
1

CHAPTER - I

INTRODUCTION

1.1 Historical Background of Nepal

Nepal is a Buffer State sandwiched between two huge countries China on the north

and India on the rest three sides. It is small landlocked country situated at a distance

of about 500 km. from the nearest sea. It extends from 26o 22' N. to 30o27' N. and

from 80o4 E. to 88o12 E. On an average, it stretches for 885 km. in an east-west

direction and for 193 km. in a north-south one. Nepal with an area of 1, 47,181 square

km. is an independent, located on the Mid-Himalayan mountain section of Asia. It is a

mountainous country with about 75% of its total area consisting of mountains, hills

and valleys.

From the topographical point of view, Nepal is popularly divided into the three

regions that are Himalayan Region, Hilly Region and Terai Region. Himalayan

Region occurs in the northern part of Nepal. It contains various Himalayan Ranges

with lofty peaks like Mt. Everest (8,848 m.), Kanchanjunga (8,598 m.), Dhaulagiri

(8,137 m.), Annapurna (8,091 m.) and so on. This region represents approximately

25% of the total area of Nepal. Hill is very extensive and covers about 50% of the

total area of Nepal. There are some isolated broad valleys lying in between the

Mahabharata and Churia Ranges. These are known as Duns or Inner Terai. Terai

Region occurs in the southern part of Nepal and covers 25% of the total area of the

country.

Economically, Nepal is a developing country with an extreme disparity of

development. A few people in urban areas enjoy reasonably fair standard of living,

while most people, particularly in rural areas, have to lead a miserable life. Likewise,

very limited parts of the country are economically prosperous whereas most of the

remote rural areas are not yet rich and the poor in Nepal is very deep as well as wide.

On the social side, a large majority of people in Nepal are not only trenched in

extreme poverty but also steeped into orthodoxy, superstition, caste and creed. Any

change in their traditional system and religious faith is highly hostile. These days,

mainly due to the influence of western education and travel experiences, the
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traditionally deep rooted beliefs and superstitions are being progressively alleviated,

particularly in the urban areas of the country.

1.2. Commercial Bank in Nepal

The history of development of commercial bank is not so old. It starts in Nepal from

the establishment of Nepal Bank Ltd. in 1994 BS with an authorized capital of Rs.1

crore and paid up capital of Rs.8 lacs 42 thousand, is the first organized bank

established in Nepal (NRB, 2045). It is not only the first commercial bank of Nepal

but also it is the first bank in banking history of Nepal which is regarding as pioneer

institution of modern banking system and served as a sole financial institution of

country for nearly two decades.

Before the establishment of NRB, Nepal Bank Ltd. also performed the function of

central bank in Nepal; to regulate issue of currency securing country wide circulation

of Nepalese currency, achieving table exchange rate and to mobilize capital for

economic development and for stimulation of trade industry and banking sector.

As the time passed, Rastriya Banijya Bank was established in 2022 BS with

authorized capital Rs.10 million and paid up capital Rs.2.5 million. It was established

under the commercial bank act 2021 BS. It was established in order to play a major

role not only in domestic banking services but also in the foreign trade. After the

establishment of this bank, there was progress in the banking industry in Nepal.

At present, Nepal has adopted open door policy. Under this policy, foreign

commercial banks also established in different point of time. Nepal Arab Bank was

established in BS 2041 under the ownership of Dubai Bank Limited and Nepalese

investor. This was a first bank established under the joint investment of foreign bank

and Nepalese investors. Similarly, Nepal Indosuez Bank was established as a joint

venture bank in BS 2042 with authorized capital Rs.120 million and paid up capital

Rs.30 million. Nepal Grindlays Bank Limited was established in BS 2043 as a joint

venture between Grindlays Bank of Britain and Nepalese investors. As the country

followed economic liberalization, there was massive entrance of foreign banks in

Nepal.



3

The financial system in Nepal is now globally inter-linked and capable of providing

commercial banking service in major commercial centers of the world in an efficient

way. The government with the objective of mobilizing saving and developing

soundness and competitiveness in the financial systems continues to encourage

private sector involvement and joint venture arrangement with reputed foreign banks

in the setting up of banks and financial institutions in Nepal under the guidance of

Nepal Rastra Bank.

1.3. Introduction of Nepal Investment Bank Limited (NIBL)

Nepal Investment Bank Limited (NIBL) is the foreign joint venture bank in Nepalese

banking history. Nepal Investment Bank Limited, previously Nepal Indosuez Bank

Ltd was established its operation by the date of 1986 under commercial bank act

2031, as a joint venture between Nepalese and French partners. The French partner,

holding 50% of the capital was Credit Agricole Indosuez, a subsidiary of one the

largest banking groups in the world. In April 2002, a group of companies comprising

of bankers, professionals, industrialists and businessman acquired 50% of the capital,

Rastriya Banijya Bank holding 15% of the capital, Rastriya Beema Sansthan holding

15% of the capital, the general public holding 20 % of the capital, holdings of Credit

Agricole Indosuez and then the name of bank was changed to Nepal Investment Bank

ltd upon approval of the Bank’s Annual General Meeting, Nepal Rastra Bank and

Company Register’s Office. NIBL has been operating well from their very

establishment. Their experiences in international banking prompt and computerized

services, professional attitudes are factors for their rapid program. It has been gaining

of form weakness and in efficiency of domestic commercial bank. This bank is

successful to capture a remarkable market share of Nepalese banking sector of

financial services industries in relatively period of time. NIBL, which is managed by a

team of experienced bankers and professionals having proven track record, can offer

customer what they're looking for.

Nepal Investment Bank has many branches in major cities of Nepal. During banking

operation NIBL has 19 branches in major cities. Moreover NIBL is planning to add

another 8-10 branches in the fiscal year 2008-09; apart from its 19 branches NIBL has

116 remittance agents in Kathmandu valley and in other cities. The Bank deployed

additional 22 ATM's during the year 2007/08, totaling to 53 ATM's in network. The
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Bank revived its E-Zee Saving Deposit Scheme with a new revised interest rates

starting from 2.75% to 4% p.a. on daily basis. The Bank also launched Mobile Top-up

through e-banking and also Online Bill Payment facility. The main function of head

office is to check account of branches, control their credit, suggest for operation

accounting. It is well known for providing highly personalized service to its

customers.

NIBL was incorporated with the objective of extending international standard modern

banking services to various sectors of the society and is to be the most preferred

provider of Financial Services in Nepal. The mission statement of this bank is to be

the leading Nepali Bank, delivering world class service through the blending of stat-

of-the art technology and visionary management in partnership with competent and

committed staff, to achieve sound financial health with sustainable value addition to

all stakeholders. It committed to do this mission while ensuring the highest levels of

ethical standards, professional integrity, corporate governance and regulatory

compliance.

NIBL, as a pioneer in introducing many innovative products and marketing concepts

in the domestic banking sector, represent a milestone in the banking history of Nepal

as it started an era of modern banking with customer satisfaction measured as a focal

objective while doing business.

NIBL is recognized as premier financial institution in Nepal in terms of its range and

quality of banking services, human capital, asset quality and income. The

reorganization as the “Bank of the year 2003”, “Bank of the year 2005”, “Bank of the

year 2008” and “Best presented account awards 2006” for Nepal NIBL offers fast and

reliable money transfer services through SWIFT. To achieve the mission each and

every member of team NIBL is committed to live their value of always being

Customer Focused, Result Oriented, Innovative, Synergistic and Professional to

always being CRISP in every way-everyday. NIBL provides Cash Management

Services in Nepal; it will help to collect the bills receivables more efficiently if

publics are engaged in exporting goods to India.
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Operations of the bank including day-to-day operations and risk management are

managed by highly qualified and experienced management team. Bank is fully

equipped with modern technology which includes Deposits, Ezee Saving, eBanking,

Premier Banking, NTC Mobile bill Payments, ATMs, Loans & Advance, Vehicle

Loans, credit cards, Debit cards, Safe Deposit Locker, 365 Days Service, state-of-art,

world-renowned software from Infosys Technologies System, Bangalore, India,

Internet banking system and Telebanking system.

The Strategic Objectives of Nepal Investment Bank Ltd. Are

 To develop a customer oriented service culture with special emphasis on

customer care and convenience.

 To increase market share by following a disciplined growth strategy.

 To leverage technology platform and pen scalable systems to achieve cost-

effective operations, efficient MIS, improved delivery capability and high

service standards.

 To develop innovative products and services that attracts targeted customers and

market segments.

 To explore new avenues for growth and profitability

1.4 Statement of the Problem

Maximization of profit is the main objective of each and every organization. It is very

necessary to earn maximum profit for the successful running of an organization. The

profit is also important to preserve the existence of organization as well as strengthen

and expand it. So the profitability position of NIBL is analyzed in this study,

profitability position shows the overall performance and effectiveness of the bank.

The profitability ratio shows the main analysis of the profitability position of the

bank. NIBL has achieved profit after tax of Rs153 million in the year 2003/04, of Rs

232 million in the year 2004/05 years, of Rs 351 in 2005/06, of Rs 501 in 2006/07 and

of Rs 697 in 2007/08. Despite optimistic hopes and anticipate of higher profits in

those years, the profit of the bank became very low and fluctuating. Such condition

occurred because of instability, increased lawlessness and the continuity of political

uncertainties in the country, leading to the deterioration in economically performance.

Profit is a must for a bank to survive in the competitive banking sector. But the bank
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is facing tough competition with other commercial bank in the market and nation’s

low economic condition is blocking its profit opportunities.

The profitability ratio of the bank can also be measured with investment. The term

investment may refer to total assets, capital employed or shareholder’s fund. The

Return on Assets of NIBL has been very slowly increasing in each year 2003/04,

2004/05, 2005/06, 2006/07 and 2007/08 i.e. Rs.11.5, Rs.14.4, Rs.16.4, Rs 18.2 and Rs

17.9 million respectively.

The deposit is increasing trend. But it has been very slowly increasing in each year.

The total assets of the bank also play a vital role for the profit making. The total assets

of NIBL bank are in increasing trend.

In the beginning, the minimum balance rate was high. Though the minimum balance

rate is decreased to Rs 1, it was unreasonable for the people with low income because

of its high range. As a result, profit making has been less. As well as the economic

and low order situation in the country continues to remain unfavorable. Closures of

the major industries have adversely impacted confidence of the entrepreneurs. Profit

is possible only if the bank mobilized the deposit and other resources and makes

proper and safe investment. So, this study attempts to seek answer of some issues

such as:

 Does the bank have been able to accumulate deposit?

 Does the bank have sound mobilization of the deposit?

 What is the Correlation between net profit and total investment?

 Do profitability ratios show overall condition of NIBL?

 Can the ratio establish the relation between net profit and total assets?

 Do profitability ratios indicate any strength and weakness of a bank?

 Does the bank distribute appropriate dividend to shareholders?

 Does the bank give proper control and direction for the profit?

1.5 Objectives of the Study

The main objective of this study is to analyze the profitability position of the NIBL.

So, the main objectives of this study are:

 To study financial position of NIBL.
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 To ascertain the total assets and total liabilities.

 To find out the SWOT of NIBL.

 To provide appropriate suggestion on the bases of above analysis.

1.6 Limitations of the Study

A lot of limitation has been faced during the preparation of the study. These are as

follows:

 First of all as a student, I have faced financial problems.

 The study can not be carried out to cover the whole area of the NI BL due to

lack of adequate information.

 It analyzes only financial and Profitability aspect of NIBL.

 The study is mostly based on secondary as well as primary sources of data, due

to the lack of time and other difficulties. So it could not make the strong result

for research.

 The study covers only the period of five years from fiscal year 2002/03 to the

fiscal year 2006/07.

1.7 Organization of the Study

This study is organized by five chapters as follows:

Chapter   I: Introduction

Chapter II: Review of Literature

Chapter III: Research Methodology

Chapter IV: Presentation and Analysis of Data

Chapter V: Summary, Conclusion and Recommendations

In First chapter, it focuses on general and economic-historical background of Nepal,

general Introduction of NIBL, Objective of the Study, Statement of the Study,

Significance of the Study, Limitation of the Study and Organization of the Study.

Included in Second chapter are reviews of previous writings and studies relevant to

the problem being explored within the framework of the theory structure.

The Third chapter explains the meaning of Research Design, the Population and

Sample size and Process of Sample selection, the Variables and Measure and methods

of gathering data.
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Part Four is the heart of the report. The chapter deals with the Presentation and

Analysis of data. Also, Correlation Analysis, Tables and Figures are used to clarify

the Significant Relationship and inferential analysis is included in this part.

The Last chapter states the major finding of the study, Summary of the study,

Conclusions from the analysis and Recommendations and Suggestion for

improvement of performances and correction of weaknesses.
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CHAPTER - II

REVIEW OF LITERATURE

Introduction

Review of literature is the process of locating, obtaining, reading, evaluating, learning

and understanding the concept of the related topic. After selecting the topic of the

research, researcher should study different materials like Books, Journals, Magazines,

and Articles etc. to collect the information about the subject matter of the study. It

means to collect the necessary information about the research topic through the

different sources. The purpose of literature review is, thus, to find out what research

studies have been conducted in one’s chosen field of study, and what remains to be

done.

This chapter devotes to review some of the existing literature regarding the

Profitability concepts. In this regard, various books, journals and articles concerned to

this topic have been reviewed. The first part of the chapter deals with the conceptual

framework of the study and the second part is concern with the review of previous

articles, journals and dissertation.

2.1. Conceptual Framework

2.1.1. Meaning of Financial Statement

The organized summary of detailed information about financial position and

performances of a concern is known as the financial statement. It is a collection of

data organized according to logical and consistent accounting procedures (Hampton,

John J. 1998). It is prepared at end of accounting period. The purpose for preparing

financial statement is for the periodical review of the activities of the organization and

results achieved by the organization. It may show a position at a moment in time, as in

the case of a balance sheet, or may reveal a series of activities over a given period of

time; as in the case of an income statement. Financial statement is the major means

employed by firms to present their financial situation to stockholder, creditors, and the

general public. The majority of firms include extensive financial statements in their

annual reports, which receive wide distribution (Hampton, John J. 1998).
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2.1.2. Objectives of Financial Statement

Financial statements are prepared from the accounting records maintained by the firm.

The generally accepted accounting principles and procedures are followed to prepare

these statements. The basic objective of financial statements is to decision-making.

The various other objectives are:

 To provide reliable financial information about economic resources and

obligations of a business enterprise.

 To provide reliable information about change in net resources (resources minus

obligations) of an enterprise that result from the profit directed activities.

 To provide financial information that assists in estimation the earnings potential

of the enterprise.

 To provide other needed information about changes in economic resource and

obligations.

 To disclose, to the extent possible, other information related to the financial

statement that is relevant to statement users.

2.1.3 Contents of Financial Statement

Financial Statement refers to two statements. They are:

1. Balance Sheet

2. Income Statement

1. Balance Sheet

Balance Sheet is not an account but it is a statement of assets and liabilities of a

business enterprise at a given data. It is a statement summarizing the financial

accounting period and after completing the preparation on trading and profit and loss

account. It is the statement of balances of ledger account which are not included in

income statement. Therefore it is called the Balance Sheet. The balance sheet contains

liabilities and assets. Liabilities refer to the financial obligation of an enterprise and

assets refer to tangible objects or intangible rights owned by an enterprise and

carrying probable future benefits. Assets are also termed as economic resources

owned by a firm. The balance sheet can be presented in either of the two forms the

account form or, the report form. But it is usually presented in the account form.
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It has two sides as follows:

a. Liabilities

b. Assets

a. Liabilities

Liabilities are debts of the firm. They represent sources of assets since the firm either

borrows the money listed as liabilities or makes use of certain assets that have not yet

been paid for (Hampton, John J. 1998). It may be defined as the claims of outsiders

against the firm. Alternatively, they represent the amount that the firm owes to

outsiders that is, other than owners (Khan, MY and Jain, PK 2000). The various items

which are shown on liabilities are as follows:

i. Long term Liabilities

ii. Current Liabilities

iii. Owner’s Equity/ Shareholder’s Equity

i. Long Term Liabilities

All the liabilities that are dues beyond one year is known as long term liabilities or

long term debt. These are the obligations which will mature after a period longer than

one year. The sources of long-term borrowings are:

 Debenture

 Bonds

 Deposits

 Mortgages

 Secured loans from financial institution and commercial bank

ii. Current Liabilities

Liabilities which are to be repaid within one year of the date of balance sheet are

taken as current liabilities. It represents the obligations of the business and arises in

the ordinary course of operating business. It includes following items:

 Account Payable

 Bills/Notes Payable

 Tax Payable

 Bank Overdraft
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 Accrued Expenses

 Deferred Income

 Sundry Creditors

 Received in Advance

iii. Owner’s Equity/Shareholder’s Equity

The sum total of contributed and earned capital is known as the Shareholder’s Equity.

It can be expressed as total assets over total liabilities and it is also called Net worth.

Equity does not represent money held by the firm but does show the sources of assets

and approximately what portion of the assets is financed by owners and retention of

earnings. There are six types of equity:

 Preferred Stock

 Common Stock

 Contributed Capital in Excess of Par

 Retained Earning

 Reserve

 Credit Balance of Profit and Loss Account (Hampton, John J. 1998)

b. Assets

Assets may be described as valuable resources owned by a business which have been

acquired at a measurable money cost. The assets in the balance sheet are listed either

in the order of liquidity promptness with which they are expected to be converted into

cash or in reverse order, that is fixity or listing of the least liquid asset (fixed) first,

followed by others (Khan, MY and Jain, PK 2000). The assets included in one

category are different from those in other categories. It is split up into four major

heads, which are as follows:

i. Fixed Assets

ii. Current Assets

iii. Investment

iv. Other Assets
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i. Fixed Assets

Fixed Assets is the subsection that contains the assets used by the firm to generate

revenues. These assets will not be converted into cash in the current accounting period

unless they are damaged, become obsolete, or are otherwise replaced (Hampton, John

J. 1998). These assets provide benefit over a long period of time to the organization.

The expectation is that they will be used, rather than sold. Basically there are two

types of fixed assets:

 Tangible Fixed Assets

 Intangible Fixed Assets

Tangible Fixed Assets

These assets are those which have a physical existence and generate goods and

services (Khan, MY and Jain, PK 2000). It includes following assets:

 Plant and Equipment

 Land and Building

 Furniture and Fixture and so on.

Intangible Fixed Assets

These assets are not physical existence and generate goods and services. It includes

following assets:

 Patents

 Copyrights

 Trademark

 Goodwill and so on

ii. Current Assets

Those assets which are in the form of cash or can be converted into cash within a year

are known as current assets. The current assets are assets which are reasonably

expected to be realized in cash or sold or consumed during the normal operating

business cycle. It is also known as floating or circulating or Short Term Assets. It

included following assets:

 Cash in hand

 Bills receivable

 Cash at bank
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 Inventories

 Sundry debtors

 Marketable securities

 Accrued income

 Prepaid etc.

iii. Investment

Investments represent investment of funds in the securities of another company. They

are long-term assets outside the business of the firm (Khan, MY and Jain, PK 2000).

The main purpose of investment is to hold the securities for the long run, at least

longer than a year. The examples of investment are:

 Share

 Debentures

 Bonds

iv. Other Assets

Other Assets refer to the payment made in one year, whose usefulness will expire in

the future years. They represent assets usually of an intangible nature. These types of

assets do not have real value. These deferred charges are to be amortized or

apportioned over the estimated useful life. Such types of assets are as follows:

 Preliminary Expenses

 Advertisement Expenses

 Research and Development Cost

 Discount or Loss on Issue of Share

 Deferred Revenue Expenses

 Debit Balance of Profit and Loss Account etc.

2. Income Statement

The income statement is a report of the firm’s activities during a particular period of

time. It may include manufacturing and trading account, profit and loss account and

profit and loss appropriation account. It shows the revenues and expenses of the firm,

the effect of interest and taxes, and the net income for the period. Thus, it serves as a

measure of the firm’s profitability. It may be called profit and loss statement or the

statement of earnings. Whereas the balance sheet sheets a view of the firm at a
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moment in time, the income statement summarizes the profitability of operations over

a period of time. It is an accounting designed to show stockholders and creditors

whether the firm is making money. It can also be used as a tool to identify the factors

that affect the degree of profitability.

The various items which are shown on income statement are as follows:

a. Sales

b. Variable Cost

c. Fixed Cost

d. Marginal Contribution

e. Revenue Income

f. Expenses

g. Net Sales

h. Gross Profit

i. Net Profit

a. Sales

Sales are used interchangeably with revenues for most companies and refer to a firm’s

net sales for the period. There are two types of Sales. One is Cash Sales and another is

Credit Sales. Sales, in which cash is received at the time of Sales is called cash

received. Sales, in which cash does not receipts at the time is known as Credit Sales.

b. Variable Cost

These are those costs that vary in direct proportion to changes in the volume of

production. This category contains the bulk of the expenses found in cost of good sold

and also contains some general and administrative expenses.

c. Fixed Cost

These are constant charges that do not vary with the level of production. Most general

and administrative expenses are fixed costs, as are some charges in cost of goods sold.

d. Marginal Contribution

This is the profit measure calculated as the difference between total sales and total

variable costs. This is the profit available to the firm to cover fixed costs, interest, and

taxes and to provide a net income after taxes.
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e. Revenue Income

The amount received in the ordinary course of a business is known as Revenue

Income. It is the income earned from selling merchandise or in the form of discount,

commission, interest, transfer fees etc.

f. Expenses

Expense is incurred for the running productivity or earning capacity of a business,

expenses occurred when assets are consumed or liabilities are increased in order to

produce revenue. An important item of expenses appearing in the income statement

are:

i. Cost of Goods Sold: It includes cost of raw material, labour overhead and other

expenses. It contains a mixture of fixed and variable cost.

ii. General and Administrative Expenses: It includes marketing expenses,

salaries of corporate staff personnel and managerial remuneration, rent, rates

and taxes, staff welfare expenses and so on. These costs also represent a mixture

of fixed and variable costs.

iii. Interest: This is fixed charge money which is paid by the firm on the money

that it borrows are reported.

iv. Other Manufacturing Expenses: It includes fuel and power repairs and

maintenance, consumable stores, insurance of goods and so on.

g. Net Sales

Net Sales refers to the difference between the firm’s gross sales and any return or

discounts.

h. Gross Profit

The difference between sales and cost of goods sold is called Gross Profit.

i. Net Profit

The difference between revenues and expenses is net profit. It is also called Earning

before Interest and Taxes (EBIT).

