bank too givescafation of bank liquidity. If the

structure of the bank is in single nature, ther@igher liquidity in the bank. If the

banks have many branches, liquidity is lower beedhs liquidity remains scattered
in different branches and sub-branches. In this,wag bank liquidity can be found

out from the organization structure of a bank.

7. Position of Business

If the business environment of the bank is goodnthquidity remains low. On the
contrary, if the business environment is not gdeehtliquidity remains high in the
bank. In this way, the position of the business lmanthe medium to guess the criteria

of measuring liquidity.

2.3 Review of NRB'’s (Central Bank) Directives;

Nepal Rastra Bank (NRB) is the central bank, wthiels a responsibility of making
fiscal policy, monetary policy, and rules regardihg commercials banks to maintain
the sustainable economic growth of the nation. %4, tit formulate the policy, and
rules time to time according to domestic and irdéomal economic and social

environment. to mobilize the banks deposit in défe sectors of thee different parts
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of the nation and to prevent them from the finanpmblem, Nepal Rastra Bank

makes various rules and regulation in term of epitnd, cash reserve requirement
provision for priority sector , loan loss provisicend interest spread etc. A
commercial bank are directly related to the faat ttow much fund must be collected
as paid up capital while being established at tareplace of the nation, how much
fund is needed to expand the branch and countews ntuch ,flexible and helpful the

NRB rules are also important . Here we discuss ¢hbse, which are related to

investment function, some rules and regulation.

1.Provision for Credit to the Priority Sector

NRB requires commercial banks to extend loan andrcks at least 12% of their
total outstanding credit to the priority sector.n@oercial bank’s credit it the deprived
sector is also a part of priority sector credit. d&n priority sector, credit to
agriculture, credit to the cottage and small indestand credit to service are counted.
Commercial bank’s loan to the cooperative instticensed by the NRB is also to
be computed as the priority sector credit. But ediog to NRB’s directives in fiscal
rear 2002/03, commercial banks are required tosintteeir capital to the priority

sector are as below:

2. Provision for Investment in the Deprived Sector

To enhance the living standard of deprived se®&B has formulated some rules,
which affect areas of credit and investment of caruial banks. According to the
provision with affect from F.Y. 1998/99, investmeémtshare of the rural development
bank investment in rural area for employment incoswmirces, credit to the
cooperative institution, NGO, and small agricultuwaoperative institution which are
registered and operating under NRB are countehagléprived sector lending. In
this provision , Nepal Bank Ltd .(NBL), Rastriyamga Bank (RBB), NABIL bank
[td.(NABIL), Standard Chartered Bank Ltd.(SCBNL)gepal Investment Bank Itd
.(NIBL) are required to invest 3% , Himalaya Bantd L(HBL), Nepal SBI bank
ltd.(NSBI) ,Nepal Bangladesh Bank Ltd.(NBBL), EvsreBank Ltd.(EBL), are
required to invest 2% , Bank Of Katmandu (BOK)reguired to investment 1.75% ,
Nepal Credit And Commerce bank Ltd(NCC)L is regdito invest 0.75% , which
new commercial bank are required to invest 0.25%eif total loan and advances to

the deprived sector.
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3. Provision for the Single Borrower Credit Limit

With the objective of minimizing the risk of oveorcentration of bank loans to a few
big borrowers and also to increase the access alf armd middle size borrower to the
bank loans, NRB directed commercial banks to seu@er limit on the amount of
loans financed to an individual , firm, companygooup of companies. According to
this, commercial banks are required not to exchedingle borrower limit of 25% in
the case of fund — based credit and 50% in the rasegund based credit of core

capital.

4. Regarding Capital Fund

The commercial bank under operation and havingdapital base have been directed
to raise their capital funds at a minimum levelR$. 500 million by the end of
F.Y2000/01 . The latest directive of NRB is thatneoercial bank which are going to
be opened, required Rs. 1 billion paid up capitdNepal. This rule is effective from
F.Y. 2000/03. Commercial banks are not allowedistribute the dividends until the

minimum capital are maintained.

5. Provision for Cash Reserve Requirement Ratio(CRR)

The cash reserve requirement is the most impottaobntrol the commercial banks
credit. This ratio is not only the means of cremtintrol but influence the investment
portfolio of the commercial banks. How much shoble kept in NRB and what
amount of cash are to be deposits is determinddRiy. Cash reserve ratio has been

changed again and again by the central bank (NRB).

6. Loan and Loan Loss Provision (LLP)

Loan loss provision is the accumulated amount odfthat is proved as a safeguard
to cover possible losses upon classification ¢f inberited by individual loans. There
is risk inherent in every loan. Hence, provisionmade as cushion against possible
losses and to reflect the true picture of the baualsset. There is practice of showing
net loan (total loans- loan loss provision) in fingl statements. The amount required
for provisioning depends upon the level of non-pering asset and their quality.
High amount of provision is an indication of thenk& credit portfolio needs serious

attention. One percent provision of total creditais ideal position as it is the
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minimum requirement for all good loans. In Nepal ,126%, 50% and 100%

provision are made for pass, substandard, doulbtinl and losses respectively.

7. Interest Spread Rate

Since commercial banks where free to interest sprate they could not success to
achieve the expected result by the NRB (CentralkBe#nNepal). That's why NRB
imposed the rules to maintain 5% interest sprete] véhich was being effected from
F.Y.2011/12. In the new provision interest spresté should be flexible between 5%.
NRB had cancelled the provision of interest spme&el of commercial banks from the
F.Y. 2002/03. So that commercial banks were becivaeeto implement the interest
spread rate regulation from fiscal year 2002/03 anols.

With regarding to the interest to be paid for tlepakits and interest to be charged for

loans and advances by the licensed institutions.

a. Provisions Relating to Interest Rates:-The "A", "B" and "C" Class licensed
institutions shall be free to fix interest rates fuoth deposits and lending,

including fixation of types of interest and procesiion their own.

b. Prohibition for Fixing Flat Rate of Interest:- The licensed institutions other
than "D" Class institutions shall not be allowedfitoflat interest rates on the

loan and advances.

c. Interest Rate to be approved:-Licensed institutions shall implement the
interest rates for deposits and lending, procedtoesalculation of interest,
penal interest, commission and service charges aiftgr approval. The
institutions may increase the interest rate forodép up to a point of 0.5
percent over the published rates, but in casetefest rate on lending it should
not be higher than published rate. Provided that;

1. Interest rate may be fixed on the agreement betvibeerk or financial
institution and customer in the case of perpetuatifor in case of deposit
having the maturity period of more than five years.

2. No provision of published interest rate shall bgl@able in case of the

institutional deposit to be collected on the basisidding.
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d. Submission of Return on Interest Rate:-The licensed institutions shall
compulsorily furnish the statements of interesesatin deposits and lending to
Banks and Financial Institutions Regulation Deparitnand the concerned
Supervision Department of this Bank within severysdaf the end of each
quarter. Moreover, the licensed institutions skslbmit all provisions and
procedures relating to interest rates accordinGlémse 3 above at the time of

beginning of the implementation and changes maeleth within seven days.

e. Interest Rates to be published:-The national level "A", "B", and "C" Class
licensed institutions shall publish the particulacsording to Clause 4 above at
the time of each amendment made initlterest rates on deposit and lending in
national daily newspaper$he regional/ district level institutions shall psh
the particulars of changes in the requirement aualbhe minimum level of
balance to be maintained in the regional/distrastel newspapers?rovided
that the "D" Class institutions may publish theesaputting the information on
its notice board.

f. Provisions of recording interest income:-The interest accruals on loan and
advances shall be recognized as income on cask bayy. The interest
accrued but not realized in cash shall be recognirethe year of cash
realization and the account shall be reconciledmicgly. Interest receivable
for a period shall be debited to "interest recei@atccount” and credit to

"interest suspense account".

g. Provisions relating to providing interest:- In situation where interest on
credit/lending by banks and financial institutioms aquarterly basis, interest
shall be credited to the savings account of depissiat least orevery 3/3
months basis. Interest to be provided to deposs#tbadl be provided at least on
average deposit balance of week, month, quartethar duration on the basis
of which the interest has to be calculated accgrdim the policy of the

concerned bank and financial institution to provitderest on deposit liability.

