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CHAPTER - |
INTRODUCTION

1.1 Background of the Study

A well- development country can only be imagined if there is economic development.
Economic development refers to different sectored developments. Economic sectors like
industry, trade, tourism, agriculture etc. To understand the real norms and values one has
to understand the fundamental elements and a deep study and analysisto it.

Manageria finance is the area of subject where we can achieve long run sustainability of
any business. It includes multiple areas and its dynamism helps to run a business to fit
ourselves in this competitive world. In manageria finance mainly money and capital
market, investments and business finance are given priority in the studies.

In these modern days the banking sectors are highly activated and operated which is very
essential for the economic development. Normally we can say that banks collect scattered
fund from various places and it mobilizes these funds where the income is generated. The
funds are usualy invested in productive sectors. Commercial banks are called the main
functioning part of financial activities because each and every economic activity is
directly or indirectly related to them.

Normally commercial banks are those financial institutions which promote the monetary
transaction. It provides various financial services to the community as well as for nation.
Commercial banks contributes to the nation by mobilizing domestic saving and
channeling them into productive areas, by facilitating trade by making financial
transaction easier, faster and more reliable and efficient services at a reasonable cost.
Commercial banks also provide services to the financial need of people. It also helps their
customers in many ways from ordinary day to day needs to complex life changing
decisions.

According to Commercial Bank Act, 2031 B.S. “A Commercial bank is that financial
institution which accept deposits grant loans and performs commercial banking function
and which is not a bank, meant for co-operative, agriculture, industries of such specific
purpose.” Commercial banks are profit making organizations and their goa is wealth
maximization. The funds are collected and those funds are thoughtfully plotted in return
generating parts and the benefit is distributed to its shareholders. The main form of
investment by these banks is in the form of loans, purchasing securities issued by
government which includes lessrisk.

The saving is the amount left after consumption. So we can say that the difference
between income and consumption is saving which is aso idle money of the people. These



scattered amounts are accumulated by banks for providing loans which is highly required
for the development and establishment of trade and commerce.

1.2 Origin of Bank in Nepal

Like other countries, landlords, moneylenders, merchant, goldsmith etc are the ancient
bankers of Nepal. Though establishment of banking industry was very recent, some bank
operations were in practice even in the ancient times. In the Nepaese chronicle, it was
recorded that the new era known as Nepal Sambat was introduced by Shankhadhar, a
Sudra merchant of Kantipur in 880 A.D. after having paid all the outstanding debt in the
country. This shows the basic of money lending practice in ancient Nepal. The
establishment of “Tejarath Adda” during the year 1877 A.D. was the first step in
ingtitutional development of banking sector in Nepal. Tearath Adda did not collect
deposit from public but granted loans to public against the collateral of gold and silver.
Consequently the mgjor parts of the country remain untouched from these limited banking
activities. The development of trade with India and other countries increase the necessity
of the institutional banker, which can act more widely to enhance the trade and commerce
and touch the remote non-banking sector in the economy. Reviewing these situations, the
“Udyog Parishad” was constituted in 1936 A.D. One year after its formulation, it
formulated the “Company Act” and “Nepal Bank Act” in 1937 A.D. Nepa Bank Limited
was established under Nepal Bank Act in 1937 A.D. as afirst commercial Bank of Nepal
with 10 million authorized capital. Being a commercial bank, it was natura that Nepal
Bank Limited paid more attention to profit generating business. But, it is the
responsibility of the government to look into neglected sectors too.

Having felt need of development of banking sector and to help the government in
formulating monetary policies, Nepal Rastra Bank was set up in 1956 A.D. [2013-01-14
B.S.] asacentral bank under Nepal RastraBank Act 1956 A.D. [2012 B.S.]. Since then, it
has been functioning as the government’s Bank and has contributed to the growth of
financial sector.

Being the central bank, NRB had its own limitation and reluctance of NBL to go to the
un-profitable sectors was not illogical. To cope with these difficulties, government set up
Rastriya Banijya Bank in 1966 A.D. [2022-10-10 B.S.] as a fully government owned
commercia bank. With the emergence of RBB, banking service spread to both urban and
rural areas but customers failed to have taste of quality/competitive service because of
excessive political and bureaucratic interference. For industrial development, Industria
Development Center was set up in 1956 A.D. [2013 B.S.] which was converted to Nepal
Industrial Development Corporation [NIDC] in 1959 A.D. [2016 B.S]. Similarly,
Agricultural Development Bank Nepal [ADB/N] was established in 1976 A.D. [2024
B.S.] with an objective to provide agricultural productivity could be enhanced through
introduction of modern agricultural techniques.



After the restoration of democracy in Nepal, the government took liberal policy in
banking sector. As an open policy of the NG’s to get permission to invest in banking
sector from private and foreign investor under commercia bank act 1974 A.D. [2013
B.S|], different private banks are getting permission to establish with the joint venture of
other countries

1.3 Meaning of Commercial Bank

Commercia banks have its own role and contribution in the economic development. All
economic activities are done through banks these days. According to commercia bank act
1974 A.D. “A commercial bank means bank which deals in exchanging currency,
accepting deposits, giving loans and doing commercial transactions.” Commercial banks
formulate sound investment policies, which eventualy contribute to the economic growth
of the county. It also purchases government securities as well as of other institution to get
surplus amount of investment.

Public commercial banks in Nepal are semi- government and full governmental. Nepal
Bank Limited owns 49% shares by the government and 51% by public whereas Nepal
Rastra Bank is full government bank.

Joint Venture Bank is a multinational organization and it joins two institutions for a
common purpose. It is more profit oriented and plays vital role in economic development
of anation.

Nowadays there is very much competition in banking market but less opportunity to make
investment. In this situation joint venture banks can take initiation in search of new
opportunities, so that they can survive in the competitive market and earn profit.
Investment policy should ensure minimum risk and maximum profit. There is highly
liquidity in the market but there seems no profitable place to invest. So for a purposeful,
safe, profitable investment bank must follow sound investment policy.

The major functions of commercia banks are:

Receiving and handling deposits
Handling payments for its clients
Issue of Letter of Credit.

Making loans investments

Operating safe deposits vaults
Helpsin foreign exchange

Transfer of money from place to place
Discounting of the bill

Miscellaneous function



1.4 Commercial Banksin Nepal

Commercial bank came into existence mainly with the objectives of collecting the idle
funds, mobilizing them into productive sector and causing the overal economic
development. The concept of banking system was introduced in Nepa with the
establishment of Nepal Bank Limited in 1937 A.D. The financial scenario has changed
with the introduction of joint venture bank in 1984 A.D. The names, operation date, head
offices of the commercial banks established and operated in Nepal are presented in
Appendix 1.

1.5 Introduction of Concerned Banks

The study considered Nepal’s two commercial banks viz. Nabil Bank Limited and Bank
of Kathmandu Limited (BOK). The brief description of Nabil Bank and BOK is presented
in Appendix 2.

1.6 Present Statusof Banking Industry

The number of commercial banks has increased a lot up to this very date and there are
many banks waiting for the approval to be opened as a bank. The licensed Commercial
Banks number has reached thirty one up to the mid July 2013. Among these banks some
banks are joint venture banks, some of them are public commercia banks and some of
them are developmental banks. Besides commercial bank there are many financial
institutions like finance company, cooperative operating in the country to provide services
to the people who arein the real need of these services.

Joint venture banks have a way of trading where two or more institutions are joint to
operate with the single objectives or common objective. So the new investment areas are
supported by these joint venture banks. To operate a business under joint venture basis
the two financial partners should exist there. The different countries investment is also
there. Generally, commercia banks objective is to maximize profit so they love to make
investment in different areas. More you invest in various areas there will be the maximum
utilization of fund. So the difference between commercia bank and joint venture bank
can be observed from the view point of ownership, the investment of the parties. Though
the main objective of commercial and joint venture banks is profit maximization.

The increment of commercial banks has also increased the competition among these
banks. Every single bank are developing new scheme to attract their customer. The
services provided by the banks are helping our savings and to improve our living
standard.



1.7 Investment

Money if not scattered to investment or if the money isjust kept then the real value of that
money declines because of inflation. The goods which could be bought in the past can’t
be purchased at current time from the same amount of money. So to have money and to
invest it is very different thing.

Investment means the sacrifice of current rupees and resources for the sake of future
rupees and resources. It may be said as investment is the proper management of wealth to
maximize the wealth or to get positive returns. Investment promotes the economic growth
and this helps to build a prosperous nation with strong fundamentals of strong economy.

Investment policy should include the investment objective and the amount of one’s
investable fund. Investment is related to risks and returns. Everyone seeks profit but the
real fact of investment is that there is always a factor called risk which is undeniable and
unavoidable. Wherever there is profit there is risk involved in it. The rationale way or the
correct objective is to make a lot of money by recognizing the possible losses. So
investment should be done on many assets or the portfolio construction should be there to
minimize the risk. The correct investment policies are very useful to minimize the volume
of investment, maximize the socia benefit and last but not the least maximize the profit
which is the very core objective of any commercial institutions. Economic growth can be
achieved because sound investment policy makes work those economic forces to its
maximum.

Investment policies of commercia bank are very tactful and it involves a huge portion of
risk. Investment policy is one fact of the overall spectrum of policies that guide banksin
its investment operation. A correct investment policy attracts both borrowers and lenders
which help to increase the volume and quality of deposits, loans and investment. Some
features of lending investment policies are:

I. Safety and Security

Banks should not invest their collected funds in these sectors or securities which are much
fluctuated or the nature of those assets is volatile. Single migudgment can cause a great
loss for that indtitution. Financia institutions must invest their sources of funds in
profitable and secured sectors. High market priced securities, profitable and durable
securities are desired.

li. Profitability
Profitability ratios examine the efficiency of a specific institution. The funds must be

invested in those proper sectors where we can maximize the return on investment and
lending position. Then only maximization of wealth is possible. The return depends on



the interest rate, loan depends upon its time period and nature of investment depends on
different securities. The higher profitability ratios are desired because it is true that higher
profitability ratios are the better indication of the financial performance of financial
institutions.

lii. Purpose of loan

The reason why a customer is taking loan must be identified as well as specified because
the misuse of the borrowed fund or if the customer don’t spend the borrowing, the
repayment of loan is impossible. The result will be against the financial institution left
away with huge amount of bad debts.

IV. Legality

The commercial banks are monitored by the central bank which is Nepal Rastra Bank.
The ministry of finance & Rastra Bank’s direction on issuing securities, mobilizing funds
must be followed by commercial banks. The legality aspects should be considered.

V. Liquidity

Liquidity means the position of a firm to meet short term obligation. Customers deposit
their saving at banks having full confident of repayment by that banks whenever the
customer desire. Every commercial bank must put enough cash balance to show the good
position, to meet the cash obligation of an organization.

While choosing specific investment policy investors should define their feature of
portfolios. That feature includes the objective, the upcoming benefits and well as risk
factor. The investors must have these features;

a. Stability of income

The flow of income, the consistency of income, the stability of the purchasing power of
income of an investor should be considered. However emphasis on stability of income
may not always be constant with other investment principles.

b. Capital Growth

Capital growth or appreciation is the increment of capital. Investors aways seek growth

stock to expand their capital. The growth stock simply can be stated as the right issue in
the right industry bought at the right time.



c. Adequate Liquidity and Collateral Volume

Liquidity is conversion into cash in a quicker pace. Investment can be liquid asset if it is
converted into cash at full market value in any quantity. To be liquid it must fulfill two
conditions reversible and marketable. Reversibility is the process whereby transaction is
reversed and the sale of investment in the market for cash is marketability. To meet the
necessities of fund every portfolio of an investor should be saleable quickly which in
aternate is said as sound portfolio. The increasing business opportunity aways asks
money so to fulfill the monetary desires money is needed. The borrowing is also another
method of raising fund. In borrowing too people will lend money where they see liquid
assets to return their money as quick as possible. So the portfolio must contain a
proportion of higher grade and readily saleable investment whether money rising is done
through borrowing or selling.

d. Principle of Safety

To be Safe in investment is not the reality because there is of course loss in every
investment and profit too. For safety the other synonym would be the protection against
loss under reasonable likely conditions. The review has to be done, the trends has to be
followed before choosing a type of investment. Economic review and industria trends
suggests, the ways to investors and it gives the picture of the current situation. The
diversification of investment can reduce uncertainty.

e. Tax Status

The tax status must be noticed or analyzed while making investment. It can be costly to
an investor if it is not carefully watched. The taxes are levied on the income. So the
investors whose income is small they want maximum cash return in their hands.

f.  Purchasing Power Stability

Investment is the current sacrifice for future benefit so the purchasing power of the future
funds should also be considered by the investor. To maintain purchasing power stability
there should be given importance to the degree of price inflation the investors accept, the
possibility of gain or loss in the investment available to them and the limitations imposed
by personal and family consideration.

1.8 Statement of the Problem

In many underdeveloped countries like Nepa the major problem is to collect or format a
capital. The banking concepts are not very known too many people of Nepal who are
scattered all over the country. The main problem is poverty and lower middle class people
too. The level of income is very low and they really can’t fulfill their necessities. The
saving which is |eft after consumption is a far thing for them. Now days many people are
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aware of using their money and not keeping the funds in a passive mode. People are more
conscious than before.

Financia institutions major decision is on investment because from the collected fund
from different people bank has to earn. The earning is very beneficia to the shareholders
as well as for the bank it’s self to sustain in this competitive world. Credit provided by the
commercia bank directly affects the national interest of the country. Many people have a
belief that commercia banks are the backbone and heart of the economy and financial
system respectively. The failure of commercia banksis the failure of the economy too.

Every financia institution needs a sound and proper investment policy to reach the
predetermined objective. The increment of financial institution has lots of opportunities to
invest money for a high rate of return. After the restoration of democracy in 1991 A.D.
the market has been liberalized and it has gained a pace too. In capital and money market
many steps were taken. The entry of finance companies, the entry of co-operatives for
collection of deposits and lending within members the non- government organizations
(NGO) were alowed which helped the economy and which also created opportunities.
The trend has shown that depositors withdraw their deposits when they find various
investment opportunities and the schemes beneficial than the previous one. There are
many financial institutions like commercia banks, finance companies, insurance, Gramin
Bikash Bank, Non-Governmental Organizations working in Nepal. The growth of such
organizations has aso increased the deposits. They collect funds from different areas and
then they search for the sectors for investment from where they can gain alot.

In conclusion, this study aims to analyze the investment policy of the concerned banks.
This study will give high emphasis on the specific problems with special reference to
BOK Itd and NABIL Bank. This study basically deals with these issues of the concerned
banks.

= Arethe banks utilizing their available funds?

= Arethe policiesrelated to fund mobilization and investments are effective?

= The relationship of investment and loan and advances with total deposits and total
net profit of the banks.

1.9 Objectivesof the Study

The investment decision is mgor component existing in any organization and the proper
decision must be made and financial management helps us to analyze the situation. The
objective of this study is to know and understand the strategies and investment policies
applied by the bank with reference to BOK Ltd. and NABIL bank.

The main objectiveis:
= To study and evaluate the investment policies of concerns bank.
= To analyze the fund utilization and mobilization.



= To study the growth ratio of total deposit, loan and advances, total investment and
net profit of Bank of Kathmandu Ltd. and Nabil Bank Ltd.
= To study risk and profitability positions of concerned banks.

1.10 Significance of the Study

As we know that the commercial banks are the tools of knowing the country’s financial
position and situations, the study of these banks BOK Ltd. and NABIL will be useful
which provides information for the investment employees of financia institutions,
trainees of banks, academic institutions policy makers etc. It aso searches new
investment opportunities satisfying the objectives like liquidity and profitability of
commercia banks. It fulfills the gap on the study of investment policy of BOK Ltd. and
NABIL.

This study provides valuable information for the persons involved in financial institution
and to the policy maker. This study also helps regulatory authority to find out liquidity
management and investment portfolio system of commercia banks.

1.11 Limitation of the Study

Commercia banking sectors are the indicators of a whole economy. It is very useful to
the investors who can get various services too. This study examines policies and practices
adopted by these two banks in order to achieve the optimum combination between
profitability and liquidity.

Though there are some limitations on this study. They are as follows:

= This study involves the use of secondary data which are the bank’s financial annual
reports, articles etc.

= The study involves only the period of five years from the fiscal year 2008/09 to
2012/13.

= The sample banks are only BOK Ltd and NABIL among many commercia banks.

= The few analysis techniques or measuring tools are used to measure the efficiency
of the banks.

1.12 Organization of the Study

The total study is divided into five chapter’s viz. Introduction; review of literature
research methodology, data presentation and analysis and last but not the least summary,
conclusion and recommendation.

The first chapter includes genera background of the study, present status of banking
industry, banks under study, introduction of investment, statement of the problem,
objective of the study, significance of the study and the limitation of the study.



The second chapter is review of literature which involves the past efforts on the topics.
This chapter includes conceptua framework and review of previous thesis studies related
to investment decision and policy.

The third chapter is research methodology, which has collection of data and it involves

introduction, research design, sources of data, population and sample presentation of data
and method of analysis.

The fourth chapter is presentation and analysis of data which involves the use of financial
tools and statistical tools. The ratios and statistical analysis are done.

The fifth chapter is to provide summary, conclusion and recommendation from the tools
used. The mgjor findings of the sample banks are delivered.
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CHAPTER - 11
REVIEW OF LITERATURE

Literature review is a comprehensive review of previous works on the genera and
specific topics considered in the report. The literature review may also serve as a kind of
bibliographic index and guide for the reader. It also demonstrates where the current study
fitsinto the scheme of things.

This is the second phase. When the topic is finalized the related available materials like
published books, journals, thesis, government publications business reports and so on
have to be reviewed. The objective of reviewing the literature is to develop certain
expertise and knowledge in one’s area.

2.1 Review of Related Studies

Financial ingtitution like banks has various goals. They deal with credit and credit
instrument too. The circulation of credit plays vita role. The investment fund can result
the good consequencesif it is properly understood and used.

2.1.1 Review of Books

According to William F. Sharpe, Gordon J. Alexander and Jeffery V. bailey, “Investment
in its broadest sense means the sacrifice of current dollar for future dollars. Two different
attributes are generally involved: time and risk. The sacrifice takes place in the present
and is certain. The reward comes later, if at all and the magnitude is generally uncertain”
(William, Gordon, & Jeffrey, 2003, p. 1)

Jack Clark Francis says, “An investment is a commitment of money that is expected to
generate additional money. Every investment entails some degree of risk which requires a
present certain sacrifice for a future uncertain benefit” (Francis, 1988, p. 1)

John M. Cheney and Edward A. Moses defined the word, “The word Investment brings
forth vision of profits, risk, speculation and wealth” (Cheney & Mosses, 1992, p. 1)

According to Bhallaand Tuttgja “There are basically three concepts of investment:
= Economist’s definition of investment ;
= |nvestment in a more general or extended sense, which is used by “the man on the
street”; and
= The sense in which we are going to be very much interested namely, financial
investment.

According to them, “The term economic investment has a rather precise meaning in the
literature of economic theory. Typicaly it includes net additions to the capital stock of
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society. Capital stocks of society are those goods which are used in the production of
other goods.

They further say thisis gross, societal or aggregate point of view. The definition implies
that in society there are number of goods (such as building and equipment) which are
used in the production of other goods and these means of production are considered part
of capital stock of society. For a number of reasons, economists also include inventories
as part of that capital stock. Thus, a net addition to the capital stock an investment means
an increase in buildings, equipments or inventories over the amount of equivalent goods
that existed, say, one year ago at the sametime.

They further add the more general and extended sense of is used by the “man on the
street”. A commitment of money to buy a new apartment is of course an investment from
an individual point of view but these are in very genera and extended sense since no rate
of return isinvolved nor isafinancial returned or capital growth expected.

Financia investment includes an exchange of financial claims-stocks and bonds red
estate mortgages etc (Bhalla& Tutga, 1983, p. 2)

Charles P. Jones defines,” An investment is the commitment of funds to one or more
assets that will be held over some future time period” (Jones, 1988, p. 5)

Shakespeare Baidhya in his book ‘Banking and insurance management’ has described the
sound investment policy. He writes, “A sound investment policy of a bank is such that its
funds are distributed on different types of assets with good profitability on the one hand
and provides maximum safety and security to the depositors and banks on the other hand.
Moreover risk on banking tends to be concentrated in the loan portfolio. When a bank
gets into serious financial trouble, its problems usually spring from significant amounts of
loans that have become uncollectable due to mismanagement, illegal manipulation of
loans, misguided lending policies or unexpected economic downturn .Therefore the
bank’s investment policy must be such that it ensuresthat it is sound and prudent in order
to protect public’s fund.

He also adds that, what types of loans do bank make? How much of loans in each loan be
invested? The banks make a variety of loans to a wide variety of customers from many
different purposes form purchasing automobiles to construction of homes and making
trade with foreign countries. Therefore, no uniform rules can be laid down to determine
the portfolio of a bank. The environment in which the bank operates is influenced by its
investment policy. The nature and availability of funds and also assets differ widely from
country to country and also from region within a country. For example, scope of a banks
operating in Jumla will be different from the scope of bank operating in Kathmandu city
may not be applicable to the customers of Jumla because the demand for loans are lessin
rural areas whereas it is higher in city or in urban areas” (Baidhya, 1997, pp. 62-63)
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Cheney and Mosses are concerned with the objective of investment and indicate that the
risk is in proportion with the degree of returns. The investment objective is to increase
systemically the individual’s wealth; defined as asset liabilities. Investors who seek
higher return must be willing to face higher level of risk” (Cheney & Mosses, 1992, p. 13)

2.1.2 Review of Research Works
Sharma has researched about the future banking and has achieved these facts:

= Only urban areas are the target of bank to establish. The rural are areas are not
included and the system of bank lack over there
» Theinterest rate is high changed on lending by commercial banks.

