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CHAPTER - |
INTRODUCTION

1.2 Background of the Study

Financial sector is the backbone of economy of a country. It works as a facilitator for
achieving sustained economic growth through providing efficient monetary intermediation. A
strong financial system promotes investment by financing productive business opportunities,
mobilizing savings, efficiently alocating resources and makes easy the trade of goods and
services. Financia development in many developing economies like Nepal is till faced by a
number of obstacles such as macroeconomic instability, the fragility of stock markets, the
limitation of capital markets, and the inefficiency of development and speciaized banks.
Despite some of these limitations, banking systems in underdeveloped countries remain
integral components of the general economic systems and they can be considered as a key
element in any development effort (Zeinab; 2006:58).

Banking has become an important feature, which renders service to the people in financial
matters, and its magnitude of action is extending day by day. It is a maor financia
institutional system in Nepal, which accounted for more than 70% (Poudel: 2005) of the total
assets of all the financia institutions. A competitive banking system promotes the efficiency
and therefore important for growth, but market power is necessary for stability in the banking
system (Northcott; 2004:69).

Commercial bank holds alarge share of economic activities of a country. The function of the
commercia banks has been enhanced in Nepal to sustain the increasing need of the service
sector and the economy in general (Economic Survey, 2008). Stock market has been
dominated by the commercial banks since a decade. Not only the stock market, but the
commercia banks have also been major contributors to the revenue of the country. They have
been paying a large amount of tax every year. Banking sector plays an important role in the

economic development of the country.

Commercia banks are one of the vital aspects of this sector, which deals in the process of

channeling the available resources in the needed sector. It is the intermediary between the
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deficit and surplus of financia resources. Financia institutions like banks are a necessity to
collect scattered saving and put them into productive channels. Commercia banks play vita
role for the economic development of a country. The primary objective of the commercial
bank is aways to earn profit by investing or granting loan and advances to those who are

associated with trade, business and industry.

The commercial banks are currently regarded as key driver of financial institutions of Nepal.
Financial services sector had commenced with the establishment of Nepal Bank Limited in
1937 (Baral; 2005:16). After the liberaization in the mid 1980s, the government permitted
the opening of commercial banks in joint venture with foreign banks. Since then, the
Nepalese financial system has undergone rapid structural changes, with a large number of
financial institutions expose a and display of financial products and services.

Bank, in fact is only the leading institution in every nation to collect the dispersed capital
(small or big) from the nook and corner of the country. The history of Bank in Nepal is not of
for away, the establishment of Nepal Bank Limited (NBL) in 1938 A.D. and at that time
Nepalese economy was highly characterized by dual currency system and greater instability
in exchange rate were observed and these two problems prompted for the establishment of
Central Bank in the country. As a result Nepal Rastra Bank (NRB) was established in 1956
A.D. In government sector a commercia bank was established in the year 1966, which was
named as Rastria Banijya Bank (RBB). Similarly, with a view of providing financial
assistance for agriculture, Agricultural Development Bank of Nepal (ADBN) was established
in the government sector in 1986 (Bhattarai; 2001:63).

1.1.3 A Brief Introduction of Selected Commercial Banks
Among the population of 33 commercial banks operating in Nepal, two governments owned

commercia banks are chosen as sample for the study.

1.1.3.1Rastriya Banijya Bank (RBB)
Rastriya Banijya Bank (RBB) is fully government owned, and the largest commercia bank in
Nepal. RBB was established on January 23, 1966 (2022 Magh 10 BS) under the RBB Act.

Now, the bank is running under bank and financial institute act 2063. RBB has been
13



contributing to socio economic development of the country for the last four and half decades.
The Bank has currently entered into 47 years of service. RBB provides various banking
services to a wide range of customers they include elite to poor individuas, institutiona

customers, and the customers from industry and business communities.

RBB has Nepal's most extensive banking network with over 140 branches. Through its widest
branch and ABBS network, RBB has been catering modern banking services to millions of
customers. RBB has many correspondent arrangements with major international banks all
over the world that facilitate trade finance, bank-originated personal funds transfers and
interbank funds transfer via SWIFT. In a bid to promote remittance business, RBB works

with different money transfer agents like Western Union and International Money Express.

The bank has played crucial role for the development of financial sector i.e. bank, insurance
companies through its promoter’s role. As a second commercial bank of the country, the bank
has been contributing in the trade, industry and agricultural sector of the country. The bank
has also contributed in the hydropower sector. Health and Education sector are also benefitted
through its disbursement. As a government owned bank the bank is also contributing towards
achieving national goals as per the government directives. The bank has made significant
contribution in the development of private sector either by loan disbursement or by active
participation in the fairs organized by industrial and business communities.

The bank is also in the frontline towards fulfilling corporate social responsibility. The bank
has established a fund aimed at helping patient related with kidney ailment and groundwork
are underway in course of initiating specia campaign in this sector. The bank has been
working as a development partner by acting as a fund administrator of Poverty Alleviation
Fund (PAF). Similarly, the bank has been working as a chief administrator in the Educational
Assistance Project (run with the assistance of World Bank) aimed at assisting poor and
diligent students learning at higher secondary and bachelor level (Annual Report; 2011:2).

1.1.3.2 Agriculture Development Bank (ADBL)
Agricultural Development Bank Limited (ADBL) is an autonomous organization largely
owned by Government of Nepal. The bank has been working as a premier rural credit

institution since the last three decades, contributing a more than 67 percent of institutional
14



credit supply in the country. Hence, rural finance is the principal operational area of ADBL.
Besides, it has aso been executing Small Farmer Development Program (SFDP), the major
poverty alleviation program launched in the country. Furthermore, the bank has aso been
involved in commercial banking operations since 1984.

The Agricultural Development Bank Limited (ADBL) was founded as the Agricultura
Development Bank of Nepal (ADBN) under the ADBN Act (1967) to contribute to the
development of agriculture and the improvement of the living standards of the rurd
population, and to make capital and loans available to agriculture. ADBN was the third-
largest bank in Nepal after the two state-owned commercial banks, NBL and RBB, in terms
of assets and deposits and the largest in terms of branch network. With its head office in
Kathmandu, ADBL operates 300 units (including the head office, 11 regional offices, 181
development banking branches, 45 commercial banking branches, 57 Small Farmers
Development Programs,7 offices, and 5 regional training center branches) in all 75 districts

of the country.

The Land Reform Savings Corporation was merged with ADBN in 1973. Subsequent
amendments to the Act empowered the bank to extend credit to small farmers under group
liability and expand the scope of financing to promote cottage industries. The amendments
also permitted the bank to engage in commercia banking activities for the mobilization of
domestic resources. The corporate vision of ADBL is to be a mass-based complete bank

serving from urban to rural area of Nepa (Annual Report; 2010:6).

1.1.4 Role of the Commercial Banks

Banks play avital role in the economic development of a country.

They accumulate the idle savings of the people and make them available for investment.
They also create new demand deposits in the process of granting loans and purchasing
investment securities. They facilitate trade both inside and outside the country by accepting
and discounting of bills of exchange. Banks also increase the mobility of capital. They
provide avariety of facilities for remitting alarge amount of money from one place to

another by the transfer of amere slip of paper (Ramanathan; 2007:137).

In a country like Nepal which is still in the initial stages of economic development. A well
15



organized banking system is the need of the day. There is acute shortage of capital in Nepal.
The banks can play an important role in promoting capital formation, in controlling
speculation in maintaining a balance between requirements and availabilities and in directing
physical resources into desired channels (NRB Economic Bulletin; 2012:15).

Commercial banks play an important and active role in the economic development of a
country, if the banking system in a country is effective, efficient and disciplined; it brings
about a rapid growth in the various sectors of the economy (NRB Banking Supervision;
2010:35).

1.2 Focus of the Study

A bank always putsin effortsto maximizeits profitability. The profit is excess of income
over expenses. To maximize profit, income should reasonably excess over expenses. The
major source of income of a bank isinterest income from loans and investments and fee
based income. Asloan and advances dominate the asset side of the balance sheet of any
bank; similarly earnings from such loan and advances occupy a major space in income
statement of the bank. However, it is very important to be reminded that most of the
bank failuresin the world are due to the poor financial position. Ther efore the focus of
the study isto understand the financial position of the sample banks by using different
financial indicator.
Sound financial position hasthe following objectives:

To have strong financial position.

To contribute to economic devel opment.

To give guidance to bank officials.

To establish a standard for control, etc.

1.3 Statement of the Problem

The trend of commercial banking technique is changing rapidly in Nepal. Competition is
getting stiffer and, therefore, banks need to enhance their competitiveness and efficiency by
improving profitability, service quality, customer responsiveness and public accountability.
The banks also need to adopt prudent banking practices with a conscience of self regulation
for achieving banking efficiency, reducing overall risks and ensuring the safety of public
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deposits. Growing number of banks and financia institutions has created an unhealthy
competition. Moreover, the analysis of financial indicators helps to understand the actual

financial position of the specific bank.

Therefore, the present study will make a modest attempt to analyze financia position of
Rastriya Banijya Bank and Agricultural Development Bank. Thus, in this scenario of
Nepalese commercial banking sector, this study mainly seeks the answers of the following
specific problems related to financial position of government owned commercia banks in
Nepal:

What is the financial position of government owned commercial banks of Nepal ?

What is the financial strength and weakness of the sample banks?

What is the deposit mobilization technique and lending mechanism of the sample

banks?

Isthere any differencein financial position of RBB and ADBL?

What is the capital formation of sample banks to survive in risky business like

commercial banking business?

1.4 Objectives of the Study
The main objective of the study is to examine and evaluate the financial position of RBB and
ADBL. The specific objectives of the study are as follows:
To evauate the financial performance and financial position of government owned
commercia banksin Nepal.
To see thefinancia strength and weakness of RBB & ADBL.

To understand the deposit mobilization technique and lending mechanism of RBB &
ADBL.

To ensure that the sample banks operate in a prudent way and hold sufficient capital to
support the risks that arise in the business.

To analyze liquidity, asset management and profitability ratio of sample banks and
evaluate the various financial ratios.

To offer suitable suggestions based on findings of the study.
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1.5 Significance of the Study

This study mainly fills a research gap on the study of financial position of gover nment

owned commercial banks.
This study will provide a useful feedback to the policy makers of the gover nment
owned commer cial banks and also become a useful reference for other commer cial
banks of Nepal and central bank (NRB) for the formulation of appropriate
strategies.
This study evaluates the financial position of government owned commercial
banks and finds their loopholes and significantly contributes to make the policy
sound.
This study will be significant to the entire stakeholder of banks; like investors,
customers, media and general people; regarding the financial strength, position

and well-being of the sample banks.

1.6 Limitation of the Study
This study is about the financial position of government owned commercial banks. This study
has the following limitations:
The study is mainly based on secondary data. Since, most of the data are based on
secondary sources, there may be reporting error.
Only five-year observations covering from FY 2006/07 to 2011/12 are analyzed.
Differential coverage of data limits the study.
Only two banks are taken for the study i.e. Rastriya Banijya Bank and Agricultura
Development Bank Ltd; hence the result may not be generalized to whole banking
industry.
There are many factors that affect investment decision and valuation of the banks.
However, this study concentrates on only those factors, which are Deposit, Loan and
Advances, Investment on Securities, Total Assets, Equity Capital, Net Profit and
Earning Price per Share related to investment and qualitative data are ignored.

18



1.7 Organization of the Study

Thewhole study has been divided into five chapters as:

Chapter-1: Introduction

The first chapter describes how to develop the preface of research which includes the topics
like background of the study, statement of problem, objectives of study, focus of the study
and the limitation of the study.

Chapter-11: Review of Literature

The review of literature is held for making solid theoretical background which helps study
making much relevant and productive. In this chapter topics covered are conceptua
framework, review of related studiesi.e. review of research paper, review of articles, review

of master degree thesis and justification of the study or research gap.

Chapter —I11: Research Methodology

The research methodology is held for explaining research design, population and sample,
source of data, data collection techniques and data analysis tools. This chapter laid the
foundation for data analysis and presentation. This chapter deals with designing the research,
selecting sample form population, data collecting and analyzing tools and presentation of the
collected data.

Chapter -1V: Presentation and Analysis of Data
Presentation and analysis of data is held for addressing the problems of the study and major
finding are drawn for possible recommendations. In this chapter the topics covered are

analysis of secondary data and major finding of the study.

Chapter —V: Summary, Conclusion and Recommendations

In this chapter summary, conclusion and recommendation are presented. This chapter
explains the overall summary of the study and concludes the finding of the study. Similarly,
this chapter provides recommendations for improvement if needed.
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CHAPTER - 11
REVIEW OF LITERATURE

This chapter focuses the theoretical aspects of financial position of commercia banksin more
detailed and descriptive matter to support the study. For the better review, the researcher has
tried to cover the books, journals and articles, research reports and so many other relevant

materials.

Even at the twenty first century, our educational information has lack of efficiency. So, most
of the review are made from different foreign journals and books. Moreover, the modern
means of education such as websites are also used for this purpose. In addition, independent
studies carried out by the well known Nepalese financia experts are aso taken into

consideration.