(Note:"Average deposit balance"” means the average oy diking balance to be

maintained after the end of daily transaction. (Example, the procedures according
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to which licensed banks and financial institutiars® to have calculated interest on
the remaining amount of credit and lending, the essgmocedures shall be applied in

the calculation of the interest.)

2.4 Review of Related Studies

“Nepal’s financial sector has attained ascertaell®f complexity in that are just the
beginning years of twenty —first century. Financsaictor in general and banking
sector in particular has been flipped with liquydin the last few years owing to the
high level of deposits from remittances — despistonically low rates and lack of
demand from genuine credit in the market . thehmaaming financial sector and
phenomenal growth in stock market ,however, do hate a strong positive
correlation vis-a-vis feedback effect , as in commatsewhere around the world ,
with economic growth ,thereby casting doubts on ¢ffeciency of the financial
instrument , Nepali policymakers will have to tak@&to account such

interrelationships while further expanding finahaector.

Within the structure of established liberal and rop®licy regime, it is difficult to

control the number of banks and financial instdn§ springing up in urban centers
across the country. however ,people’s expectatiorestablishing new banks and
financial institution does not seem to be linkedhweconomic viability and financial

institution even while the promoters self —finameakes people even more surprised.
The takeover by the regulator in case of misuderuds by promoter groups amounts
to doing virtually nothing to punish the wrongdgesho could otherwise have been

made to walk a straight path with strict measurglate.

Since, the interest rates in Indian financial magdee higher, it is but natural for the
capital to flow into India from Nepal .there in denying the fact that investing in
Nepal even by borrowing from the Nepali banks affeigher returns than investing
in Nepal itself, it is however a matter of concdéon those who easily offer easy
personal /corporate accessibility for investmeningia and other markets. Similarly
it is obvious that big fishes in Nepali financmarket have been opportune enough to
put money into not only the Indian market but thicduntries with structural
loopholes”(Weston and Thomas,1992: 156).
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Narayan Prasad Poudle have said that , the uks#re inancial statement of a bank
need relevant , reliable and comparable informaticth assists them in evaluating
the financial position and performance of the bankl which is useful to them in
making economic decisions, Bank regulating bodisgpck analysis banks,
shareholders, directors and government have nekdifferent users of financial
statements ,the purpose of the analysis of finbstaéements depends on the needs of
the user. The bank regulators seek to analyzearnhadial statements from safety and
stability point of view and thereby protecting theonomic interest of depositor and
general public whereas the bank analyses from Bblalkers point of view (Poudel,
2008: 156).

Manohar Krishna Shrestha, in his article,” comnadrcbanks comparative

performance evaluation “concludes that JVBs are, ragerationally more efficient,

having superior performance comprisals with locahks .Better performance of
JVBs is due to their performance comprisals wittaldanks. Better performance of
JVBs is due to their sophisticated technology, modenking method, and skill.

Their better performance is also due to the govenit® branching policy is rural

areas and financing pees. Local banks are effigremtiral sector. Despite having
number of deficiencies, local banks have to facewgrg constraints of JVBs

commanding significant banking business of othecspm (Shrestha M.K, 2047).

Mr. Himalaya Shamsher JBR, in his interview to Biesis age said that in short they
have threats, all the banks are operating effityiegmid earning a lot of money and
paying handsome dividends to shareholders. Heheeprice of their share has gone
up in near future .in near future it depends onceeand security situation in the
country. If the situation doesn’t improve in thexh&wvo or three years, then only the
top layer bank will survive while the other bankdaimance companies will find it

very hard.
2.5 Review of Thesis

Khim Kumari Kutal (2007) had conducted a research entitt€tAMEL Study on
joint Venture Banks with Special Reference to SSBBIL and HBL with the
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objective to analyze the financial strength andkmeas of these banks concludes the
findings such as;
 Employee’s job satisfaction reflects efficiency servicing which is found
very well in average for each bank.
* Awareness program conducted by SCB which scoreekigivhereas, NABIL
score seventy two percent and HBL score sixty gigntent stands in second
and their position respectively.

Bipul Devkota in (2008) had conducted a research entitled “Comparative $WO
Analysis of Nepalese Commercial Joint Venture Bahksith reference to SCB,
NABIL and HBL with the objective to evaluate thengparative financial strengths
and weakness of these banks concludes the findictgas;

» The investment of all these JVBs is found to beermrless volatile.

* HBL has been seen to adopt the aggressive lenadingymuring the period.

* Financial indicators like EPS, DPS and Book Valee share of SCB is found
in the better position as compared to that of NARBIhd HBL.With the
analysis and evaluation of various statistical gpdle recommended these
JVBs to assess the risk assess portfolio cautiobsfgre accepting higher
volume of deposits. Moreover, he also suggested INABd HBL to evaluate
the financials of their borrowers in a more praditi way thereby, identifying

possibilities of risks prior granting the loan.

Makar Bahadur Tamang (2009) had conducted a research entitfnancial
Performance Analysis of Commercial Banks of Nepalh reference to NIB and
NABIL, with the objective to measure the operatiefficiency ,stability and
profitability of these banks concludes the findasy;

» The liquidity position pf NIB is better than thatNABIL.

* NABIL has utilized more debt than NIB.

» The profitability ratio of NABIL is better than thaf NIB in terms of ROA

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

* There is positive correlation between total deld aet profit for both the

banks.
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On the basis of his findings, he recommended tbtt the banks should review their
overall capital structure and investment portfola make better mix in capital
structure. Moreover, he also suggested that baghbénks should also give due

consideration in improving their liquidity position

Binod Kunwar (2010) had conducted a research entitleBWOT Analysis of
Nepalese Joint Venture Commercial Banks with refsge¢o NABIL,HBL and SCB
with the objective to spot ,examine and asseséinhacial strength and weakness of
these banks concludes the findings such as;

* The total deposit trend of NABIL explains that deposit is declining each
rear. The loan and deposits trend of HBL shows ttatrend line almost fits
with the actual total deposits which have beengasing each year.

* The investments of all these joint venture banlksfaund to be more or less
volatile. The loans and advances of HBL have alwhgen greater as
compared to SVB and NABIL during the period undealgsis.

* On the basis of analysis and evaluation of varifiigncial and statistical
tools, he suggested that NABIL and HBL to evaludie financials of their
borrowers in a more proficient way thereby, idemti§ possibilities of risks
prior granting the loans.

* SCB should try to increase its credit portfolio &yploring the productive

sectors.

Kamal Bahadur Chand (2011) had conducted a research entitled “Financial
performance analysis (CAMEL —Test) of selected cemumal banks NABIL,NIBL
and SCBL.” With the objective of analysis capitaleguacy requirement, assets
guality, Management quality, earning ability, Lidily of these banks concludes the
findings such as;

* CAR percentage of all selected banks found highan tNRB requirement
except NIBL's for the year 2003. In overall studHB._ ranked in first
position and NABIL in 2% position.

* In analysis of assets quality, the study found tatt NABIL lies in first
position with 1.32% NPL where as SVBL lies in setavith2.68% and NIBL

in third position.
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* In the analysis of earning components like EPS,\MASratio and profit after
tax, the study found out that SVBL score highesitomn for the components
EPS,MPSand profit after tax. Similarly NIBL scoresf position for P/E
Ratio.

* In analysis of liquidity , the study found out tt@RR% of NIBL is found in
lead position throughout studies years while NABlhd SCBL is found
inconsistent to maintain CRR .

Mahandra Mandal (2012) had conducted a research entitled “Comparative
financial performance appraisal of joint venturenksa “has studied mainly three
banks i.e. NABIL, SCBNL and NIBL. His main finding that both SCBNL and
NABIL have mobilized the debt funds in proper way generating more return but
NIBL couldn’t do as good as NABIL and SCBNL. He rasommended enhancing
banking facilities in rural areas by encouragingabrentrepreneurs’ development
programmers, to play merchant banking role, to mhmsbithe deposit funds in

productive sectors and to grant more priority @ ltttal manpower.