He says the investment is done without proper credit an appraisal and on personal
guarantee which results in bad debt (Sharma, 2002, p. 13).

Jhain 2006, in his article “Nepali Financial Sector Reform” shows the following results;

= Thereishigh demand for competent, quality human resources.

=  Overdl the state of banking leaves something to be designed. There is very low
return in assets.

=  Poor quality of loans is given without applying the credit principles, credit- skills
assessment are forgone too.

= There is lack of knowledge about sophisticated global products among the
banking community of Nepal which is not surprising. The expenditure on staff
training at all of Nepal's financial institutions combined is just RS0.05 billion.

= Thereislack of proper training centers which provides structural banking related
course.

= Nepa needs to up the ante on human resource management, technology use and
corporate governance.

= Platform must be given to ingtitution and employees to acquire specialized and
focused knowledge of global banking product (Jha, 2006, pp. 98-99) .

Institute for integrated development studies is an organization in their research work, “Do
We Need Economic Reform Phase Il has highlighted many facts and figures about the
commercia banks and their contribution. The achievement of this research is discoursed
below.

The growth of deposit not only mobilizes domestic saving but also ensures more of such
saving in the financial form. It has mentioned that during last decade, there has been a
rapid growth in deposit collection of the banks. From Rs.7 billion in July 1984 total
deposits with the banking system went up to Rs. 22 billion in 1990 and further to Rs. 102
billion in July1998. Growth of credit to private sector has also increased. Commercial
banks outstanding credit has risen from 8.7 percent of GDP in 1985 to 27.5 percent in
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1998. However there has not been increase of credit in agricultural sector. Thereis a shift
of banking sector credit to industrial sector.

The interest rate spread between deposits and lending rates of the banks has added more
costs to the borrowers. The interest rate spread is 5.5 percent in the year 1998 but it is
considered high from the international rate of 2 to 3 percent.

There has been improvement in the real interest rate. There is aso rise in nominal interest
rate due to huge demand of credit. Real interest rate is the difference between nominal
interest rate and inflation rate.

They have found the following points.

= The services of financial ingtitution have increased but expected impact of
financial reforms on the economy has not been achieved.

= In rural areas 80 percent of the household’s borrowings are informal financing.

= Poorer people don’t have access to formal institution.

= More than 80 percent of the forma sector financing is collateral based. Those
people who do not possess land and other bankable property have no access to
such credit in areas where targeted and micro-credit programmers do not exist.

= |n urban areas amost al financia institutions have a very high spread between
deposit and lending rates, ranging from 6 to 10 percentages.

They also gave the following suggestions:

= Enhancement of supervisory capability of Nepal Rastra Bank.
= Autonomy to central bank.
= Restructuring of financial institution.
= Repayment of government guaranteed loan.
= Reorienting financial institution for rural financing.
(Institute for Integrated Development Studies, 1999, pp. 23-33)

Bashyal, in her research work, “Micro Finance: Access to finance for Nepal’s Rural
Poor,” has studied the detail existing environment of people the financial institution and
its contribution to the society. She has found that financial markets often serve poor
people badly. She found that commercial banks number has been increased. There are
three hundred and ninety branches of commercia banks in the year 2006 (Mid-July).
Magjority of rural branches of the Rastriya Banijya Bank, Nepal Bank and Nepa Arab
Bank has been involved in extending priority sector loan. All commercial banks including
government, private, domestic and joint venture banks have invested Rs. 22604.86
million in priority sector by July 2003. She says the commercia banks are meeting the
deprived sector credit target mainly through three options: firstly, providing direct loan to
people below the poverty line, secondly, providing wholesale loans to partner
organizations, and thirdly, making share participation in the RMDC/GBBS. The banks

14



have to bear higher operational cost than they have to incur in their regular banking
activities. She found that RBB and NBL have deaed with more than 80 percentage loan
directly with individua clients. She further says international experiences aso have
proved that the commercial bank’s lending to non-banking institutions rather than groups
and individual s have gained success. Low transaction costs, high repayment rate and easy
legal action in case of repayment failures are some advantages of indirect lending to non-
bank institution.

She has found the following challenges for rural financing:

= There are not adequate legal and regulatory policies and also the inadequate
information about financial intermediaries and borrowers and depositors have
hindered the Nepalese rural financial markets.

= The banking sector in particular had been heavily affected by the conflict
situation. Between 25 and 30 percent of the branch network of the three largest
banksi.e., the RBB, NBL and the ADB have been vandalized by the insurgents.

= The Nepaese rural financiad market is characterized by poverty, seasonal
incomes, limited opportunities for risk diversification and lack of traditional
collateral. So this lack of collatera is the main reason for the profit oriented
financial institution to be more discouraged.

She concludes that the key lesson should be learnt from other successful commercial
banks throughout the world that large number of commercia banks is moving into
microfinance (Bashyal, 2008, pp. 1-7, 68-69).

Munda (CEO of Standard Chartered Bank Nepal) in an article titled, “Investing with
Intelligence,” has expressed the following views:

= People within organization and investors say that the current economic condition
of the country is a big barrier for making opportunities available to prospective
investors.

= |nvestor’s awareness of the market is not up to the mark. A through risk analysis
should be alone before making any decision.

He finally suggested that investors should put a little extra for a proper study before any
investment decision (Pradhan, 2006, p. 15)

Nepa Rastra Bank in their publication, “A Glimpse of Nepal’s Macroeconomic
situation,” has figured out different facts about Nepalese economic situation. They have
briefly explained the past and the present of Nepalese financia picture. They say that the
Nepalese financia system has grown in terms of business volume and the size of assets
and market. Commercial bank has leading shares in total assets liabilities and branch
network in the financial sector. The figure of mid-July 2005 showed that the commercial
banks have largest share of 86.7 percent. In case of total deposits commercia banks
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shares 88.8 percent share, 78.3 percent in case of total outstanding credit, 90.5 percent in
case of total investment of the overall financial sector. They are still serious issues and
challenges in the Nepalese financial system. The government involvement, weak
corporate governance and organizational culture, poor lending practices fragmented legal
framework, weak central bank, inadequate disclosure, accounting and auditing standards,
high level of non-performing loans and political intervention were some issue and
chalenges found by the study conducted by the World Bank. The financial sector
Technical Assistance program has incorporated the following aspects:

= Promoting financia institutions with the equity participation of the government or
government owned institution.

= Improve the existing legal and judicial processes for enforcing financial contracts.

= Improving auditing and accountancy standards within the banking sector.

=  Promote financial discipline through adequate disclosure and competition (Nepal
Rastra Bank, 2006, pp. 1-15).

2.1.3 Review of Thesis

Several thesis works has been done under the topic “Investment Policy”. The relevant
works for this study are presented below:

Kapali (2002) in his thesis paper, “A Comparative Study on Financial Performance of
NABIL Bank Ltd and Standard Chartered Bank Ltd,” Master’s Degree Thesis, T.U, has
studied the financia performance of two banks. His main objective was to examine the
trend of deposits and loan & advances, to examine liquidity, profitability, capital activity
and capital adequacy position. His findings were:

= NABIL has better liquidity position than SCBL.

=  Performing assets to total assetsratio of SCBL was higher than that of NABIL.
» The profitability of SCBL was higher than that of NABIL.

= NABIL has better performance for growth in earning than that of SCBL.

= Earning per share, dividend per share of SCBL was better than NABIL.

He has suggested that both banks have unsatisfactory liquidity position and so the have to
improve it. The outsiders fund must be utilized efficiently by SCBL. The profit was not at
satisfactory level of both banks so they need to increaseit.

He has tried to show the comparative performing appraisal of two banks but he has not
explained the investment policy and different form of risks. He has tried to analyze and
explain liquidity, Profitability and activity of the sample bank but the time limit made it
narrower to measure the performance appraisal of the sample banks.

Poudel (2004) in his thesis paper, “A study on Lending Practices of Joint Venture
Commercial Banks,” Master Degree Thesis T.U has studied two joint venture banks. His
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main objective was to know the volume of contribution made by both sample banks in
lending, to determine the impact of deposit in liquidity and its effect on lending practices.
He found that:

= NBBL has more consistency than HBL.

= Current ratio NBBL was higher than that of HBL.

= Liquidity position of NBBL was better.

= Profitability ratios like return on equity, earning per share of HBL was higher
than that of NBBL.

= There was positive correlation between total deposits and loan and advances
of both banks.

=  The growth ratio of NBBL was higher than HBL but there was in consistency
among ratios of NBBL.

He has suggested that HBL should increase its current ratio. NBBL has to increase its
profitability. He has made an attempt to show the lending practices of two joint venture
banks but the time limit has made the research to be compressed and only to tell the
situation of 5 year period only.

Shrestha (2006) in his thesis paper entitled, “A study on lending performance with
reference to NABIL Bank Ltd, Standard Chartered Bank and Nepal Investment Bank Ltd,
Master Degree Thesis, T.U has anayzed the lending performance of three banks. His
main objective was to measure the banks’ lending strength and lending efficiency. He
found that:

= NABIL has succeeded to advance high volume of credit as much as the capital
fund allows it than SCBL and NIBL.

= Non-performing loans out of total loan and advances were highest of NABIL
than SCBL.

= NIBL has higher percentage of performing loan than NABIL and SCBL.

» The performance of NIBL was good with respect to increase in profit than other
two banks.

» In case of shareholders equity and loan and advances, there was high degree of
correlation in NIBL and SCBL than that of NABIL.

He has concluded that NABIL has strength of good management team, financial
soundness, latest technologies, good customer service as this has good performance.
NIBL has avery good Nepali management team, it provides timely and quality service to
its customers and has Any Bank Banking Service (ABBS), it has good portfolio of loans,
and it has good policies and systems for lending and control mechanism. SCBL has good
management, credit analysis, continuous monitoring of the loans customer follow up and
good customer service and technologies.
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He has anayzed the lending policies but the core conclusions are missing. He only
focused on specific things and did not analyze the whol e objectives of the study.

Khadgi (2006) in her thesis paper, “A study of investment policy Analysis of NABIL
Bank Ltd,” Master Degree Thesis, T.U. has studied only the bank NABIL. Her objective
was to study the resource mobilization and investment policy of NABIL Bank, to find out
the current and future investing strategy of NABIL Bank. She found that:

» The sample bank has been able to meet its short-term obligation and satisfactory
liquidity position.

» Thebank has taken moderate risk towards the mobilization of its risky assets.

= NABIL hasinvested very nomina percentage of total working fund into shares
and debentures.

» Thereissatisfaction in thelevel of profitability which indicates the good earning
capacity.

= Shefound that the growth rate of depositsisin increasing trend.

» The net profit of the bank has increased too.

» There was positive correlation between total deposits and loan and advances
during the study period.

She has suggested NABIL to increase investment in government securities. To increase
the risk free investment is also suggested. The more funds have to be mobilized into
shares and debentures of other companies.

Kandel (2006) in his thesis work entitled, “A study of investment policies of commercial
banks (with special reference to NABIL Bank Ltd, Nepal Investment Policies Itd and
Nepal SBI banking Ltd.) Master’s Degree thesis, T.U) has made an attempt to analyze the
investment policy of sample banks. The objective inside investment policy was to anayze
the utilization of available fund of sample banks, to evauate the liquidity, profitability
and risk position of sample banks.

He found that:

= Nepal SBI Bank has gradually decreased it’s investment in industrial sector and
diversified its portfolio in other areas.

= NIB has also been penalized for not investing in priority sector according to
NRB’s directive.

= Theliquidity position of NABIL islower than NIB and SBI. NABIL is said the
stable and consistent than other two banks.

= NABIL has invested more on government securities but lower in shares and
debentures.

» The profitability ratio shows that NABIL is average in profit compared to other
sample banks.

= Therisk of NABIL isaso average compared to other sample banks.
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= The growth ratio concludes that NABIL was unable to maintain high growth
ratios in total deposits loan and advances and investment compared with sample
banks.

» Thetrend analysis shows that NABIL has invested large portion of their deposit
into providing loan to potential sector.

He said that the NABIL’s position will be better in near future. From the correlation he
found that there is significant relationship between total deposit and total investment,
deposit and loan advances. He suggests that NIB has to mobilize the fund in priority
sector. NIB and SBL needs to improve their liquidity position. NABIL has to invest more
on share and debentures. There needs to be effective collection of deposits and the growth
has to be acquired. Finally he says that NABIL isin satisfied position.

Similarly Dhital (2002), in his Thesis work entities,” A comparative study on Investment
Policy of standard Chartered Bank Nepal Ltd and Bank of Kathmandu Ltd,” Master
Degree thesis, T.U. has made an attempt to analysis the policy of sample banks. His main
objective was to analyze the financia ratios with the help of financial tools and from the
statistical tools too different conclusions were found. His objective was to find the
profitability position, liquidity position, assets management efficiency, mobilization of
funds, trend analysis, growth ratios, to find out the relationship between deposits and total
investment, deposit and loan and advances etc.

His mgjor findings were:

* The mean ratio of SCBNL had higher mean current ratio than of BOK Ltd but
the mean ratio of cash and bank balance of total deposit ratio of SCBNL was
lower in comparison of BOK.

» Theinvestment on government securities to current assets of SCBNL was higher
than BOK Ltd.

» The mean ratio of loan and advances to total deposits of SCBNL was lower than
that of BOK Ltd.

= The mean ratio of total investment to total deposit of SCBNL was higher in
comparison to BOK Ltd.

» The profitability position of SCBNL was average compared to BOK Ltd. The
mean ratio of return on total working fund of SCBNL was higher than that of
BOK Ltd.

= The growth rate of total deposit of SCBNL was less than BOK Ltd; the growth
rate of net profit of SCBNL was higher than that of BOK Ltd.

» There was significant relationship between deposit and loan and advances of
both sample banks.

» Trend value analysis showed that the total deposits of both banks were found in
increasing trend. The trend value of loan and advances, total investment, net
profit was in increasing too.
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He has recommended that BOK Ltd should focus on more deposit collection through
large variety of deposit scheme and facilities. SCBNL should follow liberal policy and
invest more percentage of deposit in loan and advances. BOK Ltd should invest more on
government securities. SCBNL and BOK Ltd both have to invest more on share and
debenture of different other companies. Both banks SCBNL and BOK Ltd should follow
project oriented approach to perform efficiently. New approach should be taken to attract
customers like E-banking, wide international banking etc. The both banks are also
suggested to operate in rural areas too without making unfavorable impact in their profits.

Tuladhar (2000) in his thesis work, entitled, “A study on the investment policy of Nepal
Grindlays Bank Ltd in comparison to other Joint venture Banks of Nepal, Master’s
Degree Thesis, T.U. has made an attempt and he found that:

=  The mean current ratio of NGBL was slightly higher than NABIL and HBL.

= NGBL has invested more portion on government securities than other sample
banks NABIL and HBL.

» Jtissaidthat NGBL has maintained successful liquidity than NABIL and HBL

= The mean ratio of loan and advances to total deposit of NGBL was less than
NABIL and HBL.

= NGBL had highest mean ratio of investment on government securities to total
working fund ratio.

» |tisaso sadthat NGBL has maintained comparatively average successful in its
on-balance sheet operation.

» |n case of off-balance sheet operation NGBL has advanced than NABIL and
HBL.

= The profitability position of NGBL is higher than NABIL and HBL.

=  Growth ratio of NGBL was lower than HBL and dightly lower than NABIL.
The growth ratio of loan and advance of NGBL was found higher than NABIL
but lower than HBL.

= The growth ratio of net profit of NGBL seemed to be more satisfactory than
NABIL but in case of HBL, it seemed to be very high.

» Healso found that all three joint venture banks had positive correlation between
outside assets and net profit.

» There was positive correlation of HBL but negative incase of NGBL and
NABIL between deposits and total investments.

* Intrend analysis it was found that the loan and advances to total deposit ratios,
increasing trends were found for NGBL and NABIL but it was decreasing trend
in case of HBL.

He aso recommended that NGBL to provide information about its services, facilities. He
further said NGBL could select education as its potential investment sector. NGBL
should not be surrounded and limited with the interest and status of big clients. There
should be reduction in the minimum threshold balance and extension of its services
towards rural areas. NGBL should increase cash and bank balance to meet the need of
investment and demand of loan and advances. NGBL should invest its fund in the
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purchase of shares and debentures of other financial, non-financial companies. NGBL
should establish the participation to boost up foreign investment into the country. Modern
technology should be introduced to the country for the better execution of its operation.

Shrestha D. (2000) in his thesis paper, “A comparative study on Investment Practices of
Joint Venture Commercial Banks” Master Degree Thesis, T.U. has studied the liquidity
management, assets management, profitability, risk position of Nepal SBI Bank, NABIL
Bank, and Standard Chartered Bank Nepa Itd. He has aso projected the deposit and
investment trends of the sample banks. He found that:

» Theliquidity position of NABIL was not so good in compare to other banks.

= NSBI has higher cash and bank balance to total deposit ratio than NABIL and
SCBNL.

= NSBI’s cash and bank balance to total deposit ratios are more variable than
other banks so the liquidity position of NSBI was not better.

» |tisalso said that NABIL and SCBNL do not have sufficient fund to invest in
profitability sectors.

» From the analysis of assets management ratio it was said that NABIL was not in
a better position regarding it’s on balance activities as well as off balance
activities.

» The mean ratio of loan and advance to total deposit of NABIL was greater than
SCBNL and lower than NSBI.

= However NABIL’s investment on government securities to total working fund
ratios is found more consistent than that of other banks.

= The profitability ratio showed that NABIL’s profitability was not satisfactory
but in some ratios like return on loan and advances, Total working fund, equity
and total interest earned to total outside assets, NABIL has maintained higher
ratio than NSBI and lower mean ratios than SCBNL.

= In other ratios from the analysis of risk ratio it was found that the credit risk
ratio of NSBI was highest at all and the capital risk ratio of NABIL was highest.

= Growth ratios found that NABIL and SCBNL had not been successful to
increase their sources of funds.

= NABIL had success to maintain higher growth rate of total investment.

= SCBNL was able to maintain higher growth ratios of loans and advances. It was
said that NSBI had reduced its total investment and its effects directly appearsin
net profit.

= From the coefficient of correlation analysis it showed there was significant
relationship between deposit and loan and advances and outside assets and net
profit of NABIL, SCBNL, and NSBI bank.

= Trend analysis showed that SCBNL has increasing trend values in both loan and
advances to total deposit and total investment to total deposit. NSBI has
opposite trend value than NABIL.
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He recommended that both banks NABIL and SCBNL should increase cash and bank
balance to meet current obligations and loan demand. NABIL and SCBNL should use
their exiting fund as loan and advances. So they should follow liberal lending policy.
NSBI should utilize risky assets and shareholder’s fund to gain highest profit margin.
NSBI should invest its idle fund in government securities. All three banks should invest
their funds in different types of companies in different areas. The banks should make
continuous efforts to explore new, competitive and high yielding investment opportunities
to optimize their investment portfolio. NABIL should apply loan recovery act that would
help to realize overdue loan in time. All three banks should open its doors to the small
depositors and entrepreneurs for promoting and mobilizing small investor’s funds. All
three banks should activate its increasing foreign investment in Nepal by means of their
wide international banking networks. These are three of their wide international banking
networks. These three banks should play the role of financial intermediary and merchant
banking like underwriting of securities brokers, development of capital markets. And
supportive role to the security exchange center.

2.2 Meaning of Some Terms

The most used word in this study has been clarified below:
a. Deposits

Deposits are the amount collected by different means of account. Deposits are very
helpful for generating profit as well as a source for liquidity. Deposit is liability for a
bank because it is that specific amount borrowed from different clients. Deposits are
affected by the interest rate paid to the deposits, type of customers, facilities provided by
banks etc.

b. Loan and Advances

Every financia institution must be very careful while providing loan because the
nonpayment of the loan can cause a heavy loss to the bank. Still it is riskier the banks
must lend their money to earn desired revenue in form of lending interest rate. More
banks are interested to provide short term loans which can be collected in a short span of
time. Lending through bank has cheaper rate due to excess demand. The increase in
economic activity also increases the volume of loan. Loans are basically provided against
collateral which are usually immovable or moveable properties.
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c. Investment on other company’s share and Debentures

Some part of funds is usualy invested in other organizations shares. To meet the
directives of NRB, probability of getting return in possible alternatives, lack of huge
gains forces, the bank has to invest in other’s fund.

d. Investment on Government Securities, Bonds

This activity is done to increase the investment though it provides less return and is
known as less risky assets. These securities are highly liquid. Depositors may demand
their funds at any time so to maintain that liquidity position too without loss in the value
thisinvestment is usually done.

e. Off-balance sheet Activities

Basically they are not shown assets or liabilities. For example letter of credit, letter of
guarantee etc. these activities are risky though they are also the aternative source of
income.

