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CHAPTER-I
INTRODUCTION

1.1 Background of the Study

Financial activities play a major role in the preseof economic development of a
country. The current state of Nepalese economhasacterized by unutilized natural
resources, subsistence agriculture, deficit tratkss poverty, illiteracy and so forth.
Agriculture is the main occupation of most of théage population but it has not
been commercialized yet. It is one of the richesintries in the world in terms of
water resources. The water resources available hawe remained practically
unutilized. Nepal remains as one of the least dpesl countries in the world. The
country's per capita income of $735 (www.parakheag.com) is the lowest in South
Asia. Hence, arrangement and mobilization of fim@noesources would certainly

play a major role.

Existence of Financial Institutions serves as aisb&sr financial activities. The
frequency and scale of financial activities detemsi the profitability for

sustainability of these Institutions.

Investments in productive sectors increase econoaciivities. The unutilized

financial resources should be diverted towards yctide sector in order to increase
the economic activities. To develop the Nepalesm@ay, the financial institutions
should be established. The participations of theapr sectors play even more
important role for economic development. Hence, iotsr banks, insurance
companies, financial companies etc. were estaldigmehe private and government
sector. However the country has not been able toeee the desired economic
progress so far which is due to the poor capitaketacondition.

1.1.1 Introduction of Bank of Kathmandu Limited
Bank of Kathmandu was established in 1995 A. Dhwite help of expert banking
industrial and businessperson. The bank was esi@oliunder joint investment of the

Siam Commercial Bank, Thailand.



The prime objective of BOK is to refer banking\sees to the different sector like
industries, traders, businessmen, priority sectensall entrepreneurs and weaker
sector, of the society and every other people wédedrbanking services. During the
period of 10 years of its operation, it has accomated a large numbers of clients.
The bank has earned the glory of customer's seteicmost all the top business
houses of the country and it occupies one of thditg positions among the joint
venture banks in Nepal. The bank is still pursumgccommodate us many clients as

far as possible.

The exporters and importers of the country havabished banking relationship with
a substantial volume of foreign business, whichdxdended the BOK's popularity in
the international trade front. Bank has developeptnay and correspondent
relationship with many banks in the world. With tbentinuous support of values

customers, the bank has made all round progressynsphere of its operation.

1.1.2 Introduction of Nepal Credit and Commer ce Bank Ltd.

Nepal Credit & Commerce Bank Ltd. (NCC Bank) formalegistered as Nepal -
Bank of Ceylon Ltd. (NBOC), commenced its operationl4th October, 1996 as a
Joint Venture with Bank of Ceylon, Sri Lanka. It svihe first private sector Bank
with the largest authorized capital of NRS. 1,00dlion. The Head Office of the
Bank is located at Siddhartha Nagar, Rupandehibittieplace of LORD BUDDHA,
while its Corporate Office is placed at Bagbazaatithandu. The name of the Bank
was changed to Nepal Credit & Commerce Bank LtICE@ Bank) on 10th
September, 2002, due to transfer of shares andgearent of the Bank from Bank of
Ceylon, an undertaking of Government of Sri LankaNepalese Promoters. At
present, NCC Bank provides banking facilities amvises to rural and urban areas of
the country through its 23 branches. The Bank lea®ldped corresponding agency
relationship with more than 150 International Bah&sing worldwide network.

Technology

The Bank is using Pumori Plus, the most commonlgdusoftware by Nepalese
Banks. The Bank offers Any Branch Banking ServiaBBS) in all 23 branches.
Telex and SWIFT are other modes of communication efficient and effective

transmission of information. In order to facilitatlke customers with state of art
-2.-



technology, Bank is providing Visa Debit Card fdamk. NCC VISA Debit Card can

be used in any of the ATMs and POS machines disglayISA LOGO for cash

withdrawal, balance enquiry or purchase of goodSesvices from various merchants
like departmental stores, hospitals, retail shdpghlgoughout Nepal and India only.
In addition, NCC VISA Debit Card enables wider aaxé¢o VISA Card acceptable
more than 4,00,000 ATMs and 2.5 Million Point ofl&&dPOS) terminals in Nepal
and India. With NCC VISA Debit Card one can acam3ss's account 24-hours a day,
7 days a week and enjoy greater convenience thtdsaeione's banking and financial

needs.

Global Connection

NCC Bank has strategic alliance with ICICI Bank,iethfacilitates the customers to
remit their money to more than 670 locations ofidnithrough ICICI Bank branches
and their correspondent Banks in India. Customansaifect their money transfer to
India either through Speed Transfer Arrangement ttmough Demand Draft

Arrangement. Under Speed Transfer Arrangement, ynoar be credited on-line to
the beneficiary's account at more than 400 branohd€ICI Bank, India. Under

Demand Draft Arrangement, the Bank can issue draftable at more than 670
locations in India. Bank is connected through uasigrominent Banks in Asia,
Europe and North America like Mashreq Bank, Stathdahartered Bank, Bank of
Ceylon etc. The services across the globe inclaeittance, draft arrangement,

import and export business, guarantee etc.

1.2 Statement of the Problem

Profit planning tool is a newly developed concepthe business organization. By
proper profit planning a business can be managec rebectively and efficiently.

Profit planning is the vital tool which directs tloganization towards achieving
profit. Profit should be basic short term and ldegn objectives of every business
organization. Increasing ratio of profit is a goggmbol of organization. By nature,

profit is a yard stick of managerial efficiency.



Every financial institution, including a commerciank must make profit out of its
operations for its survival and fulfillment of thesponsibilities assigned. Major
activities of a commercial bank comprise mobiliaatiof resources, which involves
cost, and profitable deployment of those resouredsch generates income. The
different interest income over the interest coshiclw is popularly called interest
margin, can be considered as the contribution masfithe bank. The bank attempts
to compensate the other operational expenses ®ragerg other income out of non-
fund based business activities of the bank.

The present study aims to analyze and examineagpkcation of PPC tool in the
commercial banks taking a case of Bank of Kathmahl and Nepal Credit &
Commerce Bank Ltd. In this ground, the study deaills the following issues.

= How properly the collected fund has been used?

= What is the profitability position of the banks?

=  What is the trend position of deposits collectiod aet profit?

= |s there significant relationship between loan auVances, total interest

earned to total assets etc?

1.3 Objectives of the Study

The basic objectives of the study are to analyBes profit planning policy of
commercial banks with reference to Bank of Kathmahtt. and Nepal Credit &
Commerce bank Ltd. Specific objectives of the stagy
= To find out the relationships between total investin loan and advances,
deposit, net profit and assets.
= To identify the investment priority sectors of Coential Banks.
= To analyze and forecast the trend and structur@epbsit utilization and its
projection for five fiscal years of the selectedh@oercial Banks.
= To provide suggestions and possible guidelinesnfarave investment policy

and its problems.

1.4 Significance of the Study

Profit is the backbone of every organization beeaug continuity or survival of the

each and every organization depended upon thengacapacity of that organization.

-4 -



This study is concerned with the profit planningttie commercial bank. It attempts
to examine and analyze applicability of profit plarg system in selected banks.
Profit planning process significantly contributesmprove the profitability as well as
the overall financial performance of an organizatimith the help of the best

utilization of resources.

1.5 Limitations of the Study
This study confines only on profit planning aspetBank of Kathmandu Ltd. and
Nepal Credit & Commerce bank Ltd. So, the limitai®f this study are:
* This study focuses on profit planning control atelapplication in the BOK
and NCC Bank.
* This study covers the related data of the selebtatks of five FY covering
2007/08 to 2011/12.

* The study is mostly based on secondary sourceataf d

1.6 Organization of the study

The study is divided into the following five chagge

Chapter- | Introduction

Chapter- 11 Conceptual Framework and Review of Literature
Chapter- |11 Research Methodology

Chapter - IV Data Presentation and Analysis

Chapter - V Summary, Conclusion and Recommendations.

Thefirst chapter deal the background of the study, brief profileB&®K and NCC,
Statement of Problem, Objectives of the Study, Baance of the Study, Limitation
of the Study and Organization of the Study.

The Second chapter deal with the review of the available literaturé.iricluded
review of the related books, journals, articles gdvious unpublished Master

Degree Dissertation etc.



The third chapter deals with the research methodology adopted is shudy. It
included research design, population and sampleg dallection procedure and

sources of data, data analysis techniques etc.

The fourth chapter is the most important part of the study which cevéhe

presentation and analysis of data as well as niagings of the study.

The fifth chapter covered the summary of the study, Conclusion and

recommendations for further improvements.



CHAPTER-II
REVIEW OF LITERATURE

2.1 Concept of Profit Planning

Profit planning is a comprehensive and coordingiad expressed in financial terms
for the operations and resource of an enterprisedme specific period in the future.

It is a plan of the firm's expectation and is ussda basis for measuring the actual
performance of managers and their units. A profiinphas an immense value in

management; it helps in planning and co-ordinatingsed appropriately, but not a

replacement for management.

"Profit Planning is a predetermined detailed plamadion developed and distributed
as a guide to current operations and as a pagsas thor the subsequent evaluation of
performance. Thus it can be stated that profitigtamnis a tool which may be used by
the management in planning the future course abrtand controlling the actual
performance. The term comprehensive profit planrang control is defined as a
systematic and formalized approach for performingniicant phase of the

management planning and control functions”, (Gup282: 3).

"A profit planning and control program can be oné tbhe more effective

communication networks in an enterprise. Commuiundbor effective planning and
control requires that both the executive and théosiinate have the same
understanding of responsibilities. Full and opgpmoréng in performing reports that,
focus on assigned responsibilities likewise enhathee degree of communication
essential to sound management”, (Welsch, et.all;226).

"Profit Planning is an example of short range piagnThis planning focuses on
improving the profit especially from a particularoduct over a relatively short period
of time. Therefore as used here, it is not the sameorporate planning of a cost
rendition program”, (Terry, 1968: 245).

Profit Planning involves streamlining activities order to get employees profit
minded and to secure maximum benefit from minimdfareand expenditure. Best
-7 -



results seem to be obtained by assigning a priafitner to investigate all the factors
affecting the profit obtained from a single produbtie planner is given the right to
prove the economics, the organization. The modepdrations, the pricing, the
marketing or any fact of making and selling theduct that in his judgment affects

profit accruing from that product.

"Profit Planning through volume of cost analysiswever, is a modern concept of
management planning tools designated primarilyrfdustrial enterprises. It involves
a study of what a business cost and expenses shewddd will be at different level
of operations and it include a study of the resltaffect due to this hanging

relationships between volume and cost", (Dong, 2800

2.1.2 Concept of Profit

"Profit is the basic elements of profit plan sotttiee concept of profit planning may
not be completed and meaningful in absence of tbar-cut well defined idea of
profit. Oxford dictionary defines profit as a (agdncial gain and amount of money
gained in business especially the difference batwbe amount earned and the
amount spent (b) Advantage or benefits gained fsomething", (Hornby & Cowie,
1992: 63).

According to some theories, profits are the fagp@myment for taking to take what is
left over after contractual outlays have been madée second type of profit theory
they viewed as a wage for the service of innovatiRnofits in this theory are tied to
dynamic development. Profit around which all entisgs activities directly or
indirectly revolve play the significant role fordging the managerial efficiency. In
absence of profit nobody can think about the largat survivability of the

enterprises.

2.1.3 Concept of Planning

Planning is the first essence of management andtladr functions are performed
within the framework of planning. Planning meansidimg in advance what is to be
done in future. Planning starts from forecastind predetermination of future events.

No firm can accomplish its predetermined goals abgkctives without proper &

-8-



effective planning. Hence it is the life blood afyaorganization which helps them to

run efficiently in competitive environment.

Planning process includes setting goals, evaluagsgurces forecasting by different
methods and formulating a master plan. Planningii@p upon the organization’s
objectives. For the planning purpose a firm's dijes can be distinguished mainly
as three types; the first is prime, the secondisgrumental and the third is specific.
Specific objectives are those objectives that hbgen specified as to time and
magnitude which is known as goals. As a resultpefcgying a time period and a
target amount, this goal is capable of giving siieguidance to various senses of
management planning. Objective setting of a firmeigy difficult task. Unfortunately,
most top management fails to develop a clear amdatipnal statement of company
objectives. More carefulness is necessary fortddsous job. Carefully stated firm's
objectives would yield at least the following batsef
» Company objectives provide the ultimate criteriarisolving difficult
company decisions and

» Company objectives are the basis for long-rangétgaanning.

Planning is the process of developing enterpridgectives and selecting future
course of action to accomplish them. It includes
» Establishing enterprises objectives,
* Developing premises about the environment in whiey are to be
accomplished,
* Decision making,
* ldentifying activities necessary to translate plamte action and
» Current re-planning to current deficiencies.
(Source: Welsch, et.al., 1992:127).
"The planning processes, both short and long tamnthe most crucial components
of the whole system. It is both foundation andlibad for the other elements because
it is through the planning process that we deteemhat we are going to do, how we
are going to do it and who is going to do it. ltecgtes as the brain centre of an
organization and like the brain it both reasons aachmunicates",(Welsch, et.al.,
1992:73).



Planning could be taken as the tools of achievigguizational goals efficiently and
effectively from the selection of various alternag within an acceptable time frame.
The essence of planning is:
* To accomplish goals.
* To reduce uncertainty.
* To provide direction by determining the course @fan in advance.
(Source: Welsch, et.al., 1992:73).

Planning is determined course of action for aclmgvorganizational goals or
objectives effectively and efficiently at a fluih\@ronment with a certain time frame
through the selection of various alternatives. Bndther hand it holds accountability
and responsibility about result to individual. Allfappreciation of the firm task
requires distinguishing among three types of comisaactivities which we call
strategic planning, management control and operaticcontrol. The strategic
planning is an important function of top managemeRlanning requires the
management to setting a future course of actioratdsvwhich effort will be directed
i.e. objective, assessing the organization's ressuri.e. what the organization is
going to work with, assessing the current and &tenvironment with which the
organization must be connected to achieve its gaads lately determine how and
when to allocate resource accomplish the objecftanning on the other hand is
selecting objective and determining a course ofoacincluding allocation of
resources in order to achieve those objectivessipeaific time period. Planning states
what, when, and how things will be accomplished.aflequate planning is necessary

for control of operations.

2.1.4 Types of Planning
Corporate Planning
The concept of corporate planning was first inteatl and started in the United
States in the late 1950s and nowadays it is besed in several companies in all over
the world. The premises of the corporate planniegaa follows:

» Before drawing up a plan which is designed to desimimething what the

corporation wants to do.

-10 -



* Inthese days of rapid change it is necessarydio dhead as far as possible to
anticipate these changes.
* Instead of treating a company as a collection padenents treat it as a
corporate whole, and
» Take full accounts of the company's environmentigefirawing up and plan.
( Source: Robertson, 1968: 245).

Strategic L ong-Range Planning

Strategic planning is a top management functiowhrch the organization's purpose,
mission and overall objectives and policies areettgped to position the organization
advantageously in its operating environment. lemrgfto the selection of company
objective and the determination of the growth otfeast constant and competitive
policies that are most likely to accomplish thosgeotives. Management planning
and control is the process carried on within tremiework established by strategic
planning. Long range planning (5 to 10 years) vagywith the enterprise sometimes
extends upto 10 years. It is one of the most diffiitme-span involved in planning,
as many problems in short range planning can lbedréo the absence of clear sense
of direction and the practice which a comprehendmeg-range plan provides.
Basically, the long-range planning is more impadrtéor broad and long living

enterprises.

"A long-range planning is closely concerned witk ttoncept of the corporation as a
long living institution”, (David,1964:298).

The planner must include the following factors is/lher plan from the analysis of
available information.