2.6 Research Gap

They have analyze and presented the study on #ie dlasecondary data i.e. from the
Annual Report of the banks. the most interestingntpof that most of the in
formations supplied and analyzed by them are ayreadhe annual report of the
respective banks . if we see the annual repotiseifrespective banks , then we can
find nothing new in their study apart from theietinetical review. In today’s context,
mostly all the banks have prepared their annuartep such a way that most of the
ratios are calculated and mentioned as financditators. But here, any of my word
does not mean that my study is superior than thdlysnade by previous researchers.
Moreover, | am also not criticizing previous stidi&ach study has their own value
and perception. | just mean, | have tried my bestanduct this study to give some
new perception in this topic by providing some m@mninformation through personal
observations and perception. In this study, | hevalyzed the management quality of
selected banks. in the previous studies manageqgueatity is not analyzed ,might be
because it is the internal matter of that orgaremaflo analyze management quality |

have use Management Efficiency Ratio as financralysis tool and ranking of
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selected banks on the basis of customer handlirey aasjective analysis tool. And

also | have used more financial indicator that Hratalready listed in annual report of
the concerned bank and also done trend analysasdtysis their past, present and
future move. The previous studies conducted byewsfit researchers have basically

focused on the secondary sources.
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CHAPTERK-III
RESEARCH METHODOLOGY

3.1 Introduction

Research is to find out to gain knowledge aboutheanpmenon. Here, rmeans
repeatedly or again and again, search says totigass or to find. Thus, combine
researching repeatedly is called research, whidiudies searching new facts,
knowledge, principles and theories in scientificyviakewise; research needs various

methodologies, tools, techniques etc.

Methodology is the research method used to test higpothesis. Research
methodology is a systematic way to solve the rebe@roblems. It describes the
methods and process applied in the entire aspéth® study. It refers to the various
sequential steps (along with a rational of eacp)di® be adopted by a researcher in

studying a problem with certain objectives in view.

Thus the overall approach to the research is ptedan this chapter. This chapter
contains the research design, population and sasigde sample selection procedure,

data collection procedure, data processing, useotd and techniques etc.

3.2 Research Design

A research design is the arrangement of conditionsollection and analysis of data
that aim to combine relevance to the research perpath economy in procedure.
Research design is the plan, structure and stratemgyestigation conceived so as to
obtain answers to research questions and to olgeofi this study.To achieve the
objective of this study, descriptive and analytiedearch design has been used. It is
the process which gives us an appropriate way dachregesearch goal. It includes
definite procedures and techniques which guideuificeent way for analyzing and
evaluating the study. This study is carried out using both quantitative and
gualitative analysis methods. Mostly, secondary dets been used for analysis, but
the discussion and personal interview with the eomed employees of the selected
bank is also used for qualitative analysis. Henesgarch design of this study is based

on descriptive and analytical method.
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3.3 Population and Sample

There are 31 commercial banks in Nepal accordingNRB. Out of these, three
commercial banks are selecte to analyze finincdlopeance. The annual financial
report is the population of the study. It is qudifficult to adopt the whole population
in this study, samples of the 5 years financialestents are take for the study.The
samples of the study comprise financial ststenteignce sheet and profit & loss a/c
of Standard Chartered bank limited, Nepal Investniemk limited and Nabil Bank

limited.

3.4 Nature and Source of Data

For the purpose of this study, data are collectathiy from the secondary source.
The secondary data are based on the second hamthation. Secondary data were
gathered much more quickly than primary. Secondswyrce are bulletins and
newspapers of selected banks, annual reportsjabfiocument, reference material
collected from library. The data published in thehaal reports of the respected
banks, various journal, periodicals and reportsliphbd by central bank and the
article, books and news published in the respectwijects shall be taken into
consideration. So any mistakes and misrepresentatilb affect the outcome of the

study. Thus it is assumed that all of data he@éncorrect and accurate.

3.5 Data Collection Techniques

The study is mainly based on secondary data. Tleatohecessary data, published
materials are viewed in various spots. Books ofdifferent authors, unpublished
thesis reports, journals, magazines, Internet wigs,sAGM reports of commercial

banks, bulletins published by NRB are major sourmkethe data. To collect these
secondary data, the researchers visited campuslilof Nepal Commerce Campus
including online library, TU central library, SEB®/library and NRB library.

Different web sites were searched to collect nesgsaformation for the study.
3.6 Data Analysis Tool

The data collected from different sources are brsystematically as necessary.

Only useful and related data are grouped as peat okthe research work. Data are
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presented in appropriate forms of tables; grapkisciiarts for analysis of appropriate

mathematical, financial as well as statistical $cmle used. Some of them are:

3.6.1 Financial Tools

For proper financial analysis of data ratio analysithe best tool. It is very simple
analyzing tools under which ratios are taken torese the relation between two or
more data. Through ratio analysis we can estalbhshrelationship among the data
and research into conclusion. Under ratio analfgdiswing ratio related to bank are

analyzed.

1) Capital adequacy requirement ratio.(CAR)

The term used to describe or measure of a bangltacéund. It is expressed as a
percentage of a bank's risk weighted credit exmssu€apital adequacy ratio is
calculated on the basis of core capital supplemgrdapital and total risk weighted

assets of the bank. This ratio is used to proteppsitors and promote the stability
and efficiency of financial system around the waldl to examine adequacy of the
total capital fund and core capital, which is yetdoy the following formulas:

Totgl caplt.alfund 100
Totalrisk weigh assets

CAR=

Where,

Total capital fund = Core capital + supplementargpital

Total risk weighted assets = On balance Sheet Risighted Item + Off Balance
Sheet Item.

2) Core Capital Ratio (CCR)

Core capital is the capital of owners which is ns¢d for specific purpose. More core
capital fund indicates more owners’ fund beingizeidl by the bank. CCR can be
computed as follows:

thalcorgcapltal 100
Totalrisk weighedassets

3) Non-performing loan to ratio(NPL)
This ratio is used for find out the portion of nperforming loan is the portfolio of

total loan and advances. Higher ratio shows thak lbeas bad quality of assets in the
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form of loan and advances. Hence, lower ratio égired. There is no fixed ratio to
be maintained but as per international standarg 5% is allowed. It is calculated as
follows;

Non PerformingLoan
Total Loananc Advance

NPL ratio = x100%

4) Loan Loss Provision ratio(LLP)

Loan loss provision signifies the cushion againstife contingencies created by the
default of the borrowers in the payment of loand ansures the continued solvency
of the banks. Since low ratio reflects the goodliguaf assets in the volume of total
loan and advances, low ratio is preferred. It iathe how efficiently it manages loan
and advances and makes efforts to cope with preldaah loss, since, high provision
has to be made for non-performing loans, higheo iatplies, higher portion of NPL
in the total loan portfolio. It is calculated asldavs;

. . LoanLossProvision
Loan loss provision ratio = x10%%

Total Loan& Advance

5) Management Efficiency Ratio

In effective management environment employees laeentost valuable assets of
organization because they are the one who conther esources. The training and
other opportunities for growth motivate employees perform better. Thus by
calculating the contribution of each employee inkhananagement efficiency can be
judged. The management efficiency of any bank @eadiculated using the formula
givenbelow;

Management Efficiency RatiC‘I;otal Net Profit afterTax
Total No.of Staff

6) Earning Per Share (EPS)

It measures the profit available to the equity shalders as per share basis, i.e., the
amount that they can get on each share held. kr etbrds, this ratio measures the
earnings available to equity shareholders on &lpare basis. It is calculated as:

Earning per share (EP S)N_etProfltAfterTax

Total No.of Shart
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7) Return On Assets (ROA)

Every financial institute has their own assets &@A shows the productivity of
these assets. It measure how efficiently the asasetsutilized in the financial
organization. This ratio judges the effectiven@sgding the total fund supplied by the
owners and creditors. Higher ratio shows the highmrn on the assets used in bank
thereby indicating effective use of the resourceailable and vice-versa. It is

calculated in terms of relationship between nefipand assets.