2.1 Conceptual Review

Banks are competing in a highly competitive environment to offer quality oriented services
according to customers’ expectations. Nepalese banks face stiff competition from their peers
and conventional banks prevailing in the economy. Different aspects of banks are studied by
researchers e.g. operation, assets management, profitability, financing products, bank
efficiency and financial performance etc. as the key segments for research. Many studies tried
to assess the quality of services/products offered by the banks. Customers became a center for
all banking activities due to increased competition for greater market share. Banks also focus
on demographic characteristics of customers to assess their needs. Every bank is trying to
enhance its performance by improving its service quality according to customers
expectations. It requires a study to analyze the bank services and its outcomes in the shape of

financial performance.

Different ratios including return on assets (ROA), return on equity (ROE), capital adequacy
ratio (CAR), nonperforming loan ratio (NPL), interest expense to total loans, net interest

margin (NIM), credit to deposit ratio (CDR), were evaluated to analyze the financial data of
selected Nepalese commercial banks for the period 2007 to 2011. These ratios would help to
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indicate the condition of capital, assets quality, management, and earning and liquidity

position of sample banks.

Financial ratio analysis is aso used to quantitatively examine the differences in performance
among government owned commercia banks in Nepal, and these banks are ranked based on
their financial measures and performance which will be a guideline for the future trend of
financial position of these banks. Therefore, the aim of this study is to measure the best
performance among the government owned commercial banks and to find out the relationship

between bank specific factors (ratios) on the banks’ performance.

In this study, many well-known scholars’ books are taken into consideration while analyzing
the performance of commercial banks. Since the study is focused on financia position of
government owned commercial banks in Nepal; the researcher has tried to cover al the
aspects related to the financial position and financial performance anaysis of commercial

banks. The researcher, therefore, has dealt with accordingly which is as follows:

2.1.1 Concept of Bank

Bank plays a significant role in the development of country. It facilitates the growth of trade
and industry of the national economy. However, bank is a resource for economic
development, which maintains the self- confidence of various segments of society and
extends credit to people (Hornsby; 2002:14).

A bank is a financial institution and a financial intermediary that accepts deposits and

channels those deposits into lending activities, either directly by loaning or indirectly through

capital markets. A bank is the connection between customers that have capital deficits and

customers with capital surpluses. Due to their influence within a financial system and an

economy, banks are generally highly regulated in most countries. Most banks operate under a

system known as fractional reserve banking where they hold only a small reserve of the funds

deposited and lend out the rest for profit. They are generaly subject to minimum capital

requirements which are based on an international set of capital standards, known as the Basel

Accords.

Banks borrow money by accepting funds deposited on current accounts, by accepting term

deposits, and by issuing debt securities such as banknotes and bonds. Banks lend money by
21




making advances to customers on current accounts, by making installment loans, and by

investing in marketable debt securities and other forms of money lending. Banks act as

payment agents by conducting checking or current accounts for customers, paying cheques

drawn by customers on the bank, and collecting cheques deposited to customers' current
accounts. Banking business means the business of receiving money on current or deposit
account, paying and collecting cheques drawn by or paid in by customers, the making of
advances to customers, and includes such other business as the authority may prescribe for
the purposes of this act (Banking Act Sngapore; 2005: Section 2).

2.1.2 Concept of Commercial Bank

Commercia banks are those financia institutions which deal in accepting deposits and
lending the deposit to the needful sector. They address the working capital needs of trade and
finance, industry and agriculture sector. Moreover, commercial banks also provide technical

and administrative assistance to industries, trades and business enterprises (Elyor; 2009:12).

The American Institute of banking has laid down the four mgor function of the commercial
bank such as receiving and handing deposits, handling payments for its clients, making loans
and investments and creating profit by extension of credit. A commercial bank is one, which

accepts deposit, grants loan and performs commercial banking functions (Avikiran; 1995:55).

Commercial banks are those banks which provide short term and long term loan, accept
deposit from the public and provide loans to the different sectors like trade and finance,
industries, agriculture sector and so on. They purchase and discount the bills of exchange,
promissory notes and exchange foreign currency. In general, the main objective of

commercia bank is earning profit by doing banking (Commercial Bank Act; 1974:1).

Commercia bank is a corporation, which accepts demand deposits subject to Cheques and
makes short-term loans to business enterprises, regardless of the scope of its other services
(American Institute of Banking; 1972:345).

Principally, commercial banks accept deposits and provide loans, primary to business firms.
Commercia banks pool together the savings of the community under different account that
seems they help in capital formation (Zhu; 2004:425).
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2.1.3 Function of Commercial Banks
Function of commercial banks has been categorized in two section; primary function of

commercia banks and secondary function of commercia banks.

2.1.3.1 Primary Function of Commercial Banks

Commercia Banks performs various primary functions some of them are given below
Accepting Deposits

Commercial bank accepts various types of deposits from public especially from its clients. It
includes saving account deposits, recurring account deposits, fixed deposits, etc. These

deposits are payabl e after a certain time period.

Making Advances
The commercial banks provide loans and advances of various forms. It includes an overdraft
facility, cash credit, bill discounting, etc. They also give demand and demand and term loans

to al types of clients against proper security.

Credit Creation

It is most significant function of the commercial banks. While sanctioning a loan to a
customer, a bank does not provide cash to the borrower Instead it opens a deposit account
from where the borrower can withdraw. In other words while sanctioning a loan a bank

automatically creates deposits. Thisis known as a credit creation from commercial bank.

2.1.3.2 Secondary Function of Commercial Banks
Along with the primary functions each commercia bank has to perform several secondary
functions too. It includes many agency functions or genera utility functions. The secondary

functions of commercial banks can be divided into agency functions and utility functions.

Agency Functions

Various agency functions of commercial banks are
To collect and clear cheque, dividends and interest warrant.
To make payment of rent, insurance premium, etc.
To dedl in foreign exchange transactions.

To purchase and sell securities.
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To act as trusty, attorney, correspondent and executor.

To accept tax proceeds and tax returns.

General Utility Functions
The general utility functions of the commercia banksinclude
To provide safety locker facility to customers.
To provide money transfer facility.
To issue traveller's cheque.
To act as referees.
To accept various bills for payment e.g phone bills, gas hills, water bills, etc.
To provide merchant banking facility.
To provide various cards such as credit cards, debit cards, Smart cards, etc. (Rossouw;,
2009:132).

2.1.4 Financial Performance Analysis

The financial performance analysis refers to the computation of analytical ratios from
financial statements and interpretation of these ratios to determine their trends as a basis for
management decisions. The financial performance analysis is a financial management tool
that enables managers of financia institutions to assess their progress in achieving
sustainability (Tarawneh, 2006:103).

They can help answer two primary questions that every institution involved in banking needs
to ask:

Isthisinstitution either achieving or progressing towards profitability?

How efficient isit in achieving its given objectives?
The financia performance analysis can be done through the computation of various analytical
ratios. Ratios must be analyzed together, and ratios tell the financial performance of any
given institution more when consistently tracked over a period of time. Frequent
measurement can help identify problems which need to be solved before they fundamentally
threaten the banks, thus enabling correction. Trend analysis also helps moderate the influence
of seasonality or exceptional factors. Ratios will alow examining financial relationships to
diagnose the well-being of the banking institution (Gopinathan; 2009: 25).
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2.1.5 Objective of Financial Performance Analysis

The main objective of financial performance analysis is to classify any bank on the basis of
financial characteristics; which will be a guide for future development and assess the
financial performance. Among the various objective of financial performance anaysis, the

following are the main objectives:

How to increase profitability?
The financial performance analysis helps to evaluate the present condition of banks in the
context of profit earning and accelerate to increase the profitability by setting a standard or
target. Profitability ratios are used to indicate and measure the overall efficiency of afirmin
terms of profit and financial performance. For better performance, profitability ratios of firms
should be higher.

How to manage liquidity?
Liquidity refers to a bank’s ability to meet its short-term obligations. The financid

performance analysis hel ps to determine the equilibrium liquidity position of a bank.

How to increase efficiency especially reducing the operational cost?
The financia performance analysis helps to evaluate the performance efficiency of a bank
from various angles of its operations. The financial performance analysis enable to calculate
activity of performing ratios like loan loss provision to total loan and advances ratio and non-
performing loan to total loan and advances ratio which ultimately help to determine
efficiency of a bank. Therefore, to increase efficiency and to reduce operationa cost of a

bank, financia performance analysisis most needed.

How to take trend analysis and to compare actual performance against planned
performance?
Trend analysis refers to estimating the future trend value of different variables. The objective
of financial performance analysis is to find the current performance or actua performance of
abank and compare it with the standard or planned performance. It helpsto find the deviation
between actua performance and planned performance and suggests corrective action
(Ahmed; 2009:16).
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2.1.6 Significance of Financial Performance Analysis

There has been a tremendous growth in the number of banks and financial institutions in
Nepal for last two decades. Financial sector has made a hall mark progress in terms of
number. With the growing number of financial institutions, there are many risks they are
subject to face. The financial performance analysis helps to decrease risks associated with
financial sectors and build mechanism to monitor those risks by calculating different financial
indicators (Sangmi and Nazr; 2010:40).

The financia performance analysis comprises profitability performance analysis, liquidity
performance analysis and credit performance anaysis; these analyses give clear picture of
any bank regarding its financia position. The financia performance analysis helpsto identify
the components and critical factors of the financial indicators and generalized them for
moving toward financial sustainability. It helps to analyze financia statements to monitor
profitability, efficiency and portfolio quality of any bank (Raza, Frahan and Akram;
2011:72).

Therefore, the financia performance analysis of any bank is vital due to different aspects. It
may help bank decision makers to focus on the major banking activities that may increase
financial performing positions comparing with other banks. It helps the management of
commercial banks in creating appropriate financial strategies for attaining the required
planned financia performance (Rose and Hudgins; 2006:11).

2.1.7 Limitation of Financial Performance Analysis
Ratio Analysisis a useful technique to evauate the performance and financial position of any
business unit but it does suffer from a number of limitations. These must be kept in mind

while analyzing financial performance of a bank.

Historical Analysis
The financia performance analysisis historical in nature and the financia statement on the

basis of which ratios are calculated are historical in nature.

26



Price Level Change
Changes in price level often make comparison of figures of the previous years difficult; as an
example, ratio of interest spread in 2012 would be much higher than in 2006 due to rising
prices, interest spread being expressed on cost.

Not Freefrom bias
In many Situations, the accountant has to make a choice out of the various alternatives
available, for example choice of the method depreciation, choice in the method of inventory
valuation etc. Since there is subjectivity inherent in the choice, ratio analysis cannot be said

to be free from bias.

Window dressing
Window dressing is slowly the position better than what it is. Some banks, in order to cover
up their bad financial position resort to window dressing. By hiding important facts, they try
to depict a better financial position.

Qualitative factorsignored
Financial performance analysis is a quantitative analysis. It ignores qualitative factors like
debtors character, honesty, past record etc.

Different accounting practicesrender ratiosincomparable
The result of two firms are comparable with the help of accounting ratios only if they follow
the same accounting methods, as an example if one bank changes depreciation on straight
line method while another is charging on diminishing balance method, accounting ratios will
not be strictly comparable.

Influence of judgmental factor
Even with a comprehensive financial performance analysis, it is difficult to tell whether
the bank is, on balance, strong or weak position. The most important and difficult input
to a successful financial performance analysis is the judgment used while interpreting
the results to reach an overall conclusion about the bank’s financial position (Northcott;
2004:4).
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2.1.8 Meritsof Financial Performance Analysis
The financia performance is analyzed because of number of merits, which are offered by it.

Such merits are also termed as its feature.

To Help the Management in Making Future Financial Policies
Financial performance analysis is very helpful to the management. The management
can make its future financial policies and is in a position to know about the financial
strength and weakness of a bank. Accordingly, management can think of investing
funds, if needed, in either short term or long term investments.

Short-Term Planning
Thefinancial performance analysis givesinformation regarding sour ces and application
of cash and cash equivalents for a specific period so that it becomes easier to plan

investments, oper ating and financing needs of a bank.

The Financial Performance Analysis helpsto understand Liquidity and Solvency
Solvency is the ability of the business to meet its current liabilities. Quarterly or
monthly financial performance analysis help ascertain liquidity in a better way.

Financial institutions, like banks prefer the cash flow statement to analyze liquidity.

Efficient Cash Management
Thefinancial performance analysis providesinformation relating to surplus or deficit of
cash. A bank, therefore, can decide about the short-term investments of the surplus and

can arrangethe short-term credit in case of deficit.

Comparative Study
A comparison of the financial performance for the current year with the budgeted
figures of the same year will indicate as to what extent the profit of the bank has
generated and applied according to the plan. It is, therefore, useful for the management

to prepare strategiesto attain the desire goal of the bank.
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Test for the Management Decisions

It isa general rulethat fixed assets are purchased from the fundsraised from long-term
sources, and the best way to repay the long-term debt is out of profits. The financial
performance analysis shows clearly whether the cash inflows from oper ations have been
used for the purchase of fixed assets or whether these assets have been purchased from
cash inflows from long-term debts. Similarly, it also explains whether the debentures
have been redeemed out of profits or not. Thus, the financial performance analysis can
be used to test the credibility of the management decisions (Baral; 2009:41).

2.1.9 Usersof Financial Performance Analysis

Therearevarious groups of peoplewho areinterested in analysis of financial position of
a bank. They use the ratio analysis to work out a particular financial characteristic of
the bank in which they areinterested.