2.3 Research Gap

Severa topics are done in this topic caled investment practices. Previously many
research were done by using secondary data .The information of this very research is also
based on secondary data but many effective tools and technique are used to get the
desired result as per the objective of this study. To analyze the facts financia tools as well
as statistical tools were used to get the desired objective of the study. Financia tools
include ratio analysis and the dtatistical tool includes mean, standard deviation,
coefficient of variation, correlation of coefficient analysis. Besides that the research also
includes trend analysis. The previous studies were unable to get the present facts and
figures. Hence the researcher has made an attempt to fill the research gap prevailing up to
this context taking reference to a joint venture bank and a commercial bank. This research
will deliver the answer to the recent questions and it will also give the latest information
about the current practices of concerned commercial banks.
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CHAPTER - 11
RESEARCH METHODOLOGY

3.1 Introduction

The Purpose of research methodology is to explain to readers hot the research was
conducted. Thisis avery specific way to solve the research problem which includes many
techniques and tools. This is also a sequential step to adopt by a research in studying p
problem with certain objectives.

Research methodology is a systematic investigation and study of materials sources to
establish facts and reach new conclusion.

3.2 Research Design

Research design is drawing an outline of planning or arranging details and in an
economic, efficient and relevant manner before the data collection and data analysis.
Research design is aso the strategy for conducting research work which describes the
general framework for collection, analysis and evaluation of identified data. Research
design is the specification procedures for collecting and analyzing the necessary steps to
help and identify an opportunity such that deferent between cost of obtaining various
levels of accuracy and the expected values of the information, associated with each level
of accuracy is maximized.

Research design is purely and a plan for a study that guides the collection and analysis of
data. It is an investigation and it answers the research question. Research design consist
the scheme in which there is an outline of what the researcher will do from writing the
hypothesis and their implication to the final analysis of data.

Research methodology is a process of making decisions before the situation arises in
which the decision has to be carried out. It guides the researcher to progress in the right
direction in order to achieve the goal. The design of research is concerned with making
controlled scientific inquiry. Research design must include al the aspects for testing of
hypothesis and drawing logical conclusion there from.

3.3 Population and Sample

The time limit and unavailability of the relevant data had forced to make research on the
few commercia banks even though there are twenty three licensed commercial banks in
Nepal. Among all these banks two banks viz. Bok Itd and NABIL have been taken into
account for research purposed as the samples in this project study to compare their
investment policy. Bank of Kathmandu was established in March 1995 and NABIL, the
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first joint venture bank was established 12™ July 1984. These are the two selected banks
which are taken for study.

3.4 DataCollection Techniques

Data are collected from the two sources the first is primary and second is secondary
source. In this study secondary data has been taken asit is the main source of data.

Secondary data is the information which had been collected by some individual or agency
and statistically treated to draw certain conclusions and also to extract some other
information. The main advantage of this type of dataisits availability and lower cost than
primary data. It saves time too. The main drawback of this data is that the available data
may not be specific to the problem. The rule says that no research should be done without
a search of secondary data and it should be used whenever it is possible

The major source of this study is secondary data which has different sources. The sources
are annua reports where balance sheet, P/L account of concerned banks is included.
Some other data and information have been collected from the authoritative sources like
library of Shanker Dev Campus, Nepal Stock exchange limited, Nepal Rastra Bank,
Security Exchange board, economic survey and different articles, reports, magazines etc.
The articles published by the bank are also the source of information.

These data are the prerequisites of any project study. They are al raw information which
will be turned to different outcomes and the answers to the research questions. This is
very necessary in the study without which the study can't take momentum.

3.5 DataAnalysisTools

This study requires come financial and statistical tools to achieve the core objective of
this study. These reliable tools help to sink with the objective of this study. The result
obtained with the help of financia statistical and accounting tools are tabulated under
various headings. Then the results are interpreted and compared to the sample.

There are two types of tool i.e. financial tool and statistical tool which are expressed
below:

35.1 Financial Tools

Financial statement provides the vital information about the firm’s position at a point in
time and its operation over some past period. Financia tools availability has helped to
analyze the strength and weakness of a firm. Ratio anaysis is a technique from which
different results are known. Simply ratios are designed to show relationships between
financial statement accounts within firms. Trandation of the accounting figures into
relative value alows us to compare the financial position of one firm to another
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mathematical expressions are needed to show the relationship between the various
accounting figures. The ratios are created from different figures and the evaluation of the
performance is done. Financia statement can e analyzed using various rations but only
four ratios have been taken in this study which is the core or investment policy of the
banks. The ratios analyzed in this study are as follows.

3511 Liquidity Ratios

Liquidity ratio is used to find out the liquidity position of a firm. Liquid position is the
guestion of how well the firm is able to meet its current obligation. Short-term or current
assets can be easily converted into cash so it is liquid asset. Liquidity ratio is the
relationship of afirm's cash and other current assets to its current liabilities and it reflects
the short-term financial strength of the business. Liquid asset in another words can be
defined an asset that can be easily converted to cash without significant loss of its origina
value. The conversion of current assets such as inventory and receivables are the easiest
means by which a firm obtains the funds needed to pay its current bills. The following
ratios are calculated for this purpose.

a. Current Ratio

Current ratios are the indication of the extent to which current liabilities are convert by
assets expected to be converted to cash in the near future. Higher current ratio is desired
and it indicates the better liguidity position current ratio is calculated by dividing current
assets by current liabilities.

Current Assets

Current Ratio= : —
Current Liabilities

Current assets include cash, marketable securities, accounts receivable, inventories,
overdrafts, bill purchased, and current liabilities involves account payable, short term
notes payable, current maturities of long term debt, accrued income taxes and accrued
expenses/esp. wages.

b. Cash and Bank Balanceto Total Deposit Ratio

These are the most liquid current assets of a firm. Cash and bank balance to total deposit
ratio measures the percentage of most liquid assets to pay the depositors quickly. It also
shows the ability of bank's immediate funds to cover their total deposit. This ratio is
expressed as,

Cash & Bank Balance
Total Deposits

Cash and Bank Balance to Total Deposits Ratio =
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Here, total deposit includes saving account, current account, fixed account, money at call
and other deposits.

c. Cash and Bank Balanceto Current Assets Ratio

This ratio declares the percentage of the cash and bank balance among the current assets
of afirm. Higher ratio is defined best in this case because higher ratio means the higher
capacity of firmsto meet the cash demand. Thisratio is presented as.

. Cashand Bank Bal;
Cash and Bank Balance to Current Asset Ratio = ———— = —27%¢

current Assets

Here, cash and bank balance involves cash in hand, freight cash and foreign banks.
d. Investment on Government Securitiesto Current Asset Ratio

This ratio finds out the percentage of current assets invested on government's different
securities like treasury bills, development bonds etc. This ratio is calculated by dividing
the amount of investment on government securities by the total amount of current assets.
It is stated as,

Investment on government Securities to Current Asset Ratio=
Investment on Government Securities

Current Assets

e Loan and Advances to Current Assets Ratio

Short term loan which matures with a period of one year are assumed or known as current
assets. This loan is the major source of earning for a bank but the bank must be very
careful about it. Bank must not allocate all funds in loan and advances. There must be a
certain level of loans. This specific ratio is calculated by dividing loan and advances by
current assets. It shows the percentage of loan and advances and the portion of loans too.
It is expressed as,

Loan and Advances

Loan and Advances to Current Assets Ratio =
Current Assets

f.  Asset Management Ratios

Managing assets is also an important function of any profit seeking organization
especially commercial banks. The management of assets help to exist the institution for a
long run and it also satisfies the consumer by earning high volume of profit. Asset
management ratio helps to understand how the banks are using their resources and how
the sample banks have arranged and invested their limited resources. Simply asset
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management ratios are those set of ratios that measures how effectively a firm is
managing its assets. The financia tools and the related ratios to investment policy are
calculated and they are as follows.

g. Loan and Advancesto Total Deposit Ratio
Thisratio finds and gives the answer of the question about how the selected sample banks

are utilizing their total deposit collection on loan and advances in order to earn maximum
profit and satisfy their customers. It is expressed as, and

Total Loan and Advances

Loan and advancesto Total Deposit Ratio = = .
T'otal Deposit

h.  Total Investment to Total Deposit Ratio

Thisratio is calculated by dividing total amount of investment by total amount of deposit
collection. It shows how individua or sample firms are investing their deposit for e.g.
Investment on debentures and share of other companies, investment on government
securities etc. it is expressed as,

Total Investment

Total Investment to Total Deposit Ratio = — ,
I'otal Deposit

Investment must be done to earn higher return and it is very essential for the sustainability
or any financia institution.

i.  Loan and Advancesto Total Working Fund Ratio

This ratio shows the ability of the sample banks in terms of earning high rate of return or
maximum profit from loan and advances. Loan and advances is the main element of total
working fund and the ratio is obtained by dividing total loan & advances by total working
fund. It is expressed as;

Total Loan and Advances
Total Working Fund

Loan and Advances to Total Working Fund Ratio=

Total working fund includes current a nets, net fixed assets, Sundry assets but it doesn't
include letter of credit, letter of guarantee.

j-  Investment on Government Securitiesto Total Working Fund Ratio
It is very specific ratio and it shows the portion of investment on government securities. It

is calculated as follows,
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Investment on Government Securitiesto Total Working Fund Ratio=
Investment on Government Securities

Total Working Fund

k.  Investment on Shares and Debenturesto Total Working Fund Ratio

This ratio shows the investment of financial intuition on the shares and debentures. It is
obtained by dividing investment on share and debenture by total working fund. It is
expressed in formulae as,

Investment on Share and Debenture
Total Working Fund

Total Working Fund Ratio =

35.1.2 Profitability Ratios

Profitability ratio is related with the term profit which shows the efficiency of the
business firm. It measures the capacity of earning of any financial institution. Since profit
is essential to exist in competitive market it drives or attracts the investorsin that specific
financial institution.

Profitability is the next result of a number of policies and decisions. Profitability ratio
shows the combined effect of liquidity, asset management and debt management on
operating results. Profitability ratio shows the better or worse financial performance so
higher profitability ratio is desired. Profit maximization is one of the main objectives of
any institution and is very necessary to earn maximum returns for the success of any
financial institution. The following financia ratios related to investment policy is
calculated which are mentioned below.

a. Return on Loan and Advances Ratio
This ratio shows how the banks have mobilized and used their resources to earn higher

return from loan and advances. This ratio is calculated by dividing net profit or loss by
the amount of loan and advances and is formulized as,

Net Profit or Loss

Return on Loan and Advances Ratio= —
I'otal Loans Advances

b. Return on Total Assets

The ratio of net income to total assets measures the return on total assets (ROA) after
interest and taxes. This ratio shows the relationship between net profit and total assets.

Thisratio is calculated b dividing net income by total assets which is formulated as,
Met Profit After Tax

Total Assets

Return on Total Assets =
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c. Total Interest Earned to Total Outside Assets

Total interest earned is the amount earned by a bank by spreading it's investment in
various forms and sectors. Total outside asset involves borrowing. short term and long
term loan. Thisratio is calculated by dividing total interest earned by total oulside assets

and is presented as,
Total Interest Earned

Tota Interest Earned to Total Outside Assets = -
Total Outside Assets

d. Total Interest Earned to Total Working Fund Ratio

Earning interest is the indication of access return and it shows the better performance of
the financia institutions. This ratio determines the percentage of interest earned to total
assets. Higher ratio is desired in this scenario which is the better indication of the interest
earned in a maximum way. This ratio is calculated by dividing total interest earned from
investment by working fund and is formulized as.

Total Interest Earned
Total Fund Working

Tota Interest Paid to Total Working Fund=

e. Total Interest Paid to Total Working Fund Ratio

This ratio shows the percentage of total interest expenses against total working fund. This
ratio is calculated by dividing total interest paid by total working fund and is formulized
as,

Total Interest Paid
Total Working Fund

Total Interest Paid to Total Working Fund =

35.13 Risk Ratios

In every investment people seek profit but the redlity is there is not only the element
called profit but risk lies there. Risk ssimply is uncertainty of returns. The bearing of risk
can be useful o get high profitability but there is no guarantee of that. So the intention
must be to minimize the risk. This ratio finds out the degree of risk involved in financial
operations. The analysis or measurement of credit risk ratio and capital risk ratio shows
the current picture of the risk involved. The following risk ratios are calculated in this
study.
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a. Credit Risk Ratio

Credit risk ratio tells us about the possibility of loan to go into default or the possibility of
nonpayment of the loan given. It is calculated by dividing loan and advances by total
assets and is formulized as,

Total Loan and Advances

Credit Risk Ratio =

Total Assets
b. Capital Risk Ratio

This ratio is calculated to find the level of profit. It also show the bank’s ability to attract
deposits and inter-bank funds.

Thisrisk automatically becomes low if the activities are limited. The act of silence or lack
of performing any activity keeps the profitability compressed. This ratio is calculated by
dividing share capital by risk weighted assets and is presented as,

Share Capital
Risk Weight Assets

Capital risk ratio=

C. Growth Ratios

These ratios are used to understand the fund mobilization and investment management of
a commercial bank. It shows the activities related to the maintenance of economic and
financial position of afinancial organization. The higher growth ratio represents the high
level of performance. Following growth ratios are calculated to find out the growth and
expansion of the sample banks.

=  Growth ratio of total deposits

= Growth ratio of loan and advances
=  Growth ratio of total investment

= Growth ratio of net profit

3.5.2 Statistical Tools

Statistics are numeric statement of facts. The various statistical tools help us to collect
and present numerical data in the proper way and to analyze them. In this study mean
standard deviation, variance, co-efficient of variation least square correlation co-efficient
anaysis and trend analysis. This individual and collective analysis can be very useful for
decision making. This study includes the following statistical analysis.—
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35.21 M ean

This is aso known as average and it is used to get one single value which describes or
interest the whole data. It is used for comparison too. The sum of all the observations
divided by the number of observationsis mean and it is formulized as,

X=X
N
Where,
X = Mean
N= Number of observations
Y. X = the sum of observations

35.2.2 Standard Deviation

Standard deviation determines the reliability of central tendency or mean. It measures the
dispersion. Dispersion is variability of data and it finds outs how individual values fall
apart on an average. The higher standard deviation has higher variability. The standard
deviation is defended as the positive square roof of the arithmetic mean of the squared
deviation from their arithmetic mean o a set of values. It is usually denoted by the Greek
letter (Sigma). It is presented as,

IS K — X
0=

n

Where,
N= Number of observations
O,

e (e

3523 Variance

Variance is the square of standard deviation. This tool is also used to interpret data with
the help of numeric facts. It is denoted by 62 It can also be formulize s,

X-¥e
g2 = X( ]

n

3524 Coefficient of Variation (C.V.)

The relative measure of dispersion based on standard deviation is called coefficient of
standard deviation. 100 times coefficient of standard deviation is called coefficient of
variation. It is used to compare the variability, homogeneity of two or more distributions.
High C.V. ismore variable or less consistent and vice versa. It isformulizes as,
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()

Cv.=3 X 100

35.25 Correlation Coefficient Analysis
This tool interprets the relationship between two or more variables. It shows whether two

or more variables are co-related positively or negatively. These following coefficient of
correlation which are related to investment policies are as follows,

= Co-efficient of correlation between deposit and total investment.
= Coefficient of correlation between deposit and loan and advances.
= Coefficient of correlation between outside assets and net profit.

Itisformulized as:

N ¥, dxdy—(% dx) (X dy)

r =
VNdx?— (X dx) N X “y?— (Edy)*
Or,
_ ___EXy
'u"rE X% K‘p"IE}r 2
Where,

N= Number of Observationin seriesx and y.

> xy= Sum of the product of observation in series X & y
3 x? = Sum of the squared observation in series x

Sy? = Sum of the squared observation in series y

3.5.26 Trend Analysis
The trend analysis is used to predict the future. It is a pattern according from the past and
it is assumed that the same patterns will occur in future. The following trend analysis has
been used in this study.

= Trend analysis of Total Deposits

= Trend analysis of Loan and Advances

= Trend analysis of Total Investment

= Trend analysis of Net Profit.

Following equation is developed to calculate trend value.” Any value of independent
variable x, the estimated value of y, denoted by Y . can be written as,

Y =atbx
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CHAPTER - IV
DATA PRESENTATION AND ANALYSIS

4.1 Data Presentation and Analysis

This chapter includes an analytical part of the study. The major financia performances
which are the core to the investment management and fund mobilization are evaluated
and anayzed. This chapter provides the magor and necessary findings which are very
helpful for the subject matter of this study.

41.1 Financial Tools

The weakness and the strength of any organization are identified by financial analysis. It
is recognized by establishing relationship between the items of the balance sheet. Ratio
anaysis is done here to analyze the data. Different financial ratios related to the
investment management and fund mobilization are discussed and presented to evaluate
the performance of two commercia banksi.e. BOK Ltd and NABIL. The ratios help to
evaluate the situation according to the results achieved from those ratios. It is notable that
al financia ratios are not studies here in this chapter. The financial ratios which are
important form the view point of the investment policy and fund mobilization are
calculated and analyzed. The mathematical relationship developed between the financial
figures is simply ratio development. These ratios are calculated to focus the relationship
between each item. The important ratios from the view of investment policy are given
below.

= Liquidity ratio

= Asset management ratio
= Profitability ratio

= Riskratio

=  Growthratio

4.1.1.1 Liquidity Ratio

Liquidity ratio measures the capacity of the firm to meet its cash urgency and obligation.
It is very certain that community may demand for withdraw for deposited, pay their
obligation at the maturity time, conversion of non-cash assets into cash by not losing
anything in the real value. So the commercial banks must maintain satisfactory liquidity
position. Liquidity position is highlighted and observed by establishing relationship
between cash and current assets to current obligation. Liquidity position of BOK Ltd and
NABIL are studied comparatively through following ratios:



a. Current Ratio

Current ratio measures the ability of the bank to meet its current obligation. Generally it
measures short term liabilities which mature within a year. Current ratio is calculated by
dividing current assets by current liabilities. The very standard current ratio is 2:1 but 1:1
is adso said to be ok. Current ratio is calculated by dividing current assets by current
liabilities.

Current Assets

Current Ratio=

Here,

Current Assets = Cash and Bank Balance + Money at Call and Short Notice+ Loan
and Advancest Investment +Interest Receivable +Miscellaneous
Current Assets

Current Liabilities= Deposits and Other Accounts + Short Term Loan + Bills Payable +
Tax Provision + Staff Bonus + Dividend Payable + Miscellaneous
Current Liabilities

Current Liabilities

The current ratios of BOK Ltd. and NABIL from the year 2008/09 to 2012/13 are
presented in Table 4.1 below.

Table4.1: Current Ratios

(In Times)
Fiscal Y ear BOK Ltd. NABIL
2008/09 1.07 1.05
2009/10 1.07 1.05
2010/11 1.08 1.05
2011/12 1.08 1.06
2012/13 1.10 1.06
Mean 1.08 1.05
Standard Deviation (S.D.) 0.01 0.01
Coefficient of Variation (C.V.) 0.94 0.50

Source: Appendix 3

In the Table 4.1 current ratio of sample banks are analyzed. The current ratios of these
banks are in constantly increasing trend throughout the considered period of study. The
current ratio of BOK Ltd isin increasing trend from fiscal year 2008/09 to 2012/13 but it
has constant increased in the year 2008/09 to 2009/10 by 1.07 and 1.08 in the fiscal year
2010/11 to 2011/12. It has increased in the year 2012/13 by 0.03 compared to 2008/09.
Similarly NABIL has also constantly increasing trend from the fiscal year 2008/09 to
2010/11 but it has increased in the consecutive years. On the basis of mean ratio, NABIL
has lower ratio of 1.05 compared to 1.08 of BOK. It shows that the liquidity BOK Ltd. is
better than that of NABIL. The coefficient of variation of BOK Ltd. is 0.94% which is
higher than NABIL’s 0.50%. Thus it can be said that current ratio of BOK Ltd. is less
consistent than NABIL.
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Figure4.1: Current Ratios
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In the Figure 4.1 current ratio of sample banks are analyzed. The current ratios of these
banks are in fluctuating trend throughout the period of study.

The current ratio of BOK Ltd isin increasing trend from fiscal year 2008/09 to 2012/13
but it has increased in the year 2012/13 by 0.03 compared with the first year. Similarly
NABIL has also increasing trend from the fiscal year 2008/09 to 2010/11 but it has
increased in the consecutive years.

b. Cash and Bank Balanceto Total Deposit Ratio

Cash and Bank balance are those assets which include cash in hand, foreign cash, cheques
and other cash items and also bank balance with domestic financia institutions. This ratio
assures that the specific ingtitution can meet its unanticipated call on every type of
deposits. The highly liquid assets are measured in this ratio which is essential to meet the
demand for cash. Higher ratios are desired. Thisratio 1s expressed as.

Cash & Bank Balance
Total Deposits

Cash and Bank Balance to Total Deposits Ratio =

Here,

Cash and Bank Balance = Loca Currency +Foreign Currency + Current Account + Other
Account

Total Deposits = Saving Deposit + Fixed Deposit + Call Deposit + Certificate
of Deposit

The Table 4.2 shows cash and bank balance to total deposit ratio of BOK Ltd. and
NABIL from the Fiscal Y ear 2008/09 to 2012/13.
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Table 4.2: Cash and Bank Balanceto Total Deposit Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 12.07 7.27

2009/10 8.85 3.75

2010/11 7.98 4.95

2011/12 13.53 7.8

2012/13 13.54 9.27

Mean 11.19 6.60

Standard Deviation (S.D.) 2.62 2.23
Coefficient of Variation (C.V.) 23.45 33.72

Source: Appendix 4

The Table 4.2 shows that the cash bank balance to total deposit ratio of BOK Ltd. has
fluctuating and increasing trend. Its highest ratio is 13.54% in the Fiscal year 2012/13 and
lowest in the year 2010/11 which is 7.98%. Similarly in the case of NABIL too, the ratios
are decreasing from the fiscal year 2009/10 to 2010/11. The highest ratio of NABIL is
9.27% in the fiscal year 2012/13 and lowest in the year 2009/10 which is 3.75%.