Net profit after tax_
Total Asset:

Return on Assets (ROA) 100

8) Price Earnings ratio (P/E ratio)

Price earnings ratio relates the price currentlig iy the market for each rupee of
currently reported earnings per share .it is cated by dividing the market price per
share by earning per share .it can be calculatbelasy;

P/E raticl\ﬁarket!orlcePerShare
EarningPerShare

9) Cash Reserve Ratio(CRR):

According to NRB directives all commercial banke aequired to maintain 5% of
their deposits as CRR in their ‘NOSTRO’ accountsntaned with NRB. NRB has

issued this guideline to the bank to ensure thatkank maintain their adequate
liquidity. NRB has prescribed this mandatory regmient because all commercial

bank can face unexpected liquidity risk. It is cédted as:

NRB Balance(LYC) x100
Liquidity deposit- Margin Deposits

Cash Reserve Rato

10) Investment in Government Securities Ratio

Government security is a risk free security. Thelkisainstead of keeping their funds
idle invest in various government securities susfgeasury bill and Bonds that are
liquid in nature as they are easily convertibl@inash anytime. This ratio measures

how much of the total deposit is utilized in inuvegtin government securities;
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) ” .Totallnvestmenin Gov.Secuties
Investment in Gov. Securities Ratio -
TotalDeposit

11) Cash and Bank Balance Ratio (C&B Ratio):

The bank must be able to meet its immediate oldtigadf customers. Cash & bank
balance ratio shows the percent of deposit maiathas liquid assets. A higher ratio
represents a greater ability to meet any unexpatgathnd made by the customers. If
the bank cannot deep adequate amount of depossanhot operate its daily
transaction. But maintaining very high ratio alsdicates the losses of opportunity
cost. So the bank should manage C&B ratio properly.

It is calculated as:

Cash and Bank Balance Rag0a§hand8ank8alancex 100

Total Deposit

3.6.2 Statistical Tools

[. Arithmetic Mean (Y)

Arithmetic Mean or Simply a ‘mean’ of a set of obs#ion is the sum of the entire
observation dividend by the number of observatibis .also know as the arithmetic
average. It is the sum of total value of dividenydnmmber of value .1t is calculated

as;

Where,
Xi = Value of Variable i

N = Number of Iltems

II. Standard Deviation (d)

Standard Deviation is defined as the positive sgjuant of the mean of the square of
the deviations taken from the arithmetic mean. Jla@dard Deviation is the absolute
in other measure of dispersion are removed. itaid $0 be the best measure of
dispersion as it satisfies most of the requisitea good measure of dispersion .it is
calculated as;

D (X = X)?

Standard Deviationd) = .
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lll. Coefficient of Variation (CV)
The coefficient of dispersion based on standardatiem multiply by 100 is known as

the coefficient of variation (CV). It is independeof unit. So, two distributions can
bitterly be compared with the help of C.V for theariability .Less the C.V more will
be the uniformity, consistency and more than C.8slavill be the uniformity,

consistency. It is calculated as;
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CHAPTER-IV
DATA PRESENTATION AND ANALYSIS

This part of the chapter deals with the analysisatfiected data and presentation and
the result obtained from the analysis. This studi e focused on the comparative
financial performances of these three banks (SCBNABIL and NIBL) with the
help of their annual reports of the FY 2007/08 ¥ 2011/12 to perform its CAMEL

analysis through ratio analysis and also using anyndata for primary analysis.

4.1 Presentation and Analysis of Secondary Data

4.1.1 Analysis of Capital Adequacy

Table: 4.1
Capital Adequacy Requirement Ratio (CAR)
SCBNL NABIL NIBL

Year CAR Diff |Rank |CAR |Diff Rank [CAR Diff Rank

2007/08 | 16.06 | 5.0 1 12.44| 1.44 | ¥ 11.58 | 058 | %

2008/09 | 14.93| 3.93 "1 |1231] 131 | Z 11.97 | 098 | %
2009/10 | 15.71| 4710 1 [12.04| 1.04 | B 12.17 | 117 | 2
2010/11 | 14.00| 3 | °1 11.10| 0.10 | 3 11.28 | 028 | 2
2011/12 | 14.70| 3.70 "1 [10.70| 0.70 | % 11.24 | 024 | %

Average | 15.08 11.72 12.61

Source; Annex-1
The above table 4.1 shows the CAR ratio of CBs frgemr 2007/08 to 2011/12,

different of CAR from NRB’S standard ratio i.e. 11%anking of CBs in term of
highest CAR and average CAR.
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Figure: 4.1
Capital Adequacy Requirement Ratio (CAR)
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From Figure 4.1 shows the ray diagram of CAR’sdrehCB'’s.

From above table we come to know that all three 88 CAR above the NRB’s
standard i.e. 11%. SCBNL is rank first every timbere as NABIL bank ranked'®
for 2007/08 to 2008/09 and NIBL"2for 2009/10 to 2011/12. This explains that in
comparison to two banks NABIL and NIBL, SCBNL haghdegree of strength of

capital sufficiency.

In fact, SCBNL has the highest percent of Averagd&k®f 15.08% whereas NABIL

has the lowest one of 11.72%. Since higher CARcatds higher amount of capital
fund contributed by promoter that means bettendigy position and lending capacity
of bank. NABIL may face problem with depositors doemaintenance of minimum
CAR.

Above figure 4.1 shows that the trend of SCBNL @ consistent, it has increasing
and decreasing trend from year 2007/08 to 201172 trend of NABIL is in
decreasing, it seems that NABIL just want CAR aB\¢$Requirement but in 2011/12
it seems below requirement. The trend of NIBL isingreasing trend from year
2007/08 to 2009/10 but it has decreasing trencear Y010/11 to 2011/12.In 2011/12
NABIL has below NRB's standard i.e. 10.70%
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Table: 4.2
Core Capital Requirement Ratio (CCR)

SCBNL NABIL NIBL
year CCR | Diff |Rank | CCR Diff |Rank | CCR | Diff Rank

2007/08| 13.99| 8.49 | *1 11.35 | 585 | Z 852 [ 3.02 | 8

2008/09| 12.99| 7.49| 1 |10.78 | 528 | ¥ 797 | 247 | 8
2009/10| 13.17| 7.67| ™1 [1040 | 49 | 7 7.90 | 2.4 g
2010/11| 12.15] 6.65| 1 [875 [ 325 | ¥ [771 [ 221 | 8
2011/12| 13.05| 755| "1 |874 |324| ¥ |856 | 306 | %

Source: Annex- 1

Above table 4.2 shows the CCR of CBs from year Zi®7To 2011/12, different of
CCR from NRB'’s standard i.e. 5.5% ,ranking of CBstloe basis of highest CCR .

Figure 4.2
Core Capital Requirement Ratio (CCR)
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The figure 4.2 shows ray diagram of CCR of SCBNIABIL and NIBL during year
2007/08to 2011/12.

From above table 4.2 we come to know that all thhee CBs have CCR above the
NRB’s standards i.e. 5.5. Among three CB’s SCBNk hanked T every time by
having highest CCR, where as NABIL and NIBL is radlas ¥ and & respectively.
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SCBNL has found maintaining higher CCR and eveubte the NRB’s regulation it
explain that it is doing well in terms of safeguagdinterest of depositors than the
other two bank whereas NIBL is doing better jolberm of shareholders earning as it

has maintained comparatively lower CCR.

The figure 4.2 shows that the trend of CCR of SCB#&lInconsistent and fluctuating.
NABIL has decreasing trend of CRR whereas NIBL tasreasing trend in last four
year (2007/08 to 2010/11) but it has increasingdri@ year 2011/12.

4.1.2 Analysis of Assets

Table: 4.3
Analysis of Non Performing Loan( NPL)
Years SCBNL NABIL NIBL
NPL% Rank NPL% Rank NPL% Rank
2007/08 | 2.69 K] 1.32 £ 2.67 3¢
2008/09 | 2.13 K] 1.38 £ 2.07 3¢
2009/10 | 1.83 Ry 1.12 £ 2.37 3
2010/11 | 0.92 Ay 0.74 £ 1.12 3
2011/12 | 0.67 Ry 0.80 K 0.58 i3

Source: Annex-2

The above table 4.3 shows the NPL % of SCBNL, NABIhd NIBL from year
2007/08 to 2011/12 and ranking of CBs on the bafsiswest NPL

Figure: 4.3
Analysis of Non Performing Loan( NPL)
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Figure 4.3 shows the bar diagram of non-perfornhoag ratio of SCBL, NABIL and
NIBL during year 2007/08 to 2011/12.

From above table 4.3 and figure 4.3 we come to kttat NABIL bank has ranked
1% from year 2007/08 to 2010/11 although it rarftkiB 2011/12 so NABIL bank is
much more successful in efficiently utilization @b assets then other two banks. All
three banks are able to reduce its NPL drastigallgomparison to year 2007/08 to
2011/12.SCBNL has been able to reduce its NPL 2068% to 0.67%, NABIL has
been able to reduce its NPL from 1.32% to 0.80% MNIRL has been able to reduce
its NPL from 2.67% to 0.58% .From figure we can #e# the trend is in decreasing
order, it shows that NIBL & SCBNL are also maintam their loan & advances
effectively. If NPL increases net profit will dease and vice versa. So to have high

profit banks should lower their NPL.