Investors and Potential Investors
The present investorswant to decide whether they should hold the securities of the bank
or sell them. Potential investors, on the other hand, want to know whether they should
invest in the shares of the bank or not. Investors (Shareholders or owners) and potential
investors, thus, make use of the financial performance analysisto judge the present and
future earning capacity of the bank, to judge the operational efficiency of the bank and

to know the safety of investment and growth prospects.

Lenders/Longterm Creditors
Financial performance analysis helps lenders such as debenture holders, suppliers of
loans and leasesin ascertaining the long term and short term solvency of the bank. They
like to know the financial soundness of the bank i.e. the ability of the bank to repay

depositor on demand and whether the bank earns sufficient profits so asto pay interest

regularly.

M anagement
Analysis of financial position enables the management to evaluate the overall efficiency
of the bank. It helps to ascertain the solvency of the bank; to know about its viability as
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a going concern and to provide adequate information for planning and controlling the

affairsof the business. Future forecasts can easily be made by analyzing the past data.

Suppliers/Short term Creditors
Creditor /suppliers supplying goods to a bank are interested to know as to whether the
bank would be in a position to pay the amounts on time. They are interested in short-
term solvency i.e. the liquidity of the bank. They are more interested in current assets
and current liabilities of the business. If current assets are sufficient, say, twice the
current liabilities, they are satisfied that the bank would be able to discharge the short-

term debtson time.

Employees and Trade Unions
Employees are interested in better emoluments, bonus and continuance of bank and
whether the dueslike provident fund, ESI etc., have been deposited with the authorities.
They would therefore, like to know its financial performance and profitability and

operating sustainability.

Government and its agencies
Financial statements are used by government and its agencies to formulate policies to
regulate the activities of bank, to formulate taxation policies, to compile national income

accounts.

Stock Exchange
Stock exchange uses the financial statements to analyze and thereafter, inform its
members about the performance, financial health, etc. of the bank, to see whether
financial statements prepared arein conformity with the specified laws and rules and to
see Wwhether they safeguard the interest of various concerned agencies.

Customers
Customers areinterested to ascertain continuance of a bank. For example, a bank may
bein afinancial crisisand in case it appears that the bank may not continue for a long
time, the customer hasto find an alter nate sour ce (Bhattarai; 2011:51).
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2.1.10 Types of Financial Performance Analysis

The financial performance analysis is the end product of the financial process which
summaries the financial position of a bank in an organized manner. Financial
performance analysis provides a summarized view of the operation of the bank. The

financial performance analysis can be categorized asfollow:

Liquidity Analysis
The liquidity analysis quantifies the ability of the banks to meet debts as they fall due. This
ability depends not only on the extent of conversion of assets without loss but also on the
bank's ability to raise loans in the market to meet debts, that is the broader aspects of asset
and liability management. Maintaining adequate liquidity is a key constraint on the bank’s
profit making capacity. Liquidity ratios provide the primary means of judging a bank’s
liquidity position. It helps to understand for holding adequate cash or liquidity assets,
securing an appropriately matching future stream of cash flows from maturing assets and

maintaining a diversified base in terms of maturities.

Earnings Performance Analysis
Earning performance analysis determines if the bank's operation is generating adeguate
returns on the assets and equity. Banks, like other business entities, need to make profit; to
provide appropriate return to shareholders, to give confidence to the depositors that the
business in sound and competently managed, and to maintain and expand the bank’s capital
base in order to satisfy prudential criteria and facilitate to business growth in rea terms.
Earning performance analysis consist return of assets, return on equity, interest spread,

interest margin and other operating income to total assets.
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Quality of Lending Analysis

Quality of lending analysis focuses on the most critical part of the bank's financia analysis
and requires uniform supplementary data usually not provided in the published accounts. The
main points to be reviewed are access to forma credit, risk concentration, portfolio
classification, interest accrual and provision for loan losses. It helps to understand the lending
portfolio of abank, lending mechanism and all the aspects of lending in a microscopic way. It

consist portfolio classification and provision for loan losses and single borrower exposure.

Capital Adequacy Analysis
Capital adequacy analysis determines the quality of assets and the adequacy of provisions
since any overvaluation of assets or shortfalls in loan loss provisions will overstate capital. It
expresses capital as a percentage of total risk-weighted assets and shows the margin of
protection available to both depositors and creditors against unanticipated |osses that may be
experienced by the bank.

Trend Analysis
Trend analysis determines the trend of time series; it helps to estimate future trend value of
different variable and help to make strategic planning to attain the desire goal of the bank. It
helps to estimate the future trend of deposit, loan & advances, investment and net profit of the
bank (Gopinathan; 2009:27).

2.1.11 Technique of Financial Performance Analysis
The following are the techniques of financia performance analysis which are performed to

find the financial position of a bank:

Ratio Analysis
Ratio Analysis is the relationship between two terms of financial data expressed in the form
of ratios and then interpreted with a view to evauating the financia condition and
performance of a bank. Ratio Analysis can aso help us to check whether a bank is doing
better this year than it was last year; and it can tell usif our bank is doing better or worse than
similar type of bank. Ratio analysis is not just comparing different numbers from the balance
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sheet, income statement and cash flow statement. It is comparing the number against previous

years, other companies, the industry, or even the economy in general.

Ratios look at the relationships between individual values and relate them to how a bank has
performed in the past and might perform in the future. Different types of ratios are computed
depending on the purpose for which they are needed. Broadly speaking, they are grouped
under four heads; Liquidity ratios, solvency ratios, turnover or activity ratios and profitability

ratios.

Balance Sheet Analysis
Balance Sheet is a financial statement that summarizes a company’s assets, liabilities
and shareholders’ equity at a specific point in time. These three balance sheet segments
give investors an idea as to what the company owns and owes, as well as the amount
invested by the shareholders. The balance sheet shows assets equal to liabilities plus

shareholders’ equity.

A balance sheet thus, provides detailed information about a bank’s assets, liabilities and
shareholders’ equity. Assets are things that a bank owns that have value. This typically
means they can either be sold or used by the bank to provide services that can be sold.
Assets include physical property, such as plants, trucks, equipment and inventory. It
also includes things that can’t be touched but nevertheless exist and have value, such as
trademarks and patents. And cash itself isan asset.

Liabilities are amounts of money that a bank owes to others. This can include all kinds
of obligations, like money borrowed from general people (deposit), money owed to
suppliers, payroll a company owes to its employees, taxes owed to the government.
Liabilities also include obligations to provide goods or services to customers in the
future. Shareholders’ equity is sometimes called capital or net worth. It’s the money
that would be left if a bank sold all of its assets and paid off all of its liabilities. This

leftover money belongsto the shareholders, or the owners of the bank.
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Cash Flow Analysis
Cash flow is made up of two wordsi.e. cash and flow, wher eas Cash means cash balance
in hand including cash at bank balance, and flow means changes in the cash movements
of the business. Cash Flow Statement deals with only such items, which are connected
with cash i.e, itemsrelating to inflow and outflow of cash. In other words, it is prepared

to study the changesin cash, or to show impact of varioustransactionson the cash.

In short, it isa statement, which is prepared to show the flow of cash in the bank during
a particular period. It thus, tells about the changes in cash position of a business. The
changes may berelated either with the cash receipts or cash paymentsor disbursements
of cash. Thus, cash flow analysisis a summary of cash receipts and payments whereby
reconciling the opening cash balance with the closing cash including bank balances. It
also explains the reasons for the changesin the cash position of the bank on account of
the decrease in the cash position is termed as outflow of cash and increaseistermed in
flow. Cash flow statement also tells about various sources in cash such as cash from
operations, sale of current and fixed Assets, issue of shares/debentures, also termed as
inflow of cash whereas loss from operations, purchase of current and fixed assets,
redemption of preference shares/debentures and other long term loans etc are also
termed as outflow of cash.

Income Statement Analysis
An income statement reports the bank’s financial performance over a specified period of
time. It summarizes al revenue earned and expenses incurred during a specified accounting
period. A bank prepares an income statement so that it can determine its net profit or loss (the

difference between revenue and expenses).

Income statement consist revenue and expenses. Revenue refers to money earned by an
organization for goods sold and services rendered during an accounting period, including
interest earned on loan to clients, fees earned on loan to clients, interest earned on deposits
with other banks. Expenses Represent costs incurred for goods and services used in the
process of earning revenue. Direct expenses for a bank include financial costs, administrative
expenses, loan loss provisions and interest expenses on various deposits.
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Portfolio Analysis

A portfolio analysis provides information about the lending and savings operations of a bank.
It provides timely and accurate data about the quality of the portfolio. It usualy aso includes
other key portfolio performance indicators like number and value of loans outstanding end of
period, average outstanding balance of loans, value of payments in arrears, value of
outstanding loan balances in arrears, portfolio aging analysis and information on loan terms.
Portfolio quality ratios can be calculated from portfolio information. This information
together with the aging analysis can give a picture of the health of the portfolio and can aso
give valuable insight into a bank's sustainability (Gopinathan; 2009:17).

2.2 Review of Related Studies
The review of related studies has been divided to two:

2.2.1 Review of Articles

Few international and domestic journals have been taken consideration while reviewing
the articles. In the present global scenario, Nepalese business analysts are also
resear ching the factsrelated to financial analysis of commercial banksin Nepal.

Avkiran (2005), in his article “Financial performance analysis of financial institution” ,
concluded that the financial performance of banks and other financial institutions has
been measured using a combination of financial ratios analysis, benchmarking,
measuring performance against budget or a mix of these methodologies. The financial
statements of corporations in America that published commonly contain a variety of

financial ratios designed to give an indication of the cor poration's perfor mance.

Samad (2006), in his article “Evaluating the financial performance of financial institution in
Bahrain.” investigated the performance of seven locally incorporated commercial banks
during the period 2001-2006. Financial ratios were used to evaluate the credit quality,
profitability, and liquidity performances. The performance of the seven commercial banks
was compared with the banking industry in Bahrain which was considered a benchmark. The
results revealed that commercia banks in Bahrain were relatively less profitable, less liquid
and were exposed to higher credit risk than the banking industry, in which wholesale banks
are the main component. The findings aso indicated that bank performance was strongly and

positively influenced by operational efficiency, asset management and bank size. The study
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suggested that bank regulators should screen bank by evaluating banks’ liquidity, solvency
and overall performance to enable them to intervene when there is need and to gauge the

potential for problems.

Spathis and Doumpos (2007), in their article “Classification of banks according to return and
operational factors” simply stated that the increasing competition in the national and
international banking markets, the change over towards monetary unions and the new
technological innovations herald major changes in banking environment, and challenge all
banks to make timely preparations in order to enter into new competitive financial
environment. They used in their study a multi criteria methodology to classify Greek banks
according to the return and operation factors, and to show the differences of the bank’s

profitability and efficiency between small and large banks.

Chien Ho and Song Zhu (2008), in their article “Performance evaluation of banks in the focus
of operational efficiency and operational effectiveness” showed in their study that most
previous studies concerning bank performance evaluation focus merely on operational
efficiency and operational effectiveness which might directly influence the survival of a
bank. By using an innovative two-stage data envelopment analysis model in their study, the
empirical result of this study is that a company with better efficiency does not always mean
that it has better effectiveness. The main contribution of the study was to make financial
comparison based on return on assets, return on equity, return on deposits, and other financial
banking activities as credits and deposits to determine the performance and classifications of

commercial banks on the basis of operational efficiency and operational effectiveness.

Ducan and Elliott (2009), in their article “Efficiency, customer service and financing
performance among Australian financial institutions” showed that all financial performance
measures as interest margin, return on assets, and capital adequacy are positively correlated
with customer service quality scores. Generally, the concept of efficiency can be regarded as
the relationship between outputs of a system and the corresponding inputs used in their
production. Within the financial efficiency literature, efficiency is treated as a relative
measure which reflects the deviations from maximum attainable output for a given level of

input.
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Islam (2010), in his article “Development and performance of domestic and foreign banks in
Arab gulf countries”, stated that most developing countries have been taking different plans
and strategies to their financial sectors. The financial sectors in Arab countries have started
recently as a part of their overall economic plans and growth. However, there is an increasing
attempt to develop money capital markets in Arab world. Commercial banks are the most
dominant financial institutions in any country. Therefore, local financial institutions and
foreign ones have greater opportunity in economic development in the Arab countries. The
article discussed the development and performance of domestic and foreign banks in Arab
gulf countries, and showed that local and foreign banks in these countries have performed
well over the past several years. Moreover, he added that banks in these economies are well
capitalized and the banking sector is well developed with intense competition among the

banks.

Berger & Humphrey (2011), in their article “Evaluating the performance of financial
institution”, concluded that evaluating the performance of financial institution can inform
government policy by assessing the effects of deregulation, mergers and market structure on
efficiency. Bank regulators screen banks by evaluating bank’s liquidity, solvency and overall
performance to enable them to intervene when there is need and to gauge the potential for
problems. On a micro-level, bank performance measurement can also help improve
managerial performance by identifying best and worst practices associated with high and low

measured efficiency.

2.2.2 Review of Thesis
Some studies related to the topic of financia position analysis of commercia banks had been
conducted in partial fulfillment of requirement for the degree of Master of Business Studies

in Tribhuvan University; in this regard five different theses have been reviewed.