* Probable future opportunity

* Uncertainty and

» Challenges

"Long range planning is the continuous process aking present entrepreneurial
(risk taking) decision. Systematically and bestgilaie organized efforts are needed to

carry out these decisions and measuring the redulbhese decisions against the

-11 -



expectations through organized systematic feedbg&k'ucker, 1964:165). It is a

decision making process. Such decision shouldlbagertabout:

» Determination of goals, objectives and strategies.
» Level and direction of capital expenditure.
» Accession of new sources of funds.

* Organization design and structure etc.

Tactical Short Term Planning

"A tactical planning is done at all level and inwe$ directing the organizations
activities to achieve overall strategic objectiwveish the organization's mission and
policies. Standing plans provide consistency afidieficy for on going operations,
and single use plans are developed for uniquetsituaProjects are short term plans
designed to achieve objective within large scalegmms. Short term plans cover
about a year, and are less formal and detailed ltthvagn range plans, which usually
cover more than three months. The short range plgns selected to conform to
fiscal quarters or years because of the practiesdnfor conforming plans to
accounting periods. "What arbitrary limitation bktlong range to three to five years
is usually based has been indicated on the pregaitelief that the degree of
uncertainty over a long period makes planning oéstionable value” ,(Horold &
Cyric, 1964:45).

2.1.5 Role of Forecasting in Planning

Forecasting is an integral part of decision makaugivities of management. An
organization establishes goals and objectivesddigirthe environmental factors. The
need for forecasting is increasing as managemtarpts to decrease its dependence
on change and become more scientific in dealingy w& environment. Since each
area of organization is related to others, a gaobdaol forecast can affect the entire
organization. Planning or budgeting is not merehgtasting although forecasts form
the basis of budgeting. Forecasting is the estimathe future environment within
which the company will operate. Budgeting or plawgnon the other hand involves
the determination of what should be done, how tha&sgymay be reached and what

individual or units are to assume responsibility &e held accountable.

-12 -



Forecasting is indispensable in planning. Foreastatement of expected future
conditions. Expectation depends upon the assungptizede. If the assumptions are
possible the forecast has a better chance of hesiefyl. Forecasting assumptions and
techniques vary with the kind of planning needed.

"The short-term forecasting is needed in budget ingakA budget set for the

following year will be much useful. It is regardexsales levels, which will eventuate
rather than current sales level. As budget distiethiaccording to current sales may
establish policy as to lines of emphasis, but witiviously requires successive

adjustment if sales level changes”, (Bratt, 198%&)2

2.1.6 Planning Ver ses Forecasting

"Planning is clearly discreet from forecasting. éaasting, one of the essential
elements of planning is a prediction of what widlpjpen on the basis of certain
assumption. Planning is an attempt to determinet whauld happen and what will
make it likely to happen. A forecast is not a plather it is a statement of quantified
assessment of future conditions about a particaldject (sales revenue) based on
one or more explicit assumption. A forecast shdagdviewed as only one input into
the development of a sales plan. The managemeamtcompany may accept modify
or rejectthe forecast. In contrast a sales plan incorponai@sagement decision that
are based on the forecast, other inputs and maraggudgment about such related
items as sales volume, price, production and salésrt and financing,” (Welsch,
et.al., 2001:109).

2.1.7 Purposes of Profit Planning
Some purposes of the application of profit planrangs
* To state the firms' expectations clearly and featii for attainability.
 To communicate expectations to all concerned whith management of the
firm so that they are understood, supported andeimented.
* To provide a detailed plan of action for reducingcertainty and for the
proper direction of individual and group effortsachieve goals.
» To coordinate the activities and efforts in suclway that the use of resource

IS maximized.
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» To provide a means of measuring the performanaedofiduals and units and
to supply information on the basis of which theassary corrective action can
be taken,

(Source: Gitman, 1990:154).

"There is controversy in term of profit. It is dedid by different people from different
aspect. According to RM Lynch and Robert Williamsosually profits not just
happen, profits are managed. Before we can maldligeint approaches to the
management concept of profit, there are aftersalNeral different interpretations of
the term. Profit, an economist says is the rewarhtrepreneurship for risk taking. A
labour leader might say that it is a measure of leffwciently labour has produced
and that it provides a base for negotiating a wageease. An investor views it as a
gauge for return on his/her investment. An inteme&lenue agent might regard it as
the base for determining income taxes. The accatuntdl define it simply as the
excess of firm's revenue over the expenses of pmduevenue in a given period.
Management thinks of profit as a tangible expressibthe goals it has set for the
firm, a measure of the performance towards theeaelment of it, as a means of
measuring the health, growth and continuity of ¢éekenomy," (Lynch &Williamson,
1989: 249).

2.1.8 Budgeting: Asa Device of Profit Plan

"Budgeting is a forward planning. It serves basjcahs a device (tool) for
management control; it is rather an effective sahearh control. Budgeting is the
principal tool of planning and control offered toamagement by accounting
functions”, (Welsch, 1999: 346).

The prime objective of budgeting is to assist istegnatic planning and in controlling
the operations of the enterprise. In fact budgesrigest means of communication and
an important tool in the hands of management. Sirme&lgeting deals with

fundamental policies and objectives, it is prepdrgdop management. A formal
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budget by itself will not ensure that a firm's agteons will be automatically geared to
the achievement of the goals set in the budget.tlkigrto happen, the top level
managers and lower level employees have to underskee goals and support them
and co-ordinate their efforts to attain them.

Budgeting is a financial tool of a planning and ttohthat serves as a guide to
conduct operation and a basis for evaluating aatesdilts. Actual results can be
judged in the light of the relevant budgeted datd also in the light of changes in
conditions. Company controls operations throughbitsigeting and responsibility
reporting system. Top executive are able to cordgxary area of the organization

through a systems of responsibility area.

2.1.9 Essentials of an Effective Budgeting
An effective budgeting system should have somentiséefeature to ensure best

results. The following are the chief charactersdt an effective budgeting.

Sound Forecasting

Forecasts are the foundation of budgets; thesecdete are discussed by the
executives and when most profitable combinationdooécasts are selected they
become budgets. The sounder are the forecasts besftdt would come out of the

budgeting system.

An Adequate and Planned Accounting System
There should be proper flow of accurate and timefgrmation in the enterprise
which is must for the preparation of budgets. Td@is be ensured only by having an

adequate and planned accounting system in the firm.

Efficient Organization with Definite Lines of Responsibility

An efficient, adequate and best organization iserapve for budget preparation and
its operation. Thus a budgeting system should awagy supported by a sound
organization structure demarcating clearly thedié authority and responsibility.
Not only this, there should be a true delegatioauthority from top to low levels of
management. This will provide adequate opportumdityall executives to make

decisions and also to participate in the functidnbodget preparation. Thus, an
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efficient organization helps not only in budget ardination but it also plays

important role in budget operation.

Formation of Budget Committee

As mentioned earlier, budget committee receivesfohnecasts and targets of each
department as well as periodic reports and finglizAnd also approves the
departmental budgets. Thus in order to make a himdgsystem more and more

effective, a budget committee should always beiget

Clearly Defined Business Policies

Every budget reflects the business policies fortedledby the top management. In
other words budgets should always be preparedgakin account the policies set for
particular department or functions. But for thisgase, policies should be precise and
clearly defined as well as free from any ambiguity.

Availability of Statistical Information

Since budgets are always prepared and expresspintitative terms, it is necessary
that sufficient and accurate relevant data shoudd rbade available to each

department. Such data may not be available fronowtong system alone and

therefore they may be processed through statigiéchinique. These data should be

reliable, accurate and adequate as far as possible.

Support of Top Management
If a budget program is to be made successful, yhgathy of each member of the
management team will be required. The enthusiagnbddget operation as well as

direction for it should initiate and come from top.

Good Reporting System

An effective budgeting system also requires thegmee of a proper feedback system.
As work proceeds in the budget period, actual perémce should not only be
recorded but it should also be compared with bietheerformance. The variations

should be reported promptly and clearly to the appate levels of management.
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Motivational Approach

All the employees or staff other than executivesusth be strongly and properly
motivated towards budgeting system. In an orgaioizat is needed to make each
staff member feel too much involved in the budggtsystem. To meet this end

motivational approach towards budgeting shouldatiewed.

2.1.10 Fundamental of PPC
Comprehensively profit planning and control is @fi¢he more important approaches
that have been developed to facilitate effectivefgpmance of the management
process. The concepts and techniques of PPC hale agplication in individual
business enterprises, government units, charitabj@nizations and virtually all
group endeavors. The fundamental concepts of PEIGd& the underlying activities
or tasks that must be carried out to attain maxinusefulness from PPC. The
fundamentals of PPC are:
* A management process that includes planning, azgapi staffing, leading
and controlling.
* A managerial commitment to effective managementiqpation by all levels
in the entity.
* An organization structure that clearly specifiesigsments of management
authority and responsibility at all organizationdés.
* A management planning process.
* A management control process.
» Continuous and consistent co-ordination of allrtt@nagement functions.
* Continuous feed forward, feedback, follow up, armeplanning through
defined communication channels (both downward gowdaud).
» A strategic profit plan.
» A tactical profit plan.
» A responsibility accounting system.
* A continuous use of the exception principle.
* A behavior management program.
(Source: Welsch, et al., 2001:235).
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2.1.11 Profit Planning and Control Process

A PPC program includes more than the traditione@&idf a periodic or master budget.

It encompasses the application of a number ofaelatanagement concepts through a
variety of approaches techniques and sequentiad.stéese steps are outlined in this

study in the following manner.

I dentification and Evaluation of External Variables

"The variable identification phase of the PPC pssc®cuses on (1) identifying and
(2) evaluating the effects of the external variabManagement planning must focus
on how to manipulate controllable variables and howwork with the existing
situation of non-controllable variables. Variablediich have a direct and significant
impact on the enterprises, are called relevantables. Variables may have their
different relevancy according to the market natiier the enterprises purpose the
external relevant variables are population, G.NcBmpetitive activities product line,
and industry sales. And so far internal variables @mployees, capital, research
productivity, pricing, operating costs, advertisemseetc. A particularly significant
phase of this analysis includes an evaluation efpitesent strength and weakness of
the enterprises. The comprehensive PPC approabhsid on the expectation that
these significant aspects of operations will bdiaaily analyzed and evaluated
periodically and in an orderly manner" ,(Welschale2001: 235).

Development of the Broad Objectives of the Enterprises

Development of the broad objectives of the entsgwiis the responsibility of
executive management. Based on a realistic evatuati the relevant variables and
an assessment of the strength and weakness of ri@nization, executive

management, can specify or restate this phaseed?RC process.

The statement of broad objectives should expressnitssion, vision and ethical
character of the enterprise. Its purpose is toigeoenterprise identify. One research
study listed the purposes of the statement as:

* To define of the purpose of the Co.

» To clarify the philosophy character of the Co.

» To create particular climate within the business.
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* To set down a guide for managers so that the dexighey make will reflect

the best interest of the business with fairnesgastete to those concerned.

Development of Specific Goalsfor the Enterprises

This component of a comprehensive PPC processbsinig the statement of broad
objectives into sharper focus and to move fromrd@m of general information to
more specific planning information. It provides Ibatarrative and quantitative goals
that are definite and measurable. These are speaiéls that relate to the enterprises
as a whole and to the major responsibility centers.

These goals should be developed by executive marageas the second component
of the substantive plan for the upcoming budget.yEaecutive management should
exercise leadership in this planning phase sothee will be a realistic and clearly
articulated framework within which operations wile conducted toward common

goals.

Development and Evaluation of Company Strategy
Companies’ strategies are the basic ways and sattiat will be used to attain

planned objectives and goals. Some examples of basiegies are:

* Increase long-term market penetration by using te@hnology

» Emphasize product quality and price for the topketar

* Expand market

* Market with low price to expand value.

* Use both institutional and local advertisement paogto build market share.
* Improve employee morale and productivity by initigt a behavior

managemengrogram.

Executive Management Planning I nstruction

Executive management explicitly establishes a pfapfoundation that is a condition
precedent to the movement in the planning foundafithe statement of planning
guidelines is set as executive management insbng&nd is disseminated in order to

initiate a sophisticated and potent move from breadporate planning to the
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development of profits plans by each major respmiityi centre in the enterprises. It
is simply a communication steps from executive ngan@ent to the lower levels of

management and it should adopt the fundamentdigl@ommunication.

Preparation and Evaluation of Project Plans

Periodic plans and project plans are different aatdre and functions. It will be
recalled that project plans encompasses differer@ horizons because each project
has a unique time dimension, they encompass sets iais plans for improvements
of present, products, view and expanded physicailitias, entrance into new
industrial unit from products and industries andvnechnology and other major
activities that can be separately identified farpling purpose. The nature of projects
is such that they must be planned as separate units

Consistent with this approach during the formalnplag cycle, management must
evaluate the plan status of each project in proaadsselect any new projects to be
initiated during time dimension covered by the uptw strategies and tactical profit

plans.

Development of Strategies and Tactical Profit Plan

When the managers of the various responsibilityezsrin the enterprises receive the
executive management planning instruction and ttogegts plans, they can begin
intensive activities to develop their respectivetsigic or tactical profit plans. The
strategic and tactical profit plans are usuallyedeped concurrently. Certain format
and procedural instructions should be provided logrtralized source, normally the
financial functions, to establish the general farmraanount of detail and other relevant
procedural and format requirement essential forregmion of the plans of the
responsibility centers, into the overall profit péa All of these activities must be
coordinated among the centers in conformity witd tinganization structure. When
the two profit plans for the overall enterprises aompleted, executive management
should subject the entire planning package to efahanalysis and evaluation to
determine whether overall plans are the most teabst that can be developed under
the circumstances. When this point reaches thepnwbt plans should be formally

approved by the top executive and distributed ¢oaippropriate managers.
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I mplementation of Profits Plans

That profit plans and strategies should be impldeteby every level management is
an accepted norm. Implementation of managementsplaat have been developed
and approved in the planning process involves theaagement functions of leading
subordinates in attaining enterprises objectivesguoals. Thus effective management
at all levels requires that enterprises objectigmls, strategies, and policy to be
communicated and understood by subordinates. Térerenany facets involved in
management leadership. However the comprehensiv€ PBgram may aid
substantially in performing this function, plangagegies and policies foundation for
effective communication. The plan should have béeveloped with the managerial
conviction that they are going to be met or excdedeall major respects. If these
principles are effective in the development procéss supervisors will have a clear

understanding of their responsibilities and theeexgd level of performance.

Use of Periodic Performance Reports
Only implementing the strategy will be of no meawmhen the implementation is not
checked to know if it is used appropriately. To @hevhether the significance has

been raised, monthly and three monthly performaeperts are to be prepared.

Follow Up
It is an important part of control. Because of perfance, reports are based on
assigned responsibilities and they are the basisffiective follow up actions. Finally,
there should be a special follow up of the pridioke up actions. This step should be
designed to:

» Determine the effectiveness of prior correctivearcand

* Provide a basis for improving future planning andtcol procedures.

2.1.12 Basic Assumptions and Limitations of Profit Plan

Profit planning systems are common in both busimeganizations and non-business
organization. But there are so many assumptionssofg profit-planning program.
Firstly, the basic plans of the business must basored in terms of money, if there is
to be any assurance that money will be availabtettie needs of the business.

Secondly, it is possible to plan for the futureaobusiness in a comprehensive way,
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coordinating every aspect of the business, withryevaher aspect to establish
optimum profits goals. Thirdly, profit planning se-planning not merely what to do
if things work out as forecasted, but also whattoif things work out differently
from the forecast. In developing and using a prefanning and control (PPC)
program, the following limitations should be coresied:

» Profit plan is based on estimates.

A PPC program must be continually adapted to fanging circumstances.

