CHAPTER-I
INTRODUCTION

1.1 Background of the Study

Financial institutions have catalytic role in therogess of economic
development. Thus, commercial banks have become hiert of financial
system. A key factor in the development in the ¢ouns the mobilization of
domestic resources and their investment for prodeiaise to the various sectors.
To make it more effective, CBs formulate sound stueent policies, which help
maximize quality of investment and eventually cimite to the economic growth of

a country.

Commercial banks occupy an important place in thenéwork of every economy

because they provide capital for the developmenhadistry, trade, business and
other resources deficit sectors by investing theinga collected as deposits.

“Commercial bank is a corporation which accepts aedndeposits subject to check
and makes short term loans to business enterpreggerdless of the scope of its other
service.” (Ronald; 2000: 48).

Various utility functions performed by banks foretleconomy are of the great
economic significance for the economy, which cdluence the course and direction

of economic activity within the economy. Bankingsm is necessary to offer
institutional services of promotion, underwritingdnce and investment. They pool
together the saving of the community and arrangetifieir productive use by

providing short as well as long term loans in défet forms necessary for the trade
and commerce. They discharge various functionsedralb of their customers and in
turn they are paid for their services.”(Nepal Conurad Bank Act; 1974; 3).

Commercial bank is a heart of financial system thelg the deposits of many person,
Government establishment, business unit, timake fund available through their

lending and investing activities to borrower, indivals , business firms and service



from the producers to customers and the financitwiies of the government. They
provide a large portion is affected. These factvahthat the commercial banking

system of nation is import to the functioning o taconomy.

Commercial Banks are an integral part of the econimnall countries. In addition to
the commercial Banking realm, there are severalnfonal institutions affecting the
financial operations in a country. The role of teenmercial Banks in financial
system is more significant, it plays increasinglynamic, and vital role in the
economy of the least developed countries like @untry Nepal, which provides

economic and financial intermediation in the ecogom

Generally, Deposit and Investment policy of a Bdekotes that a bank collects and
accepts deposits of amount from the public androzgéion in different accounts and
invests its amount in various sectors. Every baasktb adopt deposit and investment
policy to make safe due to various types of risgpBsit and Investment policy show
the different tools, techniques, ideas and pathes bank for smooth and healthy

operation competing market competitors to survive.

“Investment brings forth vision of profit, risk, spulation and wealth. For the
uninformed, investing may result in disaster. Img®l sense; investment means to
pay out money to get more. But in the broadestesangestment means the sacrifice
of current money for future money. Two differentridsutes are generally involved
time and risk. The sacrifice takes place in thespr¢ and is certain. The reward
comes later, if at all, and the magnitude is gelheumcertain.” (Sharpe, Alexander
and Baily; 2003; 75)

Investment operation is very risk one. A healthyaelepment of any banks depends
heavily upon its investment policy. Commercial beunkust mobilize its deposit and
other fund to profitable, secured, stable and miatke sectors that it can earn a
higher profit as well as it should be secured aardlme converted into cash whenever
needed. Investment policy provides the bank sewvepaits through which they can
handle their investment operation efficiently emsgirthat maximum return with

minimum risk, which ultimately leads to the bank ttee path of success. Thus



investment is to most important function of comnm&@rbanks. It is very challenging
task for commercial banks, so a bank has to be aauyion while investing funds in
various sectors i.e. investment portfolio. The ggsoof a bank heavily depends upon
the proper management of deposit collection andsts/them in investable funds.
The origin of bank in Nepal is not so long. Withire shortest span of time, there has
been tremendous growth of bank in Nepal. In thecgss of development
and economic linearization policy of the governmémtthe country, financial
institution and commercial joint ventures banks éndneen established. Taking an
overview of financial institutions providing bankjriacility in Nepal, there are 31

commercial banks.

1.2 Profile of Sample Banks

1.2.1Everest Bank Ltd.

Everest Bank Limited (EBL) started its operationd 994 and started its operation
with a view and objective of extending professitzed and efficient banking services
to various segments of the society. EBL joined lsawih Punjab National Bank

(PNB) (holding 20% equity in the bank) is the lageationalized bank in India. With
its presence virtually in all the important centat$ndia, Punjab National Bank offers
a wide variety of banking services which includepmrate and personal banking,
industrial finance, agricultural finance, financiafjtrade and international banking.
Among the clients of the Bank are Indian congloteamedium and small industrial
units, exporters, non-resident Indians and muional companies. The
large presence and vast resource base have hap&ahnk to build strong links with
trade and industry. The bank is providing custofinendly services through its
Branch Network. All the branches of the bardte connected through
Anywhere  Branch Banking System (ABBS), which eeablcustomers for

operational transactions from any branches. Witlaiam to help Nepalese citizens
working abroad, the bank has entered into arrang&smagith banks and finance
companies in different countries, which enable guiemittance of funds by the
Nepalese citizens in countries like UAE, Kuwait,hBgin, Qatar, Saudi Arabia,
Malaysia, Singapore and U K.



Bank has set up its representative offices at Neti(India) to support Nepalese
citizen remitting money and advising banking retaservices. The bank has been
conferred with “Bank of the Year 2006, Nep&y the banker, a publication of
financial times, London. And the bank was bestowsth the “NICCI Excellence
award” by Nepal India chamber of commerce for gectacular performance under

finance sector.

Recognizing the value of offerings a complete raofyservices, EBL pioneered in
extending various customer friendly products susiiame Loan, Education Loan,
EBL Flexi Loan, EBL Property Plus (Future kea Rental)) Home Equity
Loan, Vehicle Loan, Loan Against Share, Loan Againfe Insurance Policy and

Loan for Professionals.

1.2.2 Himalayan Bank Limited (HBL)

With the objective of to become the Bank of firshoice Himalayan Bank

was established in 1993 in joint venture with HaBénk Limited of Pakistan. It

is the first commercial bank of Nepal with maximwsimareholding by the Nepalese
private sector. Despite the cut-throat competitiorthe Nepalese Banking sector,
Himalayan Bank has been able to maintain a ledderprimary banking activities-
Loans and Deposits. Legacy of Himalayan lives oramninstitution that's known
throughout Nepal for its innovative approaches terahandising and customer
service. Products such as Premium Savings AccaoiBi, Proprietary Card and

Millionaire Deposit Scheme besides services sucATdds and Tele-banking were
first introduced by HBL. Other financial institutie in the country have been
following its lead by introducing similar productsd services. Therefore, the
banks stand for the innovations that it brings dbiouthis country to help its

Customers besides modernizing the banking sectiéh iWe highest deposit base
and loan portfolio amongst private sector banks @&xtending guarantees to
correspondent banks covering exposure of otherllbeamks under its credit
standing with foreign correspondent banks, the Haglieve that it obviously lead
the banking sector of Nepal. The most recent radhgBL by Bankers) Almanac

as country,s number 1 Bank easily confirms itswlai



At present HBL have altogether thirty three brarscineNepal. All Branches of HBL
are integrated into Globus (developed by Temernbg)single Banking software
where the Bank has made substantial investmenis.hEs helped the Bank provide
services like ,Any Branch Banking Facility, Internet Banking and SMS Banking.
Living up to the expectations and aspirations ef@ustomers and other stakeholders
of being innovative, HBL very recently introducesl/eral new products and services.
Millionaire Deposit Scheme, Small Business EntesgsilLoan, Pre-paid Visa Card,
International Travel Quota Credit Card, Consumemahitce through Credit Card and
online TOEFL, SAT, IELTS, etc. fee payment facildye some of the products
and services. HBL also has a dedicated offsite gfler Recovery Management

System.

Looking at the number of Nepalese workers abroattheir need for formal money
transfer channel; HBL has developed exclusive angrgetary online money transfer
software- HimalRemitTM. By deputing its own stafithvtechnical tie-ups with local

exchange houses and banks, in the Middle East alfd€gion, HBL is the biggest
inward remittance handling Bank in Nepal. All tlosly reflects that HBL has an
outside-in rather than inside-out approach whergt@uners| needs and wants stand

first.

Corporate Social Responsibility (CSR) holds on¢hefvery important aspects of
HBL. Being one of the corporate citizens of themoy, HBL has always promoted
social activities. Many activities that do a comngood to the society have been
undertaken by HBL in the past and this happens B& BHn an ongoing basis.
Significant portion of the sponsorship budgettibé Bank is committed towards

activities that assist the society as large.

Himalayan Bank Limited holds of a vision to becomd.eading Bank of the
country by providing premium products and services to tamers, thus ensuring

attractive and substantial returns to the stakahsldf the Bank.



The Banks mission is to become preferred providguality financial services in
the country. There are two components in the nissib the Bank;Preferred
Provider and Quality Financial Services therefore HBL believe that the mission
will be accomplished only by satisfying these twpibrtant components with the
Customer at focus. The Bank always strives posiigitself in the hearts and minds

of the customers.

1.3 Statement of the Problems

The numbers of joint venture Banks are being insdan response to the economic
liberalization polices of the government. Beside®intj venture, the
Nepalese promoters are also registering other caouoiale Banks. These
institutions have the tendency to centralize inanajities focusing the activities
among the industrialists, traders and entrepreneisst of the business
organizations along with Banks are facing differpnoblems due to the lack of
political stability and unrest. Bank has being farithe considerable pressure to
lower the lending rates, which affects the profiigbadversely. The problems of
the study refer the comparative study of the EveBask Ltd. and Himalayan Bank
Nepal Ltd.

Since the liberalization policy of the governmergrious banks and financial
institutions has been established with a view iofoece the economic growth of the
country. They have played an indispensable roladegpting deposits under various
schemes and granting loans. Investment of theateliefunds is the most important
factor for both shareholders and the banks asadheyhe main sources of earning.
Credit extended by these banks is directly rel&etie national interest. Therefore,

the banks should have a sound deposit and invesfmobay.

Similarly, finance companies have been emergingdhlapand the bank has to
compete with them as well. Finance companies pktively higher interests on
deposits and commercial banks on the other hanatgtaan at relatively lower
interests than the finance companies. So, it hesrbe difficult to both to survive in

this competitive age.



Commercial banks do not seem to be capable totinkies fund in more profitable

sector; they mainly rely upon the instructions guitelines of Nepal Rasta Bank.

They do not have clear view towards investment cyoliFurther more, the
implementation of policy is not in an effective wayommercial banks invest their
funds in limited area to achieve higher amountraffip. This is regarded as a very
risky step, which may lead to lose in profit asivasl principal. Commercial banks are
more emphasized to be making loan on short terms bagainst movable
merchandise. There is hesitation to invest on tenm project because they are much
more safety minded. So, they follow conservativan@olicy, which is based on
strong and sufficient security. The interest rateicture in commercial bank is
unorganized and unfavourable resulted in higheeaprrate, which discourage
investment. They have no consideration towardsf@iastoptimization. Thus credit
extended by the commercial bank is directly relatethe national interest of the
economy. So, the deposit and investment policyoafimercial bank should be very

sound and far-sighted.

Nepalese commercial banks have not formulated timsiestment policy in an
organized manner. They mainly rely upon the ingtoauns and guidelines of Nepal
Rasta Bank. They do not have clear view towardsestment policy. Furthermore, the

implementation of policy is not practiced in aneetive way.

Under such circumstances, the present study wilidranalyze the investment and
deposit policies of commercial banks. Thus, theentrstudy mainly focuses on the
following issues:
* Are they maintaining sufficient liquidity position?
* Are both of the banks mobilizing fund and investinefficiently and
effectively?
* What is the relationship between investment and k&l advances with total
* deposits and total net profit?
* Does the degree of success in investment strateggessful to utilize its
available fund of Everest Bank Ltd and HimalayamiBhatd?

* What is the comparative position of commercial saak fund mobilization
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* and investment practice?

1.4 Obijectives of the Study
The basic objective of this study is to evaluae ghuation investment and deposit
pattern of the joint venture banks with referenoeBverest Bank Limited and

Himalayan Bank Limited.

The specific objectives of this study are as fodow
* To evaluate the liquidity, assets management efiiy, profitability and risk
position of EBL and HBL.
* To assess fund mobilization and investment practi¢eBL and HBL.
* To analyze the relationship between deposits atadlitovestment, deposit and
» loan and advances and net profit and compare tletwekn the two banks.
* To analyze the trends of deposit utilization tovgatotal investment and loan

* and advances and its projection for next five year.

1.5 Significance of the Study

The proper mobilization and utilization of domestsources become indispensable
for any developing country aspiring for a sustaieadconomic development and
there is no doubt that commercial banks have aalivole in the collection of
dispersed small savings of the Nepalese people tesmsforming them into
meaningful capital investment. The success andpemty of banks relies heavily
upon the successful investment of collected resour the important sectors
of economy. Successful formulation and effectiveplementation of investment
policy is the prime requisite for the successfuifpemance of commercial banks.
Good investment policy has a positive impact onneaac development of the
country and vice versa. So, the investment politgammercial banks should be

in accordance with the spirit of the economic upidént of the people.

Research itself has its own important becausarisdo gain knowledge and to add
the new literature in existing field. The commaitdiank is vital and powerful in
situation serving as the backbone of the econotrig.Mery important to know how

they are functioning in the development of tradenmerce, industry and poverty
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alleviation programs of the country. Especiallyjsttstudy is concern deposit
collection and investment pattern of such commebaaks. Thus, this study is owing
a deep interest on the various aspect of the povedused investment policy
programs to know how well the bank is utilizing ftend in the nation and their

impact on Nepalese economy that will benefit trenpkrs, policy makers, bankers,
international donor agencies, economists who haen lendeavoring day and night

for the alleviation of poverty in Nepal.

Likewise, the research can be important for thesters, customers, (depositors, loan
takers) and other public to know the performanceéhefbank as well as for the
personal of the other bank to take various decssregarding investment strategy and
as well the firms and others those having intesadinancial management.

1.6 Limitations of the Study

Every study has its own limitation. There are sdimétations, which weaken the
generalization e.g. inadequate coverage of indisstrperiod taken, reliability of
statistical tools used and their variations. Thelgtis limited to the randomly selected
joint venture banks and is confined only to theestment and deposit pattern of these
banks.

The following are the major limitations of the peas studies:

* The whole study is based on the secondary datactedl from the banks.

* The study is conducted among two joint venture bamk EBL and HBL.

* The study covers the analysis of only five rgegeriod from 2008/09
to 2011/12 and analysis is concerned in some mamahgénancial
and accounting aspects and it does not cover thelevhreas of the
subjected banks.

» Some of statistical as well as financial tools @inparison and analysis should
be used in the study. Hence, the drawbacks andnesslof those tools may
have an adverse effect on the outcome of the study.

1.7 Organization of the Study

The present study is organized in such way thasthted objectives can easily be

fulfilled. The study report is designed in five pl@rs which are as follows:
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Chapter I: Introduction

This chapter comprises general background, brigfilprof the banks, statement of
the problem, objectives of the study, significantéhe study, limitation of the study.
Chapter II: Review of Literature

This part deals with the review of various literas definition and concept of deposit
collection and investment pattern. This also caissi$ the review of the related
studies, journal, articles, review of books andvpmes unpublished mastes degree
thesis.

Chapter Ill: Research Methodology

This part consists of the research design, totpufadion and sample of the study,
nature and sources of data, data collection anckproes and the analytical tools and
techniques used in the study.

Chapter IV: Presentation and Analysis of Data

This part constitutes the tabular and graphicatesgntation of the collected data,
their interpretation and analysis of using variioancial as well as statistical tools.
Apart from it, summary of the major findings ars@lpresented at the end of the
chapter.

Chapter V: Summary, Conclusion and Recommendation

This chapter describes summary, conclusion andweendations, on the basis of the
result from data analysis, the researcher conclumlma the performance of the

concerned organization for better improvement.