Pandey (2007) conducted a study on “Financial Position Analysis of Everest Bank Ltd and
Nepal Bl Bank Ltd.” Her study was based on the following objectives:
To understand and identify the financial position of EBL and NSBL.

To calculate the financia indicator of the sample banks.
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To anayze the volatility of different financial ratios of commercia banks and other
variables that should be considered while deciding financial strength and weakness of
sample banks.

To suggest some practical ideas and materialize recommendations based on analysis of
data.

On those focuses she has found the following findings:
The financia performance of both banks are satisfactory but some indicator like NPA,
Tier-1 and Tier-11 ratios should be within the celling of NRB.
The CD ratio of EBL is higher than NSBL which means EBL is lending more fund
rather than NSBL. Therefore NSBL should increase lending portfolio and should
explore secure and safe sector for the investment purpose.
The liquidity position of NSBL is stronger than EBL. It means NSBL is investing most
of its fund in investment i.e. treasury bills, development bond and other secure
securities whereas EBL is investing most of its fund in loan and advances.
The profitability ratio of EBL is higher than NSBL whereas the liquidity ratio of NSBL
is higher in comparison to EBL.
Hence, the financial position of EBL and NSBL are strong enough to survive in the
market but both banks should increase priority sector investment for overal
development of economy.

Upadhaya (2008) conducted a study on “Financial Performance of Finance Companies in
Nepal with special reference to Goodwilll Finance Company Ltd and United Finance
Company Ltd.” His study was based on the following objectives:
To evaluate the financial performance of finance companies in Nepal with reference to
GFCL and UFCL.
To assess the investment portfolio, deposit, total assets and loan & advances portfolio of
finance companiesin Nepal.
To caculate the different liquidity ratio, assets management ratio and a profitability
ratio to understand the financial position of the finance companiesin Nepal.

To identify the correlation between returns of finance companies.
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To make relevant suggestions and practical ideas and materialize recommendations
based on analysis of data.

In his findings and conclusion, he had drawn the followings:
The returns of both finance companies are comparatively low in the overal industry
whereas price earning ration of GFCL is higher than UFCL.
Total deposit and total assets of both companies are in increasing trend.
Financial ratios of both companies are satisfactory, NPA level of GFCL is more volatile
than UFCL.
Diversification of fund by making a portfolio can reduce systematic risk of the finance
companies significantly. Moreover Nepal ese finance companies pay |ess attention while
making investment portfolio.
As overall economy, Nepaese finance market is in emerging state. Its development is
accelerating since the political change in 1990 in effect of openness and liberalization in
national economy. But due to the lack of information and poor knowledge, Nepalese

finance companies cannot analyze the market properly.

Neupane (2009) conducted a study on “Ratio Analysis of Commercial Banks of Nepal with
special reference to Sandard Chartered Bank Nepal Ltd and Nepal Investment Bank Ltd.”
His study was based on the following objectives:

To analyze the different ratios of sample banks and generalized the resullt.

To classify the sample banks as per the financial strength of the banks.

To evauate the financial performance of the sample bank in terms of asset

management, liquidity position and bank size.

To find out the relationship between profitability and assets structure of sample banks.

To recommend for the improvementsin the financial position of sample banks.

On those objectives he has found the following findings:

The deposit portfolio of SCBN is higher than NIBL whereas lending portfolio of NIBL
is higher than SCBN. Instead of higher lending portfolio of NIBL, the profit of SCBN is
still higher than NIBL due to fee base transactions.
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There is less knowledge of financia institutions while making portfolio. It has found
that the financia institution think portfolio meansto invest in different companies of the
same industry rather than investing in different industries.

NPA, Tier-1 capital and Tier-11 capital of both banks are satisfactory. Whereas financial
indicator of SCBN is more strong than NIBL.

SCBN is making most of its effort to attract low interest deposit like saving account
deposit and current account deposit. In contrary, NBIL is making effort to attract bulk
deposits which generaly offer higher interest rate.

Bhattarai (2010) conducted a study on “Financial Ratio Analysis of Agriculture Development
Bank Ltd. and Nepal Bank Ltd.”. His study was based on the following objectives:
To evauate various financial ratio of the listed sample banks.
To provide reliable financial information.
To determine how well the bank is performing in order to evaluate where the bank can
improve.
To generdlized the finding of liquidity ratios, leverage ratios, operational ratios,
profitability ratios and solvency ratios.

To offer suitable suggestions based on findings of this study.

On those objectives he has found the following findings:
Non-Performing Loan of both sample banks are in decreasing trend but still high
volume of assetsin the form of NPA.
The fee based incomes of both sample banks are low in comparison to other
commercia banks of Nepal. Although cost of fund of NBL islower than ADB.
Lending portfolio of ADB is higher than NBL. Similarly, interest spread margin of
ADB is higher than NBL.
The profitability ratio of NBL is higher than ADB whereas growth ratio of ADB is higher
than NBL.
There is positive correlation between loan & advances and total deposit of ADB and
NBL.
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Bhatta (2011) conducted a study on “Ratio Analysis of Joint Venture Banks of Nepal with
special reference to NABIL Bank and Standard Chartered Bank Nepal Ltd.”. His study was
based on the following objectives:
To provide information about the financial strength, performance and changes in
financia position of a bank that is useful to a wide range of users in making economic
decisions.
To determine financia performance and financia condition of a bank.
To conduct a quantitative analysis of information in a bank’s financial statements.
To locate the financial weak spot of a bank, useful in inter-bank and intra-bank
comparison of financial condition.
To make relevant suggestions and practical ideas and materialize recommendations
based on analysis of data.

On those objectives he has found the following findings:
The financial positions of both banks are strong and satisfactory.
Liquidity positions of both banks are strong although liquidity position of SCBN is
higher than NABIL.
Non-Performing Loan or Non-Performing Assets of sample banks are in decreasing
trend.

Profitability of index of NABIL Bank is higher than SCBN.

Sharma (2012) conducted a study on “Evaluation of Financial Strength of Commercial Banks
of Nepal with special reference to Nepal Investment Bank Limited and Bank of Kathmandu
Limited.”. His study was based on the following objectives:
To evauate the financial strength of sample banks.
To understand financial strength and financial condition of sample banks.
To calculate the financial indicators.
To make relevant suggestions and practical ideas and materialize recommendations
based on analysis of data.
On those objectives he has found the following findings:

The financial condition of Nepal Investment Bank is stronger than Bank of Kathmandu.
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Deposit trend and total investment trend of both sample banks are in increasing trend
whereas |oan and advances of NIBL is higher than BOK.

Non-Performing Loan or Non-Performing Assets of sample banks are in decreasing
trend.

Net-Profit of NIBL is higher than BOK throughout the years.

2.3 Research Gap

The review of above relevant literature has explored the fundamental understanding and
knowledge, which is required to make this study meaningful and purposeful. Ratio analysis
should only be used as a first step in financial analysis. As it is a tool that is based in
accounting information, it can be limited by any distortions that arise in financial statements
due to historical cost accounting and inflation. It has found during the review of literature that
al the existing thesis and research works had given emphasis on ratio analysis only which
can be misleading and insufficient. Therefore, in this study, preference is given to financial
ratios as well as statistical tools; statistical tools are more accurate than financial ratios.

In this study; a comparative study on financial analysis of government owned commercial
banks with special reference to ADBL & RBB, is measured and generalized by using various
financial tools and statistical tools. Financia tools like various liquidity ratios, activity ratios,
profitability ratios, risk ratios and other ratios are calculated and statistical tools like mean,

standard deviation and correlation coefficient are analyzed.
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CHAPTER - 111
RESEARCH METHODOLOGY

3.1 Introduction

In the broadest sense of the word, the definition of research includes any gathering of data,
information and facts for the advancement of knowledge. The goal of the research processis
to produce new knowledge or deegpen understanding of atopic or issue. Research is a process
of steps used to collect and analyze information to increase our understanding of a topic or
issue. It consists of three steps. Pose a question, collect data to answer the question, and
present an answer to the question.

The main objective of the study is the financial analysis of Rastriya Banijya Bank and
Agricultural Development Bank Limited. In order to reach and accomplish the objectives of
the study, different activities have been carried out. For this purpose, this chapter ams to
present and reflect the methods and techniques that are carried out and followed during the
study period. The research methodology that is adopted for the present study is mentioned in
this chapter, which deals with research design, sources of data, data collection, processing
and tabulating procedure and methodology.

3.2 Resear ch Design

A research design is an overall framework or plan for the collection and analysis of data. The
research design serves as aframework for the study, guiding the collection and analysis of the
data. The research design then focuses on the data-collection methods, the research
instruments utilized, and the sampling plan to be followed. Specifically research design
describes the general plan for collecting, analyzing and evaluating data after identifying.

The research design selected in this study is descriptive and analytical. The descriptive and
analytical research design is selected as per the objective of study being “A Comparative
Study of Financial Position of Government owned Commercial Banks with specia reference
to RBBL & ADBL". Some financia and statistical tools will be applied to examine facts and
descriptive techniques have been adopted to evaluate financial position of government owned

commercia banksin Nepal.
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3.3 Population and Sample

The population refers to the industries of the same nature and its services and product in
general. Thus, the total Commercial Banks constitutes the population of the data and the
banks under study constitute the sample for the study. So, from the population of 33
Commercial Banks operating in Nepal, Rastriya Banijya Bank Limited and Agriculture
Development Bank Limited have been selected as the sample for the study.

3.4 Sour ces of Data

Data are collected from two sources, primary sources and Secondary sources. The study is
based primarily on the secondary sources of the information. The secondary sources of data
are those that have been used from published sources or used by someone previously. The
annual reports of the concerned Bank are the major sources of data for the study. However,
besides the annual reports of the sample bank, the following sources of data have also been
used in the course of the study:

NRB reports and bulletins

Various publications dealing in the subject matter of the study

Various articles published in the News Papers

Periodic reports submitted by the Bank's Head Office to NRB

The NEPSE reports, etc.

Forma and informal talks with the concerned authorities of the banks were also helpful to

obtain the additional information of the related problem as primary sources of data.

3.5 Data Collection Procedure

This study is mainly based on secondary data obtained from various sources mentioned
above. The annual reports of RBB and ADB for the period of five years from fiscal year
2006/07 to 2011/12 A.D was obtained from Head office of concerned banks. NRB
publications such as Quarterly Economic Bulletins, Banking and Financial Statistics,
Economic report, etc. have been collected by the personal visit of concerned departments of
Nepa Rastra Bank at Baluwatar. The unpublished data of sector wise loans and advances has
been collected from reporting department of concern Banks. The data on some aspect of the
banks have also been obtained from the publications and websites of Nepal Stock Exchange.
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Some supplementary data and information and literature review have been made from the
Shanker Dev Campus, Central Library T.U., NRB Library, different Journals, magazines and
other published and unpublished reports documented by the concerned authorities.

3.6 Tools of Analysis
Presentation and Analysis of the collected data is the core of the research work. The collected
raw data are first presented in systematic manner in tabular forms and are then analyzed by
applying different financial and statistical tools to achieve the research objectives. Besides
these, some graph charts and tables have been presented to analyze and interpret the findings
of the study. The tools are:

3.6.1 Financial Tools

Financial tools basically help to analyze the financia strength and weakness of a bank. Ratio
analysisis one of the important financial tools that will be used in the study. A ratio is simply
one number expressed in term of another and such it expresses the quantitative relationship
between any two numbers. Ratio can be expressed in terms of percentage, proportion and as
coefficient. Logarithmic graph and break-even chart are the graphic forms of expressing a
ratio. Financia ratio is the mathematical relationship between two accounting figures. Even
though there are many ratios to analyze and interpret the financial statement, only those ratios
that are related to the financia indication of the bank are have been covered in this study.
Different types of ratios have been used in this study.

3.6.1.1 Liquidity Ratios

This ratio measures the liquidity position of a bank. It measures the bank's ability to meet its
short-term obligations or its current liabilities. It measures the speed with which a bank's
assets can be converted into cash to meet deposit withdrawal and other current obligations.
As afinancia analytical tool, following four liquidity ratios has been used to come into the

facts and findings of the study.

Current Ratio
This ratio shows the banks short-term solvency. It shows the relationship between current
assets and current liabilities. The ratio can be computed by dividing the total current assets by

total current liabilities which can be presented as:
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Current Assets

Current Ratio = — .
Current Liabilities

The widely accepted standard of current ratio is 2:1 but accurate standard depends on the
circumstances of the business and the nature of business. Higher ratio indicates the strong

short-term solvency position and vice versa.

Cash and Bank Balanceto Total Deposit Ratio

Cash and bank balance are the most liquid current assets. This ratio measures the percentage
of most liquid fund with the bank to make immediate payment to the depositor. Thisratio is
computed by dividing cash and bank balance by total deposit. This can be presented as:

Cash and Bank Balance
Total Deposit

Cash and Bank Balance to Total Deposit Ratio =

Total cash and bank balance includes cash in hand, foreign cash in hand, cheques and other
cash items, balance with domestic and foreign banks. The total deposit includes current

deposits, saving deposits, fixed deposits, call deposits and other deposits.