2.1.4. Meaning of Financial Statement Analysis

The financial statement analysis is a process of evaluating relationship between

component parts of financial statements to obtain a better understanding of the firm’s
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position and performance (Khan, MY and Jain, PK 2000). The financial statement

analysis means a study of relationship among the various financial factors. It is a

process of classifying and arranging mass data of financial statement. It is also the

process of identifying the financial strengths and weaknesses of the firm by properly

establishing relationships between the items of the balance sheet and the profit and

loss account. It is the process of determining the significant operating and financial

characteristics of a firm from accounting data and financial statement. The first task of

the financial analysis is to select the information relevant to the decision under

consideration from the total information contained in the financial statement. The

second step involved in financial analysis is to arrange the information in a way to

highlight significant relationships. The final step is interpretation and drawing of

inferences and conclusions. In brief, financial analysis is the process of selection,

relation and evaluation (Khan, MY and Jain, PK 2000). Financial analysis can be

undertaken by management of the firm, or by parties outside the firm, viz. owners,

creditors, investors and other.

2.1.5 Objective of Financial Statement Analysis

The main objective of this analysis to determine the efficiency and performance of the

firm’s management as reflected in the financial records and reports. It provides some

extremely useful information to the extent the balance sheet mirrors the financial

position on a particular data in term of the structure of assets, liabilities and owners

equity and so on and the profit and loss account shows the results of operations during

a certain period of time in terms of the revenues obtained and the cost incurred during

the year. Thus, the financial analysis provides a summarized view of the financial

position and operation of a firm. Following are the main objectives of analysis of

financial statement:

 It is used to ascertain its earning capacity as well as prediction relating to its

future earnings.

 It is also to know the trend of business, sales, purchases, profit and earning

capacity etc.

 It is to ascertain the financial strength and soundness of business.

 It is to ascertain the plans and policies made by management are efficient or not.
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 It is to help the management in order to make a comparative study of different

firms engaged in same business.

2.1.6 Meaning of Ratio Analysis

To evaluate the financial condition and performance of a company, the financial

analyst needs certain yardstick. The yardstick frequently used is a ratio, or index,

relating two pieces of financial data to each other. Analysis and interpretation of

various ratios should give experienced, skilled analysts, a better understanding of the

financial condition and performance of the firm than they would obtain from analysis

of the financial data alone (Van Horne, James C. 2002). A powerful and the most

widely used tool of financial analysis is ratio analysis. It is defined as the systematic

use of ratios to interpret the financial statements so that the strengths and weaknesses

of a firm as well as its historical performance and current financial condition can be

determined (Khan, MY and Jain, PK 2000).

The financial ratio is the relationship between two accounting figures, expressed

mathematically or the term ratio refers to the numerical or quantitative relation

between two items/variables. This type of relationship can be expressed as (i)

percentage (ii) fraction and (iii) proportion of number. The ratio analysis involves

comparison for a useful interpretation of the financial statement. A single ratio in

itself does not indicate favorable or unfavorable condition. Ratios help to summarize

the large quantities of financial data and to make qualitative judgment about the

firm’s financial performance. In short, an arithmetical relationship between two

figures is known as ratio which is computed by dividing one item of relationship with

the other.

2.1.7 Importance of Ratio Analysis

Ratio analysis is an important and useful technique to check upon the efficiency of an

organization. The management can arrive at important decision by using ratio

analysis. The ratio is used for expressing the mutual relation of different account

consisting in the financial statement. The following are the important managerial use

of ratio analysis:

 Ratio analysis is very helpful in financial forecasting and planning.
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 It is also very helpful for decision-making on any financial activity.

 It is useful tool for evaluating the liquidity and solvency position of a concern.

 It is possible to control the different costs of the concern.

 It can also point out the deficiencies of the business so that corrective steps may

be taken accordingly.

2.1.8. Classification of Ratio Analysis

Ratios can be classified, for purposes of exposition, into four broad groups. Those are:

1. Liquidity Ratios

2. Leverage Ratios

3. Activity Ratios

4. Profitability Ratios

1. Liquidity Ratio

Liquidity ratios are used to judge a firm’s ability to meet short term obligations (Van

Horne, James C., 2002). The short-term liquidity involves the relationship between

current assets and current liabilities. If a firm has sufficient net working capital (the

excess of current assets over current liabilities), it is deemed to have sufficient

liquidity, it reflects the short term financial strength of business. Two ratios are

commonly used to measure liquidity directly:

a. The Current Ratio

a. Quick Ratio/Acid Test (Hampton, John J., 1998).

a. The Current Ratio

The current ratio is a ratio of firm’s total current assets to its total current liabilities.

Current assets include cash and those assets which can be converted into cash within a

year, such as marketable securities, debtors and inventories. Prepaid expenses are also

included in current assets as they represent the payments that will have not to be made

by the firm in the near future. All obligations maturing within a year are included in

current liabilities. Thus, current liabilities include creditors, bills payable, accrued

expenses, short-term bank loan, income-tax liability and long-term debt maturing in

the current year ( Pandey, I.M. 1995) The low ratio is an indicator that a firm may not

be able to pay its future bills on time, particularly if conditions change, causing a
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slowdown in cash collections. A high ratio may indicate an excessive amount of

current assets and management’s failure to utilize the firm’s resources properly

(Hampton, John J. 1998). As a general rule, a 2:1 ratio is considered acceptable for

most firms. The main objective of this ratio is to measure the ability of the firm to

meet its short-term obligation. The current ratio is calculated by dividing current

assets by current liabilities as:

Current ratio
sLiabilitieCurrent

AssetsCurrent


b. Quick Ratio/Acid Test

A relation between quick (liquid) assets and current liability is termed as quick ratio

or acid-test ratio. An asset is liquid if it can be converted into cash immediately or

reasonably soon without a loss of value. Cash is the most liquid assets. Other assets

which are considered to be relatively liquid and included in quick assets are book

debts (debtors and bills receivables) and marketable securities (temporary quoted

investments). Inventories are considered to be less liquid. Inventories normally

require some time for realizing into cash; their value also has a tendency to fluctuate

(Pandey, I.M. 1995). So, quick assets include all the current assets other than

inventories and prepaid expenses. Generally a quick ratio of 1:1 is considered to

represent a satisfactory current financial condition. This ratio is calculated as below:

Quick Ratio/ Acid test
AssetsCurrent

AssetsQuick


ExpensesPrepaidsInventorieAssetsCurrentAssetsQuick 

2. Leverage Ratios

Leverage ratio is also termed as solvency ratio, debt ratio or capital structure ratio.

The leverage ratios are calculated to judge the long-term financial position. The long-

term creditors would judge the soundness of a firm on the basis of the long-term

financial strength measured in term of its ability to pay the interest regularly as well

as repay the installment of the principal on due dates or in one lump sum at the time

of maturity. The long-term solvency of a firm can be examined by using leverage or

capital structure ratios. The leverage or capital structure ratios may be defined as

financial ratios which throw light on the long-term solvency of a firm as reflected in

its ability to assure the long-term creditors with regard to:
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 Periodic payment of interest during the period of the loan.

 Repayment of principal on maturity or in pre-determined installments at due

dates.

There are, thus, two aspects of the long term solvency of a firm:

 Ability to repay the principal when due.

 Regular payment of the interest.

Accordingly, there are two different, but mutually dependent and inter-related, types

of leverage ratios. First, ratios which are based on the relationship between borrowed

funds and owner’s capital and second type of capital structure ratios, popularly called

coverage ratios, are calculated from the profit and loss account. Basically there are

following ratios are included in leverage ratios:

a. Debt-Equity Ratio

b. Debt-Assets Ratio

c. Interest Coverage Ratio

d. Fixed Coverage Ratio (Khan, MY and Jain, PK, 2000)

a) Debt-Equity Ratio

The relationship between long term debts and owner’s equity is known as debt-equity

ratio. This ratio is the ratio of total outside liabilities to owners’ total funds. In other

words, it is the ratio of the amount invested by the owners of business. A high ratio

shows the large share of financing by the creditors as compared to that of owners. It

indicates the margin of safety of the owners. The creditors prefer low debt-equity ratio

implies larger safety margin for creditors. A high ratio is more risky than low ratio.

Higher ratios shows that more of the funds invested in the business are provided by

the outsider. The lower ratio shows that more of the funds invested in the business are

provided by the owners. It is calculated as follows:

Debt-Equity Ratio
Equitysr'Shareholde
DebtTermLong



Or, Debt-Equity Ratio
Equitysr'Shareholde

DebtTotal

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b) Debt-Assets Ratio

This ratio shows the relationship between total debt and total assets. Total debt

includes both current liabilities and long term debt. A low ratio of debt to total assets

desirable from the point of the creditors as there is sufficient margin of safety

available to them. But its implication for the shareholders is that debt is not being

exploited to make available to them the benefit of trading on equity. A firm with a

very high ratio would expose the creditors to higher risk. The implications of the ratio

of equity capital of total assets are exactly opposite to that of the debt to total assets. A

firm should have neither a very high ratio nor a very low ratio. The ratio is calculated

as follows:

Debt to Total Assets
assetsTotal

debtTotal


Total debt = Current Liabilities + Long Term Debt

c) Interest Coverage Ratio

The interest coverage ratio indicates the ability of a firm to pay interest charge on its

borrowed capital. It is also called Debt Service Ratio or Time Interest Earned Ratio.

This ratio uses the concept of net profits before taxes because interest is tax deductible

so that tax is calculated after paying interest on long-term loan (Khan, MY and Jain,

PK 2000). A high ratio is a sign of low burden of borrowing of the business and lower

utilization of borrowing capacity. From the point of view of creditors, debenture

holders, and loan creditors the higher the coverage the greater the ability of the firm to

make the payment of interest. It is determined by dividing the operation profits or

earnings before interest and taxes (EBIT) by the fixed interest charges on loans (Khan,

MY and Jain, PK 2000). Thus,

Interest Coverage
Interest

EBIT


d) Fixed Coverage Ratio

This is the ratio of net profit before interest and tax (EBIT) of fixed charge. The fixed

charge includes interest, preference dividend and debt payment. This ratio is useful

for assessing a company’s ability to meet interest charges on its debt but this ratio has

two short comings:  1) interest is not the only fixed financial charge- companies must

also reduce debt on schedule, and many firms lease assets and thus must make lease
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payment. If they fail to repay debt or meet lease payments, they can be forced into

bankruptcy. 2) EBIT does not represent all the cash flow available to service debt,

especially if a firm has high depreciation and or amortization charges. Therefore this

ratio is calculated by dividing EBIT and depreciation by interest, preference dividend

and debt payment. It shows the ability of the firm to make the payment of fixed

charges. Hence, the higher coverage ratio is preferable for the company. Higher the

coverage, the higher will be profitability. It is calculate as follows:

Fixed Coverage Ratio
 tax)(1chargeFixed

onDepreciatiEBIT






Fixed charge = Interest + Preference Dividend + Payment

3. Activities Ratio

The funds of creditors and owners are invested in various assets to generate sales and

profits. The better the management of assets is the larger the amount of sales. Activity

ratios are employed to evaluate the efficiency with which the firm manages and

utilizes its assets. These ratios are also called turnover ratios because they indicate the

speed with which assets are being converted or turned over into sales. Activity ratios,

thus involve a relationship between sales and assets. A proper balance between sales

and assets generally reflects that assets are managed well. Several activity ratios can

be calculated to judge the effectiveness of asset utilization (Pandey, I.M., 1995).

a. Inventory Turnover Ratio

b. Debtors Turnover Ratio

c. Average Collection Period

d. Fixed Assets Turnover Ratio

e. Total Assets Turnover Ratio

f. Capital Employed Turnover Ratio

a. Inventory Turnover Ratio

The relationship between cost of goods sold and average inventory is shown by this

ratio. It is computed by dividing the cost of goods sold by average inventory. When

the cost of goods sold may not be available, in such a situation, computed inventory

turnover as Net sales divided by the average inventory or closing inventory. It

indicates as to how fast the goods are sold and shows the speed with which stock is

rotated into sales. It is calculated as follows:
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Inventory Turnover Ratio
InventoryAverage

SoldGoodsofCost


Inventory Turnover
InventoryClosing/InventoryAverage

Sales


Cost of Goods sold = Opening Inventory + Net Purchase + Direct Expenses – Closing

inventory

Or, = Sales – Gross Profit

Average Inventory
2

InventoryClosingInventoryOpening 


b. Debtors Turnover Ratio

The ratio indicates the velocity of debt-collection of a firm. It is also termed as

receivable Turnover Ratio. It shows the relationship between credit sales and average

debtors. The higher the ratio, the more efficient is the management on collecting the

debtors. A higher ratio indicates that within a short period, the firm is collecting the

cash from debtors. A low ratio shows that debts are not being collected rapidly. It is

computed as follows:

Debtors Turnover Ratio
DebtorsAverage

SalesCreditNet


Net Credit Sales = Total Sales – Cash Sales – Sales Return

Average Debtors
2

DebtorsClosingDebtorsOpening 


Or, Debtors Turnover Ratio
DebtorsClosing

Sales


c. Average Collection Period

It represents the average number of days for collecting the cash from debtors. It

measures the efficiency of the concern for collecting from debtors. It indicates the

rapidity or slowness with which the money is collected from the debtors. The

minimum days show that the firm is efficient on collecting cash from debtors and it

also reduces the change of bad debtors. A higher average collection period shows the

excessive blockage of funds with debtors which increases the changes of bad debtors.

It is computed as follows:

Average Collection Period or Debt Collection Period
RatioTurnoverDebtors

Days365Debtors

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d. Fixed Assets Turnover Ratio

A relationship between sales and fixed assets is known as Fixed Assets Turnover. It

shows the efficiency of a concern on utilizing its fixed assets. The higher ratio reflects

better utilization of fixed assets. A low ratio is indicative of the poor utilization of the

existing plant capacity which will result in reduction of production and increase in

cost of production. It is calculated as follows:

Fixed Assets Turnover Ratio
AssetsFixedNet

SalesNet


Net Sales = Total Sales – Sales Return

Net Fixed Assets = Fixed Assets – Depreciation

e. Total Assets Turnover Ratio

This ratio is employed to take information on Total Assets for generating sales in

operation of business by the firm. It shows the relationship between total assets and

sales. The total assets include current assets, fixed assets and investment. In

ascertaining the total assets, fictitious assets and deferred expenditure must be

excluded. A higher ratio implies better utilization of total assets and vice versa. It is

calculated as follows:

Total Assets Turnover Ratio
AssetsTotal

SalesNet


f. Capital-Employed Turnover Ratio

A relationship between sales and Total Capital is represented by this ratio. It is a

measure of efficiency of the capital employed in the business. Higher the ratio is the

more efficient the management on utilization of capital. The capital employed

includes share holder’s equity and long term liabilities. It is computed by as follows:

Capital-Employed Turnover Ratio
EmployedCapital

SalesNet


4. Profitability Ratios

Profitability is the net result of a number of policies and decisions. Profit is the

difference between revenues and expenses over a period of time. Profit is the ultimate

output of a company, and it will have no future if it fails to make sufficient profits.

Therefore, the financial manager should continuously evaluate the efficiency of its
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company in terms of profits. The profitability ratios are calculated to measure the

operating efficiency of the company. Besides, management of the company, creditors

and owners are also interested in the profitability of the firm. Creditors want to get

interest and repayment of principal regularly. Owners want to get a reasonable return

on their investment. This is possible only when the company earns enough profits.

Generally, there are two major types of profitability ratio:

a. Profitability in relation to Sales

b. Profitability in relation to Investment

c. Earning Performance (Capital Market) Ratio (Pandey, I.M. 1995)

a. Profitability in Relation to Sales

It is important from a profit standpoint that the firm be able to generate adequate

profit on each unit of sales. If sales lack a sufficient margin of profit, it is difficult for

the firm to cover its fixed costs and fixed charge on debt and to earn a profit for

shareholders. Therefore, the following ratio can be ascertained considering the sales

as basis:

i. Gross Profit Ratio/Gross Profit Margin

ii. Net Profit Ratio

iii. Operating Expenses Ratio

i. Gross Profit Ratio/Gross Profit Margin

This ratio expresses the relationship between gross profit and sales. The gross profit

margin reflects the efficiency with which management produces each unit of product.

If higher ratio is a sign of efficient management, which reflects lower cost of goods

sold and maximizing profit on the other, a low ratio may reflect higher cost of goods

terms. It is calculated as follows:

Gross Profit Margin
SalesNet
ProfitGross



Gross Profit = Sales – Cost of Goods Sold

Gross Profit = Opening Stock + Net Purchase + Direct Expenses – Closing Stock

ii. Net Profit Ratio / Net Profit Margin

Net Profit margin ratio establishes a relationship between net profit and sales and

indicates management’s efficiency in manufacturing, administering and selling the
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products. This ratio is the overall measure of the firm’s ability to turn each rupee sales

into net profit. If the net margin is inadequate, the firm will fail to achieve satisfactory

return on owner’s equity. A higher ratio is an indication of the higher overall

efficiency of the business and better utilization of total resources. It is computed by as

follows:

Net Profit Margin
Sales

TaxafterProfitNet


iii. Operating Expenses Ratio

This ratio shows the relation between operating expenses and sales value. The term

expenses include: (a) cost of goods sold (b) Administrative expenses (c) Selling and

distribution expenses (d) Financial expenses but excludes taxes, dividends and

extraordinary losses due to theft of goods, good destroyed by fire, and so on. This

ratio is very important for analyzing the profitability of a firm. It should be compared

over a period of time with the industry average as well as firms lower operating ratio

indicates the higher operating profit. So, the lower percentage is preferable for the

company. But the higher ratio shows the increase in operating expenses and decrease

in business capacity.

Operating Expenses Ratio
Sales

ExpensesOperating


b. Profitability in Relation to Investment

The profitability ratios can also be computed by relating the profits of a firm to its

investments. Such ratios are popularly termed as return on investments. Profitability is

relation to investment, shows the return made in investment on different assets higher

the return on investment between the profitability position and vice versa. For the

purpose following ratios have been included:

i. Return on Assets (ROA)

ii. Return on Investment (ROI)

iii. Return on Shareholder’s Equity (ROSE)

iv. Return on Capital Employed (ROCE)

i. Return on Assets (ROA)

This ratio establishes the relationship between net profit and total assets. The ROA

may also be called profit-to-assets ratio. This ratio is somewhat inappropriate, in as
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much as profits are taken after interest is paid to creditors. Because these creditors

provides means by which part of the total assets are supported, there is a fallacy of

omission. When financial charges are significant, it is preferable, for comparative

purposes to compute a net operating profit rate of return instead of a return on assets

ratio. This ratio measure the profitability of all financial resources invested in the

firm’s assets. Hence, the higher ratio implies that the available sources and tools are

employed efficiently.

AssetsTotal

TaxafterProfitNet
ROA 

ii. Return on Investment (ROI)

The ratio establishes the relationship between net profits of a firm to its investments.

It is the key indicator of profitability for a firm. It matches operating profits with the

assets available to earn a return. Firms that are efficiently using their assets have a

relatively high return. Less efficient firms have a lower return. It is computed as

follows:

Investment

TaxafterProfitNet
ROI 

iii. Return on Shareholders’ Equity (ROSE)

This ratio shows the relation between the net profit after tax and shareholders’ funds.

Shareholders’ funds include equity share capital, preference share capital, reserve and

surplus, reserve fund, general reserve, capital reserve and share premium. The

fictitious assets should be deducted from total shareholders’ equity for finding out this

ratio. ROSE indicates how well the firm has used the resources of owners. The

earning of a satisfactory return is the most desirable objective of a business. The ratio

of net profit to owners’ equity reflects the extent to which this objective has been

accomplished. This ratio is, thus, of great interest to present as well as prospective

shareholders and also of great concern to management, which has the responsibility of

maximizing the owners’ welfare (Pandey, I.M. 1995). ROSE is good for the firm to be

the return of investment high. If the ratio is higher, the management and utilization of

shareholders’ fund is more efficient. It is computed by as follows:

ROSE
rShareholdeEquity

TaxesAfterProfitNet

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iv. Return on Capital Employed (ROCE)

A relation between net profit and the total capital employed is known as Return on

Capital Employed Ratio. The term Capital Employed refers to long-term funds

supplied by the creditors and owners of the firm. It can be computed in two ways.

First, it is equal to non current liabilities (long term liabilities) plus owner’s equity.

Second, it is equivalent to net working capital plus fixed assets. Thus, the capital

employed basis provides a test of profitability related to the sources of long term

funds. A comparison of this ratio with similar firms, with the industry average and

over time would provide sufficient insight into how efficiently the long-term funds of

owners and creditors are being used. The higher is the ratio, the more efficient is the

used of capital employed (Khan, MY and Jain, PK 2000). It is computed by as

follows:

CapitalotalEmployed/TCapital

TaxafterProfitNet
ROCE 

Or,
EmployedCapital

InterestTaxafterProfitNet 


Or,
AssetsIntangibleEmployedCapital

InterestTaxafterProfitNet






c. Earning Performance (Capital Market) Ratio

It can be classified into following ratio:

i. Earning Per Share (EPS)

ii. Dividend Per Share (DPS)

iii. Dividend Payout Ratio

iv. Dividend Yield Ratio

v. Earning Yield Ratio

vi. Earning Power Ratio

i. Earning Per Share (EPS)

Earning per share measure the profit available to the equity shareholders on a per

share basis that is the amount that they can get on every share held (Khan, MY and

Jain, PK 2000). The Earning per share of the company should be compared with the

industry average and the earnings per share of other firms. The earning per share

simply shows the profitability of the firm on a per share basis; it does not reflect how
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much is paid as dividend and how much is retained in the business. But as a

profitability index, it is a valuable and widely used ratio (Pandey, I.M. 1995). If the

firm returns more per share, it is more excellent and vice versa. It is calculated by as

follows:

ShareCommonofNo.