Bibliography, annex and other supporting documéatge also been incorporated at

the end of the study.
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CHAPTERK-II
REVIEW OF LITERATURE

Review of literature means reviewing research stsidr other relevant Propositions
in past studies, their conclusions and deficienay tve known and further search can
be conducted. It is an integral and mandatory m®ce research works. The
researcher has reviewed various books, journalsysp@pers international and
national publications as well as unpublished reppaviailable from different libraries

and institutions. All those studies are categoripeivo parts:

2.1 Conceptual Review

2.1.1 Joint Venture Banks

Joint venture bank is also commercial bank. “A JgBhe joining of forces between
two or more than two enterprises for the purposeanfying out a specific operation
(industrial or commercial investment, productiortrade).” (D.P Gupta; 1995; 114)
The entry of the foreign banks was restricted bpd@lese authorities for many years
even after the development of the financial sectddepal to protect the interest of
domestic banks. This restriction was lofted in 1884dling the need of modernizing
the banking sector of the country. The basic redsinnd this is the governments
deliberate policy of allowing foreign JBS to operain Nepal. Governments
liberalization policy also encourage the traditibyyeun domestic commercial banks
to enhance their efficiency and competitivenessouph modernization,
mechanization, via computerization and prompt qusis services by setting them to

the exposure of the JVBs.

When the Government decided to establish bankstivoint venture, two benefits
were expected, first, that competition would forodsmestic and second, that

introduction of new banking procedures, methodstanoldnology would occur.

The existence of foreign joint venture banks ha&s@nted an environment of healthy
competition among the existing commercials banke main beneficiary of this is
the bank clients. The increased competition fotbesxisting banks to improve their

quality and extend services by simplifying procedand by training, motivating their
11



own staff to respond to the new challenges.

The JVBs are in a better position than local conmmébanks in profit making. On an
average no foreign banks have suffered loss tiW bat local banks have owned

negative profits.

All these joint venture banks are being essenkgthent for economic development of
our nation, as these banks are supporting the a@veint of our economy, the
country should encourage such foreign investmdo ensure financial

soundness, stability and fair competition in baglsector.

2.1.2 Role of Joint Venture Banks

In the present economic scenario, the need andofdlee joint venture banks need
not be overemphasized. JVBs definitely help todbdlee economy through various
productive undertakings. Absences of joint ventlranks results in idleness
of excessive funds hold by the certain group ofietycand failure of mobilization
of such funds by the certain group who are in neechoney. So banks work as
an intermediary between two groups.

Following can be explained as the major roles aftldenture banks.

» Capital Formation

Banks can transfer surplus capital from developdéds developed area where it is
scarce and most needed. Centralization of recourses urban sectors to rural
sectors is essential to promote economic developmen

* Regional Balance

Promote trade capital formation function of banksconcerned with generation,
mobilization and canalization of savings. Banksnsiiate savings by providing a
number of incentives such as interest, safe cusaadymobilize the fund that has the
opportunity of productive investment.

* Implementation of Monetary Policy

A proper banking system is a necessary precondiiothe effective implementation
of monetary policy. Credit control and regulationthe government is not possible

without active co-operation of banking system.

12



* Price Stability

Bank can control and create the credit in the margeharket. According to financial
policy of government, banks could regulate theriegérate in deposits and loans.
They also provide different types of banking segsifor industrialization. Ultimately,
this will increase the supply of product. will increase employment and public
earnings. This helps to control price.

* Economic Development

Banks help in the economic development of the agunBanks provides the
opportunities to invest in the productive sectoys groviding loans through the
collection of deposits deposited by the one whothasxcess of it. It plays the role

of intermediary between the savings and investment.

2.1.3 Function of Joint Venture Banks
» Acceptance of deposit:
Commercial banks accept deposit from the publiceungrious accounts namely
fixed Account, current account, saving account attebr account. The commercial
banks are fully authorized to collect the fund frearious sources. In addition the
accumulated money is disbursed in the productiveosdy providing credit that
helps the banks to raise their fund more effegfivel
» Agency function:
There are various agency services rendered byotienercial bank

» Transfer the fund

» Collection of customer fund

» Purchase and sale of share and securities fousteroers

* Payment of insurance premium

» Trustee and executor

+ Acts as correspondent

*Disbursement of Loans:

The primary function of the commercial bank is pdiwg credit facility to borrow.
Bank lending contributes a lot to the ecogponm term of financing,
agriculture, industrial and commercial activitiddloe nation. There are various types
of loan and advances:
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Cash credit

Overdraft

Demand/term loan

Trust receipt loan

Bill/’cheque purchase/discount.

Money at call and short notice.

» General Utility Function:

A commercial Banks discharge the function of gelngtifity also. These functions

are as follows:

If the central Bank has given the permission toycaut the transaction of
foreign currencies, the commercial Bank exchangeddreign currency
earned by his customers.

A Banks issue travelers cheques in the customan®rand communicate
the credit information or notices for his customers

A Banks provides lockers to its customers for kagpialuable metals,
ornaments, and documents safely. The customer laepsf the keys of
lockers with him and the bank is keeping tither. If the customers
valuable goods are kept under the Banks custadly safe boxes are
called safe deposit value.

A Banks gives economic and professional advicéstoustomers.

A Banks collects important commercial informatiordalata for his

customers.

= Bank Guarantee:

Customers are provided the facility of bank guagarily modern commercial banks.

When customers have to deposit certain fund in gowent officers or courts for

specific purpose such as legal case, bank canmirgself as the guarantee for the

customer instead of depositing fund by customenkBaovides such facility only,

when the customer have sufficient fund in theiroaett.

Besides these there are various functions perfobpscommercial banks like

facilitating foreign trade, remittance, use of chegystem, to give information and

other services etc.
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2.1.4 Concept of Deposit

Deposits are the main source of funds by providingrtain rate of interest,

commercial bank calls for the deposit from the costr. There are different types of
deposit from the customer. There are different $ypkedeposit are accepted by the
bank but current, fixed and saving are the maihhgé types of deposits. These
different types of deposits are used for lendirggrttoney to different sector such as
agriculture, productive work, trade, irrigation andustry. The deposits will be lead
to increase the working capital of the bank. Sa nheveloping country like Nepal

deposit have played a significant role for the digwmament of the country.

Commercial bank Act 1974, defines, Deposit as thewnt deposit in a current,

saving or fixed amount of a bank of financial.

The deposits function of the banks is importantlee it has to aggregate small sums
of money lying scattered here and there twentifiges and hundreds. Singly these
sums have no economic efficiency what so ever.tBey can accomplish Herculean
task when they are aggregated and employed byathieebs. (Harish; 1965; 89)

The existence of any commercial banks largely dep@pon the mobilization of
deposits. Banks can no longer function well inahsence of adequate deposits. In
other words, deposits are the life blood of any @Bd strength and weakness of the
bank largely depends upon the capability ti@et more people to deposit their
saving. More the bank collect deposits more willitsecapability to invest much
valuable funds in profitable ventures. But it isalquite true that the amount of
growth in deposits should be in proportion to theréase of growth of loans and
advances investment. If the ratio of deposit testmnent is not maintained properly
then the bank face a serious problem of paying nmisgest amount to its deposits
holders that what it can generate income out oftits highly necessary that the
increase in deposit should be in the proportiorthi® growth of investment. The
depositors of a bank are affected by various factbiney are as follows:

» Types of customers

* Physical facilities of bank

* Management accessibility of customers
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» Types and ranges of services offered by the bank
* Interest rate paid to deposits.
Basically deposits are categorized in three headioigaccounting and financial

analysis purpose.

1. Fixed Deposit or Time Deposit

This is a kind of deposit in which amount will bepibsited for a fixed period of time
that money cannot be withdrawn before the expirythed time. So the money
deposited in this account can be utilized by baoksnedium or long-term credit
freely being confident claim until the time laps€&ke time deposit is the main source
of commercial banks for their credit operation.dstment in medium term and long
purpose is possible only through this type of dépbwever, the depositor can take
loan under security. In the context of Nepal, fixaedeposit has been
classified according to the following duration (Fip74; 48)

3 months

6 months

1 year

2 year and above

The rate of interest rate on fixed deposit depeids the duration of time deposit.

2. Current Deposit
A current deposit is a deposit that can be withdravdemand at any time and in any
amount up to the full amount of the deposit. Thigges of account are generally
opened by the business man who stands in need néynegularly. Under this
account the customer is allowed to make frequeatfifiis account i.e. to deposit or
withdraw money as and when he likes. No interestlliswed by bank on current
account deposits. These deposits are also calladddd deposits.”
Features of Current Deposits
» Under this deposit, the customer can get the payorei there is balance
(amount) in his account as many times as cheqeeseat to the bank.
* No interest is given on current deposits.
» A bank should keep enough balance because theshauoikd pay the large
amount at account holder's demand.
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* There can be a special contract between the badkhencustomer, under
which a customer may get such facility in excesgatnce in his account and

the bank can give him payment.

3. Saving Deposit

Bank accepts saving deposits from individual ahprofit making organization
purpose of saving deposit to encourage the halsidihg among the common people
and institutions. Saving deposit attract interesiclv is normally less than that of long

term deposit but more than short term deposit.

The commercial banks accept deposit from the putéio under the saving account.
These accounts are opened to promote the savimgdaolle class and lower class of
people. The ideas is to impose restriction or tlsiplation of such saving or the part
of smaller depositors by too frequent withdraws anth draw of at beyond the
prescribed limit requires a prior notice. The ietdrallowed on saving bank deposit is
lower than that allowed on fixed deposit account lnigher than that allowed to
current account. Now bank calculated interest itydaasis. If the bank goes into
liquidation more priority is given to the savingpdsit than current and fixed deposit

in the payment of liability.

4. Call Deposit

Call deposit incorporate the characteristics ofenirand saving deposit current in the
sense deposit. It is withdrawal at call and saung sense the deposit earns interest.
The companies not entitled to open saving accaambpen call account. Interest rate
on call deposit is negotiable between the bank #ed depositor and hence, is
normally not published / announced. Interest rat&piplied on daily average balance
withdrawal restriction is not imposed on call depdbsit the balance should not go

below on agreed level.
5. Other Deposits

There is other deposit as well. EBL and HBL introdwarious types of deposit

schemes.
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2.1.5 Concept of Investment

“Investment” as a term is quite confusing and nfadgted. In pure financial sense the
subsequent use of the term investment will be enpitevalent financial sense of the
placing money in the hands of other for their usegturn for a proper instrument
entitling the holders to fixed income paymentsha participation in expected profits.
But manufacturing and trading firms the term inwesnt will be those long term
expenditures that aim at increasing plant capafitgfficiency or at building up
goodwill, thereby producing an increased returrr @vperiod. Whereas, an economist
view, investment as a productive process by meémsich additions are made to
capital equipment. For our purpose, in the studtheffinancial institution's the
investment and investment problem will revolve ambthe concept of managing the
surplus financial assets in such a way, which kvdd to the wealth maximization and
providing a significant future source of income .ushthe investment for insuréers
purpose will be management of the surplus resaarsach a way as to make it work
for providing Dbenefits to the owners by IincGieg to total assets
simultaneously providing benefits to the supplidrtibe funds by letting third
party to use such resource. However, the investmeertls to be a procedural
task. It must follow a definite investment procedsch definitely begins from the

formulation of proper investment policy. (Sharp89%; 127)

Investment in its simplest from means employing eoto generate more money in
future, it is the sacrifice of current rupees fature rupees, return is the primary
motive of investment, but it always entails samgrde of risk. (Sharma, Paudal and
Bhandari; 2003; 38)

An investment may be defined, the current commitnoéfunds for a period of time
to derive a future flow of funds that will compentsahe investing unit for the time
funds are committed, for the expected rate of ffta and also for uncertainty
involved in the future flow of the funds. (FrankdaReilly; 2004; 157)

From the above definition, the financial istreent is a form of this general
or extended sense of term. In means an exchandmanicial claims-stock and

bonds (collectively termed securities) real estate®rtgages etc. the term
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financial investment is often used by investorglifferentiable between the pseudo
investment concept of the consumer and the reakinvent of the business semantics
aside three is still a different between an “inwesit in a ticket on a horse and the
construction of a new plant between pawning of &clwand the planting of a field of
corn.” Some investment are simply transaction ampagple other involve nature,

the latter are real investment, the former arenfiig investment.

2.1.6 Meaning of some Important Terms
In the study have been made to clearly the measfisgme important terms, which

are as follows:

A. Investment on Government Securities, Shares arldebentures
Though a commercial Bank can earn some interestliagend from the investment
of government securities, share and debenturg nibti the major portion of income
but it is treated as a second source of bankingess. A Commercial bank may
extend credit by treating it as a second sourdeoking business. A commercial
bank may extend credit by purchasing governmenirgexs bonds and shares for
several reasons. Some of them are given as:
* It may want to space it maturates so that the wmibd cash coincide
with expect withdrawals by depositors or large ldamands of its customers.
* It may wish to have high-grade marketable securitieliquidate if its
primary reserve becomes inadequate.
* It may also be forced to invest becausedamand for loans has
decreased or is not sufficient to absorb its exoessrves.
 However, investment portfolio of commercial bank astablished and
maintained primarily with a view of nature dfanks liabilities that is
since depositors may demand fund in great volwitieout previous notice
to banks. The investment must be of a type thatbeamarketed quickly with

little or no shrinkage in value.

B. Investment on other Company’s Share and Debentes
Most of commercial banks invest their excess funthe share and debenture of the

other financial and non-financial companies. Due drcess funds but least
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opportunity to invest those funds in much more patfie sector and to meet the
requirement of NRB directives, the commercial bagmkschase shares and debentures

of regional development bank, NIDC and other dgwelent banks.

C. Sector wise Investment

Sector wise investment refer to the investment amious sectors as agriculture,
productions, construction, transportation, commatians, wholesalers & retailers,
Consumable loan that are considered essentiaMerat economic growth of the
nation. They constitute the basic infrastructuhed provide the logistics support for
the growth and prosperity of the economy. By inresin such sectors banks can
help the entire nation in pacing up the econommagh and the prosperity of the

nation.

D. Loan and Advance:

The loan granted by the banks to a customer igetébd their account and credited to
the account of these customers in the banks. Thssbss is much profitable to the
bank because by its own credit it grants loan ahvhace. The commercial banks
grants loan and advance again good securitiesuah. securities as are easily saleable
in the market. They do not accept securities whrehsubject to deprecation. It is said
by some one that secured are those securities vaneckubject to payment in due
date, which can be easily sold in the market ifassary and which are free from the
risk of depreciation. Generally commercial bankngsdoans and the advances for
short period only. When the loans are granted, pask or bank statement and
cheque books are supplied to the customers. Themass can withdraw money from
the banks to the extent of their loans only. SdHterinterest payable by the customer

is concerned. Interest is charge or the whole amoun

E. Other Use of Funds:

Commercial bank must maintain the bank balance WRB as prescribed by the
bank of Nepal. Similarly, they have to maintain tash balance in local currency in
the vault of the bank. Again some part or the ftmad to be used for the balance

foreign bank and to purchase fixed assets.

20



F. Off-balance Sheet Activities:

Off-balance sheet involve contracts for the futpuechase or sale of assets and all
these activities are contingent obligationsedéh are not recognized as assets or
liabilities on balance sheet. So, examples of tliteses are letter of credit, letter of
guarantee, bills of collection, etc. These actdgtare very important; as they are the
good source of profit to bank through they havk, mow a day, some economists and
finance specialists to expand the modern transacti@ bank stressfully highlight

such activities.

2.1.7 Futures of Sound Lending Investment Policies
The succession of the bank measures by its incowh@@fit, which is deepens upon
its lending procedure. “Commercial Bank should ades the national interest
followed by borrowers and interest of the banklit§€lemen; 1963; 130) So
consideration should be given on following factatsle investing loans.

* Lending policy must be well spread.

* It should be basically of short-term character.

* It should be profitable.

* It should be repayable.

* It must be with adequate securities.
There are various factors affecting investmentqylBefore formulating a lending
policy many things have to be considered. “A baleksling policy is in effect”
(Crosse; 1963; 78)
screening devices by which the directors seek tabéish the kind and character of
loans they think a bank should make.

As another country the lending practices of CBblapal have also been changing
overtime. The income and profit of the bank deposiepends upon its lending
procedure, lending policy and investment of itsdfun different securities. The
greater credit created by the bank, the higherbelthe profitability. A sound lending
and investment policy is not only prerequisite tioe banks profitability, but also
significant for the promotion of commercial saviafja background country like

Nepal.
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There are some important criteria should be kefmt mind before formulating a

lending policy by the CBs.