Cash and Bank Balanceto Current Assets Ratio

This ratio measures the proportion of most liquid assets viz. cash and bank balance among the
total current assets of the bank. Higher ratio shows the bank’s ability to meet its demand for

cash. Theratio is computed by dividing cash and bank balance by current assets.

ash and Bank Balance
Lurrent Assets

Cash and Bank Balance to Current Assets Ratio =

Investment on Government Securitiesto Current Assets Ratio
This ratio is calculated to find out the percentage of current assets invested on government
securities that is treasury bills and devel opment bonds. The ratio is computed as under;

Investment on Government Securities to Current Assets Ratio

_ Investment on Government Securities
B Current Assets
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3.6.1.2 Assets Management Ratio

Asset management ratio measures the proportion of various assets and liabilities in balance
sheet. The proper management of assets and liability ensures its effective utilization. The
banking business converts the liability into assets by way of its lending and investing
functions. The following are the various ratios relating to determine the efficiency of the

subjected bank in managing its assets and in portfolio management.

L oan and Advancesto Total Deposit Ratio

This ratio is aso caled credit- deposit ratio (C D ratio). It is calculated to find out how
successfully the bank is able to utilize its total deposits on loan and advances for profit
generating purpose. Greater ratio implies better utilization of total deposits. This ratio can be
obtained by dividing loan and advances by total deposit as under;

Loan and Advances
Total Uepogit

Loan and Advancesto Total Deposit Ratio =

Total Investment to Total Deposit Ratio

Investment is one of the maor forms of credit creation to earn income. This implies the
utilization of firm’s deposit on investment on government securities, shares &debentures of
other companies and banks. This ratio can be calculated by total investment divided by total
deposit as:

. . T | Investment
Tota Investment to Total Deposit Ratio = ota - ,
Total Deposit

L oan and Advancesto Working Fund Ratio

Loan and advances is the magor component in the total working fund (total assets), which
indicates the ability of bank to utilize its deposits in the form of loan and advances to earn
high return. The ratio is computed by dividing loan and advances by total working fund,
which is stated as under;

Loan and Advances
Total Werking Fund

Loan and Advances to Working Fund Ratio =

47



I nvestment on Gover nment Securitiesto Total Asset Ratio

This ratio shows that bank’s investment on government securities in comparison to the total

working fund. This ratio can be computed by dividing investment on government securities

by total working fund, which can be presented as;

Investment on Government Securities to Total Asset Ratio

_ Investment on Government Securities
- Total Working Fund

Total Outside Assetsto Total Deposits Ratio

Loans and advances and investment comprise the total outside assets of a bank. This ratio
measures how well the deposits liabilities have been mobilized by the bank in income
generation. This ratio is computed by dividing total loan and advances and investment by
total deposits, which can be stated as under;

: . Total Outside Assets
Loan and Advancesto Total Outside Assets Ratio = oraruteee ,SSE :
Total Depusit

L oan and Advancesto Total Outside Assets Ratio

This ratio measures the proportion of loans and advances to total outside assets. The
proportion between loans & advances to total outside assets measures the management
attitude towards more risky assets and lower risky assets. This ratio is computed by dividing
loan and advances by total outside assets as under;

Loan and Advances
Total Outside Assets

Loan and Advancesto Total Outside Assets Ratio =

Investment on Gover nment Securitiesto Total Outside Assets Ratio

This ratio measures the proportion of the bank’s investment in risk free areas. This ratio is

computed by dividing investment on government securities by total outside assets as under;

Investment on Government Securities to Total Outside Assets Ratio

_ Investment on Government Securities
B Total Dutside Assets
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Total outside Assetsto Total Assets Ratio
Loans & advances and investment are total outside assets of commercial banks. Thisratio is
calculated as dividing total outside assets by total assets as under;

Total Outside Assets
Total Assets

Total Outside Assetsto Total Assets Ratio =

This is the proportion of assets employed by the bank for the purpose of income generation.
This ratio shows the ability of the bank to utilize the funds into income generating assets.

3.6.1.3 Profitability Ratio
Profitability ratios are used to indicate and measure the overal efficiency of afirm in terms
of profit and financial performance. For better performance, profitability ratios of firm should

be higher. Under this, the following profitability ratio will be computed:

Interest Incometo Total Income Ratio
This ratio measures the volume of interest income in total income of the bank. The high ratio
indicates the high contribution made by the lending and investing and vice-versa. This ratio

can be completed by dividing interest income by total income presented as under;

Interest Income
Total Income

Interest Incometo Total Income Ratio =

Total Interest Earned to Total Outside Assets Ratio

This ratio measures the interest earning capacity of the bank through the efficient utilization
of outside assets. Higher ratio implies efficient use of outside assets to earn interest. This
ratio is caculated by dividing total interest earned by total outside assets and can be

mentioned as under;

Total Interest Earned

Total Interest Earned to Total Outside Assets Ratio =
Total Outside Assets

The numerator includes total interest income from loans and advances and investment where
as the denominator comprises loan and advances, bills purchased & discounted and all type

investment.
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Interest Expensesto Total Expenses Ratio

This ratio measures the portion of total interest expenses in the volume of total expenses. The
high ratio indicates the low operation efficiency and vice-versa. This ratio is calculated by
dividing interest expenses by total expenses which can be presented as under;

. Interest Ex 5
Interest Expenses to Total Expenses Ratio = nterest Expense

Total EXpenses

Total Interest Paid to Total Working Fund Ratio
This ratio depicts the percentage of interest paid on liabilities with respect to total working
fund which can be presented as;

Total Interest Paid

Total Interest Paid to Total Working Fund Ratio = —— :
Total Working Fund

Total Incometo Total Expenses Ratio

The comparison between total income and expenses measures the productivity of expensesin
generating income .The amount of income that a unit of expenses generates is measured by
the ratio of total income to total expenses. The high ratio is the indication of higher
productivity of expenses and vice versa. This ratio is computed by dividing total income by

total expenses presented as,

Total Income
Total Expenses

Total Incometo Total Working Fund Ratio

Total Incometo Total Expenses Ratio =

This ratio measures how efficiently the assets of a business are utilized to generate income. It
also measures the quality of assets in income generation. This ratio is calculated by dividing
total income by total assets as stated here under;

Total Income
Total Working Fund

Total Income to Total Working Fund Ratio =

Return on Loan and Advances Ratio
This ratio indicates how efficiently the bank utilizes its resources in the form of loans and
advances. It also measures the earning capacity of loans and advances. This ratio is computed

by dividing net profit (loss) by loans and advances which can be expressed as,
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MNet Profit (Loss)
Loan & Advances

Return on Loan and Advances Ratio =

Return on Total Working Fund Ratio (ROA)

This ratio measures the overall profitability of all working fund i.e. total assets. It is aso
known as return on assets (ROA). Thisratio is caculated by dividing net profit (loss) by total
working funds. This can be presented as;

Met Profit (Loss)

Return on Total Working Fund Ratio (ROA) = -
Total Working Fund

The numerator indicates the portion of income left to the internal equities after deduction all

costs, charges and expenses.

Return on Equity (ROE)

Net worth refers to the owner’s claim of a bank. The excess amount of total assets over total

liabilities is known as net worth. This ratio measures how efficiently the bank has used funds
of the shareholders. This ratio can be computed by dividing net profit by total equity capital
(net worth).

MNet Profit (Loss)

Return on Equity (ROE) = Total Equity Capital

Here, total equity capital includes shareholder’s reserve including profit and loss account,

genera reserve, loan loss provision and share capital.

Loan Loss Provision to Total Loans & Advances Ratio

This ratio describes the quality of assets that a bank is holding. Nepal Rastriya Bank has
directed the commercia banks to classify its loans and advances into the category of pass,
sub-standard, doubtful and loss on the basis of the maturity of principal to make the provision
of 1, 25, 50, and 100 percentages respectively. The provision for loan loss reflects the
increasing probability of non-performing loans in the volume of total loans and advances.

Thisratio is calculated by dividing the loan loss provision by total loans and advances.
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Total Loan Loss Provision
Total Loan & Advrances

Loan Loss Provision to Total Loans & Advances Ratio =

Non-Performing L oan to Total Loan and Advances Ratio

This ratio measures the proportion of non- performing loans on the total volume of loans and
advances. This reflects the quantity of quality assets that the bank has. Higher ratio reflects
the poor performance of bank in mobilizing loans and advances and bad recovery rate and
vice versa. This ratio is computed by dividing the non-performing loans by total loans and

advances as under;

l'otal Non-Performing Loan
l'ota! Loan & Advances

Non-Performing Loan to Total Loan and Advances Ratio =

3.6.1.4 Risk Ratio

Risk and uncertainty is a part of business loss. The profitability of risk makes banks
investment a challenging task. Bank has to take risk to get return on its investment. The risk
taken is compensated by the increase in profit. So the banks options for high profit have to
accept the risk and manage it efficiently. A bank should have idea of the level of risk that has
to bear while investing its funds. Through following ratios, effort has been made to measure
the level of risk inherent in the ADBL & RBB.

Credit Risk Ratio
Credit risk ratio measures the possibility that loan will not be repaid or that investment will
deteriorate in quality or go into default with consequent loss to the bank. By definition, credit

risk ratio is expressed as the percentage of non- performing loan to total Loan & Advances.

Bank utilizes its collected funds by providing credit to different sector. While making
investment, bank examines the credit risk involved in the project. The credit risk ratio shows
the proportion of non-performing loan in total Loan & Advances. Higher ratio indicates more

risky assetsin the volume of Loan & Advances and vice-versa.

Non—Performing Loan
Loan & Advances

Credit Risk Ratio =
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Liquidity Risk Ratio

The liquidity risk of the bank defines its liquidity need for deposit. The cash and bank
balance are the most liquid assets and they are considered as banks liquidity sources and
deposit as the liquidity needs. The ratio of cash and bank balance to total deposit is an
indicator of bank's liquidity of need. This ratio will be high if funds are kept idle which result
reduce in profit, whereas if the ratio is low, it means the bank won’t be able to make
immediate payment to the depositors. Thus, the higher ratio shows the bank’s ability to meet
its demand for cash and vice-versa.

Lash and Bank Balance

Liquidity Risk Ratio = :
Total Depusit

Asset Risk Ratio

Banks lend their collected funds in different sectors. There is always arisk of default or non-
repayment of loan. While making investment, bank examines the credit risk involved in the
project. Generally, asset risk ratio shows proportion of non-performing assets in the total

investment plus loan and advances of a bank.

Total Investment + Loan & Adrance
Total Depusit

Asset Risk Ratio =

3.6.1.5 Other Ratio
The following are the other ratios which are calculated for understanding the financia
position of RBB and ADB.

Earning per Share (EPS)
EPS refers to net profit divided by total numbers of share outstanding. EPS measure the
efficiency of a firm in relative terms. It is a widely used ratio, which measures the profit

available to the ordinary shareholders on per share basis. Thisratio is calculated as,

Met Protit (Loss)
Total Number of Shares Qutstanding

Earning per Share (EPS) =
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Dividend Per Share (DPS)

Shareholders want to receive dividend from their investment. Dividend per share (DPS) isthe
total dividends paid out over an entire year (including interim dividends but not including
specia dividends) divided by the number of outstanding ordinary shares issued.

pps= 2=
5

Market Price per Share (MPS)
Market price per share is the price at which shares are traded in the stock market. The
secondary markets provide liquidity for securities purchased in primary market. Generaly

MPS is determined through supply and demand factors.

Price Earnings Ratio

It is calculated by dividing the market value per share by EPS. Price earning ratio indicates
investor’s judgments or expectation about the firm’s performance. This ratio widely used by
the security analysis to value the firm’s performance. Price earning ratio reflects investor
expectations about the growth in the firm’s earning. Higher ratio indicates the more value of
the stock. A valuation ratio of a company's current share price compared to its per-share

earnings.

Price Earnings Ratio = %

3.6.2 Statistical Tools

Some important statistical tools are used to achieve the objective of this study. In this study
statistical tool such as mean, standard deviation, coefficient of variation, coefficient of

correlation and trend analysis have been used

3.6.2.1 Arithmetic Mean (Average)
Arithmetic mean is also called “the mean” or “average”. Arithmetic mean represents the
entire data by asingle value. A mean is the average value or the sum of all the observations

divided by the number of observations and it is denoted and given by the formula:
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Where,

X =Mean of the values.
N = Number of Pairs of Observations.
During the analysis of data, mean is calculated by using the statistical formula 'AVERAGE'

on excel data sheet on computer.

3.6.2.2 Standard Deviation (s )
The standard deviation measures the absolute dispersion. It is said that higher the value of
standard deviation the higher the variability and vice versa. Karl Pearson introduced the

concept of standard deviation in 1823 and this is denoted by the small Greek letter o (read as
sigma).

The formulas to calculate the standard deviation are given below:

ax
N

S =

Where, x = (Y - X)

During the analysis of data, standard deviation is calculated by using the statistical formula
'STDEV' on excels data sheet on computer.

3.6.2.3 Coefficient of Variation

The standard deviation calculated in the above formulas gives an absolute measure of
dispersion. Hence, where the mean value of the variables is not equal, it is not appropriate to
compare two pairs of variables based on standard deviation only. The coefficient of variation
measures the relative measures of dispersion, hence capable to compare two variables
independently in terms of their variability. The coefficient of variation (C.V.) is given by the

following formula and this gives the percentage.