TaxAfterProfitNet
EPS 

ii. Dividend per Share (DPS)

Dividend per share is the net distribute profit belonging to the shareholders divided by

the number of ordinary share outstanding (Khan, MY and Jain, PK 2000). So, the

income which shareholders really receive is the amount of earning distributed as cash

dividends. The equity shareholder is very concerned about the position taken by the

firm with respect to the payment of cash dividends. If the firm is paying insufficient

dividends, the share is not attractive to investors desiring some current income from

their investment. If DPS is higher, it is considered excellent. It is computed by as

follows:

SharesEquityofNo.

rsShareholdeEquity toPaidDividind
DPS 

iii. Dividend Payout Ratio

The ratio measure the relationship between the earning belonging to the equity

shareholders and the dividend paid to them (Khan, MY and Jain, PK 2000). It shows

the ratio or percentage between the net profit after taxes and preference dividend and

dividend paid to equity shareholders. The main purpose of computing this ratio is to

know the portion of dividend distributed out of total earning. It can be calculated as

under:

SharePerEarning

SharePerDividend
RatioPayoutDividend 

iv. Dividend Yield Ratio

It is the relationship between dividend per share and market value per share. It is

closely related to the Dividend per share. It is very useful for the investors. It is

calculated by dividing the cash dividends per share by the market per share. Such as:

SharePerValueMarket

SharePerDividend
RatioYieldDividend 
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v. Earning Yield Ratio

It is the relationship between earning per share and market value per share. It is

closely related to earning per share. It is also called the earning price ratio. If the

market value is higher, the ratio will be decreased and vice versa. It is calculated by

dividing the earning per share by the market per share. Such as:

SharePerValueMarket

SharePerEarning
RatioYieldEarning 

vi. Earning Power Ratio

The profitability of a firm can be measured either in relationship between net profit to

investment or total assets. The overall profitability can be measured on the basis of

combination of these two ratios is known as earning power ratio. It is a measure of the

after tax return achieved by the company compared to the firm’s resources. It links

after tax profit to the investment and book value of total assets. If a firm is using its

investment and assets efficiently, it has a high earning power when compared with

similar firms. It is calculated as under:

Investment

TaxafterProfitNet
RatioPowerEarning 

Or,
AssetsTotal

TaxafterProfitNet


2.2. Review of Related Studies

Singh R. (1980 BS) attempted to flash light on A Brief Study on Resource Utilizations

by Nepalese Commercial Banks. This study is to evaluate resources utilization (of the

period from 1972 to 1978) with objectives as:

 To examine how far the banks have been able to mobilize its resources

efficiently.

 To find out the impact of interest rates on deposits and interest rates of loans on

the credit extension of banks.

 To know the relationship between branch expansion and deposits collection.

 To investigate the types of relationship between credit extension and the

expansion of bank branches.

 To find out the causes for the inefficient operations of commercial banks with

regard to mobilization of savings.
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Singh recommended following major points in his study for the consideration to

improve the existing situation:

 Banks were found inefficient in deposits utilization during seven years’ (from

F.Y. 1972 to 1978) study.

 Banks branch expansion in rural sector was unsatisfactory.

 There was higher degree of positive correlation between branch expansion and

collection of scattered savings and extension of credit by banks as well.

 There was higher degree of positive correlation between deposit collection and

extension of credit by banks.

 There was positive correlation between interest rate and deposits collection.

Khadka M. (2006) in the thesis entitled A Study on Investment Policy of NIBL in

Comparison with other Joint Venture Banks in Nepal found that the liquidity position

of NIBL is worse than that of SCBN and NIBL. NIBL has more proportion of current

assets as loan and advance but less as investment on government securities. NIBL is

comparatively less successful in on-balance sheet operations as well as off-balance

sheet operations than that of other JV banks to be careful in increasing profit in real

sense to maintain the confidence of shareholders.

Sharma S. (2003) in Nepal’s Best Joint Venture Banks concluded that SCBN is

stronger than other JV banks in case of profit. It has a strong operating profit, net

profit and non-interest income. Although, its profitability growth seems volatile in

comparison to other JV bank, no doubt it is the most profitable JV bank. NB is

another strong bank in profitability. It is good in net spread and net profit to average

working funds. Last research year it also shows good growth signal in last two

research years. NIBL is not progressing well. HB and NABIL are well in this

category.

Sapkota S. R. (2008) in his study Profitability Benchmarking of NB Bank has

analyzed Profitability Position with other Joint Venture (JV) banks i.e. Nabil, SCB,

HBL, NSBI, EBL, NIBL with given objectives:

 To examine the profitability situation of the JV bank industry as a whole and

sample banks.
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 To analyze the profitability trend of NB Bank and the JV bank industry over the

last five years.

 To ascertain the comparative position of profitability of NB Bank with respect

to other JV Banks.

The main findings of this study are:

 It is identified from the analysis that NB Bank is performing not well under the

industry standard and also has least performance among all players in the JV

Bank industry in Nepal.

 NB Bank’s past and present earning generating potential is assessed low in

many parameters of profitability in comparison to the industry as well as other

joint venture banks in the country.

Kharel S. (2008) conducted a study entitled Profit Planning of Commercial Banks

with a Comparative study of Everest Bank Ltd., Nabil Bank Ltd. and Bank of

Kathmandu Ltd. The main objectives of this study are:

 To find out the relationships between total investment, loan and advance,

deposit, net profit and outside assets.

 To identify the investment priority sectors of commercial banks.

 To assess the impact of investment on profitability.

 To analyze and forecast the trend and structure of deposit utilization and its

projection for five years of commercial banks.

 To provide suggestion and possible guidelines to improve investment policy and

its problems.

The main findings of the study are:

 The liquidity position of EBL is comparatively better than of Nabil and BOK.

 In spite of the current ratio is average among the other two banks EBL has

maintained the cash and bank balance to meet the customers demand.

 EBL has invested in highest sector like government securities than BOK and

lesser portion than that of Nabil.

 BOK had mobilized lots of its funds in order to gain the high profit.
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 The interest earned to total outside assets and return on total working fund ratio

of EBL is lowest of Nabil and BOK bank.

 The ratio suggests that the earning capacity of the bank’s loan and advances is

satisfactory.

 The return on assets of the bank is good in average; it indicates the good earning

capacity of the bank assets and good utilization of its assets.

2.3 Research Gap

There is gap between the present research and previous researches. Most of the

previous researches are conducted on profit planning and they are comparative studies

in between two or more than two banks; only few researches conducted on

profitability position were also comparative studies. The findings were mostly in

secondary data; primary data for analysis has not been used. Previous researches were

unable to recommend about the particular tools and technique used. Thus, to full-fill

the gap, the current research is organized.

This study shall be a new study in this field as no study has been made so far in the

Profitability Position of NIBL. This study has tried to indicate the profitability

position of NIBL by applying the tools of ratio analysis and other mathematical and

statistical tools. Profitability position of a bank is always fruitful to a wide range of

stakeholders.  So, the updated information on bank’s profitability would be of great

advantage to the researcher, the bank concerned, as well as to the public at large who

has kind of stake in that organization. This study covers latest financial secondary

data and also primary data. Finally, it concludes the various finding of research and

recommendations to NIBL.
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CHAPTER - III

RESEARCH METHODOLOGY

3.1 Introduction

This chapter explains the design of the study in detail. Research is a systematic and

organized effort to investigate a specific problem that needs a solution. The sample

size and process of sample selection, the sources and methods of collecting data, the

reliability of instruments selected and the statistical procedures used in the analysis

are carefully explained in this chapter.

The study basically helps to conduct the real profitability position of Nepal

Investment Bank Limited (NIBL). The major objectives of this research are to analyze

the profitability position in NIBL, its effective use of short term and long term

reference planning tools and find out financial strength and weakness.  This chapter

includes the following research methodology.

 Research Design

 Population and Sample

 Sources and Techniques of Data Collection

 Data Analysis Tools

3.2 Research Design

The research design is a framework for the study, guiding the collection and analysis

of the data, the research instruments to be utilized and the sampling plan to be

followed. The research design of the study is analytical as well as descriptive

approach. It is also an organized approach and not a collection of loose, unrelated

parts. It is an integrated system that guides the researcher in formulating,

implementing and controlling the study. A useful research design can produce the

answers to the proposed research questions. Thus the research design is an integrated

frame that guides the researcher in planning and executing the research works. This

study is an examination and evaluation of profitability position of NIBL.

3.3 Population and Sample

In this topic, the total composition of population, its size and sample size and process

of its selection etc. are briefly described. All the commercial banks are the population
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of this study. The current study is only related with the profitability position of NIBL.

The present study is undertaken for period of past five years.

3.4 Sources and Technique of Data Collection

The study is conducted on the basis of primary and secondary data. For the secondary

data collection of this research work, all the quantitative data are collected directly

from the balance sheet, financial reports and financial statement of the bank. Similarly

other necessary data have collected from websites, newspapers and related

publications. Besides, primary data are collected to some extent through discussion

with shareholders, financial experts and personnel of the bank. Questionnaire and

interview methods are also applied as primary data sources.

3.5 Data Analysis Tools

Financial and statistical tools are mainly used to analyze the collected data. The data

were collected in raw and crude form from various sources are arranged, analyzed and

presented in proper table formats and graphs such tables and formats are interpreted

and explained wherever necessary. To analyze the collected data, basically two types

of tools are used:

 Financial Tools

 Statistical Tools

3.5.1 Financial Tools

Financial Ratios, calculated and interpreted in this study are given below:

a) Liquidity Ratio

 Cash and Bank Balance to Total Deposits Ratio = Cash and Bank   Balance ÷

Total Deposit

 Cash and Bank Balance to Current Deposit Ratio = Cash and Bank Balance ÷

Current Deposits.

 Fixed Deposits to Total Deposits Ratio = Fixed Deposits ÷ Total deposit

 Saving deposits to Total Deposit Ratio = Saving deposit ÷ Total Deposit

b) Leverage Ratio

 Interest Income to Total Income Ratio = Interest Income ÷ Total Income
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 Interest Expenses to Total Income Ratio = Interest Expenses ÷ Total Income

 Operating Expenses to Total Income Ratio = Operating Expenses ÷ Total

Income

c) Utilization/Activities Ratio

 Loans and Advance to Total Deposit Ratio = Loans and Advance ÷ Total

Deposit

 Total Investment to Total Deposit Ratio = Total Investment ÷ Total Deposit

 Loans and Advance to Total Assets Ratio = Loans and Advance ÷ Total Assets

d) Profitability Ratio

 Return on Total Assets (ROA) =NPAT ÷ Total Assets

 Return on Investment (ROI) = NPAT ÷ Investment

 Return on Shareholders’ Equity (ROSE) = NPAT ÷ Shareholders’ Equity

 Return on Net Fixed Assets  (RONFA) = NPAT ÷ Fixed Assets

 Return on Loans and Advance = NPAT ÷ Loans and Advance

e) Earning Performance (Capital Market) Ratio

 Earning per Share (EPS) = NPAT ÷ No of Equity Share

 Dividend per Share (DPS) = Dividend ÷ No of Equity Share

3.5.2 Statistical Tools

a) Arithmetic Mean/Average

Average is the central or middle value of the distribution. This is due to the simplicity

of its calculation and other advantage. It is an ideal average of the distribution as it

depends upon all the items in the distribution. It is used to calculate the average value

of quantitative data closed end class intervals and when the distribution does not have

very large and very small items.

Arithmetic Mean or Average is also used to obtain average value of distribution

having closed ended class intervals and having non-extreme items. It is defined as the

sum of numerical values of each and every observation divided by the total number of

observation.
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Its formula is:

Average
nobservatioofnumber totalThe

nobservatioof valuesnumericalofsumThe


Or,
n

X
X 

Where,

X = Average or Mean

X = The sum of numerical values of observation

n The total number of observation

b) Karl Pearson’s Coefficient of Correlation (r)

The most commonly used technique of analyzing the data is to determine the

relationship (or association) between two or more variables and to test the

significance of relationship. Karl Pearson’s correlation coefficient measure a degree

of association between two variables only to the extent to which it is linear of the

several mathematical method of measuring correlation, the Karl Pearson’s method

popularly know as Pearson coefficient of correlation, is most widely used in practice.

Generally, it is denoted by ‘r’. The formula for computing Pearson’s correlation

coefficient using direct method is as follows:

  
    

 



2222

YYNXXN

X-XYN
r

Y

Where,

N = Number of pairs of X and Y observed

X = Value of loans and advances

Y = Value of total deposit

r = Pearson’s Correlation Coefficient

c) Probable Error (P.E.)

Probable errors of the correlation coefficients are applicable for the measurement of

reliability of the computed value of the correlation coefficient (r). it is defined by,

P.E.
N

r-1
0.6745

2



S.E.0.6745
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Where,

r = Correlation Coefficient variables.

N = No. of pairs of observation

S.E.
N

r-1 2

 (Standard Error)

1. If the value of r < P.E., the value of r is not significant.

2. If the value of r > 6 × P.E., there is significant relation between variables.

3. If P.E. < r < 6  P.E., there may be mode unit price relationship between

variables.

In this study, P.E. has been calculated to determine the reliability of correlation

coefficient between the variables.

d) Trend Analysis

Trend analysis is also and important tools for the analysis of Profitability Position of

NIBL. It reflects the dynamic pace of movements of a phenomenon over a period of

the time. This analysis simply finds out the increasing or decreasing trend of any

particular item. It helps on forecasting so that proper strategy can be implemented to

bring changes in the trend value of succeeding. In this regard, the trend analysis

covers the time period of seven years from F.Y. 2002/03 to 2007/08.

e) Simple Bar Diagram and Graphs

Diagrams and graphs are visual aids which give a bird’s eye view of a set numerical

data which show the information in a way that enables us to make comparison

between two or more than two sets of data. Diagrams are in different types. Out of

these various types of diagram one of the most important forms of diagrammatic

presentation of data is simple bar diagram. A diagram used to present only on variable

is called simple bar diagram. It is used for the comparative study of two or more

values of a single variable.

The different bars are drawn for the different values of the same variable on the same

base line. The height of the bar is used to denote the values; the width of the bar is

used to make the diagram attractive and understandable. The different bars should be

of the same width.
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f) Percentage

Percentage is one of the most useful tools for the comparison of two quantities or

variables. Simply, the word percentage means per hundred. In other words, the

fraction with 100 as its denominator is known as a percentage and the numerator of

this fraction is known as rate of percent.

3.6. Research Variables

Telephone line, capacity utilization, profit and loss, total assets, profit margin, total

capital employed, capital expenditure, cash flows and manpower expenditures relating

to long term and short term periods of Nepal Investment Bank are the research

variables of the study.
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CHAPTER - IV

DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter deals with the presentation, analysis and interpretation of relevant and

available data of NIBL in order to fulfill the objectives of this study. To obtain the

best result, the data have been analyzed according to the research methodology as

mentioned in third chapter. The data presentation and analysis is the basic

organization and classification, which are then used for analysis purpose. After data

collection is completed, the data is in raw form so; it is arranged in proper way.

Different types of data require different methods of summery and presentation. Here,

the arrangement of raw data is presented in three ways. They are:

 Tabular Presentation

 Diagrammatic Presentation and

 Graphic Presentation

For the purpose of this study, a period of six years from F.Y. 2002/03 to 2007/08 is

covered.

4.2 Ratio Analysis

4.2.1 Liquidity Ratio

a) Cash and Bank Balance to Total Deposit Ratio

The main function of a commercial bank is the collection of deposit and the efficient

utilization of the deposit. Deposit collection shows bank’s efficiency in performance

and reliability and efficient utilization of the same indicates its success and

profitability as well as service-orientation. Cash means the firm’s holding of currency

and demand deposit. It is the most liquid assets because a firm can disburse it

immediately without any restriction. Cash and Bank Balance to Total Deposit Ratio

shows the ability of bank’s liquid funds to meet their current deposit and saving

deposit. The failure to meet these obligations affects the reputation of the bank among

its customers, which can result in the collapse of its existence. Cash and bank balance

includes total cash in hand and total cash at Nepal Rastra Bank and Financial

Institutions. Similarly, total deposit includes all types of deposits. It is obligated by
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dividing cash and bank balance by total deposit. This ratio of NIBL is represented

below in table 4.1.

Table 4.1

Cash and bank Balance to Total Deposit Ratio

(Rs. in Million)

F.Y.

Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Cash and Bank Balance 926 1,227 1,340 2,335 2,441 3,755

Total Deposit 7,923 11,525 14,255 18,927 24,489 34,451
Ratio (%) 11.69 10.65 9.40 12.34 9.97 10.90

Average (%) 10.83

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The table 4.1 shows that the ratio of Cash and bank Balance to Total Deposit Ratio is

in fluctuating trend for NIBL. But in last two years 2006/07 and 2007/08, the ratio is

in increasing trend. The highest ratio is 12.34% in F.Y. 2005/06 and lowest is 9.40%

in F.Y 2004/05. The average ratio is 10.83%.

As the higher ratio indicates the better liquidity strength and ability to cover the

deposits and vice-versa, the cash and bank balance is in decreasing trend in every year

but portion of total deposit is increasing. It indicates the high risk for the bank because

low liquidity ratio may create the lack of trust to customer. As a result, the ratio and

the liquidity position of the bank are decreasing. It is shocking for the bank because

lesser ratio indicates the poor liquidity strength and disability to meet the demand for

deposit of its customer. In this situation, the bank might invest in more productive

sectors like short-term marketable securities, treasury bills etc. But in last two years

i.e. F.Y. 2006/07 and F.Y. 2007/08, the data shows the liquidity position of the bank

is increasing. It means it is favorable for the bank.

b) Cash and Bank Balance to Current Deposit Ratio

Money can be deposited as the depositor’s wishes and even can be withdrawn

immediately up on demand is called current deposit account. Cash and Bank Balance

to Current Deposit Ratio shows the availability of bank’s highly liquid or immediate

funds to meet unanticipated calls on current deposits and it measures the proportion of

most liquid assets i.e. cash and bank balance among the total current assets of the
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bank. Higher ratio indicates the bank’s ability to meet the daily cash requirements of

their customers’ deposit. Bank has to balance the adequate cash for the customers’

demand against deposit when required and less interest is required to be paid against

the cash deposit. It is calculated by dividing cash and bank balance by current

deposits which is represented in the table 4.2.

Table 4.2

Cash and Bank Balance to Current Deposit Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Cash and Bank Balance 926 1,227 1,340 2,335 2,441 3,755

Current    Deposit 979.01 1500.10 1583.03 1705.67 2175.03 3138.67

Ratio (%) 94.58 81.79 84.65 136.89 112.23 119.63

Average (%) 104.96

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The given table 4.2 shows that the ratio has decreased 81.79% in F.Y. 2003/04. But in

last two years 2006/07and 2007/08 it is in increasing trend by 112.23% and 119.63%

respectively. The highest ratio 136.89% in F.Y. 2005/06 and the lowest ratio is

81.79% in F.Y. 2003/04. The average ratio is 104.96%.

From the above analysis, the ratio in F.Y. 2002/03 and 2003/04 have been in

decreasing trend. But in current two years 2006/07 and 2007/08, the ratio is

increasing. So, the bank has better position during these periods as the bank show the

ability to manage the deposit withdrawal from the customers. It indicates the lower

liquidity position of the bank which is very riskier for the bank.

c) Fixed Deposit to Total Deposit Ratio

Fixed deposit is also known as time deposit. It is long-term deposit. Deposit made

under fixed deposit can’t be withdrawn before the expiry of the period for which they

are deposited. Before the maturity of the period if the depositor requires money,

he/she can obtain 90% loan from the bank against the security of his/her deposit.

Interest on fixed deposit varies on the basis of time duration of deposition. Banks can
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mobilize them on investment, loans and advance. The greater the proportion of fixed

deposits, the lesser will be the proportion of current or short-term deposits in the total

deposits, which indicates higher short-term liquidity position of a bank. It is

considered by dividing fixed deposit by total deposit which is presented in the table

4.3.

Table 4.3

Fixed Deposit to Total Deposit Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Fixed Deposit 1672.82 2294.68 3212.26 5412.97 7516.69 7944.23

Total Deposit 7,923 11,525 14,255 18,927 24,489 34,451

Ratio (%) 21.11 19.91 22.53 28.60 30.69 23.06
Average (%) 24.32

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The tabulation above exhibits that the ratio has increased in every fiscal year except in

2003/04; it is decreased. The highest ratio is 30.69% in F.Y. 2006/07 and lowest ratio

is 19.91% in F.Y. 2003/04. The average ratio is 24.32%.

This ratio is not better till F.Y. 2003/04 because it is declined. It might be happened

because of worse economic and law order situation in the country. But after then it is

increased. It is obvious that NIBL’s liquidity position is in better condition. Due to the

high amount of fixed deposit out of total deposit, it may be lack of investment

opportunities to other sectors by the customers. So, customers are attracted to fixed

deposit. Because the higher the fixed deposit the lower the other short-term or current

deposits with a bank implying higher liquidity position. It may happen including

selective shedding of unprofitable deposits, improving the quality of credit, improving

the yield on investments and increasing low cost deposits.

d) Saving Deposits to Total Deposit Ratio

Saving deposits are short-term, interest bearing deposit. Nepalese citizen can open

this account alone or jointly with minimum amount of Rs.1 in NIBL. This ratio shows

the proportion of these deposits on total deposits. It is obligated by dividing saving

deposits by total deposit. This ratio during the study period is presented in table 4.4.
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Table 4.4

Saving Deposits to Total Deposit Ratio

(Rs.in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Saving Deposit 2434.05 4886.10 6703.51 8081.98 10742.33 13688.77

Total Deposit 7,923 11,525 14,255 18,927 24,489 34,451

Ratio (%) 30.72 42.40 47.02 42.70 43.86 39.73

Average (%) 41.07

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

In table no. 4, the ratio is increasing till F.Y. 2004/05 and then decreased from

47.02% in F.Y. 2004/05 to 42.70% in F.Y. 2005/06. So, for first three years, it is in

increasing trend and after then for the last 3 years it is in decreasing trend. The highest

ratio is 47.02% in F.Y. 2004/05 and lowest ratio is 30.72% in F.Y. 2002/03. Its

average ratio is 41.07%.