» Execution of a profit plan will not occur automaiily, the profit plan is not a

substitute for management.

"The profit plan should be regarded not as a mdsitlas a servant. It is not one of
the best tools yet devised for advancing the affafra company and the individuals
in their various spheres of managerial activitys lhot assumed that any profit plan is
perfect. The most important consideration is to ensilire, by intelligent use of profit

plans that all possible attainable benefits arevddrfrom the plans as rendered and to

re-plan when there are compelling business reas@i&lsch, et.al., 2001:265)

2.1.13 Development of Profit Plan

Development of profit plan in commercial Bank begiwith the preparation of

various functional budgets. Those functional busigee in fact the picture of various
activities of the Bank to be performed during atipatar period of time. Therefore

the functional budgets of a Bank are activity basedh as budget for deposit
collection, budget for lending and investments, daidor non-fund based business,
budgets for expenditures and revenues. The developaf profit plans is the process
that involves managerial decisions and ideally ghhievel of management

participation.

2.1.14 Resour ces M obilization Plan or Budget

Planning for resources mobilization is the founaatior planning in a bank. The all

other planning is based on it. The major and tlstastable resource of a bank is the
customer deposits. Therefore, the plan for ressum@bilization has a primary focus

on the customer deposit mobilization. The lending avestment activities depend
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on the deposit mobilized by the bank. So the demogbilization or collection plan is

the starting point in preparing other differentrga

Deposit mobilization is the primary function of arik, which has major contribution

in the total resources of the bank. In terms ot éosthe Bank, customer's deposits
are of two kinds, viz. (i) interest free deposits. icurrent deposits, margin deposits
etc. and (ii) interest bearing deposit i.e. savitgposits, fixed deposits of various
tenure, call deposits etc. The interest free dépamie cost free but are generally
volatile in nature. Those can be withdrawn withoestriction from the bank, thus

cannot be invested into higher income yielding tsssEurther, interest bearing

deposits involve cost of deposit but their retemtiatio with the bank are much better
so they can be put to high income yielding assatsnig longer tenure. Therefore, a
proper mix of cost free and costly deposits comasing to short term and longer

term deposits are to be maintained by the bantsidaposit mix in order to minimize

its average cost of deposit. The cost of deposibariks is also affected by the
prevailing deposit interest rate of other bankghamarket.

Budgeted targets for deposit mobilization duringaaticular year is set in advance
with the view of optimizing the cost of deposit atice same are allocated to the
different branches of the banks. Such allocatioay be regarded as the tactical plan
for deposit mobilization of the banks. Banks resesarother than customer deposits
are the borrowing from other banks and the capitatl. Generally banks borrow
from other banks to meet temporary requirementigdidity which may occur,
sometimes, during the banking operation causedtalueexpected withdrawals of
deposit or deferment in loan repayments by thedvasr by some reason or other.

Such activities are managed from the Head Offidé thie least possible cost.

Among the capital fund, the equity capital is fodngenerally one time during
opening of the bank. The central bank (NRB) maynftome to time instruct the bank

to enhance the paid up capital to improve the abpdequacy of the bank.

Further, the bankers may choose by themselves ahetmot to increase the owner's
capital by raising other item included in capitahdls beside paid up capital and

general reserves. It is always better to have &ehnigapital fund base of a bank
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because creation of bank's assets and the sieadifiij to any particular borrower are

tied up with the capital adequacy requirement leydéntral bank.

2.1.15 Resour ces Deployment Plan or Budget

"Planning for development of resources starts femsessment of nature of resources
to be mobilized. That is, the assets are allocatedthe basis of the nature of
resources. This approach of deployment of resoursesalled asset allocation
approach. The fundamental criterion which mustdiwed in allocating funds for
acquiring different types of assets is that th@ei&y-turnover rate of different sources
of supply of fund determines the appropriate matwf the assets acquired through
fund utilization, for instance while relatively bta fund like saving deposits, fixed
deposits and paid up capital could be used to bag Hated high yielding securities,
demand deposit which are more volatile, could bedu® acquire relatively liquid
assets like cash or money at call and short noticevhich little or no return is made
by the bank", (Vaish, 1996:365).

Funds kept as cash in vault and as balance with AR other banks in current
account are the most liquid assets of the bankmidlly banks have to maintain
certain fixed percentage of their deposit liability this form as directed by the
Central Bank from time to time. There is no yieldthe fund deployed as liquid

assets.

Deployment for lower income yielding assets areegalty placing the funds in short
term securities, treasury bills etc. which provideasonable liquidity to the bank as
well as yield some return although they are at \.evy rate. Major portion of the
income of the bank comes as interest income franrésources deployed to loan &
advances, bill discounting and overdraft (LDO).tAs most part of the resources are
for LDO, banks make its lending budgets in advaaseper their lending policies.
Lending targets are fixed at various sector of eaoyfor various kinds of trades and
commercial activities and to various borrowers enguwell diversification of the
assets. The targets are allocated to the braneitesh are generally operated as
separated profit centers.
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2.1.16 Planning for Non-Funded Business Activities

Other activities of commercial bank where it does mave to involve its fund, yet it
can generate other income are called non-fundeiidsssactivities of the bank. They
are usually letter of credit and bank guarantegaisse business of the bank where the
bank undertakes payment liabilities, which are icg@nt in nature and the bank
charges certain percentage of commission on sacisdction to their client who are
availing these facilities from the bank. The baixe$ annual target for such business

and those are allocated to the branches of the bank

Expenditure Planning
Expenses planning and controlling are very necgdsarsupporting the objectives
and planned programs of the firm. An expense eedlwith profit. It is real fact that
the minimization of cost is maximization of prof&o the expenses must be planned
carefully for developing a profit plan. In a batiete are generally following types of
expenses:

* Interest Expenses

* Personnel Expenses

» Office Operating Expenses

* Expenses meeting the loss in Exchange Fluctuation

* Non-operating expenses

» Expenses for provision for loan loss

» Expenses for provision for staff bonus

» Expenses for provision of income tax
The interest expenses are incurred while payinghdeposit mobilized by the bank
and include the expenses incurred for interest paynm all kinds of interest bearing
deposit as per the agreed rate between the bankihendborrower. In the total
expenses of a bank, the portion of interest exerseguite higher. Therefore, the
expenses are categorized into interest expense®thrd expenses while the later
includes other expenses as mentioned above exweptterest expense.

Interest expenses in a bank depend on the aveoagefadeposit (COD) mobilized by
the bank. Lower the COD lower the interest expeaselsthus higher the profitability.

Therefore from profitability point of view banksan their COD at lowest possible
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level. The nature of interest expense is that vhrable expense. The net earnings
from interest income of a bank deducting the irgerexpense for the deposit
mobilized is called 'Spread’ which is similar t@ tiContribution Margin' in sales of

commodities by a manufacturing units.

Other expenses are the administrative expenses tmesgenerally incurred by the
bank during the course of its operation. Highentbieme of business transaction of a
bank, higher will be the amount of its other exg=snsherefore, the expense should
be related with the business activities, whichnudtiely should produce income for
the bank. Such other expenses from burden to tbktgiility as it consumes the
spread earned. Therefore budgets are preparecawiétim of reducing the burden as
far as possible. The expenses budgets are forrduatesidering the overall activities

of the bank and the targets are allocated to @iffebranches.

Revenue Plan
Revenue of a bank is generated from the incomeliyiglactivities of the bank.
Therefore while preparing the resources deploynpdart and non-funded business
activities plan, banks make the estimation of theenue in advance during the period
for which the plan is developed. Revenues of a lmekgenerated in the following
forms:

* Interestincome

» Commission and discounts

» Dividend

» Other income

» Foreign exchange income

* Non-operating income
(Source: Crosse, H.D: 1963: Management Policies).
Generally the interest income of a commercial bhalkds a major portion in total
revenue of the bank and it provides the major soofecearning of a bank. Therefore
total income of a bank is categorized in two type. interest income and other
income, while the later including other income items listed above except the

interest income.
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The interest income is earned by charging intepasthe fund deployed in interest
earning assets such as loan and advances, overirnagstments in government
securities, debentures etc. For this study, thenrecfrom Bills discounting has also
been treated as interest income, as we consides lo@erdraft and bills discounting

together as a single asset portfolio as LDO.

As the average rate of interest on LDO are compatgthigher than any other kind

of income yielding assets, from the profitabilitgipt of view, higher asset allocation

into LDO, higher will be the income. The other int® are generated from other
activities of the bank such as issuance of L/C Bénarantees, from remittance
charges, cheque collection fee, locker chargesicgecharges, commitment charges,
trading gain on foreign exchange, revaluation gairforeign exchange reserves etc.
The amount of other income of a bank greatly cbatas in lowering the burden on

the profitability. Higher the other income earnedtbe bank, lower will be the net

burden amount and thus better will be the profitighof the bank.

Income of a bank is essentially activity basedthe.volume of business. Higher the
income generating activities of a bank, higher wid the amount of its revenue.
Therefore the bank develops its plans for varioctviies in such a way that it

optimizes its revenue.

2.1.17 Implementation of the Profit Plan

Development of an annual profit plan ends with phenned income statement, the
balance sheet and the planned statement of chamf§ieancial position. These three

statements summarize and integrate the detaillan$ pleveloped by management for
the period. They also report the primary impactdefailed plans on the financial

characteristics of the firm. Before redistributitige completed profit plan it is

generally desirable to recast certain budget sdbsdso that technical accounting

mechanics and jargon are avoided as much as peassibl

The redesigned budget schedules should be assemldeldgical order, reproduced
and distributed before the first day of the upcagibudget period. The profit plan

completion data is important. "Issuance of a prpfan after the beginning of the

-27 -



budget period is one sure way of destroying muclhefbudget potential. Timely
completion of the planning budget suggests the fared budget calendar”, (Welsch,
et.al., 2001: 235)

The final test of whether the efforts and cost eveloping a profit plan are
worthwhile is its usefulness to management. Tha glaould be developed with the
conviction that the enterprises are going to meeexxeed all major objectives.
Participation enhances communication. If this pplecis to be effective, the various
executives and supervisors should have a clearstadeling of their responsibilities.
The copies of the complete profit plan should beppred and distributed to the
member of executive management. The guiding pri@cip establishing the
distribution policy might be to provide one copygach member of the management
team. After distribution of the profit plan a serief profit plan conferences should be
held. The top executives discuss comprehensivelypkans, expectations and steps in
implementation. At this top level meeting the imporce of action, flexibility and
continuous control may well be emphasized. In essedach manager has to realize
that the budget is a tool for his or her use. Camnfees should be held so as to convey

the profit plan to each level of management.

The manager of each responsibility centre obtams@proved profit plan for this
centre and it becomes the basis for current opamatPerformance must be measured
and reported to management. Execution of the ptarasisured through control
procedure so that accomplishment or failure is ihately known. On this basis
action can be taken to correct or minimize of umdéet effects. Short term

performance reporting is essential.

"A budget program viewed and administrated in eh&igated way does not hamper
or restrict management, instead, it provides difigoals around which day to day
and mouth to mouth decisions are made. Flexihititthe use and application of both
the profit plan and variable budgets also shoulddesidered in detail. Flexibility in
budget application is essential and it increases giobabilities of achieving or
bettering the objectives”, (Welsch, et.al., 20(88)2
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2.1.18 Perfor mance Reports

Performance reporting is an important part of a m@hensive PPC system.

Performance reports deal with control aspect of .FR&formance reports are one of
the vital tools of management to exercise its adritmction effectively.

Special external reports, reports to owner andnalereports are specially presented
in the organization. Performance reports includeiniernal reports groups. It is

usually prepared on a monthly basis and followsaadardized format. Such reports
are designed to facilitate internal control by ngemaent. Fundamentally actual

results of reports are compared with goals and &upligns. Frequently they identify

problems that require special attention since thieperts are prepared to pinpoint
both efficient and inefficient performance.

Features of Performance Reports
In comprehensive PPC, performance report is vepomant. The main objective of
performance reports is the communication of perforoe measurement, actual
results and the related variances. Performancerteepdfer management essential
insights into all the facts of operational effictées. Performance reports should be:

» Tailored to the organizational structure and foofisontrollability (that is by

responsibility centers).

* Designed to implement the management by exceptiagiple.

» Repetitive and related to short term period.

» Adapted to the requirements of the primary users.

» Simple, understandable and reports only essenf@imation.

» Accurate and designed to pinpoint significant digtions.

* Prepared and presently promptly.

* Constructive in tone.

Aspects of Performance Reports

The actual use of performance report may vary fpamson to person which depends
upon several factors. One important factor is tkierdg to which the performance
reports serve the management and decision makimgisn®f the users. Top
management needs reports that give a completeeadlilyr comprehensive summary

of the overall aspects of operations and identifica of major events. Middle
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management needs summary data as well as detatadod day-to-day operation.
Similarly lower level management needs reports timatst be detailed, simple
understandable and limited to items having a ditesdring on the supervisor's
operational responsibilities.

In the design and preparation of performance repmateful attention must be given
that titles and headings should be descriptivejroal heading and side caption should
clearly identify the data, and the technical jargmould be avoided. Reports should
not be too long and complex; tabulations shouldabeided. Performance reports

should be standardized to a reasonable degree sinould be relevant.

Performance reports should be available on a tilnays. To attain a realistic balance
between immediate reporting and the costs of aetaiteporting, monthly

performance reports are widely used in practice.

2.2 Review of the Previous Studies
A comparative study on profit planning, in the aitof particularly commercial
banks seems to be a new subject of study for relsemralysis. So far as the study

concerned with the profit planning of commerciahks,

Kharel, Bishal. (2008). conducted a study entitl®dofit planning of commercial
banks in Nepal comparative study of Everest Ban&bilNBank and Bank of
Kathmandu",an unpublished master level thesis submitted enkér Dev Campus,
Faculty of Management, T.U.
His main objectives:

* To find out the relationships between total investimloan and advances,

deposit, net profit and outside assets.

* To identify the investment priority sectors of coential Bank

* To assess the impact of investment on profitability

* To analyze and forecast the trend and structudepbsit utilization and its

projection for five years of Commercial Bank
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HisMajor Findings:

The liquidity position of EBL is comparatively bettthan that NABIL and
BOK. EBL has invested higher sector in government

Securities than BOK less then portion than of Naldset management ratio
found that EBL is better position as compared &t ti Nabil and BOK.

EBL has best in loan loss provision.

Investment on share and debenture to total workonigd ratio is higher in
BOK.

The interest earned to total outside asset andretutotal working fund ratio
of EBL is lowest of all. However, over all analys$ profitability ratios is
average profitable in comparison to other compdradk (i.e. Nabil and
BOK). To make the profit BOK is taking highest risi¢ providing the higher
portion of its deposit as a loan.

The return, loan, advances ratio, and return oete.s$ EBL are lowest of all.
The ratio suggests that the earning capacitieeebank's loan and advances
is satisfactory. The return on asset of the bargo® in average. It indicates
the good earning capacity of the bank assets aod giilization of its assets.
The total interest paid to working fund ratio isdehan the interest earned to
total working fund ratio. So it is profitable paeit as it is profitable position
as it is getting higher return that is interesttcos

EBL has shown its good performance by increasiegdkal deposit, loan and
advance and investment in profitable sectors isteceearning by providing
loan to clients.

The trend of the total investment, total depogignl and advances and net
profits of EBL shows better position than that GXBIL and BOK.

Pandey Indra Mani (2008) conducted a research entdpic 'A study on Profit

Planning of Commercial Bank ( A comparative stutigBl Bank Ltd. and Himalayan

Bank Ltd.)",an unpublished master level thesis submitted @nkér Dev Campus,

Faculty of Management, T.U.
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Major Objectives of his study are:

To highlight the current profit planning premiseopted and its effectiveness
in HBL and SBI .