In case of average, it is found that the mean ratio of BOK Ltd. is 11.194% and 6.608% of
NABIL. The standard deviation of BOK is higher than that of NABIL. The coefficient of
variation of BOK is 23.45% and NABIL has 33.72%.

The above analysis helps to conclude that BOK has better position of cash and bank
bal ance because it has maintain higher mean ratio. The coefficient of variation of BOK is

lesser than NABIL which shows that BOK position is more stable than BOK.

Figure4.2: Cash and Bank Balanceto Total Deposit Ratio
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The Figure 4.2 shows that the cash bank balance to total deposit ratio of BOK Ltd. has
fluctuating and increasing trend. Its highest ratio is 13.54% in the Fiscal year 2012/13 and
lowest in the year 2010/11 which is 7.98%. Similarly in the case of NABIL too, the ratios
are decreasing from the fiscal year 2009/10 to 2010/11. The highest ratio of NABIL is
9.27% in the fiscal year 2012/13 and lowest in the year 2009/10 which is 3.75%.

C. Cash and Bank Balanceto Current Asset Ratio

This ratio measure the part of most liquid form current asset. Higher ratios are desired and
the higher ratios indicate the higher ability of the banks to meet its daily cash requirement
against their customer deposit. Quick payment to the customer’s deposit in only possible
when the bank has got more liquid assets. Here bank has to be very careful to maintain an
average position because if a bank maintains higher ratio of cash surely it has to pay
much more interest on deposit which will increase the cost of a fund. Lower ratios are
also dangerous because banks fail to make the urgent cash requirement to its customers
presented by cheques. So appropriate fund are need in the form of reserve.

Thisratio is presented as,
C;ash and Bank Balance

Cash and Bank Balance to Current Asset Ratio =
Current Assets

Here,

Cash and Bank Balance= Local Currency + Foreign Currency + Current Account +
Other Account

Current Assets = Cash and Bank Balance + Money at Call and Short Notice +

Loan and Advancest Investment +Interest Recevable
+Miscellaneous Current assets

The Table 4.3 shows the cash and bank balance to current asset ratio of BOK and NABIL
form the fiscal year 2008/09 to 2012/13.

Table4.3: Cash and Bank Balanceto Current Asset Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL

2008/09 10.99 7.96

2009/10 7.93 2.78

2010/11 7.02 4.39

2011/12 12.10 7.06

2012/13 13.58 8.40

Mean 10.32 6.12

Standard Deviation (S.D.) 2.77 243
Coefficient of Variation (C.V.) 26.87 39.71

Source: Appendix 5
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The Table 4.3 shows that the cash and bank balance to current assets ratios of both banks
BOK and NABIL are in fluctuating trend during the considered study period. BOK has
maintained a highest ratio of 13.58% in the fiscal year 2012/13. The lower ratio of 7.02%
is achieved in the fiscal year 2010/11. Similarly in case of NABIL the ratios are in
decreasing trend 7.96% to 4.39% from the fiscal year 2008/09 to 2010/11. The highest
ratio of NABIL is 8.40% in the fiscal year 2012/13 and lowest of 2.78% in the year
2009/10.

In case of mean ratio BOK has highest ratio i.e 10.32% than that of NABIL’s 6.12%. It
shows that the liquidity position of BOK is better than NABIL’s position. The coefficient
of variance between the ratios of BOK is 26.87% which is higher than 39.71% of NABIL
bank. It shows that the ratios of NABII are more consistent and stable than BOK bank.
Comparatively BOK has better position regarding the cash and bank balance to current
Assets ratio. It can be said that the ability to manage the reserve fund for the customers
withdraws of deposit is very sound of BOK.

Figure 4.3: Cash and Bank Balanceto Current Assets Ratio
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The Figure 4.3 shows that the cash and bank balance to current assets ratios of both
banks BOK and NABIL are in fluctuating trend during the considered study period BOK
has maintained a highest ratio of 13.58% in the fiscal year 2012/13. The lower ratio of
7.02% is achieved in the fiscal year 2010/11. Similarly in case of NABIL theratios arein
decreasing trend 7.96% to 4.39% from the fiscal year 2008/09 to 2010/11. The highest
ratio of NABIL is 8.40% in the fiscal year 2012/13 and lowest of 2.78% in the year
2009/10.
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d. I nvestment on Gover nment Securitiesto Current Assets Ratio

The major execution of this ratio is to inform the portion of current assets invested on
government securities i.e. treasury bills, government bonds etc. Commercia bank are
always committed to incest their collected funds on different types of government
securities. Government securities are a'so known as risk free assets which mature in a
specific period of time. However government securities are not considered as much liquid
asset than cash and bank balance but they too can be easily converted into cash. The
simple fact about investment is that commercial banks are more profit seekers. So, most
of the commercia banks invest their excess fund on government securities for the
diversification of investment.

Itisstated as,

Investment on government securities to Current Asset Ratio
_ Investment on Government Securities

Current Assets

Here,

Investment on Government Securities = Nepal Government Treasury Bills + Nepal
Government Saving Bonds + Nepal Government Other Securities +
Nepa Bank Bonds

Current Assets = Cash and Bank Balance + Money at Call and Short Notice + Loan
and Advances + Investment +Interest Receivable +Miscellaneous
Current Assets

The Table 4.4 shows the investment on government securities to current asset ratio of
BOK and NABIL form the fiscal year 2008/09 to 2012/13.

Table4.4: Investment on Government Securitiesto Current Assets Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL
2008/09 8.79 8.75
2009/10 13.02 15.76
2010/11 16.74 15.63
2011/12 18.02 13.16
2012/13 14.45 11.27
Mean 14.20 12.91
Standard Deviation (S.D.) 3.60 2.98
Coefficient of Variation (C.V.) 25.32 23.09

Source: Appendix 6
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The Table 4.4 shows that the investment on government securities to current ratio of
BOK has followed increasing trend but it has decreased in the fiscal year 2012/13.
Similarly NABIL has followed an increasing trend from the fiscal year 2008/09 to
2010/11 and then it has decreasing trend. BOK has maintained the highest ratio of
18.02% in the fiscal year 2011/12 and lowest of 8.79% in the fiscal year 2008/09. In case
of NABIL bank it has maintained highest ratio of 15.76% in the fiscal year 2009/10 and
lowest of 8.75% in the fiscal year 2008/09.

The mean ratio of BOK is 14.20% which is higher that 12.91% of NABIL bank. It means
that BOK has invested more portions of its current assets to government securities and
NABIL has invested lower amount of its current assets in government securities. Form
the result achieved from co-efficient of variation of ratios it is concluded that BOK has
got higher variation because NABIL has got 23.09 % which is greater than BOK’s
25.32%. Theratios of BOK are more inconsistent than BOK.

Comparatively it can be said that BOK has invested more portion of its current assets in
government securities which is a good symptom. The liquidity position from investment

on government securities of BOK is much better than NABIL bank.

Figure4.4: Investment on Government Securitiesto Current Assets
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The Figure 4.4 shows that the investment on government securities to current ratio of
BOK has followed increasing trend but it has decreased in the fiscal year 2012/13.
Similarly NABIL has followed aincreasing trend from the fiscal year 2008/09 to 2010/11
and then it has decreasing trend. BOK has maintained the highest ratio of 18.02% in the
fiscal year 2011/12 and lowest of 8.79% in the fiscal year 2008/09. In case of NABIL
bank it has maintained highest ratio of 15.76% in the fiscal year 2009/10 and lowest of
8.75% in the fiscal year 2008/09.
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e L oan and Advancesto Current Assets Ratio

Loan and advances includes short and long term loans, overdrafts and cash credit.
Commercial banks must not put al their collected funds into reserve or cash and bank
balance. In order to generate income bank must invest its fund in form of loan and
advances to its customers. If reasonable part of loan and advances cannot be granted the
banks are obliged to pay interest on unutilized deposits. If high volume of loan and
advances are granted then too it is a threat to the bank because every loan matures in a
specific period of time. From that reason banks may not have enough cash or it could not
be in most liquid position. It is expressed as,

L.oan and Advances

Loan and Advancesto Current Asset Ratio =
Current Assets

Here,

Loan and Advances= Total Loan - Total Provisioning

Total Loan = Performing Loan + Non Performing Loan

Total Provisioning=  Provisioning up to Previous Y ear

Current Assets = Cash and Bank Balance + Money at Call and Short Noticet+ Loan
and Advances+ Investment +Interest Receivable +Miscellaneous
Current Assets

The Table 4.5 shows the loan and advances to current assets ratio of BOK and NABIL
from the fiscal year 2008/09 to 2012/13.

Table4.5: Loan and Advancesto Current Assets Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL

2008/09 73.77 65.16

2009/10 73.53 64.04

2010/11 73.05 67.98

2011/12 67.28 68.43

2012/13 71.37 66.01

Mean 71.80 66.33
Standard Deviation (S.D.) 2.69 1.86
Coefficient of Variation (C.V.) 3.75 2.81

Source: Appendix 7

The Table 4.5 shows that the loan and advances to current assets ratio of BOK has
followed a decreasing trend and NABIL bank has a fluctuating trend from 65.16% in the
fiscal year 2008/09 to 68.43% in the fiscal year 2011/11. However in the fiscal year
2012/13 it has decreased to 66.01%. BOK has maintained highest ratio of 73.77% in the
fiscal year 2008/09 and lowest of 67.28% in the fiscal year 2011/12. Similarly NABIL
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has maintained its highest ratio of 68.43% in the fiscal year 2011/12and lowest of 65.16%
in the fiscal year 2008/09.

While analyzing the mean ratio BOK has maintain a higher ratio of 71.80% than NABIL
66.33%. It can be said that BOK have used their funds appropriately than NABIL. The
coefficient of variation of NABIL is 2.81% which is lesser than BOK Ltd’s 3.75%. It
shows that BOK’s ratios are more inconsistent than NABIL’s ratios.

Comparatively the sample bank BOK Ltd and NABIL’s has effectively utilized their
funds on loan and advances. However the higher mean ratio of BOK Ltd tells that it has
used fewer funds than NABIL bank in loan and advances. More loan and advances too
create problem at the time to meet its current obligation, so one has to be very careful
about that.

Figure4.5: Loan and Advancesto Current Asset Ratio
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The Table 4.5 shows that the loan and advances to current assets ratio of BOK has
followed a decreasing trend and NABIL bank has a fluctuating trend from 65.16% in the
fiscal year 2008/09 to 68.43% in the fiscal year 2011/11. However in the fiscal year
2012/13 it has decreased to 66.01%. BOK has maintained highest ratio of 73.77% in the
fiscal year 2008/09 and lowest of 67.28% in the fiscal year 2011/12. Similarly NABIL
has maintained it’s highest ratio of 68.43% in the fiscal year 2011/12and lowest of
65.16% in the fiscal year 2008/09. It can be said that BOK had sufficient current asset to
meet the future obligation by using these loan and advances.
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4.1.1.2 Asset Management Ratios

Assets management ratio delivers the various answers about whether the amount of assets
seen in the balance sheet is too high, reasonable or too low. Too much assets increases
interest expenses. Profit is always reduced by too much assets and too low assets cannot
assure profit too and it may be lost. So the main objective of asset management is to
manage its assets in profitable and satisfactory way.

a. Loan and Advanceto Total Deposit Ratio

The ratio specifically analyzes whether the banks are successful to mobilize their total
deposits on loan and advances. The higher ratio is considered best because the
mobilization of deposit for loan and advances generates profit but too high ratio can
always create a problem to its liquidity position.

It is expressed as, Loan and Advances to Total Deposit Ratio =
Total Loan and Advances

Total Deposit

Here,

Loan and Advances= Total Loan - Total Provisioning

Total Loan = Performing Loan + Non Performing Loan

Total Provisioning=  Provisioning up to Previous Y ear

Total Deposits = Saving Deposit + Fixed Deposit + Call Deposit + Certificate of

Deposit

The Table 4.6 shows the percentages of loan and advances to total deposit ratio of BOK
Ltd and NABIL from fiscal year 2008/09 to 2012/13.

Table 4.6: Loan and Advanceto Total Deposit Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 80.99 73.87

2009/10 82.03 69.53

2010/11 83.11 76.53

2011/12 75.28 75.61

2012/13 81.43 72.89

Mean 80.57 73.69
Standard Deviation (S.D.) 3.06 2.73
Coefficient of Variation (C.V.) 3.80 3.70

Source: Appendix 8



Table 4.6 depicts that BOK Ltd has followed increasing trend from 80.99% in the fiscal
year 2008/09 to 83.11% in the fiscal year 2010/11. In fiscal year 2011/12 it has increased
from 75.28% to 81.43% in the fiscal year 2012/13. In case of NABIL bank the ratio has
increased from 73.87% in the fiscal year 2008/09 to 75.61% in the fiscal year 2011/12.
Then it has decreased in the fiscal year 2009/10 and 2012/13 to 69.53% an 72.89%. BOK
Ltd has maintained highest ratio of loan and advances to total deposit ratio of 83.11% in
the fiscal year 2010/11and lowest of 75.28% in the fiscal year 2011/12. Similarly NABIL
has highest ratios of 76.53% in the fiscal year 2010/11 and lowest of 69.53% in the fiscal
year 2009/10.

The mean ratio of BOK Ltd is 80.57% which is greater than NABIL Ltd’s 73.69%. It
indicates that NABIL has mobilized it’s lowest portion of deposits in loan and advances.
The coefficient of variation of BOK Ltd is 3.80% which is higher than 3.70% of NABIL
bank. It shows that NABIL’s ratios are more stable than BOK bank.

It can be said that comparatively BOK Ltd has mobilized more of it’s total deposit on
loan and advances for the sake of getting high profit. It should be noted that too high ratio
is not better from the view of liquidity because loan and advances takes time to mature in
cash. It isnot very liquid as cash and bank balance.

Figure4.6: Loan and Advancesto Total Deposit Ratio
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The Table 4.6 shows that BOK Ltd has followed increasing trend from 80.99% in the
fiscal year 2008/09 to 83.11% in the fiscal year 2010/11. In fiscal year 2011/12 it has
increased from 75.28% to 81.43% in the fiscal year 2012/13. In case of NABIL bank the
ratio has increased from 73.87% in the fiscal year 2008/09 to 75.61% in the fiscal year
2011/12. Then it has decreased in the fiscal year 2009/10 and 2012/13 to 69.53% and
72.89%. BOK Ltd has maintained highest ratio of loan and advances to total deposit ratio
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of 83.11% in the fiscal year 2010/11and lowest of 75.28% in the fiscal year 2011/12.
Similarly NABIL has highest ratios of 76.53% in the fiscal year 2010/11 and lowest of
69.53% in the fiscal year 2009/10. It can be said the BOK utilized the total deposit on the
providing the loan and advance that make the higher net profit.

b. Total Investment to Total Deposit Ratio

Investing in government securities, other financia institutions, non-financial sectors are
also a very promising way to achieve the profit seeking objective. These investments are
done by utilizing the part of the total deposit. This ratio examines whether the banks are
investing its deposit portion to a different securities. Investment is always welcomed and
encouraged by these commercial banks.

It is expressed as,

Total Investment

Total Investment to Total Deposit Ratio =

Total Deposit
Here,
Tota Investment = Investment in Government Securities + Others + Investment in
Shares + Debentures + Others
Total Deposits = Saving Deposit + Fixed Deposit + Call Deposit + Certificate of

Deposit

The Table 4.7 shows the percentage of total investment to total deposit ratio of BOK Ltd
and NABIL from fiscal year 2008/09 to 2012/13.

Table4.7: Total Investment to Total Deposit Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL

2008/09 1541 28.98

2009/10 16.09 29.46

2010/11 20.39 26.32

2011/12 20.99 25.55

2012/13 17.18 25.68

Mean 18.01 27.20
Standard Deviation (S.D.) 2.53 1.88
Coefficient of Variation (C.V.) 14.07 6.90

Source: Appendix 9

The comparative table shows that the ratio of total investment to total deposit ratio of
both banks are in fluctuating trend. BOK Ltd has highest ratio 20.99% in the fiscal year
2011/12 and lowest of 15.41% in the fiscal year 2008/09. Similarly NABIL has highest
ratio of 29.46% in the fisca year 2009/10 and lowest of 25.55% in the fiscal year
2011/12.
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The mean ratio of BOK Ltd is 18.01% which is lower than NABIL’s 27.20%. It can be
said that both banks have not been very keen to invest from their available funds.
However NABIL has investment more portion of its total deposit. The coefficient of
variation of BOK Ltd is 14.07% and NABIL is 6.90%. The ratios of NABIL are more
homogeneous due to its low coefficient of variation.

Comparatively both banks are not utilizing their enough funds for the investments as
mean ratios of both banks are lower i.e. 29.38% of BOK Ltd and 37.02% of NABIL. Both

banks must invest more portion of its deposit to diversify the reserves.

Figure4.7: Total Investment to Total Deposit Ratio
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The Figure 4.7 shows that the ratio of total investment to total deposit ratio of both banks
are in fluctuating trend. BOK Ltd has highest ratio 20.99% in the fiscal year 2011/12 and
lowest of 15.41% in the fiscal year 2008/09. Similarly NABIL has highest ratio of
29.46% in the fiscal year 2009/10 and lowest of 25.55% in the fiscal year 2011/12. It can
be said that NABIL has investment more portion of its total deposit

C. Loan and Advancesto Total Working Fund Ratio

Total asset is total working fund and loan and advances are very integral part of it. This
ratio shows to what extent commercial banks are utilizing their total assets in loan and
advances in appropriate level to generate profit. Total working fund includes current
assets, fixed assets, miscellaneous assets and investment etc.

It is expressed as;
Total Loan and Advances
Total Working Fund

Loan and Advances to Total Working Fund Ratio =
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Here,

Loan and Advances= Total Loan - Total Provisioning

Total Loan = Performing Loan + Non Performing Loan

Total Provisioning=  Provisioning up to Previous Y ear

Total Working Fund = Current Assets + Fixed Assets + Loans for Development  Bank
+ Investment + Miscellaneous Assets

The Table 4.8 shows the percentage of loan and advances to total working fund ratio of
BOK Ltd and NABIL from fiscal year 2008/09 to 2012/13.

Table 4.8: Loan Advancesto Total Working Fund Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 71.46 62.89

2009/10 71.22 61.96

2010/11 70.56 65.47

2011/12 65.14 65.77

2012/13 69.31 63.22

Mean 69.54 63.86
Standard Deviation (S.D.) 2.60 1.67
Coefficient of Variation (C.V.) 3.73 2.62

Source: Appendix 10

This comparative table shows that the ratios of loan and advances to total working fund
ratio of BOK Ltd has followed a fluctuating trend. Similarly NABIL’s ratios are
fluctuating too. BOK Ltd has maintained highest ratio of 71.46% in the fiscal year
2008/09 and lowest of 65.14% in the fiscal year 2011/12. In case of NABIL bank the
highest ratio of 65.77% is achieved in the year 2011/12 and lowest of 61.96% in the fiscal
year 2009/10.

In average BOK Ltd has maintained higher ratio of 69.54% than NABIL’s 63.86%. It
shows BOK Ltd has managed to disperse its more working fund on loan and advance.
The coefficient of variation of BOK Ltd is 3.73% which is higher than 2.62% and it also
states that NABIL has more consistency in itsratios.

Comparatively the position of BOK Ltd is better due to its high mean ratio, However it
can be said that the mobilization of working fund on loan & advances of both banks BOK
Ltd and NABIL are in satisfactory position. Here one should have the good concept of
appropriate amount of loan and advances because too much loan can create a bad debt
problem too. It is harmful the view point of liquidity.
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Figure4.8: Loan & Advancesto Total Working Fund Ratio
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The Figure 4.8 shows that the ratios of loan and advances to total working fund ratio of
BOK Ltd has followed a fluctuating trend. Similarly NABIL’s ratios are fluctuating too.
BOK Ltd has maintained highest ratio of 71.46% in the fiscal year 2008/09 and |owest of
65.14% in the fiscal year 2011/12. In case of NABIL bank the highest ratio of 65.77% is
achieved in the year 2011/12 and lowest of 61.96% in the fiscal year 2009/10. It can be
said BOK disperse its more working fund on loan and advances. However it can be said
that mobilization of working fund on loan and advances of both banks are in satisfactory
position.

d. Investment on Gover nment Securitiesto Total Working Fund Ratio

The best idea of utilizing the total working fund is not only providing loan and advances
but also investing in government securities. This ratio examines the part of investment on
government securities from available total working fund. These investments are done to
achieve returns without any risk and to diversify the fund is aso an objective of any
investment.

It is calculated as follows,
Investment on Government Securities to Total Working Fund Ratio =

Investment on Government Securities
Total Working Fund

Here,

Investment on Government Securities = Nepal Government Treasury Bills + Nepal
Government Saving Bonds Nepal + Government Other Securities
+ Nepal Bank Bonds
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Total Working Fund = Current Assets + Fixed Assets + Loans for Development  Bank
+ Investment + Miscellaneous Assets

Table 4.9 indicates the investment on government securities to total working fund ratio of
BOK Ltd and NABIL form fiscal year 2008/09 to 2012/13.