If saving deposit to total deposit ratio is high, it indicates the higher liquidity ratio and

vice versa. By the analysis above, NIBL’s liquidity position is concluded better in last

3 years as it is increased. It may loose to fulfill the demand of stakeholders. Saving

deposits are generally regarded as short-term obligation as it can be withdrawn with

or without prior notice or with short notice. NIBL ratio in relation to saving deposits

to total deposits is not better because in last year from 2006/07 to 2007/08 it is

decreasing. So, it is unfavorable and critical for the bank. Such condition may have

occurred because of low interest rate on saving deposit and unattractive savings

scheme which detracted the customers.

4.2.2 Leverage Ratio

a) Interest Income to Total Income Ratio

This ratio shows the portion of interest income on total income. Interest is the main

source of income in commercial banks. So, the interest income should be increased

yearly. When the interest income is increased then total income is also increased; so

the correlation between in these two ratios is positive. The highest ratio indicates the
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high contribution made by the lending and investing activities. This ratio is calculated

by dividing interest income by total income. It is represented below in table no. 5.

Table 4.5

Interest Income to Total Income Ratio

(Rs.in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Interest Income 2,70,295 4,05,201 5,32,251 6,81,795 8,99,457 12,02,117

Total Income 3,88,715 5,87,512 7,91,079 9,70,482 13,14,233 17,58,249

Ratio (%) 69.53 68.97 67.28 70.25 68.44 68.37

Average (%) 68.81
Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The display given in Table no. 5 proves the ratio of NIBL is in fluctuation trend. In

some FYs there were increasing trend but in some other there were trend of decrease.

The highest ratio is 70.25% in 2005/06 and lowest ratio is 67.28% in F.Y. 2004/05.

Average ratio is 68.81%.

The analysis above interpreted the ratio of this bank was not satisfactory. There are so

many commercial banks in the market and similarly other financial institution arises

so that interest income and total income has been decreasing. Interest income and

total income both were in decreasing trend for some years; the cause of it might be

reduction on interest rate and increase in non-interest income. It means the total

income didn’t fully depend on interest income; if bank increased its interest income,

total income might increase at the same time. But in the year 2006/07 and 2007/08

ratio is increasing because total income and interest income both are increasing. The

above impressive result is possible due to the improvements in net interest income

and in the quality of credit.

b) Interest Expenses to Total Income Ratio/Interest Payout Ratio

As interest income is main source of income, an interest expense is also the main

expenses in the bank. The increase between income and expenses derive the profit for

the bank. The correlation between in these two items is negative because when

expenses are increased then total income is decreased and vice versa. The comparison

between total expenses and total income measures productivity of expenses in income
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generation. The portion of interest expenses in total income is higher than other

expenses.  Since the NRB has restricted the interest spread should not be more than

5%, all of the commercial bank has to follow this rule. This ratio is measured by

dividing interest expenses by total income. It is represented in following table no. 6.

Table 4.6

Interest Expenses to Total Income Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Interest Expenses 1,89,214 3,26,202 3,54,549 4,90,947 6,85,530 9,92158

Total Income 3,88,715 5,87,512 7,91,079 9,70,482 13,14,233 17,58,249

Ratio (%) 48.68 55.52 44.82 50.58 52.16 56.43

Average (%) 51.36
Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The ratio of interest expenses on total income is slightly decreasing. From F.Y.

2003/04 to till F.Y. 2005/06, the ratio was little bit decreasing then the ratio shows

increasing trend. In F.Y. 2007/08 it is very highly increased. The highest ratio is

56.43% in F.Y. 2007/08 and the lowest ratio is 44.82% in F.Y. 2004/05. The average

ratio is 51.36%.

The ratio explains; the last four years’ interest expense was decreased and the ratio

also was in decreasing trend, Due to the policy imposed by NRB. So, it was good for

the bank. But in current three years interest expenses are increasing. Increase on

interest rate is the cause of increase on interest expenses and causes of it may be

major portion of income is spending as interest expenses each year. This may effect

negatively in profitability of bank. If this expense is increased; the bank has to collect

low deposit of non interest bearing fund and also decrease income or total income.

Tough market pressure on lending rates has caused increase on interest expenses. In

last year the interest expenses to total income ratio is very high it is critical for the

bank.

c) Operating Expenses to Total Income Ratio

The bank while carrying out its normal activity has to incur various costs are called

operating costs. Operating expense is an important expense in any kind of
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organization because it includes the expenses, which are incurred on daily official

function. This includes those expenses, which are necessary to operate daily function,

such as rent, stationary, furniture, insurance, advertising, legal expenses, managerial

expenses etc. This ratio shows the portion of operating expenses on total income.

Higher operating expenses ratio indicates inefficiency due to higher operating cost

relative to total income and vice versa. This ratio is measured by dividing operating

expenses by total income. It is portrayed below in table 4.7.

Table 4.7

Operating Expense to Total Income Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Operating Expenses 1,08,038 1,49,479 1,82,915 1,90,605 2,43,431 3,13,154

Total Income 3,88,715 5,87,512 7,91,079 9,70,482 13,14,233 17,58,249

Ratio (%) 27.79 25.44 23.12 19.64 18.52 17.81
Average (%) 22.05

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

Table 4.7 demonstrates the ratio of operating expenses to total income. The ratio is

decreasing in F.Y. 2002/03 to till 2007/08. The highest ratio is 27.79% in F.Y.

2002/03 and the lowest ratio is 17.81% in F.Y. 2007/08. The average ratio is 22.05%.

The data analyzed above verifies the operating expense is increasing yearly. So, the

ratio or portion of expense on total income is also increasing; which affect profit

adversely. The operating expense was increasing, but the bank couldn’t increase its

total income. Due to the inflation and high growth of business volume, the operating

expense may have increased. So, the bank should plan to reduce its expense or should

increase its income to improve its profitability. Nevertheless, the operating expense is

decreasing and the portion of total income is increasing in last two years. So, in these

two years the ratio is decreasing which indicates the excellence of NIBL.

4.2.3 Utilization/ Activity Ratio

a) Loan and Advance to Total Deposit Ratio

Loan and advances are the major area of mobilization of deposit of the commercial

banks. Loan and advances are the first type of application of funds, which has more

risk and return compared to investment. This ratio shows how well the deposit has
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been mobilized and the ability of bank in generating income from bank’s deposit. The

higher ratio indicates proper mobilization of funds and vice versa. Loan and advance

includes bill purchase and discount. It is depicted in following table 4.8.

Table 4.8

Loan and Advance to Total Deposit Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Loan and Advance 5921.79 7388.57 10453.16 13178.15 17769.10 27529.30

Total Deposit 7,923 11,525 14,255 18,927 24,489 34,451

Ratio (%) 74.74 64.11 73.33 69.63 72.56 79.91

Average (%) 72.38
Sources: Annual Reports of NIBL (2002/03 to 2007/08)

Table 4.8 observes that the ratio of NIBL is fluctuating. Because here, the ratio is

increased in some years i.e. F.Y. 2005/06 to F.Y. 2007/08 but it is decreased in F.Y.

2003/04 and F.Y. and in F.Y. 2007/08 it is gradually increased. The highest ratio is

79.91% in F.Y. 2007/08 and lowest ratio is 64.11% F.Y. 2003/04. The average ratio is

72.38%.

Above ratio analysis is in decreasing trend; the bank has not mobilized the deposit

properly. The main reasons for fluctuation this ratio is unstable political environment

in the country and high risk. It indicates that in near future profitability position of the

country will decrease. The bank should formulate strong policy so that fund will

totally mobilized. Although the deposit was increasing yearly but the loan and

advance could not increase well comparing with deposit. Political uncertainty and

instability in the security continue to haunt the progress and prosperity of the country

and tremendous market pressure on lending rates has caused decline on the Bank's

loans and advances. This situation may effect on the overall profitability of the bank.

Because more portion of deposit fund has been unutilized. But in increasing years, the

bank is more successful in deposit utilization as main income generation assets, i.e.

loans and advance. So, in these years the deposit utilization is satisfactory.
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b) Total Investment to Total Deposit Ratio

Investments are also another kind of area of fund mobilization, which is more secure

than loan and advances. Mobilizing fund on investment activities are not risky job in

the bank and it also gives return but less than loan and advances. This ratio shows the

fund mobilizing power of the bank and also measures the mobilization of percentage

amount of total deposit on investment. The higher ratio indicates proper mobilization

of funds and vice versa. It is calculated by dividing the total investment by the total

deposits which is shown in following table 4.9.

Table 4.9

Total Investment to Total Deposit Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Total Investment 1745.24 4172.48 4074.18 5672.87 6868.87 6874.02

Total Deposit 7,923 11,525 14,255 18,927 24,489 34,451

Ratio (%) 22.03 36.20 28.58 29.97 28.05 19.95

Average (%) 27.46

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

Table no. 9 above, examines utilization of fund as investment over the period of six

years. The data reveals that, Investment ratio was not satisfactory because it was in

decreasing trend. The highest ratio is 36.20% in F.Y. 2003/04 and lowest ratio is

19.95% in F.Y. 2007/08. The average ratio is 27.46%.

The analysis explains that ratio was not satisfactory because the total investment and

total deposit are decreasing as ratio is decreasing. The main reasons for fluctuation

this ratio is unstable political environment in the country and high risk. It means the

bank has not mobilized more funds properly on investment, which is not appreciable.

In this condition the bank’s liquidity position is not good. Cause for this is; many

banks are mushrooming in Nepali economy and the investment is insecure as

competition is tough.
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c) Loan and Advance to Total Assets Ratio

Loan and advance to total assets ratio reflects the extent to which banks are successful

in mobilizing these assets in main income generating assets, i.e. loans and advances.

Loan and advance is the main income generating component of total assets. So, if it is

increased then total assets are also increased and vice versa. As a result, higher ratio

shows the higher efficiency in assets management. This ratio is represented in

following table 4.10.

Table 4.10

Loan and Advance to Total Assets Ratio

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Loan and Advance 5921.79 7388.57 10453.16 13178.15 17769.10 27529.30

Total Assets 9014 13,255 16,064 21,330 27,591 38,873

Ratio (%) 65.69 55.74 65.07 61.78 64.40 70.82

Average (%) 63.92

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The above table 4.10 shows that the ratio is in increasing trend in F.Y. 2005/06 to till

F.Y. 2007/08 but that it is decreasing from F.Y. 2002/03 to F.Y. 2005/06. The highest

ratio is 70.82% in F.Y. 2007/08 and lowest ratio is 55.74% in F.Y. 2003/04. The

average ratio is 63.92%.

Analysis above shows that proportion of loan and advances against total assets. Here,

in four years the ratio is increasing. So, it is favorable for the bank. In this situation

the bank is more efficient in assets. It means bank is successful in mobilizing these

assets in generating income i.e. loan and advance. But in current three years the bank

is not mobilizing these assets properly because in these years’ assets are increasing

but in proportion of assets loan and advance are not increased properly. It may be due

to the number of banks and financial institutions and their branches are constantly

increasing.
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4.2.4 Profitability Ratios

4.2.4.1 Profitability from the View of Investment

a) Return on Total Assets (ROA)

All the assets employed in bank as shown in assets side of balance sheet are included

in total assets. It has been computed on the basis of NPAT. This ratio shows the

percentage of return on assets. It measures how efficiently the assets of business are

utilized to income generation. The ratio informs the management and shareholders, if

their investment on total assets is beneficial or not. It reveals the earning power of

bank. Higher ratio shows high efficiency on utilization of assets and vice versa. It has

been calculated dividing the NPAT by amount employed in total assets.

Table 4.11

Return on Total Assets

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NAPT 117 153 232 351 501 697

Total Assets 9014 13,255 16,064 21,330 27,591 38,873

Ratio (%) 1.30 1.15 1.44 1.64 1.82 1.79

Average (%) 1.52
Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The table 4.11 observes, NPAT of last four years 2004/05 to 2007/08 is satisfactory

because it is in increasing trend. But in year 2002/03 to 2003/04 it is in decreasing

trend which is not pleasing. The highest ratio is 1.79% in F.Y. 2007/08 and lowest

ratio is 1.15% in F.Y. 2003/04. The average ratio is 1.52%.

It is more clearly shown in flowing bar diagram in figure 4.1.
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Figure 4.1

Return on Total Assets

Figure 4.1 explains that in last three years 2005/06 to 2007/08, the ratios are in

decreasing trend. Decreasing ratio indicate the efficient utilization of assets. Volume

of assets is increasing continuously but the returns on them are decreasing. The causes

of it may be increase in non-banking assets and decrease in net profit as well. Thus, it

shows that bank’s assets are not properly utilized. So, bank should utilized its assets

properly, reduce its non-banking assets and increase its net profit as well.

b) Return on Investment (ROI)

This investment consist the whole amount of investment. The bank has invested their

fund in different profitable sector to generate more profit if it can’t get expected return

or unable to recover invested amount, they suffer. ROI invests their fund on treasury

bills, Nepal Government development bonds and other investment too. The

investment directly returns to bank, however, the coast of arranging investment like

interest payment and other additional expenses like income tax payment and bad debts

provision reduce the gross return. Hence, the NPAT is taken to measure the return on

investment. It informs the bank, its return is adequate to meet the obligations created

by investment like interest payment, bad investment provision etc. It is represented in

table 4.12.

Table 4.12

Return on Investment
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(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NPAT 117 153 232 351 501 697

Total Investment 1745.24 4172.48 4074.18 5672.87 6868.87 6874.02

Ratio (%) 6.70 3.67 5.69 6.19 7.29 10.14
Average (%) 6.61

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The above table 4.12 exhibits that the ratio is in decreasing trend till F.Y. 2002/03 and

2003/04 but after that it is increasing from F.Y. 2004/05 to 2007/08. The highest ratio

is 10.14% in F.Y. 2007/08 and lowest ratio is 3.67% in F.Y. 2003/04. The average

ratio is 6.61%.
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It is more clearly shown in figure 4.2

Figure 4.2

Return on Total Investment

Higher ROI refers favorable position of profitability and vice versa. The above

analysis shows that the profitability position of the bank is not consistent. Firstly, the

ROI is in decreasing trend from F.Y. 2002/03 to 2003/04 then its increasing. Last four

years’ ROI shows the strong ness of firm in investment policy. If the ROI is not in

better position, the firm’s total profitability position is disturbed. So, the bank has to

improve management to gain the return.

c) Return on Shareholders’ Equity (ROSE)

The return on shareholders’ equity (ROSE) or simply return on equity (ROE)

indicates how well the company’s management is able to provide return to its owners.

Shareholders’ equity includes profit general reserve, share premium and other

reserves like bank develop fund, dividend equalization fund, exchange fluctuation

fund. It carries the relationship of return (NPAT) with the sources of fund. It shows

the relation between use of equity and NPAT. Actually, net profit to equity

shareholders is employed to calculate this ratio but the bank has not employed any

preference share. An assessment of profitability in relation to shareholders’ equity is

important for management to know the effectiveness of net worth utilization. So, this



56

ratio shows how efficiently the bank has utilized the resources of the shareholders’. It

is presented below on table 4.13.

Table 4.13

Return on Shareholders’ Equity

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NPAT 117 153 232 351 501 697

Net Worth 639 729 1,180 1,415 1,878 2686

Ratio (%) 18.29 20.93 19.67 24.77 26.68 25.93

Average (%) 22.71

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

It is also represented in bar diagram below in fig. 4.3.

Figure 4.3

Return on Shareholder’s Equity

It observes in the table no. 13, ROSE is fluctuating. Because in some years it is

increasing trend and the other year it is in decreasing trend. It is satisfactory only in

previous two year that is 25.93% in F.Y. 2007/08 and 26.68% in 2006/07. The highest

ratio is 26.68% in F.Y. 2006/07 and lowest ratio is 18.29% in F.Y. 2002/03. The

average ratio is 22.71%.
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Analysis above shows the ROSE condition of the NIBL. Where the higher ROSE

shows better profitability position of bank in relation to net worth and decreasing ratio

indicate that the worth of the bank is decreasing and the book value of share is also

decreasing. But in above table, in the F.Y. 2006/07 and F.Y. 2007/08, ROSE is

decreasing trend. Therefore we can say that the trend of profitability position of the

bank is negative during this fiscal years and value of share is also decreased. These

ratios implied that the bank is unable to utilize total equity to generate profit. So, the

ROSE is unfavorable. That implies the management should improve equity

management. Bank should re-invest its undistributed profit, without keeping those as

a reserve i.e. distribute dividend to shareholders. This may help the bank to increase

rate of return on shareholders’ fund.

d) Return on Net Fixed Assets (RONFA)

The net fixed assets include fixed after deducting depreciation, sales and adding of

capital construction expenses. The RONFA measure the efficiency with which the

firm has been using its fixed assets to generate profit and the effectiveness of net fixed

assets employed in bank. The higher RONFA denotes the net fixed assets have been

efficiently operated. The efficient operation of assets is signal of better profitability

position of net fixed assets employed. The result from RONFA is helpful to

management for operation of fixed assets. The RONFA is calculated dividing the

NPAT by net fixed assets. It is represented in following table 4.14.

Table 4.14

Return on Net Fixed Assets

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NPAT 117 153 232 351 501 697

Fixed Assets 191.11 249.79 320.59 343.45 759.46 970.09

Ratio (Times) 61.22 61.25 72.37 102.20 65.97 71.85

Average (Times) 72.48

Sources: Annual Reports of NIBL (2002/03 to 2007/08)
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Table 4.14 shows that previous first four F.Y. 2002/03, 2003/04, 2004/05 and

2005/06, the ratio was in increasing trend then it was decreased in one F.Y. 2006/07

and after again it was increased from F.Y. 2006/07 to 2007/08. The highest ratio is

102.20% in F.Y. 2005/06 which is satisfactory for bank and lowest ratio is 61.22% in

F.Y. 2002/03. The average ratio is 72.48%.

It is more clear in the following bar diagram in fig. 4.4.

Figure 4.4

Return on Net Fixed Assets

The analysis above shows the ratio is in fluctuating trend. The ratios are in good

condition in previous years but in F.Y. 2006/07, it is not satisfactory because it is

highly decreased. So, in this year, the trend of RONFA shows the decreasing

profitability position of NIBL in relation to net fixed assets. By comparing the trend

of RONFA at previous different fiscal year, the ratio is not satisfactory. The

decreasing trend of ratio implies that the firm has less efficiency in net fixed assets

management as the result of net fixed assets unable to generate adequate income in

fiscal year 2007/08. The causes of it may be increased in non- banking, assets and

decrease in net profit as well. Net fixed assets are not properly utilized. So, bank

should utilized its fixed assets properly, reduce its non-banking assets and increase its

net profit as well.
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e) Return on Loan and Advance

This ratio shows percentage of net profit on loan and advance. Net profit is generated

mainly from interest income deducting expenses on it. If loan and advances are

utilized properly, the interest income will be increased and net profit will also

increase. High ratio indicates high efficiency of lending policy and vice-versa. It has

been calculated by NPAT to loan and advance. It is shown in following table 4.15.

Table 4.15

Return on Loan and Advance

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NPAT 117 153 232 351 501 697

Loan and Advance 5921.79 7388.57 10453.16 13178.15 17769.10 27529.30

Ratio (%) 1.97 2.07 2.22 2.66 2.82 2.53

Average (%) 2.38

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

Above table 4.15 shows that first five year 2002/03, 2003/04, 2004/05, 2005/06 and

2006/07, the ratio is increased. But after that it is decreased in F.Y. 2007/08. The

highest ratio is 2.82% in F.Y. 2006/07 and lowest ratio is 1.97% in F.Y. 2002/03. The

average ratio is 2.38%.

It is clear by following bar diagram fig. 4.5.

Figure 4.5

Return on Loan & Advance
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The analysis observes that the loan and advance are increasing subsequently but the

profit is not increasing in same trend. The profit is slightly increased as compared

with loan and advance. As a result, it shows the bank couldn’t utilize its fund

efficiently and its lending policy is not satisfactory. The causes of this may be not

planning in lending process or of huge amount of loan and advances became

substandard or bad loans.

4.2.4.2 Profitability from the View of Shareholders

The profitability from the view of shareholders can be assessed in different view i.e.

from the view of preference shareholders and equity shareholders. But due to the

NIBL has not employed preference share capital, the assessments of profitability has

been done only from the view of equity shareholders.

The assessment of the profitability from the view of shareholders has been done on

the following heads:

a)  Earning per share (EPS)

b)  Dividend per share (DPS)

a) Earning Per Share (EPS)

The EPS shows the portion of profit to equity shareholders. Due to the absence of

employment of preference shareholder, the NPAT has been taken for the calculation.

So, EPS is calculated by dividing NPAT by numbers of share outstanding. The

amount of EPS measures the efficiency of a firm in relative terms. It is a measuring
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tool of organizational overall performance, how far an organization is able to use its

resources to generate profit.

EPS is determined by the amount of profit it has earned. Thus, it determines the

market value of share, the attitude of outsides and high amount of EPS increases the

good will of the organization. Also, higher the EPS denotes the high profit margin to

shareholders wealth and vice versa.
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Table 4.16

Earning Per Share

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

NPAT 117 153 232 351 501 697

No. of Equity Share 295.75 295.94 587.34 591.41 813.71 1204.42

Ratio (Rs.) 39.56 51.7 39.50 59.35 61.57 57.87

Average (Rs.) 51.59

Sources: Annual Reports of Nabil Bank (2002/03 to 2007/08)

The table 4.16 shows earning per share over the seven years period. In this table, EPS

is gradually increased and decreased from F.Y. 2002/03 to 2007/08, but in F.Y.

2007/08, it is decreased The highest EPS is Rs.61.57 in F.Y. 2006/07 and lowest EPS

Rs.39.56 in F.Y. 2002/03. The average EPS is Rs.51.59. It is easily understand by

following figure 4.6

Figure 4.6

Earning Per Share

As a par value of EPS is Rs.100, in above table EPS is less than par value in F.Y.