S

Coefficient of Variation (C.V.) = X

x 100
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3.6.2.4 Correlation Coefficient (r)

Correlation refers to the degree of relationship between two variables. If between two
variables, increase or decrease in one causes increase or decrease in another, then such
variables are correlated variables. The reliability of the value of coefficient of correlation is
measured by probable error. The correlation coefficient between two variables describes the
degree of relationship between those two variables. It interprets whether two or more

variables are correlated positively or negatively.

The Karl Pearson coefficient of correlation (r) is given by the following formula:

o

axy

Coefficient of correlation (r) = Ns s ;
Where,

x = (X-X'),

y = (Y-Y'),

s,= Standard deviation of series X,

s, = Standard deviation of series’Y..

N = Number of Pairs of Observations.

During the analysis of data, correlation coefficient is calculated by using the statistical
formula'CARREL' on excels data sheet on compuiter.

3.6.2.5 Probable Error

The coefficient of correlation has been interpreted based on probable error (P.Er.). If the
value of correlation coefficient is greater than 6 times the value of probable error, the
correlation coefficient is deemed as significant and reliable. If the value of correlation
coefficient is less than probable error, the correlation coefficient is said to be insignificant
and there is no evidence of correlation.

1-r?

N

Probable Error of r (P.Er.) = 0.6745

Here,
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r = Correlation coefficient

N = Number of pairs of observations

3.6.2.6 Trend Analysis

Among the various methods of determining trend of time series, the most popular and
mathematical method is the least square method. Using this least square method, it has been
estimated the future trend values of different variables. For the estimation of linear trend line

following formula has been used.

y = a+bx

Where,
y= Dependent variable
x= Independent variable
a= y intercept

b= dlope of thetrend line
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CHAPTER -1V
PRESENTATION AND ANALYSISOF DATA

Introduction, review of literature and research methodology is presented in the previous
chapters that provide the basic inputs to analyze and interpret the data. Presentation and
anaysis of data is the main body of the study. In this chapter collected data are analyzed and
interpreted as per the stated methodology in the previous chapter. The main sources of data
are secondary data. In this chapter, researcher has analyzed and diagnosed financial analysis
of Agricultural Development Bank Ltd. and Rastriya Banijya Bank Ltd. Different tables and

figures are shown to make the analysis simple and understandable.

4.1 Financial Analysis

Financial analysis is the act of identifying the financial strength and weakness of the
organization presenting the relationship between the items of balance sheet. Ratio analysis
has been used and with the help of it; various data has been analyzed. Various financial ratios
related to the investment management and fund mobilization are presented to evaluate and
anayze the performance of commercial Banks ADBL & RBBL. Some important financia
ratios are only calculated in the point of view of fund mobilization and investment patterns.
The ratios are designed and calculated to highlight the relationship between financial items
and figures. It is a kind of mathematical relationship and procedure dividing one item by

another.

4.1.1 Ratio Analysis

Ratio analysis shows the mathematical relationship between two accounting figures. It helps
to analyze the financial strengths and weaknesses of the banks. It is aso inevitable for the
guantitative judgment with which the financial performance of banks can be presented
properly. Ratio analysis is aso concerned with output and credit decision. Four main
categories of ratios have been taken in this study that is mainly related to investment policy of

banks.
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4.1.1.1 Liquidity Ratio

Commercial bank must maintain its satisfactory liquidity posting to satisfy the credit needs of
community, to meet demands for deposit—-withdrawals, pay maturity obligation in time and
convert non cash assets into cash to satisfy immediate needs without loss to bank and
consequent impact on long-run profit. Liquidity ratio is mainly used to analyze the short-term

strength of commercia banks.

a. Current Ratio

Current ratio indicates the ability of the banks to meet its current obligation. This ratio
measures the liquidity position of the financial ingtitutions. It is calculated by dividing current
assets with current liabilities. The widely accepted standard of current ratio is 2:1 but
accurate standard depends on circumstances in case to banking and finance it is not

applicable.
Table4.1
Current Ratios (In Times)
Fiscal year ADBL RBB
2006/07 0.92 0.84
2007/08 1.06 0.93
2008/09 1.20 0.92
2009/10 1.22 0.89
2010/11 1.26 0.84
Mean 1.13 0.88
S.D. 0.14 0.04
C.V. 1243 5.08

Source: Annual Bank Supervision Report of NRB (See: Appendix 1)

From the above table the data of RBB isin increasing trend but last it is decreased because of
the political and economical circumstances of the country, where as ADBL is in increasing.
Mean of the ADBL is greater than RBB i.e. 1.13 >0.88. It shows that ADBL is sound in
meeting short term obligation. Likewise the S.D. and C.V. of RBB is less so that it is more
consistent than ADBL. It is presented by the graph below.
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0.60

Figure 4.1 explains the current ration of ADBL and RBB. The current ration of ADBL is
higher throughout the year in comparison to RBB. The current ratio of ADBL is highest in
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year 2010/11 whereas the lowest current ratio isin year 2006.

b. Cash and Bank Balanceto Total Deposit Ratio

This ratio measures the availability of banks highly liquid or immediate funds to meet its
unanticipated calls on all types of deposits, money at calls and short term notice and other
deposits. It can be calculated by dividing the amount of cash and balance by the total
deposits. Higher ratio indicates the greater ability to meet their deposits and vice-versa.
Following table shows the cash and banks balance to total deposit ratios of ADBL & RBB.

Table4.2
Cash and Bank Balanceto Total Deposit Ratios (In Times)

Fiscal year ADBL RBB
2006/07 11.38 7.91
2007/08 11.13 19.50
2008/09 14.81 17.27
2009/10 12.82 16.89
2010/11 13.98 9.34
Mean 12.82 14.18
S.D. 1.60 5.19
C.V. (%) 12.47 36.61

Source: Annual Bank Supervision Report of NRB (See: Appendix 2)
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From the above table the data of both of the bank are in fluctuating trend. Mean of the RBB is
greater than ADBL i.e. 14.18>12.82 which shows that RBB has greater ability to pay
depositors money as they want. Likewisethe S.D. and C.V. of ADBL isless so that it is more
consistent than RBB. It is presented by the graph below.
Figure4.2
Cash and Bank Balanceto Total Deposit Ratios

25.00
20.00

15.00

10.00 ®ADBL
REE
5.00 4 |
0.00

2006/07 2007/08 2008/09 2009/10 2010/11

Ratio

Fiscal Year

Cash and bank balance to total deposit ratio of ADBL and RBB are in fluctuating trend. The
ratio of both banks are high in year 2008 whereas the highest cash and bank balance to total
deposit ratio isin year 2007 (RBB) ; similarly the lowest ratio isin year 2006 (RBB).

c. Cash and Bank Balanceto Current Assets Ratio

This ratio reflects the portion of cash and bank balance in total current assets. Cash and bank
balance are highly liquid assets than other in current assets portion. So this ratio visualizes
higher liquidity position than current ratio. It is computed by dividing cash and bank balance
by current assets. Higher ratio shows the bank's ability to meet its demand for cash.
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Table4.3

Cash and Bank Balanceto Current AssetsRatio (In Times)

Fiscal year ADBL RBB
2006/07 20.58 15.72
2007/08 17.54 34.83
2008/09 20.51 31.25
2009/10 17.44 31.59
2010/11 18.52 18.63

Mean 18.92 26.41
S.D. 155 8.60
CV. (%) 8.17 32.58

Source: Annual Bank Supervision Report of NRB (See: Appendix 3)

The above table reveals that cash and bank balance to current assets ratio of both banksisin
fluctuating trend. The mean ratio of RBB is higher than ADBL i.e. 26.41>18.92. The higher
mean ratio shows that RBB’s liquidity position is better than ADBL. Whereas S.D. and C.V
of ADBL is less than RBB so it seems to be more consistent. It is also described by the
following figure.
Figure4.3
Cash and Bank Balanceto Current Assets Ratio
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Cash and bank balance to current ratio of RBB is more fluctuating in comparison to ADBL.
Theratio of RBB islowest in year 2006 and it is highest in year 2007. Similarly, the cash and

bank balance to current ratio of ADBL is more constant throughout the year.
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d. Investment on Gover nment Securitiesto Current Assets Ratio

This ratio examines that the position of commercial banks current assets, which isinvested on
different government securities, treasury bills and development bonds. This ratio can be
calculated by dividing investment on government securities by current assets.

Table4.4

I nvestment on Gover nment Securitiesto Current Assets Ratio (In Times)
Fiscal Y ear ADBL RBB
2006/07 17.72 49.79
2007/08 23.02 40.10
2008/09 19.28 40.93
2009/10 19.03 35.41
2010/11 28.30 41.36
Mean 21.47 41.52
SD. 4.30 5.20
CV. (%) 20.01 12.52

Source: Annual Bank Supervision Report of NRB (See: Appendix 4)

In the above table the Data of ADBL and RBB are both in fluctuating trend. The mean ratio
of RBB is higher than ADBL i.e. 41.52>21.47. This indicates that RBB has invested more
money in risk free assets when compared to ADBL. In other words ADBL has emphasizes
loan and advances and short term assets than investment in government securities. Similarly
the C.V of RBB islessthan ADBL which means RBB is more consistent than ADBL.
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Figure4.4

I nvestment on Government Securitiesto Current Assets Ratio

60.00
50.00
40.00
=
é 310.00 | ADBL
20.00 RBEB
10.00 I I I
0.00
200607 2007/08 2008/09 2009/10 2010/11
Fiscal Year

Investment on government securities to current assets ratio of RBB is highest throughout the
years. The highest ratio is in year 2006/07 (RBB), and the lowest one isin year 2009/10. The
investment on governent securities of RBB is in decreasing trend whereas the investment on

government securities of ADBL isincreasing trend.

4.1.1.2 Assets Management Ratio

Assets management or activity ratios are employed to evaluate the efficiently with the firms’
managers and utilize its assets. These ratios generally indicate the speed with which assets are
bank concerted or turnover. That is why these ratios are used to measure or indicate the
bank’s ability to utilize their available limited resources. The following ratios are used under

the assets management ratios:

a. Loan and Advancesto Total Deposit Ratio

Thisratio used to find out, how successfully the banks are utilizing their total deposit on loan
and advances for profit generation purpose. The higher ratio indicates the better utilization of
loan and advances out of total deposit. It can be computed by dividing loan and advances by

total deposits.
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Table4.5

L oan and Advancesto Total Deposit Ratio (In Times)
Fiscal Y ear ADBL RBB
2006/07 84.07 34.34
2007/08 93.97 32.95
2008/09 92.73 38.42
2009/10 104.32 44.09
2010/11 100.19 49.87
M ean 95.06 39.93
S.D. 1.74 7.04
CV. (%) 8.14 17.63

Source: Annual Bank Supervision Report of NRB (See: Appendix 5)

In the above table loans and advance to total deposit ratio of ADBL and RBB both are in
fluctuating trend. The mean ratio of ADBL is more than RBB i.e. 95.06>39.93. Which
indicates that better mobilization of deposit by ADBL, and aso it reveas that the deposit of
ADBL is quickly converted in to loan and advance to earn income. The C.V of ADBL isless
than RBB so ADBL is more consistent than RBB.
Figure4.5
L oan and Advancesto Total Deposit Ratio
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Loan and advances to total deposit ratio of ADBL is higher than RBB throughout the year. It

means ADBL is mobilizing the major portion of deposit in loan and advances in comparison
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to RBB. Greater the loan and advances to total deposit ration, greater will be the profit since
the return on loan and advances is higher than investment in government securities or other

any securities.

b. Total Investment to Total Deposit Ratio

This ratio shows how properly firms deposit has been invested on government securities and
shares and debentures of other companies and banks. Generally, it reflects which the banks
are successful in mobilizing the total deposit on investment. The higher ratio indicates the
higher success to mobilize the banking funds as investment and vice-versa. This ratio can be
computed by dividing total investment by total deposit.

Table4.6
Total Investment to Total Deposit Ratio  (In Times)

Fiscal Y ear ADBL RBB
2006/07 9.80 25.07
2007/08 14.61 22.45
2008/09 13.93 22.62
2009/10 13.98 18.93
2010/11 21.36 20.74

Mean 14.74 21.96
S.D. 417 2.29
C.V. (%) 28.29 10.43

Source: Annual Bank Supervision Report of NRB (See: Appendix 6)

From the above table the data of ADBL isin fluctuating trend where as the data of RBB isin
decreasing trend. Mean of the RBB is greater than ADBL i.e. 21.96>14.74 which shows that
RBB has successfully allocated its deposit in investment portfolio to get higher investment
return. Likewise the S.D. and C.V. of RBB isless so that it is more consistent than ADBL. It
is presented by the graph below:
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Figure4.6
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Total investment ot total deposit ratio of RBB is higher than ADBL throughout the years. It
means RBB is investing most of its fund in investment rather than loan and advances which

offer low return in comparision to loan and advances.

c. Loan & Advancesto Total Assets Ratio

A commercial bank s working fund plays very active role in profit generation thro ugh
fund mobilization. This ratio reflects t he extent to which the banks are successful in
mobilizing their total assets on loan & advances for the purpose of income generation.
A high ratio indicates better mobilization of funds as loan and advance and vice-
versa. The following table shows loan & advances to total assets of RBB and ADBL as
follows.