1. Safety and Security:

CBs adopt safety principle before formulating itesastment policy. CBs invest
money out of deposits. Deposits are the money kgphe people. So bank has to
invest its deposits safety. While investing its @®ts the banks always direct
attention toward the securities of the loan. Thekbshould never invest its fund in
those securities, which are subject to too mucheégtion and fluctuation because a
little difference may cause a great loss. It mudtinvest in funds into speculative
businessman who may be bankrupt at once and whcearaymillions in a minute
also. The bank should accept that type of secaritinich are commercial, durable,
marketable and high market prices. In the cases SWAshould be applied for the

investment. Where,

M = Marketability

A = Ascertain ability
S = Stability

T = Transferability

* Marketability

Marketability is the most important factor, whictnosild be considered while
accepting securities by the bank. Only those gootg;h are kept as security, must
have qualities of being easily sold in the markéiewever it is needed. So it is
necessary for the bank to examine the securityodlg.

* Ascertain ability

It means to say that it can be easily determingtloe of secured goods at any time.
If the price of the goods cannot be determined Iyasi should
not Kept as a security while lending by the bank. &ample, the diamond which
cannot be easily determined the price easily deteanat any time.

» Stability

There must be stability in those goods, which ketaas a security. If the change
takes places, time to time, it should be rejected.

» Transferability

While accepting the goods as secured goods muse frualities of being
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transferability from one hand to another or onegli@ another place.

2. Profitability:

While framing the investment policy the CBs haveinto mind the profitability
principle. It is because bank is also a profit nteimed institution. The CBs utilize its
fund where more profit can be gained. But constilmashould be taken on the
liquidity position of the bank. If the bank invest the long term there will be more
profit, but there will be lack of liquidity. So wllei lending by the bank, the balance
must be done between the liquidity and profitapilllowever it is very difficult to
maintain the balance between profitability and ilility principles. If the bank invests
its fund on long-term, there will be delay in tlepayment of loan and low possibility
of the repayment of loan. If more liquidity is des=d there will be less profit because
banks have loans, there will be less profit. Teathy optimum reconciliation of both
the liquidity and profitability concepts has to teried out in farming investment
policy. The profit of the commercial bank mainlypgeds on the interest rate, volume

of loan. It's time period and nature of investmardifferent securities.

3. Liquidity:

There is much more chance of loss while lendinglierlong term and low market
price of securities. If the bank lends for longrteloan, the bank cannot do the
payment to its customer who had deposited moneyenfhe customer demands, it
cannot meet because there will be no liquidityhia bank. So that there may be had
effect on the reputation of the bank. The bank &houkeeps some deposits of the
people in liquid form. For the safety of the lo&e bank lends for short term also.
Liquidity is a great problem to the bank becaugghbr or lower liquidity are not
favorable to the bank. Higher liquidity less wik Ibhe profit to the bank. Less the
liquidity, higher will be the risk to the bank. &mkeep balance liquidity the CBs have
to maintain the liquidity according to its deposits

“Liquidity is the protection against the risk tHasses may develop if banks are

forced to sell or liquidity credit worthy assetsan adverse market.”(Crosse; 1963;
87)
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4. Purpose of Loan:

The purpose of the loan should be considered awipieh the loan is taken. The bank
should give suggestion to the borrower to investn@yowhere he can more
successful. If borrower misuses the loan grantethbybank, they can never repay
and banks will process heavy bad debts. Modernnbasman is seeking sound
financial advice as well as credit availability findhis banker. So before lending the

loans, the bank should examine the detailed infaomabout the project or activities.

5. Diversification

Diversification means to invest money in differeettor or institution but not only to
invest to meet in one sector or institution. If tteak lends one person or Institution,
more possibility of loss may be raised. Mr. Upadhay Tiwari have pointed out a
proverb, as “A bank should not lay its eggs ongame basket” this saying is very
important to the bank and it should be always cdyabt to grant in only one sector.

To minimize risk a bank must diversify its investmhen different sectors.

6. Tangibility

Through it may be considered that tangible propddgs not yield an income apart
from direct satisfaction of possession of propemgny times, intangible securities
have lost their value due to price levellatibn. A bank should proper tangible

security to intangible one.

7. Legality
lllegal securities will bring out many problems tbe investors. A bank must follow
the rules and regulation as well as different dicgtissued by Nepal Rastra Bank,

Ministry of Finance and other while mobilizing ftends.

Banks are such type of institutions, which deahioney and substitute of money.
They deal with credit and credit instruments. Tresmmportant thing for the bank is
good circulation of credit. Fluctuate flow of crednd weak decisions harm the whole
economy and the bank as well. Thus, to collect fefifectively and its well utilization
is the very challenging task for the bank. The sieai for an investment of fund may

be the question of life and death of the bank.

24



Deposit is the source of capital for the commerbaik, and it is divided into fixed,
saving and current deposit. Bank distribusegh amount as loan and invests

in different sectors to earn profits.

“Deposit may also out of loans granted by thenk for through the process
of discounting customers bills. In the case, they are known as, ,createplodit’
and in actual practice the amount of such depositrauch larger than from right to
receive cash.” (Garg; 1998; 232)

He added, deposit may right to receive cash. Thesgebe in the form cheques, bills,
promising notes etc, owing to them. What the baskkr in these cases is that he
collects them and credits, the custom&maccount with the proceeds.

“Deposit provides most of the raw material for bao&ns. It represents the ultimate
source of bank profits and growth. Deposits geesraash reserve fund. Maintaining
received cash reserve, the excess cash fund, almdg is lent to borrow. Thus

deposits create loans. The management should beéabse the deposit efficiently.”

(Sing; 2005; 119)

For the above definition it is clear that depoaits the main source of bank which is
the bank usually for the generation of profit. Téfere, the efficiency of the bank
depends on its liability to attract deposits. Tla@acity of the bank to earn profits

depends on the volume and the deposits mix the bask

“Generally; the investment refers employing of mpbe generate more money in
future. It is the sacrifice of current rupees whir@ return is the primary motive of
investment. Every investment entails some degremskflt requires at present certain

sacrifice for a future certain benefits. (Francie398; 155)
Investment is the employment of funds with the ainachieving additional income

for the growth in value (Singh; 1992; 124). As par Singh, the investment is the
key factor to achieving additional income for threwgth of banks.
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Investment, in its broadcast sense, means thefisaooif certain present value for
(possible uncertain) future value (Sharpe and Gord®99; 247). In the view of

Shape and Gordon the investment is the venturghkaketurn is uncertain. So, they
have presented their view in the books that bamukhlook for the safe and less

risky investment.

An investment is the current commitment of fundsdgeriod of time to derive a
further flow of funds that will compensate the isting unit for the time the funds are
committed, for the expended rate of inflation atabdor the uncertainty involved in

the future flow of funds. (Frank and Reilly; 199(:8)

From the above definitions, it is clear that areisivnent means to trade current funds
for some expected stream of payment or benefitghaill exceed the current outlay
by an amount of return or interest that will compate the investor. The return or
interest is expected because of uncertainty inebimeexpected future cash flow. The
investment (credit or other investment) is the miogtortant function of commercial
banks. It is long-term commitment of bank in the@mrain and risky environment.
Investment is a very challenging task of commeroaiks. So a bank has to be very
careful while investing their funds in various s@ast The success of bank heavily
depends upon the proper management of funds.

Investment is the use of money to earn income a@ifitpiThe term also refers to the
expenditures of funds for capital goods such amwfas, firm, equipment, livestock,
and machinery. Capital goods are used to produw gbods or services.

Many people invest part of their income for final@ain. Others make investment to

protect the purchasing power of their saving adgagising prices.

Investment promotes economic growth and contribtdes nation's wealth. When
people deposit money in a saving account in a banlexample, the bank may invest
by lending the funds to various business compaiiiksese firms in turn may invest
the money in new factories and equipments to irserélaeir production. In addition to
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borrowing from banks, most companies issue stoakd bonds that they sell
to investors to raise capital needed for businegsresion. Government also issues
bond to obtain funds to invest in such projectshasconstruction of dams, roads,
schools etc. All such Investments involve a presaarifice of income to get an
expected future benefit. As a result, investmeaitsera nation's standard of living.
"Investment management; securities analysis andfigiormanagement “explains the

word 'Investment' as follows:

"The term economic investment has a rather premisaning in the literature of
economic theory. Typically, it includes net additim the capital stock of society. By
capital stock of society means those goods, whietuaed in the production of other
goods. He says it is goods; societal or aggregaite piew. The definition implies
that in society there are number of goods whichuaes to produce other goods and
that these means have production that are consldeae of the capital stock of
society. For a number of reasons, economists aldade inventories as part of the
capital stock. Thus, a net additions to the capgtdck-an investment means
an increase in building, equipment, or inventomegr the amount of equivalent

goods that existed, say, one year ago at the samaé {Bhalla; 1998; 134)

He further explains that the everyday usage ofténms investment can mean a
variety of things, but to the man of the streetallsurefers to money committed of
same sort. He gives an example as, a commitmebtyhg a new car among a
number of new cars is certainly an ‘investmentniran individual's point of view
these are very general and much extended senske wford since neither rate of

return is involved nor is a financial return or tapgrowth is expected.

In his saying, financial investment is a form oistjeneral or extended sense of the
term. It means an exchange financial claims-stecidsbonds, real estate, mortgage
etc. The term financial investment is often usednygstors to differentiate between
the spud-investment concept of the consumer andrdla¢ investment of the
businessman. He differentiates an investment betwide ticketing and the
constructing a new plant, the pawning of watch @edplanting a corn. V.K. Bhalla
goes ahead mixing the investment with speculati@mlging. In addition, he

shows the difference between speculations and gagnbk; in gambling artificial
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and unnecessary risk are created whereas in specyléhe risks already existed

and the question is simple who shall bear them.

Gambling is a far cry from the carefully plannedearch and scientific procedures,
which underlines the best speculative practicec&péon is a reasoned anticipation
of future conditions. It does not rely upon herg salabels. It attempts to organize
the relevant knowledge as a support for judgmedtitais as legitimate and moral as
any other from of risk task taking business agtivit

Investment usually involves putting money into aset, which is not necessarily
marketable in other to enjoy a series of returniikestment that is expected to yield.
One the other hand, speculation is usually a stusrpphenomenon. Speculators tend
to buy assets with the expectation of a profit tteat be earned from a subsequent
price charge and sale. Investments are usually regplecting a certain stream of
income, which has existed, will not change in theife. Speculators, on the other

hand, are usually based on the expectation tha¢ stiange will occur.

2.2 Review of Journal & Articles

Shrestha (2007)jn his article,’A Study on Deposit and Credit of Commercial Banks
in Nepal’ conclude that the credit deposit ratio would be6,Lother things remaining
the same. In Nepal, this was the lowest under énmg of review. Therefore, he had
strongly recommended that the joint venture bartiaulsl try to give more credit
entering new field as far as possible, otherwisg thight not be able to absorb even

the total expenses.

Bajracharya (2008) through his articléMonetary Policy & Deposit Mobilization in
Nepal” has concluded that the mobilization of domestivirggs is one of the
monetary policies in Nepal. For this purposes consiakbanks stood as the vital &
active financial intermediary for generating resmsr in the form of deposit of the

private sector so for proving credit to the inve'stin different aspects of economy.

Pradhan (2009)in his articles,"Deposit Mobilization, Its Problem and Prospects”

He has presented the following problems in the exindf Nepal. People do not have
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knowledge and proper education for saving in ingthal manner. They should know
financial organizational process, withdrawal systeepositing system etc. Financial
institutions do not want to operate and providdrteervices in rural areas. He has
also recommended about how to mobilize the depmdlection by the financial

institutions by rendering their services in rureg¢as, by adding various services. By
operating rural banking programmers and unit. Néfastra Bank must organize
training programmers to develop the skilled humasources. By spreading a
numbers of co-operative societies to develop mamking services and improves the

habits of public on deposit collection to the ruaedas.

Bajracharya (2011), in his article, Monetary Policy and Deposit Mobilization in
Nepal” concludes that the mobilization of domestic saviagone of the prime

objectives of the monetary policy in Nepal andtfas purpose commercial banks are
the vital active financial intermediary for genémgtresources in the form of deposit
of the private sector and providing credit to theeistors in different sectors of the

economy.

2.3 Review of Thesis
Bajagain (2007),in the thesis entitledA study on Deposit and Investment Position
of Yeti Finance Company LtdHas tried to examine the trend of deposit posiéind
investment position of the Yeti finance companyafTbtudy was conducted on the
basis of secondary data and used various finatooéd to analyze the data. Study just
covered only period of five years i.e. 2003 to 20@&jagain, 2008) “A study of
deposit collection and utilization of commercialnka in Nepal" with the main
objectives

* To find out whether commercial banks have been @btmllect deposit from

different sector.
» To find out whether banks are to satisfy finanokeé¢d of economy.

* To find out relationship between deposits and loan

Main Findings:
* To find out whether commercial banks have been @btmllect deposit from

different sector.
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* To find out whether banks are to satisfy finanoe¢d of economy.

* To find out relationship between deposits and loan

Agriculture is the paramount of Nepalese economythed any finance company
should not forget to invest in this sector. In orte do so, they must open their
branches in remote area with an objective of piagi¢heaper financing services. “A
study of deposit collection and utilization of coential banks in Nepal" with the
main objectives main Findings:

* To find out whether commercial banks have been @btmllect deposit from

different sector.
* To find out whether banks are to satisfy finanoe¢d of economy.

* To find out relationship between deposits and loan.

Sanjel (2008), has carried out a study ofAnalysis of Investment Policy of
Commercial Bank”The main objective of the present study is to ymethe liquidity
position as well as the investment policy adoptgdNBBL, HBL and SCBNL and
comparison of such between themselves. Preserglybéimkers are facing a huge
tension of liquidity and this is not a good sigt@lard the performance of the banks.
The study focuses whether it is backward or forwarthvesting its fund efficiently
in industry average.
The specific objectives of the study are given belo
* To evaluate the liquidity, assets management,ieffcy and profitability of
HBL,NBBL and SCBNL
* To analyze the deposit utilization trend of the HBIBBL and SCBNL.
 To analyze the relationship between total investmeith other financial
variables of HBL, NBBL and SCBNL and comparisornviztn them.
 To recommend the package of workable suggestiodspassible guidelines
to improve investment policy of HBL, NBBL and SCBNtased on the
finding of the study.

Based on this study, her major findings are:
The comparative analysis of liquidity ratio of SCBNNBBL and HBL reveals the
following facts:
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The mean ratio & CV of current ratio of SCBNL ististactory. Only the
SCBNL seems capable of paying current obligatidie ratio of HBL seems
improving but the NBBL ' trend is deteriorating.

The mean ratio & CV of cash and bank balance &l tposit ratio of HBL is
higher. Higher ratio of HBL shows that it is abte gerve the demand of its
customers i.e. it is operating at the lower riske Tnean ratio of SCBNL and
NBBL are lower than HBL but seems satisfactory. ta basis of CV it can
be conducted that the ratio of SCBNL and NBBL amerconsistent than that
of HBL.

The mean ratio and CV of cash and bank balancaitemt assets ratio of
HBL in higher. NBBL takes place after HBL. SCBNL @&so satisfactory
position and has more consistent on the ratios.abiléy of HBL to make the
quick payment of its customer deposits on the baliss most liquid assets
i.e. cash & bank balance is higher.

The mean ratio & CV of investment in governmentusgies to current assets
ratio of SCBNL has been found higher and more abast. SCBNL has better
position, HBL has average and NBBL from the poihtview of investment in

government securities is poor.

Lamsal (2009)carried out a research work tviobilization of Deposit & Investment

of Nabil Bank Limited"The major objective of the study is to analyzedbposit and

investment position of NABIL bank and the otherape objectives were as follows.

To explore the deposit and investment trend of NABI
To assess the impact of interest rate on depokgtction by the NABIL.
To examine the relationship between deposit andsiment of NABIL.

To compare the performance of deposit and invedtofedABIL.

The major findings of this study are as follows.

The current deposit, saving deposit, and margiosiegare in fluctuating trend
over the study period and the call deposit anddfideposit are in increasing
trend over the study period.

The total deposit of NABIL is in increasing tremd FY 2062/063 the total
deposit is Rs. 19347.39 million and then increas@®65% in the fiscal year
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2063/064, 32.73% in FY 2064/065, 17.02% in FY 2066/and 24.26% in
FY 2066/067.