2002/03 to 2007/08. Hence, during this fiscal year, the EPS is adverse. So, the firms

earning was not constant over the shareholders. In this year bank has issued more
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numbers of share but could not increase its profit in same trend. That’s why that EPS

of the bank is decreased. In this condition, firm should improve its earning capacity.

b) Dividend per Share (DPS)

Dividend per share refers amount of dividend paid to each shareholders. Dividends

are given to shareholders when the organization earn appropriate amount of profit.

Certain amounts of profit are distributed to equity shareholders as cash dividend and

bonus share high dividend per share revels the more portion of profit has been

distributed that attracts the possible investors on bank and also cause to increase the

value of the share. It is also a measure of profit earning capacity of the organization.

The position of DPS without bonus share has been presented in following table 4.17.

Table 4.17

Dividend per Share

(Rs. in million)

F.Y.
Particular

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08

Dividend 118.3 88.78 146.83 446.28 284.80 582.10

No. of Equity 295.75 295.94 587.34 591.41 813.71 1204.42

Ratio (Rs.) 40.00 30.00 25.00 75.46 35.00 48.33

Average (Rs.) 42.30

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

The table 4.17 shows that DPS is decreasing trend from F.Y. 2002/03 to F.Y.

2004/05. But in F.Y. 2005/06 it is suddenly increased to Rs.75.46. The highest DPS is

Rs.75.86 in F.Y. 2005/06 and lowest is Rs.25 in F.Y. 2003/04. The average DPS is

Rs.42.30. It is easily understood by the following figure.
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Figure 4.7

Dividend per Share

Above analysis shows that in increasing years the DPS of NIBL is at not so better

position. Therefore, it was not favorable condition of the bank. But in F.Y. 2005/06, it

is increased and again decreased. It means the bank is not distributing dividend

properly this year because there is less profit than previous year.

4.3 Statistical Tools

4.3.1 Trend Analysis

Trend analysis of deposit, loan and advances, interest income, interest expenses, total

income etc. is presented here. This analysis covers the time period of six years from

F.Y. 2002/03 to 2007/08. Analysis is defined with the help of least square method,

correlation analysis etc.

a) Trend analysis of Total Deposit

Deposits are the main source of fund which is mobilized on loan and advance and

investment. Deposits are collected from general public and provided loans to the

general public as well. If deposits are utilized properly it will increase the profit of the

bank. This analysis helps to find out trend of deposit and its relationship with time

period.
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Deposit = y

Time (year) = x

Using least square equation,

xc 5.469116535 

According to this equation trend of deposit indicated that deposits (y) are increasing

every year by Rs.4691.5 million in average. Any change on time in year (x) period

will change or increase the deposit by Rs.4691.5.

By using correlation analysis,

Value of ‘r’ = 0.9758

Test of significance of ‘r’

Probable Error (PE) = 0.0181

6PE = 0.108

Co-efficient of determinants r2

r2 = 0.9522i.e. 95.22%

Value of ‘r’ shows that deposit and time period is highly correlated with each other.

Since r = 0.9758 which is greater than 6PE (0.108), the co-efficient of correlation

between deposit with change in year are found to be significant.

Since r2 (co-efficient of determinants) = 95.22% which seems time can explain the

variation of in deposit almost by 95.22% and remaining (100-95.22 =4.78%) are due

to error factor. It indicates the change in time makes change in deposit significant.

Total deposit is almost depended on time and only 4.78% deposit is depended on

other factor. It means it is related to this time rather than any other components

(Appendix 1).

b) Trend Analysis of Total Investment

Investments are also the sector of utilizing the collected fund. This analysis shows the

trend of investment and the relationship between time period and total investment.

Total Investment = y
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Time (year) = x

By using least square method,

c 4290.54 + 875.40x

According to this analysis, investments are increasing every year by Rs.

875.40million in average. Any change on time period (x) will change or increase the

total investment (y) by Rs. 875.40 million. This ratio shows that investment (y) will

be increase if time period (x year) increase.

By using correlation analysis,

Value of r = 0.963

Test of significance of ‘r’

Probable Error (PE) = 0.0276

6PE = 0.165

Co-efficient of determinants r2

r2 = 0.927 i.e. 19.12%

Value of ‘r’ shows that deposit and time period is highly correlated with each other.

Since r = 0.963 which is greater than 6PE (0.165), the co-efficient of correlation

between investment with change in year are found to be significant.

Since Co-efficient of determinants (r2) = 0.927, which seems time can explain the

variations of investments by 92.7% and remaining (100-92.7= 7.3%) are due to error

factor. There is significant relationship between change in year and change in

investment.  So investment depends on time. Only 7.3% are depended on time. Thus,

investment is almost depending on other factors such as economic condition, return

from investment, market opportunity etc (Appendix 2).

c) Trend Analysis of Loan and Advance

Loan and advance are the main sector of mobilizing collected deposit. Increase in loan

and advance may increase on return from them. This analysis helps to find out trend

of loan and advances.

Loan and Advanced = y



67

Time in year = x

Using least square method,

c 12136.23+3711.84x

Trend analysis shows that loan and advances (y) are increasing every year by Rs.

3711.84 million in average. Any change is year or time (x) will change loan and

advance (y) by that much.

By using correlation analysis,

Value of ‘r’ = 0.955

Test of significant of ‘r’

Probable error (PE) = 0.03288

6PE = 0.197

Co-efficient of determinants ‘r2’

r2 = 0.913i.e. 91.3%

Value of r = 0.955, shows that loan and advances and time (year) is correlated with

each other. Since ‘r’ = 0.955 which is greater than 6PE i.e. 0.197, the co-efficient of

correlation between loan and advances and change in time are found to be highly

significant.

Since r2 = 91.3%, which seems time can explain the variation of loan and advances

almost by 91.3% and remaining (100-91.3 =8.7%) are due to error factor. It indicates

the change in time makes change in loan and advances highly significant.

Relationship between loan and advance and time is positive. It is almost depended on

time.  Only 8.7% are depended on other factor which effect on loan flow (Appendix

3).

d) Trend Analysis of Total Assets

Trend analysis of total assets shows the trend of increase or decrease in these assets

with the changes in time (year). It also shows the relationship between these total

assets and year. Total assets include all types of assets.

Total assets = y
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Time in year = x

Using least square method

c 18750+5231.39x

According to this analysis, total assets (y) are increasing every year by Rs. 5231.39

million. Any change in time (x) will change total assets at that rate.

By using correlation analysis,

Value of ‘r’ = 0.974

Test of significant of ‘r’

Probable Error (PE) = 0.0193

6PE = 0.1156

Co-efficient of determinants ‘r2

r2 = 0.949 i.e. 94.9%

Value of r = 0.974, which is greater that 6PE i.e. 0.1156. So that there is highly

significant relationship between total assets y and change is time x. Thus relation

between total assets and time is positive. Change in year significantly change in total

assets.

Since r2 co-efficient of determinants = 0.949 which seems time can explain the

variation of total assets almost by 94.9% and remaining (100-94.9= 5.1%) are due to

error factor. It proves that total assets are almost related with time rather than other

factor. But management has to think about it seriously because if increase in total

asset doest not increase in return i.e. profit, it will not good to increase in these assets.

So being significant relation with time, it is not significant for the bank to increase its

total assets (Appendix 4).

e) Trend Analysis of Total Income

Total income includes interest income and non interest income. Trend analysis is done

to analysis the increasing or decreasing trend of income with change in time period.

Total Income = y
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Time in year = x

Using least square equation method

c 871.23+237.28x

According to the above equation total income (y) increase each year with increase in

year by Rs.204.38 million in average. Change in time (x year) will change total

income (y) by that much.

By using correlation analysis,

Value of ‘r’ = 0.977

Test of significance of ‘r’

Probable Error (PE) =0.0174

6PE = 0.1043

Co-efficient of determinants ‘r2’

r2 = 0.954

Since value of r = 0.977 which is greater than 6PE i.e. 0.1043, it is found that the co-

efficient of correlation between total income and time change in year is significant.

Also Co-efficient of determination (r2) = 0.954 which seems time can explain the

variation of total income almost by 95.4% and remaining (100-95.4=4.6%) are due to

error factor. Change in time makes change in total income significantly. But total

income does not completely depend on time. Only 4.6% are depend on time and

remaining are depend on other factors (Appendix 5).

f) Trend analysis of Net Profit after tax

NPAT plays the vital role in every organization because it is a measuring tool, which

measures the efficient utilization of all sources of inputs and effective management. It

should be increased each year. Without profit any organization can not run for a long

period. This analysis helps to know the relationship profit and change in year and

trend of profit.

NPAT = y
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Time in Year = x

Using least square method,

c 301.14+ 103.07x

According to this analysis, profit is increasing each year by Rs. 103.07million in

average. Any change in year will change profit by Rs. 103.07million profit has

increase trend.

By using correlation analysis,

Value of ‘r’ = 0. 0.965

Test of significance of ‘r’

Probable Error (PE) =0.0259

6PE = 0.1556

Co-efficient of determinants ‘r2’

r2 = 0.9314

Since Value of ‘r’ = 0.965 which is greater than 6PE i.e. 0.1556, the co-efficient of

correlation between NPAT and change in year are found to be highly significant.

Change in time (year) will change in NPAT. It is almost depended on time.

Co-efficient of determinants (r2) = 0.9314 which seems time can explain the variation

of NPAT almost by 93.14% and remaining (100- 93.14 = 6.86%) are due to error

factor. This means profit of the bank is completely depended on time. Only 6.86% is

depended on other factors (Appendix 6).

g) Trend Analysis of Interest Income

The interest income is the main source of income for every banks and financial

institutions. Interest income is derived from loan and advances and investments.

Trend analysis of interest income shows the decreasing or increasing trend of interest

income.

Interest income      = y

Time in year = x
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Using least square method

c 598.13 + 162.64x

Which means interest income is increasing every year by Rs. 162.64 million in

average. Any change in time period (x) will change interest income (y). This equation

shows that interest income y will increase if time period increases.

By using correlation analysis,

Value of ‘r’ = 0.978

Test of significance of ‘r’

Probable Error (PE) =0.01606

6PE = 0.0964

Co-efficient of determinants ‘r2’

r2 = 0.9575

Since r = 0.978 which is greater than 6PE i.e. 0.0964, the co-efficient of correlation

between interest income and change year are found to be significant. Change in year

will change in interest income. It is almost depend on time.

Since co-efficient of determinants (r2) = 0.9575 which seems time can explain the

variations of interest income almost by 95.75% and remaining (100-95.75=4.25%) are

due to error factor. This analysis concludes that there is significant relationship

between time and interest income. It is almost depended with the time period.

Changes in time period always change in interest income (Appendix 7).

h) Trend Analysis of Interest Expenses

Trend analysis of interest expenses shows the increasing or decreasing trend of

interest expenses. It also analyses the relationship between changes in year with

interest expenses.

Interest expenses = y

Time in Year = x
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Using least square method,

c 452.72+133.66x

According to the equation, interest expenses increasing each year by Rs. 133.66

million in average. Any change in year (x) may change y by only Rs. 133.66 million.

By using correlation analysis,

Value of ‘r’ = 0.957

Test of significance of ‘r’

Probable Error (PE) = 0.0314

6PE = 0.188

Co-efficient of determinants ‘r2’

r2 = 0.917

Since r = 0.957 which is greater than 6PE i.e. 0.188, the co-efficient of correlation

between interest expenses and change year are found to be significant. Change in year

will change in interest expenses. It is almost depend on time.

Value of Co-efficient of determinants r2 = 0.917, shows time can explain the variation

of investment almost by 91.7% and remaining (100-91.7=8.3%) are due to error

factors. This analysis explains that interest expenses are not completely depended on

the time period. It means change in time period always not change in interest

expenses. There remain, the effecting factor which influence the interest expenses.

Reduction on interest expenses is appreciable because it increases profit of the bank

(Appendix 8).

i) Trend Analysis of Operating Expenses

Trend analysis of operating expenses explains the trend of increasing or decreasing in

this expense with the change in time (year). It shows the relation between time and

expenses. Expenses should not be increase every year, it may adversely effect on

profitability of the organization.

Operating expenses = y
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Time in year = x

Using least square equation method,

c 181.75+25.62x

This means operating expenses (y) are increasing each year by Rs. 25.62 million in

average. Any change in time will change operating expenses by Rs.25.62.

By using correlation analysis,

Value of ‘r’ = 0.9792

Test of significance of ‘r’

Probable Error (PE) =0.0156

6PE = 0.0934

Co-efficient of determinants ‘r2’

r2 = 0.9588

Value of r = 0.9792 which is greater than 6PE (0.0934), the co-efficient of correlation

between operating expenses with change in year are found to be significant. Change

in year will change in operating expenses. This indicates that operating expenses with

time is very much significant. It is almost depended on time.

Co-efficient of determinants (r2) = 0.9588 which shows that time period can explain

the variation of operating expenses almost by 95.88% and remaining (100-

95.88=4.12%) are due to error factor. This means operating expenses are completely

depending on time. But if the operating expenses change in the same rate due to

change in time, this will affect greatly the profit of the organization because increase

in expense is the main cause of decrease in profit and profitability (Appendix 9).

4.3.2. Co-efficient of Correlation

Correlation is the relationship between two or more variables in which one variable is

dependent and another variable is independent. It is the statistical tool that uses to

describe the degree to which one variable is linearly to other variables. The most
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widely used in practice for calculating correlation coefficient between two variables is

‘Karl Pearson’s Correlation Co-efficient’. It is denoted by ‘r’.

Table 4.18

Correlation Matrix

(Rs. in million)

NPAT
Total

Income
Total

Deposit
Total

Investment
Interest
Income

NPAT

r - 0.996 0.9949 0.9094 0.9964

PE - 0.0032 0.0381 0.06536 0.002749
6PE - 0.0193 0.02286 0.3921 0.01649
r2 - 0.9915 0.9899 0.8276 0.9927

Interest
Expenses

r 0.9934 0.9944 0.9961 - 0.995
PE 0.0049 0.00422 0.002938 - 0.0041
6PE 0.02947 0.02532 0.01763 - 0.2467

r2 0.9870 0.9888 0.9922 - 0.9891

Loan and
Advance

r 0.9930 - 0.9957 - 0.992
PE 0.00525 - 0.003259 - 0.0059
6PE 0.03152 - 0.01955 - 0.0354
r2 0.9861 - 0.9914 - 0.9843

Operating
Expenses

r 0.9814 0.9941 0.9924 - -

PE 0.01389 0.004435 0.00570 - -

6PE 0.0834 0.0266 0.03425 - -
r2 0.9632 0.9883 0.9849 - -

Net
Worth

r 0.9950 0.9938 - - -
PE 0.00373 0.004684 - - -
6PE 0.02239 0.0281 - - -

r2 0.9901 0.9876 - - -

Sources: Annual Reports of NIBL (2002/03 to 2007/08)

1) NPAT with Total Income

Co-efficient of Correlation (r) = 0.996

Test of significance of ‘r’

Probable Error (PE) = 0.0032

6PE = 0.0193

Co-efficient of determinates,

r2 = 0.9915
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Since value of r = 0.996 which is greater than 6PE (0.0193), the co-efficient of

correlation between NPAT and total income is positive and significant. So it is move

in same direction.

Since Co-efficient of determinates (r2) = 0.9915 which seems that total income

explain    only 99.15% of    variation of NPAT and    remaining (100-99.15 = 0.85%)

are due to error factor. From this analysis, if NPAT is increase than also total income

will increase and vice versa (Appendix 10).

2) NPAT with Total Deposit

Co-efficient of Correlation (r) = 0.9949

Test of significance of ‘r’

Probable Error (PE) = 0.0883

6PE = 0.02286

Co-efficient of determinates,

r2 = 0.9899

Since value of r = 0.9949, the correlations between the two variable are highly

positive which means these are moved in same direction.

Since Co-efficient of determinates (r2) = 0.9899 which seems that total deposit

explain the variation of NPAT and remaining (100-98.99=1.01%) are due to other

factor. The co-efficient of correlation between NPAT and total deposit are found to be

significant and positive relation. It means that increase in deposit would increase its

NPAT and vice versa (Appendix 11).

3) NPAT with Total Investment

Co-efficient of Correlation (r) = 0.9094

Test of significance of ‘r’

Probable Error (PE) = 0.06536

6PE = 0.3921

Co-efficient of determinates,

r2 = 0.8276
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Since value of r = 0.9094 which is greater than 6PE (0.06536), the co-efficient of

correlation between NPAT and total investment is positive and significant. So it is

move in same direction.

Co-efficient of determinates (r2) = 0.8276 which seems total investment can explain

the variation of NPAT almost by 82.76% and remaining (100- 82.76= 17.24%) are

due to error factor. The co-efficient of correlation between NPAT and total

investment is significant (Appendix 12).

4) NPAT with Interest Income

Co-efficient of Correlation (r) = 0.9964

Test of significance of ‘r’

Probable Error (PE) = 0.002749

6PE = 0.01649

Co-efficient of determinates,

r2 = 0.9927

Since value of r = 0.9964 which is greater than 6PE (0.01649), the co-efficient of

correlation between NPAT and interest income is positive and significant. So it is

move in same direction.

Co-efficient of determinates (r2) = 0.9927 which seems interest income can explain

the variation of NPAT almost by 99.27% and remaining (100- 99.27= 0.73%) are due

to error factor. Form this analysis it is found that any change in interest income,

would change in NPAT in same direction. When interest income is increase then

automatically NPAT is also increase and vice versa (Appendix 13).

5) NPAT with Interest Expenses

Co-efficient of Correlation (r) = 0.9934

Test of significance of ‘r’

Probable Error (PE) = 0.0049

6PE = 0.02947

Co-efficient of determinates,

r2 = 0.9870
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The correlation between the two variable NPAT and interest expenses is positive

because r = 0.9934 which is greater than 6PE (0.00947) the co-efficient of correlation

between to NPAT and interest expenses are found to be highly significant and

positive relation.

Co-efficient of determinates (r2) = 0.9870which seems that interest expenses explain

the variation of NPAT almost by 98.70% and remaining (100 – 98.70 = 1.30%) are

due to error factor. Since the correlation of these two factors is positive it moves same

direction so if increase in interest expenses would increase NPAT and vice versa. The

bank has to reduce its interest expenses by making effort to collect non-interest

bearing deposit (Appendix 14).

6) NPAT with Loan and Advance

Co-efficient of Correlation (r) = 0.9930

Test of significance of ‘r’

Probable Error (PE) = 0.00525

6PE = 0.03152

Co-efficient of determinates,

r2 = 0.9861

Value of r = 0.9930 which is greater than 6PE (0.03152) the co-efficient of correlation

between to NPAT and loan advance are found to be highly significant and positive

relation.

Loan and advance explain the variation of NPAT almost by 98.61% because Co-

efficient of determinates (r2) = 0. 9861 and remaining (100 – 98.61= 1.39%) are due

to error factor. Positive relation point out that the two variable moves in same

direction. Increase in loan and advance will increase in NPAT. Increase in loan and

advance means increase in interest rate effective mobilization of fund or investment

on various project. This will make to generate profit (Appendix 15).

7) NPAT with Operating Expenses

Co-efficient of Correlation (r) = 0.9814

Test of significance of ‘r’
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Probable Error (PE) = 0.01389

6PE = 0.0834

Co-efficient of determinates,

r2 = 0.9632

The co-efficient of correlation between NPAT and operating expenses are found to be

highly significant and in positive relation because value of r = 0.9814 and it is also

greater than 6PE (0.0834).

The operating expenses explain the variation of NPAT almost by 96.32% because

Co-efficient of determinates (r2) = 0.9632 and remaining (100 – 96.32= 3.68%) are

due to error factor. Profit and expenses should always negative but here correlation

between NPAT and operating expenses are found to be positive. So if the bank wants

to be increase the profit the bank should reduce its expenses. But operating expenses

are very necessary expenses for any organization, which cannot be cut off

immediately. So the bank must utilize the available resources and implement cost

effectiveness techniques. This will help to increase net profit for long time (Appendix

16).

8) NPAT with Net Worth

Co-efficient of Correlation (r) = 0.9950

Test of significance of ‘r’

Probable Error (PE) =0.00373

6PE =0.02239

Co-efficient of determinates,

r2 =0.9901

Since value of r = 0.9950 which is greater than 6PE =0.02239 the co-efficient of

correlation between NPAT and net worth are found to be significant and positive.

Co-efficient of determinates (r2) = 0.9901, which seems that net worth explain the

variation of NPAT almost by 99.01% and remaining (100 – 99.01= 0.99%) are due to

error factor. Analysis evaluate increase in net worth would increase the NPAT and

vice verse. Increase in net worth means increase reserve and surplus which are idle
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fund. Besides keeping these idle fund the bank should utilized these money in any

income generating projects. Proper utilization of these funds may increase the income

and profit as well (Appendix 17).

9) Total Income with Interest Expenses

Co-efficient of Correlation (r) = 0.9944

Test of significance of ‘r’

Probable Error (PE) =0.00422

6PE =0.02532

Co-efficient of determinates,

r2 =0.9888

The correlation between total income and interest expenses is positive and significant

because value of r = 0.9944 and it is also greater than 6PE (0.00422).

Co-efficient of determinates (r2) = 0.9888 which seems that interest expenses can

explain the variation of total income almost by 98.88% and remaining (100 – 98.88 =

1.12%) are due to error factor. Interest in interest expenses means increase in deposit

collection. If more funds are available to flow loan and investment the bank will earn

more income as interest income. Increase in interest income will increase in total

income and net profit as well (Appendix 18).

10) Total Income with Operating Expenses

Co-efficient of Correlation (r) = 0.9941

Test of significance of ‘r’

Probable Error (PE) =0.004435

6PE =0.0266

Co-efficient of determinates,

r2 =0.9883

The correlation between the total income and operating expenses is positive and

significant as value or r = 0.9941 but which is greater than 6PE (0.0266).
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Co-efficient of determinates (r2) = 0.9883 which seems that operating expenses can

explain only 98.83% variable of total income and remaining (100-98.83=1.17%) are

due to error factor. The correlation shows that increase in total income will increase

operating expenses but increase in operating expenses is not good for the enterprise

because it will reduce the net profit (Appendix 19).