Table 4.9: Investment on Government Securitiesto Total Working Fund Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL
2008/09 8.51 8.45
2009/10 12.62 15.25
2010/11 16.17 15.05
2011/12 17.44 12.65
2012/13 14.03 10.79
Mean 13.75 12.44
Standard Deviation (S.D.) 3.47 2.89
Coefficient of Variation (C.V.) 25.26 23.23

Source: Appendix 11

The comparative table shows that the ratios are increased in the initia fiscal year from
8.51% in the 2008/09 17.44% in the fiscal year 2011/12. Then the ratio has been
decreased 14.03% in the fiscal year 2012/13 In case of NABIL the ratios has been
following fluctuating trend.

BOK Ltd has maintained its highest ratio of 17.44% in the fiscal year 2011/12 and lowest
of 8.51 in the fiscal year 2008/09. NABIL has maintained the highest of 15.25% in the
fiscal year 2009/10 and lowest of 8.45% in the fiscal year 2008/09.

On the basis of mean ratios BOK Ltd has maintained higher ratio of 13.75% than 12.44%
of NABIL which shows that NABIL’s position is weak in investment to government
securities from available total assets. The coefficient of variation of BOK Ltd is 25.26%
which is higher than NABIL’s 23.23%. It shows the ratios are not consistent but it has
more variability than NABIL.

In conclusion BOK Ltd seems to have invested it more funds than NABIL. It can also be

said that the portion of investment to government securities by both banks are not very
convincing because low portion of available total working funds has been invested.
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Figure 4.9: Investment on Government Securitiesto Total Working Fund Ratio
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The Figure 4.9 shows that the ratios are increased in the initial fiscal year from 8.51% in
the 2008/09 and 17.44% in the fiscal year 2011.12. Then the ratio has been decreased
from 14.03% in the fiscal year 2012/13. In case of NABIL the ratios has been following
fluctuating trend.

BOK Ltd has maintained its highest ratio of 17.44% in the fiscal year 2011/12 and lowest
of 8.51 in the fiscal year 2008/09. NABIL has maintained the highest of 15.25% in the
fiscal year 2009/10 and lowest of 8.45% in the fiscal year 2008/09. It shows that BOK is
using more investment to government securities from the available total asset than
NABIL.

e Investment on Share and Debenturesto Total Working Fund Ratio

This ratio examines the part of investment on shares and debentures of other company.
Commercial banks not only invest in government securities but they also invest the shares
of development banks and other companies too. It is generaly said that the risk factor is
more on these securities than government securities. Normally excess funds are utilized
for an investment.

It is expressed in formulae as,

Investment on Share and Debenture
Total Working Fund

Total Working Fund Ratio =
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Here,

Investment on Share and Debenture = Organized Ingtitutions Share + Organized
Institutions Bonds and Debenture

Total Working Fund = Current Assets + Fixed Assets + Loans for Development Bank +
Investment + Miscellaneous Assets

The Table 4.10 shows the ratio of investment on share and debentures to total working
fund ratios form fiscal year 2008/09 to 2012/13.

Table 4.10: Investment on Share and Debenturesto Total Working Fund Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL
2008/09 14.25 18.81
2009/10 9.89 32.71
2010/11 9.35 32.73
2011/12 8.52 31.22
2012/13 11.78 28.02
Mean 10.76 28.70
Standard Deviation (S.D.) 2.29 5.85
Coefficient of Variation (C.V.) 21.29 20.39

Source: Appendix 12

The comparative table shows that the ratios of investment on share and debenture to total
working fund ratio of BOK Ltd has followed a decreasing trend. NABIL has followed a
fluctuating trend. BOK Ltd has maintained its highest ratio of 14.25% in the fiscal year
2008/09 and lowest of 8.52% in the fiscal year 2011/12. Similarly NABIL has got its
highest ratio 32.73% in the fiscal year 2010/11 and lowest of 18.81% in the fiscal year
2008/09.

In case of mean ratio BOK Ltd has 10.76% which is lesser than the NABIL’s 28.02%. It
shows that NABIL has invested its more portion of working fund than BOK. Coefficient
of variance of BOK Ltd is 21.29% and NABIL is 20.39%. It shows that BOK’s ratios are
dlightly inconsistent and variable than NABIL ratio.

It can be said that investment on share and debentures to total working fund ratio of

NABIL is dightly better from the average analysis. The fluctuation of ratios has been
found dlightly of BOK which is not convincing.

52



Figure 4.10: Investment on Share and Debenturesto Total Working Fund Ratio
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The Figure 4.10 shows that the ratios of investment on share and debenture to total
working fund ratio of BOK Ltd has followed a decreasing trend. NABIL has followed a
fluctuating trend. BOK Ltd has maintained it’s highest ratio of 14.25% in the fiscal year
2008/09 and lowest of 8.52% in the fiscal year 2011/12. Similarly NABIL has got it’s
highest ratio 32.73% in the fiscal year 2010/11 and lowest of 18.81% in the fiscal year
2008/09. It shows that NABIL invest more amount of deposit in the government
securities and other company’s share than BOK.

4.1.1.3 Profitability Ratio

Profitability ratio analyzes the efficiency of firms or industries based upon profit. Profit is
one of the most common indicators of a firm. It easily measures the financia
performance. Profits are generated by providing different facilities to its customer. Profit
can give prosperity to facilities to its customer. Profit can give prosperity to any
organization by expanding its branches financing different investment opportunities,
grabbing new investment opportunities etc. higher profitability ratio shows the efficiency
of the management as well as of entire organization.

a. Return on L oan and Advance Ratio

This ratio measures the earning capacity of bank on its mobilization of deposit on loan
and advances head. The effect of deposit on loan and advances must always create return.
Loan and advances include loan, cash credit, and overdraft, bills purchased and
discounted.

Thisratio is calculated by dividing net income by total assets which is formulated as,
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Wet Profit after Tax
Tatal Lean and adiance

Return on Total Assets=

Here,

Net Profit after Tax= Expenses-Income

Expenses = Interest Expenses + Personal Expenses + Provision for
Possible Lossest+ Provision for Staff Bonus + Book Write
Off

Income = Interest Income + Non Performing Income + Commission

and Discount + Other Operating Income + Exchange Income
Total Loan and Advances = Loans and Advances and Overdraft + Bills Purchased and
Discounted

The Table 4.11 shows the ratio of return on loan and advances ratio from fiscal year
2008/09 to 2012/13.

Table4.11: Return on Loan and Advances Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 3.15 3.73

2009/10 3.06 3.53

2010/11 3.46 3.52

2011/12 3.23 4.08

2012/13 2.74 4.56

Mean 3.13 3.88

Standard Deviation (S.D.) 0.26 0.44
Coefficient of Variation (C.V.) 8.40 11.35

Source: Appendix13

The table shows that the return on loan and advances ratio of BOK Ltd has an fluctuating
trend as well as NABIL. BOK Ltd has maintained its highest ratio of 3.46% in the fiscal
year 2010/11. The lowest ratio is 2.74% in the fiscal year 2012/13. NABIL has
maintained its highest ratio of 4.56% in the fiscal year 2012/13 and lowest of 3.52% in
the fiscal year 2010/11.

The mean ratio of BOK Ltd is 3.13% which is lower than NABIL’s 3.88%. NABIL bank
has maintained its profit level to its highest against BOK. The coefficient of variation of
BOK Ltd is 8.40% and NABIL has 11.35%. So the ratios of NABIL are more variable
and less consistent than BOK.

It can be said that the profit of return generating capacity of BOK Ltd is not at
satisfactory level as compared to NABIL bank. Mean ratios an coefficient of variation are
in favor of BOK.



Figure4.11: Return on Loan and Advances Ratio
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The Figure 4.11 shows that the return on loan and advances ratio of BOK Ltd has
fluctuating trend as well as NABIL. BOK Ltd has maintained its highest ratio of 3.46% in
the fiscal year 2010/11. The lowest ratio is 2.74% in the fiscal year 2012/13. NABIL has
maintained its highest ratio of 4.56% in the fiscal year 2012/13 and lowest of 3.52% in
the fiscal year 2010/11. It can be said that NABIL used the deposits on loan and advances
and generating higher profit than BOK.

b. Return on Total Working Fund Ratio (ROA)

It is also known as return on asset. This ratio measures the profit earning capability of any
organization. When the total assets are mobilized in different forms for investment there
is always a necessity of earning profit. Net profit isthat part of profit which isleft after all
the charge and expenses cast. Every bank is therefore encouraged to manage its working
fund which generates higher return. To increase the profit legal minimizing system are
very useful.

Thisratio is calculated b dividing net income by total assets which isformulated as,

Net Prolit After Tax
Total Assets

Return on Total Assets=

Here,
Net Profit after Tax=  Expenses-Income

Expenses = Interest Expenses + Personnel Expenses + Provision for Possible
Losses+ Provision for Staff Bonus + Book Write Off
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Income = Interest Income + Non Performing Income + Commission and
Discount + Other Operating Income + Exchange Income

Total Working Fund = Current Assets + Fixed Assets + Loans for Development Bank +
Investment + Miscellaneous Assets

The Table 4.12 shows the ratios of return on total working fund ratio from the fiscal year
2008/09 to 2012/13

Table4.12: Return on Total Working Fund Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 2.25 2.35

2009/10 2.18 2.18

2010/11 244 2.3

2011/12 2.1 2.68

2012/13 1.89 2.89

Mean 2.17 2.48

Standard Deviation (S.D.) 0.20 0.29
Coefficient of Variation (C.V.) 9.28 11.88

Source: Appendix 14

The comparative table indicates that BOK Ltd’s ratio of return on total working fund has
followed decreasing trend. However NABIL’s ratios are fluctuated. BOK Ltd has its
highest ratio of 2.44% in the fiscal year 2010/11 and lowest of 1.89% in the fiscal year
2012/13. Similarly NABIL has its highest ratio of 2.89% in the fiscal year 2011/12 and
lowest of 2.18% in the fiscal year 2009/10.

In case of mean ratio BOK Ltd has recorded 2.17% which is lower than 2.48% of NABIL
bank. The coefficient of variation of BOK Ltd is 9.28% which is lesser than NABIL’s
11.88%. It indicates that the ratios of return on total working fund of NABIL are less
consistent than BOK.

From this analysis it can be said that BOK Ltd has weaker position than NABIL in terms

of profit. The mean ratio and coefficient of variation are in favor of NABIL bank, which
shows NABIL isbest in terms of profitability.
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Figure4.12: Return on Total Working Fund Ratio
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The Figure 4.12 indicates that BOK Ltd’s BOK Ltd’s ratio of return on total working
fund has followed decreasing trend. However NABIL’s ratios are fluctuated. BOK Ltd
has its highest ratio of 2.44% in the fiscal year 2010/11 and lowest of 1.89% in the fiscal
year 2012/13. Similarly NABIL has its highest ratio of 2.89% in the fiscal year 2011/12
and lowest of 2.18% in the fiscal year 2009/10. It can be said that NABIL generate higher
return than BOK.

C. Total Interest Earned to Total outside Asset Ratio

This ratio portrays the interest earning power of the banks by utilizing its total outside
assets. Interest earning is known as the major source of income of any bank. Here total
outside assets includes loan and advances, investment on government securities etc and
many more forms of investments. Higher ratio is desirable because it indicates the better
earning capacity of bank.

This ratio is calculated by dividing total interest earned by total outside assets and is
presented as,

Total Interest Earned
Total Outside Assets

Total Interest Earned to Total outside Assets=

Here,

Total Interest Earned=  Interest from Loans, Advances and Overdraft + Interest from
Investment + Interest from Agency Balances+  Interest from
Money at Call and Short Notice

Total Outside Assets=  Borrowing + Short Term Loan + Long Term Loan
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The Table 4.13 shows the total interest earned to total outside asset ratio of BOK Ltd and
NABIL form fiscal year 2008/09 to 2012/13.

Table4.13: Total Interest Earned to Total Outside Asset Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL
2008/09 7.73 7.28
2009/10 9.39 8.82
2010/11 10.97 10.29
2011/12 10.89 11.02
2012/13 8.97 9.09
Mean 9.59 9.30
Standard Deviation (S.D.) 1.37 1.44
Coefficient of Variation (C.V.) 14.26 15.45

Source: Appendix 15

The comparative table shows that BOK Ltd has followed aincreasing trend except in the
fiscal year 2011/12 and 2012/13. Similarly NABIL also followed an increasing trend
except in the fiscal year 2012/13. The highest ratio of BOK Ltd is 10.97% in the year
2011/12 and lowest of 7.73% in the year 2008/09. NABIL has its highest ratio of 11.02%
in the fiscal year 2011/12 and lowest of 7.28% in the fiscal year 2008/009.

On the basis of mean ratio the two sample banks do not have very different figures. The
mean ratio of BOK Ltd is 9.59% which is dlightly higher than 9.30% of NABIL. So the
earning position of BOK Ltd is just little higher than NABIL. The co-efficient of
variation of BOK Ltd is 14.26% which is lesser than NABIL’s 15.45%. This means that
the ratios of NABIL are too variable and inconsistent than BOK.

Form the above table and its interpretation it can be said that both two banks have almost

the same standard of earning from its total outside asset. However the stability of earning
capacity of BOK Ltd islessthough it has dightly higher mean ratios.
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Figure4.13: Total Interest Earned to Total outside Asset Ratio
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The Figure 4.13 shows that BOK Ltd has followed an increasing trend except in the
fiscal year 2011/12 and 2012/13. Similarly NABIL also followed an increasing trend
except in the fiscal year 2012/13. Above figure shows that both bank did not have very
different amounts. As compared to earning position BOK utilized its total assets more
than NABIL. So, the earning capacity of BOK is better than NABIL.

d. Total Interest Earned to Total Working Fund Ratio

Interest earning is only possible if sufficient assets are mobilized to acquire it. It examines
the earning capacity of a bank by mobilizing its total assets. Higher ratio derives higher
income in the form of interest.

Thisratio is calculated by dividing total interest earned from investment by working fund
and isformulized as,

Total Interest Earned
Total Fund Working

Total Interest Paid to Total Working Fund=

Here,

Total Interest Earned =  Interest from Loans, Advances and Overdraft + Interest from
Investment + Interest from Agency Balances + Interest from
Money at Call and Short Notice

Total Working Fund = Current Assets + Fixed Assets + Loans for Development
Bank + Investment + Miscellaneous Assets

Table 4.14 shows the total interest earned to total working fund of BOK Ltd and NABIL
form the fiscal year 2008/09 to 2012/13
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Table4.14: Total Interest Earned to Total Working Fund Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 6.58 6.38

2009/10 7.99 7.78

2010/11 9.64 9.04

2011/12 9.07 9.69

2012/13 7.53 7.78

Mean 8.16 8.13

Standard Deviation (S.D.) 1.22 1.28
Coefficient of Variation (C.V.) 14.93 15.76

Source: Appendix 16

The comparative table shows that the ratios of BOK Ltd are in increasing trend except
fiscal year 2011/12 and 20112/13. NABIL has also increasing trend expect fiscal year
2012/13. BOK Ltd has highest ratio of 9.64% in the year 2010/11 and lowest of 6.58% in
the fiscal year 2008/09. Similarly NABIL has its highest ratio 9.69% in the year 2011/12
and lowest of 6.38% in the fiscal year 2008/09.

In case of mean ratio BOK Ltd has 8.16% which is slightly higher than 8.13% of NABIL.
Coefficient of variation of BOK is 14.93% which is lower than 15.76% of NABIL which
means the consistency of ratios of BOK is better.

It can be said that the BOK has earned more than NABIL. NABIL too has earned the
interest but it is dightly lower in terms of mean but the coefficient of variation shows that
BOK hasthe stability in earning its interest.

Figure4.14: Total Interest Earned to Total Working Fund Ratio
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The Figure 4.14 shows that the ratios of BOK Ltd are in increasing trend except fiscal
year 2011/12 and 20112/13. NABIL has also increasing trend expect fiscal year 2012/13.
The figure shows that BOK is mobilizing itstotal assets properly and earned more interest
income as compared to NABIL.

e Total Interest Paid to Total Working Fund Ratio
Interest payment is an expenses made by the bank. Generally this ratio examines the

percentage of total interest paid against total working fund. Higher ratios indicate higher
expenses of interest.

This ratio is calculated by dividing total interest paid by total working fund and is
formulized as,

Total Interest Paid

Total Interest Paid to Total Working Fund= Total Working Fund

Here,

Totad Interest Paid = Interest Paid on Deposits + Borrowing + Others

Total Working Fund = Current Assets + Fixed Assets + Loans for Development Bank
+ Investment + Miscellaneous Assets

The Table 4.15 shows the table interest paid to total working fund ratio of BOK Ltd and
NABIL from the fiscal year 2008/09 to 2012/13.

Table4.15: Total Interest Paid to Total Working Fund Ratio
(In Percentage)

Fiscal Y ear BOK Ltd. NABIL

2008/09 2.75 2.63

2009/10 3.86 3.76

2010/11 4,92 5.09

2011/12 5.14 4.99

2012/13 3.75 2.98

Mean 4.08 3.89

Standard Deviation (S.D.) 0.97 1.13
Coefficient of Variation (C.V.) 23.73 28.98

Source: Appendix 17

The comparative table shows that the interest paid by BOK Ltd has increasing trend
except it has decreased in the last fiscal year 2012/13. NABIL’s ratio has increased in the
first two years from fiscal year 2009/10 to 2010/11 but it has decreased in the last two
years from fiscal year 2011/12 and 2012/13. BOK Ltd has highest ratio of 5.14% in the
fiscal year 2011/12 and lowest of 2.75% in fiscal year 2008/09. Similarly NABIL has its
highest ratio of 5.09% in the fiscal year 2010/11 and lowest of 2.63% in the fiscal year
2008/09.
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In case of mean ratios BOK Ltd has highest ratios of 4.08% against NABIL’s 3.89%. It
means that NABIL has paid average interest coefficient of variation of BOK Ltd is
23.73% which is lesser than NABIL’s 28.98% which shows the inconsistency of the
ratios of NABIL.

It can be said that BOK is in better position from the payment of interest. BOK is aso
consistent form the view point of coefficient of variation. NABIL seems to be successful

to collect its working fund form less expensive sources in comparison to BOK Ltd.

Figure4.15: Total Interest Paid to Total Working Fund Ratio
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The Figure 4.15 shows that the interest paid by BOK Ltd has increasing trend except it
has increased in the fiscal year 2012/13. NABIL’s ratio has fluctuating trend. BOK Ltd
has highest ratio of 5.14% in the fiscal year 2011/12 and lowest of 2.75% in fiscal year
2008/09. Similarly NABIL has its highest ratio of 5.09% in the fiscal year 2010/11 and
lowest of 2.63% in the fiscal year 2008/09. The figure shows that BOK paid higher
interest expenses than NABIL. NABIL isless consistent to BOK.

4114 RiskRatio

Risk isinevitable in any kind of investment. The risk is taken to get maximum return on
its investment. Higher risk’s assures higher profit but the level of risk has to be clearly
understood. Without any prospect of return if higher risk is taken then the organization
surely failsto recover its investment and can occur huge losses. Thus investment has been
very challenging these days.
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a Credit Risk Ratio

The primary and general concept of bank is that it utilizes its collected funds in various
prospective sectors which may generate higher return. Credit risk ratio measures the risk
involved while making investment or granting loans. The bad debt creates choose and it
badly hurts the heart of financial systems.

It is calculated by dividing loan and advances by total assets and is formulized as,

Total Loan and Advances

Credit Risk Ratio= otal heate

Here,

Total Loan and Advances=  Loans and Advances and Overdraft + Bills Purchased and
Discounted

Total Assets= Current Assets + Fixed Assets + Loans for Development

Bank + Investment + Miscellaneous Assets

The Table 4.16 shows credit risk ratio of BOK and NABIL from the Fiscal year 2008/09
to 2012/13.

Table4.16: Credit Risk Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL

2008/09 71.46 33.39

2009/10 71.23 31.99

2010/11 70.56 30.08

2011/12 65.14 29.74

2012/13 69.31 30.75

Mean 69.54 31.19
Standard Deviation (S.D.) 2.60 1.50
Coefficient of Variation (C.V.) 3.74 4.81

Source: Appendix 18

The comparative table shows the credit risk ratio of BOK Ltd has followed a fluctuating
trend. Similarly NABIL’s ratio has decreasing trend BOK Ltd has highest ratio of 71.46%
in the fiscal year 2008/09 and lowest of 65.14% in the fiscal year 2011/12. In case of
NABIL it has highest ratio of 33.99% in the fiscal year 2008/09 and lowest of 29.74% in
the fiscal year 2011/12.

The mean ratio of BOK Ltd is 69.54% which is higher than NABIL’s 31.19%. It can be
said that the credit risk of NABIL is lower than BOK Ltd. The coefficient of variation
shows that BOK Ltd has 3.74% which is lower than 4.81% of NABIL. NABIL’s ratios
are more variable then BOK Ltd’s ratio.
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So it can be said that the more risk factor is attached with the bank BOK Ltd but the
ratio’s of BOK Ltd are consistent.

Figure4.16: Credit Risk Ratio
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The Figure 4.16 shows the credit risk ratio of BOK Ltd has followed a fluctuating trend.
Similarly NABIL’s ratio has decreasing trend. The credit risk of BOK is higher than
BOK. It can be said that BOK has collected funds from various sector for generating
higher return and higher risksin investment and granting loans than NABIL.

b. Capital Risk Ratio
Capital risk ratio measure the ability of banks to attract deposits and inter-bank funds. It

too determines the level of profit. High ratio indicates higher risk as well as higher risk
and vice-versa. Bank can earn more if banks choose to take high capital risk.