Current deposit to total deposit ratio is in fluating trend the highest CD to
TD ratio is 17.03% in FY 2066/067 and the lowesitorgs 14.55% in the FY
2064/065. The saving deposit to total deposit retim decreasing trend, the
highest SD to TD ratio is 45.33% in FY 2062/63 ahd lowest ratio is
29.33% in FY 2066/067.

The fixed deposit to total deposit ratio is in e&sing trend except FY
2066/067. The highest FD to TD ratio is 33.99%he EFY 2066/067 and the
lowest ratio is 17.83% in the FY 2062/063. The mealue of CD to TD, SD
to TD and FD to TD are 20.90, 54.95 and 15.90 mspey and standard
deviation is 4.15, 11.55 and 6.99 respectively.

In average 100% of the deposited amount has bemeaded to mobilize the
resources. The highest ratio is 104.92 and lovedgi is 98.09. the amount of
cash in bank and its position in total deposite@am is increasing each year.
In 2062/063 the banks cash amount is Rs. 630.18mind it is 3.26% of
total deposit, i.e. it is 3.26 in ratio of total paesit. In 2063/064 the cash
collected amount increased up to Rs 23342.28 mijllib is 6% in total
collected /deposited money. In 2066/067 it is iaseein Rs 46410.7 thousand
and 3.02% in total deposited amount.

Growth ratio of total deposit of NABIL during thepod of study is 24%. So,
it can be said that NABIL has the satisfactory posiin term of collection
deposit. Growth ratio of total credit is 25% untlee period of study which is
high in compared to the growth ratio of total depos. 24%. It shows that the
bank is highly utilizing the collected deposit a&s the growth of total deposit.
The growth ratio of total investment is 22% undex period of study which is
low in compared to the growth ratio of total depasid credit.

Maharjan (2010) has carried out a study dBeposit Mobilization of Commercial

Banks In Nepal”.The objective of the study has been to examiraiogiship between

the amount of total deposit and amount of totaditrgranted by the commercial

banks. The main objectives of the study are:

To analyze the relationship between deposits aaaslé advances.
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The effectiveness of deposit mobilization of comerarbanks.

To examine how far the interest rates of deposatgehpositive relationship
with the deposit collection of commercial banks.

To see the impact of an interest rates of loan len dredit extended by
commercial banks.

To provide suggestions and recommendations todheecned for the further

improvement.

Based on the study his major finds are:

The cash and bank balance to total deposit ratidRif is 7.79 percent in an
average, SBL is 7.65 percent in an average asaselNBL has 5.68 percent
and SCBNL has 7.42 percent. The average ratio df [8Bhigher than SBL,
NBL and SCBNL. The ratios of the banks are foundbe&an fluctuating. The
S.Dis 1.58, 5.3, 2.18 and 1.73 for HBL, SBL, NBidaSCBNL respectively.
As well as the C.V. for HBL, SBL, NBL and SCBNL a26.28, 69.26, 38.37
and 23.32 respectively.

The Loan and Advances to Total Deposit ratio of HBI52.77 percent in an
average, SBL is 114.72 percent in an average dsawed4.07 percent in an
average for NBL and 12.75 percent in an averageS{OBNL. The ratios of
the banks are found to be in fluctuating. The S 3.77, 36.68, 5.98 and 6.1
for HBL, SBL, NBL and SCBNL respectively. As wel§ ahe C.V. for HBL,
SBL, NBL and SCBNL are 7.14, 23.26, 9.33 and 16espectively.

The Total Investment to Total Deposit ratio of HB_37.76 percent in an
average and SBL is 9.11 percent in an average dsaweNBL has 37.04
percent in an average and SCBNL has 53.79 perceat average. The ratios
of the banks are found to be in fluctuating.

The S.D is 10.86, 6.68, 6.62 and 2.19 for HBL, SBIBL and SCBNL
respectively. As well as the C.V. for HBL, SBL, NEind SCBNL are 28.76,
73.35, 17.87 and 4.07 respectively.

The Investment on Shares and Debentures to Totakip Fund ratio of
HBL is 0.13 percent and for SBL is 0.04 percenamaverage as well as 5.71
percent in an average for NBL and 31.87 perceraniraverage for SCBNL.
The S.D is 0.08, 0.08, 8.03 and 8.31 for HBL, SBNBL and SCBNL
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respectively. As well as the C.V. for HBL, SBL, NEind SCBNL are 62.90,
188.99, 140.70 and 26.07 respectively.

The Liquidity Risk ratio of HBL is 7.79 percent &am average and for SBL is
7.65 percent in an average as well as 85.90 penceamt average for NBL and
80.36 percent in an average for SCBNL. The S.D.58,15.3, 2.69 and 4.44
for HBL, SBL, NBL and SCBNL respectively. As wels ahe C.V. for HBL,
SBL, NBL and SCBNL are 20.28, 69.26, 3.13 and 5e&spectively.

The calculation of correlation coefficient betwedeposit and loan and
advance is 0.96, shows the positive correlation HiBL, SBL has the
perfectively positive correlation, NBL has positigerrelation coefficient and
SCBNL has also positive correlation coefficient ghiis 0.828 between

deposit and loan and advance.

Katuwal (2011), has carried out a research work ‘dhobilization of Deposit and

Investment of Nabil Bank LimitedThe purpose of the study will be to examine the

relationship between the amount of total deposit@mount of total credit granted by

Nabil.

The main objectives of the study are:

To examine how far the interest rates of deposatgehpositive relationship
with the deposit collection of Nabil Bank.

To see the impact of interest rate of loan on tleditextended by Nabil Bank.
To study the increasing and decreasing trend obsiemobilization of Nabil
Bank.

To compare the performance of deposit and invedtofedabil.

The major findings of this study are;

The analysis reveals that the banks attraction iibwaving deposit seems to
be satisfactory. But it is not stable increasingp@rcentage during the study
period. It is continuous to increasing in the lafsthe study period.

The changes in percentage in all deposits aredreasing trend. But last of
the study period it is little fluctuate. The anadyseveals that the banks
attraction towards total deposit seems to be satisfy. Though the

percentage changes are not stable, the changgadnsran average. In case of
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percentage change in credit amount, the bank'sctitin towards credit
amount is satisfactory.

The growth ratio of total deposit of Nabil by arg$yof 15 years period is
13.48%. It means the bank is able to maintain E8.48owth rate. This ratio
measures the capacity of the bank to maintain éneeptage of total deposit.
Since the growth ratio of total deposit is 13.48k& bank must improve its
deposit collection in high growth ratio. Similarthe growth ratio of total
creditis 17%. So the bank seems in strong comdibancrease the total credit
than the total deposit growth rate.

The total deposit has found in increasing trence htal deposit of Nabil will
be Rs. 17544.74 lakhs in the 2009, if other thiregsains same. Similarly the
credit also found in increasing trend. The amountotal credit will be Rs.
10408.03 lakhs in 2009.if other factors remainscitiestant.

Bank's deposit collection is satisfactory but dwe lack of investing
opportunities it is unable to use its funds. Baoksiders various possible
factors while making lending. Such as: safety aedusty, profitability,
feasibility of project available of resources dsiécation, legality etc.
Lending process is lengthy because it takes lorgtion get loan from the
bank. Manager generally visits to the investor oacgar to get information

about the business.This is very helpful to the stoes.

Khadka (2012) conducted a study ofinvestment Policy of Commercial Bank of
Nepal” a comparative study of NABIL with NABIL Bank andC. Her major
objectives are as follows.

To examine the liquidity assets management anditgbdfty position and
investment policy of NABIL in comparison to NABILnd BOKL.

To analyze the relationship between loan andacky and total investment
with other financial variable of NABIL and compaweith NABIL and BOKL.
To study the various risks in investment of NABHLGomparison to NABIL
and BOKL.

Majors findings of her research are:

NABIL has higher idle cash and bank balance. It miegrease profit of bank.
It is good to invest more on share & debentures escourage financial and
economic development of the country.
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* A commercial bank must mobilize its fund in diffatesector such as to
purchase share & debentures of other financial reord financial companies
out of total working fund. NABIL has invested itsone of the funds i.e. total
investment on total deposit ratio, in comparisontteer commercial banks but
percentage of investment on share and debentwerymominal.

» Portfolio condition of a bank should be regulargvised from the time to
time. It should always try to maintain the equililn in the portfolio
condition of the bank. So it can be said “all egbsuld not be kept in the
same basket”. The bank should make continuous teftorexplore new,
competitive and high yielding investment opportigsitto optimize their
investment portfolio.

* NABIL has to make way for small depositors and emteneurs for the
promotion and mobilization of small investor’s fund

* On the basis of above facts, it is seen that NAB#s invested much of its
fund in total outside assets but it has not achi¢ke desired result.

* The risk taken by NABIL, from the angle of credmdacapital are in an
average whereas the consistencies of the samaghlg kolatile which may
result higher loss. The bank should not test thisks on an experiment basis

as seen from the consistency angle.

2.4 Research Gap

The review of above relevant literature has conted to enhance the fundamental
understanding and knowledge which is required t&erthis study meaningful and
purposeful. There is various researchers condugtvastment policy, lending policy,

financial performance and of various commercialksamhough the entire above
thesis deals about the investment aspects of tmenescial banks, they do not depict
much light on the deposit aspect of the commetasalks. Henceforth, this thesis
deals with investment pattern as well as deposiepaof the commercial banks. This
study treats deposits as a vital feature of a lzertkshows it impacts on investment.
As a whole, this thesis is a comparative analysiswestment and deposit pattern of
the EBL and HBL.

Investment in different sectors and collecting dssofrom various sectors are made
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on the basis of the directives and circulars of &ldpastra Bank as well as the
investment guidelines and policy of the concernethmercial banks. Commercial
banks have to follow these directives and circulasstheir own guidelines and
policies. Furthermore, their own deposit collectaord investment guidelines and
policies should be in line with NRB directives a@uculars. So the up to data study
over the change of time frame is major concerntli@ researcher and concerned
organization as well as industry as a whole. Thislg covers the recent financial
data, NRB circulars and guidelines than that ofjosly conducted.

No case has yet been shown about investment arabidgattern in recent data. In
this study of Investment and deposit pattern afj@ienture commercial bank EBL
and HBL is measuring by various tools, trend analgsd various statistical tools as
well and financial tools are used for analyzingveyrdata. Since the researcher have
used data only five fiscal year but all the dam@arrrent and fact. Probably this will
be the appropriate research in the area investarehteposit pattern of bank and

financial institution.

37



47



CHAPTER- |11
RESEARCH METHODOLOGY

3.1 Introduction

The topic of the study has been selected as “Depaosl Investment pattern of the
joint venture banks in Nepal (with reference to E&8id HBL)". In order to reach and
accomplish the objectives of the study; differecthvaties will be carried out. For this
purpose, the chapter aims to present and refleantithods and techniques that are
carried out and followed during the study periotieTresearch methodology that is
adopted for the present study is mentioned indhégpter, which deals with research
design, sources of data, data collection,cgssing and tabulating procedure
and methodology.

3.2 Resear ch Design

This research is the arrangement of conceived $o @stain the answers to research
guestion and to control variances. It is the areamgnt of condition for collection and

analysis of data. To achieve the objective of theys quantitative or analytical based
as well as descriptive research design has beeh 8eene financial and statistical

tools have been applied to examine facts and geiseritechniques have been

adopted to evaluate deposits and investment of &Rl HBL.

3.3 Population and Sample

Population refers to the industries of the samaneadnd its services and product in
general. Thus, this research work is designed witestment and deposit pattern of
Nepalese commercial banks. The total number of cerom@l banks in Nepal is the
population of the study.

There are 32 commercial banks in the country whgthnd as population
.Therefore the total number of private commercehks is taken as population and
the two banks out of them is taken under study Eeerest Bank Limited and
Himalayan Bank Limited as sample. Likewise, finah&tatements of five years are

selected as samples for the purpose of it.
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3.4 Natureand Sour ces of Data Collection
The present study is mainly based on secondaryrdiati@d with the two banks under
study via Everest Bank Limited and Himalayan Barmdpal Limited. The data related
to the investment i.e. loans and advances, depasitprofit/loss are directly obtained
from banks reports and financial statements of ¢bacerned banks. Likewise,
supplementary data and information are collecteohfr

* Annual Reports of EBL and HBL.

* NRB reports and Bulletins.

3.5 Data Collection Procedure and Techniques

Different tools and techniques were adopted whalkecting the data for this study.

All the data for this study have been collectedirfrine secondary source mentioned
above. Official publications like Annual ReportdRR Reports and Bulletin etc. were

obtained from respective offices and through irgern

Due to poor data base, the data obtained fromdhews sources cannot be directly
used in their original form. Further they need verified and simplified for the
purpose of analysis. Hence, in this study the abéel data, information, figures and
facts were checked, rechecked, edited and tabufecomputation. Similarly,
according to the need and objectives, the secomitteywere compiled, processed

tabulated and graphed if necessary for the betéseptation.

3.6 Data Analysis Tools

Presentation and analysis of data is one of thermapt part of the research work.
The collected raw data will first be presentedyatematic manner in tabular form
and then will be analyzed by applying differentaicial and statistical tools such as
percentage and Karl Pearson's coefficient of caticel are used in this study.

Similarly, some accounting tools such as ratio gsialand trend analysis have also
been used for financial analysis. The selectivanepies of data analysis have been
used according to pattern of available data. Varstatistical and financial data have

also been taken in this heading. The tools apjalied
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3.6.1 Financial Tools

Financial tools are used to examine the strengthveeakness of firm. In this study
financial tools like ratio analysis and financiéghtement analysis have been used.
Ratio analysis is the one of the most importank ¢ddinancial tool that has been used
in this study. Financial ratio is the mathematredtionship between two accounting
figures. In order to complete the purpose of thiegtthe ratio analysis has been used.

Different types of ratios have been used in thislgtare as follows:

i) Liquidity Ratios

Liquidity ratios are quick measures of the firmislisy to provide sufficient cash to
conduct business over the short period. Liquidatyormeasures the liquating position
of the firm and the speed with which a bank asaetlie converted into cash to meet

deposit with drawl and other current obligation.