11) Total Income with Net Worth

Co-efficient of Correlation (r) = 0.9938

Test of significance of ‘r’

Probable Error (PE) =0.004684

6PE =0.0281

Co-efficient of determinates,

r2 =0.9876

Since value of r = 0.9938 which is greater than 6PE (0.0281) the correlation between

total income and net worth is positive and significant.

Co-efficient of determinates (r2) = 0.9876 which seems that net worth can explain

only 98.76% variable of total income and remaining are due to error factor. The

relation shows that total income will increase the net worth and vice versa. The bank

should increase its total income to increase net worth. Net worth will increase the

book value of share (Appendix 20).

12) Total Deposit with Interest Expenses

Co-efficient of Correlation (r) = 0.9961

Test of significance of ‘r’

Probable Error (PE) =0.002938

6PE =0.01763

Co-efficient of determinates,

r2 == 0.9922

Since value of r = 0.9961which is greater than 6PE (0.0.01763) the correlation

between total deposit and interest expenses is positive and highly significant.
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Co-efficient of determinates (r2) = 0.9922 which seems that interest expenses can

explain only 99.22% variable of total deposit and remaining are due to error factor.

Since the relation of these two variables is positive, it moves in same direction

(Appendix 21).

13) Total Deposit with Loan and Advance

Co-efficient of Correlation (r) = 0.9957

Test of significance of ‘r’

Probable Error (PE) =0.003259

6PE =0.01955

Co-efficient of determinates,

r2 =0.9914

Value of r = 0.9957 which is greater than 6PE (0.01955) the co-efficient of correlation

between to deposit and loan advance are found to be significant and positive relation.

Since Co-efficient of determinates (r2) = 0.9914 loan and advance can explain the

variation of total deposit almost by 99.14% and remaining (100 – 99.14= 0.86%) are

due to error factor. Positive correlation indicates that variable of these two moves in

same direction. Increase in loan and advance will increase total deposit. So these two

variable are almost dependable each other. Only 0.86% are depended on other factor

(Appendix 22).

14) Total Deposit with Operating Expenses

Co-efficient of Correlation (r) = 0.9924

Test of significance of ‘r’

Probable Error (PE) =0.005708

6PE =0.03425

Co-efficient of determinates,

r2 =0.9849

Since This analysis assess the value of r = 0.995 which is greater than 6PE = 0.2467

so the correlation between total deposit with operating expenses is positive.
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Since Co-efficient of determinates (r2) = 0.9849 operating expenses can explain the

variation of total deposit almost by 98.49% and remaining (100- 98.49 =1.51%) are

due to error. There two variable are positive so they move in same direction. In

simples sense if increase in operating expenses will increase total deposit (Appendix

23).

15) Interest Income with Interest Expenses

Co-efficient of Correlation (r) = 0.995

Test of significance of ‘r’

Probable Error (PE) =0.00411

6PE =0.2467

Co-efficient of determinates,

r2 =0.9891

This analysis assess the value of r = 0.995 which is greater than 6PE = 0.2467 so the

correlation between interest income with interest expenses is positive.

Co-efficient of determinates (r2) = 0.9891 which shows that interest expenses can

explain the variation of interest expenses almost by 98.91% and remaining (100 -

98.91 = 1.09%) are due to error factor. Correlation analysis shows that the two

variable move in same direction. That means increase in interest expenses will

increase interest income and vice versa. Increase in interest income is the result of

increase in deposit. Increases in deposit will leads to increase in loan and advance. If

flow of loan and advance are increase it will increase interest income (Appendix 24).

16)  Interest Income with Loan and Advance

Co-efficient of Correlation (r) = 0.992

Test of significance of ‘r’

Probable Error (PE) =0.0059

6PE =0.0354

Co-efficient of determinates,

r2 =0.9843
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This analysis assess the value of r = 0.992 which is greater than 6PE (0.0354) so the

correlation between interest income and loan and advance is positive.

Co-efficient of determinates (r2) = 0.9843 which shows that loan and advance can

explain the variation of interest income almost by 98.43% and remaining (100 –

98.43= 1.57%) are due to error factor. Positive correlation indicates that the variable

of two moves in same direction, so increase in loan and advance will increase in total

income. It means the bank offers more loan and advance or mobilizes the fund

effectively (Appendix 25).

4.4 Empirical Investigation

An empirical investigation has been conducted for analysis of primary data. Firstly,

objective of this study has been researched through secondary data. In the case of

unavailable source to meet study objective, primary data has been a tool to

investigate.

In the process of a study on profitability position of NIBL, various questions have

been asked to the department chief, accountants and related persons for the fulfillment

of research objective. Altogether 50 set of questionnaires were distributed and 45

questionnaires were received from the respondents. Four options are set in a

questionnaire and respondents chose in one option according to their preference. From

the set of questionnaire, following results were achieved:

a) The Main Objective of NIBL

To confirm the respondents’ opinions about the main objective of the NIBL, the first

question is asked, “In your opinion, what is the main objective of NIBL?”  The

responses received from the respondents are tabulated as follows:

Table 4.19

The main objective of Nepal Investment Bank Ltd

S.N. Alternatives No. of Respondents Percentage (%)

1 Profit Oriented - -

2 Profit and Service Oriented 32 71.11

3 Service Oriented 13 28.89
4 Other (Specify) - -



84

Total 45 100
Source: Opinion Survey, 2008

The given table 4.19 shows that 32 i.e. 71.11% respondents approved the main

objective of NIBL is Profit and Service oriented and 13 i.e. 28.89% respondents

approved only service oriented. No one picked profit oriented and other.

Most of the respondents gave opinion that the main objective of the bank is profit and

service oriented. Only few respondents specified that service oriented is the main

objective. Obviously, NIBL needs profit because without profit the organization can

not run. But profit is not main motive of this bank than customer’s service. So, NIBL

provides better service to its customers.

b) Opinion towards the achievement of Nepal Investment Bank Ltd

To make sure the respondent’s opinions about the achievement of Nabil Bank, the

second question is asked, “Do you think that the achievement of NIBL is

satisfactory?” Related to this question, other third and fourth questions are asked “If

‘No’, specify the main reason of low achievement.” and “If ‘Yes’, what a bank should

follow to increase its achievement?” The responses received from the respondents are

tabulated as follows:

Table 4.20

The achievement of Nepal Investment Bank Ltd

S.N. Questions Options
No. of

respondent
Percentage

(%)

1

Do you think that the
achievement of Nepal
Investment Bank is
satisfactory?

Yes 45 100

No - -

2
If ‘No’ specify the main
reason of low
achievement.

a)….. - -

b)…. -

3
If ‘Yes’ what a bank
should follow to increase
its achievement?

Increase the rating
system

4 8.89

Offering high value
added products and
services

19 42.22

A free and unrestricted
professional working

13 28.89
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atmosphere for staff

All of above 19 42.22

Source: Opinion Survey, 2008

The primary data displayed on table no. 20 shows that 45 person i.e. cent percent

respondents feel that the achievement of this bank is satisfactory. No one reflected the

achievement of this bank unsatisfactory. In third question, 4 respondents i.e. 8.89%

said that the bank should follow to raise the rating system to increase its achievement.

19 i.e. 42.22% respondents preferred to offer high value added products and services

to increase its achievement, 13 i.e. 28.89% respondents picked that a free and

unrestricted professional working atmosphere for staff to increase its success and 19

i.e. 42.22% respondents said that all of above option is concerned to increase its

achievement.

Conclusion of this analysis is that NIBL’s achievement is significant. But respondents

filled that the bank should raise its achievement more than this. To raise its

achievement, most of the respondents said that the bank should increase their rating

system and also offering high value added products and services as well as a free and

unrestricted professional working atmosphere for staff.

c) Nepal Investment Bank Ltd has Often Invested

To know the respondents’ opinion about the sector bank has often invested the fourth

question we asked, “In which sector the bank has often invested?” The responses

received from the respondents are tabulated as follows:

Table 4. 21

Nepal Investment Bank Ltd often invested

S.N. Alternatives No. of respondents Percentage (%)

1 Health-Education-Sport Sector 29 64.44
2 Macro and Small Enterprises 13 28.89

3 Where maximum money earns 3 6.67

Total 45 100
Source: Opinion Survey, 2008
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From the above table 4.21 recognized 29 i.e. 64.44% respondents said that the bank

invest in Health-Education-Sport sector, 13 i.e. 28.89 % respondents said that the

bank often invest in Macro and Small Enterprises sector and 3 i.e. 6.67% said the

bank often invests where maximum money earns.

The analysis above finds out, more than 50% respondents opined on the bank often

invest in Health-Education-Sport and some respondents said that the bank often invest

in Macro and Small Enterprises sector. But few respondents respond the bank often

invests where the maximum money earns. Most of the respondents feel that Health-

Education-Sport sector are the three pillars of the bank. In which, Health sector: NIBL

made a contribution to the Hospital and Rehabilitation (HRDC). In Education, the

bank has continued its support to educate underprivileged children at the

Budhanilkantha School, St. Xavier's School etc. And in Sports NIBL continues to

give its shoulder to Friends Football Club to promote sportsmanship and healthy

living. NIBL sponsored to Nepal Golf Association in tournament sponsorship.

d) The Bank Adopting Strategic Planning for Profitability Needs

To verify whether the bank adopting strategic planning or not for profitability needs,

the sixth question was asked, “Is your bank adopting strategic planning for

profitability needs?” also seventh and eighth questions were asked relating for this

sixth question “If ‘No’ then mention why?”  And “If ‘Yes’ in that case what kind of

strategic planning is adopted for profitability needs?” The responses received from the

respondents are tabulated as below:

Table 4.22

The Bank Adopting Strategic Planning for Profitability Needs

S.N. Questions Options
No. of

respondents

1
Is your bank adopting
strategic planning for
profitability needs?

Yes 45

No -

2 If ‘No’ then mention why? -

3

If ‘Yes’ in that cash what
kind of strategic planning
is adopted for profitability
needs?

Providing training
programs covering all the
staff of bank

-

Keeping up the dynamic
organization environment

-



87

All of above 45
Source: Opinion Survey, 2008

Observing the table 4.22 cent percent i.e. 45 respondents believe that NIBL is

adopting strategic planning for profitability needs. All respondents said that the bank

is providing training programs covering all the staff of bank and keeping up the

dynamic organization environment.

Above analysis concludes that NIBL is service as well as profit oriented. Because

without any doubt, NIBL provides service to its customers but it also needs profit. So,

NIBL is adopting strategic planning for profitability needs. The bank is adopting

training programs covering all the staff of bank and keeping up the dynamic

organization environment.

e) The tools used for Profitability Evaluation

To know the respondents’ opinions about the tools used for profitability evaluation

the fifth question we asked, “For the profitability evaluation of your bank, what kind

of tools you used?” The responses received from the respondents are tabulated as

follows:

Table 4.23

Tools used for Profitability Evaluation

S.N. Alternatives
No. of

respondents
Percentage

(%)

1 Ratio Analysis 25 55.56

2 Standard Costing 9 20

3 CVP Analysis 11 24.44
4 Flexible Budgeting - -

Total 45 100
Source: Opinion Survey, 2008

Table 4.23 recommends that 25 i.e. 55.56% respondents opined ratio analysis is the

tools which used for the profitability evaluation, 9 i.e. 20% respondent informed

standard costing and 11 i.e. 24.44% respondent viewed CVP analysis tool is used for

profitability evaluation.



88

This analysis speaks out that more than 50 percentage out of total respondents told

that the bank has used ratio analysis tool for the profitability evaluation. That means

ratio analysis is the tool for measurement of the bank performance. Few respondents

told that sometime the bank also have used standard costing and CVP analysis tools

when it’s necessary. But no one said that flexible budgeting tool is used by bank.

f) Profitability Position Affected by Various Types of Deposit

To know about the bank’s profitability position affected by various types of deposits

the tenth question was asked, “What kind of deposit affects the profitability position?”

The responses received from the respondents are tabulated as follows:

Table 4.24

Profitability position affected by the various types of deposits

S.N. Alternatives No. of respondents Percentage (%)

1 Fixed Deposit 10 22.22

2 Current Deposit 6 13.33

3 Saving Deposit 4 8.89
4 All of above 25 55.56

Total 45 100
Source: Opinion Survey, 2008

Given above, table 4.24 exhibits more than 50% (25) respondents were sure that all

types of deposit i.e. Fixed Deposit, Current Deposit and Saving Deposit affect the

bank’s profitability position. 10 respondents i.e. 22.22% assumed that fixed deposit

influences the bank’s profitability position, 6 respondents i.e. 13.33% believed in

current deposit and only 4 respondents i.e. 8.89% convinced saving deposit is

concerned on the bank’s profitability position.

NIBL offers a wide range of deposit products to suit various needs of customers from

all stratums. Thus above analysis shows that all types of deposits are affecting its

profitability position. But the majority of people think fixed deposit affects mainly for

the profitability position. Because fixed deposit is a long term loan for the bank, it is

mobilized for investment of the bank. Fixed deposit is very important assets for bank.
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g) The Strengths of this Bank

The question was asked, “What are the strengths of this bank?” to seek the strengths

of the bank, the responses received from the respondents are tabulated as follows:

Table 4.25
The Strength of this Bank

S.N. Alternatives
No. of

respondents
Percentage

(%)
1 Winning the confidence of shareholders 7 15.56

2 Retain and attract the very best human resource 5 11.11

3 Earning the higher level of trust 10 22.22

4 All of above 23 51.11
Total 45 100

Source: Opinion Survey, 2008

The query regarding the strength of NIBL in table 4.25 reflected 7 respondents i.e.

15.56% with the view for strength of this bank is depended on winning the confidence

of shareholders, 5 respondents i.e. 11.11% said retain and attract the very best human

resource and 10 respondents i.e. 22.22% feel earning the higher level of trust of

stakeholders’ is the strength of this bank. More than 50% respondents answered in

favor of all the points given as the strength of this bank. Earning the highest level of

trust requires the balanced provisions of value to major stakeholders: Customers,

Regulators, Shareholders, Community and Staff. 10 respondents replied level of trust

as strength of the bank. Most of the respondents answered in favor of attracting

human resource, trust and shareholder’s confidence are strengths of the bank. Some of

the answers include only shareholder’s confidence or attracting human resource.

h) The weaknesses of this Bank

To know the respondents’ opinion about the weakness of this bank, the question was

asked, “What are the weaknesses of this bank?” the responses received from the

respondents are tabulated below:
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Table 4.26

The weaknesses of this Bank

S.N. Alternatives
No. of

respondents
Percentage

(%)
1 Lack of coordination - -
2 Lack of proper direction - -

3 Lack of the right staff in the right job 3 6.67

4 None 42 93.33
Total 45 100

Source: Opinion Survey, 2008

NIBL is one of the top bank of Nepal, where CRISP has been the value meeting the

expectation of most of the stakeholders. So, respondents replied for bank’s excellent

service without any weaknesses. Certainly, some part may need some changes like

strategy, coordination according to changing situation. Some unsatisfied respondents

viewed lack of the right staff in the right job as the weakness of the bank.

i) The Major Problems Faced by the Bank in Nepal

To know the respondents’ opinion about the major problems faced by the bank in

Nepal, the question was asked, “What are the major problems faced by bank in

Nepal?” the responses received from the respondents are tabulated as follows:

Table 4.27

The major problems faced by the bank in Nepal

S.N. Alternatives
No. of

respondents
Percentage

(%)

1 Lack of proper education about the bank 18 40
2 Tough competition with other banks 17 37.78
3 Government intervention 10 22.22

4 Other (specify) - -
Total 45 100

Source: Opinion Survey, 2008

Opinion Survey on table 4.27 reflected 18 respondents i.e. 40% with opinion; lack of

proper education, 17 respondents i.e. 37.78% viewed in competition with other banks

and 10 respondents i.e. 22.22% viewed in government intervention as the major

problems faced by the bank in Nepal. The responses obtained by Opinion Survey
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among NIBL Stakeholders reflect mixture of thought in the query of major problem

faced by the bank in Nepal. Still, people are unaware of banking; rather they put

money at their home thinking bank an unsecured place. In this regard, the survey got

40% respondent supporting the major problem faced by the bank is lack of education

about banking system. In other hand, major problem of a bank has been figured tough

competition among banks is answered by 17 respondents. In commercial scenario of

banking sector at present is really competitive because banks are in mushrooming

trend. Government intervention is one of the major problems faced, because

government’s banking policy and laws are obstacles for bank’s attractive beneficial

schemes. Since the NRB has restricted the interest spread should not be more than

5%, all of the commercial bank has to follow this rules.

j) Opinion on Nepal Investment Bank Ltd has contributed for Country’s

Development

To identify the view of respondents about the opinion towards NIBL has contributed

for country’s development, the question was asked “In your opinion, how NIBL has

contributed for country’s development?” The responses received from the respondents

are presented below:

Table 4.28

Opinion on Nepal Investment Bank Ltd has contributed for Country’s

Development

S.N. Alternatives
No. of

respondents
Percentage

(%)

1
Meeting the community’s expectations and
fulfilling corporate social responsibility

13 28.89

2
Involving financial entities in various
infrastructure project

8 17.78

3 Financing on deprived sector 4 8.89

4 All of above 20 44.44

Total 45 100
Source: Opinion Survey, 2008

NIBL aims to contribute to the sustainable development of society as a whole through

the process of prospering Customers, gaining confidence of Regulators, delivering

continuous growth in its profits to Shareholders, placing special emphasis on
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Education-Health-Sports to Community and providing free and unrestricted working

atmosphere for Staff. So, 13 respondents replied on meeting the community’s

expectations and fulfilling corporate social responsibility has contributed to country’s

development. Involving financial entities in various infrastructure project has been

another involvement of this bank; 4 respondents believed this to be the contribution of

the bank for the country’s development.

k) Opinion towards Nepal Investment Bank Ltd wanted to be called “The Bank

of 1st Choice” among all stakeholders

To make out why NIBL wanted to be called “The Bank of 1st Choice” among all

stakeholders, the question was asked to the respondents “Why is NIBL wanted to be

called “The Bank of 1st Choice” among all stakeholders?” The responses received

from the respondents are tabulating as follows:

Table 4.29

Opinion towards Nepal Investment Bank Ltd wanted to be called “The Bank of

1st Choice” among all stakeholders

S.
N.

Alternatives
No. of

respondents
Percentage

(%)

1 Equally concerned about safety of public money 28 62.22

2
Offers a wide range of product service to suit
various needs of customers

13 28.89

3 Competitive with other bank 4 8.89

4 Other (specify) - -

Total 45 100
Source: Opinion Survey, 2008

People deposit money in a bank with intense desire of safety for their hard labored,

much dreamed assets. NIBL is sensible for customer’s desire. Concern about safety of

public money has been maximum reply of respondents on Opinion Survey for being

NIBL ‘The Bank of 1st Choice’. Offering wide range of product service to suit various

needs of customers has got 8 replies. The services NIBL has started to feed customers

are Zero balance account, ATM, SMS Banking services. Only few respondents gave

the reason to be NIBL, The Bank of 1st Choice is because competitive with other
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bank. In other hand 10 respondents assume all 3 reasons are equally important causes

for NIBL to be ‘Bank of 1st Choice’.

l) Opinion towards Nepal Investment Bank Ltd is one of the best banks of Nepal

To know the respondents’ opinion whether Nepal Investment Bank is one of the best

banks of Nepal or not the question was asked “Do you think that NIBL is one of the

best banks of Nepal?” The responses received from the respondents are tabulated as

follows:

Table 4.30

Opinion towards Nepal Investment Bank Ltd is one of the best bank of Nepal

S.N. Alternatives No. of respondents Percentage (%)

1 Yes 45 100
2 No - -

Total 45 100
Source: Opinion Survey, 2008

NIBL has succeed to be one of the best banks of Nepal by believing in delivering

excellence to its stakeholders in an array of avenue, not just one parameter like

profitability or market-share. This is reflected in NIBL’s statement of commitment to

always be ‘Your Bank at Your Service’; which is a clear reflection that the bank’s

stakeholders are at the core of everything it does.

4.5 Major Findings of the Study

The major findings from this study have been drawn out from the secondary data and

primary data analyses conducted are summarized below:

1. Cash and Bank Balance to Total Deposit and Current Deposit Ratio is increased

and Fixed Deposit and Saving Deposits to Total Deposit Ratio is also in good

condition for current year than previous. So, it is observed that liquidation

position of this bank is better. Similarly, its Leverage Ratio is also good in

condition because in this year Interest Income to Total Income Ratio is much

better than previous year. But in this year Interest Expenses and Operating

Expenses to Total Income Ratio is slightly increased. Loan and Advance to

Total Deposit and Total Assets Ratio is in good condition but Total Investment

to Total Deposit Ratio is slightly declined in this year than last year. Profitability
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Ratio of NIBL is in better condition in this year than preceding year. ROA, ROI,

ROE and RONFA all are not so better and not so bad. In the same way, EPS and

DPS’s condition is better.

2. There is high degree of positive correlation of trend analysis with time period in

year and total deposit, total investment, loan and advance, total assets, total

income, net profit, interest income, interest expenses, operating expense. Co-

efficient of correlation matrix exhibits all items are in positive relation between

each other.

3. NIBL’s objective is profit and service oriented. The achievement of this bank is

satisfactory. However, its achievement could be raised more than this. So, bank

should increase rating system and also offer high value added products and

services as well as a free and unrestricted professional working atmosphere for

staff. It has often invested in Health-Education-Sport sector plus in Macro and

Small Enterprises sector. The bank is providing training programs covering all

the staff of bank and keeping up the dynamic organization environment for

adopting strategic planning for profitability needs. All types of deposits have

influence on profitability position and has used ratio analysis tool for the

profitability evaluation plus used standard costing and CVP analysis tools when

required.

4. The major problem faced by the bank is lack of education about banking system

and tough competition among banks even the bank has given excellent service

without any weaknesses. Meeting the community’s expectations and fulfilling

corporate social responsibility has contributed to country’s development.

Concern about safety of public money has made NIBL ‘The Bank of 1st Choice’.

So, it has succeeded to be one of the best banks of Nepal by believing in

delivering excellence to its stakeholders.
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CHAPTER - V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

Nepal is a developing country with agricultural base. It is financially depended on the

foreign country and it is economically too weak in Nepalese banking industries. More

than 90% of the economically active population is depended upon agriculture. So,

Nepal is economically backward.