Thisratio is calculated by dividing share capital by risk weighted assets and is presented
as,

Share Capital

Capital Risk Ratio = Risk Weight Assets

Here,

Share Capital = Ordinary Share + Bonus Share + Preference Share
Risk Weighted Assets = On Balance Sheet Assets + Off Balance Sheet Assets

On Baance Sheet Items = Cash Balance + Deposit Receipt + Money at Call + Fixed
Assets + Balance at Foreign Banks etc



Off Balance Sheet Items = Bills Collection + Bid Bond + Financial Guarantee +
Performance Bond + Contingent Tax Liability

The Table 4.17 shows the capital risk ratio of BOK Ltd and NABIL from the fiscal year
2008/09 to 2012/13.

Table4.17: Capital Risk Ratio
(In Percentage)

Fiscal Year BOK Ltd. NABIL
2008/09 10.87 9.63
2009/10 10.32 9.83
2010/11 11.48 10.28
2011/12 11.49 10.92
2012/13 11.87 11.73
Mean 11.20 10.48
Standard Deviation (S.D.) 0.61 0.86
Coefficient of Variation (C.V.) 5.45 8.17

Source: Appendix 19

From the comparative table the capital risk ratio of BOK Ltd has followed a fluctuating
trend and NABIL has followed increasing trend. The highest ratio of BOK Ltd is 11.87%
in fiscal year 2012/13 and lowest ratio is 10.32% in the fiscal year 2009/10. NABIL has
highest ratio of 11.73% in the fiscal year 2012/13 and lowest of 9.63% in the fiscal year
2008/09.

Mean ratio of BOK Ltd is 11.20% which is higher than NABIL’s 10.48%. Coefficient of
variance of BOK Ltd is5.45% and NABIL has 8.17%.

It can be said that the risk of NABIL is high and the ratios of BOK are inconsistent. To
gain high return the risk level should be high so the position of BOK is better.

65



Figure4.17: Capital Risk Ratio
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Figure 4.17 shows the capital risk ratio of BOK Ltd has followed a fluctuating trend and
NABIL has followed increasing trend. BOK has ability to attract deposits and inter-bank
funds than NABIL. The figure shows that the BOK has low risk and more consistent than

NABIL.

41.15 Growth Ratios

Growth ratio simply indicates the fluctuation of figure on the basis of past data. Growth
ratios are analyzed to know the situation of fund mobilization and investment
management of bank. Higher ratios are the indicators of excellent performance. It aso
shows that now much growth has been in deposit supported by growth in investment, loan
and advances etc. This clearly shows the balance between assets and liabilities.

Table 4.18: Growth Ratio of Total Deposits

(Rs. In millions)

Fiscal Year BOK Ltd. NABIL
2008/09 18083.98 37348.26
2009/10 20315.83 46410.70
2010/11 21018.42 49696.11
2011/12 24991.45 55023.70
2012/13 27700.99 63609.81

Growth Rate 11.25 14.24

Source: Appendix 20

The comparative table 4.18 shows that the growth ratios of deposits of BOK Ltd are
11.25% and 14.24% of NABIL. So from this increment in percentage it indicates that
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BOK has poor collection of deposits than NABIL. The growth pattern of NABIL is very
impressive than BOK though both of them should try to increase their deposit level.

Figure 4.18: Growth Ratio of Total Deposits
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Figure 4.18 show that the growth ratios of deposits of BOK are 44% and 56% of NABIL
of total deposit. So from this increment in percentage it indicates that BOK has poor
collection of deposits than NABIL. The growth pattern of NABIL is very impressive than
BOK though both of them should try to increase their deposit level.

Table4.19: Growth Ratio of Loan and Advances
(Rs. In millions)

Fiscal Y ear BOK Ltd. NABIL
2008/09 14647.30 27589.93
2009/10 16664.93 32268.87
2010/11 17468.19 38034.10
2011/12 18813.94 41605.68
2012/13 22555.92 46369.83

Growth Rate (%) 11.40 13.86

Source: Appendix 20

The comparative Table 4.19 shows the growth ratio of loan and advance of BOK which
has been little backward to increase its loan and advances. BOK Ltd has 11.40% growth
rate which is slightly lower than NABIL’s 13.86%. Though, both of them have tried to
mobilize their loans and advances. BOK seems little unsuccessful in comparison to
NABIL.
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Figure 4.19: Growth Ratio of L oan and Advances
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Figure 4.19 shows the growth ratio of loan and an advance of BOK which has been little
backward to increase its loan and advances. BOK Ltd has 45% growth rate which is
slightly lower than NABIL’s 55% of total loan and advances. Though both of them have
tried to mobilize their loan and advances BOK seems little unsuccessful in comparison to
NABIL.

Table4.20: Growth Ratio of Total | nvestment
(Rs. In millions)

Fiscal Y ear BOK Ltd. NABIL
2008/09 2786.36 10826.38
2009/10 3269.20 13670.92
2010/11 4286.60 13081.21
2011/12 5246.68 14055.85
2012/13 4757.87 16332.04

Growth Rate (%) 14.31 10.83

Source: Appendix 20

The comparative Table 4.20 shows the growth ratio of total investment which has been
compared. The growth rate of BOK Ltd is higher than NABIL bank. BOK Ltd has
maintained 14.31% and NABIL has 10.83%. So from the growth in total investment view
BOK Ltd has better utilization of its fund in total investment compared with NABIL.
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Figure 4.20: Growth Ratio of Total | nvestment
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Figure 4.20 shows the growth ratio of total investment which has been compared. The
growth rate of BOK Ltd is higher than NABIL bank. BOK Ltd has maintained 57% and
NABIL has 43% of total investment. So from the growth in total investment view BOK
Ltd has better utilization of its fund in total investment compared with NABIL.

Table4.21: Growth Ratio of Net Profit
(Rs. In millions)

Fiscal Year BOK Ltd. NABIL
2008/09 461.73 1031.10
2009/10 509.26 1139.10
2010/11 605.15 1337.75
2011/12 607.66 1696.28
2012/13 617.09 2116.75

Growth Rate (%) 7.52 19.70

Source: Appendix 20

The comparative Table 4.21 shows the growth ratio of Net Profit. NABIL has been
successful to increase its net profit. The growth ratio of NABIL is 19.70% which is very
promising compared to 7.52% of BOK. BOK has not been able to increase its net profit
compared to NABIL.
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Figure4.21: Growth Ratio of Net Profit
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Figure 4.21 shows the growth ratio of Net Profit. BOK Ltd has been successful to
increase its net profit. The growth ratio of BOK Ltd is 28% which is very promising
compared to 72% of NABIL of total net profit. BOK has not been able to increase it’s net
profit compared to NABIL.

412 Statistical Tools
4.1.2.1 Breakdown of I nvestments of BOK and NABIL

The details of breakdown of investments done by BOK and NABIL between the periods
of 2008 to 2013 are provided in Table 4.22 and Table 4.23. The data depicts that the
majority of investment had been done in the form of Government Treasury Bills,
Government Securities-Others and Foreign Banks for the both banks.,

Table 4.22: Breakdown of Investment of BOK between 2008 and 2013
(Rs. In millions)

I nvestment Headings 2008/09 2009/10 2010.11 2011/12 2012/13

Government Treasury Bills 907.25 2,14854 | 3,189.87 | 4,046.46 | 3,664.56

Government Securities - 837.72 | 80639 | 81226 | 99117 | 90158

Others

Local Licensed Institutions 9.19 47.91 28.72 35.60 38.70
Foreign Banks 908.44 226.22 215.61 131.85 114.68
Corporate Shares 29.21 23.16 23.16 24.62 24.62
Corporate Bonds and 94.54 1699 | 1699 | 1699 :
Debentures

Other Investments 13.72

Net Investment | 2,786.36 3,269.20 | 4,286.60 | 5,246.68 | 4,757.87

Source: Appendix 21
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Table 4.23: Breakdown of | nvestment of NABIL between 2008 and 2013

(Rs. In millions)
I nvestment Headings 2008/09 2009/10 2010.11 2011/12 2012/13
Government Treasury Bills 1,838.82 5,865.88 6,489.95 | 4,49459 | 4,603.92
Government Securities -
Others 1,867.28 | 2,075.67 | 2,255.28 | 350538 | 3,310.08
Foreign Securities 272.43 187.00 178.06 220.28 239.65
Local Licensed Institutions 77.90 - 305.35 1,080.45 431.78
Foreign Banks 6,732.83 | 5,391.12 | 3,661.74 | 457866 | 7,445.83
Organized Ingtitution's Share 82.50 159.86 192.49 201.28 210.03
NCM Mutual Fund 1.26 1.26 1.26 1.26 -
SWIFT Investment 1.79 1.58 1.64 1.76 2.04
NABIL Balance Fund - - - - 105.00
Less: Provision 48.43 11.45 4.56 27.82 16.29
Net Investment | 10,826.38 | 13,670.92 | 13,081.21 | 14,055.85 | 16,332.04

Source: Appendix 21

While comparing the investments in Government treasury Bills, Government Securities-
Others, Local Licensed Institutions and Foreign Banks, investment by NABIL bank
exceeded investment that of BOK in all selected investment headings. The average
investment for the period 2008/09 to 2012/13 by NABIL is greatest in Foreign Banks
with the value NRS. 5562.03 million, while the average investment for the same period of
time by BOK is greatest in Government Treasury Bills with the value NRs. 2791.34
Million. Table 4.24 presents the mean and standard deviations of investments in selected
investment headings from 2008/09 to 2012/13. Figure 4.22 presents the graphical
representation of comparative investments.

Table 4.24: Comparative Investment under different headings
(Rs. In millions)

BOK NABIL
I nvestment Headings Standard Standard
Mean L M ean o

Deviation Deviation
Government Treasury Bills 2791.34 1270.79 4658.64 1788.33
Government Securities - Others 869.83 77.62 2602.74 750.75
Local Licensed Institutions 32.02 14.51 379.10 428.53
Foreign Banks 319.36 332.98 5562.03 1543.28

Source: Appendix 21
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Figure 4.22: Comparative Investment of BOK and NABIL
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4.1.2.2 Coefficient Correlation Analysis

Correlation analysis shows the relationship between the variables. Its range is +1 to -1.
Positive figure shows perfect positive correlation and negative figure shows perfect
negative correlation. The zero result is interpreted as independent variables. It is denote
by r.

Interpretation of Correlation Co-efficient

= |tliesbetween +1.0 +0-1.0

= Whenr =+1, it isperfect positive correlation

= Whenr =-1, it is perfect negative correlation

= Whenr =0, thereisno correlation

= When r lies between 0.7 to 0.999 or -0.7 to -0.999, there is high degree of
positive or negative correlation.

= Whenr lies between 0.5 to 0.69 or -0.5 to -0.69 there is moderate degree of
positive or negative correlation.

= Whenrislessthan 0.5, thereislow degree of correlation

=  Probable Error

= |f r <6* P.Er, then the value of ‘r’ is insignificant

= |fr>6*P.Er, then the value of ‘r’ is significant

a. Correlation between Total Deposit and Total | nvestment

It measures the relationship between total deposit and total investment. Total deposit (X)
is independent variables and total investment (Y) is dependent variable. The calculation is
doneto find out whether there is significant relationship or not.

The Table 4.25 shows the value of ‘r*, ‘r’, P.Er, 6 P.Er between total deposit and total
investment of BOK Ltd and NABIL form the fiscal year 2002/03 to 2006/07.
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Table 4.25: Coefficient of Correlation between Total Deposit and Total I nvestment

Banks Evgluation Criterion
r r P.Er 6*P.Er
BOK Ltd 0.86 0.74 0.08 0.47
NABIL 0.96 0.93 0.02 0.13

Source: Appendix 22

From the comparative table it has been found that the value of ‘r’ in case of BOK Ltd is
0.86; which means it has high degree of positive correlation between deposit and total
investment. The coefficient of determination ‘r* is 0.74 that is 74%, the variation of
dependent variable. The P.Er and 6*P.Er are 0.08 and .047 respectively. The coefficient
of correlation is higher than 6 times probable error. This shows that the value of r is
significant.

The coefficient of correlation between total deposit and total investment of NABIL is
0.96, which means there is high degree of positive correlation between total deposit and
total investment. The coefficient of determination ‘r® is 0.93 that is 93%, the variation of
dependent variable. Further, P.Er and 6*P.Er are 0.02 and 0.13 respectively. The
coefficient of correlation is higher than 6 times probable error. This shows that the value
of r issignificant.

So it can be said that BOK Ltd and NABIL have significant relationship between total
deposit and total investment and the increase in investment is due to increase in deposit.
NABIL bank has highly significant correlation with higher dependency. So NABIL bank
issuccessful in utilizing its deposit in total investment in comparison to BOK.

b. Coefficient of Correlation between Deposit and L oan and Advances
Deposits are independent variable (X) and loan and advances are dependent variable (Y).
Calculating r shows the significance or insignificance between the deposit and loan and

advances.

The Table 4.26 shows the value of ‘r’, ‘r2’, P.Er and 6*P.Er of BOK Ltd and NABIL
form the fiscal year 2008/09 to 2012/13.

Table 4.26: Coefficient of Correlation between Deposit and L oan and Advances

Banks Evglluation Criterion
r r P.Er 6*P.Er
BOK Ltd 0.97 0.94 0.02 0.10
NABIL 0.98 0.97 0.01 0.06

Source: Appendix 22
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The correlation ‘r’ between deposit and loan and advances of BOK Ltd is 0.97 which is
highly correlated. The coefficient of determination r? is.94 and it means 94% of variation
in the dependent variable. The value of P.Er is 0.02 and 6*P.Er is 0.10. The value of r is
greater than 6*P.Er. It means that there is significant relationship between deposit and
loan and advances.

Similarly, in case of NABIL too, the coefficient ‘r’ between deposit and loan and
advances is 0.98 which indicates high degree of positive correlation between the two
variables. The coefficient of determination ‘r* is 0.97, which shows 97% variation in
dependent variable. The value of P.Er is 0.01 and 6*P.Er is 0.06. The value of r is greater
than the value of P.Er. So there is significant relationship between total deposit and loan
and advances of NABIL.

It is clear that for considered period of time, both BOK Ltd and NABIL bank are
successful to mobilize its deposit on loan and advances as r value for both banks are
nearly equal.

C. Coefficient of correlation between Outside Assets and Net Profit

Outside assets are independent variable (X) and net profits are independent variable (Y).
It shows whether the net profit is significantly correlated with outside assets or not.

The Table 4.27 shows the value of r, r?, P.Er, 6* P.Er between outside assets and net profit
from the fiscal year 2008/09 to 2012/13.

Table 4.27: Coefficient of Correlation between Outside Assets and Net Profit

Banks Evazluation Criterion
r r P.Er 6*P.Er
BOK Ltd 0.88 0.78 0.07 0.40
NABIL 0.96 0.93 0.02 0.13

Source: Appendix 22

The coefficient of correlation between total outside asset and net profit of BOK Ltd is
0.88 which is positively correlated. The coefficient of determination is 0.78 or 78% of
variation in the dependent variable. P.Er and 6*P.Er of BOK Ltd is 0.07 and 0.40
respectively. The value of r is greater than 6*P.Er. So it can be said that there is
significant relationship between the two variables.

The coefficient of correlation between total outside asset and net profit of NABIL bank is
0.96 which is highly positively correlation. The coefficient of determination is 0.93 or
93% which shows the variability of dependent variable. P.Er and 6* P.Er of NABIL banks
are 0.02 and 0.13. The vaue of r is higher than 6*P.Er. So it is sure that there is
significant relationship between the two variables.
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While comparing between BOK and NABIL, it can be said that BOK holds lower
positive correlation between outside asset and net profit in comparison to NABIL and the
variables have high significant relationship in case of NABIL. Both banks net profit has
had an increment but NABIL has the main reason of increment involved in it and can be
considered NABIL having better performance.

4.1.2.3 Trend Analysis

Trend analysis helps to know the trend which is smply a pattern of behavior. By the
analysis of which fiscal year’s trend future is predicted. The time period here is five years
and the next five year’s projections are done. The future forecast is based of these
assumptions.

= Other this remains the same except the analyzed trend.

= Thevalidity is only possible when least square approach is carried out.
= Thebank runsin present position.

= The central bank’s guideline to commercial banks remains constant.

a. Analysisof Trend Value of Total Deposit

This calculation tries to extract the trend values of total deposit of BOK and NABIL for
five years from F/Y 2013/14 to 2017/18. The Table 4.28 shows the trend values of 10
years from 2008/09 to 2017/18.

Table4.28: Trend Valuesof Total Deposit of BOK and NABIL
(Rs. in millions)

Fiscal Year Trend values of BOK Trend Value of NABIL
2008/09 17640.21 40002.98
2009/10 20031.17 45210.35
2010/11 22422.13 50417.71
2011/12 24813.10 55625.08
2012/13 27204.06 60832.45
2013/14 29595.02 66039.81
2014/15 31985.98 71247.18
2015/16 34376.95 76454.54
2016/17 36767.91 81661.91
2017/18 39158.87 86869.27

Source: Appendix 23
The total deposits of BOK and NABIL have increasing trend. If al things remain the

same the total deposit of NABIL will be highest deposit among the two banks. BOK”S
total deposit in the fiscal year 2017/18 will be 39158.87 million and NABIL’S 86869.27
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million. Among these calculations the deposit collection of NABIL will be better than

that of BOK by 2017/18.

Figure4.23: Trend Values of Total Deposit of BOK and NABIL
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The total deposits of BOK and NABIL have increasing trend. If all things remain the
same the total deposit of NABIL will be highest deposit among the two banks. Among
these calculations the deposit collection of NABIL will be better than that of BOK by

2017/18.

b. Analysisof Trend Value of Loan and Advances

Here the trend value of loans and advances of BOK and NABIL calculated for five years
from 2008/09 to 2012/13 and forecasted for next five from 2013/14 to 2017/18. The
Table 4.29 shows the trend values of loan and advances for from F/Y 2008/09 to 2017/18.

Table4.29: Trend Values of Loan and Advances of BOK and NABIL

(Rs. in millions)

Fiscal Year Trend value of BOK Trend Value of NABIL
2008/09 14436.81 27794.36
2009/10 16233.43 32484.02
2010/11 18030.06 37173.68
2011/12 19826.68 41863.35
2012/13 21623.31 46553.01
2013/14 23419.93 51242.67
2014/15 25216.56 55932.33
2015/16 27013.18 60621.99
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Fiscal Year Trend value of BOK Trend Value of NABIL
2016/17 28809.81 65311.65
2017/18 30606.43 70001.31

Source: Appendix 23

The comparative table shows that both banks BOK and NABIL have increasing trend of
loan and advances, other things remaining the same total loan and advances of BOK will
be 30606.43 million by 2017/18. Similarly total loan and advances of NABIL will be
70001.31 which is higher than BOK’s loan and advances. NABIL”S position regarding
loan and advances will be better than BOK.

Figure4.24: Trend Value of L oan and Advances of BOK and NABIL
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The Figure 4.24 shows that both banks BOK and NABIL have increasing trend of loan
and advances, other things remaining the same total loan and advances of BOK will be of
BOK will be 30606.43 million by 2017/18. Similarly total loan and advances of NABIL
will be 70001.31 which is higher than BOK’s loan and advances. NABIL”S position
regarding loan and advances will be better than BOK BY 2017/18.

C. Analysisof Trend Value of Total I nvestment
The effort here is to calculate trend values of total investment from the year 2008/09 to

2012/13 and forecasted trend values from 2013/14 to 2017/18. The Table 4.30 shows the
trend values of total investment from 2008/09 to 2017/18 of the BOK and NABIL.
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Table4.30: Trend Valueof Total I nvestment of BOK and NABIL
(Rs. in millions)

Fiscal Year Trend value of BOK Trend Value Of NABIL
2008/09 2885.24 11314.03
2009/10 3477.29 12453.65
2010/11 4069.34 13593.28
2011/12 4661.39 14732.90
2012/13 5253.44 15872.53
2013/14 5845.49 17012.16
2014/15 6437.54 18151.78
2015/16 7029.60 19291.41
2016/17 7621.65 20431.04
2017/18 8213.70 21570.66

Source: Appendix 23

Total investment of BOK and NABIL Bank has increasing trend value. The total
investment of BOK will be 8213.70 million by 2017/18 which is lower trend NABIL”S
21570.66 Million. The investment trend of NABIL is better than that of BOK.

Figure4.25: Trend Value of Investment of BOK & NABIL
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The Figure 4.25 shows the tota investment of BOK and NABIL Bank has increasing
trend value. The total investment of BOK will be 8213.70 million by 2017/18 which is
lower trend of NABIL’s 21570.66 Million. The investment trend of NABIL is better than
that of BOK.
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d. Trend Analysis of Net Profit

The trend values of net profit of BOK and NABIL from 2008/09 to 2012/13 and forecast
from 2013/14 to 2017/18 is done here. The Table 4.31 shows the trend values of net profit
for ten years form 2008/09 to 2017/18 of BOK and NABIL.