Table4.7
Loan & Advancesto Total AssetsRatio  (In Times)

Fiscal Year ADBL RBB
2006/07 71.42 37.56
2007/08 70.02 39.78
2008/09 62.92 38.11
2009/10 62.71 35.97
2010/11 58.09 45.39

Mean 65.03 39.36
SD. 5.56 3.63
CV. (%) 8.55 9.23
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Source: Annual Bank Supervision Report of NRB (See: Appendix 7)
From the above table the data of ADBL isin fluctuating trend where as the data of RBB isin
normal trend. While observing their ratios ADBL is better utilizing their fund as loans and
advances and it seems quite successful in generating higher ratio in each year in comparison
of RBB.

Mean of the ADBL is greater than RBB i.e. 65.03>39.36 which shows that in total assets
ADBL has higher proportion in loans and advance, or ADBL has utilized its total assets more
efficiently in the form of loans and advance. Likewise the S.D. of RBB is less so that it is
more consistent than ADBL. It is presented by the graph below.
Figure4.7
Loan & Advancesto Total Assets Ratio
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Loan and advances to total assets ratio of ADBL is in decreasing trend whereas the ratio of
RBB is constant throughout the year. The highest ratio is in year 2006 (ADBL) and the
lowest isin year 2009 (RBB).

d. Investment on Gover nment Securitiesto Total Assetsratio

It is not possible to apply al collection, deposit and other resources in to loan &
advances for the banks. Therefore, they arrange their total assets in various sectors. Among
all possible sectors, investment on government securities is one, which is very less risky.
Invest on government securities to total assets ratio measures how successfully selected
banks have app lied their total assets on various forms of government securities in
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profit maximization and risk minimization point of view. The higher ratio represents
the better position of fund mobilization into investment on government securities and
vice-versa

Table4.8

Investment on Gover nment Securitiesto Total Assets Ratio (In Times)

Fiscal year ADBL RBB
2006/07 8.33 27.42
2007/08 10.89 27.10
2008/09 9.45 22.43
2009/10 8.40 15.45
2010/11 12.39 18.88

Mean 9.89 22.25
S.D. 1.74 5.19
C.V. (%) 17.57 23.34

Source: Annual Bank Supervision Report of NRB (See: Appendix 8)

From the above table the data of ADBL is in normal trend where as the data of RBB isin
fluctuating trend. Mean and ratio of the RBB is greater than ADBL in every year. This shows
that RBB has invested more money in risk free assets than ADBL. Likewise the S.D. and
C.V. of ADBL isless so that it is more consistent than RBB. It is presented by the graph
below.

Figure4.8
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Investment on government securities to total assets ratio of RBB is higher than ADBL
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throughout the year. The highest ratio is in year 2006 (RBB) whereas the lowest ratio isin
year 2006 (ADBL).

4.1.1.3 Profitability Ratio

The major performance indicator of any firmis profit. The objective of investment policy is
to make good return. Any organization has to desire o f earning high profited which
helps to survive the firm and indicates the efficient operation of the firm. Profit is
the essential part of business activities to meet internal obligation, overcome the
future contingencies, make a good investment policy, expand the banking transaction etc.
Profitability ratios are the best indicators of overall efficiently. Here, those ratios are
presented and analyzed which are related with profit as well asfund mobilization.
Through the following ratios, effort has been made to measure the profit earning capacity o
f RBB and ADBL.

a. Return on Total Assets

This ratio measures the overall profitability of al working fund i.e. total assets. A firm has
to earn satisfactory return on working funds for its survival. The following table
shows return on total assets ratio of selected banks.

Table4.9
Return on Total Assets Ratio (In Times)

Fiscal Year ADBL RBB
2006/07 277 3.50
2007/08 153 3.32
2008/09 2.04 2.80
2009/10 3.50 2.39
2010/11 4.02 217
M ean 2.77 2.84
SD. 1.02 0.58
CV. (%) 36.79 20.32

Source: Annual Bank Supervision Report of NRB (See: Appendix 9)

From the above table the data of ADBL is decreasing at first but from 2008/09 it is in
increasing trend where as the data of RBB is in decreasing trend. This shows that ADBL’s
Profitability isincreasing from year to year. But when we compare it on the basis of Average

RBB is higher. Likewise the S.D. and C.V. of RBB isless so that it is more consistent than
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ADBL. It is presented by the graph below.

Figure4.9
Return on Total Assets Ratio
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Return on total assetsratios of ADBL and RBB are in fluctuating trend. The highest ratio is
in year 2010 (ADBL) and the lowest isin year 2007 (ADBL). The return on total assetsratio

of ADBL isinincreasing trend whereas the ratio of RBB isin decreasing trend.

b. Earnings Per Share (EPS)

EPS measure the efficiency of a firm in relative terms. It is a widely used ratio, which
measures the profit available to the ordinary shareholders on per share basis. Earning per
share calculation made over years indicates whether the banks earning power on per share
basis has changed over that period or not but it doesn’t reflect how much is paid as
dividend and how much isretained in the business. Following table shows the EPS of

related banks during the study period.

Table4.10
Earning Per Share (R9)

Fiscal Year ADBL RBB
2006/07 14.06 137.93
2007/08 6.21 150.88
2008/09 9.81 164.09
2009/10 20.05 171.52
2010/11 25.18 150.07

M ean 15.06 154.90
S.D. 7.65 13.12
C.\V. 50.79 8.47
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Source: Annual Bank Supervision Report of NRB (See: Appendix 10)

By looking at glance the earning per share of RBB is much better when compared to ADBL.
Because the mean and ratios are comparatively higher than ADBL but the S.D. of ADBL is
lower which shows ADBL is more Consistent.
Figure4.10
Earnings Per Share
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Earning per share of RBB is higher than ADBL throughout the year. EPS of RBB isin
increasing trend till year 2009/10 and decresing in year 2010/11 whereas EPS of ADBL is

more flucutaing.

4.2. Statistical Analysis

4.2.1 Correlation Coefficient Analysis

a. Correlation Coefficient between Deposit L oans & Advances

Deposit have played very important role in performance of acommercia banks and similarly
loan & advances are very important to mobilize the collected deposits. Co-efficient of
correlation between deposit and loan & advances measures the degree of relationship
between these two variables. In this analysis, deposit isindependent variable (X) and loan &
advances are dependent variable (). The main objectives of computing ‘r’ between these two
variables is to justify whether deposit are significantly used as loan & advancesin

proper way or not.
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Table4.11

Correlation Coefficient between Deposit L oans & Advances

Name of Evaluation
Banks r r? P.E.. 6P.E.r
ADBL 0.51 0.26 0.22 132
RBB 0.89 0.80 0.06 0.36

Source: Annual report of ADBL & RBB (See: Appendix 11)

From the abovetable, it is found that coefficient of correlation between deposits and loan
& advances of ADBL and RBB is0.51 and 0.89. It refers to both of them have the positive
relationship between these two variables also deposit and loan & advances of ADBL and
RBB move together very closely. Moreover, the coefficient of determination of ADBL and
RBB is0.26 and 0.80 respectively. This shows that 26% and 80% variance in loan & advances
are affected by total deposit. The correlation coefficient of ADBB is insignificant because the
correlation is less than 6 P.Er but the correlation coefficient is of RBB is significant asit hasr
> 6 P.Er. In other words, there is significant relationship between deposits and loan &

advances.

b. Correlation Coefficient between Total Deposits and Total I nvestment

The coefficient o f correlation between deposit and investment measures the degree of
relationship between these two variables or deposit is significantly utilized or not. In
correlation analysis, deposit is independent variable (X) and total investment is dependent
variable (Y).

The following Table 4.12 shows the coefficient correlation between deposits and tota

investments i.e. r, P.Er., 6 P.Er. and coefficient of determination r“of ADBL and RBB
during the study period.
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Table4.12

Correlation Coefficient between Total Depositsand Total | nvestment

Name of Evaluation
Banks r r* PE.. 6P.E.r
ADBL 0.59 0.35 0.20 1.20
RBB 0.70 0.49 0.16 0.96

Source: Annual report of RBB & ADBL (See: Appendix 12)

From the above table, it is found that coefficient of correlation between deposit and
total investment of ADBL and RBB is0.59 and 0.70. It refersto ADBL and RBB both have
positive correlation between deposit and investment.. Moreover, the coefficient of
determination of ADBL and RBB is 0.35 and 0.49 respectively. This shows that 35% and 49%
of total investment is explained by total deposit.

C. Correlation coefficient between Total Deposit of RBB and ADBL
Corrdation Coefficient of total deposit between ADBL & RBB and shows their linear
relationship.

Table4.13
Correlation coefficient between Total Deposit of RBB and ADBL
Evaluation
r re P.E.r. 6P.Er
Deposit 0.568 0.32 0.2 1.2

Source: Annual report of ADBL & RBB (See: Appendix 13)

This table shows how the total deposit of ADBL & RBB is correlated. The value of r = 0.568
indicates that there is highly positive correlation between these two banks in this regard.
But this correlation coefficient is insignificant because the correlation coefficient is less than 6
P.E.r. Asthe 0.32 of coefficient of determination, this shows the 32% of the degree of
relationship. The degree of relationship between these two banksis also high.

74



d. Coefficient of correation of Total | nvestment between RBB & ADBL
The coefficient of correlation of total investment between sdected commercial banks is

shown as follow:

Table4.14
Coefficient of corrdation of Total I nvestment between RBB & ADBL
Evaluation
r r? P.Er. 6P.Er
| nvestment
0.7497 0.5621 0.1321 0.7926

Source: Annual report of ADBL & RBB (See: Appendix 14)

The above table reveds that there is poor positive correlation between ADBL & RBB in
case of total investment. It impliesthat the total investment of ADBL & RBB isgood but in
poor position. Here R <6 P.E.r. Therefore, correlation coefficient isinsignificant. This can
be said that both ADBL & RBB increasestotal investment but in moderate rate.

4.2.2 Trend Analysis

Trend anadysis plays an important role in the analysis and interpretation of financia
statement. Trend in general term, signifies a tendency. It helps in forecasting and planning
future operation. Trend analysisis a statistical tool, which shows the previous trend of the

financia performance and forecasts the future financia results of the firms.

a. Trend Analysisof Total Deposit

Deposits are the important part in banking sector hence its trend for next seven years
will be forecasted for future analysis. Thisis calculated by the least square method. Here
the effort has been made to caculate the trend values of Total deposit of ADBL &
RBB for further 5 year .

Where,

Y=a+ bx

Y = dependent variable, (deposit)
a=Y -intercept,

Growth rate,

X = deviation from some convenient time periods.
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Let trend line be

Wherex = X - Middle year

During the analysis of data, trend is calculated by using the statistical formula 'TREND' on
excel data sheet on computer.

a=56974.32 (RBB) & 32708.72 (ADBL)
b=5240.47 (RBB) & 964.33 (ADBL)
Table4.15
Linear Trend of Total Deposit of ADBL & RBB

Y ear ADBL RBB
2006/07 32624.34 54862.23
2007/08 33011.87 59982.44
2008/09 33399.40 65102.65
2009/10 33786.93 70222.86
2010/11 34174.45 75343.07
201112 34561.98 80463.28
2012/13 34949.51 85583.49
2013/14 35337.04 90703.70
2014/15 35724.57 95823.92
2015/16 36112.09 100944.13

Source: Annual report of ADBL & RBB (See: Appendix 15)

Above table and figure shows that total deposit of ADBL and RBB isin increasing
trend. The rate of increment of total deposit for RBB seems to be higher than that of
ADBL. Theincreasing trend of total deposit of RBB is more aggressive and high rather than
ADBL. It indicates RBB has more prospect of collecting Total deposit. The trend analysis has
projected deposit amount in year 2006 to 2015. From the above trend anaysisit is clear that
RBB has higher position in collecting deposit than ADBL.
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Figure4.11

Linear Trend of Total Deposits
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The straight line till 2011 represents the actual data whereas projections are given in dotted
line. The trend line is upward slopping and in increasing trend. The deposit rate of RBB is
higher than ADBL.

b. Trend Analysisof L oan & Advances

Here, the trend values of loan & advances Between ADBL & RBB been calculated for further
5 years. The following Table shows the actual and trend vaues of RBB and ADBL.

Y=a+ bx

Where,

Y = dependent variable, a=Y -intercept, b=dope of trend line or annua growth rate,
X = deviation from some convenient time periods.

Let trend line be

Wherex = X - Middle year Here,

During the analysis of data, trend is calculated by using the statistical formula "'TREND' on
excel data sheet on computer.
a= 27888.82 (RBB) & 101835 (ADBL)

b=960.93 (RBB) & 41106.90 (ADBL)
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Table4.16

Trend Analysis of Loansand Advance

Y ear ADBL RBB
2006/07 28215.81 16742.80
2007/08 29986.08 21555.38
2008/09 31756.35 26367.96
2009/10 33526.62 31180.55
2010/11 35296.89 35993.13
201112 37067.16 40805.71
2012/13 38837.43 45618.30
2013/14 40607.70 50430.88
2014/15 42377.97 55243.46
2015/16 44148.24 60056.04

Source: Annual report of ADBL & RBB (See: Appendix 16)

Above table depicts that loan & advances of ADBL & RBB. Both Banks has in increasing
trend. The increasing trend of RBB is higher than ADBL. From the above analysis, it is
clear that both ADBL & RBB is mobilizing its collected deposits and other funds in the
form of loan & advances. Above table and figure shows the ADBL is highly
mobilizing loan & advances than the RBB.
Figure4.12
Trend Analysis of L oans and Advance
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The straight line till 2011 represents the actual data whereas projections are given in dotted

line. The trend line of ADBL and RBB both are in increasing trend. The slope of trend line of
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RBB is higher than ADBL.

c. Trend Analysis of Total Investment ADBL & RBB
Under this topic, an attempt has been made to anayze trend anaysis total investment
of RBB and ADBL for further 5 years

Y=a+ bx
Where,
Y = dependent variable, a=Y-intercept, b=slopeof trend line or annual growth rate,

X = deviation from some convenient time periods.