Banks are the most important institutions for acceleration of economic growth in the

country. Bank accept deposits from public and in turn advance and loan by creating

credit and it is financial intermediaries similar to credit incomes, saving and loan

associations and other institutions selling financial services. In fact, bank acts as a

monetary intermediator between two types of its customers, depositors and creditor.

Nepali banking sector is having mushrooming growth of banks competing with each

other in their lending and borrowing business. When the government adopted liberal

policy, commercial banks specially joint venture banks have been increased rapidly.

These banks are mainly concentrated themselves on financing foreign trade,

commerce and industry. Commercial banks make the economy always alive and smart

to run and maintain day to day commercial economy and banking transactions. In

short, banking transaction help a country to develop its economy swiftly. Among

many of the commercial banks one joint venture bank have been chosen to evaluate

its profitability position that is Nepal Investment Bank Ltd.

NIBL is the first foreign bank operating in Nepal to collect scattered money from the

public. Since the establishment in 2002, Nepal Investment Bank Ltd. has been serving

by investing them on development of national economy. In the competitive market

like of today; it has proved itself as the banking with a difference with use of the latest

technology and great efforts. The main objective of this study is to know the actual

profitability position of NIBL. This study has been conducted setting objectives to

evaluate the trend and correlation of various items of the bank, to evaluate their

liquidity asset utilization, capital structure and profitability position and to
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recommend some measure, on the basis of analysis and findings for improvement in

their future performance.

Profitability Position is the process of identifying the financial strengths and

weaknesses of the firm by properly establishing relationship between the items of the

Balance Sheet and the Profit and Loss account. It includes the various types of ratio of

last six years from fiscal year 2002/03 to 2007/08.  The data for the analysis is taken

from various publication of NIBL as well as publication of government and various

types of magazines, bulletin etc. Limitation of the study can be said that only six

year’s trend is taken due to lack of space, time period and financial support

comparative study is not done. In order to carry out this study, dates have been

basically obtained by the secondary data as well as primary data. For the analysis and

interpretation of the data, the financial tools statistical tools are used. Under financial

analysis, various financial ration related to the profitability of commercial banks have

been used and under statistical analysis, the trend analysis and co-efficient of

correlation analysis have been used.

5.2 Conclusion

It can be concluded that the role of banking sector is very crucial in the total economy

of the country. The proper operation of banking transaction in regular and systematic

way results good to individuals and communities. In the operation of any bank,

profitability position occupies important place and controls major part of banking

activities. The observation and analysis of above data shows the same. Therefore, it is

very important for the policy makers to adopt appropriate policy with calculated

interest rate, so that, the large capital can be mastered at very low cost. It will

encourage the industrial and commercial activities, eventually, leading to better

economic growth, socio-economic development, employment opportunities etc.

NIBL is a foreign joint venture bank in Nepalese banking sector. As a commercial

bank, NIBL plays vital and important role for the rise of economic development.

Thus, the role of NIBL in commercial banking sector is remarkable. While comparing

this bank with other commercial banks; NIBL is found to be the large organization,

fast growing , successful operating and properly collected deposit and utilization of

the their fund. Its profitability position is satisfactory. Their contribution in national
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economy is outstanding. The management team of this bank is always CRISP for their

better performance to introduce the bank as the best commercial bank in Nepal. It

means the bank has good manpower and capital. NIBL has been utilizing the

resources of the country and its people in the proper way by making all the policy

properly. Being customer oriented, the bank has been provided various types of

facilities to customers. So, it is trying to expand its branches and trying to reach every

corner of the country. NIBL provides its service in rural areas too. Most of the

branches are established in urban sector or area. In such a situation NIBL has to face

many difficulties and situations remained to perform in future. NIBL has to face many

challenges.

From the findings of the study, it has been concluded that profitability position of

NIBL is better. Its profit is increasing gradually and it must maintain its high profit

margin in future. Nepal Investment bank has maintained more liquidity that means

Cash and bank balance to total deposit ratio, Cash and bank balance to current deposit

ratio, fixed deposit to deposit ratio are more efficient in liquidity management of this

year as compared to previous year. Therefore, NIBL has more chance to fulfill the

demand of depositors. Lower saving deposit to total deposit ratio indicates higher

liquidity ratio. So, the liquidity ratio has been better as increased in current year than

previous year. In this year Interest income to total income ratio is in better position

than previous year because it is highly increasing. But interest expenses to total

income ratio and operating expenses to total income ratio is slightly increasing than

previous year. Increase in this ratio reduces its profit. It has bad impact for the bank.

Still, NIBL has maintained these types of ratio.

Activity ratio that is to say loan and advance to total deposit ratio and loan and

advance to total assets ratio is enhanced in this year than previous as it is increasing.

But total investment to total deposit ratio is declining it shows that the bank has not

done proper utilization of their fund in current year than last year. Increase of the

profitability ratio indicators ROA and ROI is quite impressive because these ratios are

more than previous year. ROE, RONFA and return on loan and advance are reducing

than last year.  Nepal Investment Bank Ltd. is in great position in EPS and DPS

compared to other joint venture banks because these ratios are reasonably satisfactory
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in last three years to this year. As a whole, Nepal Investment Bank’s profitability

position is enhancing.

5.3 Recommendations

After finishing the entire study about the profitability position of NIBL along with the

gathering of some valuable and timely suggestions and recommendations can be place

forward, on the basis of findings and conclusion or literally their financial pictures, to

overcome weaknesses and inefficiency and to improve present financial performance

of the same.

1. Considering the present economic condition of the country, the bank should play

vital roles for the economic development of the country. They should promote

balanced regional development by financing funds in remote areas and other

priority sectors. In that case, NIBL should give much priority in expanding its

branches in the rural areas so that the people in the rural areas will also be able

to have the facilities provided by the bank. It should open branches in order to

income its transition and to provide financial services to more customers and for

expansion of economic activities of NIBL, it should try to extend its commercial

activities in near future. So, the bank should grab more opportunities as soon as

possible by adopting efficient and latest marketing strategies.

2. Economic condition of the country is deteriorating; there is danger in slacking of

the business and industrial activities. So, the bank should not be interested only

in collecting huge amount of deposit by increasing the interest rate. The bank

should develop is the fast services. Which will of course, encourage the people

to deposit their money as well as they will be interested to take a loan. The bank

should search out the new sectors of investments because only increase in

deposits is meaningless. The increase in deposits should be related to the

investment. The investment of this bank is not very excellent so, to achieve

success it must mobilize its fund in various sectors, such as purchasing share

and debentures of other financial and non-financial company. Though cash and

bank balance to total deposit and current deposit is better, the bank should

maintain more cash and bank balance in time and the bank should maintain

balance between the liquidity and profitability position.

3. The most important thing is that as a bank of prelate sector, NIBL cannot stop

earning profit. So, it must increase its profitability. Thus, the bank is
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recommended to utilize its assets and shareholders’ fund to profit generating

purpose. The bank should increase the percentage of profit. In that case, the

bank must adopt customer oriented new programs like bonus programs, special

offers etc. High interest rate is tool to attract customers, but the bank should

follow an ideal interest rate policy instructed by Nepal Rastra Bank’s policy.

Within the range of interest rate, a bank should be flexible enough to set the

suitable interest rate to exist in competitive market. The cash deposited by the

customers are liquid assets, which help to maintain adequate liquidity position

of the bank.

4. NIBL should use the SWOT analysis effectively to find out the strengths,

weakness, opportunities and threat and should try to eliminate all its weakness

and take the opportunities for the future growth and development of the

organization. The bank should follow the discipline and adopt direction of NRB.

This helps to maintain harmonious relationship between other joint venture

banks as well. The bank should persuade various kinds of welfare program for

its staff and the society, excellent staff should be promoted in order to inspire,

society welfare programs like sponsorship, giving funds etc. should be

organized. So, the staff facilities should be increased in order to motivate them.

This helps to earn goodwill of the bank.

If Nepal Investment Bank follows those recommendations, it will satisfy customers as

well as staff and it will increase its goodwill.
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TREND ANALYSIS

Appendix 1

Trend Analysis and Coefficient of Correlation between Total Deposit and Time

of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X) Deposit (y)
x=X-

a(2004)
x2 y2 xy

2001/02 4,175 -3 9 17,430,625 -12,525

2002/03 7,923 -2 4 62,773,929 -15,846

2003/04 11,525 -1 1 132,825,625 -11, 525

2004/05 14,255 0 0 203,205,025 0

2005/06 18,927 1 1 358,231,329 18,927

2006/07 24,489 2 4 599,711,121 48,978

2007/08 34,451 3 9 1,186,871,401 103,353

Total  y 115,745  x 0  2x 28  2y 2,561,049,055 xy 131,362

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (deposit)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

115745y
a 16,535






28

131362
2x

xy
b 4691.5

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 16535+ 4691.5x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 115745-256104905570-287

1157450-1313627
r





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r 0.9758

Coefficient of Determination (r2) = (0.9758)2 = 0.9522

Test of significant of ‘r’

  






7

0.95221
6745.0

n

r1
6745.0PEErrorProbable

2

0.0181

  PE6 0.108

Appendix 2

Trend Analysis and Coefficient of Correlation between Total Investments and

Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X) Investment  (y)
x=X-

a(2004)
x2 y2 xy

2001/02 1822.16 -3 9 3,320,267.066 -5,466.48

2002/03 1745.24 -2 4 3,045,862.658 -3,490.48

2003/04 4172.48 -1 1 17,409,589.35 -4,172.48

2004/05 4074.18 0 0 16,598,942.67 0

2005/06 5672.87 1 1 32,181,454.04 5,672.87

2006/07 5672.87 2 4 32,181,454.04 11,345.74

2007/08 6874.02 3 9 47,252,150.96 20,622.06

Total  y 30,033.82  x 0  2x 28  2y 151,989,720.8 xy 24,511.23

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (Investment)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

82.30033y
a 4290.54






28

23.24511
2x

xy
b 875.40

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 4290.54 + 875.40x
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By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 30033.82-8151989720.70-287

30033.820-24511.237
r






r 0.963

Coefficient of Determination (r2) = (0.963)2 = 0.927

Test of significant of ‘r’

  






7

0.9271
6745.0

n

r1
6745.0PEErrorProbable

2

0.0276

  PE6 0.165

Appendix 3

Trend Analysis and Coefficient of Correlation between Loan and Advance and

Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X)
Loan and

Advance (y)

x =X-a

(2004)
x2 y2 xy

2001/02 2713.52 -3 9 7,363,190.79 -8140.56

2002/03 5921.79 -2 4 35,067,596.8 -11843.58

2003/04 7388.57 -1 1 54,590,966.64 -7388.57

2004/05 10453.16 0 0 109,268,554 0

2005/06 13178.15 1 1 173,663,637.4 13178.15

2006/07 17769.10 2 4 315,740,914.8 35538.2

2007/08 27529.30 3 9 757,862,358.5 82587.9

Total  y 84,953.59  x 0  2x 28  2y 1,453,557,249 xy 103,931.54

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (Loan and Advance)

x = independent variable (time in 1 year)

b = slop of trend
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Then, 





7

59.84953y
a 12136.23






28

54.103931
2x

xy
b 3711.84

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 12136.23+3711.84x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 84953.59-145355724970-287

84953.590-103931.547
r






 r 0.955

Coefficient of Determination (r2) = (0.955)2 = 0.913

Test of significant of ‘r’

  






7

0.9131
6745.0

n

r1
6745.0PEErrorProbable

2

0.03288

  PE6 0.197

Appendix 4

Trend Analysis and Coefficient of Correlation between Total Assets and Time of

Nepal Investment Bank Ltd

(Rs. in million)

By using the equation of straight line trend

F.Y (X) Total Assets  (y)
x =X-a

(2004)
x2 y2 xy

2001/02 5,123 -3 9 26,245,129 -15,369

2002/03 9,014 -2 4 81252,196 -18,028

2003/04 13,255 -1 1 175,695,025 -13,255

2004/05 16,064 0 0 258,052,096 0

2005/06 21,330 1 1 454,968,900 21,330

2006/07 27,591 2 4 761,263,281 55,182

2007/08 38,873 3 9 1,511,110,129 116,619

Total  y 131,250  x 0  2x 28  2y 3,268,586,756 xy 146,479
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bxaYc 

Where, a = constant variable

y = dependent variable (Total Assets)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

131250y
a 18,750






28

146479
2x

xy
b 5231.39

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 18750+5231.39x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 131250-326858675670-287

1312500-1464797
r






r 0.974

Coefficient of Determination (r2) = (0.974)2 = 0.949

Test of significant of ‘r’

  






7

0.9491
6745.0

n

r1
6745.0PEErrorProbable

2

0.0193

  PE6 0.1156

Appendix 5

Trend Analysis and Coefficient of Correlation between Total Income and Time

of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X) Total Income (y)
x = X–a

(2004)
x2 y2 xy

2001/02 288.35 -3 9 83145.72 -865.05

2002/03 388.71 -2 4 151095.46 -777.42

2003/04 587.51 -1 1 345168.00 -587.51

2004/05 791.08 0 0 625807.57 0

2005/06 970.48 1 1 941831.43 970.48
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2006/07 1,314.23 2 4 1727200.49 2628.46

2007/08 1,758.25 3 9 3091443.06 5274.75

Total  y 6098.61  x 0  2x 28
 2y 6965691.7

3

xy 6643.7

1

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (Total Income)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

61.6098y
a 871.23






28

71.6643
2x

xy
b 237.28

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 871.23+237.28x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 6098.61-6965691.7370-287

6098.610-6643.717
r






r 0.977

Coefficient of Determination (r2) = (0.977)2 = 0.954

Test of significant of ‘r’

  






7

0.9541
6745.0

n

r1
6745.0PEErrorProbable

2

0.0174

  PE6 0.1043
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Appendix 6

Trend Analysis and Coefficient of Correlation between Net Profit after Tax

(NPAT) and Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X) NPAT  (y) x = X–a (2004) x2 y2 xy

2001/02 57 -3 9 3249 -171

2002/03 117 -2 4 13689 -234

2003/04 153 -1 1 23409 -153

2004/05 232 0 0 53824 0

2005/06 351 1 1 123201 351

2006/07 501 2 4 251001 1002

2007/08 697 3 9 485809 2091

Total  y 2108  x 0  2x 28  2y 954182 xy 2886

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (NPAT)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

2108y
a 301.14






28

2886
2x

xy
b 103.07

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 301.14 + 103.07x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 2108-95418270-287

21080-28867
r






r 0.965

Coefficient of Determination (r2) = (0.9650)2 = 0.9314
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Test of significant of ‘r’

  






7

0.93141
6745.0

n

r1
6745.0PEErrorProbable

2

0.0259

  PE6 0.1556

Appendix 7

Trend Analysis and Coefficient of Correlation between Interest Income and

Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X)
Interest Income

(y)

x = X-a

(2004)
x2 y2 xy

2001/02 195.78 -3 9 38329.8 -587.34

2002/03 270.30 -2 4 73062.09 -540.6

2003/04 405.20 -1 1 164187.04 -405.2

2004/05 532.25 0 0 283290.06 0

2005/06 681.79 1 1 464837.6 681.79

2006/07 899.45 2 4 809010.30 1798.9

2007/08 1,202.12 3 9 1445092.49 3606.36

Total  y 4186.89  x 0  2x 28  2y 3277809.34 xy 4553.91

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (Interest Income)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

89.4186y
a 598.13






28

91.4553
2x

xy
b 162.64

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 598.13 + 162.64x

By using correlation co-efficient
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  
   2222 yynxxn

x-xyn
r






y

   22 4186.89-3277809.3470-287

4186.890-4553.917
r






r 0.978

Coefficient of Determination (r2) = (0.978)2 = 0.9575

Test of significant of ‘r’

  






7

0.95751
6745.0

n

r1
6745.0PEErrorProbable

2

0.01606

  PE6 0.0964

Appendix 8

Trend Analysis and Coefficient of Correlation between Interest Expenses and

Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X)
Interest

Expenses (y)

x = X–

a(2004)
x2 y2 xy

2001/02 130.44 -3 9 17014.59 -391.32

2002/03 189.21 -2 4 35800.424 -378.42

2003/04 326.20 -1 1 106406.44 -326.2

2004/05 354.55 0 0 125705.7 0

2005/06 490.95 1 1 241031.9 490.95

2006/07 685.53 2 4 469951.38 1371.06

2007/08 992.16 3 9 984381.465 2976.48

Total  y 3169.04  x 0  2x 28  2y 1980292.899 xy 3742.55

By using the equation of straight line trend

bxaYc 

Where, a = constant variable

y = dependent variable (Interest Expenses)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

04.3169y
a 452.72
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




28

55.3742
2x

xy
b 133.66

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 452.72+133.66x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 3169.04-91980292.8970-287

3169.040-3742.557
r






r 0.957

Coefficient of Determination (r2) = (0.957)2 = 0.917

Test of significant of ‘r’

  






7

0.9171
6745.0

n

r1
6745.0PEErrorProbable

2

0.0314

  PE6 .188

Appendix 9

Trend Analysis and Coefficient of Correlation between Operating Expenses and

Time of Nepal Investment Bank Ltd

(Rs. in million)

F.Y (X)
Operating

Expenses (y)

x = X– a

(2004)
x2 y2 xy

2001/02 84.65 -3 9 7165.62 -253.95

2002/03 108.04 -2 4 11672.64 -216.08

2003/04 149.48 -1 1 22344.27 -149.48

2004/05 182.91 0 0 33456.07 0

2005/06 190.60 1 1 36328.36 190.6

2006/07 243.43 2 4 59258.16 486.86

2007/08 313.15 3 9 98062.92 939.45

Total  y 1272.26  x 0  2x 28  2y 268288.04 xy 997.4

By using the equation of straight line trend

bxaYc 

Where, a = constant variable
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y = dependent variable (Operating expenses)

x = independent variable (time in 1 year)

b = slop of trend

Then, 





7

26.1272y
a 181.75






28

4.997
2x

xy
b 25.62

Then, substituting the value of ‘a’ and ‘b’ in equation bxaYc 

 c 181.75+25.62x

By using correlation co-efficient

  
   2222 yynxxn

x-xyn
r






y

   22 1272.26-268288.0470-287

1272.260-997.47
r






r 0.9792

Coefficient of Determination (r2) = (0.9792)2 = 0.9588

Test of significant of ‘r’

  






7

0.95881
6745.0

n

r1
6745.0PEErrorProbable

2

0.0156

  PE6 0.0934
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CORRELATION ANALYSIS

Appendix 10

Coefficient of Correlation

Between NPAT and Total Income of Nepal Investment Bank Ltd

(Rs. in million)

F.Y NPAT (X)
Total Income

(Y)
x 2x y 2y xy

2001/02 57 288.35 -244.14 59604.34 -582.88 339749.09 142304.32

2002/03 117 388.71 -184.14 33907.54 -482.52 232825.55 88851.23

2003/04 153 587.51 -148.14 21945.46 -283.72 80497.04 42030.28

2004/05 232 791.08 -69.14 4780.34 -80.15 6424.02 5541.571

2005/06 351 970.48 49.86 2486.02 99.25 9850.56 4948.60

2006/07 501 1,314.23 199.86 39944.02 443 196249 88537.98

2007/08 697 1,758.25 395.86 156705.14 887.02 786804.48 351135.74

Total  2108
 6098.61

 x 0.02
 2x

319372.86
 y 0

 2y

1652399.74

 xy

723349.721

Mean of ‘X’   



7

2108

n
301.14

Mean of ‘Y’   



7

61.6098

n
871.23

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-1652399.7470.02-319373.867

00.02-723349.7217
r 0.996

Coefficient of Determination (r2) = (0.996) 2 = 0.9915

  






7

0.99151
6745.0

n

r1
6745.0PEErrorProbable

2

0.0032

  PE6 0.0193
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Appendix 11

Coefficient of Correlation

Between NPAT and Total Deposit of Nepal Investment Bank Ltd

(Rs. in million)

F.Y
NPAT

(X)

Total

Deposit

(Y)

x 2x y 2y xy

2001/02 57 4,175 -244.143 59605.735 -12360 152769600 3017605.7

2002/03 117 7,923 -184.143 33908.592 -8612 74166544 1585838.3

2003/04 153 11,525 -148.143 21946.306 -5010 25100100 742195.71

2004/05 232 14,255 -69.143 4780.735 -2280 5198400 157645.71

2005/06 351 18,927 49.857 2485.735 2392 5721664 119258.29

2006/07 501 24,489 199.857 39942.877 7954 63266116 1589663.7

2007/08 697 34,451 395.86 156702.878 17916 320983056 7092176.6

Total



2108



115745  x 0

 2x

319372.857
 y

0

 2y

647205480

 xy

14304384

Mean of ‘X’   



7

2108

n
301.143

Mean of ‘Y’   



7

115745

n
16535

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-64720548070-319372.8577

00-143043847
r 0.9949

Coefficient of Determination (r2) = (0.9949) 2 = 0.9899 i.e. = 98.99%

  






7

0.98991
6745.0

n

r1
6745.0PEErrorProbable

2

0.0381

  PE6 0.02286

Appendix 12

Coefficient of Correlation

Between NPAT and Total Investment of Nepal Investment Bank Ltd
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(Rs. in million)

F.Y
NPAT

(X)

Total

Investmen

t (Y)

x 2x y 2y xy

2001/0

2
57 1822.16

-244.143 59605.74 -2468.386 6092928.03 602638.74

2002/0

3
117 1745.24

-184.143 33908.59 -2545.306 6478581.18 468699.87

2003/0

4
153 4172.48

-148.143 21946.37 -118.066 13939.51 17490.592

2004/0

5
232 4074.18

-69.143 4780.73 -216.366 46814.12 14960.144

2005/0

6
351 5672.87

49.857 2485.73 1382.324 1910820.43 68918.739

2006/0

7
501 5672.87

199.857 39942.88 1382.324 1910820.43 276267.38

2007/0

8
697 6874.02

395.86 156702.88 2583.474 6674339.39 1022686.7

Total


2108



30033.82  x 0

 2x

319372.85
 y

0

 2y

23128243.1

 xy

2471662.2

Mean of ‘X’   