Table4.31: Trend Value of Net Profit of BOK and NABI L
(Rs. in millions)

Fiscal Year Trend value of BOK Trend Value of NABIL
2008/09 478.36 918.50
2009/10 519.27 1191.35
2010/11 560.18 1464.19
2011/12 601.09 1737.04
2012/13 642.00 2009.89
2013/14 682.91 2282.74
2014/15 723.82 2555.58
2015/16 764.74 2828.43
2016/17 805.65 3101.28
2017/18 846.56 3374.13

Source: Appendix 23

The table shows that the net profit of BOK and NABIL have increasing trend. The net
profit of BOK will be 846.56 million by the year 2017/18. Similarly the net profit of
NABIL will be 3374.13 million by the year 2017/18. This shows that the net profit of
NABIL will be highest among the sample banks. Simply NABIL is considered Best in
terms of net profit.

Figure4.26: Trend Value of Net Profit of BOK and NABIL
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The Figure 4.26 shows that the net profit of BOK and NABIL have increasing trend. The
net profit of BOK will be 846.56 million by the year 2017/18. Similarly the net profit of
NABIL will be 3374.13 million by the year 2017/18. This shows that the net profit of
NABIL will be highest among the sample banks. Simply NABIL is considered Best in
terms of net profit.

4.2 Major Findings

The completion of basic analysis leads forward to the important task for the researcher
which isto enlist the findings issues and gaps of the study. The findings of the study are
derived of the basis of analyzing financial data of the sample bank BOK and NABIL and
are presented as follows:

Liquidity Ratio

= The mean current of BOK is higher and it is better than NABIL bank’s during
the study period. BOK has been efficient to meet it’s short term obligation but
NABIL has failed to do so in al the study period. It means BOK has better
liquidity positions and it has enough current assets to meet it’s immediate cash
obligation.

» Thecurrent ratio of BOK is more variable than NABIL.

= The mean ratio of cash and Bank balance to deposit ratio of BOK is higher than
NABIL.BOK has better liquidity position to serve it’s customers deposit
withdrawal demand. There is high inconsistency in theratio of BOK.

» The mean ratio of cash and bank balance to current asset ratio of BOK is higher
than NABIL bank. It states that the liquidity of BOK is better in this regard. The
ratios of NABIL are very inconsistent. BOK is capable in maintaining it’s cash
and bank balance to meet it’s daily requirement to make the payment on
customers deposit withdrawal in comparison with NABIL.

= The mean ratio of investment on government securities to current assets ratio of
BOK is higher than NABIL. It shows that BOK has invested more of its fund in
government securities. The ratios of NABIL are inconsistent and variable. The
current asset’s of BOK has been used in a high proportion than NABIL.

= The mean ratio of loan and advances to current assets ratio of BOK is higher
than NABIL bank. It can be said that both banks have utilized it’s fund in
recoverable loan and advances because there is not very difference in the mean
ratios of sample banks in the period of study. The ratios of NABIL are more
inconsistent than BOK.

Asset Management Ratio
» The Mean Ratio of loan and advances to total deposit ratio of BOK is higher
than the ration of NABIL. The ratio of NABIL is very consistent and more
stable.
= The mean ratio of total investment to total deposit ratio of BOK is lower than
NABIL. NABIL’S and BOK ratios both have fluctuating trend. NABIL has
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mobilization significant amount of fund of in its investment. The ratios of BOK
are more variable.

The mean ratios of loan and advances to total working fund ratio of a BOK is
higher than NABIL. The ratios of NABIL bank are found inconsistent than
BOK.

The mean ratios of investment on government securities to total working fund of
BOK are higher. Theratios of NABIL are inconsistent than BOK.

The mean ratio of investment on share and debenture of total working fund ratio
of BOK islower than NABIL. The ratios of BOK are dlightly more inconsistent
than NABIL.

Profitability Ratio

The mean ratio of return of loan and advances of BOK is lower than that of
NABIL. Theratios of NABIL areinconsistent.

The mean ratio of return on total working fund of BOK is lessthan NABIL also
theratios of NABIL are too inconsistent compared to BOK.

The mean ratio to total interest earned to total outside ratio of BOK is dlightly
higher than NABIL but the ratios of NABIL are more variable than BOK.

The mean ratio of total interest earned to total working fund ratios of BOK is
higher than NABIL bank. The ratios of NABIL are inconsistent over the period
of study.

The mean ratio of total interest paid to total working fund ratios of BOK is
higher than NABIL bank. The ratios of NABIL are inconsistent over the period
of study.

Risk Ratio

The mean credit risk ratio of BOK is higher than NABIL. The fluctuation of
ratios of NABIL are inconsistent the BOK.

The capital risk ratio of BOK is higher than NABIL. The ratios of NABIL are
inconsi stent too.

Growth Ratios

NABIL has higher growth ratio in terms of total deposit. BOK’s ratios are little
weak because it has growth rate of 11.25% compared to NABIL’S 14.24%.
NABIL has slightly higher ratios of loan and advances 13.86% than BOK’S
11.40%. So the funds of NABIL are utilized more in loans and advances in
comparison to BOK.

The growth ratio of total investment of BOK is 14.31% which is higher than
NABIL’S 10.83% BOK has invested more funds than NABIL.

The growth ratio of net profit of NABIL is 19.70% which is higher than BOK’s
7.52%.
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I nvestment Details

While comparing the investments in Government treasury Bills, Government
Securities-Others, Local Licensed Institutions and Foreign Banks, investment by
NABIL bank exceeded investment that of BOK.

The average investment for the period 2008/09 to 2013/14 by NABIL is greatest
in Foreign Banks with the value NRS. 5562.03 million, while the average
investment by BOK for the same period of time is greatest in Government
Treasury Billswith the value NRs. 2791.34 Million.

Co-efficient of Correlation Analysis

The value of ‘r’ is higher than 6*P.Er. So there is significant relationship in case
of BOK. Similarly the value of ‘r’ is higher than 6*P.Er of NABIL bank and
there is also significant relationship between total deposit and total investment.
In case of correlation coefficient between deposit and loan and advances BOK’s
r is higher than 6*P.Er. So there is significant relationship between deposit and
loan and advances. Similarly NABIL’S r is also greater than its 6*P.Er and the
total deposit of BOK too had significant relationship with its loan and advances.
The coefficient of correlation between outside assets and net profit of BOK is
higher than its 6*P.Er>. So there is significant relationship between outside
assets and net profit. Similarly the coefficient of correlation of NABIL has lower
‘r’ than its 6*P.Er and there is insignificant relationship between outside assets
and net profit.

Trend Analysisand Projection for Next Five Years

Trend value of total deposit of BOK has followed an increasing trend. NABIL’s
trend value has also followed on increasing trend. The total deposit of BOK and
NABIL will be 34376.95 and 76454.54 million respectively by the year
2017/18. Thisforecasting is possible if other things remain the same.

The trend value of loan and advances of BOK and NABIL has followed an
increasing trend. The highest trend of BOK will be 30606.43 and 70001.31
million by the year 2017/12 this shows the increase in loan and advances to
support the investors.

The total investment’s trend value suggests that both banks BOK and NABIL
have increasing trend. The investment position of BOK and NABIL will be
8213.70 and 21570.66 million respectively. For this the economic condition of
the bank must not go downward.

The trend value of net profit of BOK and NANIL has followed an increasing
trend. The trend value of BOK and NABIL will reach 846.56 and 3374.13
million by the 2017/18 respectively. The increase in net profit can be very
beneficial to the commercial banks.
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CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

The fifth chapter includes summary, conclusions and recommendation based on their
findings. After the basic analysis the most important remaining part is to summarize and
recommend. These findings and recommendations are very useful to top management to
execute the decision.

51 Summary

The development of commercial and industrial sector opens the door of prosperity in the
country. Bank promotes development by uplifting the activities related to the financia
situations. The recent peace process and stability also assures the prosperity in the whole
economic activity.

Bank always fits itself into a economy with an important role of capital provider. The
main function of bank is lending and borrowing. But the things have changed. The
modern banking system provides many more advanced and new facilities, so the function
of commercial bank musty push the national economy, mobilize the collected fund,
canalize into productive sectors. These can easily achieve investment objective of gaining
maximum return.

The terms investment covers a wide area of money transactions. Simply it has a concept
of income, saving and other collected funds. These activities fall under the bank. The
primary objective of any financial institution like commercial is profit maximization. The
income and profit of the bank depends upon it’s lending procedure, lending policy and
investment of its fund utilized in different securities.

The high credit created by bank results in higher profitability. In a developing country
like Nepal the must play and disburse facilities all parts of country.

The objective of this study is to evaluate the investment policies adopted by BOK and
NABIL. This study depends on secondary data collected from different sources. Journals,
articles, annual reports are the secondary dates used in this study. Analysis is done
categorically and in asimple way. Table, graphs are drawn to make the analysis easier to
understand.

The financial tools such as profitability ratio, liquidity ratio, asset management ratio risk

ratios are calculated. Statistica tools like mean standard deviation, correlation has also
been used.
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5.2 Conclusion

Two commercial banks are selected for this study. The review of available literatures
helped to conduct a sound methodology which’s used for the analysis and interpretation
of data. The two sample banks are BOK and NABIL secondary data are used as the
sources of data.

The financial ratio analysis includes liquidity ratio, asset management ratio, profitability
ratio, risk ratio and growth ratio. The liquidity position of BOK is comparatively better
than that of NABIL. So the liquidity position of BOK better. Cash and bank balance to
total deposit ratio of BOK is higher than NABIL. It shows the ability of BOK to meet the
cash demand of their customers, cash and bank balance to current asset ratio of BOK is
higher than NABIL which shows the BOK possess high liquid asset among it’s current
assets. Investment on government securities to current asset ratio of BOK is higher than
NABIL and it tells us that BOK has invested it’s more portion of current assets in
government securities which can be converted into cash quickly. Loan and advances to
current assets ratio of BOK is dightly lower than NABIL. It shows that both banks have
utilized their funds to gain maximum profit.

From the analysis of asset management ratio it is found that BOK has better managed its
assets. The loan and advances to total deposit ratio of BOK is higher than NABIL. It
shows BOK has mobilized its more deposit on loan and advances, the total investment to
total deposit ratio of BOK is lower than NABIL.NABIL has invested its more deposit,
loan and advances to total working fund ratio of BOK is higher than NABIL. BOK has
mobilized its total working fund as loan and advances. Investment on government
securities to total working fund ratio of BOK is lower than NABIL. It shows NABIL has
utilized it’s more portion of total working fund on government securities. Investment on
share and debentures to total working fund ratio of NABIL is slightly better than BOK.

The analysis of profitability ratio shows that NABIL is in better position than BOK.
Return on total assets of NABIL is higher than BOK. It shows that BOK fails to earn
higher profit on its working fund. Total interest earned to total outside asset ratio of BOK
is dlightly higher than. Return on loan and advances of NABIL are higher than BOK. The
loans of NABIL are therefore secured loans, total interest earned to total working fund
ratio of both banks have similar position. The figure however suggests that BOK has
dlightly high figure. Total interest paid to total working fund ratio of NABIL islower and
it shows NABIL has not paid high interests.

The analysis of risk ratio shows that the credit risk ratio of BOK is higher than NABIL. It
shows BOK has provided higher portion on loan which involves high risk but it can also
provide high returnif it is secure loan.

The capital risk of BOK is higher than NABIL. This shows thereis high risk for BOK but
thereis chance to high profit too.
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The analysis of growth ratio shows that NABIL has highest ratios of total deposits
compared than BOK. The deposit mobilization of BOK is weaker than NABIL Growth
ratio of loan and advances of NABIL is higher than BOK. It reflects the mobilization of
funds on loans and advances. Growth ratio of total investment of BOK is better than
NABIL. The investment position of BOK is better than NABIL. Growth ratio of net profit
of NABIL is better than BOK because it has higher growth ratios.

This analysis includes the statistical tools which are co-efficient of correlation and trend
analysis. The coefficient of correlation between total deposit and total investment of BOK
has very high degree of positive correlation. The value of ‘r’ is greater than 6*P.Er so
there is significant relationship between total deposit ad total investment. NABIL too has
high degree of positive correlation and there is significant relationship between total
deposit and total investment.

The comparative investments between BOK and NABIL shows that the investment in
Government treasury Bills, Government Securities-Others, Loca Licensed Institutions
and Foreign Banks, investment by NABIL bank exceeded BOK.

The coefficient of correlation between deposit and loan and advances of BOK has high
degree of positive correlation and there is significant relationship between deposit and
loan and advances. NABIL also has high degree of positive correlation and there is
significant relationship between deposit and loan and advances.

The coefficient of correlation between outside and net profit of BOK shows there is high
degree of positive correlation and there is significant relationship between outside assets
and net profit. NABIL also has high degree of positive correlation but there is
insignificant relationship between outside asset and net profit.

The analysis of trend value of five years period and projected future trend values of
sample banks of BOK and NABIL shows the projection for future if the things remain
same. The trend of total deposit of BOK and BABIL are in increasing trend. NABIL’S
deposit collection position is better than BOK. The trend value of loan and advances of
BOK and NABIL has increasing trend. NABIL’S position will be better in terms of
granting loans. The trend values of investment of BOK and NABIL has followed a
increasing trend. NABIL’S future trend is higher than BOK. Net profit of BOK and
NABIL areinincreasing trend but the future trend of NABIL is higher than BOK.

5.3 Recommendations
Recommendation refers to the suggestive measures derived from the findings of the

study. On the basis of core analysis and findings the following recommendation can be
useful to overcome the weaknesses and inefficiency of the sample banks BOK and
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NABIL. It aso helps to improve the present fund mobilization and investment policy of
BOK and NABIL.

= Liquidity positions of the commercia banks in this study have not been recorded
at satisfactory position. The standard rate of liquidity is 2:1 which has not been
found in both Banks i.e. BOK and NABIL’S ratios. BOK and NABIL should try
to lower its current liabilities to improve its liquidity position. NABIL liquidity
position is too poor because it has not been able to meet its current liabilities and
the ratios are below in all study periods.

= Theratio of cash and bank balance to total deposit of BOK is higher than NABIL
which can decrease the profit of bank. So it is suggested to mobilize cash and
bank balance in profitable sectors.

= From this study it has been revealed that NABIL has invested small portion of its
current assets as well as total working fund on government securities compared
with BOK. There is huge amount of cash being kept on reserve, cash and bank
balance of BOK which is needed to invest on treasury bills, development bonds
which are risk free securities. These securities are highly liquid in nature, yield
low interest rate and mature in fixed time. So NABIL bank is suggested to invest
more and more on government securities. However BOK has invest more and
more on government securities then NABIL still it has to increase its investment
on government securities.

=  QOut of total working fund both banks have failed to invest satisfactory funds in
share and debentures of other financial institution. The investment on shares and
debentures of other institution makes competitive market and it also uplifts the
financial and economic development of a country. The resources especially cash
must be utilized in an efficient way to prosper in this competitive world. As far as
the study finds that banks only utilize their excess funds in the purchase of other
institutions securities so it is recommended to invest more funds securities. So it is
recommended to invest more funds in share and debenture of other financia
institutions.

= NABIL’s loan and advances to total deposit ratio is lowest in comparison to BOK.
To overcome from the situation it is recommended to follow liberal lending policy
and invest more and more in loan and advances of its deposits and maintain
stability on the investment policy.

= Profitability ratio of BOK is weaker then NABIL but these are not satisfactory
ratio. The resources mustn’t be kept idle. If the resources are kept idle there is a
need to bear the interest costs in its fund. So the portfolio of a bank especially
BOK needs to revise it from time to time. It should utilize its risky assets and
shareholders’ funds. The cheaper should be collected to create more profit. It is
recommended to BOK that it should improve its profitability condition.

= NABIL possess lower credit risk compared to BOK. The risk taken by BOK are
average but there is insecurity of bad debts.. The risk taken by BOK must utilize
its fundsin highly profitable aswell asin secure areas.
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= The history of bank shows many difficulties in recovering loan as a result those
loans become non-performing assets which can reduce the income. So the
effective policy should be in place to recover it in a time. The popular term “loan
recovery act” should be enacted in which there is control in its administrative
expenses. Both banks should try to collect chapter funds for more profitability.
= This study shows the trend of investment in increasing range. Investment is the

maximum use of resources to create income by investing in income generating
sectors. So it is recommended to keep wide vision in different areas.

The growth of commercia banks is very essential for the economic development.

The main problem existing in Nepal is its traditional system of borrowing money

with money lenders. The rura areas are not facilitated with the facilities of

commercial banks. So the people are forced to borrow money in higher costs. So it

is recommended to expand the branches in rural areas which help the rurd

economic devel opment.

The change in technology has given us advantage to use many tools and techniques

which has made our life easier and better. Internet banking, credit card facilities,

should be expanded which creates new prospective customers. Banks must pay

attention to extend its ATM facilitiesto all over the country.

The most neglected part in developing countries is the investment in research and

development. Until and unless enough money is not spent the new innovative ideas

to reach near the customer and to adjust in any environment is not possible. So it is

strongly recommended to increase investment in research and devel opment.

The main problem of developing countries like Nepal is it lacks enough capital formation.
The development can only exist if there is a strong economic activity. To get success in
the economy commercial banks must act according to its nature. Nepal commercial banks
have faced different problem related to investment, fund mobilization. The working
pattern of commercial banks has not adopted very new changes. The traditional method
has been used.

The bank now on must mobilize its fund in other financia intuitions securities. The
deposit collection has to be more spreader to collect the funds in an effective way which
would be helpful to provide loans. So the suggestions provided would be helpful for the
commercia banksto develop such policy which suits the current situation. The concept of
change is the asset for every instruction to be successful. Private bank are mushrooming
and it has also facilitated the economy also well as saved its people.
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APPENDI X

Appendix 1: Lists of Commercial Banksin Nepal

(Mid- July 2013)

Operation . Paid up capital
SN. Names Date (A.D) Head Office (Rs. In Million)
1 Nepal Bank Limited. 1937/11/15 Dharmapath,K athmandu 1772.83
2. Rastriya Banijya Bank. 1966/01/23 Singhadurbarplaza,Kathmandu | 8502.40
3 Nabil Bank Ltd. 1984/07/12 Kantipath, Kathmandu 2436.84
4 Nepal Investment Bank Ltd. 1986/03/09 Durbarmarg, Kathmandu 20298
5 ’:%“C“'t”re Development Bank 1968/01/21 | Ramshahpath, Kathmandu 3768.01
6 ﬁm‘::rdd Chartered Bank Nepal 1987/02/28 | Nayabaneshwor, Kathmandu | 1853.90
7. Himalayan Bank Limited. 1993/01/18 | Thamel, Kathmandu 2760
8. Nepal SBI Bank Limited. 1993/07/07 Hattisar, Kathmandu 2355.74
9. Nepal Bangladesh Bank Limited. 1994/06/06 Nayabaneshwor, Kathmandu 2009.40
10. Everest Bank Limited. 1994/10/18 L azimant,K athmandu. 1761.13
11. Bank of Kathmandu Limited. 1995/03/12 Kamaladi Kathmandu. 1684.40
12. Eempi"’:'egred't and Commerce Bank | 90610114 | Siddharthanagar, Rupandehi | 1400
13. Lumbini Bank Limited. 1998/07/17 Narayangadh, Chitwan 1601.60
14. NIC AsiaBank Ltd.! 1998/07/21 Biratnagar, Morang 2311.60
15. Machhapuchchhre Bank Limited. 2000/10/03 Pokhara, Kaski 2478.79
16. Kumari Bank Limited. 2001/04/03 Durbarmarg, Kathmandu. 1603.80
17. Laxmi Bank limited. 2002/04/03 Birgunj, Parsa 1694.08
18. Siddhartha Bank Limited. 2002/12/24 Kamaladi, Kathmandu. 1619.24
19. Globa IME Bank Ltd.? 2007/01/02 | Birgunj, Parsa 2418.10
20, Ei'::ite;‘; Bank International 2007/04/20 | Kamaladi, Kathmandu. 2101.84
21. Prime Commercial Bank Limited. 2007/09/24 Newroad,Kathmandu. 2342.72
22. Sunrise Bank Limited. 2007/10/12 Gariridhara,Kathmandu. 2015
23. Grand Bank Nepal Ltd. 2008/05/25 Kamaladi, Kathmandu 2000
24, Kist Bank Ltd. 2009/05/07 | Anamnagar,Kathmandu. 2000
25. NMB Bank Limited. 2008/06/02 | Babarmahal,Kathmandu. 2000
26. Sanima Bank Ltd. 2012/02/15 Nagpokhari, Kathmandu 2016
27. Janta Bank Limited. 2010/04/05 NayaBaneshwor, Kathmandu. 2000
28. Mega Bank Limited. 2010/07/23 Kantipath, Kathmandu. 1631

(Source: www.nrb.org.np)

' Exigting Bank of AsiaNepal Ltd is merged with Nepal Industrial & Commercial Bank

Ltd.

> Existing Gulmi Bikas Bank Ltd and Social Development Bank Ltd are merged with

Global IME Bank Ltd.




Appendix 2: INTRODUCTION OF CONCERNED BANKS

NABIL BANK LIMITED

NABIL bank is the first foreign joint venture bank established on 12" July 1984.At the
initial stage it had technical service agreement with Dubai bank limited which was later
merged with Emirates Bank limited. NABIL is the first and major joint venture bank in
the country and it is managed by a team of qualified and highly experienced
professionals. Their core objective was to support the nation with introduction of modern
banking services.