To analyze the variance of budgeted and actuakaehients.

To study the growth of the business of the Banles tive period.

To provide suggestion and recommendations for ingreents of the overall

profitability of the banks.

Major Findings of his study are:

Major concentration of the analysis on profit pleagnin commercial banks is
at deposit mobilization. In this respect, they m@urring higher cost toward
deposit mobilizations. The average growth rateotéltdeposit of SBI L is
more than of HBL i.e. 17.0725% > 11.36%.

The LABP of both banks were in fluctuating rate othee study period, but in
the FY 2002/03, negative growth of SBI L was byp4P46 (on the basis of FY
2001/02). Comparatively SBI L was having good posithan HBL (from the
average growth rate i.e. 16.08% > 14.11% respdygjive

In the SBI L, NLABP was high at first years and atage in second year then
after it fluctuated. Towards the end, it's growndkerwas 22.19 percent (on the
basis of 2004/05). Similarly in the HBL, NLABP wassitive in 5 years and
negative in two years. At last year it's growtheratas negative by -7.79
percent ( on the basis of 2004/05)

Expenditure of the both banks were in increasiegdrbut in the FY 2002/03
of SBI L and FY 2001/02 of HBL was decreased. Imparasion, the more
increasing trend was in the HBL than SBI L.

Major Recommendations made by him were;

The deposit collections of both the banks are emiregy over the period but the
collection of HBL is not satisfactory in comparisevnith SBI L. So, it is
recommended to HBL to collect more amounts as depbsugh large
variety of deposit scheme and facilities, like clstive deposit scheme, gift

cheques recurring deposit scheme (life insuranaell monthly interest
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income. The minimum amount needed to open on at¢cstould be
minimizes so that it will attract other small dep®s

* The average cost of deposit of SBI L is high thaBLHTherefore SBI L
should try to lower it by mobilizing more and md@v cost or lost free
deposits thereby reducing the interest cost becdwséo high cost of deposit,
bank is forced to invest its fund more on high ¢iatsets, which are generally
not liquid and obviously risky for the bank.

» Correlation between interest expenses and depddiBh is negative, it
shows there is no relation between interest exgeasd deposit but it is not

possible. So HBL should increase its cost of depate.

Sharma, Indra (2009), has submitted thesis on dpi tProfit Planning of Nepal
Credit & Commerce Bank Ltd.an unpublished master level thesis submitted to

Shanker Dev Campus, Faculty of Management, T.U.

Major Objectives of his study are:

* To find out the relationships between total investinloan and advances,
deposit, net profit and outside assets.

* To identify the investment priority sectors of coential Bank

* To assess the impact of investment on profitability

* To analyze and forecast the trend and structudepbsit utilization and its

Major Findings:

* While NCC bank had been able to utilize its toggbassits in year 2010/2011.
Likewise, the mean ratio of NIC Asia and NCC bark&3.11% and 77.72%
respectively

» Similarly, the ratio of NCC is highest of 16.42%dahe lower of 2.73%
respectively in FY 2007/2008 and 2011/2012.
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His Major Recommendations:

* While NCC bank had been able to utilize its totgpaisits in year 2010/2011.
Likewise, the mean ratio of NCC bank is 77.72% eetipely.

* By coefficient variation analysis, NIC bank hasreaniformity than NCC
bank since NIC has less CV of 4.36%. But it is theg the banks should aim
to maintain more the 50% of deposits as loan toeaehprofit.

» Total loan to total ratio of NCC bank is fluctuaitrend it is not better for the
bank so it should be try to manage it properly.

* NCC had been strong to mobilize its total depositl@an and advances.
Nevertheless, higher ratio is not always bettemfiayuidity point of view so
bank should always keep better optimum liquiditgipon.

* However, the ratio of NCC in all year is above #iverage standard which is not
good.
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Maharjan, Luna (2009) conducted a study on thectoprofit Planning in a

Commercial Bank ( a case study of Standard ChadteBank)’, an unpublished

master level thesis submitted to Shanker Dev Canfaailty of Management, T.U.

Major Objectives of her study are:

To highlight the current profit-planning premisepted and its effectiveness
in Standard Chartered Bank.

To observe Standard Chartered Bank's Profit Plgnomthe basis of overall
managerial Budgets developed by Bank.

To analyze the variance of budgeted and actuaksaehients

To study the growth of the business of the Bank ¢ive period.

To make necessary suggestions and recommendations.

Major Findings of her study were;

The decision making process is highly centralizeddver, management takes
the feed forwards for annual planning and strateglding through manager

conferences and strategy building through managefecences and strategic
meeting organized twice in every year at the hdacko

Interest expenses amount is the highest amongexpanse items of the bank
every yeatr.

The total deposit of the bank is found increasingrg year corresponding to
the increase in interest expenses the total depogierfectly and positively

correlated with total interest expenses.

The Profitability ratio shows that it is a usefueasurement for all financial

researchers invested in the assets. As Returnsatsas high during 2005/06
with 2.55% and return on equity is high in samedisyear with 37.55%, this

shows that overall efficiency of the SC Bank andtdveutilization of total

resources available is higher and strong.

Major Recommendations made by her were;

Profit Planning & control technique should be uged making long term

banking strategies and managerial decisions.
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Employee training & career planning at advancelleheuld be given more
focus in order to keep the man power updated waighchanging practices and
the technologies.

The average cost of deposit of the Bank is higler&tore, bank should try to
lower it by mobilizing more and more low cost orstdree deposits thereby
reducing the interest cost due to high cost of dépbank is forced to invest
its liquid and obviously risky for the bank.

Bank CD ratio is high, which is rather a compulstormeet the cost of high
cost deposits. Higher CD ratio although gives bett¢urn in short term, it
hampers the liquid and is more risky for the bané ealls for more provision
for loan loss. In this way, the profitability oféhbank also get hampered on
the long run. Therefore, the bank should improsgepibsition from lowering
the deposit cost and increase the investmentgudliassets although they are

of low yield.

Uprety, Santosh (2012) has conducted a researc¢Rrofit Planning and Control of
Commercial Banks in Nepalgn unpublished master level thesis submitted smkér

Dev Campus, Faculty of Management. T.U. In his wtutie has selected

Machhapuchhre Bank limited as a sample bank, Mafgectives of his study were;

To examine the main approaches of profit planning.
To test the extant of achievement of planning oEMepuchhre Bank
Limited.

Major Findings of her study were;

Machhapuchhre Bank Ltd lacks active and organidadning department to
undertake innovative products research, lunch aveldpment work.
Management isn’t free to operate the bank. Intdreerof NRB and Ministry
of finance regarding personnel placement and atiedters has paralyzed the
effectiveness of the bank.

The analysis of the position of deposit in MBL sisotliat the deposit, which
are raised by the bank is not fully utilized. Irctféhis also reflects the lack of

definite policy of the MBL.
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« MBL has the most sophisticated GLOBUS banking safevenabling to
provide modern banking facilities like tale bankimgternet banking point of
sale services, ATM facilities, SWIFT facility andamy more.

* It is the first private commercial bank to keep lEsficated communication
technology which has interlinked all its branchegshe centralized database
system and has enabled the bank to provide anyvidagrieng facilities to all
its valued customers.

» Loans were approved based on proprietors or prasetatements rather than
verifying and evaluating the possibilities of hapipg and non happening of
their plans and statements.

* While evaluating the loan application only the pi@si aspect or prospective
are high-heighted and the risks involved (negatisgeects) are not adequately
addressed.

» Additional loans/facilities are provided and loamase renewed without
evaluating the past performance of the client. Epesblematic loans are
renewed for the sake of showing them good.

* Analysis of the real need of the project and itgatality to pay back are not
done. Appraisals are based on the directors anchqgiews rather than the

viability of the project.

2.3 Research Gap

Today’s world is marketed by rapid changes and mvelopments, financial
recession, as such researchers conducted a few lpaek may not be adequate to
explain current phenomena. Thus continuous attemeptls to be taken and new
researches should be conducted to build our egidimowledge base, interpret and
analyze events in the face of dynamism. Most ofpidrs research studies about profit
planning system are basically related to profitnplag system of manufacturing
sectors or production oriented activities. The aedeer could find only one study so
far that has been related to profit planning systérma commercial bank i.e. in NB
Bank. All the research have pointed out that there proper profit planning system
and recommend for the effective implementation aifip planning system in the

concerned institutions.
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This study shall be a new study in this field asshaly has been made so far in the
profit planning of commercial banks i.e. comparatstudy on profit planning in Bank
of Kathmandu and NCC Bank Limited. This study haedt to indicate the
implementation of profit planning system as welltassee how far the banks are
practicing. This study has analyzed the financadifion of BOK, and NCC bank by
applying the tools of ratio analysis and other raathtical and statistical tools.
Finally it concludes the various findings of restaiand recommendations to the
BOK, and NCC bank.
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CHAPTER - 111
RESEARCH METHODOL OGY

3.1 Resear ch Design

This study is an examination and evaluation of ltidgocess in profit planning
program of BOK and NCC bank. Various functional e and other related
accounting information and statement of the ban&sewaken as reference materials
to analyze and evaluate the profit planning systérbanks. Descriptive as well as
analytical approaches were been adopted in théearels. This is a comparative study
research of the selected commercial banks.

3.2 Population and Sample

As this research aims at studying the profit plagraspect of the commercial bank
taking the reference of BOK and NCC and data haentanalyze for several years of
its operation. Here, all the commercial banks arpufation of the study and BOK
and NCC have been selected as sample for the pstsely.

3.3 Data Collection Procedures and Sour ces of Data

This study is mostly based on secondary data. Hew@vimary data and information
have been obtained through informal discussionsh wite staffs of the bank.
Secondary data have been collected from the anpublished accounting and
financial statement of the banks. Similarly othecessary data have collected from

website, newspapers and related publications.

3.4 Research Variables

Loans/Advances, overdrafts and Bills discounted @)Dcustomer deposits, total
resources, total deployment interest expensesy ettpenses, interest income, other
income etc. of the banks are the research varialbligss study.

-39 -



3.5 Analysis of data

"Analysis is the careful study of available factsteat one can understand and draw
conclusion from them on the basis of establishedcies and sound logic.This
study is mostly based on the analysis of secondaty with the help of different
statistical tools. Therefore the data have beefeaed accordingly and managed,
analyzed and presented in suitable tables, forrde&igrams, graphs and charts. Such
presentations have been interpreted and explaimedewer necessary,” (Cottle et al,
1988: 29).

Financial, mathematical and statistical tools aseduto analyze the presented data,
which includes ratio analysis, percentage, regoessinalysis, correlation, mean,

standard deviation, coefficient of variance, petibeimcrement, etc.

3.6 Statistical tools
To draw the conclusion by analyzing the collectedadsimple statistical tool like
arithmetic mean, multiple bar diagram and tabufatere used to implicit the

comparative results.

3.6.1 Arithmetic mean average

The central values that represent the charactisti the whole distribution or the
values around which all items of the distributieend to concentrate are called
average. Arithmetic mean or arithmetic averagens of the important statistical
measures of average. The arithmetic mean of a gieenf observation is their sum

divided by the number of observations.

3.6.2 Multiple Bar- diagrams and graphs

Diagrams and graphs are visual aids which give rd’sbieye view of a set of
numerical data which show the information in a whgat enables us to make
comparison between two or more than two sets od.datagrams are in different
types. Out of these various types of diagram, ohéh@ most important form of
diagrammatic presentation of data is multiple bagihm which is used in cases
where multiple characteristics of the same set ath chave to be presented and

compared.
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3.6.3 Percentage

Percentage is one of the most useful tools forcthraparison of two quantities or
variables. Simply, the word percentage means pedhed. In other words, the
fraction with 100 as its denominator is known gseacentage and the numerator of

this fraction is known as rate of percent.

3.6.4 Coefficient of correlation(R)

Correlation analysis is the statistical tool useddéscribe the degree to which one
variable is linearly related to another. The ca#it of correlation measures the
direction of relationship between the two setsigfifes. It is the square root of the
coefficient of determination. Correlation can eitlbe negative or positive. It always
lies between +1 to -1. The degree of associatitwdsn the two variables, say X and

Y, is defined by correlation coefficient (R)

N2 Xy—2X.2y
JnExZ - (E X2 Zy? - (T Y)?]

r=

3.6.5 Regression analysis

Regression is the statistical tool which is useddtermine the statistical relationship
between two (or more) variables and to make esiimafor prediction) of one
variable on the basis of the other variable(s).theo words, regression is that
statistical tool with the help of which the unknowalue of one variable can be

estimated on the basis of known value of the ofhenble.

3.6.6 Standard deviation (o)

The standard deviation is the absolute measureispesion. It is defined as the
positive square root of the mean of the squarehef deviation taken from the
arithmetic mean. The greater the amount of disperer variability, the greater the
standard deviation, the greater will be the magi@tof the deviation of the values
from their mean. A small standard deviation meahgyh degree of uniformity of the
observation as well as homogeneity of a seriesaalasige standard deviation means

just the opposite.
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3.6.7 Coefficient of variation (C.V.)

The relative measure of dispersion based on thelatd deviation is known as the
coefficient of variation. It is independent of urfio, two distributions can bitterly be
compared with the help of C.V. for their variahjlit_ess the C.V., more will be the

uniformity, consistency, stable and homogeneousagit vice versa.
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CHAPTER-IV
PRESENTATION AND ANALYSISOF DATA

4.1 Liquidity Ratio

a. Current Ratio

Current Ratio demonstrates the level of debt pagiitity of an organization. Current
assets can be converted into cash within shorogeri time normally not exceeding
one year. Current liabilities are those obligatwhich are payable within short
period. Current assets consist of cash and bar&al money at call or short terms
notice, loan & advances, investment in governmesdusties and other interest
receivable and other miscellaneous current asgatsrent liabilities consist of
deposits, loan and advances, bills payable, Taxigpom, staff bonus, dividend

payable and miscellaneous current liabilities.

In the table 4.1 below, current ratio of commerbiahks has been analyzed. The table
reflects that the current assets of all commerio&iks have exceeded the current
liabilities during the five years period. In genataan be said that all the banks have
sufficient current assets to meet their short tehigations. In other words bank are

capable of discharging their current obligations.

Table4.1
Current Ratio (Times)
Fiscal Year
Bank Mean| SD Ccv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 1.05 1.06 1.07 1.07 1.09 1.068.0133| 0.0125
NCC | 0.90 1.07 1.07 1.11 1.12 1.0584.0796| 0.0755

(Source: Appendix No. 1)

The current ratios of BOK for the fiscal years 2@&7to 2011/12 were in increasing
trend. Similarly NCC has also increasing trendoralin an average, NCC has higher
current ratio, which indicates that its liquiditgtion is fair. The value of coefficient
of variation of BOK is 1.24% which is comparativébyver than NCC. Thus it can be

said that current ratio of BOK is consistent thiaat tof NCC.
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b. Cash and Bank Balanceto Total Deposit Ratio

Cash and bank balance are assets that constieutesthline of defense and consist of
cash in hand and other cash items balance with stioneanks and balance with
banks aboard. This ratio measures the most ligsséta i.e. cash and balance out of
the total current asset of bank. Higher ratio shtivesbank’s ability to meet demand

for cash.

The table below shows cash and bank balance todep@sit ratio of BOK, and NCC
from the FY 2007/08 to 2011/12.