Table: 4.4
Analysis of Loan Loss Provision Ratio
Year SCBL NABIL NIBL
2007/08 3.30 3.29 3.13
2008/09 2.94 2.68 3.05
2009/10 2.66 2.25 2.72
2010/11 1.76 1.81 1.93
2011/12 1.47 1.46 1.59

Source; Annex 2

The above table 4.4 shows Loan Loss Provision @ftiSCBNL, NABIL and NIBL
from year 2007/08 to 2011/12.
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Figure: 4.4

Analysis of Loan Loss Provision Ratio
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The Figure 4.4 showing 4.4 the Bar diagram of Ldawss Provision % of
SCBNL,NABIL and NIBL from 2007/08 to 2011/12 .Frotables 4.4 and figure 4.4
we come to know that LLPR of all the three CBs mralecreasing ratio. In year
2007/08 NIBL has lowest LLPR and 2008/09 and 200NABIL has lowest LLPR,
in year 2010/11 SCBNL has lowest LLPR. In year 202INABIL has lowest LLPR
of 1.46% than that of SCBNL and NIBL having 1.4786d.59% LLPR respectively.

The loan loss provision to total loan of NIBL isggher which means the quality of

loan is not good but it has more provisions foséssfrom loan which makes it feel

safe.
Table: 4.5
Relativity of NPL Ratio to LLP Ratio.
Year NPL | LLP Diff |NPL |LLP Diff |NPL LLP | Diff
% % % % % %

2007/08 2.69 3.30 0.61 132 3.29 1.97 2.6y 31136 0.4
2008/09 2.13 2.94 0.81 138 2.68 1.3 207 3|05 0.98
2009/10 1.83 2.66 083 1.12 2.25 1.13 2.3y 21725 0.3
2010/11 0.92 1.76 0.84 0.74 181 1.07 1.12 1931 0.8
2011/12 0.67 1.47 0.80 0.80 1.46 0.66 0.58 159110

Source: Annex 1&2
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Above table 4.5 shows NPL%, LLP% during year 2087&0d different of NPL from
LLP ratio. From this table we come to know thatth# different of LLP and NPL is
not negative it mean that all the banks make prowithat is enough to meet the Non

performing loan loss.

4.1.3 Analysis of Management Quality

Table 4.6
Analysis of Management Efficiency Ratio
Year SCBNL NABIL NIBL
2007/08 1775645.32 1220925.08 657640.50
2008/09 1909437.34 1440504.19 898811.32
2009/10 1970564.29 1578359.95 975484.15
2010/11 2172204.27 1794395.18 1120147.13
2011/12 2615088.10 2041689.30 1175742.91

Source ; Annex 3

The table 4.6 shows Management Efficiency RatiSGBNL, NABIL and NIBL.

Figure: 4.5

Analysis of Management Efficiency Ratio
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Figure 4.5 shows Bar diagram of Management EffyeRatio of SCBNL, NABIL
and NIBL from year 2007/08 to 2011/12.
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From above table 4.6 and figure 4.5 we come to ktiost SCBNL has highest
management efficiency ratio than Nabil Bank and INIBlabil Bank has highest
management ratio than NIBL. This explain that SCBi\fher employee contribution
to net profit is high it successful to manage itspoyee efficiently than other two

banks.

4.1.3.1 Analysis of Management Quality

The quality of management is reflected from itsveer that it provides to its
customer. For the research made a personal viséléated banks head office and rate
them on the basis of service and outlay of CB'8ngais done from 1 to 5 in which 5
is rate to best where as 1 is rated to poor qualithank’s service .The rating is

shown on the table below.

Table: 4.7
Analysis of Management Quality
Basis of Rating SCBL NABIL NIBL
Brand position 5 5 3
Location 4 5 5
Parking Space
Customer Service 4 4 4
Securities 5 5 5
Space for customer 4 4 4
Inquiry facility 3 4 5
Relation with customer 3 4 5

Source: Annual Report of Related Banks

Table 4.7 shows the rating of Selected Bank aghmiCustomer Service. From the
above table 4.7 we can say that Brand positiorGBISL and NABIL is stronger than

that of NIBL. Location and parking of NABIL and NIBis more appropriate than

SCBNL. Customer service, space for customer andirfgof all three banks are

satisfactory .the inquiry facility and customerateén of NIBL is much better than

that of SCBNL and NABIL.
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4.1.4 Analysis of Earning

Table: 4.8
Analysis of Earning Per Share (EPS)

Year SCBL NABIL NIBL
2007/08 143.14 105.61 39.50
2008/09 175.84 129.21 59.35
2009/10 167.37 137.08 62.57
2010/11 131.92 108.31 57.87
2011/12 109.99 106.67 37.42
Average 145.65 117.37 51.34
SD 23.87 13.15 10.65
CV 16.39 11.20 20.70

Source: Annex 4

The table 4.8 shows the Earning per share of SCBMBIL and NIBL from year
2007/08 to 2011/12 and Average, Standard DeviamahCO-efficient of Variation of
EPS of each CBs.
Figure: 4.6
Analysis of Earning Per Share (EPS)
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Figure 4.6 shows the Bar Diagram of Earning perr&led SCBNL, NABIL and
NIBL from year 2007/08 to 2011/12 is as follows;
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From table 4.8 and figure 4.6 we come to know thadach year SCBNL has the
highest EPS than that of two other banks NABIL AiEL.SCBNL has increase EPS
in 2007/08 to 2008/09 and decrease in 2009/10 wheré&lABIL and NIBL has
increased EPS from 2007/08 to 2009/10. In year /2Q1all three CBs has decreased

EPS.

In average EPS, SCBNL has highest of Rs 145.65tthetrof NABIL Rs 117.37 and
NIBL's Rs51.34. the calculation of Co-efficient @hriation suggest that the EPS of
NABIL is more constant than that of other two bankeere as EPS.

Table: 4.9
Analysis of Price Earning Ratio

Year SCBNL NABIL NIBL
2007/08 16.38 14.27 20.25
2008/09 21.47 17.34 21.23
2009/10 35.25 36.84 27.63
2010/11 51.77 48.70 42.31
2011/12 54.64 45.89 37.10
Average 35.90 32.61 29.70

S.D 15.44 14.30 8.71
CV 43.01 43.85 48.15

Source: Annex 5

The table 4.9 shows the Price Earning Ratio (Ptié)raf SCBNL,NABIL and NIBL
from year 2007/08 to 2011/12 and Average, Standasdation and Coefficient of

variation of P/E ratio of each banks.
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Figure: 4.7

Analysis of Price Earnings Ratio
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The above figure 4.7 shows Bar Diagram of the Rto rof SCBNL, NABIL and
NIBL. From above table 4.9 and figure 4.7 we comé&now that in year 2007/08
NIBL has highest P/E ratio of 20.25 times than otia® banks .in year 2007/08 P/E
ratio of SCBNL decrease from 20.25 time to 16.8&etiso ,NIBL lead as highest P/E
ratio of 20.25 time. In year 2008/09 SCBL lead vehsitBL is on second position and
NABIL is on third position. In year 2009/10 NABILals highest P/E ratio of 36.84
time where as in year 2010/11 and 2011/12 SCBNLhigisest P/E ratio. In average
P/E ratio, SCBNL has the highest P/E ratio of 35i8@s where as NABIL and NIBL
have 32.61 times and 29.70 time respectively. Taleutation of co-efficient of
Variation suggests that the P/E ratio of NIBL isrenoonstant than that of two banks

where as NABIL has fluctuating P/E ratio.

Table: 4.10
Analysis of Return on Assets (ROA)

Year SCBL NABIL NIBL
2007/08 2.46 3.06 1.42
2008/09 2.56 3.23 1.61
2009/10 2.42 2.72 1.79
2010/11 2.46 2.32 1.77
2011/12 2.53 2.55 1.68
Average 2.49 2.78 1.65

S.D 0.0514 0.3314 0.1337

C.v 2.06 11.92 8.10

Source: Annex 6
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The table 4.10 showing Return on Assets of SCBNABNL and NIBL from year
2007/08 to 2011/12 and average, standard deviatahcoefficient of variation of
ROA of each CBs .