The bank provides a complete range of consumer, retail, SME and corporate banking
services through its offices spread across the country. It is the largest private bank in the
country in terms of branch and ATM network .The bank has also adopted modern
technologies and has provided an array of card products and Internet/Tele banking
facilities besides ATM’s and Any Branch Banking Service. This bank has been providing
various services targeted various people such as Nabil Lok Bachat, Nabil Student Saving,
Nabil Bal Bachat, Nabil Jestha Bachat Nabil Nari Bachat Retirement Fund and so on.

The current structure of equity is divided into different parts. General public have 30% of
shares and financial institutions of Nepal have 20% of share in which 50% of shares is
acquired by foreign country. Authorized capital in 2013 is 2,500,000,000, issued capital
2,436,841,400 and paid up capital is 2,436,841,400. (NABIL, Annual Report 2013)

Equity Structure of NABIL

30% ' |

M Foreigh entity share

B Local financial institutions
50% share

Public share

Source: Annual Reports of NABIL

Bank of Kathmandu started its operation in March 1995.The Nepalese professionals has
well managed this commercia bank and it has largest public shareholders. The
establishment objective of thisbank is:



1. To contribute the development of nation by mobilizing domestic saving and
channeling them into productive areas.

2. To use the updated banking technology this reduces cost and provides better and
reliable services.

3. To cooperate with foreign banks and money transfer agencies this makes the
financial transaction easier, faster and reliable.

4. To contribute to the overall socio-economic development of Nepal.

BANK OF KATHMANDU (BOK)

This bank has provided variety of services which focuses and attracts many customers.
BOK’s depositors range from general public to business houses, NGO’s, INGO’s and
institutional depositors. This bank has been providing various services targeted various
people. Sgjilo Bachat Khata, Griha Laxmi Bachat Khata, Kopila Bachat Khata, Mero
Bachat Yojana Chetnsil Yuwa Bachat, My choice Women’s Saving are some few
examples of the various services provided by the bank to its customer. The lending
facility of BOK comprises many facilities like consumer loans, vehicle finance,
educational loan, housing loan, festivity and personal loan.BOK has also targeted
marginalized groups and the poorer people of the Nepalese society. It has established its
development credit unit which has already facilitated mid eastern western Nepal, Eastern
Nepal.

The current structure of equity is divided into different parts. General public’s having
96.004% of shares and promotes having 3.996% of shares. Authorized capital in 2013 is
2,000,000,000, issued capital is 1,684,396,700 and paid up capital is 1,684,396,700.
(BOK Annual Report 2013)

Equity Structure of BoK

4.00%

B General Public

B Promoter

Source: Annual Reports of Bank of Kathmandu



Appendix 3: Current Ratio

(Rs. In millions)

Banks BOK NABIL

Fiscal Current Current Ratio Current | Current Ratio

Y ear Asset Liabilities| (Times) Asset Liabilities| (Times)
2008/09 | 19856.36 | 18554.42 1.07 42341.71 | 40437.16 1.05
2009/10 | 22664.49 | 21122.66 1.07 50388.03 | 48015.48 1.05
2010/11 | 23913.64 | 22122.56 1.08 55948.36 | 53274.92 1.05
2011/12 | 27961.95 | 25981.16 1.08 60796.13 | 57496.85 1.06
2012/13 | 31604.39 | 28840.97 1.10 70245.97 | 66336.50 1.06

Calculation of Mean, Standard Deviation and Coefficient of Variation of Current

Ratio
BOK NABIL

Fiscal | () Current (=) Fiscal Curresiy (=)a

Year *"Ratio = Year Ratio (:-"-:1) &
2008/09 1.07 114 2008/09 1.05 1.10
2009/10 1.07 114 2009/10 1.05 1.10
2010/11 1.08 117 2010/11 1.05 1.10
2011/12 1.08 117 2011/12 1.06 112
2012/13 1.10 121 2012/13 1.06 112

N=5 - X 54 - 2" 583 s X 527 - X% 554

(1) Calculation of Mean, S.D and C.V of BOK

Mean

; ation = [ZEF _ (TX)*
Standard deviation 'fm ( )

Xy
N

Ratio =

=

f-1.08

L

= 2B < g0
5 5

Coefficient of variation (C.V) === x 100%
1

_D.01

108

Thus,

% 100 = 0.94%

o




Mean = 1.08
SD.=0.01
C.V =0.94%

(2) Calculation of Mean, S.D and C.V of NABILA

Mean Ratio (X;) =22

2 T
Standard deviation = Ji-% . (i: >~n)

5.54 (5.27)%
5 5

=0.01

Coefficient of variation (C.V) :%E % 100%
1

_oo1 _
T %100 = 0.5%

Similarly, Calculation of Mean, Standard Deviation, and Coefficient of Variation of other

banks are done.



Appendix 4: Cash and Bank Balanceto Total Deposit Ratio
(Rsin millions)

Banks BOK LTD NABIL

. Cash and Cash and
f{':';" Bank ngtoasli . Ratio(%) | Bank ngtoasli . | Ratio (%)

Balance Balance

2008/09 2182.11 | 18083.98 12.07 3372.51 | 46410.70 7.27
2009/10 1798.37 | 20315.83 8.85 1400.10 | 37348.26 3.75
2010/11 1678.93 | 21018.42 7.99 245855 | 49696.11 4,95
2011/12 3382.71 | 24991.45 13.54 4294.05 | 55023.70 7.80
2012/13 1315.90 | 27700.99 15.49 5897.40 | 63609.81 9.27

Appendix — 5: Cash and Bank Balanceto Current Asset Ratio
(Rsin millions)

Banks BOK NABIL
. Cash and Cash and
Fiscal gk Totd o patio@) | Bank | YT | Ratio (%)
Y ear Deposit Assets
Balance Balance
2008/09 | 2182.11 19856.36 10.99 3372.51 42341.71 7.96
2009/10 | 1798.37 22664.49 7.93 1400.10 50388.03 2.78
2010/11 | 1678.93 23913.64 7.02 2458.55 55948.36 4.39
2011/12 | 3382.71 27961.95 12.10 4294.05 60796.13 7.06
2012/13 | 4290.60 31604.39 13.58 5897.40 70245.97 8.40

Appendix 6: Investment on Government Securitiesto Current Asset Ratio
(Rsin millions)

Banks BOK NABIL
Fiscal ! g\;irr?]er:te;n Current Ratio | g\;irr?]:;n Current Ratio
0, 0,

vear Securities Asset (%) Securities Assets (%)
2008/09 1744.98 19856.36 8.79 3706.10 42341.71 8.75
2009/10 2951.93 22664.49 13.02 7941.56 50388.03 | 15.76
2010/11 4002.14 23913.64 16.74 8745.23 55948.36 | 15.63
2011/12 5037.63 27961.95 18.02 7999.98 60796.13 | 13.16
2012/13 4566.15 31604.39 14.45 7914.00 70245.97 | 11.27




Appendix 7: Loan and Advances Current Assets Ratio

(Rsin millions)

Banks BOK NABIL
Fiscal Loan and | Current Ratio Loan and Current Ratio
Y ear Advances | Asset (%) Advances Assets (%)

2008/09 14647.30 | 19856.36 | 73.77 27589.93 42341.71 65.16

2009/10 | 16664.93 | 22664.49 | 73.53 32268.87 50388.03 64.04

2010/11 | 17468.19 | 23913.64 | 73.05 38034.10 55948.36 67.98

2011/12 | 18813.94 | 27961.95 | 67.28 41605.68 60796.13 68.43

2012/13 | 22555.92 | 31604.39 | 71.37 46369.83 70245.97 66.01

Appendix 8: Loan and Advancesto Total Deposit Ratio

(Rsin millions)

Banks BOK NABIL
Fiscal L oan and Total Ratio L oan and Total Ratio
Y ear Advances | Deposit (%) Advances Deposit (%)

2008/09 | 14647.30 | 18083.98 | 81.00 27589.93 37348.26 73.87

2009/10 | 16664.93 | 20315.83 | 82.03 32268.87 46410.70 69.53

2010/11 | 17468.19 | 21018.42 83.11 38034.10 49696.11 76.53

2011/12 | 18813.94 | 24991.45 | 75.28 41605.68 55023.70 75.61

2012/13 | 22555.92 | 27700.99 | 81.43 46369.83 63609.81 72.90

Appendix 9: Total Investment to Total Deposit Ratio

(Rsin millions)

Banks BOK NABIL
Fiscal Total Total Ratio Total Total Ratio
Y ear Investment | Deposit (%) I nvestment Deposit (%)

2008/09 2786.36 | 18083.98 | 1541 10826.38 37348.26 28.99

2009/10 3269.20 | 2031583 | 16.09 13670.92 46410.70 29.46

2010/11 4286.60 | 21018.42 | 20.39 13081.21 49696.11 26.32

201112 5246.68 | 24991.45 | 20.99 14055.85 55023.70 25.55

2012/13 475787 | 27700.99 | 17.18 16332.04 63609.81 25.68




Appendix 10: Loan and Advancesto Total Working Fund Ratio

(Rsin millions)

Banks BOK NABIL

Fiscal L oan and Total Ratio | Loan and Total Ratio

Y ear Advances | Working (%) Advances Working (%)
Fund Fund

2008/09 14647.30 | 20496.01 | 71.46 27589.93 43867.40 62.89

2009/10 | 16664.93 | 23396.19 | 71.23 | 32268.87 52079.73 61.96

2010/11 17468.19 | 24757.75 | 70.56 38034.10 58097.19 65.47

201112 18813.94 | 28882.00 | 65.14 41605.68 63257.37 65.77

2012/13 | 2255592 | 32545.61 | 69.31 46369.83 73343.59 63.22

Appendix 11: Investment on Government Securitiesto Total Working Fund Ratio
(Rsin millions)

Banks BOK NABIL

Fiscal Investment in | Working Ratio | Investmentin | Working | Ratio
Y ear gover nment fund (%) gover nment fund (%)

securities securities

2008/09 1744.98 20496.01 8.51 3706.10 43867.40 | 8.45
2009/10 2951.93 23396.19 12.62 7941.56 52079.73 | 15.25
2010/11 4002.14 24757.75 16.17 8745.23 58097.19 | 15.05
2011/12 5037.63 28882.00 17.44 7999.98 63257.37 | 12.65
2012/13 4566.15 32545.61 14.03 7914.00 7334359 | 10.79

Appendix 12: Investment on Share and Debenturesto Total Working Fund Ratio

(Rsin millions)

Banks BOK NABIL

Fiscal Investment Total Ratio I nvestment Total Ratio

Y ear onshareand | Working | (%) | onshareand | Working (%)

Debenture Fund Debenture Fund

2008/09 2921.40 20496.01 | 14.25 8250.19 43867.40 18.81
2009/10 2315.51 23396.19 | 9.90 17035.71 52079.73 32.71
2010/11 2315.51 24757.75 9.35 19017.78 58097.19 32.73
2011/12 2462.08 28882.00 | 8.52 19750.33 63257.37 31.22
2012/13 3834.45 32545.61 | 11.78 20551.66 73343.59 28.02




Appendix 13: Return on Loan & Advances Ratios

(Rsin millions)

Banks BOK NABIL

Fiscal Net Profit | Loan and ) Net Profit | Loan and .

0, 0,

Y ear After Tax | Advance Ratio (%) After tax | Advance Ratio (%)
2008/09 461.73 14647.30 3.15 1031.10 | 27589.93 3.74
2009/10 509.26 16664.93 3.06 1139.10 | 32268.87 3.53
2010/11 605.15 17468.19 3.46 1337.75 | 38034.10 3.52
2011/12 607.66 18813.94 3.23 1696.28 | 41605.68 4.08
2012/13 617.09 22555.92 274 2116.75 | 46369.83 456

Appendix 14: Return on Total Working Fund Ratios
(Rsin millions)
Banks BOK NABIL

Fiscal Net Profit | Working A Net Profit | Working A

Y ear After Tax Fund Ratio (%) After Tax Fund Ratio (%)
2008/09 461.73 20496.01 2.25 1031.10 | 43867.40 2.35
2009/10 509.26 23396.19 2.18 1139.10 52079.73 2.19
2010/11 605.15 24757.75 244 1337.75 58097.19 2.30
2011/12 607.66 28882.00 2.10 1696.28 63257.37 2.68
2012/13 617.09 32545.61 1.90 2116.75 73343.59 2.89

Appendix 15: Total Interest Earned to Total Outside Asset Ratio

(Rsin millions)

Banks BOK NABIL
Fiscal .Total Totgl . .Total Totgl _
Year interest Outside Ratio interest Outside Ratio

Earned Asset Earned Asset
2008/09 1347.76 | 17430.90 7.73 2798.49 | 38416.31 7.28
2009/10 1870.85 | 19934.14 9.39 4047.73 | 45869.79 8.82
2010/11 2386.78 | 21754.79 10.97 5254.03 | 51037.30 10.29
2011/12 2620.89 | 24060.62 10.89 6133.74 | 55675.65 11.02
2012/13 2450.14 | 27313.79 8.97 5702.12 | 62714.26 9.09




Appendix 16: Total Interest Earned to Total Working Fund Ratio

(Rsin millions)

Banks BOK NABIL
Fiscal _ Total Tota_\l _ . Total Tota_\l _
Year interest Working Ratio interest Working Ratio
Earned Fund earned Fund
2008/09 | 1347.76 20496.01 6.58 2798.49 43867.40 6.38
2009/10 | 1870.85 23396.19 8.00 4047.73 52079.73 7.77
2010/11 | 2386.78 24757.75 9.64 5254.03 58097.19 9.04
2011/12 | 2620.89 28882.00 9.07 6133.74 63257.37 9.70
2012/13 | 2450.14 32545.61 7.53 5702.12 73343.59 7.77
Appendix 17: Total Interest Paid to Total Working Fund
(Rsin millions)
Banks BOK NABIL
Fiscal Total Totgl . Total Totgl .
Year Interest | Working Ratio Interest | Working Ratio
Paid Fund Paid Fund
2008/09 563.11 20496.01 2.75 1153.28 | 43867.40 2.63
2009/10 902.93 23396.19 3.86 1960.11 | 52079.73 3.76
2010/11 | 1218.79 | 24757.75 4.92 2955.43 | 58097.19 5.09
2011/12 | 148454 | 28882.00 514 315549 | 63257.37 4.99
2012/13 | 1219.40 | 32545.61 3.75 2186.18 | 73343.59 2.98
Appendix 18: Credit Risk Ratio
(Rsin millions)
Banks BOK NABIL
Fiscal L oan and Total Ratio L oan and Total Ratio
Y ear Advances | Assets Advances | Assets
2008/09 14647.30 | 20496.01 71.46 27589.93 | 43867.40 62.89
2009/10 16664.93 | 23396.19 71.23 32268.87 | 52079.73 61.96
2010/11 17468.19 | 24757.75 70.56 38034.10 | 58097.19 65.47
2011/12 18813.94 | 28882.00 65.14 41605.68 | 63257.37 65.77
2012/13 | 22555.92 | 32545.61 69.31 46369.83 | 73343.59 63.22




Appendix 19: Capital Risk Ratio

(Rsin millions)

Banks BOK NABIL

Risk Weight Risk Weight

AsSsets Assets Ratio

Fiscal Year | Capital Ratio | Capital

2008/09 1741.59 16025.04 10.87 | 3130.24 32500.50 9.63

2009/10 2073.53 20091.41 10.32 | 3834.23 39016.21 9.83

2010/11 2435.19 21210.25 1148 | 4572.06 44468.80 10.28

201112 2700.84 23510.43 1149 | 5460.52 50021.68 10.92

2012/13 3304.64 27847.51 11.87 | 6707.10 57191.50 11.73




Appendix 20: Calculation of Growth Ratio

Let,

D,= Variablein the Nth Y ear
D,= Variablein theinitial Year
n = No of period study

g = Growth Rate

Then, D, = Dy(1 + )"

Hence, Growih Rate (g),

1

Calculation
a. Total Deposit Growth rate of BOK

e

_ (2??1;0.987)_3 1
~ L 1%053.980

=0.1125
i.e. Growth Rate =11.25%

b. Total Deposit Growth rate of NABIL

et

_ (I1J-:'1119.808)_Z-_| 1
A7348.255

=0.1423
i.e. Growth Rate =14.23%

c. Total L.oan and advances growth rate of BOK

o= (2 -1



_ £22555.92\7T
- (I-If1-17.30) 1

=0.1140
i.e Growth Rate =11.40%

. Total L.oan and advances growth rate of NABIL
|
e UII ﬁ
9=(5)" -1

_ (4(13&9.83)?—7 _1
1755993

=0.1386
i.e Growth Rate =13.86%

Total investment growth rate of BOK
et
o= (3)" -1
o A
- (27 -1
=0.1431
i.e Growth Rate =14.31%

Total investment growth rate of NABIL

o= () -2

_(t{m332.04)_?—_| 1
~ Nios6.38

=0.1083
i.e Growth Rate =10.83%

. Total Net Profit growth rate of BOK

0= (&)

-1

= (ﬂl@)‘-_' -1

461,73



=0.0752
i.e Growth Rate =7.52%

h. Total Net Profit growth rate of NABIL
dRlE
o= () -1
SHE
- (emyT
=0.1970
i.e Growth Rate =19.70%




Breakdown of I nvestment of BOK between 2008 and 2013

Appendix 21:

(Rs. In million)

I nvestment Headings 2008/09 2009/10 2010.11 2011/12 2012/13
Government Treasury Bills 907.25 | 214854 | 3189.87 | 4,04646 | 3,664.56
gﬁr‘l’gsnme”t Securities - 83772 | 80639 | 81226 | 99117 | 90158
Local Licensed Institutions 9.19 4791 28.72 35.60 38.70
Foreign Banks 908.44 226.22 215.61 131.85 114.68
Corporate Shares 29.21 23.16 2316 24.62 24.62
Corporate Bonds and 94,54 16.99 16.99 16.99 -
Debentures
Other Investments - - - - 13.72

Net Investment | 2,786.36 | 3,269.20 | 4,286.60 | 5246.68 | 4,757.87

Breakdown of Investment of NABIL between 2008 and 2013

(Rs. In million)
| nvestment Headings 2008/09 2009/10 2010.11 2011/12 2012/13
Government Treasury Bills 1,838.82 5,865.88 6,489.95 | 4,49459 | 4,603.92
Government Securities -
Others 1,867.28 | 2,075.67 | 2,255.28 | 3505.38 | 3,310.08
Foreign Securities 272.43 187.00 178.06 220.28 239.65
Local Licensed Institutions 77.90 - 305.35 1,080.45 431.78
Foreign Banks 6,732.83 | 5391.12 | 3,661.74 | 4578.66 | 7,445.83
Organized Institution's Share 82.50 159.86 192.49 201.28 210.03
NCM Mutual Fund 1.26 1.26 1.26 1.26 -
SWIFT Investment 1.79 1.58 1.64 1.76 2.04
NABIL Balance Fund - - - - 105.00
Less: Provision 48.43 11.45 4.56 27.82 16.29
Net Investment | 10,826.38 | 13,670.92 | 13,081.21 | 14,055.85 | 16,332.04




Appendix 22:

Coefficient of Correlation between Total Deposit and Total | nvestment (BOK)

(Rsin millions)

Fisca | 0@ Total
Deposit = X2 [ nvestment = ‘ Y?2 XY
Yea.r (X) M= x—13 (y) Y= oy—9
2008/09 | 18083.98 | -4338.15 | 18819574.32 2786.36 -1282.99 | 1646052.61 | 5565789.20
2009/10 | 20315.83 | -2106.30 | 4436496.28 3269.20 -800.14 640221.15 | 1685330.46
2010/11 | 21018.42 | -1403.72 1970419.70 4286.60 217.26 47200.44 | -304966.67
2011/12 | 24991.45 | 2569.32 6601380.83 5246.68 1177.34 | 1386128.92 | 3024957.01
2012/13 | 27700.99 | 5278.85 | 27866296.01 4757.87 688.53 474070.32 | 3634636.68
Y X2= B Y Y2= Y XY=
22455 4 59694167.14 4020 aa 4193673.44 | 13605746.6
2
, .. . _ XY _ 13605746.67 _
= Coefficient of Correlation (r) = Fo s Vet A 0.8599
+ Coefficient of Determination (%) = 0.8599° = 0.7394
\ 1-+ 1-01,7394
= Probable Error (P.E.) = 0.6745 x —= = 0.6745 x = 0.07858
7

6 (P.E.) =6 x0.07858 = 0.4715

Note: All the Calculations of coefficient of correlation are done similarly.




Appendix 23: Trend Analysis of Total Deposit of BOK

(Rsin millions)

Fiscal Total X=t-2010 | X2 XY Y=a+bx
Year (t) | Deposit (Y) (Y=22422.13+2390.96X)
2008/09 | 18083.98 -2 4 | -36167.96 17640.21
2009/10 | 20315.83 -1 1 | -20315.83 20031.17
2010/11 | 21018.42 0 0 0.00 22422.13
2011/12 | 24991.45 1 1 24991.45 24813.10
2012/13 | 27700.99 2 4 55401.97 27204.06

Total | 112110.67 10.00 | 23909.63

a= =

YY 112110,
n

2 XY 23909.63 _

b=37="7

o7 = 224221336

= 2390.96

Projected Trend Values of Total Deposit for next fiveyears

Fiscal Year X=1-2010 Y= at+bx (Y= 22422.13+2390.96X)
2013/14 3 29595.02
2014/15 4 31985.98
2015/16 5 34376.95
2016/17 6 36767.91
2017/18 7 39158.87

Note: All the Calculations of Trend Analysis are done similarly.