Table4.2
Cash and Bank Balanceto Total Deposit Ratio
Fiscal Year
Bank Mean SD CvVv

2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12

BOK
10.62 9.09 12.07 8.85 7.99 9.724  1.4477 0..1489

NCC| 11.66 20.19 13.00 20.29 15.85 16,2 3.56f1 0..2202

(Source: Appendix No. 2)

In general, the cash and bank balance to total sitepatios of both banks were in
acceptable range. In average NCC has higher cakbark balance to total deposits

ratio than BOK. In this sense the liquidity positiof NCC was better.

c. Cash and Bank Balanceto Current Assets Ratio

This ratio measures the proportion of most liqudeds i.e. cash and bank balance out
of the total current assets of bank. Higher ratidates the bank’s ability to meet the
daily cash requirement. Bank has to maintain adequesh for the customers demand
against deposit when required.

The table below shows the Cash and bank balancertent asset ratio of BOK and
NCC from the FY 2007/08 to 2011/12.
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Table4.3
Cash and Bank Balanceto Current Assets Ratio

Fiscal Year
Bank Mean | SD CVv
2007/08 | 2008/09| 2009/10 | 2010/11 | 2011/12
BOK 9.24 8.31 10.87 7.85 6.92 8.638 1.3434 0.1655

NCC | 12.88 18.32 11.71 17.60 13.4Q 14.782 2.6617 8001

(Source: Appendix No. 3

The Table 4.3 shows that the cash and bank bal@ncearrent asset ratio of both
banks were in fluctuating trend during the studyiqge BOK has maintained a
highest ratio of 10.87% in the year 2009/10. SiyldNCC has highest ratio of
18.32% in the fiscal year 2008/09. Similarly theeffimgient of variation of NCC is

18.01%, which is higher than BOK.

d. Investment on Gover nment Securitiesto Current Assets Ratio

This ratio examines portion of a commercial banksent assets which is invested in
different government securities i.e. treasury kahgl government bonds. Commercial
banks are interested to invest their collected fonddifferent securities issued by
government to utilize their excess funds. Even gawent securities are not so liquid
as cash and bank balance of commercial bank; teasily be sold in the market or
can also be converted into cash in other ways. Tdlgde 4.4 below reflects that

investment in government securities to current tasggo of both banks are in

fluctuating trend.

Table4.4

I nvestment on Government Securitiesto Current Assets Ratio

Fiscal Year
Bank Mean | SD Ccv
2007/08| 2008/09 | 2009/10 | 2010/11 | 2011/12
BOK | 16.37 12.19 8.69 12.90 16.50 13.33 2.9088 0.2182
NCC 19.67 21.62 14.08 14.11 14.71 16.838 3.1/769880.1

(Source: Appendix No. 4)
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The mean ratio of BOK is lower than NCC. The caedint of variation of NCC is
lower in comparison to the BOK banks. Lastly it dam concluded that NCC has

invested its larger portion of its current assetggovernment securities than other

banks.

e. Loans and Advancesto Current Assets Ratio

Loan and advances include short and long term lmaerdrafts and cash credit.

Commercial banks should not keep its all colledtewtls as cash and bank balance in

order to invest as loan and advances to the cussorfiesufficient loan and advances

cannot be granted, it should pay interest on thosetilized deposits funds. Even

high loan and advances may also effects to keegbdn& in most liquid position

because they can only be collected at the time afunmty. Thus, a bank must

maintain its loan and advances on proper way.

Table4.5
L oan and Advancesto Current Assets Ratio
Fiscal Year
Bank Mean | SD CvVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 65.98 71.90 72.95 72.76 72.02 71122 2.6029 0.0366
NCC | 63.00 54.77 67.65 64.08 68.20Q 63.54 4.8188 0.0758

(Source: Appendix No. 5)

The Table 4.5 shows the percentage of loan andnadsato current assets ratio

position of BOK, and NCC. The loan and advancesuwent assets ratio of both

banks were in increasing trend. The mean ratio@KBs highest than that of NCC.

It reflects that loan and advances to current assieis of the BOK has maintained a
highest ratio of 72.95% in the FY 2009/10. SimyfaNCC has 68.20% in the FY

2011/12. The coefficient of variation among ratolower in case of BOK, which

indicates uniformity in comparison to NCC bank.iScan be concluded that BOK is

better in mobilization of its loan and advances.
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4.1.2 Asset Management Ratio

Commercial bank must manage its assets very wedhtisfy its customers to earn

high profit and for its own existence. It measutesefficiency of the bank.

a. Loansand Advancesto Total Deposit Ratio

This ratio measures how successfully the bankslalleeto mobilize the total deposit

on loan and advances for profit generating purpblsgher ratio indicates the better

mobilization of total deposits, but too high isaalsot better from liquidity point of

view.

The table 4.6 reflects the percentage of loan ahdreces to total deposit ratios
position of BOK and NCC.

Table4.6
L oan and Advancesto Total Deposit Ratio
Fiscal Year
Bank Mean SD CcVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 75.87 78.71 80.99 82.03 83.11 80.142 2.5843 0.0322
NCC | 57.05 60.36 75.13 73.86 80.68 69.416 9.1p1731Q.1

(Source: Appendix No. 6)

The ratios of BOK and NCC were in increasing trémdthe study period. BOK has

maintained higher loan and advances to total depasi 83.11% in fiscal year
2011/12 and NCC maintained the higher ratio of 8&an fiscal year 2011/12.The
mean value of BOK i.e. 80.142% which is higher theC. The CV of BOK is lower
than that of the other bank which indicate thatiotn and advances are stable and

consistent.

Hence it can be concluded that BOK is in betteitmrsregarding the mobilization of

total deposits on loan and advances and acquiiigigeh profit in comparison with

NCC.
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b. Total Investment to Total Deposit Ratio

Commercial bank must mobilize its deposit fund byeisting in different securities

issued by government and other financial, non frersectors. This ratio measures
the extent to which the banks are capable to nm&btheir deposits on investment in

various securities. This ratio is computed by digtotal investment by total deposit.

Table 4.7 shows the total investment to total depaso of the banks BOK & NCC.

Table4.7
Total Investment to Total Deposit Ratio
Fiscal Year
Bank Mean SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 24.15 20.23 15.39 16.09 20.40 19.252 3.1993 0.1662
NCC| 19.03 25.97 17.34 18.00 18.87 19.832 3.1276570.1

(Source: Appendix No. 7)

From table 4.7, it is found that, total investmemtotal deposit ratios of bothanks

are in either increasing, decreasing trend oruetélating trend during study period
2007/08 to 2011/12. The total investment to toggbakit ratio of BOK has highest
ratio of 24.15% in FY 2007/08 and lowest ratio 6f39% in FY 2009/10. NCC has
highest and lowest ratio of 25.97% and 17.34% in EY08/09 and 2009/10

respectively.

BOK has the lowest mean value (19.252), NCC’s medine (19.832) is also similar
to BOK. Likewise the value of coefficient of vai@ on NCC is lower than that of
both banks. After analysis it is clear that theestment policy of NCC is in better
position in comparison to both banks. The totalestment to total deposit ratio of
NCC is more homogeneous because it has low caaftiof variation. Year wise

ratio is promoted in figure 4.2 below.
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c. Loan and Advancesto Total Working Fund Ratio

Loan and advances are the major components ofotaéworking fund. The ratio
reflects some extent to which the commercial baates able to utilize loan and
advances for the purpose of profit generation. wetaking fund is the total assets. It
is composed up of current assets, fixed assetgeli@neous assets and investment,

loan and advance and interest receivable.

Table 4.8 shows the loan and advance to total wgrkind ratio of BOK and NCC.

Table 4.8
Loan and Advancesto Total Working Fund Ratio
Fiscal Year
Bank Mean SD CvVv

2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12

BOK | 64.51 70.33 71.46 71.23 70.55 69.41@.5868 | 0.0372

NCC | 61.42 53.61 65.14 62.65 72.03 62.97 5.9482 0.0945

(Source: Appendix No. 8)

This clearly shows that loan and advances to wgrkimd ratio of NCC is in highly
fluctuating trend. BOK has the highest ratio 71.48%he FY 2009/10, NCC has the
highest ratio i.e. 72.03% in the FY 2011/12.

The mean value of BOK has maintained higher loath @tvances to total working
fund ratio than that of NCC. In this regard, BOKimsbetter position among other
banks. The coefficient of variation of BOK is sificantly lower than that of other
bank.

d. Investment on Gover nment Securitiesto Total Working Funds Ratio.

It is said that commercial banks should never ulstha total deposits resources as
loan and advances and other credit from security lguidity point of view. So to
some extent commercial bank seem to be interestedtilize their resources by
purchasing government securities. This ratio réflebe relationship between the
banks investment in securities in comparison totttal working funds. Table 4.9
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shows the investment on government securities tid working fund ratio of BOK

and NCC.
Table: 4.9
Investment on Government Securitiesto Total Working Fund Ratio
Fiscal Year
Bank Mean | SD Cv
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
BOK | 16.01 11.92 8.51 12.63 16.16 13.05 2.8460 0.2182
NCC | 19.18 21.16 13.55 13.80 15.54 16,65 3.0234 1®.18

(Source: Appendix No. 9)

Table 4.9 reflects that investment on governmeciirgiges to total working fund ratio
of both banks are in fluctuating trend. The medne/af NCC is the highest (16.65)
than the BOK. This means NCC has invested relatilasiger portion of working

funds on government securities as than BOK. Thepaoative picture composed to

investment on government securities to total wagkumd ratio for the study period.

e. Investment on Shares and Debenturesto Total Working Fund Ratio

This ratio shows the banks’ investment in share @ablentures of subsidiary and
other companies. Now-a-days, commercial banks aterested to invest on
government securities only. They are also intedegianvest in shares and debenture
of different types of companies. Most of the comeradr banks of Nepal have
purchased shares of various development banksamne sf them have purchased the

share of other companies too.

This ratio reflects the extent on which the baniesable to mobilize their total assets
on purchase of share and debenture of other coegpémigenerate income and utilize
their excess fund. A higher ratio indicates greptation of investment on shares and

debenture out of total working fund.

Table 4.10 shows the investment on shares and tlgben total working fund ratio
of BOK and NCC from the FY 2007/08 to 2011/12.
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Table4.10
Investment on Shares and Debenturesto Total Working Fund Ratio

Fiscal Year
Bank Mean SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK 0.62 0.64 0.60 0.17 0.16 0.438 0.2233 0.5P98
NCC 2.75 3.08 2.33 1.56 1.62 2.268 0.6028 0.2658

(Source: Appendix No. 10)

The table 4.10 reflects that investment on shandsdabentures to total working fund

ratio of all banks are in fluctuating trend. In average, NCChas maintained high

investment on shares and debentures to total wgrkind ratio than BOK. The

coefficient of variation of BOK is higher than NG&hich indicate that BOK is more

variable and less consistent in this regard.

f. Total Off Balance Sheet Operation to L oan and Advances Ratio

Commercial banks should concentrate not only ol fo@sed activities such as loan

and advances, investment on different sectors amhsRather, they should pay their

attention to increase free based off balance siwrfties. Income generated through

the free based off balance sheet activities carieita significant proportion in the

total income of most of the commercial banks stat®mA high ratio indicates the

highest OBS transaction or vice versa. The totaBQ@Beration to loan & advances

ratio of the both banks for the study period haanld@bulated in table 4.11 below.

Table4.11
Total OBS Operation to L oan and Advances Ratio
Fiscal Year
Bank Mean SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 22.80 24.42 52.45 68.79 68.22 47.34 20.2471 0.4277
NCC | 34.63 33.09 31.92 3.61 35.90 27/83 12.1850 7843

(Source: Appendix No. 11)
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The total OBS operation to loan and advances tdtBOK is generally in increasing
trend whereas the NCC bank is generally followihgtiiating trend. The mean of
NCC is lower than that of other bank i.e. 27.83847BOK has highest mean value
composed to NCC and BOK. The coefficients of var@amf the both banks are

comparable.

g. Loan LossRatio

Loan loss occurred when the debtors fail to pai tban. Loss of the loan is not only
the default of debtors but it is also because efftlure of recovery of loan by the
bank. Negligence in its part makes a negative impadhe earning and capital of a
bank very badly. Greater loan loss provision is engdincome statement if high loss
is expected.

But this will lead to low profit and possible lossand produces low increase or
decrease in capital. The loan loss ratio shows éffiwiently the bank manages its

loan and advances and makes effort for timely regowgf loan.

The loan loss ratio data of the two banks for tesperiod is presented in table 4.12

below.
Table4.12
Loan Loss Ratio
Fiscal Year
Bank Mean| SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12

BOK | 0.87 0.30 0.23 0.71 0.88 0.598.2794| 0.4672
NCC | 5.45 3.03 0.89 1.33 0.76 2.292.7751| 0.7745

(Source: Appendix No. 12)

The table 4.12 reflects that the loan loss rati@lbthe both banks have fluctuating
trend. On the other hand BOK has the lowest mearegs98) compared to that of
NCC (2.292). Similarly the standard deviation & ffméent of variation are lower for

BOK. So the data shows that the performance of BOkKrms of loan recovery is

better in comparison than NCC.
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4.1.3 Profitability Ratio

Profitability ratios are useful to measure theadincy of operation of a firm in term
of profit. Profit is the indicator of the financiperformance of any firm. Commercial
banks acquire profit by providing different kindsservices. Higher profitability ratio
generally shows the efficiency of the managemehe bllowing profitability ratios

are related to study under this heading.

a. Return on Loan and Advances Ratio

Return on loan and advances ratio measures thangarapacity of banks on its total
deposits mobilized on loan and advances. Mostly laad advances includes loan,
cash credit, and overdraft, bills purchased andadisted. In other words return on
loan and advances ratio indicates how efficientlg banks have employed its
resources in the firm of loan and advances.

Table 4.13 below depicts the return on loan & adearratio data of the both banks

under study.

Table4.13
Return on Loan and Advances Ratio
Fiscal Year
Bank Mean| SD Ccv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK 2.79 2.90 3.15 3.05 3.46 3.07 0.2307 0.0y52
NCC | -3.13 11.29 6.05 5.30 2.50 4402 4.7184 1.0/19

(Source: Appendix No. 13)

The table 4.13 reveals that the returns on loanaanences ratio of all the both banks
are following the fluctuating trend during the petiof 2007/08 to 2011/12. The mean
of BOK is lesser than NCC i.e. 3.07 <4.402. Theadsad deviation of BOK is lesser
than NCC banks. Similarly the coefficient of vaieat of BOK is less than NCC i.e.
7.52% < 107.19%.

-B3 -



b. Return on Total Working Fund Ratio

It is also known as return on asset. This ratiosuess the profit earning capacity by
mobilizing available resources (total assets). ptefit includes the profit that is left
to the internal equities after all charge and expenest

The table below shows the return on assets of BA@KNCC for the period 2007/08 —
2011/12.

Table4.14
Return on Total Working Fund Ratio
Fiscal Year
Bank Mean SD CVv
2007/08 | 2008/09| 2009/10 | 2010/11 | 2011/12
BOK 1.80 2.04 2.25 2.18 2.44 2.142 0.2141 0.1000
NCC -1.92 6.06 3.94 3.32 1.80 264 2.6589 1.0071

(Source: Appendix No. 14)

Table 4.14 shows clearly that the ratio is higHlyctuating in case of NCC, and
slightly fluctuating in case of BOK. The coeffictenf variation of BOK is lesser than
that of NCC i.e. 10.00% < 100.71%. It indicated tine return on total working fund

ratio of BOK is stable and consistent in comparispoNCC.

c. Total Interest Earned to Total Outside Assets Ratio

It measures the interest earning capacity of thkdahrough efficient utilization of
all the outside assets. Higher ratio indicates ebettse of outside assets of a
commercial bank. Total outside assets includes lmash advances, investment on
government securities, share and debentures anthell types of investment.