Figure: 4.8
Analysis of Return on Assets (ROA)
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From above table 4.10 and figure 4.8 we come tonktltat ROA of NABIL is
maximum than SCBNL and NIBL except in year 2010ialwhich SCBNL has
highest ROA. NIBL has lowest ROA than two other ksmarin average ROA, NABIL
has the highest average ROA of 2.78 times wher8 GBNL and NIBL has 2.49
times and 1.65 times respectively. The calculatibooefficient of variation suggests
that ROA of SCBL is more constant than that of tier banks whereas NIBL has

fluctuating ROA.

4.1.5 Analysis of Liquidity

Table: 4.11
Analysis of Cash Reserve Ratio (CRR)

Year SCBL NABIL NIBL NRB’S
2007/08 8.77 3.83 9.78 5
2008/09 6.86 3.26 13.61 5
2009/10 5.46 6 10.47 5
2010/11 5.84 8.37 10.91 5
2011/12 8.18 9.03 10.32 55
Average 7.02 6.10 11.02

S.D 1.29 2.24 1.35

C.Vv 18.38 36.72 12.25

Source: Annex-7
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The above table 4.11 shows cash reserve ratioB’S\N&andard CRR, average CRR
,Standard deviation and Co-efficient of variatidrC&R of each bank.
Figure: 4.9
Analysis of Cash Reserve Ratio (CRR)
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Above figure 4.9 shows Bar Diagram of CRR of SCBNIABIL and NIBL and
NRB'’s standard from year 2007/08 to 2011/12.

From above table 4.11and figure 4.9 we come to kiinatvSCBNL and NIBL has its
CRR above the NRB’s standard from 2009/10 wherB&BIL fail to meet NRB’s

regulation in year 2007/08 and 2008/09. In aver@R, NIBL has the highest
average CRR of 11.02% where as SCBNL and NABIL h82% and 6.10% CRR
respectively. The calculation of co-efficient ofriaion suggests that CRR of NIBL is

more constant than that of other two banks whellBE has fluctuating CRR.

Table: 4.12
Analysis of Cash and Bank balance ratio
Year SCBNL NABIL NIBL
2007/08 5.75 3.83 9.40
2008/09 5.53 3.26 13.35
2009/10 8.20 6 9.97
2010/11 6.89 8.37 10.9
2011/12 8.75 9.03 16.96

Source; Annex 8
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The above table 4.12 shows cash and Bank balaticeafaSCBNL, NABIL and
NIBL from year 2007/08 to 2011/12.
Figure: 4.10
Analysis of Cash and Bank balance ratio
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Above figure 4.10 shows bar diagram of Cash and bmalance ratio of SCBNL,
NABIL and NIBL and NRB’s standard from year 2007t082011/12.

From Table 4.12 and figure 4.10 we come to know MiBL has highest cash and
bank balance ratio than SCBNL and NABIL. It expl#mat NIBL has more liquidity

in term of cash and bank balance and it make malanbe out of its total deposit .in
comparison SCBNL has highest balance than NABILepkdn year 2010/11 and
2011/12 in this NABIL has highest .

Table: 4.13
Analysis of Investment in Government Securities Rab
Year SCBNL NABIL NIBL
2007/08 37.25 16.58 13.67
2008/09 37.45 11.40 13.23
2009/10 28.84 20.60 13.30
2010/11 27.36 14.56 9.16
2011/12 27.87 23.55 5.42

Source; Annex 9
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The above table 4.13 shows Investment in GovernrBectrities ratio of SCBNL,
NABIL and NIBL from year 2007/08 to 2011/12.

Figure: 4.11

Analysis of Investment in Government Securities Rab
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Above figure 4.13 shows Investment in GovernmentuBes ratio of SCBNL,
NABIL and NIBL and NRB’s standard from year 2004®©&011/12. From Table
4.13 and figure 4.11 we come to know that SCBNL haghest investment in
Government Securities ratio than NABIL and NIBL. dkplains that SCBNL has
invested more in Government securities out of aslt Deposit than NABIL and
NIBL.

4.2 Presentation and Analysis of Primary Data;

To meet the objective of the study primary dataehbeen taken, analyze and then
conclusion drawn on the basis of the finding. Pryn@ata are collected form listed
commercial banks and investors or depositors a$ ageindividual academicians.
More than one respondent have been included foensdaime organization as possible.
The respondent of the data cover Customers, Conmthdrank officers who were
available within banking hour at main branch ofte@®8s, under study. SCBNL, New
Baneshwor, Nabil Bank Kantipath and NIBL, Darbar rliya and also individual

academicians.

56



Analysis of primary data is done in two part, figgrt is done by covering respond
from the customers of selected commercial banksaednd part is done by covering
Customers, Commercial bank officers who were albelavithin banking hour at
main branch of each CBs, under study, and indalidaademicians.

Part 1; Analysis of Questions covering Customers

The sample of questionnaire is given under Annex 10

Table: 4.14
To which type of customer do you belong to?
Bank SCBNL NABIL NIBL

Option

A 28 32 35

B 12 9 7

C 20 19 18
Total 60 60 60

Table 4.14 shows NIBL has maximum actual customéeres as SCBNL has
minimum and in case of Non customer SCBNL has marmon customer where as
NIBL has least .NABIL lies in average. From this wan say that out of total number
of customer asked the maximum number of customerbatong to option A i.e.
Actual customer where as number of user are inngeptace and Non customer are
in third place.
Table: 4.15
If you are actual customer i.e. having account athis bank, why you select this

bank to open an account?

Banks SCBNL NABIL NIBL
Option N % N % N %
Marker Brand 20 | 71.43% 18 56.25% 11 31.43%
Minimum Balance | - - 3 9.36% 12| 34.29%
Location 4 14.29% 5 15.62% 6 17.14%
ATM facilities 2 7.14% 5 15.62% 5 14.29%
Other 2 7.14% 1 3.13% 1 2.86%
Total N 28 32 35
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From above table 4.15 we come to know that custooieECBNL has opened
account because of SCBNL’'s market brand where somer of NIBL has opened
account because of minimum balance. Location ani¥ Adcilities of NABIL and
NIBL is also another reason that customer of NABIhd NIBL has opened the
account.
Table: 4.16
As a banks regular actual customer do you used taalysis financial

performance of your bank?

Banks SCBNL NABIL NIBL
Option N % N % N %
YESS 18 64.29% 20 62.5% 16 45.7%
NO 10 35.71% 12 37.5% 19 52.29%
Total N 28 32 35

From above table 4.16 we can say that actual custoSCBNL and NABIL used to
analysis financial performance of their bank mohant 50% where as NIBL’s

customer used to analysis less than 50%.

Table: 4.17

It is important to analysis financial performance,why don’t you used to do so?

Banks SCBNL NABIL NIBL
Option N % N % N %
Deposit amount is low - - 1 8.33% 4 21%
No knowledge of analysis 1 10% 2 16.67% 3 15.79%
Have confident on bank 9 90% 9 75% 12 63.16%
Total N 10 12 19

From above table 4.17 we can say that among actisdbmer who does not used to
analysis financial performance, more than 50% nmeagween by SCBNL,NIBL and
NABIL’'s customer is that they are full confident aheir bank so they think no
important to analysis where as 21% of NIBL and 938f NABIL think that the

amount of deposit in not much so they does not igiy@rtant to analysis .
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Part 2; Analysis of Questioners covering Customersstaff and individual
academicians.
The sample of questionnaire is givedar Annex 11
Table: 4.18
Analysis of Questioners Covering Customers, Staffral Individual

Academicians

S.No Designation Number
1 Staffs of the commercial banks 18
2 Interested Customers 9
3 Academicians 5
Total Total 32

Table 4.18 shows the number of respondents. Ajetteer 32 respondents are
analyzed in this part among them 18 were the stdftsommercial, 6 each from the
selected commercial banks. 9 were those customeosare interested in financial
analysis of banks performance and 5 were thoseeadans who have knowledge

about financial analysis of banks financial perfance.

Statement Options
S.N Yes/Agree| No/Disagree Don’t
Know
1 In respect to the commercial bank&s 2 5
implementing the directives issued py
NRB?
2 Who will be benefited most by maintainind.8 10 4

capital adequacy requirement?

3 Is CAR set by NRB fit for regulation an®5 6 1

supervision of commercial bank?

4 Whether loan and advance are reviewed 20 8 4

periodic basis?