A firm should ensure that it doesn't suffer frorsKaf liquidity, and also that it
doesn't have excess liquidity. The failure of a pany to meet its obligation due to
lack of sufficient liquidity, will result in a pooeredit worthiness, loss of credit or
confidence, or even in legal angles resulting alosure of the company. Very high
degree of liquidity is also harmful. Idle assetmaaothing. The firm's funds will be
the necessarily tied in current assets. Therefibie,necessary to strike a proper
balance between profitability and liquidity. Ithecause high liquidity reduces the
profitability. Depending on the special nature ofrent assets and current liabilities

of the Bank, the used ratios are given below:

a.) Current Ratio

Current ratio is a measure of firm's liquidityinticates the availability of current
assets in rupees for every one rupees of currabiliy. As a conventional rate, a
current ratio of 2:1 is considered satisfactorywidwer, this rule should not be blindly
followed, as it is the test of quantity not quality spite of its shortcoming, it is a
crude and quick measure of the firm's liquidityri@uat ratio is computed by dividing

current assets by current liabilities, which carplesented as:
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CurrentAssets
CurrentLabilities

CurrentRatio

Current assets include cash and bank balance, mainesill on short term notic
loans and advances, investment in government siesuaind other interest receive
and other miscellaneous assets. Similarly, cutigpilities includedeposits, loan and
advances, bills payable, dividend payable tax miowi and miscellaneous curr

liabilities.

b.) Cash and Bank Balanceto Total Deposit Ratio

Cash and bank balances are the most liquid cuassdts. This ratio measures
percentage of most liquid fund with the bank to maikmediate payment to t
depositor. High ratios show the strong liquiditysgmn of the Bank. But too hi
ratio is not favorable for the Bank because it picas adverse effect on profitabi
due toidleness of high interest bearing funds. This raéio be computed by dividi
cash and bank balance by total deposit and candsemqted a

Cash and Bank Balance
Total Deposit

Cash and Bank Balance to Total Deposit Ratio =

Cash and bank balance includes cash in hand, focaish in hand, cheques and ¢
cash itemspalance \ith domestic and foreign bank¥he tota deposits include
deposits made by customer though different accdik&surrent (demand depos

call deposit and other deposit accot

c.) Investment on Gover nment Securities to Current Assets

This ratio iscalculater to find out the percentage of curreassets invested on
governmentsecuritie viz. treasury bills and developmebbnds Investment on
government securities includes treasury bills, ttgu@ent bonds, saving bonds

The ratio isstated as unde¢

[nvestment on Govt. Securities to Current Assets
B Inwvestment on GOvt. Securities
Current Assets
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d.) Loansand Advancesto Current Assets

Total Current this ratio can be computed by dividioans and advances by curi
assets. This can be mentionec

The numeratorconsist of loans, advances, cash credit, loeald foreign bills

purchased and discount

Loan and Advances

Loan and Advances to Current Assets =

Current Assets

i) Asset Management Ratios (Activity Ratio)

Activity ratio measures the performance efficiemdyactivity of an enterprise
utilize available funds particularly short-term funds. Thesatios are used to
determinghe efficiency, quality and the contribution of tband advances in the tc
profitability. The following ratios measure therformance efficiency of the bank
utilize its funds which are as follov

a.) Loansand Advancesto Total Working Fund Ratio
This ratio indicates the ability of selected bamkserm of earning high profit fro
loan and advance. This ratio is calculated by dngdoans and advances by ti

working fun. This can be calculated

Loan and Advances
Total Working Fund

Loan and Advances to Total working Fund =

The denominator includes all asset On-balance sheet items. In other words,
includes currentassets net fixed assets, loans falevelopmer banks and other
miscellaneous assets but excludes off balance gbeet like letter of credit, letter

guarantee etc.

b) Total Investment to Total Deposit Ratio

Total investmentconsist of investment on governmemsecurities, investme on
debenture and bonds, shares in subsidiary compastiages in other companies
other investment. This ratio can be calculated ibydéhg totalinvestment by tot:

deposit, it can be mentioned

c) Loansand Advancesto Total Deposit Ratio
This ratio is computed by dividing total loans adi/ances by total deposit. Lo

and advances consist of loans, advances, caslt,cogdrdrafts, anforeign bills
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purchased and discounted. The ratio presents tpogron of total deposit invest
in loans and advances. High ratio means the greatepf deposits for investing
loans and advances but very high ratios may inelipabr liquidity poitions and risk
in loans. On the contrary, too low ratios may be ¢huse of idle cash which do

generate any earning.

d.) Investment on Gover nment Securitiesto Total Assets Ratio
This ratio shows that ba's investmehon government securities comparison to
the total workingfund. This ratio can be computed kdividing investment on

government securities by total assets, which caorésented a

Investment on Govt. Securities To Total Assetsdx

InvestmenOn Govt.Sectities
Total Assets

e.) Investment on Sharesand Debenturesto Total Working Fund Ratio
This ratio can be computed by dividing investmemisbhare and debenture by t

working fund. This can be stated

[nvestment on Shares and Debenture to Total Working Fund Ratiof

Investmenbn SharesindDebenture
Total Working FundRatio

Investment on Shares and DebentL

The numeratorinclude: investment on debentures, bondac share of other

companies.

iii) Profitability Ratios

A company should earn profits to survive and grara long period. A profit is tl
difference between revenues and expense over adpefitime (usually one yea
Profit is the ultimate output of a company in opiera and it will have no future if
fails to make sufficient profits. Therefore, thedncial managers should continuo
evaluate the efficiency of the company in termgraffits. The profitabilit ratios are
calculated to measures the operating efficienap@fcompan Profitability ratios are

used to indicate and measure the overall efficievfcg firm ir terms of profit anc
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financial performance. For better performance, ifabflity ratios of firm should be

higher, under this; the following ratio will be cpoted.

a) Return on Total working Fund Ratio
This ratio measures the overall profitability ofwbrking fund i.e. total assets. It is
also known as return on assets (ROA). This rataalsulated by dividing net profit

(loss) by total working fund. This can be preserasd

Return on Total Working FundNet Worklg(Loss)
Total Working Fund

The numerator indicates the portion of income l&dt the internal equities

after deduction all costs, charges and expenses.

b) Return on Loan and Advances Ratio

This ratio indicates how efficiently the bank w#s its resources in the form loans
and advances. This also measures the earning taphits loans and advances. This
ratio is computed by dividing net profit (loss) lmans and advances, which can be

expressed as:

. Net Profit
Return on Loan and Advances Ratie= c€trro
Loananc Advance

c) Total Interest Incometo Total Working Fund Ratio

To assess the earning capacity of a commercial,ldatdd interest income to total
working fund ratio is very helpful. This ratio ingites the extent of the bank being
successful in mobilizing their total assetsgenerate high income as interest. It
reveals the earning capacity of a commercial baninbbilizing its working fund,
high ratio is an indicator of high earning powettloé bank on its working fund and
vice-versa. This ratio is calculated by dividingaldnterest income by total working

fund. This can be presented as:

Total Interest Income to Total Working Fund RatiG—TOtaI Int.erest
Total Working Fund
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d) Total Interest Earned to Total Operating Income Ratio

This ratio measures the volume of interest incomial income of the bank. The
high ratio indicates the high contribution madetty lending and investing and vice-
versa. This ratio can be, computed by dividing rede income by total income
presented as under:

. Interestincome
Interest Income to Total Income Ratio=

Total Operatingncome

iv) Risk Ratios

Risk means uncertainty, which lies in the businessansaction of
investment management. When a firm wants to beak @&nd uncertainty,
profitability and effectiveness of the firm increasrhis ratio checks the degree of
risk involved in the various financial operatiof®r this study, credit risk is used to

analyze and interpret the financial data on invesinpolicy.

a) Credit Risk Ratio
Credit risk helps to check the probability of lo@an-repayment or the possibility of
loan to as into default. It can be expressed as:

Credit Risk Ratio—Non PerformingLoan
Loananc Advance

3.6.2 Statistical Tools

Some important statistical tools will be used tbiage the objective of this study.

Computer programming tool (i.e. http://www.wess#;neFree Statistics and

Forecasting Online Software) also will be usedalz@late Standard Deviation, Karl
Pearson's Correlation of Coefficient, and Coeffitief Variance and so on. These
tools are used in research in order to draw theldel conclusion from the analysis of
financial data. Following statistical tools are diser our study purpose:

i) Mean

Arithmetic mean of a given set of observation @y an average. It is defined as
the sum of numerical values of each andryewabservation divided by the
total number of observations. As typical of all tx@ues in the group, arithmetic
means is a useful tool in statistical analysigs fiven by formula:
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Where,

x= Mean of the Values
Y X= Summation of the Values

N= No. of Observations

i) Standard Deviation

The standard deviation measures the absolute digpent is said that higher the
value of standard deviation higher the variabiéihd vice-versa. It is defined as the
positive square root of the mean of theasguof the deviations taken from
the arithmetic mean. It is denoted by small Greeittet ¢ (sigma). Karl
Pearson introduced the concept of standard dewmidahol823. The formula for

calculation of standard deviation is:

' N

Where, x2:(x9_<)

iii) Coefficient of Variation

The standard deviation calculated in the above @idargives an absolute measure of
dispersion. Hence, where the mean value ef vhriables is not equal, it is
not appropriate to compare two pairs of variablaseldl on standard deviation only.
The coefficient of variation measures the relatmeasures of dispersion, hence
capable to compare two variables independentlyeims of their variability. It is
expressed in percentage. The coefficient of vamatC.V.) is given by the following

formula:

Coefficient of Variation (C.V.) g
X

iv) Coefficient of Correlation

Correlation is a statistical device designed meatw degree of association between
two or more variables. In other word, this analysitentifies and interprets
the relationship between the two or more variablHse correlation between the

different variables of a bank is compared to memdte performance of these
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banks. If between two variables, increase or desda one cause increase or
decrease in another, then such variables areelated variables. The reliability
of the value coefficient of correlation is mesliby probable error. It interprets
whether two or more variables are correlated paditior negatively i.e. the value of
correlation lies between +1 to -1. This tool analythe relationship between those
variables of the bank which are helpful to make rappate investment pattern
regarding deposit collection, fund mobilization gmafit maximization. The Karl
Pearson's coefficient of correlation (r) is givgntbe following formula:

Coefficient of Correlation(r)—w\lz 5 I\(lzz ););_j\)](zz:z 2Y)2
X2—= (2 X)2. -

Where,

r= Correlation coefficient

N= Number of years

>'x= Sum of X series

>y=Sum of Y series

> xy= Sum of X and Y series
>x2= Sum of square of series X
>'y2= Sum of square of series Y

Probable Error of r (P.Er.)= 0.6725%72

The coefficient of correlation has been interprdiaded on probable error (P.Er.).If
the value of correlation coefficient is greaterrti@atimes the value of probable error
the correlation coefficient is deemed as significand reliable. If the value of
correlation coefficient is less than probable ertloe correlation coefficient is said to
be insignificant and there is no evidence of catreh. Karl Pearson's coefficient of
correlation has been used to find out the relalignbetween following variables:

a) Co-efficient of correlation between deposit &yah and advances.

b) Co-efficient of correlation between deposit &l investment.

c) Co-efficient of correlation between loan andathes and net profit.
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d) Co-efficient of correlation between total inwvasint and net profit.

iv) Trend Analysis

Among the various methods of determining trendroétseries, the most popular and
mathematical method is the least square methodhgubis least square method, it
has been estimated the future trend values ofrdiifevariables. For the estimation of
linear trend line following formula can be used:

Y=at bx

Where,

Y= Dependent variable

x= Independent variable

a= Intercept of the line

b= Slope of the line

This method will make trend analysis of followingriable:

a.) Trend analysis of total deposit.

b.) Trend analysis of total investment.

c.) Trend analysis of net profit.

d.) Trend analysis of loan and advances.
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CHAPTER-IV
DATA PRESENTATION AND ANALYSIS

This chapter is related to the presentation antiysiseof data collected from various
secondary sources. This chapter has been dividedvwn main sections. The first
section of the chapter deals with the analysisecbadary data and second section

deals with major findings of the study.

This is an analytical chapter, where the researbhsranalyzed and evaluated those
major financial items and statistical items, whatk mainly related comparison of the
investment, deposits, total assets and loans arahads of Everest Bank Limited and
Himalayan Bank Limited. From the view point of ttheposit and investment policies
only those ratios are calculated and analyzed wéaiehrelevant and important for the
study. The ratios are designed and calculatedgbliigiht the relationship between

financial items and figures.

4.1 Deposits, Loans & Investment Structure Of Nepalese Commercial

Banks

There are twenty nine registered commercial bankgepal. The collection of data
from all these banks would have been much morediffdue to the time constraints
and unavailability of data. Therefore, the evaluatnalysis is done for Everest Bank

Limited and Himalayan Bank Limited in detail.

4.1.1 Depositsof Everest Bank Limited

Deposits are the main sources to meet the growengadd assistance. The existence
of CBs basically depends upon the mobilization @bakit. The CBs may function
only when they have adequate deposit. Higher thenve of the deposit, higher will
be the volume of lending and investment which agganerate higher volume of
profit. So CBs first of all tries to mobilize as sludeposits as possible. Since the
establishment of CBs, they are playing an importaole in the economic
development of the country by collecting the scatteresources in the form of
deposit. The deposits collected by EBL can be @dids current, saving, fixed, call,

others deposits.
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Deposits Compositions of Everest Bank Limited

Table 4.1

(In percentage)

Types 2007/08 2008/09 2009/10 2010/11 2011/12 Mean
Current Deposit 8.3 9.21 10.40 14.58 11.30 10.716
Margin Deposit 0.92 1.22 0.92 0.88 1.02 0.99

Other Deposit 0.47 0.33 0.63 0.13 0.46 0.4(
Saving Deposit 50.20 49.65 49.57 44.36 36.17 45.99
Fixed Deposit 30.74 30.94 26.89 21.14 28.2)7 27.6
Call Deposit 9.37 8.65 11.59 18.89 22.78 14.26
Total 100 100 100 100 100 100

Source: Annual Report of EBL

As shown in table 4.1, the composition of differgyyes of deposit conducted by
EBL from FY 2007/08 to 2009/10. From the tablesitlear that the percentage of
current deposit to total deposit increasing tret@&Y 2010/11 and in 2011/12 it has
been decreasing slightly.i.e.8.3 percent, 9.21qrdrcl0.41 percent, 14.58 percent,
11.30 percent respectively.

Similarly, the percentage of margin deposit to ltat@posit is 0.92 percent, 1.22

percent, 0.92 percent, 0.88 percent, and 1.02 mpercespectively which

has increasing trend followed by decreasing trend.

Percentage of other deposit followed increasing geateasing trend. Likewise the
percentage of saving deposit to total deposit sksbghtly decreasing trend.

Fixed deposit to total deposit is highest in FY 2@® i.e. 30.94 and after that the
percentage of fixed deposit reveals in the decngaisend through the four year i.e.

26.89 percent, 21.16 percent, 28.27 percent.
Finally call deposit shows decreasing in FY 2008408 after that the percentage of

call deposit are increasing trend from 2009/10¥a2B11/12i.e. 11.59 percent, 18.89

percent, 22.78 percent respectively.
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On an average the different types of deposit chtlagercentage of EBL shows
better level. Fixed deposit shown by table (i.e62Yercent) is more appropriate
lend for it cannot withdraw the desitors before the expiry of the date. So bank
mobilize the amount of fixed deposit into produetsector and gain more bene
Therefore the bank should try to improve their @ase percentage of fixed depos
total deposit which shows the decsing percentage from FY 2007/08 to FY 200!
during the five year research peri
Figure: 4.1
Deposits Compositions of Everest Bank Limited
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Figure 4.1 reveals that the deposit compositioBBE during five year period i.

F.Y. 2007/08 to F.Y.2009/10. Percentage of saving to total deposit aie
gradually falling. Similarly fixed deposit to total depositag maximum in F.Y
2008/09 but lateit is slightly declined up to 2010/11 and in lastay slightly
climbing. Call deposit 1 total deposit depicts gradually climbing. Oth
percentage of deposit like curre margin, other deposits seemed to be in m

trend during the study peric
4.1.2 Deposits, Loansand Investments of Everest Bank Limited

The table below shows the relationship betv deposits, loans and investmen

EBL during thestudy perioc
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Table: 4.2

Deposits, Loans and I nvestments of EBL

(Amount in Million)

Pur pose 2007/08 2008/29 2009/10 2010/11 2011/12

Deposit 13802.44 18186.26 23976.29 33322.95 36932.
Loan & advances 9801.30 13664.08 18339.11 23884,6727556.36
Investment 4200.52 4984.31 5059.6 5948.48 5008.81
Loan to deposit % 71.01 73.13 76.49 71.68 74.61
Investment to deposit %4 30.43 27.41 21.10 17.8% 5613

% Growth of investment 97.31 18.66 1.51 17.57 -15.81

% Growth of loan and 28.65 3.94 34.21 30.24 15.37

advances

Source: Annual Report of EBL

The 4.2 table shows that in FY 2007/08 71.01 pdroéthe deposit of the EBL has
been disbursed as loan and advances, and it iretéas/3.13 percent in the year
2008/09. In FY 2009/10 the loans and advanceseaaded as 76.49 percent and was
71.68 percent in the next FY 2011/12which increat®d/4.61 percent in the
following FY 2009/10.

Investments of EBL to the total deposits are n@s®0.43 percent 27.41 percent

21.10 percent

17.85 percent

13.56 percent

in

trecalfi years 2007/08,

2008/09, 2009/10, 2010/11, 2011/12 respectivelye Tiend of the investment to
deposit is in the decreasing trend till under thedg period. The table clearly

depicts that decreasing investment and increasagsl and advances from total

deposits are the great problem for the banks tcagmn
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Figure: 4.2
Deposits, Loans and I nvestments of EBL
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The figure4.2 shows the growth in deposits, | and advances and investmen
EBL in different years. It shows the ups and dowhtotal loan to deposit and to

investment to deposit in five years per

Total deposit depictgradually climbing up to year 2009/18imilarly loan and
advanceslso depicts gradually climbing and incase of itwvent gradually climbin
up to 2010/11 and slightly falling in F.Y. 2009/

4.1.3 Depositsof Himalayan Bank Limited
Table: 4.3
Deposits of Himalayan Bank Limited

(In Percentage)

Purpose | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 M ean
Current 18.9¢ 18.60 15.02 9.28 9.9¢ 14.37
Margin 1.84 1.25 2.03 1.90 2.52 1.91
Others - - - - - -
Saving 55.0¢ 52.53 56.44 57.84 | 43.3: 53.04
Fixed 23.97 27.29 20.17 18.39 | 30.12 23.99
Call 0.1¢€ 0.33 6.33 12.59 14.0¢ 6.70
Total 100 100 100 100 10C 100

Source: Annual Report of HE
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As shown in table 4.3, the composition of differgmes of deposit conducted by
HBL from FY 2007/08 to 2009/10. From the tablesitciear that the percentage of
current deposit to total deposit has been decrgasend from FY 2007/08 FY
2011/12 i.e. 18.98 percent, 18.60 percent, 15.02eme, 9.28 percent, 9.96 percent
respectively. The highest percentage of currenbdigps in FY 2007/08 i.e.18.98

percent.