The table below exhibits total interest earnedtaltoutside assets ratio of BOK and
NCC for the study period.
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Table4.15

Total Interest Earned to Total outside Assets Ratio

Fiscal Year
Bank Mean| SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 6.61 6.60 7.73 9.39 10.97 8.26 1.69892053
NCC | 9.59 9.13 8.98 10.48 12.32 10.0 1.22701215

(Source: Appendix No. 15)

The total interest earned to total outside assais of all the both banks are in
fluctuating trend. NCC has the highest mean rati@.1) which indicates its better
success in earning high interest income in comparie BOK. If the coefficient of

variation is observed, NCC has the lowest tharBO& i.e. 12.15% < 20.53%. This
reflects that the total interest earned to totdbioe assets ratio of NCC is relatively

consistent.

d. Total Interest Earned to Total Working Fund Ratio
This ratio is calculated to find out the percentageinterest earned to total assets. It
reflects the extent to which the banks are sucakssimobilizing their assets to gain

higher income as interest. Higher ratio indicatighér earning power.

Table 4.16 below shows the interest earned to teteking fund ratio of BOK and
NCC for the period 2007/08 — 2011/12.

Table4.16
Total Interest Earned to Total Working Fund Ratio
Fiscal Year
Bank Mean| SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 5.62 5.83 6.58 8.00 9.64 7.134.5053| 0.2110
NCC | 7.85 7.00 7.20 8.17 10.95 8.284.4227(0.1728

(Source: Appendix No. 16)

Table 4.16 reveals that the ratio of BOK is in @aging trend, where the ratio. The
ratio of NCC is also fluctuating but it is compavaty greater than that of BOK. After
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analysis it can be concluded that total interesheghto total working fund ratio of

BOK is satisfactory compared to other banks. BOK lhigher coefficient of variation

than NCC.

e. Total Interest Paid to Total Working Fund Ratio

This ratio is calculated to find out the proportiohinterest paid against the total

working fund. Higher ratio indicates the highereirgst expenses on total working

fund and vice-versa. Table 4.17 below reflectsnisan, S.D and C.V of total interest

paid to total working fund ratio of the both bari&sthe study period.

Table4.17
Total Interest Paid to Total Working Fund Ratio

Fiscal Year
Bank Mean | SD CvVv
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
BOK
2.33 2.35 2.75 3.86 4.92 3.242 1.0067 0.3105
NCC
4.69 3.39 3.34 455 7.12 4618 1.3719 0.2071

(Source: Appendix No. 17)

In the above table, total interests paid to workfumgd ratio of BOK are in increasing

trend and BOK has fluctuating trends. The NCC baak highest mean value

whereas the coefficient of variance of BOK is digdiigher than the NCC. Standard

deviation and coefficient of variance of BOK and Gl@re comparable.

4.1.4Risk Ratio

Bank has to take risk to get return on investmBingk taken is compensated by the

increase in profit. So a bank has to take highsdc ifi it expects higher return on its

investment.

a. Credit Risk Ratio

Bank utilizes its collected funds in providing citetd different sectors while making

investment. It is essential for a bank to examingedredit risk involved in the project.

This ratio shows the proportion of non-performirsgets in total loan and advances of

- 56 -



the bank. Due to the unavailability of the relevdata the ratio is measured with the

help of loan and advances to total assets.

Table4.18
Credit Risk Ratio
Fiscal Year
Bank Mean| SD CVv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK | 64.51 70.33 71.46 71.23 70.55 69/625868 | 0.0372
NCC | 61.42 53.61 65.14 62.65 72.03 62)99.9482 | 0.0945

(Source: Appendix No. 18)

The table 4.18 shows the percentage of creditragk of BOK and NCC. The credit
risk ratio of BOK is in fluctuating trend duringdfstudy period i.e. it has maintained
maximum ratio of 71.46% in the FY 2009/10 and i$ nanimum ratio of 64.51% in
the year 2007/08. Similarly credit risk ratio of RG@s also fluctuating trend. NCC has

maintained maximum ratio of 72.03% in the year 2021

The mean of NCC is lower than the BOK i.e 62.97e Toefficient of variance of
BOK is 3.72%, and NCC has 9.45%. Among both bankBhas less C.V, it

indicates that its credit policy is consistent tiNDC.

b. Liquidity Risk Ratio

The liquidity risk of the bank defines its liquigiheed for deposit. A higher liquidity
indicates less risk and less profitable bank acd-versa. The ratio of cash and bank
balance to total deposits is the indicator of theks liquidity needs. The cash and
bank balance are the most liquid assets and treegarsidered as bank’s liquidity

sources.

The liquidity risk ratios of the both banks for teudy period have been tabulated
below in table 4.19.
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Table4.19

Liquidity Risk Ratio

Fiscal Year
Bank Mean SD (@AY
2007/08| 2008/09| 2009/10| 2010/11| 2011/12
BOK | 10.62 9.09 12.07 8.85 7.99 7R41.4477 | 0.1489
NCC| 11.66 20.19 13.00 20.29 15.85 2 3.56[/1 0.2202

(Source: Appendix No. 19)

The table 4.19 reflects that the liquidity riskioat of both banks are in fluctuating
trend. NCC's liquidity risk ratio recorded 11.6686the FY 2009/10 and 13.00% in
FY 2008/09. The liquidity ratios of BOK and NCC dess fluctuating. BOK has the

less standard deviation and coefficient of variaoompared to NCC. NCC has the

highest standard deviation and coefficient of vazea BOK seems more consistent in

terms of liquidity risk ratios.

c. Capital Risk Ratio

A bank needs to maintain adequate capital in meiat the nature and condition of its

assets, its deposits liabilities and other corgorasponsibilities. This ratio measures

ability of bank to attract deposits and inter-b&mkds. It also determines the level of

profit. A bank can earn if a bank choose to takgh fuapital risk. The capital risk ratio

of the both bank#or the study period has been presented in taBl2 delow.

Table4.20
Capital Risk Ratio
Fiscal Year
Bank Mean SD Cv
2007/08| 2008/09| 2009/10 | 2010/11 | 2011/12
BOK 9.44 9.57 9.80 9.41 10.37 9.718 0.3538 0.0864
NCC -9.13 9.61 9.81 12.68 12.70 7.1834 8.2407 1.1551

(Source: Appendix No. 20)

From the table 4.20, it is clearly seen that thegmage of capital risk ratio of BOK

is generally stable during the study period. NCG fadlowed the fluctuating trend.
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NCC has the value of -9.13 in FY 2007/08 and 127BY 2011/12. The capital risk
ratios of the banks over the study period have eahreflected in mean, standard
deviation and coefficient of variance. BOK is thesnstable in terms of capital risk

ratio.

4.1.5 Growth Ratio

It represents how well the commercial banks arentasiing their economic and

financial position. Here those growth ratios aralgred and interpreted, which are
related to the fund mobilization and investment agament of a bank. In this topic,
there are four types of growth ratio and under #gstion growth ratio of total

deposit, total investment, loan and advances angroét are calculated.

a) Growth ratio of total deposit

Growth ratios of total deposit of banks under stady calculated to find out the trend
of growth of total deposit and to detect actualifpms of banks. The growth ratios are
derived from the interpolation of the factor, whigh calculated by dividing final

deposit with initial deposit.

Table4.21
Trend of Total Deposit
(Rsin millions)

Fiscal Year Growth Rate
2007/08 | 2008/09 | 2009/10 |2010/11|2011/12 | (%)
BOK | 12,389 15,834 18,084 20,316 21,018 14.13
NCC | 6,500 7,320 9,128 10,825 10,951 13.93
(Source: Appendix No. 21)

Bank

The table 4.21 shows that the growth ratio of B@&askit is higher than that of NCC.
BOK has maintained ratio of 14.13% and NCC is 1%9@spectively. This means
the performance of BOK to collect greater depasihpared to NCC. BOK and NCC
are improving year by year. Among both banks NCG lawest growth ratio
i.e.13.93%.
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b) Growth ratio of loan and advances
Growth ratios of total loan and advances of bankdeu study are calculated to find
out the trend of growth of total loan advances endetect actual position of banks.
The growth ratios are derived from the interpolatod the factor, which is calculated
by dividing final loan and advances with initialloand advances.
Table4.22
Trend of Loan and Advances

( Rsin millions)

Fiscal Year Growth Rate
Bank 2007/08 | 2008/09 |2009/10 |2010/11 |2011/12 | (%)
BOK | 9,399 12,463 14,647 16,665 17,468 16.76
NCC | 3,708 4,418 6,858 7,995 8,835 24.24

(Source: Appendix No. 21)

The table 4.22 shows that the growth ratio of laad advances of NCC is higher
than BOK. BOK has able to maintain of 16.76%, wheréNCC able to have
maintained 24.24%. The highest growth ratio is 2%2and lowest growth ratio is
16.76%. The NCC also maintained the average pedocm to grant loan and

advance in the study period.

¢) Growth ratio of total I nvestment
Growth ratios of total investment of sample bantessalculated to find out the trend
of growth of total investment and to detect beesition of banks. The growth ratios
are derived from the interpolation of the factohiet is calculated by dividing final
investment with initial investment.
Table4.23
Trend Ratio of Total I nvestment

(Rsin millions)

Fiscal Year Growth Rate
Bank (%)

2007/08 | 2008/09 | 2009/10 | 2010/11|2011/12 0
BOK | 2992 3204 2783 3269 4287 9.41
NCC | 1237 1901 1583 1948 2061 13.62

(Source: Appendix No. 21)
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The table 4.23 shows that the growth ratio of N©@ltinvestment is higher than
BOK. NCC is able to maintain 32.24%, whereas BOKntagned and 9.41%. NCC
Bank has highest growth ratio due to grant hugestment in FY 2011/12.

d) Growth ratio of total net profit
Growth ratios of total net profit of sample banks aealculated to find out the trend of
Growth of total net profit and to detect betteripos of banks. The growth ratios are
derived from the interpolation of the factor, whishcalculated by dividing final net
profit with initial net profit.
Table4.24
Growth ratio of total net profit

( Rsin millions)

Fiscal Year Growth Rate
Bank 2007/08 | 2008/09 |2009/10 |2010/11|2011/12 | (%)
BOK | 262 361 462 509 605 23.27
NCC | -116 499 415 424 221 17.49

(Source: Appendix No. 21)

The table 4.24 shows that the growth ratio of BOtaltnet profit is higher than NCC.
Net profit of NCC is poor in comparison with BOKOK is able to maintain the
growth ratio in better position. So it clear thaOB has high growth rate in

comparison to NCC.

From the above analysis of tables, it can be caeduthat BOK performance
regarding the collection of deposit, granting laard advances on total investment

and net profit is comparatively better.

4.2 Statistical Tools

4.2.1 Trend Analysis

i) Trend Analysis of Total Deposit

An effort has been made to calculate the trendegabf deposits of BOK and NCC
for five fiscal years from mid July 2007/08 to 2012 and forecast for next five fiscal
years from the mid July 2011/12 to 2015/16.
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Table4.25
Trend Value of Total Deposit of BOK and NCC

(Rsin millions)

Fiscal Trend % Trend %
year Value of Change Value of Change
BOK NCC
2007/08 13,180.2 - 6,463 -
2008/09 15,354.2 16.49 7,704 19.20
2009/10 17,528.2 14.16 8,945 16.11
2010/11 19,702.2 12.40 10,186 13.87
2011/12 21,876.2 11.03 11,426 12.17
2012/13 24,050.2 9.94 12,667 10.86
2013/14 26,224.2 9.04 13,908 9.80
2014/15 28,398.2 8.29 15,148 8.92
2015/16 30,572.2 7.66 16,389 8.19
2016/17 32,746.2 7.11 17,630 7.57

(Source: Appendix No. 22, 23)

The total deposits of BOK and NCC were in the iasmeg trend. If all other things
remain the same the total deposits of the BOK ®alle more deposit than the NCC,
in the next five fiscal years.. The total depo$iBOK will be 32,746.2 million in the
mid July 2016/17. The total deposit of NCC willRs. 17,630 million.

By analyzing the above trend value, it can be fothal the total deposit collection
position of BOK will be better in comparison to NCGenerally the deposit

collection positions of both banks were in incragdrend.

i) Trend Analysis of L oan and Advances
Here the trend values of loan and advances of B&lNCC have been calculated
for five fiscal years from mid July 2007/08 to 20124. The forecast for next five

fiscal years up to 2016/17 have been done.
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The table 4.26 below reveals that the trend valuman and advances of both the
banks were in increasing trend. Similarly the tédan and advances of NCC will be
Rs. 16,045 million in the fiscal year 2016/17. Tatan and advances of BOK will be
28,366 million in the fiscal year.

Table4.26
Trend Values of L oan and Advances of BOK and NCC

(Rsin millions)

Fiscal Trend % Trend %
year Value of Change Value of Change
BOK NCC
2007/08 10,060 - 3,597 -
2008/09 12,094 20.22 4,980 38.45
2009/10 14,128 16.82 6,363 27.77
2010/11 16,162 14.40 7,746 21.74
2011/12 18,196 12.59 9,129 17.85
2012/13 20,230 11.18 10,512 15.15
2013/14 22,264 10.05 11,895 13.16
2014/15 24,298 9.14 13,278 11.63
2015/16 26,332 8.37 14,661 10.42
2016/17 28,366 7.72 16,045 9.44

(Source: Appendix No. 24, 25)

From the above analysis it can be found that the End advances position of BOK
will be comparatively higher than NCC i.e. Rs. &3> Rs. 16,045 million

respectively.

iii) Trend Analysis of Total Investment

Under this topic, an effort has been made to cateuthe trend values of total
investment from the mid July 2007/08 to 2011/12 &mdorecast for the period of
July 2012/13 to 2016/17.
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Table 4.27 shows the trend values of total investnieom mid July 2007/08 to
2015/16/16 of the BOK and NCC.
Table4.27
Trend Values of Total Investment of BOK and NCC

(Rsin millions)

Fiscal Trend % Trend %
year Value of Change Value of Change
BOK NCC
2007/08 2,776 0 1,407 0
2008/09 3,042 9.58 1,577 12.08
2009/10 3,307 8.71 1,746 10.72
2010/11 3,573 8.04 1,916 9.74
2011/12 3,838 7.42 2,085 8.82
2012/13 4,104 6.93 2,255 8.15
2013/14 4,369 6.46 2,424 7.49
2014/15 4,635 6.09 2,594 7.01
2015/16 4,900 5.72 2,763 6.52
2016/17 5,166 5.43 2,933 6.15

(Source: Appendix No. 26, 27)

Total investments of BOK and NCC have the incrgasiend. The total investment
of NCC will be 2933 million in the mid July 2016/1%hich is lowest in comparison
with BOK. BOK has expandable trend value of 51668iom in the mid July 2016/17.

From the above analysis.

iv) Trend Analysis of Net Profit

Under this topic, an effort had been made to arahgt profit of BOK and NCC from
the mid July 2007/08 to 2011/12 and forecast ferghriod from mid July 2011/12 to
2015/16. Table 4.28 shows the trend values of r@fitgor the period of ten years
from mid July 2007/08 to 2016/17.
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Table4.28

Trend Value Net Profit of BOK and NCC

(Rs. In millions)

Fiscal Trend % Trend %
year Value of Change Value of Change
BOK NCC

2007/08 273 0.00 169 0.00
2008/09 356 30.40 229 35.50
2009/10 440 23.60 289 26.20
2010/11 523 18.86 349 20.76
2011/12 607 16.06 408 16.91
2012/13 690 13.67 468 14.71
2013/14 773 12.03 528 12.82
2014/15 857 10.87 588 11.36
2015/16 940 9.68 648 10.20
2016/17 1,024 8.94 708 9.26

(Source: Appendix No. 28, 29)

The above table 4.28 shows the net profit of bathks have the increasing trend
value. The net profit of NCC will be 708 million the mid July 2016/17. Similarly

net profit of BOK will be 1024 million, which is ¢hhighest amount than NCC bank.
Trend value of net profit of the both banks for peziod of 2007/08 to 2016/17 has

been shown in figure 4.1 below.
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Figure: 4.1
Trend Value Net Profit of BOK and NCC
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From this trend analysis it can be said that thepnefit of NCC in the medium
among the banks which shows i.e. 1024 > 708 miliothe year 2016/17. The above

calculated trend values of all both banks aredittethe trend line.