5 Are you satisfied that with existing?4 2 6
requirement for the loan and loan lgss

provision?
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6 Do you agree that contributions per staffi @2 7 3

profit are appropriate to analysis
management Quality.
7 Incremental EPS has positive impact | @# 2 6

every stakeholder of the bank, to Whom|do

you think the impact is more?

8 In respect to impact of increasing CRR6 4 2
from 5% to 5.5%
9 NRB intend to increase interest rate |d® 9 4

deposit by increasing CRR, Do bank

increase their interest rate on deposit.

(S.N.1) In respect to the commercial banks implemgnthe directives issued by
NRB; 25 respondents opinioned that “yes” resporgleatd “No” and 5 respondents
showed they don’t know. Most of the respondente@dhat the commercial banks
were implementing the NRB directives regularly aodly a small number of

respondents don’t know about the NRB directives.

(S.N.2) Who will benefit most by maintaining capiadequacy requirement; 18
respondents agree that the depositors would befiteehdy maintaining capital

adequacy requirement. 10 respondents agree witstaesholder also be benefited
and 4 respondent agreed that the others benefitenl are relating to the commercial

banks.

(S.N. 3) Is capital adequacy requirement set by NiR#Br regulation and supervision
of commercial bank; 25 respondents agreed thatail’sright to setting capital
adequacy requirement by NRB fit for effective regun and supervision of
commercial bank and 6 respondent did not agreeetting capital adequacy

requirement by NRB.

(S.N.4) Whether loan and advance are reviewed oio@e basis; 20 respondents

showed their opinion to review the loan & advanoesperiodic basis regularly, 8
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respondent showed their opinion don’t review trenl& advance on periodic basis, it

is enough to loan and loan loss provision.

(S.N.5) Are you satisfied that with existing reguirent for the loan and loan loss
provision; 24 respondents showed their opinion thatloan and loan loss provision
of present ratio is adequate to commercial bani@eNhan 50% respondent satisfied
that the NRB loan loss provision directives, onlyeBpondents would not satisfied
that the present provision in NRB and 6 respondeidisiot about the question.

(S.N.6) Do you agree that contribution per staffppafit are appropriate to analysis
management quality; 22 respondents showed themiarpthat contribution per staff
on profit is appropriate to analysis managementityu&® respondents would not
satisfy that contribution per staff on profit ispappriate measure and 3 respondents

did not know about the question.

(S.N.7) Incremental EPS has positive impact omyestakeholders of the banks , to
whom do you think the impact is more; 24 resporglshbwed their opinion that the
impact on shareholders is more. 2 respondents gshtivedr opinion that the impact
on depositor is more and 6 respondents showed apé&iron that impact on bank is

more.

(S.N.8) In respect to impact of increasing CRR frb# to 5.5%; 26 respondents
showed their opinion that the incremental CRR hesrehse lending capacity of
banks. 4 respondents showed their opinion thaintremental CRR has not decrease

lending capacity of banks and 2 respondents dickmotv about Question.

(S.N.9) NRB intend to increase to increase interate on deposit by increasing
CRR, Do bank increase their interest rate on déptSi respondents showed their
opinion that the bank will increase their intereste due to increment on CRR. 9
respondents showed their opinion that the banknmiilincrease their interest rate and

4 did not know about question.
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4.3 Major Finding of the Study

Major finding of the study are divided into two fsar
(a) Major finding of Secondary Data
(b) Major finding of Primary data

4.3.1 Major Finding of Secondary Data

The major finding in this study based on the restitomparative analysis of required
data for CAMEL analysis which are taken from puidid annual report of each
selected CBs for fiscal year 2007/08 to 2011/12y.dwre

(1) Capital

From CAR analysis we found that all three GBBse CAR above NRB'’s regulation.
SCBNL has the highest per cent of Average CAR 008% whereas NABIL has
the lowest one of 11.72% and NIBL has 12.61%.tkadrof CAR of NABIL is
decreasing where as SCBNL and NIBL has fluctuattiegd.

From CCR analysis we found that all the three CBs BCR above the NRB’s
regulation. That is 5.5 .SCBNL has found maintainitigher CCR it is ranked™1
every time ,NABIL ranked " and NIBL ranked % every time from 2007/08 to
2011/12. the trend of CCR of SCBNL is fluctuatifdABIL and NIBL has in

decreasing trend in last four years but it hasgasing trend in year 2011/12.

(2) Assets Quality

From NPL ratio analysis we found that NPL ratialb the three CBs is decreasing
and at satisfactory level. SCBNL, NABIL and NIBL shaecreased NPL ratio

from 2.69% to 0.67%, 1.38% to 0.74% and 2.67% 5&% from year 2007/08 to

2011/12 respectively. On the basis of ranking NiBlfound more successful in

maintaining NPL at minimum level of 0.58%.

From LLP ratio analysis we found that LLP rat®odecreased from 2007/08 to
2011/12 of all CBs. From relativity of NPL ratio k&P ratio we found that all the

three CBs maintain LLP enough to cover NPL.
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(3)
.

(4)

(5)
.

Management Quality

From analysis of management efficiency ratio feand that per employee
contribution to net profit after tax of SCBNL isghier than that of NABIL and
NIBL. Whereas Nabil Bank and NIBL stood%and ¥ in management efficiency
ratio.

From management quality subjective analysis wewkthat Brand position of
SCBNL and NABIL is stronger than that of NIBL. Ldama and parking of

NABIL and NIBL is more appropriate than SCBNL. Guster service, space for
customer and Security of all three banks are satisfy .the inquiry facility and

customer relation of NIBL is much better than tbBSCBNL and NABIL

Earning capacity
From EPS analysis we found that in each y&BIMNSL has the highest EPS than that
of two other banks NABIL and NIBL. In average EPSCBNL has highest of Rs
145.65 than that of NABIL Rs 117.37 and NIBL's RsBL EPS of SCBNL is more
constant than that of other two banks where as@&MBBL is more fluctuating.
From analysis of P/E ratio we found that In aver&gE ratio, SCBNL has the
highest P/E ratio of 35.90 times where as NABIL &HBL have 32.61 times and
29.70 time respectively. The P/E ratio of NIBLnmre constant than that of two
banks where as NABIL has fluctuating P/E ratio.
From Analysis of ROA we found that ROA of NABIL iBghest than SCBNL and
NIBL except in year 2010/11 in which SCBNL has tagh .In average ROA
,NABIL has the highest average ROA of 2.78 timeerehas SCBNL and NIBL has
2.49 time and 1.65 times respectively.

Liquidity

From analysis of CRR we found that SCBNL and NIBashts CRR above the
NRB’s standard where as NABIL fail to meet NRB’gu&ation in year 2007/08 and
2008/09 NIBL has the highest average CRR of 11.028€re as SCBNL and
NABIL has 7.02% and 6.10% CRR respectively. CRRN@BL is more constant
than that of other two banks where as NABIL hasttlating CRR.

From above table 4.12 and figure 4.10 we come twkithat NIBL has highest cash
and bank balance ratio than SCBNL and NABIL. it laxp that NIBL has more

liquidity in term of cash and bank balance and d@kexmore balance out of its total
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deposit.

II. From analysis of Cash and Bank balance ratio waeddbat NIBL has highest cash
and bank balance ratio than SCBL and NABIL.
[ll. From analysis of Investment in government secuatyo we found that SCBL has

highest investment in government securities thamNAand NIBL.

4.3.1 Major Findings of Primary Data.

Part 1 covers the primary data collected from customesedécted commercial banks

only .From the analysis of primary data collectezhf customers only the researcher

found that maximum customers visiting banks areaatustomers. The main reason

of selecting banks for opening account is markah8rbut in case of NIBL minimum

balance is the reason. More than 50% of actuabmest used to analysis financial

performance of banks but in case of NIBL it is l#san 50% .the reason given for not

analysis of financial performance is that they hfadeconfident on their banks.

Part 2 covers the primary data collected from custometsff of banks and

academics. From analysis of primary data from thesearcher found that maximum

of respondent are agree on following opinion;

1)
2)
3)
4)
5)
6)
7)
8)

9)

Commercial banks implements the directives issyedRB

Depositors will be benefited most by maintainingRC fatio.

CAR set by NRB fit for the regulation and superrsdf the banks.

Banks reviews loan and advance in periodic bagisiaely.