Similarly, margin deposit has fluctuating trend b&sing in FY 2008/09, increasing
in FY 2009/10, decreasing in FY 2010/11 and agareasing in FY 2011/12i.e1.84
%>1.25% < 2.03% > 1.90% < 2.52% respectively.

Saving deposit to total deposit has slightly desmegin FY 2008/09 i.e. 55.05%>

52.53% and then it has been increasing till FY 2D10and then it has been
decreasing. i.e. 56.44 %< 57.84% < 43.32% respagtilhe highest percentage of
saving deposit is in FY 2010/11 i.e.57.84 percehicl indicates that the cost of

source is decreasing.

Likewise, fixed deposit to total deposit is highiesY 2008/09 i.e. 27.29 percent and
after that the percentage of fixed deposit reveatke decreasing trend through four
year i.e. 20.17 Percent, 18.39 percent. Fixed depasially affects in profitability so
in FY 2008/09 HBL has able to mobilize their dep@sely in productive sector. But
from 2009/10 to 2011/12the percentage of fixed dépo total deposit is lower
percentage which indicates low lending capacitjoofy term loan of the bank to

generation of profit.
Finally call deposit shows increasing trend from E007/08to FY 2011/12i.e. 0.16

%< 0.33% < 6.33% < 12.59%.
The table 4.3 has been shown in figure 4.3 asviaiio
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Figure: 4.3
Deposits of Himalayan Bank Limited
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Figure 4.3 reveals that the deposit compositioRlBE. during five year period i.
F.Y 2007/08 td~.Y. 2009/10. Percentage of saving to total dempaitlually climbin:
till F.Y. 2010/11 and then slightly declined. Siarll, fixed deposit to total deposi

maximum in F.Y. 2009/10. Call deposits seemed tolimebing and current, marc

deposits seaed to be in mixed trend during the study pe

4.1.4 Deposits, Loans and | nvestments of Himalayan Bank Limited

The table below shows the relationship between siégpdoans and investment

HBL during the study perio
Table: 4.4
Deposits, Loans and I nvestments of HBL

Purpose 2007/08 2008/09 2009/10 2010/11 2011/12
Deposit 26490.85| 30048.42 31842.71934682.3. | 37611.20
Loans & Advances 14642.56| 16997.99 19497.5224793.1( | 279680.63
Investments 10889.93| 11822.98 13340.18 8710.6¢ 844491
Loan to Deposit % 55.27 86.57 61.23 71.49 74.39
Investment to Deposit % 41.10 39.35 41.89 25.12 22.25
% Growth of Investment 6.86 8.57 12.83 -34.70 -3.05
% Growth of Loan and 17.85 16.09 14.70 27.16 12.86

Advances

Source: Annual Report of HE
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From the table Nek.4, it is found out that the investment growtterat HBL in FY
2010/11 was highly negative i.-34.70 percent but there was a remarkably ri
growth rate in investment of 12.83 percent in tNe2B09/10. The investment grov
rate is in increasigptrend in the FY 2009/10 and then it is decreasapl to FY
2009/010.

Total loan to deposit in 2007/08 noted as 55.2¢@etr which increased to 56.
percent in the year 2008/09. The improvement irbdoeks policies and reduction:
CRR policies bythe government enabled the bank to increase itslaad advance
In the year 2009/10 the growth rate was 61.23 p#raed it was 71.49 percenti
FY2008/9 and 74.39 percent in FY 2009/10. That shthve HBL mobilized its fur
by high percentage. Tthigher will be the lending higher is the profitabtil Thal

means the profitability of the bank also is incest

The surplus idle money of the bank is investedthensectors i.e. treasury bills ¢
Here, it is clear that when the loan percentedecrease the investments at-
particular period increases. The investment wasdreasing with increasing in lo
and advances. The bank makes it clear in their anraports that the investi
opportunities are reducing, whic force them to avoidexces amount of

interestbearing depos

Figure: 4.4
Deposits, Loans and I nvestments of HBL
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250000 -
S 200000 -
S 150000 -
£ M Deposit
& 100000 -
M Loans & Advances
50000 1 Investments
0 T T T T |
o) V) Q N 2V
0’\\0 QQ’\Q &\\/ \9\\’ '»"’\N
> DY > DY >
Fiscal Year

56



The figure 4.4 shows the growth in deposits, load advances and investment of

HBL in different years.

Total deposit depicts gradually climbing up toaye2009/10. Similarly loan and
advances also gradually climbing. And investmeatgally climbing up to year
2009/10 and then it has declining in F.Y. 2010/ad 2011/12.

4.2 Analysis of Financial Ratios

Financial and statistical analysis is done by datoug some different types of
financial and statistical ratios, which are impattdom the point of view to analyze
deposits and loans of EBL and HBL. Only those e studied and analyzed
which are very important to evaluate fund mobiliaatand investment pattern of
commercial banks. The important and needed finhn@#os, which are to
be calculated for the purpose of these studiesnardgioned below.

4.2.1 Liquidity Ratio

Liquidity ratios are used to judge the ability @riis to meet its short term liabilities
that are likely to mature in the short period. T&ehould not be the condition of
lower and higher liquidity of the banks. Lower lidity indicates the failure of
meeting the banks current obligations and adverse result. On therdtand, higher
liquidity indicates idle assets which are also gobd as it earns nothing so it is
essential for the bank to maintain a balaotéquidity position. The following
liquidity ratios are evaluated under liquidity i

4.2.1.1 Current Ratio

This ratio shows the short term solvency of a fifirhis shows the ability of the firm
to meet its current obligation. Normally the stamdaorm of current ratio is 2:1, for
the banking and seasonal business current ratith:Ibfis considered. High ratio
indicates that, the bank is maintaining high ligtyido meet the current obligation.
And low ratio indicates that the bank is maintagniow liquidity. Higher ratio is not
favorable because it freezes the cash in bank aaldl mot be invested properly in
profitable sector. Lower ratio is also not prefdediecause they do not meet current

obligations. Current ratio can be calculated byfttlewing formula:
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Current Assets
Current liahilities

Current Ratio =

Where,
Current assets includes cash and | balance, money at call on short term no
loan and advances, investment in government sexsighd other interest receive

and other miscellaneous ass

Current liabilities includes deposits, loan andatbes, bills payable, tax provisi

staff bonus payable, dividend payable and miscetians current liabilitie

Table: 4.5
Current Ratio (times)

Banks Fiscal Year Mean SD |CV(%)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12

EBL 1.13 1.13 1.11 1.08 1.09 1.11 0.029 | 2.613

HBL 1.12 1.11 1.12 1.11 1.09 1.11 0.011 | 0.987

Source: Annex 5&6

The table 4.5 shows the current ratio of selectedraercial banks during the fi
years period. In general it can be said that thé bommercial banks have sol

ability to meet their short teriobligations.

In the case of EBL, current ratios are fluctuatiremd. Whereas, HBL has not mi
fluctuation in current ratio. In an average ligtygposition of both banks are same
1.11=1.11 due to equal mean ratio. Likewise, S.® @rVv of EBL isgreater than
HBL i.e. 0.029>0.011 and 2.613percent > 0.98peiteah be said that current re
of EBL is more consistel

Lastly from the above analysis it is knowhat all these two banks ha

betterliquidity position because the steard ratio is 1:1. They have met the stanc

ratio.

58



4.2.1.2 Cash and Bank Balanceto Total Deposit Ratio

Cash and bank balance are the most liquid curresgta. This ratio measures the
percentage of most liquid fund with the bank to iethate payment to the depositors.
Higher the ratio, greater will be the ability to etesudden demand of deposits. But
every high ratio is not desirable, since bank Haveay interest on deposits.

Cash and Bank Balance to Total Depcsclg_shandBankBa_tlance
Total Deposit

Where,
Deposits includes current deposits, saving depdsiesd deposits ,money at call on

short notice and other types of deposits.

Cash and bank balance to total deposit ratio of BBI. HBL from FY 2007/08 to FY
2011/12is given below in Table: 4.6.

Table: 4.6
Cash and Bank Balanceto Total Deposit Ratio
Banks Fiscal Year Mean SD |CV(%)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL 11.25 | 13.15] 11.13 1849 21.17 15.04 4.067 2764

HBL 6.48 5.85 4.55 8.79 10.28 7.19 2.068  28.76

Source: Annex 5&6

The 4.6 table revels that the cash and bank balani¢al deposit ratio of EBL and
HBL are in fluctuating trend. The highest ratioEBL is 21.17percentin FY 2009/10
and lowest ratio is 11.13 percent in FY 2009/1@ikirly, the highest ratio of HBL is
10.28 percent in FY 2011/12and lowest ratio is 4é&f&ent in FY 2009/10.

The mean ratio of EBL and HBL are 15.04 percent ari® percent respectively.
EBL has higher ratio than the HBL which shows itsager ability to pay depositor's
money as they want. Similarly, C.V of EBL is 27 jgrcent and HBL is 28.7 percent
S.D of EBL is lower than the HBL.

The above analysis has to conclude that the caglbank balance position of EBL
with respect to HBL is better in order to servedtistomer's deposits. It implies the
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better liquidity position of EBL from the view pdiof depositors demand. In conti
of high ratio of cash and bank balance may be uratds which indicates the bal’s

inability to invest its fund income generating a.

4.2.1.3 Investment on Government Securitiesto Current Assets Ratio

The major objective of this ratio is to examinettpartion of commercial bank
current assets,which is invested on various governmerdecurities issued
by government. More or less, eacommercial bank is interested to invest tt
collectedfund on different government securities in diffdréimes to utilize thei
excess fundand on for other purpose. The government securdtiessafest plac
to invest. Butgovernment securities areot so much liquid as cash and b
balance. They can leasily sold in the market and they can be conventiedcash ir
other ways.

We have,

[nvestment on Government Securities to Current Assets Ratio
Investment on Government Securities

Current Assets

The Table: 4.7 given below shows the investmerBont. Securities to current as
ratio of EBL and HBL

Table: 4.7
I nvestment on Government Securitiesto Current Assets Ratio
Banks Fiscal Year Mean SD [CV(®)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL 21.02 | 17.0 12.04 9.24 6.71 13.20 5.19 39.31

HBL 15.20 | 18.0z | 19.87 9.99 8.27 14.27 4.49 31.46

Source: Annex 5 & 6

Table no 4.7 shows investment on government séesitid current ratio of EBL al
HBL. EBL's ratio has decreasing trend and HBL ratios hadihting trend. Tt
table shows the highest ratio of EBL is 21.02 petee FY 2007/08 anlowest is
6.71 percent in FY 2009/10. In the same way, tlghést ratio of HBL is 22.Z
percent in FY 2009/10 and lowest is 9.09 percerYir2009/1C
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The mean ratio of HBL is 14.27 percent, which ighter than 13.20 percent. It me
HBL has investednore money in risk free assets than that of EBlarinother worc
EBL has emphases on more loan and advances andsbitbr-term investment ¢
governmentsecurities For minimization of investment risiBL has also good
investment in govt. securitieSimilarly, S.D is 5.91 and 4.49 and C.V is 39.3d
31.46 of EBL andHBL respectively. The higher C.V d&BL shows the more

inconsistency in the ratios with compare to H

4214 Loansand Advancesto Current Assets Ratio
Loan and advanceare also included in the current assets coimmercial banks
because generally it provides sl-term loan, advances, overdrafts, -credit, local

and foreign bill purchased and discoun

To make a high profit mobilizing its fund in thegbevay, a commercidbank should
not keep its all collected funds as cash and bahnice but they should be inves
as loan and advances to the customers. If suffidean and advances cannoti
granted, it should pay interest on those utilizepasits funds may lossome earning,
but high loan and advances may also be harmfukepkhe bank in most liqu
position because they can only be collected atitte of maturity only. Thus, a ba
must maintain its loan and advances in appropléata to find out portio of current
asset, which is granted as loan and adva

We have,

Loan and Advances

Current Assets

Loan and Advances to Current Assets Ratio =

The table 4.8 shows the ratio of loan & advancesutoent asset ratio of EBL a
HBL.

Table: 4.8
L oan and Advancesto Current Ratio
Banks Fiscal Year Mean SD |CV(%)

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

EBL [62.01 64.2¢ | 68.46 | 65.46| 67.34 6551 2.27 3.47

HBL 48.75 | 50.3¢ | 54.07 | 63.42| 66.94 56.71 7.21 12.71

Source: Annex 5&6
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The comparative Table:4.8 listed above shows tidt &nd HBL have increasit
trend on their loan aradvances to current ratios. EBL has higher rati@%6percer
in FY 2011/12and lower ratio 62.01 percent in FX0O2M8. HBL has higher rat
66.94 percent in FY 2011/12and lower ratio 48.7&pet in FY 2007/0¢

While examining the mean ratio, EBL hasintained i.e. 65.51 percent whicf
higher than mean of HBL i.e. 56.71 percent. On ioside, c-efficient of variation i
also less in case of EBL i.e. 3.47 %< 12.71%.dtdates that high uniform of EBL

comparison to HBL.

Lastly, we can say thiEBL is better to mobilize its funds as loan andatbes wit
respect to current assets in comparison to HBL.ban reveals that EBL loan ¢

advances to current assets is satisfactory than

4.2.2 Assets Management Ratio

Assets management rameasures the efficiency of the bank to managesgsta i
profitable and satisfactory manner. A commercialkbmust be able to manage
assets properly to earn high profit, to satisfyciistomers for its own existence. -

following ratios are evaated under Assets management ratios:

4.2.2.1 Loan and Advancesto Total Working Fund Ratio

Commercial bank should be very aware in mobilizimtgl working fund, where tot
working fund is the total assets. It is composed a@urren assets, fixed
assetsmiscellaneous assets and investment, loans fola@went banks or in oth
words itincludes all assets of balance sheet items buuéasloff balance sheet itel

like LC, letter of guarantee e

This ratio reflects the extent to which commerbanks are success in mobiliz
their assets loan and advances for the purposecofie generation. A high ra

indicates better mobilization of fund as loan addamces and vi-versa.

Loan and Advances to Total Working Fund Ratio
_ Loan and Advances to Total Working Fund

- Total Working Fund
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The table 4.9 shows the loan and advances towateding fund ratio of EBL and
HBL.

Table: 4.9
Loan and Advancesto Total Working Fund Ratio
Banks Fiscal Year Mean SD |CV(%)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL [61.41 63.75| 67.54 64.69 66.59 64.796 2.16 3.33

HBL 49.70 | 50.71| 53.89] 63.04 65.50 56.57 6.49 11{47

Source: Annex 5&6

The table 4.9 shows the loan and advances todssaits ratio of EBL and HBL are in
fluctuating trend during the study period. Whilesebving their ratios, EBL is better
mobilizing of fund as well as loan and advances iarsgems quite successful in

generating higher ratio in each year in compartsdrdBL.

The mean of EBL and HBL are 64.79 percent and 3 f&rcent respectively. So
EBL has higher ratio than that of HBL. It reveaiat in total assets, EBL has high
proportion of loan and advances. EBL has utilizedatal assets more efficiently in
the form of loan and advances. The higher C.V ofLHi2ates that it has less
uniformity in these ratios throughout the studyipethan that of EBL. S.D and C.V
of EBL and HBL have 2.16, 6.49 and 3.33 percentEhd7 percent respectively.