Let trend line be

Wherex = X - Middle year

During the analysis of data, trend is calculated by using the statistical formula TREND' on
excel data sheet on computer.

a= 9655.8 (RBB) & 2137.94 (ADBL)
b=57.03 (RBB) & 721.40 (ADBL)
Table4.17
Trend Analysis of Investment of ADBL & RBB

Y ear ADBL RBB
2006/07 3318.91 13384.04
2007/08 4131.33 13775.24
2008/09 4943.76 14166.44
2009/10 5756.18 14557.65
2010/11 6568.60 14948.85
201112 7381.02 15340.05
2012/13 8193.44 15731.25
2013/14 9005.86 16122.45
2014/15 9818.28 16513.66
2015/16 10630.70 16904.86

Source: Annual report of ADBL & RBB (See: Appendix 17)

Above table shows the Trend of Tota Investment of ADBL & RBB. Both Bank ADBL &
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RBB have increasing trend in making investment. RBB has little increasing trend of total
investment, but ADBL isincreasing faster. The forecasted trend projected that the ADBL has
greater increment rate in total investment than the increment rate of RBB. The figure indicates
ADBL has highly mobilized itsinvestment rather than RBB.
Figure4.13
Trend Analysis of Investment of ADBL & RBB
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The straight line till 2011 represents the actual data whereas projections are given in dotted
line. The trend line of investment of RBB is higher than ADBL. Whereas the dope of trend
line of ADBL is higher than RBB.

4.3 Major Findingsof the Study

From the above data presentation and anaysis, some main findings are summarized, which are
below:

4.3.2 Financial Analysis

i. Liquidity Ratio
The mean of current ratio of RBB is viewed higher than that of ADBL. It shows that
RBB is sound in meeting short term obligation. Likewise the S.D. and C.V. of ADBL is
less so that it is more consistent than RBB.

The mean ratio of cash and bank balance to total deposit of ADBL is much less than
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RBB. It means that ADBL has better maintenance of its liquidity than RBB because
higher liquidity indicates the inefficient utilization of liquidity. Where asin other sense it
isgood for bank to gain opportunity cost.

The mean ratio of cash and banks balance to current assets of RBB is lower in
comparison to ADBL. The higher mean ratio shows that ADBL’s liquidity position is
better than RBB. Whereas RBB is more consistent than ADBL in case of S.D. and C.V.
The mean ratio of investment on government securities to current assets ratio of RBB is
higher than ADBL. Thisindicates that RBB has invested more money in risk free assets
when compared to ADBL. In other words ADBL has emphasizes |oan and advances and
short term assets than investment in government securities. Similarly the S.D. and C.V
of RBB islessthan ADBL which means RBB is more consistent than ADBL.

ii. Asset Management Ratio
The mean ratio of loan and advances to total deposit of RBB is lower than ADBL. And
its consistency is aso less than ADBL. Which indicates that better mobilization of
deposit by ADBL, and aso it revea sthat the deposit of ADBL is quickly converted in to
loan and advance to earn income. The S.D and C.V of RBB is less than ADBL so RBB
is more consistent than ADBL.
The mean ratio of tota investment to total deposit of RBB is higher in comparison to
ADBL. This shows that RBB has successfully allocated its deposit in investment
portfolio to get higher investment return. Likewise the S.D. and C.V. of RBB isless so
that it is more consistent than ADBL.
Mean of the ADBL is greater than RBB in case of Loans and advance and total assets.
This shows that in total assets ADBL has higher proportion in loans and advance, or
ADBL utilizeits total assets more efficiently in the form of loans and advance. Likewise
the S.D. and C.V. of RBB isless so that it is more consistent than ADBL.
The mean ratio of investment on government securities to total assets ratio of the RBB is
greater than ADBL in every year. This shows that RBB has invested more money in risk
free assets than ADBL. Likewise the S.D. and C.V. of RBB is less so that it is more
consistent than ADBL.

iii. Profitability Ratio
The mean ratio of return on total assets of RBB is dlightly higher than ADBL which
indicates RBB is earning more from total assets. But actually ADBL’s return on total
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assetsisincreasing from year to year thisis good for ADBL. Likewisethe S.D. and C.V.
of RBB isless so that it is more consistent than ADBL.

EPS measure the efficiency of afirm in relative terms. By looking at glance the earning
per share of RBB is much better when compared to ADBL. Because the mean and ratios
are comparatively higher than ADBL but the S.D. and C.V. of ADBL is lower which

shows ADBL is more Consistent.

4.3.2 Statistical Analysis

i. Correlation Analysis
Correlation between deposit and loan & advances of RBB and ADBL are positive. In
this way, it has been found that there is significant strong relationship between deposit
with loan & advances. Both banks have significance correlation regarding to deposit and
loan & advances.
Coefficient of correlation between deposit and total investment of ADBL and RBB is
0.95099 and -0.18269. It refers to ADBL have positive correlation between deposit and
investment. But RBB have negative correlation; it shows that RBB is not investing
properly since there is negative correlation between deposit and tota investment of RBB.
Correlation Coefficient of total deposit between ADBL & RBB i.e. r = 0.91153
indicates that there is highly positive correlation between these two banks.
The Correlation Coefficient i.e. r = 0.05858 indicates that both of the bank have poor

positive correlation in case of total investment.

ii. Trend Analysis
Trend values of deposit, loan and advances and total investment are projected for next five
years of RBB and ADBL which are as follows
Trend values of total deposit of both banks are found to be in increasing trend. The
increasing trend on deposit of RBB is higher in comparison to ADBL.
The trend values of loan and advances of both banks have to be found in increasing
trend. But the trend of ADBL is much greater than RBB. It shows the ADBL is highly
mobilizing loan & advances than the RBB.
The trend values of total investment of both banks are in increasing trend. But RBB's

growth seems to be less efficient than ADBL.
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CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

The researcher has identified that research problem and set objectives to solve research
problems about financia position of Agricultural Development Bank Ltd and Rastriya Banijya
Bank. To make this study more effective, related literatures have been reviewed. The review
of literature provides the foundation of knowledge in order to undertake this research

more precisdly.

Research methodology has been described in third chapter, which is a way to solve the
research problems with the help of various tools and techniques. This chapter includes the
various financia as well as statistical tools to analyze the data in order to come to the
decisions. This chapter includes the research design, population and sample data Collection
procedure, data period covered and methods of analysis. These studies is mainly conducted
on the basis of secondary data collected from annual reports of concern bank, officia report,
economic journal, financial statement etc. and authorize web site of Nepal stock exchange and

security board of Nepal.

The presentation and analysis of data has been made comparative analytical and their
interpretation has done in chapter fourth by applying the wide varieties of methodology as
stated in chapter three. It includes the various financia and statistical tools. In case of
financial tools ratio anadysis is done which consists current ratio, liquidity ratio, assets
management ratio, profitability ratio and other ratios. Various satistica tools such as
arithmetic mean, standard deviation, coefficient of correation and trend analysis, have been
applied to fulfill the objective of this study. The major findings of the study are also included
in the fina section of the presentation and anaysis chapter.

The major source of income of a bank is interest income from loans and investments
and fee based income. Asloan and advances dominate the asset side of the balance sheet
of any bank; similarly earnings from such loan and advances occupy a major space in

income statement of the bank. However, it is very important to be reminded that most
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of the bank failures in the world are due to the shrinkage in the value of loans and
advances. Hence loan is known as risky asset and investment operation of commercial
banksisvery risky one. Risk of non-repayment of loan isknown ascredit risk or default
risk. Performing loans have multiple benefits to the society by helping for the growth of
economy while non-performing loans erodes even existing capital. Considering the
importance of lending to the individual banks and also to the society it serves, it is

imperative that the bank meticulously plansits credit operations.

Though several commercial banks have been established in our country within short period of
time, stable, strong and appropriate investment policy has not been followed by the
commercia banks to earn sufficient return. They have not been able to utilize their funds
more efficiently and productively. Thus proper utilization of the resources has become
relevant and current issue for the banks. The directions and guidance provided by Nepal
Rastra Bank are the mgjor policy statements for Nepalese commercial banks. However, a
long term and published policy about their operation is not found even in the joint venture
banks.

The main objective of the study is to evauate the financial performance of government
owned commercial banks in Nepal with specia reference to Agriculture Development Bank
Ltd and Rastriya Banijya Bank Ltd to suggest measures to improve the financia performance

of the banks. The study has been constrained by various common limitations.

The study is based on secondary data from F/Y 2006/07 to 2010/11. The data have been
basically obtained from annual reports and financial statements, official records,
periodicals, journals and bulletins, various published reports and relevant unpublished
master's thesis. Besides this, personal contacts with the banks personnel have also been

made.

Financial aswell as statistical tools have been deployed in order to analyze and inter pret

the data and information. Under financial analysis, various financial ratios related to

the financial performance of commercial banks i.e. liquidity ratio, asset management

ratio, activity ratio, loan and advances portfolio, profitability ratio and growth ratio

have been analyzed and interpreted. Under statistical analysis, some relevant statistical
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tools i.e. co-efficient of correlation and trend analysis have been used. This analysis
gives clear picture of the performance of the banks with regard to their investment

oper ation.

5.2 Conclusion

The overall aspect of liquidity position, assets management aspect of ADBL is
comparatively better than RBB. But profitability ratio shows that the RBB is earning higher
profit in relation to every aspect of ADBL. There is higher deposit in RBB but in case of
loan, advances and total investment, ADBL seems to be higher. There is positive correlation
between deposit and loan & advances, total deposit and total investment of both banks. But in
case of deposit and investment the correlation of coefficient between them seems to be
negatively correlated. Comparatively, both banks have strong relation between these

variables.

By looking the overall both of the banks seems to be in good position, so both of them have
good future. But overall ADBL seems to be more growth oriented than RBB because of the
higher increment in rate of return. Whereas in average rate of return of RBB is higher

because of the higher volume of amount.

5.3 Recommendations

This recommendation is the final output of the whole study. Generaly, it helps to convey
correct and good information of the improvement of concerned banks in future. Severa
analyses have been accrued to reach in this topic. The following recommendation and
suggestions have been mentioned to overcome the weakness, inefficiency and improvement

of present fund mobilization and investment policy of RBB and ADBL.

Liberal Lending Policy
To achieve success in this competitive banking environment, every bank must utilize their
loan and advances. The loan and. advances is the main item of the bank in assets side. If itis
medicated, it could be the main reason of liquidity crisis and bankrupt. From the analysis, it
has been found that loan and advances to total deposit ratio of RBB is lower than ADBL . So,
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RBB is strongly recommended to follow libera lending policy, invest more total deposit in

loan and advances and maintain more stability on investment policy.

Expand Investment on Gover nment Securities
From the analysis, it has been found that ADBL has invested fewer amounts in government
securities when compared to RBB. Investment on those securities issued by government (i.e.
treasury bills, development bonds, saving certificates, etc) are free of risk and highly liquid
such as securities yields the low interest rate of particular maturity lowest risk in future and it
IS more better in regard to safety that other means investment. So ADBL is strongly

recommended to give more emphasis to invest on government securities.

Servicesto Rural Areasand Lower Level People
As we know that most of commercial banks have provided their services only in highly
developed cities. They should extend their services towards rural areas and preserve the
banking and saving habits of the lower level people of nation. As we know ADBL has
invested more in rural as well as agricultural sector. But RBB is investing many more in
Urban and Commercial sector. So it is highly recommended to RBB that they should provide
cheap and best loan to the rural people, so they can earn bread and butter for themselves.

Effective Portfolio Management
Portfolio management is very much important for every investor. The term investment has
included many parts of risk. So the effective portfolio management plays important role to
divide total investment in different sectors so that risk is also divided into different secretors.
It has been found that both banks have been increasing total investment every year. So both
banks are strongly recommended to invest in different sectors and to follow a saying "Do not

put all eggsin the same basket”.

Innovative Marketing System
In these competitive banking sectors, a well marketing system plays tremendous role in
development of banks. Every commercial bank should be customer oriented. Marketing is the
one of the best and effective tool to attract the customers. So it has to be sound and effective.
Different marketing methods can be applied like advertisement through newspapers,
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magazine, audio-visual, websites, documentary, etc. Not only these but to draw the attentions
of customers through new technology like E- banking , internet banking service, SMS
banking, ATM, Debit Card, Visaand Master cards, etc. RBB and ADBL have provided such

modem and advance service.

Expansion of Branches
Economic growth of a country depends upon the high growth of the commercia banks. If the

product and services of commercia banks expands all over the nation, the idle money from
different areas can be collected and utilized for income generation purpose. So commercia
banks should expand their branches not only in urban area but also rural area of the nation.

But here commercial banks are centralized in the capital.
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