7

2108

n
301.143

Mean of ‘Y’   



7

30033.82

n
4290.54

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-23128243.170-319372.857

00-2471662.27
r 0.9094

Coefficient of Determination (r2) = (0.9094) 2 = 0.8276= i.e. 82.76%

  






7

0.82761
6745.0

n

r1
6745.0PEErrorProbable

2

0.06536
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  PE6 0.3921

Appendix 13

Coefficient of Correlation

Between NPAT and Interest Income of Nepal Investment Bank Ltd

(Rs. in million)

Mean of ‘X’   



7

2108

n
531.29

Mean of ‘Y’   



7

4186.89

n
1297.84

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

 
   







22 0-773516.84970-319372.8577

00-495220.527
r 0.99.64

Coefficient of Determination (r2) = (0.9964) 2 = 0.9927i.e. 99.27%

  






7

0.99271
6745.0

n

r1
6745.0PEErrorProbable

2

0.002749

  PE6 0.01649

Appendix 14

F.Y
NPAT

(X)

Interest

Income

(Y)

x 2x y 2y xy

2001/02 57 195.78 -244.143 59605.74 -402.347 161883.223 98230.181

2002/03 117 270.30 -184.143 33908.59 -327.827 107470.636 60367.027

2003/04 153 405.20 -148.143 21946.37 -192.927 37220.883 28580.778

2004/05 232 532.25 -69.143 4780.73 -65.877 4339.798 4554.934

2005/06 351 681.79 49.857 2485.73 83.663 6999.474 4171.191

2006/07 501 899.45 199.857 39942.88 301.323 90795.464 60221.525

2007/08 697 1,202.12 395.86 156702.88 603.993 364807.371 239094.89

Total



2108



4186.89  x 0

 2x

319372.857  y 0

 2y

773516.849

 xy

495220.52



118

Coefficient of Correlation Between NPAT and Interest Expenses of Nepal

Investment Bank Ltd

(Rs. in million)

Mean of ‘X’   



7

2108

n
301.143

Mean of ‘Y’   



7

3169.04

n
452.72

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-545604.1270-319372.867

00-414712.597
r 0.9934

F.Y NPAT (X)

Interest

Expenses

(Y)

x 2x
y 2y xy

2001/

02
57 130.44

-244.143 59605.74 -322.28 103864.398 78682.36

2002/

03
117 189.21

-184.143 33908.59 -263.51 69437.520 48523.484

2003/

04
153 326.20

-148.143 21946.37 -126.52 16007.310 18743.034

2004/

05
232 354.55

-69.143 4780.73 -98.17 9637.349 6787.7543

2005/

06
351 490.95

49.857 2485.73 38.23 1461.533 1906.0386

2006/

07
501 685.53

199.857 39942.88 232.81 54200.496 46528.741

2007/

08
697 992.16

395.86 156702.88 539.44 290995.514 213541.18

Total


2108



3169.04  x 0

 2x

319372.86
 y 0

 2y

545604.12

 xy

414712.59
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Coefficient of Determination (r2) = (0.9934) 2 = 0.9870 i.e. 98.70%

  






7

0.98701
6745.0

n

r1
6745.0PEErrorProbable

2

0.0049

  PE6 0.02947

Appendix 15

Coefficient of Correlation

Between NPAT and Loan and Advance of Nepal Investment Bank Ltd

(Rs. in million)

Mean of ‘X’   



7

2108

n
301.143

Mean of ‘Y’   



7

84953.59

n
12136.227

Coefficient of Correlation (r)

  
   2222 yynxxn

yx-xyn
r






   
   







22 0-1422541154.70-319372.8577

00-115357097
r 0.9930

Coefficient of Determination (r2) = (0.9930) 2 = 0.9861 i.e. 98.61%

F.Y NPAT(X)
Loan and

Advance(Y)
x 2x y 2y xy

2001/02 57 2713.52 -244.143 59605.735 -9422.707 88787409.9 2300486.6

2002/03 117 5921.79 -184.143 33908.592 -6214.437 38619229 1144344.2

2003/04 153 7388.57 -148.143 21946.306 -4747.657 22540248.35 703331.49

2004/05 232 10453.16 -69.143 4780.735 -1683.067 2832715.007 116372.07

2005/06 351 13178.15 49.857 2485.735 1041.923 1085603.24 51947.297

2006/07 501 17769.10 199.857 39942.878 5632.873 31729256.62 1125769.9

2007/08 697 27529.30 395.86 156702.878 15393.073 236946692 6093457.8

Total


2108



84953.59
 x 0

 2x

319372.857  y 0

 2y

422541154.1

 xy

11535709
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  






7

0.98611
6745.0

n

r1
6745.0PEErrorProbable

2

0.00525,

  PE6 0.03152

Appendix 16

Coefficient of Correlation

Between NPAT and Operating Expenses of Nepal Investment Bank Ltd

F.Y
NPAT

(X)

Operating

Expenses

(Y)

x 2x y 2y xy

2001/02 57 84.65 -244.143 59605.735 -97.101 9428.687 23706.62

2002/03 117 108.04 -184.143 33908.592 -73.711 5433.375 13573.433

2003/04 153 149.48 -148.143 21946.306 -32.271 1041.445 4780.782

2004/05 232 182.91 -69.143 4780.735 1.159 1.342 -80.107

2005/06 351 190.60 49.857 2485.735 8.848 78.297 441.16

2006/07 501 243.43 199.857 39942.878 61.678 3804.246 12326.903

2007/08 697 313.15 395.86 156702.878 131.398 17265.584 52015.063

Total


2108



1272.26
 x 0

 2x

319372.857
 y 0

 2y

37052.977

 xy

106763.86

Mean of ‘X’   



7

2108

n
301.143 (Rs. in million)

Mean of ‘Y’   



7

1272.26

n
181.751

Coefficient of Correlation (r)

  
   2222 yynxxn

yx-xyn
r






   
   







22 0-37052.97770-319372.8577

00-106763.867
r 0.9814

Coefficient of Determination (r2) = (0.9814) 2 = 0.9632

  






7

0.96321
6745.0

n

r1
6745.0PEErrorProbable

2

0.01389

  PE6 0.0834
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Appendix 17

Coefficient of Correlation

Between NPAT and Net Worth of Nepal Investment Bank Ltd

(Rs. in million)

F.Y NPAT (X)

Net

Worth

(Y)

x 2x y 2y xy

2001/0

2
57 524

-244.143

59605.73

5 -769 591361 187745.86

2002/0

3
117 639

-184.143

33908.59

5 -654 427716 120429.43

2003/0

4
153 729

-148.143

21946.30

6 -564 318096 83552.571

2004/0

5
232 1,180

-69.143 4780.735 -113 12769 7813.143

2005/0

6
351 1,415

49.857 2485.735 122 14884 6082.571

2006/0

7
501 1,878

199.857

39942.87

7 585 342225 116916.43

2007/0

8
697 2,686

395.86

156702.8

7 1393 1940449 551429

Total



2108



9051
 x

0

 2x

319372.8

6

 y

0

 2y

3647500

 xy

1073969

Mean of ‘X’   



7

2108

n
301.143

Mean of ‘Y’   



7

9051

n
1293

Coefficient of Correlation (r)

  
   2222 yynxxn

yx-xyn
r





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   
   







22 0-364750070-319372.867

00-10739697
r 0.9950

Coefficient of Determination (r2) = (0.9950) 2 = .9901i.e. 99.01%

  






7

0.99011
6745.0

n

r1
6745.0PEErrorProbable

2

0.00373

  PE6 0.02239

Appendix 18

Coefficient of Correlation

Between Total Income and Interest Expenses of Nepal Investment Bank Ltd

(Rs. in million)

Mean of ‘‘X’   



7

61.6098

n
871.23

F.Y

Total

Income

(X)

Interest

Expenses

(Y)

x 2x
y 2y xy

2001/

02
288.35 130.44

-582.88 339749.094 -322.28 103864.398 187850.57

2002/

03
388.71 189.21

-482.52 232825.550 -263.51 69437.520 127148.85

2003/

04
587.51 326.20

-283.72 80497.038 -126.52 16007.310 35896.254

2004/

05
791.08 354.55

-80.15 6424.022 -98.17 9637.349 7868.325

2005/

06
970.48 490.95

99.25 9850.562 38.23 1461.533 3794.328

2006/

07
1,314.23 685.53

443 196249 232.81 54200.496 103134.83

2007/

08
1,758.25 992.16

887.02 786804.480 539.44 290995.514 478494.07

Total



6098.61



3169.04
 x 0

 2x

1652399.75
 y 0

 2y

545604.120

 xy

944187.22
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Mean of ‘Y’   



7

3169.04

n
452.72

Coefficient of Correlation (r)

  
   2222 yynxxn

yx-xyn
r






   
   







22 0-545604.1270-1652399.757

00-944187.227
r 0.9944

Coefficient of Determination (r2) = (0.9944) 2 = 0.9888 i.e. 98.88%

  






7

0.98881
6745.0

n

r1
6745.0PEErrorProbable

2

0.00422

  PE6 0.02532

Appendix 19

Coefficient of Correlation

Between Total Income and Operating Expenses Nepal Investment Bank Ltd

(Rs. in million)

Mean of ‘‘X’   



7

61.6098

n
871.23

Mean of Y’   



7

1272.26

n
181.751

F.Y

Total

Income

(X)

Operating

Expenses

(Y)

x 2x y 2y xy

2001/02 288.35 84.65 -582.88 339749.09 -97.101 9428.687 56598.48

2002/03 388.71 108.04 -482.52 232825.55 -73.711 5433.375 35567.24

2003/04 587.51 149.48 -283.72 80497.04 -32.271 1041.445 9156.05

2004/05 791.08 182.91 -80.15 6424.02 1.1586 1.342 -92.86

2005/06 970.48 190.60 99.25 9850.56 8.848 78.297 878.22

2006/07 1,314.23 243.43 443 196249 61.678 3804.246 27323.61

2007/08 1,758.25 313.15 887.02 786804.48 131.398 17265.584 116553.16

Total



6098.61



1272.26  x 0

 2x

1652399.75
 y

0

 2y

37052.98

 xy

245983.9
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Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-37052.9870-1652399.757

00-245983.97
r 0.9941

Coefficient of Determination (r2) = (0.9941) 2 = 0.9883 i.e. 98.83%

  






7

0.98831
6745.0

n

r1
6745.0PEErrorProbable

2

0.004435

  PE6 0.0266

Appendix 20

Coefficient of Correlation

Between Total Income and Net Worth of Nepal Investment Bank Ltd

F.Y

Total

Income

(X)

Net

Worth

(Y)

x 2x y 2y xy

2001/02 288.35 524 -582.88 339749.094 -769 591361 448234.72

2002/03 388.71 639 -482.52 232825.550 -654 427716 315568.08

2003/04 587.51 729 -283.72 80497.038 -564 318096 160018.08

2004/05 791.08 1,180 -80.15 6424.022 -113 12769 9056.95

2005/06 970.48 1,415 99.25 9850.562 122 14884 12108.5

2006/07 1,314.23 1,878 443 196249 585 342225 259155

2007/08 1,758.25 2,686 887.02 786804.480 1393 1940449 1235618.9

Total



6098.61



9051  x 0

 2x

1652399.749
 y

0

 2y

3647500

 xy

2439760.2

Mean of ‘X’   



7

61.6098

n
871.23 (Rs. in million)

Mean of ‘Y’   



7

9051

n
1293

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y
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   
   







22 0-364750070-91652399.747

00-2439760.27
r 0.9938

Coefficient of Determination (r2) = (0.9938) 2 = 0.9876 i.e. 98.76%

  






7

0.98761
6745.0

n

r1
6745.0PEErrorProbable

2

0.004684

  PE6 0.0281

Appendix 21

Coefficient of Correlation

Between Total Deposit and Interest Expenses of Nepal Investment Bank Ltd

F.Y

Total

Deposit

(X)

Interest

Expenses

(Y)

x 2x y 2y xy

2001/

02
4,175 130.44

-12360

15276960

0 -322.28 103864.398 3983380.8

2002/

03
7,923 189.21

-8612 74166544 -263.51 69437.520 2269348.1

2003/

04
11,525 326.20

-5010 25100100 -126.52 16007.310 633865.2

2004/

05
14,255 354.55

-2280 5198400 -98.17 9637.349 223827.6

2005/

06
18,927 490.95

2392 5721664 38.23 1461.533 91446.16

2006/

07
24,489 685.53

7954 63266116 232.81 54200.496 1851770.7

2007/

08
34,451 992.16

17,916

32098305

6 539.44 290995.514 9664607

Total



115745



3169.04 x 0

 2x

64720548

0

 y

0

 2y

545604.1204

 xy

18718246

Mean of ‘X’   



7

115745

n
16535 (Rs. in million)
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Mean of ‘Y’   



7

3169.04

n
452.72

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-545604.1270-6472054807

00-187182467
r 0.9961

Coefficient of Determination (r2) = (0.9961) 2 = 0.9922 i.e. 99.22%

  






7

0.99221
6745.0

n

r1
6745.0PEErrorProbable

2

0.002938

  PE6 0.01763

Appendix 22

Coefficient of Correlation

Between Total Deposit and Loan and Advance of Nepal Investment Bank Ltd

F.Y

Total

Deposit

(X)

Loan

and

Advance

(Y)

x 2x y 2y xy

2001/0

2
4,175 2713.52

-12360

15276960

0 -9422.707 88787409.9 116464660

2002/0

3
7,923 5921.79

-8612 74166544 -6214.437 38619229 53518733

2003/0

4
11,525 7388.57

-5010 25100100

-

4747.6571 22540248.35 23785762

2004/0

5
14,255

10453.1

6 -2280 5198400 -1683.067 2832715.007 3837393.1

2005/0

6
18,927

13178.1

5 2392 5721664 1041.922 1085603.24 2492279.5

2006/0

7
24,489

17769.1

0 7954 63266116 5632.872 31729256.62 44803871

2007/0

8
34,451

27529.3

0 17,916

32098305

6 15393.072 236946692 275782293
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(Rs. in million)

Mean of ‘X’   



7

115745

n
16535

Mean of ‘Y’   



7

84953.59

n
12136.227

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-1.42254115470-6472054807

00-5206849927
r 0.9957

Coefficient of Determination (r2) = (0.9957) 2 = 0.9914 i.e. 99.14%

  






7

0.99141
6745.0

n

r1
6745.0PEErrorProbable

2

0.003259

  PE6 0.0195

Appendix 23

Coefficient of Correlation

Between Total Deposit and Operating Expenses of Nepal Investment Bank Ltd

Total



115745



84953.5

9

 x

0

 2x

64720548

0
 y 0

 2y

422541154.1

 xy

520684992

F.Y

Total

Deposit

(X)

Operating

Expenses

(Y)

x 2x y 2y xy

2001/02 4,175 84.65 -12360 152769600 -97.101 9428.687431 1200173.7

2002/03 7,923 108.04 -8612 74166544 -73.711 5433.374702 634802.82

2003/04 11,525 149.48 -5010 25100100 -32.271 1041.445102 161679.86

2004/05 14,255 182.91
-2280 5198400 1.159 1.342287755

-

2641.5429

2005/06 18,927 190.60 2392 5721664 8.848 78.29721633 21165.783

2006/07 24,489 243.43 7954 63266116 61.678 3804.246173 490591.36

2007/08 34,451 313.15 17,916.00 320983056 131.398 17265.58457 2354136.8
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(Rs. in million)

Mean of ‘X’   



7

115745

n
18894.92

Mean of ‘Y’   



7

1272.26

n
166.55

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-37052.97770-6472054807

00-4859908.77
r 0.9924

Coefficient of Determination (r2) = (0.9924)2= 0.9849 i.e. 98.49%

  






7

0.98491
6745.0

n

r1
6745.0PEErrorProbable

2

0.005708

  PE6 0.03425

Appendix 24

Coefficient of Correlation

Between Interest Income and Interest Expenses of Nepal Investment Bank Ltd

Total



115745



1272.26  x 0

 2x

647205480  y 0

 2y

37052.977

 xy

4859908.7

F.Y

Interest

Income

(X)

Interest

Expenses

(Y)

x 2x y 2y xy

2001/02 195.78 130.44 -402.34714 161883.2 -322.28 103864.3984 129668.44

2002/03 270.30 189.21 -327.82714 107470.6 -263.51 69437.5201 86385.73

2003/04 405.20 326.20 -192.92714 37220.88 -126.52 16007.3104 24409.142

2004/05 532.25 354.55 -65.877143 4339.798 -98.17 9637.3489 6467.1591

2005/06 681.79 490.95 83.6628571 6999.474 38.23 1461.5329 3198.431

2006/07 899.45 685.53 301.322857 90795.46 232.81 54200.4961 70150.974

2007/08 1,202.12 992.16
603.99 364807.4 539.44 290995.5136 325817.91
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(Rs. in million)

Mean of ‘X’   



7

4186.89

n
598.13

Mean of ‘Y’   



7

3169.04

n
452.72

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-545604.1270-773516.87

0)0(646097.787
r 0.995

Coefficient of Determination (r2) = (0.995)2 = 0.9891 i.e.

98.91%   






7

0.98911
6745.0

n

r1
6745.0PEErrorProbable

2

0.00411,

  PE6 0.2467

Appendix 25

Coefficient of Correlation

Between Interest Income and Loan and Advance of Nepal Investment Bank Ltd

(Rs. in million)

F.Y

Interest

Income

(X)

Loan and

Advance

(Y)

x 2x y 2y xy

2001/02 195.78 2713.52 -402.347 161883.2 -9422.71 88787409.9 3791199

2002/03 270.30 5921.79 -327.827 107470.6 -6214.44 38619229 2037261

2003/04 405.20 7388.57 -192.927 37220.88 -4747.66 22540248.35 915951.9

2004/05 532.25 10453.16 -65.8771 4339.798 -1683.07 2832715.007 110875.7

2005/06 681.79 13178.15 83.66286 6999.474 1041.923 1085603.24 87170.24

2006/07 899.45 17769.10 301.3229 90795.46 5632.873 31729256.62 1697313

2007/08 1,202.12 27529.30 603.99 364807.4 15393.07 236946692 9297306

Total



4186.89



3169.04  x 0

 2x

773516.8
 y

0

 2y

545604.1204

 xy

646097.78
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Total



4186.89



84953.59  x 0

 2x

773516.8  y 0

 2y

422541154.1

 xy

17937078

Mean of ‘X’   



7

4186.89

n
598.1271

Mean of ‘Y’   



7

84953.59

n
12136.23

Coefficient of Correlation (r)

  
   2222 yynxxn

x-xyn
r






y

   
   







22 0-1422541154.70-773516.87

00-179370787
r 0.992

Coefficient of Determination (r2) = (0.992)2 = 0.9843i.e. 98.43%

  






7

0.98431
6745.0

n

r1
6745.0PEErrorProbable

2

0.0059,   PE6 0.0354
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Questionnaire

Dear Respondent,

I am conducting a research on “A Study on Profitability Position of Nepal

Investment Bank Ltd” as a requirement for the fulfillment of the degree of M.B.S.

In this regard, with a view to seek the information and to know the factors about

NIBL, a set of questionnaire, which are the key problems identified by the researcher,

has been presented.

I humbly request you to fill up at the best of your knowledge. Your co-operation in

this regard will be immense value for this research work.

I shall be highly obliged for your prompt response.

Thank you.

Anupama Karkee

(Researcher)

Shankar Dev Campus

Kathmandu, Nepal

Respondent

Name:

Post:

Date:

Instruction: Please tick (√) in appropriate place and put your views in open-ended

questions.

1. In your opinion, what is the main objective of Nepal Investment bank?

Profit Oriented Profit and Service Oriented

Service Oriented Other (specify) ……………..

2. Do you think that the achievement of Nepal Investment bank is satisfactory?

(     )   Yes                      (     )   No

3. If ‘No’ specify the main reason of low achievement.

a) …………………………

b) …………………………

4. If ‘Yes’ what a bank should follow to increase its achievement?

(     )   Increase the rating system

(     )   Offering high value added products and services
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(     )   A free and unrestricted professional working atmosphere for staff

(     )   All of Above

5. In which sector the bank has often invested?

(     )   Health-Education-Sport Sector

(     )   Macro and Small Enterprises

(     )   Where maximum money earns

6. Is your bank adopting strategic planning for profitability needs?

(     )   Yes                      (     )   No

7. If ‘No’ then mention why?

…………………………

8. If ‘Yes’ in that case what kind of strategic planning is adopted for profitability

needs?

(     )   Providing training programs covering all the staff of bank

(     )   Keeping up the dynamic business environment

(     )   All of above

9. For profitability evaluation of your bank, what kind of tools you used?

(     )   Ratio Analysis

(     )   Standard Costing

(     )   CVP Analysis

(     )   Flexible Budgeting

10. What kind of deposit affected the profitability position?

(     )   Fixed Deposit

(     )   Current Deposit

( )   Saving Deposit

11. What are the strengths of this bank?

(     )   Winning the confidence of shareholders

(     )   Retain and attract the very best human resource

(     )   Earning the higher level of trust

(     )   All of above

12. What are the weaknesses of this bank?

(     )   Lack of coordination

(     )   Lack of proper direction

(     )   Lack of the right staff in the right job

(     )   None
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13. What are the major problems faced by the Bank in Nepal?

(     )   Lack of proper education about Bank

(     )   Tough competition with other Banks

(     )   Government Intervention

(     )   Other (Specify) ………………..

14. In your opinion, how Nepal Investment bank has contributed for country’s

development?

(     )   Meeting the community’s expectations and fulfilling corporate

social   responsibility

(     )   Involving financial entities in various infrastructure project

(     )   Financing on deprived sector

(     )   All of above

15. Why is Nepal Investment bank wanted to be called “The Bank of 1st Choice”

among all stakeholders?

(     )   Equally concerned about safety of public money

(     )   Offers a wide range of product service to suit various needs of

customers

(     )   Competitive with other Bank

(     )   Other (Specify) ……………….

16. Do you think that Nepal Investment bank is one of the best banks of Nepal?

(     )   Yes

(     )   No