4.2.2.2 Total Investment to Total Deposit Ratio

This ratio of total investment to total deposit m@s the extent to which the banks
are able to mobilize their deposits on investmantdrious securities. High ratio is
the indicator of high success to mobilize the bagkiund as investment and vice-
versa though various factors such as availabififyied, liquidity requirement, central
bank norms etc are to be considered in general.

Total Investment to Total Deposit Ratic‘l:gtallnvestmt_ant
Total Deposit

The table 4.10 shows the total investment to meplosit ratio of EBL and HBL.
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Table: 4.10
Total Investment to Total Deposit Ratio

Banks Fiscal Year Mean SD [CV(®)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12

EBL [30.43 27.41| 2110 17.8% 1356 22.07 6.16 27

HBL 41.10 39.35 41.89 25.12 22.4b 33.98 8.41 24

Source: Annex 5&6

The table 4.10 shows that total investment to tdegdosit ratio of EBL and HBL.

HBL has maintained successfully total investmenbtal deposit ratio. Its highest

.89

75

ratio is 41.89 percent in FY 2009/10 whereas EBEB'S decreasing yearly. Its highest
ratio is 30.43 percent in FY 2007/08.

The mean of the ratio of EBL and HBL are 22.07 petcand 33.98 percent

respectively so HBL has higher ratio. It signifléBL has successfully allocated its

deposit in investment portfolio to get higher intraent return. It also implies that

EBL has lower investment opportunities.
The S.D and C.V of EBL is 6.16 and 27.89 percertt HBL has 8.42 and 24.75
percent respectively.

4.2.2.3 Loansand Advancesto Total Deposit Ratio

This ratio measures the extent to which the bam&sahle to mobilize their total

deposits on loan and advances for the purpose afit pmaximization. Better

mobilization of collected deposits is indicatedthg high ratio of loan and advances

to deposit and vice-versa.

Loan and Advance to Total Deposit Rat:J?)QanandAdvance

Total Deposit

The table 4.11 shows the loan and advances todepasit ratio of EBL and HBL.



Table: 4.11
L oan and Advancesto Total Deposit Ratio

Banks Fiscal Year Mean SD [CV(®)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL |[71.01 75.13| 76.49 7168 7461 73.78 2.09 2.84

HBL 55.28 | 56.57| 61.23 7149 74390 63.719 7.19 12(21

Source: Annex 5&6

The table 4.11 shows that the loan and advancestdbdeposit ratio of EBL and
HBL is fluctuating trend. EBL has higher ratio thérat of HBL in each year and
mean too. It indicates the better mobilization epdsit of EBL. The mean of EBL

and HBL are 73.78 percent and 63.79 percent reispéctSo EBL has higher ratio
than that of HBL. It reveals that the deposit ofLEB quickly converted into loan and
advances to earn income. On the basis of co-effi@é variation we can say that
EBL(Is loan and advances ratio is more consistent thaBb because of its lower

C.Vi.e. 2.84%> 12.21%.

From the above description it can be concludedEdt is good position to mobilize
its total deposits as loan & advance in compari®oHBL. But higher ratio is not
better from the point of view of liquidity as thealn and advances is not as liquid as

cash and bank balance.

4.2.2.4 Investment on Government Securitiesto Total Assets Ratio

All the resources of a bank are never used asdadradvances. So, the commercial
banks have to diversify their investment to minienithe risk by investing their

investable funds in different secured or unsecsgesmdors. A bank mobilizes its fund
by purchasing government securities which is carsid secured and very low risky
securities. This ratio is very important to know etlier the banks are able to
successfully mobilizing its some portion of investmin the government securities to
maximize its income. The high ratio indicates tthet bank is using good effort to

mobilize its fund in the government securities.



We have,
Investment on Governnment Securities to Total AsBettio=

Investmenbn GovernmenSecurities
Total Asset:

Investment on government securities to total agseits of EBL and HBL from FY
2008/09 to 2011/12are given in the table below.

Table 4.12
I nvestment on Gover nment Securitiesto Total Assets Ratio
Banks Fiscal Year Mean SD [CV(®)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL |20.82 16.86| 11.93 9.13 6.63 13.07 5.15 39(42

HBL 1549 | 18.14| 1981 9.93 8.09 14.29 4.56 31,94

Source: Annex 5&6

From the above Table: 4.12 it is clearly seenitinastment on government securities
to total assets ratio is fluctuating trend. EBi.ratio has in decreasing trend. HBL has
fluctuating trend i.e. 15.49% > 18.14% > 19.81%.93% < 8.09% in the FY 2007/08
to 2011/12respectively.

In the average, HBL has maintained higher meanevidan EBL. The co-efficient of
variation is also lower than that of EBL i.e. 31994 39.42%. . So it is also less
variable than EBL.

From the above analysis, it can be concluded thmigh HBL has invested more
portion of total assets on government securitieSRis, both EBL and HBL have no

certain investment policy towards government séiesti

4.2.2.5 Investment on Sharesand Debenturesto Total Working Fund Ratio

The sustainability and profitability of the banksuat if it can flow its deposits in the
investment and loan and advances in the very optimevel. Now a days,

commercial banks are making investment diversiitcat.e. banks are interested to



invest its fund not only in loan and advances l&t & government securities, bonds

and shares etc issued by different companies.

The ratio of investment on shares and debentut@abworking fund reveals that, if
the banks are successful or not in mobilizing theital assets on shares and
debentures of other companies to generate incdtigis.ratio indicates more portion
of working fund is invested in the shares and dabes and vice-versa.

Investment on Share and Debenture to Total Workungd Ratio=

InvestmenbnShareandDebenture
Total Working Fund

Investment on share and debenture to total working ratio of EBL and HBL from
FY 2008/09 to 2011/12 are given in the table 4.13.

Table: 4.13
Investment on Share and Debentureto Total Working Fund Ratio
Banks Fiscal Year Mean SD |CV(%)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL [0.12 0.46 0.37 0.27 0.24 0.29 0.1p 39.67

HBL 0.13 0.22 0.28 0.24 0.18 0.2¢ 0.04 22.14

Source: Annex 5&6

On the basis of above comparative Table no 4.1stbeen found that both EBL and
HBL have very nominal percentage of total workingd as investment on shares and
debentures. In all cases, the ratio percentagssssthan 1. However, if we compare
them, EBL has invested on share and debenturethef companies in decreasing
ratio in each year except in FY 2008/09. But inecasHBL, it has been fluctuating in

each year.

On the basis of mean ratios, EBL has invested iporgon on shares and debentures
as HBL i.e. 0.29% > 0.20%. Moreover co-efficientvafiation of HBL ratio’s is
significantly lower than of EBL i.e. 22.14% < 39%7 It means investment ratios of

HBL are more consistent than that of EBL.



4.2.3 Profitability Ratio

The major objective of all commercial banks is &wreprofit. Strictly speaking no

bank can survive without profit. Profit is the indtor of efficient operation of a bank.
The banks acquire profit by providing different\gees to its customers or by making
investments to different kinds. Sufficient praftmost to have good liquidity, grab

investment opportunities, expand banking transastibnance government in need of
development fund, overcome the future contingen@es meet fixed internal

obligation for a bank. Profitability ratios meastine efficiency of a bank. Higher the

ratio higher will be the efficiency of bank.

Following ratios, which are related with profit ahdhd mobilizing, is only studied
under this heading.

4.2.3.1 Return on Total Working Fund Ratio

It measures the profit earning capacity by utiligavailable resources i.e. total assets.
Return will be higher if the banks working fundwell managed and are efficiently
utilized, maximize taxes within the legal iops available will also improve

the return. We have,

Return on Total Working Fund Ratie= NetPr.oflt
Total Working Fund

Return on total assets ratio of EBL and HBL frBv2008/09 to 2011/12are given
in the table 4.14.

Table: 4.14
Return on Total Working Fund Ratio
Banks Fiscal Year Mean SD |CV(%)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL [1.49 1.38 1.66 1.73 2.01 1.6% 0.2 13.13

HBL 1.05 1.47 1.76 1.91 1.19 1.48 0.38 22.05

Source: Annex 5&6

Above table 4.14 shows the return on total asdeEBb and HBL. Both banks have
increasing trend of return on its total assets jeixice2008/09 of EBL and 2011/120f
HBL. However EBL seems successful in managing diiding the available assets

in order to generate revenue since its ROA ratih 6% percent of total assets in an



average which is higher than HBL i.e. 1.65% > 1.48%

Whereas, S.D. and C.V of EBL and HBL are 0.22, 33ahd 0.33 and 22.05
respectively. Higher C.V of HBL shows that it hatatively high inconsistence in the

ratios.

4.2.3.2 Return on Loansand Advances

The return on loan and advances ratio measuresatimeng capacity of commercial

banks on its deposits mobilized on loan and ad@ndlost loan and advances
includes loan cash credit, overdraft, bills purgthand discounted. While comparing
two or more firms or company the highest ratio mse high success to mobilize
fund as loan and advances and vice-versa.

We have,

Return on Loan and Advances Ratio=—NerProfit
Loananc Advanct

Return on Loan and Advances Ratio of EBL and HBI FY 2006/0d7 to 2009/10
are given in the table 4.15.

Table: 4.15
Return on Loan and Advances Ratio
Banks Fiscal Year Mean SD |CV(%)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL [2.42 2.17 2.46 2.67 3.02 2.55 0.51 19.91

HBL 2.11 2.89 3.26 3.04 1.82 2.62 0.56 21.81

Source: Annex 5 & 6

Above table 4.15 shows the return on loan and amks&aratio of EBL is in increasing
trend except in FY 2008/09 and except in curreiatr yee. FY 2011/120f HBL. The
highest ratio of EBL is 3.02 percent in FY 2011/d@dowest ratio is 2.17 percent in
FY 2008/09. The mean ratio is 2.55 percent whehegisest ratio of HBL is 3.26
percent in FY 2009/10 and lowest ratio is 1.82 eetin FY 2009/10. The mean ratio
is 2.62 percent HBL bank shows the good earninga#pin loan and advances than
EBL.



Thus, it can be concluded that HBL is able to dagh return on its loans and
advances in comparison to EBL. Low C.V of EBL i18.91% < 21.31% shows
EBL's more homogeneous ratios during the studyogderi

4.2.3.3 Total Interest Paid to Total Working Fund Ratio
The ratio of total interest paid to total workinghfl measures the percentage of total
interest paid against the working fund. Aghhiratio indicates the higher interest

expenses on total working fund and vice-versa.

The ratio is calculated by dividing total intergstid by total working fund. The
formula would be:

Total Interest Paid to Total Working Fund Ratic:l’_otallnteresﬂ:’ald

Total Working Fund

Table: 4.16
Total Interest Paid to Total Working Fund Ratio
Banks Fiscal Year Mean SD |CV(%)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL | 2.52 2.41 2.33 2.74 3.80 2.76 0.58 19.60

HBL 2.20 2.29 2.28 2.38 3.64 2.56 0.54 21.25
Source: Annex 5 & 6

The table 4.16 shows that the interest paid td tetaking fund ratios of EBL has

maintained in decreasing trend during first thremrythan in last two year it's
increased during the year i.e. 2.52% >2.41% >2.833%74% < 3.80% in FY 2007/08
to 2009/10. And other hand HBL has maintainedreasing trend except in
FY 2009/10 i.e. 2.20% < 2.29% > 2.28% < 2.38% <4 %6

The mean ratio of EBL i.e. 2.76 percent is highemt that of HBL. It means EBL
paid high interest than HBL during the study period the other hand EBLs lower
co-efficient of variation i.e. 19.50 percent in quamison to HBL. It indicates that i.e.

19.50 percent ratios is slightly more stable r#ian that of HBL.

In conclusion, we can say that HBL is in betteripos from payment of interest
point of view. It seems to be successful to collést working fund from

less expensive sources in comparisons to EBL.



4.2.3.4 Total Interest Incometo Total Working Fund Ratio

The ratio of total interest income to total workitugnd depicts the extent on which the
banks are successful in mobilizing their total &ss® generate high income
as interest. This ratio is calculated to find e percentage of interested earned to
total assets. Higher ratio implies better perforoganf the bank in terms of interest

earning on its total working fund.

The ratio can be calculated by the following forenul

. . Totallnterestincom
Total Interest Income to Total Working Fund Ratie= orarinterestncome

Total WorkingFundRatio

Table: 4.17
Total Interest Incometo Total Working Fund Ratio
Banks Fiscal Year Mean SD |CV(%)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL | 5.66 5.34 5.70 5.92 7.49 6.02 0.76 12.57

HBL 6.03 4.85 5.43 5.96 7.37 5.93 0.84 14.11

Source: Annex 5 & 6

The above Table:4.17 shows that the ratio of EBlhileixs decrease in second year
then after increasing in every year i.e. 5.66%34% < 5.70% < 5.92% < 7.49%. The
ratio of HBL is also in decreasing and increasnegd, i.e. 6.03% > 4.85% < 5.43% <
5.96% < 7.37%.

From the table 4.17 it can be concluded that thie f total interest income to total
working fund ratio of EBL is satisfactory in compdrto HBL. That means the total

interest income to total working fund ratio of EB_stable in comparison to HBL.

4.2.35 Interest Incometo Total Operating Income Ratio

Total interest earned to total operating incomeregveals that portion of interest
income on total operating income of the firms. Tingor sources of income for the
bank are interest income so the banks should nzebihieir funds in more interest
generation sectors considering the risk and retdrnis ratio measures how
considering the risk and return. This ratio meastinmaw successfully the selected

banks have been mobilizing their fund uninteregteterating assets during last from



2007/08 to 2011/12 are presented to analyze ifotlwaving table. The major sources
of income for the bank are interest income. Saotlieks should mobilize their funds

in more interest generating sectors consideringiftkeand return.

Table: 4.18
Interest Incometo Total Operating Income Ratio
Banks Fiscal Year Mean SD [CV(®)

2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL | 136.44| 136.02 128.00 141.54 160.92 140.58 11.050786

HBL | 127.42| 116.73 12292 117.81 14591 12616 10.590839

Source: Annex 5&6

From the table 4.18 shows interest earned to dpgratcome ratio of EBL and HBL.
Both banks has fluctuating ratio during study perieBL has greater share of total
interest earn in its total operating income in egeéir and mean too. The mean ratio
of EBL and HBL are 140.58 percent and 126.16 penaspectively. EBL has higher
ratio, it indicates the high contribution in opengtincome made by lending and
investing activities. HBL has lower ratio, it indies that high contribution in
operating income do not made by lending and inmgsdrtivities is not good for long
run but in short run it is not so bad. Thus, fromog term view, HBL is in good
condition. In overall, HBL has managed sound indeearned to operating income

ratio.

The S.D and C.V of EBL is 11.05, 0.078énik&arly HBL has 10.59, 0.0839.
It indicates HBL has relatively inconsistent indargst earned to total operating
income as it has higher C.V than that of EBL.

4.2.4 Risk Ratio

The possibility of risk makes banks investment alleimging task. Bank has to take
risk to get return on investment. The risk takeoampensated by the increase in
profit. A bank has to take high risk if it expetigh return on its investment. So, the
banks opting for high profit, has to accept th& aad manage its efficiency. A bank
has to have idea of the level of risk that one thdsear while investing its funds.

Through following ratios, effort has been made &asure the level of risk inherent in
the EBL and HBL.



4.24.1 Credit Risk Ratio

Credit risk ratio measures the possibility thanleall not be repaid or that loan will
not be repaid or that investment will deteriorateguality or go into default with
consequent loss to the bank. By definition, credik ratio is expressed as the

percentage of non-performing loan to total loan atddances.

Bank utilizes its collected funds by providing dted different sections. There is risk
of default or non-repayment of loan, while makingestment; bank examines the
credit risk involved in the project. The creditkrisatio shows the proportion of non-
performing assets in total Loan and Advancegheér ratio indicates more risky

assets in the bank and vice-versa.

o Non — Performing Loan
Credit Risk Ratio =

Loan and Advances

Table 4.19
Credit Risk Ratio
Banks Fiscal Year Mean SD [CV(®)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL | 1.32 0.83 0.69 0.49 0.16 0.69 0.3840 55,01

HBL 7.10 3.76 2.45 2.22 3.66 3.84 19908 51.85

Source: Annex 5&6

Table 4.19 shows that NPL to total loan and advauoéd=BL is in decreasing trend
in all years and HBL is in also decreasing trencegx in 2009/10. Decreasing trend is
the good sign of the efficient credit managememL Eeems effective in all year.
From mean point of view, non —performing loan ttatdoan and advances ratio of
EBL and HBL are 0.69 percent and 3.84 percent spdy. In comparison, EBL
has efficient operating of credit management tinan of HBL from the mean point of

view and individual ratios of each year.