4.2.2 Coefficient of Correlation Analysis
Karl Pearson coefficient of correlation (Direct Metl) has been used to find out the
relationship between deposit and loan and advadeggsit and total investment and

outside assets and net profit etc.

i) Coefficient of Correlation between Deposit and L oan and Advances

It measures the intensity or magnitudes or degfeeelationship between the two
variables. In the analysis, deposit is indepengantble (X) and loan and advances
are dependent variable (Y). The objectives of campgucoefficient of correlation (r)
between the two variables are to justify whethgrodé is significantly used as loan

and advances or not.

The table 4.29 shows the value of ‘¢, P. E. and 6P.E. between deposit and loan and
advance of BOK and NCC.
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Table4.29

Coefficient of Correlation between Deposit and L oan and Advances

Evaluation Criterions
Banks
r r° P.E. 6 P. E.
BOK 0.9997 0.9994 0.0001810 0.001086
NCC 0.9906 0.9813 0.005641 0.03385

(Source: Appendix No. 30,31)

The table 4.29 shows the value of ‘?, P. E., 6 P. E. between deposit and loan and
advances of BOK and NCC from the fiscal years 208%b 2011/12. In case of
BOK, it is found that coefficient of correlationthe=en deposit and loan and advances
is 0.9997. It shows the positive relationship betwdwo variables. The value of
coefficient of determination{ris 0.9994, which means 99.94% of the variatiothin
dependent variable (loans and advances), has bg#aired by the independent
variable (deposit). Similarly, considering the \alof ‘r’ i.e. 0.9997 and comparing it
with 6 P.E. i.e. 0.001086, we can clearly see ithatgreater than the value of 6 P.E.,
it means the value of ‘r’ is significant. In otheords there is significant relationship

between deposit and loan and advances. NCC alsodiraniar trend.

In conclusion it can be stated that BOK and NCCikaktsignificant relationship
between deposit and loan and advances becausegréater than 6 P.kn all cases.
However BOK has higher correlation between depasit loan and advances as well

as higher value of{yin comparison to NCC.

ii) Relationship between Deposit and Total I nvestment

Coefficient of correlation between deposit and ltataestment measures the degree
of relationship between these two variables. Dépssndependent variable (X) and
total investment is dependent variable (Y). Theppse of computing it is to find out
whether deposit is significantly used as investnoemtot. Table 4.30 shows the value
of ', r% P.E, 6 P.E. deposit and total investment of B AICC from the fiscal
year2007/08 to 2011/12.
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Table4.30

Coefficient of Correlation between Deposit and Total | nvestment

Evaluation Criterions
Banks
r r° P.E. 6 P. E.
BOK 0.5897 0.3478 0.1967 1.1802
NCC 0.7313 0.5348 0.1403 0.8418

(Source: Appendix No. 32, 33)

The table 4.30 shows the value of ‘%, P.E., 6 P.E. between deposit and total
investment of BOK and NCC. From the table, it isurfd that coefficient of
correlation between deposit and total investmenBOK is 0.5897. It shows the
positive relationship between two variables i.gpatdt, independent variable (X) and
total investment, dependent variable (Y). Moreovitie value of coefficient of
determination @) is 0.3478. It means 34.78% of the variation ie thependent
variable is explained by the independent variaSlmilarly considering the value of
‘r and comparing it with 6 P.E.i.e.1.1802, we csee that it is less than the value of

6P.E. it shows that the value of ‘r’ is not sigo#nt.

In case of both banks ‘r’ is less than 6P.E. Saethe no significant relationship
between deposit and total investment. That meatksaBd NCC has not been able to

follow the policy of maximizing the investment dietir deposits.

iii) Coefficient of Correlation between Outside Asset and Net Profit

Here outside assets (x) are independent variab@set profit is dependent variable
(y). The objective of computing coefficient of celation between outside asset and
net profit is to find out whether net profit is sificantly correlated with respect to

total outside assets or not.

Table 4.31 shows the value of ‘r%, IP.E, 6 P.E. between outside asset and net profit
of BOK and NCC.
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Table4.31

Coefficient of Correlation between Outside Asset and Net Profit

Evaluation Criterions
Banks
r 2 P.E. 6 P. E.
BOK 0.9910 0.9821 0.005399 0.03239
NCC 0.4092 0.1674 0.2512 1.5072

(Source: Appendix No. 34, 35)

Table 4.31 above shows the value ofy.E, 6 P.E. between outside Asset and Net
Profit of BOK and NCC for the study period 20074032011/12. From this table, it
has been found that the coefficient of correlatiogtween total outside assets
(independent variable) and net profit (dependentite) is 0.9910 in case of BOK.

It shows positive relationship between these vé&mbThe value of coefficient of
determination @), is 0.9821 indicated that 98.21% of the variatiorihe dependent
variable has been explained by the independerdhlari The value of r is greater than
the value of 6P.E, which reveals BOK is capabledm net profit by mobilizing in

total outside assets.

Likewise, the coefficient of correlation betweematooutside assets and net profit in
the case of NCC is 0.4092. Again when we consither talue of coefficient
determination ) i.e. 0.1674, it means 16.74% of the variationttie dependent

variable has been explained by the independerahari

iv) Coefficient of Correlation between Deposit and Net Profit

The coefficient of correlation between deposit aed profit measures the degree of
relationship between these two variables. Here slefg¥) is independent variable
and net profit (Y) is dependent variable. The ofiyes of computing coefficient of
correlation between these two variables are toifyjusivhether net profit is

significantly correlated with deposits or not.

Table 4.32 shows the value of ‘r% P.E., 6 P.E. between deposit and net profit of
BOK and NCC for the study period.
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Table4.32

Coefficient of Correlation between Deposit and Net Profit

Evaluation Criterions
Banks
r 2 P.E. 6 P. E.
BOK 0.9794 0.9592 0.01231 0.07386
NCC 0.3946 0.1557 0.2457 1.5282

(Source: Appendix No. 36, 37)

From this table, it has been found that the coeffiicof correlation between total
deposit i.e. independent variable and net prddit dependent variable is 0.9794 in
case of BOK. It shows positive relationship betwtese two variables. Considering
the value of coefficient of determinatioff)(ri.e. 0.9592, it is indicated that 95.92% of
the variation in the dependent variable has begrlamed by the independent
variable. Similarly considering the value of r bigreater than the value of 6 P.E, it
is indicated that BOK is capable to earn net prbfitmobilizing in total deposit.
Likewise, the coefficient of correlation betweetataleposit and net profit in the case
of NCC is 0.3946. Again when we consider the valtieoefficient of determination
(%) i.e. 0.7533 and 0.1557, it means 75.33% and %.567 the variation in the
dependent variable has been explained by the indepé variable.

The above analysis clears that; the value of ‘rcase of BOK is significant
correlation between mobilizations of funds retiat in the case of NCC the value of
‘r' is far less than 6 P.E. So NCC bank has no igant correlation between

mobilization of funds and returns.

V) Coefficient of Correlation between Deposit and I nterest Earned

The coefficient of correlation between deposits amgrest earned measures the
relationship between these two variables. Depa@sisindependent variable (X) and
an interest earned is dependent variable (Y). Tdective of calculating r between
two variables is to see whether deposit is sigaifity used to earn interest or not.
Table 4.33 below shows the value of ‘#, P.E. and 6P.E of BOK and NCC for the
study period.
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Table4.33
Coefficient of Correlation between Deposit and Interest Earned

Evaluation Criterions
Banks
r r° P.E. 6 P. E.
BOK 0.9280 0.8612 0.04187 0.2512
NCC 0.9435 0.8902 0.03312 0.1987

(Source: Appendix No. 38, 39)

The coefficient of correlation ‘r' between depoaitd interest earned in case of BOK
is 0.9280, which indicates a positive relationshigtween these variables. The
coefficient of determination{ris 0.8612 which indicates that 86.12% of theatioh

in dependent variable has been explained by indkgregnvariable. Similarly
considering the value of ‘r and comparing with &Pit is clear that the value of r is
greater than the value of 6 P.E. This shows tHadstsignificant relationship between
deposit and interest earned. The coefficient ofetation ‘r' between two variables in
case of NCC is 0.9435 respectively. These figurgaimaindicate the positive

relationship between the two variables in bothdhses.

vi) Coefficient of Correlation between Loan and Advances and I nterest Paid

Here, loan and advances is independent variablesr{i interest paid in dependent
variable (Y). The purpose of calculating ‘r' betwethese variables is to establish
whether increase in loan and advances has to phayade in decreasing in interest
expenses. Table 4.34 shows the values of*rPrE and 6 P.E. of BOK and NCC for
the study period.

-71 -



Table4.34

Coefficient of Correlation between L oan and Advances and I nterest Paid

Evaluation Criterions
Banks
r r° P.E. 6 P. E.
BOK 0.9048 0.8187 0.05469 0.3281
NCC 0.8742 0.7642 0.07113 0.4268

(Source: Appendix No. 40, 41)

The coefficient of correlation between loan andabes and interest paid in the case
of BOK is 0.9048. It shows the positive relatiomstietween two variables. The
coefficient of determination {r in case of BOK shows a higher degree dependency
than NCC. The value of r is greater than value &.B.in case of BOK which states
that there is significant relationship between loand advances and interest
paid.Similarly the coefficient of correlation betreloan and advances and interest
paid in the case of NCC is 0.8742. They show thstipe relationship between these
variables. The values of coefficient of determioat{r”) 0.7642 it means 76.42% of
the variation in the dependent variable is explhibhy the independent variable.
Again considering, the value of r and comparindhv@tP.E.in both cases it is greater
than 6 P.E. which reveals that the value is sigaift relationship between two

variables.

vii) Coefficient of Correlation between Total Working Fund and Net Profit

The coefficient of correlation between the totalrkiog fund and net profit measures
the degree of relationship between them. Here| wtaking fund is taken as
independent variable (X) and net profit is takerdapendent variable(Y). The main
purpose of calculating ‘r’ is to see whether tatarking fund is significantly used to
generate earnings or in other words whether themgables are significantly
correlated or not. Table 4.35 shows the value’of?r P.E, 6 P.E. between these two
variables of BOK and NCC for the study period.
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Table4.35

Coefficient of Correlation between Total Working Fund and Net Profit

Evaluation Criterions
Banks
r 2 P.E. 6 P.E.
BOK 0.9884 0.9769 0.006968 0.04181
NCC 0.5426 0.2944 0.2184 1.3104

(Source: Appendix No. 42, 43)

From table, it is found that coefficient of corrtedam between total working fund and
net profit of BOK is 0.988. Since the value of ire. 0.9884 is more than 6
P.E.i.e.0.04181, there exist significant relatiopsbetween total working fund and
net profit. The coefficient of correlation betweeoth total working fund & net profit

in case of BOK is 0.9884, which indicates a positiglationship between these two
variables. The value of coefficient of determinat{c) is 0.9769 which indicates that
97.69% of the variation is dependant variable hasnbexplained by independent

variable.

4.2.3 Test of Hypothesis

i) Test of Hypothesison L oans and Advancesto Total Deposits Ratio of BOK

and NCC

To test the ratios of loans and advances to tapbsits of BOK and NCC with the
statistical tools “T-test” has been done.

t=2.2661

Degree of freedom =fin—2=5+5-2=8

Level of significancew = 5%

Critical value: The tabulated value of t at 5% level of significarfor one tailed test
and for 8 degree of freedom is 1.860 ie@s(8) = 1.860

Decision: Since the calculated value of t is 2.2661 whichrisater than the tabulated
value 1.860, the null hypothesis dHs rejected. This means there is significant
difference between mean ratios of loans and adgatwcéotal deposit of BOK and
NCC.
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ii) Test of Hypothesison Total Investment to Total Deposit Ratio of BOK and

NCC

This ratio of total investment to total depositB®K and NCC are taken and carried
out under t- test.

t=-0.2592

Degree of freedom=nl1+n2-2=5+5-2=8

Level of significancep = 5%

Critical value: The tabulated value of t at 5% level of significarior one tailed test
and for 8 degree of freedom is 1.860 ie@s(8) = 1.860

Decision: Since the calculated value of t i.e. -0.2592 is lgmn the tabulated value
i.e. 1.860, the null hypothesis is accepted. Thisams there is no significance

difference between mean ratio of total investmerbtal deposit of BOK and NMB.

iii) Test of Hypothesisof Investment on Gover nment Securitiesto Current
Assets Ratio of BOK and NCC.
To test the significance of relationship betweenkB&hd NCC under statistical tool

“T-test” has been done.

t=-1.5369
Degree of freedom=nl1+n2-2=5+5-2=8

Level of significancep = 5%

Critical value: The tabulated value of t at 5% level of significarior one tailed test
and for 8 degree of freedom is 1.860 ie@s(8) = 1.860

Decision: Since, the calculated value of t i.e. -1.5369 ss Ithan the tabulated value

1.860, so the null hypothesis is accepted i.e.etherno significance difference

between mean ratio of total investment to totalodépf BOK and NCC.
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iv) Test of Hypothesis on Loans and Advancesto Current Assets Ratio of BOK

and NCC.

To test the significant relationship between loansl advances of BOK and NCC
under statistical tool, “T-test” has been done.

t=2.7681
Degree of freedom =fin—2=5+5-2=8
Level of significancep = 5%

Critical value: The tabulated value of t at 5% level of significarior one tailed test
and for 8 degree of freedom is 1.860 bes(8) = 1.860

Decision: Since the calculated value of ti.e. 2.7681 is tgrethan the tabulated value
i.e.1.860, the null hypothesis is rejected. Thisansethere is significance difference
between mean ratio of investment on governmentrggsuto current assets ratio of
BOK and NCC.

V) Test of Hypothesison Return on Loans and Advances Ratio of BOK and NCC
The ratios of return on loans and advances of B&K MCC are taken and under t-
test of significance difference.

t=-0.5631
Degree of freedom =fin—2=5+5-2=8
Level of significancep = 5%

Critical value: The tabulated value of t at 5% level of significarior one tailed test
and for 8 degree of freedom is 1.860 bes(8) = 1.860

Decision: Since the calculated value of t i.e. -0.5631 is lgmn the tabulated value

i.e. 1.860, the null hypothesis is accepted i.@rehis no significant difference

between mean ratio of return on loan and advaratesaof BOK and NCC.
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vi) Test of Hypothesison Total Interest Earned to Total outside Assets Ratio of
BOK and NCC
The ratio of total interest earned to total outsadsets of BOK and NCC are taken

and carried out under “T- test” of significancefeliénce.

t=-1.7581
Degree of freedom =fin—2=5+5-2=8

Level of significancep = 5%

Critical value: The tabulated value of t at 5% level of significarior one tailed test
and for 8 degree of freedom is 1.860 bes(8) = 1.860

Decision: Since the tabulated value of t i.e. -1.7581 whiless than the tabulated
value i.e. 1.860, the null hypothesis is acceptedthere is no significance difference
between mean ratio of investment on governmentrggsuto current assets ratio of
BOK and NCC.

4.3 Major Findingsof the Study
1. The current ratio of BOK shows increasing trendirtyithe study period. The

ratio ranges from lowest 1.05 in 2007/08 to highk€9 in 2011/12 with an
average ratio of 1.068. The mean ratio of BOK ghkr than NCC.