Loan and loan loss provision of present ratio iscate to commercial banks.
Contribution per staff on profit is appropriateatealysis management quality.
Incremental Earning Per Share has positive impaceran shareholders.
Incremental CRR from 5% to 5.5% have decrease mgndiapacity of
commercial banks.

Commercial banks will increase interest on depasitntended by NRB by

increasing CRR.
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CHAPTER-V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter summarizes the overall study into g¢hsections i.e. summary,
conclusion, and some recommendations provided & dbncerned government
bodies, general investors and corporate sectorthfersystematic development of
Nepalese corporate debt market. Before arrivingstmmmary, conclusion and
recommendations, the researcher has preparedrplaewed literatures and analyzed

primary and secondary data using different statistnethods.

5.1 Summary

In the history of Nepal financial sector has undeea signified evolution in the past
two decades. Commercial banking activities in Nepi@rted in 1973 with the
establishment of Nepal Bank Ltd in the public sectat present there are 26
commercial banks in operation and lots of new centml banks are on the list to be

come on operation.
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In such a competitive environment it is necessargnalysis financial performance of
commercial bank. So analysis of financial perforosrshows the strength and
weakness of bank. Although there are a lot of tawklable to analysis the financial
performance the most used and appropriate tool€AMEL- rating analysis it
analysis all the aspects of banks such as capisskts ,managements, Earning and
liquidity and market risk also. Since 1970’s the ud CAMEL factors has become
wide spread due to its application by regulatooaiad the global and also because of

its simplicity.

This study*CAMEL Study On Financial Performance Of Standarda@ered Bank,
Nabil Bank and Nepal Investment Bank$ primarily prepaid for the partial
fulfillment of the requirements of master of bussestudies (MBS).This study is
mainly focused to analysis financial performanceselected commercial banks by
CAMEL-rating .

Its specific objectives are;
" To calculate the financial performances of SCBNILBINand NABIL on
the basis of CAMEL
" To drag out problems, propose and advise to thetecklbanks regarding
different nooks and corner of management.
. To find out the Non Performing Assets positionlad bank
. To analyze deposit utilization and relationshigleposit with other assets.

" To suggest measures to improve the financial asesgf the bank
Most of the listed commercial banks are similatur@ and taken to the sample
similar nature banks all are providing same typésservice to the customers.

Information is collected during the period 2004/@ 2008/09. The collected

information is presented, analyzed and conclusairawn from the study.

5.2 Conclusions
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Economical development plays the significant roler fthe countries overall
development. In the Nepalese prospective since e$tablishment of financial
institution have played progressive role for thermmmical development of the
country. So far commercial banks have been provedprme movers of the
economical development in Nepalese scenario. B dsveloping country Nepal
need to strengthen its economical structure toeaehrapid overall development and
Nepalese bank lack development due to the problem&ind mobilization and
investment. Similarly Nepalese banks are still Istiectraditional approaches for the
fund utilization and management .So they need \titaleze their role which requires
encouraging environment to be innovative & diveréifeir business to their projected
areas. Also the present condition of Nepalese maket good due to various reason
like unstable political situation, terrorist acties is being increased. In spite of such
conditions and intense competition among existimgrfcial institution, banks are
performing their functions and providing servicedheir customers even though they

are in risk.

Capital Adequacy ratio requirement is simply thigoran which the loan and services
are provides by bank either by the capital fundoahk or through deposit of its
customers .The basic need for it is to secure #posit of the customers .NRB has
established CAR ratio of 11% for regulation of coenaial bank. From the study, all
banks selected for study has found to be have higAR than as stated by NRB. So,

as the intention of CAR the depositors are seerhave safe feeling.

The efficiency of banks lies on how efficiently thanks mobilize and utilize its

assets. If banks fail to mobilize assets effecyivkén it turn to non performing assets,
eventually into bad debt which is completely losstbank. Even for non performing
assets loan loss provision has to be made it athace profit of bank. So NPL has to
be minimizing as possible. From the study, all baelected for the study has found
to be at minimum level and is decreasing. Decre&beld leads to decrease loan loss

provision.

Success of banks lies on it proper managementsoélit functions. Management
quality can be seemed from its service that it pples to its customers, its employees

performance on its duties. From the study, SCBNiles employee contribution to net
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profit is high it successful to manage its emplog#iently than other two banks.

Earning is the main objective of bank to do allfitaction. Higher the earning higher
the banks is rated as successful and efficieig.ribt only important to bank but also
equally important to share investors and depositerem the study, SCBNL has the
highest EPS and P/E Ratio than that of two othek®&aABIL and NIBL. In year
2007-08 all three CBs has decreased EPS and KI200B-09 as compare to 2007-
08.

Although liquidity hinders the earning capacitylanks ,it has to be maintain as per
the NRB’s regulation.NRB has increased the Casérvesratio from 5% to 5.5% in
fiscal year 2008-2009.the liquidity is mainly maimt to ensure depositors that their
deposited amount is safe and will get when he ddmigiaintaining liquidity is also

equally important to bank because it will protda goodwill of bank.

NRB as a bank of the banks is a regulating bodwlbthe commercial banks. It
established various standards such as CAR, CCRfGRRe protection of depositors
and investors. From the study all selected banlisddo maintain NRB’s regulations
,this make depositor and investor of selected basdfe and secure. Although
depositor has to be aware of financial performan€etheir bank, from study
maximum of them are not giving important to anayfgnancial performance of their

banks. They are fully satisfied and have complaitd fon their bank.

5.3 Recommendations

On the base of the study that the following suggestare recommended to improve

the performance of selected banks.

Recommendation to Actual customers
» Although it is good to have faith on their banksfpenance but it is better to
self analysis of bank financial performance by gtog their annual reports.
* Although customers may lack the knowledge of detaiblysis of bank
performance, it is better to analysis just CAR, NBLP and CAR. Because

this ratio is meant for depositors protection.
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Recommendation for Selected banks

After highlighting on the performance of these thmmercial banks in Nepal,

some recommendation and suggestions are given below
For Standard Chartered Bank Ltd

High capital ratio in excess to statutory requiramadicates bank’s inability

to invest its resources, possibly limiting its figuearnings. SCBNL should
strive their best to invest their resources in pative sectors as their CAR is
higher than requirement.

EPS of SCBNL is in decreasing trend so it shouldgoen its activities more

efficiently to increase EPS in future.

Investment in Government securities of SCBNL isyv@gh, it is good for its

depositor but it might loss opportunities to eamreninterest than from that of

government securities.

For NABIL bank Ltd

From the liquidity management perspective NABIL Icouncur liquidity risk
in year 2004/05 & 2005/06 because its CRR was bei®auSo it must
maintain its CRR as per NRB directive.

NABIL Return on assets is more fluctuating, it istter to have increasing

return on assets.

For Nepal Investment bank Ltd

» NIBL should utilize its assets to the productiveas and improve its credit
management to minimize its non performing loan.

* NIBL has lowest per employee contribution on prdfie reason is that it
has maximum number of staff so it has to minimigestaff numbers as

possible.
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* NIBL has lowest Earning per share, the reason a$ ithhas maximum
number of share, so to increase EPS it has toilistr Cash dividend
inspite of giving bonus share and not to issuet ritpare.

* NIBL has lowest ROA, it explain that NIBL has ndteetively utilize its
Assets to increase profit, so NIBL must effectivetifized its assets.

* NIBL has maximum CRR, it is good for its depositart it might loss
opportunities to earn more interest than from tiagovernment securities.
So NIBL has to minimize CRR to increase profit.

* NIBL has more cash and bank balance than investmmegbvernment
securities ,NIBL has to increase investment in gowvent securities by
decreasing cash and bank balance because goversewmimtties is risk

free investment.

Finally it is universal truth that banks are theaheof financial system. Because of

global integration and liberalization of the ecoryobanking sector out of various

sector of the economy is likely to face various liemges. So it is high time to

Nepalese banks and financial institutions to stitegrg their competitiveness by

introducing innovative, value-added products alomigh plain vanilla products.

Therefore, these banks are adapting new technslogiech make them compete

enough to race in global market. They have to ¥oltbe guidelines issued by NRB

that controls their operations. Some other poiotaniprove the performance of

commercial banks:

Increase deposit and investment in government giesur
Invest on deprived & priority sectors

Liberal lending policy & sound credit allocationljoy
Loan recovery act

Innovative approach to bank marketing

Expansion of branches

Focus on employee motivation, maintenance & utiliza
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