2. The main ratio of this bank is higher than BOK aN@C which indicates that its
liquidity position is better to serve its customeeposit withdrawal demands.

3. The mean ratio of investment on government seesrid current asset of BOK
is lower than NCC. i.e 13.33 < 16.838. It mearss BOK has invested it's as
much as portion of its current assets as governgamnirities. The C.V. of BOK
is higher in comparison to the other banks. Sohenkasis of C.V. the ratio of
BOK are more volatile and inconsistent.

4. The Loan and advances to current assets ratio ¢€ B@ in increasing trend.
The mean ratio of BOK is higher than NCC i.e 71.2283.54 which indicates
that its liquidity positions consistencies.

5. The loans and advances to total deposit ratio oKBf@s an increasing trend.
The mean ratio of BOK is higher than NCC. The meatio is 80.142 % with
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lowest 3.22% C.V which shows that the ratios atisfs&tory consistent over the
study period.

. Investment to total deposit of both banks hasunttlating trend during the study
period. The mean ratio of total investment to tagposit of BOK is lesser than
NCC i.e 19.252 < 19.832.

. The loans and advances to total working fund b ”®OK has higher than NCC.
Its C.V is 3.72% which is lowest than NCC. It shotle ratios are consistent
over the study period. Loan and advances are tre¢ s and most productive
asset of the bank. From the study shows two tHiteasset taken optimum risk
towards the mobilization of its fund to risky asset

. In case of investment on government, securitigstd working fund mean ratio
of BOK has lower than NCC. The mean of the rati@305% with highest C.V
of 21.82% which shows that its ratio is more vagadnd less consistent over the
study period.

. The investment on shares and debenture to totdimgpfund ratios of all both
banks have fluctuating trend during the study merithe mean ratio of BOK is
found to be 0.438 with 50.98% C.V. The coefficiaitvariation of BOK is
higher than that of NCC which indicates that BOKmsere variable and less

consistent.

10.Total off balance sheet operation to loan and acksmratios of BOK has

increasing trend during the study period. The asslpf the ratios shows that
OBS operation of the bank is in decreasing anddhting trend. It may be due
to competition in the banking sector or bank is getting enough attention

towards non-funded business.

11.The loan loss ratio of BOK has fluctuating trentheTmean of the ratio of it is

found to be 0.598% with C.V of 46.72%, which is Esvthan that of the other
compared bank, it shows that the bank managesatsdnd advances and makes
effort for timely recovered of loan. The varialyliof the ratio of BOK is lower
than that of other compared bank. The decreasamtof loan loss provision

indicates that the quality of loans becoming dedigrg year by year.

12. The mean ratio of return on loans and advances odtBOK is lower than NCC.

The mean of the ratio is found to be 3.07 with ©f\7.52%, which indicates that
the ratios are less variable. The average ratib%#t % suggests that the earning

capacity of the bank’s loan and advances is nidfaatory.
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13.Return on total working fund ratios of BOK are Indtuating trend during the
study period. Its ratio ranges from 1.80% to 2.44%.

14.The mean ratio of total interest earned to totaside assets of BOK is lowest of
all. The total interest earned to total outsideetsssatio of the BOK is less
variable in comparison to NCC. Its C.V betweenrtitéos is found to be 20.53%
which shows that the ratios are satisfactory comsigluring the study period.

15.Total interest earned to total working fund ratmfsBOK have ranging from
5.62% in 2007/08 to 9.64% in 2011/12. The mea ratitotal interest earned to
total working fund of BOK is 7.134 with 21.10% C.Vhe ratio indicates that
BOK has average earning power of the total assets.

16. The total interest paid to working fund ratios d€® has fluctuating trend during
the study period. The mean ratio of total inteyest to total working fund of
NCC is higher than other banks, which means it pasl average interest.
Similarly it has lower coefficient of variance angohoth banks which indicates
that total interest paid & total working fund rati® inconsistent than that of
BOK. So, NCC is in better position from paymentimterest point of view. It
seems to be successful to collect its working firoth less expensive sources in
comparison to others.

17.Credit risk ratios of the banks are in fluctuatingnd. The mean of the ratios of
BOK is found to be 69.62 which are higher than NG@nilarly its C.V is 3.72%
which is less compared with other bank. It indisatkat its credit policy is
consistent than other bank.

18.The mean capital risk ratio of BOK is in betweea tompared banks. The ratio
of BOK is less variable, which indicates that tlhpital risk ratio is consistent.

19.The analysis of the growth ratio of total deposital loan and advances, total
investments and net profit of BOK in comparisonhwMCC during the study
period shows that the total deposits of the banik iscreasing trend with the net
growth rate of 14.13%.

20.The total investment of studies banks are fluchgatirend during the study

period.
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21.The total net profit of BOK is in increasing trerolst NCC is in fluctuating trend
during the study periods. BOK and NCC have 23.2A%1}/.49 % respectively.

22.The trend analyses of total deposit of BOK and N@&e increasing trend. From
the trend analysis it is forecasted that the tdéglosit of BOK in 2015/16/16 will
be Rs 32746.20 million. Similarly the total depadiNCC will be 17630 million
in the third mid July of 2016/17 respectively. Teheposit collection of BOK is
better than that dfICC.

23.From the trend analysis of total loan and advaittcleas been seen that the total
loan advances of all the both banks have increasery. The total loan and
advance of BOK in i.e. 18196 million and NCC i.&29 million.

24.Total investments of BOK and NCC have in increasingnd. The total
investment of the BOK in the year 2016/17 is prtgddo be 5166 million. The
total investments of NCC will be 2933 million.

25.The net profits of all both bankeve the increasing trend. The net profit of BOK
by the year 2016/17 is projected to be 1024 mi/lmhich is the highest value
under the study period.

26.The Correlation coefficient between deposits arzhland advances of the BOK
is .9997 which is highest among other bank. ltdabbe error multiplied by six
is found to be 0.001086 since ‘r > 6 P.E and &’positive which is near by 1,
there is very strong positive correlation betweepasits and loans and advances
during study period.

27.The Correlation coefficient between total outsidsets and net profit of the
BOK is 0.9910 which is highest among other bank& probable error
multiplied by six is found to be 0.03239, since 8 P.E and ‘r’ is positive which
is near by 1, there is very strong positive cotr@tabetween outside assets and
net profit. But in case of NCC is insignificant oalation between two variable
because the value of ‘r’ i.e. 0.4092 is less tinat of the value 6 P.E. i.e. 1.5072.

28.The Correlation coefficient between deposits artdongfit of the BOK is 0.9794.
It shows the positive relationship between two afasles. It's probable error
multiplied by six is found to be lesser than theuedr’. So it is indicates that it is
successful to utilize the deposit. But in case 6(\there is no relationship could
be established between the deposit and net profit.
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29.The Correlation coefficient between deposits anérest earned of the BOK and
NCC are 0.9280 and 0.9435. It's probable error ipligd by six is found to be
0.2512 and 0.1987. Since r > 6P.E. and r is pasifihiere is positive correlation
between deposit and interest earned.

30.The Correlation coefficient between loan and adearand interest paid of BOK
and NCC the value of r also higher than the value.B., so the relation is
significant.

31.The Correlation coefficient between total workinmd and net profit of BOK is
0.9884. It shows the positive relationship betweea variables. It's probable
error multiplied by six is found to be lesser vaafér’. But in case of NCC have
no relationship could be established between ttaé warking fund and net profit
because its ‘r’ is lesser than the value of 6P.E.

32.The calculated value of t i.e. 2.2661 is greatantthat the tabulated value i.e.
1.860, so there is significant difference betweeean ratios of loan and
advances to total deposit of BOK. But there is ificgmt difference between
mean ratios of loan and advances to total depdsB@K and NCC, which
indicates that it isn’ mobilizing the total deposit loan and advances for profit
generating purpose.

33.There is no significant difference between meaiosaif total investment to total
deposit ratio of BOK and NCC. So these banks mustobilize its deposit funds
by investing in different securities issued by goweent and other financial
sectors.

34.The calculated value of t i.e. -1.5369 is less thaat the tabulated value i.e.
1.860, so there is no significant difference bemvenean ratios of investment on
government securities to current assets ratio dkBO

35.The calculated value of t is greater than thatblitated value of BOK & NCC.
This indicates there are significant differencesMeen mean ratio of loan and
advances to current assets of BOK and NCC. It nmysst its collected funds as
and bank balance in order to make high profit byitimng its funds by keeping
some amount as liquidity.

36.There is no significant difference between mearosadf total interest earned
total outside assets of BOK & NCC.
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CHAPTER -V
SUMMARY, CONCLUSIONSAND
RECOMMENDATIONS

5.1 Summary

Commercial banks are major financial institutiom$jich occupy quite an important
place in the framework of every country's econoragduse they provide capital for
the development of industry, trade and business aihdr resources. Commercial
banks have its own role and contribution in theneooic development; they maintain
economic confidence of various segments and extesdit to people. The banking
sector has to play developmental role to boosetmamomy of its country by adopting
the growth oriented investment policy and buildimg the financial structure for
future economic development formulation of soungestment policies and planned
effort pushed forward the force of economic growfthe income and profit of the
bank depends upon its lending procedure, lendidigypand investment of its fund
utilize in different securities. Commercial bank® able to utilize their deposits
properly i.e. providing loans and advances or legdior a profitable project, the
reason behind it is lack of sound investment polidye main objective of this study
is to evaluate the profit planning policies adoptsdBOK and NCC. The study is
totally based on secondary sources of data cotldayeusing various published and
unpublished sources. There are 31 commercial bapkgating in Nepal which are
considered to be the population of the study artdobthem two commercial banks
i.e. BOK and NCC has been taken as a sample o$ttity and the collected data
have been analyzed by using various financial tamld statistical tools like ratio
analysis, correlation coefficient, regression emumatetc. Regarding the profit
planning policies of commercial banks, there adadly five basic principles a bank
follows while providing the loans i.e. liquidity rgfitability, security, suitability and
diversification. Various processes while makingestment decision are applied in
the study i.e. set investment process, securitylysisa portfolio construction,
revision, performance evaluation .The data obtafrmt annual reports and websites
of the concerned banks, likewise the financialestegnts of five fiscal years from the
2007/08 to 2011/12 were used for the purpose dtiatian.
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5.2 Conclusion

The liquidity position of BOK is comparatively bettthan NCC. In spite of the
current ratio in average among the banks BOK hasitaiaed the cash and bank
balance to meet the customers demand. All the baake met the normal standard

current assets ratio to meet the short term oldigatf their customers.

From the analysis of assets management ratio itbeafound that BOK is in better
position as compared to NCC. The loans and advaondesal deposit ratio, loan and
advances to total working fund ratio of BOK is heghthan NCC. NCC has invested
the highest portion of total working fund on goveent securities as compared to
BOK. Due to more efficient loan policy, BOK suffdess from loan loss provision. It
takes low credit risk and has sufficient deposftean bearing interest which can be
used in a creation period. Anyhow BOK is also tgyito be best in loan loss
provision. Investment on shares and debenturesgtabworking fund ratio is higher in
BOK. The interest earned to total outside assedseturn on total working fund ratio
of BOK is lowest of all. But overall analysis ofgfitability ratios, BOK is average
profitable in comparison to NCC. To make the prd8iOK is taking highest risk by
providing the higher portion of its deposit as arloThe return on loan and advances
ratio and return on assets of BOK is lower than NC@@e ratio suggests that the
earning capacity of the bank's loan and advancemtisatisfactory. The return on
assets of the bank is good in average; it indicitesgood earning capacity of the

bank assets and good utilization of its assets.

The total interest paid to working fund ratio of 8@ less than the interest earned to
total working fund ratio. So it is in profitable gition as it is getting higher return that
is interest cost. The degree of risk is averag8BOIK. The credit risk ratio is higher
than the compared banks. However the lowest C.\¥¢radit ratio and average C. V.
of liquidity risk ratio and capital ratio over tiséudy period provides for the assurance
of consistency of the degree of risk. BOK is shaywits good performance by
increasing the total deposit, loan and advancesimrestment in profitable sectors
interested earnings by providing loan to clientee Trend of the total investment,
total deposit, loan and advances and net profBOK shows better position than
NCC.
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5.3 Recommendations

On the basis of the findings of the study the fwelltg recommendations can be

drawn:-

1.

In commercial banks the liquidity position affeetd¢ernal and internal factors
such as saving for investment situations, centealkb requirements, the
leading policies management capacity etc. In thidysit should try to lower
the current liabilities to improve its liquidity piion. Current ratios of both
two banks were not satisfactory. It is below i@nstard rate 2:1. So the banks
are suggested to improve current assets.

From the study it is found that BOK has not invdstends in government
securities than that of other bank. BOK liquiditgsfiion shows that it has
kept relatively funds as cash and bank balanceiwtho@sn’t earn any return.
This ultimately affects profitability of bank. Inggnent in government
securities i.e. TBs development bonds. Savingfoate are free of risk and
highly in nature. So BOK is recommended to invéstfuind in government
securities instead of keeping them idle. “Sometligngetter than nothing”.

In practice joint ventured banks are urban based/ice quite a few elite, a
fluent big customer are heavily dependent on fresetl activities. To
overcome its situation they should be accessibleutal areas and possible
loan and advances to its deposit. So the custoarer&njoying by getting
deposit borrowing and other services.

BOK has invested it's more of the funds that isaltohvestment on total
deposit ratio but the percentages of investmenslwmre and debenture is
nominal. So it is suggested to invest more ofutsdfin share and debenture
of different companies.

NCC loan and advances to total deposit ratio isekiwcompared to other
bank. To overcome from the situation it is recomdeshto follow liberal
lending policy and invest more and more of totgdatst in loan and advances
and maintain stability on the investment policy.

BOK’s loan loss ratio is increased year by yeartt$®bank is recommended
that before providing the loan make sure that yolignts are in good
character and able to pay its loan or may takecthiateral which is nearly

two times more than that of your guaranteed.
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7. Profitability ratios of banks are not satisfactoifyresources held idle bank
have to bearded more cost and result would be Iqwefit margin. So
portfolio condition of a bank should be regulardyised from time to time. It
should always try to maintain the equilibrium ire thortfolio condition of the
bank. The bank should use its funds in more paotfctors. It should utilize
its risky assets and shareholders’ funds and ilsheduce its expenses and
should try to collect cheaper fund being more pable.

8. The risk taken by BOK from the angle of credit regkd capital risk are in an
average but the consistencies of the same areyhigldtile which may result
higher loss. So it should not test such risk oregperiment basis it should
carefully study it so as to achieve higher retwomt the above risk.

9. In the light of growing competition in the bankisgctor the business of the
bank is customer oriented. It should strengthen actt/ate its marketing
function, as it is an effective tool of attractiagd retaining customers. The
bank should develop an innovative approach to laalketing and formulate
new strategies of serving customers in a more auaneway.

10.The investment policy of BOK is good in every agpes studied above but
the consistency in the above investment sectoirs égjuilibrium states. It is
found that at time bank focuses much of its attento one sector leaving
other sector untouched, so it is recommended tohtall the sectors and
balance it effectively as to have the optimal perfance of the bank.

11.To get success itself and to encourage financhleaonomic development of
the country through industrialization and commédization, a commercial
bank must mobilize its fund and debentures of otfiesncial and non
financial companies. And if other sectors go upitpady then bank can
utilize its fund more and more by providing thenarioor getting sufficient
dividend on their share or interest on their delneyst Commercial banks
need to strengthen its economic structure to aehigvped overall
development. They have to resort to innovative eagn of banking there by
bringing professionalism in their business. If thfejlow those suggestions
they can have better reach to the modern innovatinkecompetitive banking

markets.
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