4.2.4.2 Capital Risk Ratio

Capital risk ratio measures bank's ability to attdeposit and inter-bank funds. It
also determines the level of profit. High ratioirates high return and high risk and
vice-versa. If a bank choose to make high capisi, rits return on equity will be
higher. The risk is low its funds are kept idlecash and bank balance but reduces

profitability. Capital risk ratio is obtained bywding share capital by risk weight



assets.

Capital Risk Ratio =— Cépltal _
Risk WeighedRatio
Table: 4.20
Capital Risk Ratio
Banks Fiscal Year Mean SD [CV(®)
2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
EBL | 4.59 3.46 3.96 3.27 4.23 3.90 04866 1245

HBL 3.88 3.70 3.96 3.73 5.55 4.146 0.6995 16.82

Source: Annex 5 & 6

From the table 4.20 shows that EBL and HBL havetéflating trend on their capital
risk ratios. EBL has higher ratio 4.59 percent M Z07/08 and lower ratio 3.27
percent in FY 2010/11. HBL has higher ratio 5.55cpat in FY 2011/12and lower
ratio 3.73 percent in FY 2010/11.

In average, EBL maintained lowest capital risk 880% < 4.16%. The co-efficient
of variation of EBL is 12.45 percent which is alsmmparatively low position than
16.82 percent of HBL.

Thus, it is concluded that the capital risk of EBLess than HBL and it also more

consistent than HBL.

4.3 Statistical Analysis

Statistical tool is one of the important tools ttabyze the data. There are various
tools for analysis of tabulated data such as, mstmdard deviation, regression
analysis, correlation analysis, trend analygesst of hypothesis etc. there is

used following convenient statistical tools aredusethis thesis study.

4.3.1 Coefficient of Correlation Analysis

Co-efficient of co-relation shows the relationshigtween two or more than two
variables. It measures that the two variables asttigely or negatively co-related.
For this purpose, Karl Pearsoa co-efficient of correlation has been taken and
applied to find out the relationship between takaposit and investment, deposit and



loan and advances, investment and net profit, Bbahadvances and net profit EBL
and HBL using Karl Pearson's coefficient of coriela value of
coefficient of determination (r) probable error EB. and (6. P.Er.) are also
calculated and value of them are analyzed.
Interpretation of Correlation Coefficient:

* Itlies always between +1 to -1.

* When. r'=+1, there is perfect positive correlati

* When, r'=-1, there is perfect negative correlati

*  When, 'r' lies between 0.7 t00.999, (-0.7 to -0.98tere is a high degree of

* positive or negative correlation.

* When, r' lies between 0.5 to 0.6999, there is maidadegree of correlation.

* When, r' lies less than 0.5, there is low degfemoelation.

Probable Error:
« If, 'r'> 6P.E.r. than the value of, 'r' is defitytsignificant.

* If,'r' <6 P.E.r,, than the value of, 'r' is ingiicant.

4.3.1.1 Coefficient of Correlation between Deposits and L oan and Advances

Deposit have played very important role in perfone@of a commercial banks and
similarly loan and advances are very important abitize the collected deposits and
loan and advances measures the degree of relapdmstveen these two variables. In
this analysis deposit is independent variable (¢ lman and advances are dependent
variable (Y). The main objective of computing |, between these two variables is to

justify whether deposit are significantly used @an and advances in proper way or

not.
Table: 4.21
Correlation between Deposits and L oan and Advances
Banks Evaluation Criteria
I r P.Er. 6 P.Er. Result
EBL 0.9971 0.9942 0.00174 0.0104 Highly Significant
HBL 0.9841 0.9685 0.0095 0.057 Highly Significant

From the table 4.21, it is found that coefficiehtorrelation between deposits and
loan & advances of EBL is 0.9971. It shows positiglationship between these two
variables. Moreover, when we consider the valuecséfficient of determination {r

), which is 0.9942 and it means 99.42 percent ef \thriation in the dependent



variable (loan and advances) has been explainedhbyindependent variable
(deposits). Similarly, considering the value dfjsri.e. 0.9971 and comparing it with
6 P.Er. i.e. 0.0104, we can find that 'r' is higbhgater than the value of 6 P.Er. This
reveals that the value of, 'r' is highly significaim other words, there is significant

relationship between deposits and loan and advancase of EBL.

Likewise, incase of HBL, correlation coefficient @éposits (independent variable)
and loan and advances (dependent variable) @B8841, which indicates
positive correlation between these two variablesmil&rly, the value of
coefficient of determination iy is found 0.9685, which shows that 96.85 percent i
the dependent variable (Loan and advances) has b®eilained by the
independent variable (deposits). Moreover, by aapion of probable error, the
value of r i.e.0.9841 is more than 6 P.Er. i.e.d,0bhich means the relationship
between deposits and loan and advances, is higiptyfisant. In other words, HBL

is successful to mobilize the funds in proper waloan and advances.

Lastly, it can draw a conclusion from the abovelgsia that in both EBL and HBL,

there is positive relationship between deposits do@n and advances. The
relationship is significant and the value of® 'rshows high percent in the
dependent variable has been explained by the imdlgpe variable. This indicates
that EBL as well as HBL are successful to mobilizeir deposits in proper way

as loan and advances.

4.3.1.2 Coefficient of Correlation between Total Deposits and Total | nvestment
Coefficient of correlation measures the degide relationship between these
two variables or deposit is significantly utilizewt not. In correlation analysis,
deposit is independent variable (X) and total itwesnt is dependent variable
(Y). The following Table: 4.23 shows the coefficiecorrelation between
deposits and total investment i.e. r, P.Er, 6 Rutgt coefficient of determination®(r
) of EBL and HBL during the study period.



Table: 4.22
Correlation between Deposits and Total | nvestment

Banks Evaluation Criteria

r r P. Er. 6 P.Er Result
EBL 0.6977 0.4868 0.1548 0.9288 Insignificant
HBL -0.6809 0.4636 0.1898 1.1388 Insignificant

From the table 4.22, it is found that the co-effiti of correlation between
deposits(independent) and total investment (dep#hsdalue of ,f1is 0.6977 incase
of EBL . It shows positive relationship betweenstéwo variables. But considering
the value of r i.e. 0.4868, we can conclude th&f 48.68 percent in the dependent
variable (total investment) has been explainechyindependent variable (deposits).
Moreover, on the basis of value of 6 P.Er. of thigl H.e.0.98288. It can further
conclude that the relationship between deposits amvestment is
insignificant becauseiis less that 6 P.Er. i.e. 0.6977< 0.9288.

Similarly, there is negative correlation coefficidretween total deposit and total
investment of HBL which is indicated by correlatioooefficient of -
0.6809. However, the value of coefficient of detaration is found 0.4636 this
refers that 46.36 percent of the variation in totavestment is explained by
total deposit. Moreover, by considering the probadtor, since the value ofiri.e.-
0.6809 percent is less than 6 P.Er. i.e.1.1388 can say that there is
insignificant relationship between deposits andltoivestment.

From the above analysis, the conclusion can be mliawhe case of EBL; it has
positive relationship it indicates that the levéhwobilizing the deposit to provide
investment of EBL is satisfactory. But in case d@lH it has negative correlation
which indicates that HBL is not successful to miakil its deposit to provide

investment.

4.3.1.3 Co-efficient of Correlation between L oan and Advance and Net Profit
Co-efficient of correlation between total assetd aat profit is used to measure the
degree of relationship between two variable i.anland advance and net profit of

EBL and HBL during the study period. Where loan agances is independent



variable (X) and net profit (Y). The main objectigécalculating this ratio is to
determine the degree of relationship whether thikee net profit is significantly
correlated or not and the variation of net profitéan and advances through the
coefficient of determination. The following tablehcsvs the,Y P.Er, 6 P.Er
between these variables of EBL and HBL for the w{ueriod.

Table: 4.23

Correation between Loan and advances and Net Profit

Banks Evaluation Criteria

r r P.Er. 6 P.Er. Result
EBL 0.9875 0.9751 0.0075 0.045 Highly Significant
HBL 0.5734 0.3288 0.2025 1.215 Insignificant

From the table 4.23, incase of EBL, it is found @ efficient of correlation between
loan & advances and net profit is 0.9875. It shpasitive relationship between these
two variables. Moreover, when we consider the valueo-efficient of determination
(%), which is 0.9751 and it means 97.51 percent efvtriation in the dependent
variable (net profit) has been explained by theepwhdent variable (loan and
advances). Similarly, considering the value of,€t0.9875 and comparing it with 6
P.Er. i.e. 0.045, it can find thati,ris significant. In other words, there is signifita
relationship between loan & advances and net profiase of EBL. Likewise, incase
of HBL, the value of correlation between loan &adgas and net profit
(independent variable) and net profit (dependentiabde) is 0.5734, which
indicates that there is positive correlation betwtese two variables. Similarly, the
value of co-efficient of determination®() is found 0.3288, which shows that
32.88 percent in the dependent variable (net profits been explained by the
independent variable (loan and advances). Moreawerthe basis of value of 6
P.Er. of the HBL i.e. 1.215. It can further conauthat the relationship between
loan & advances and net profit is insignificantdngse ,f1 is less than that of 6 P.Er.
i.e.0.5734< 1.215.

From the above analysis, the conclusion can berdthat in the case of EBL there is

higher correlation between loan & advances angradit and as well as higher value



of ' than that of HBL, which indicates that it is lsetcondition to grant loan and

advances for mobilizing the collected depositsamparison to HBL.

4.3.1.4 Coefficient of Correlation between Total I nvestment and Net Profit
Coefficient of correlation between total investmant net profit measures the degree
of their relationship. In the correlation analysisyestment is independent variable
and net profit is dependent variable. The followtagle shows the coefficient of
correlation coefficient of determination, probabkleor and six times of P.Er during
the fiscal year 2007/08 to 2009/10.
Table: 4.24
Correlation between Total I nvestment and Net Profit

Banks Evaluation Criteria

r r P.Er. G P.Er. Result
EBL 0.5687 0.3235 0.2041 1.2244 Insignificant
HBEL -0.1425 0.0203 0.2055 1.7731 Insignificant

From the table 4.24, it can found that co-efficief correlation between total
investment (independent) and net profit (dependeait)e of, 'f*is 0.5687 incase of
EBL. It shows positive relationship between thege variables. But considering the
value of, 'f' i.e. 0.3235, we can conclude that only 32.35 @eirin the dependent
variable (net profit) has been explained by thdependent variable (total investment)
.Moreover ,on the basis of value of 6 P.Er. of B&L i.e.1.2244. It can further
conclude that the relationship between total inwesit and net profit is insignificant
because, %iis less than that of 6 P.Er. i.e. 0.5687< 1.2244.

On the other hand, coefficient of correlation bedgwéotal investment and net profit
incase of HBL, it has been found that the valuerdis -0.1425. It shows negative
relationship between these two variables. Howdwegpplication of co-efficient of
determination of the value of*'is 0.0203 which indicates that only 2.03 peragnt
the variation in the dependent variable (net profias been explained by the
independent variable (net profit). Moreover, by €idering the probable error, since
the value of ,rl i.e.-0.1425 percent is less than 6 P.Er. i.e.317Tt can say that

there is insignificant relationship between totalastment and net profit.



4.3.2 Trend Analysis

Trend analysis plays an important role in the asialgnd interpretation of financial
statement. Trend in general terms, signifies aeany. It helps in forecasting and
planning future operation. Trend analysis is aisttaal tool, which shows the
precious trend of the financial performance anddasts the future financial result of

the firms.

4.3.2.1 Trend Analysisof Total Deposit

The scenario of the total deposits in this studygus is calculated and the next five
years trend value of deposits is forecasted orb#ses of last five years of deposit

trend. The calculated trend value of the studyqukyis on the basis of real data and
on the basis of these values the trend valuesxgecéed. This value may except if

any assumptions are not changed.

Table: 4.25
Trend analysis of Total Depositsof EBL and HBL

Year (X) EBL HBL
2007/08 685.47 21385.27
2008/09 12964.76 26760.196
2009/10 25244.76 32135.11
2010/11 37523.34 37510.03
2011/12 49802.63 42884.95
2012/13 62081.92 48259.87
2013/14 74361.21 53634.79
2014/15 86640.5 59009.71
2015/16 98919.79 64384.63
2016/17 111199.08 69759.55
Source: Annex 8&9

Figure: 4.5

Trend analysis of Total Deposits of EBL and HBL
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From the table 4.25 and figure 4.5 shows that td¢glosit of EBL and HBL. Both
banks are in increasing trend. The rate of incréroktotal deposit for EBL seems to
be higher than that of HBL. The increasing trendat&l deposit of EBL is more
aggressive and high rather than HBL. It indicatB& Bas more prospect of collecting
total deposit. The trend analysis has projectesdsiepmount in fiscal year 2012/13
to 2016/17. From the above trend analysis it iarcleat EBL has higher position in
collecting deposit than HBL.

4.3.2.2 Trend Analysisof Total Investment:

The scenario of total investment in the study psis calculated and the next five
years value of investment is forecasted on theshafslast five years of investment
trend. Under this heading, the trend value of itmesit from year 2010/11
to 2014/2015 is forecasted on the basis of real. dat

Table: 4.26
Trend Lineof Total Investment between EBL and HBL

Year EBL HBL
2007/08 4008.344 13841.77
2008/09 4524.294 12241.66
2009/10 5040.244 10641.56
2010/11 5556.194 9041.45
2011/12 6072.144 7441.24
2012/13 6588.094 5841.24
2013/14 7104.044 4241.14
2014/15 7619.994 2641.03
2015/16 8135.944 1040.922
2016/17 8651.894 -559.184

Source: Annex 8&9



Figure: 4.6
Trend Lineof Total Investment of EBL and HBL
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From the table 4.26 and figure 4.6 shows the tadridtal investment between EBL
and HBL. EBL has increasing trend in making iriireent. But HBL has downward
sloping and in negative in FY 2016/17. The fegurdicates EBL has highly

mobilized the total investment.

4.3.2.3 Trend Analysisof Net Profit
The scenario of the net profit in the study perisdsalculated and the next five years
trend value of net profit is forecasted on the adilast five years. The calculated

trend value of the study period is basis on thé data and the trend values are

forecasted.



Table 4.27

Trend Analysis of Net Profit between EBL and HBL

Year EBL HBL
2007/08 -121.422 274.71
2008/09 184.83 407.116
2009/10 491.082 539.52
2010/11 797.334 671.928
2011/12 1103.586 804.334
2012/13 1409.84 936.75
2013/14 1716.09 1069.16
2014/15 2022.342 1201.57
2015/16 2328.594 1333.98
2016/17 2634.846 1466.39
Source: Annex 8&9

Figure: 4.7

Trend Line of Net Profit of EBL and HBL
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From the table 4.27 and figure 4.7 reveals thedi@mNet profit of EBL and HBL.
Net profit of EBL and HBL forecasted increasingiie Although in FY 2007/08 Net
profit is in negative the trend of increasing vabieNet profit of EBL is higher and

aggressive than HBL. The net profit of EBL and HiBds been increasing every year.

The trend of net profit projected to FY 2016/1&. further five year. Above statistics

shows that both the banks have inconsistent nét gnooughout the study period. In

conclusion, EBL is doing better in order to genena¢t profit during the projected



study period. The prospect of profit generatingacaty of EBL is high than the HBL.

4.3.2.4 Trend Analysisof Loan and Advances

The scenario of the loan and advances in the giadpds is calculated and the next
five years trend value of loan and advances orb#sés of last five years loan and
advances trend. Under this heading, the trend vafll@an and advances has been

calculated on the basis of study period the foteckgalues are expected.

Table: 4.28
Trend Analysis of loan and advances between EBL and HBL
Year EBL HBL
2007/08 356.82 6993.844
2008/09 9502.96 13888.108
2009/10 18649.10 20782.372
2010/11 27795.24 27676.636
2011/12 36941.38 34570.9
2012/13 46087.52 41465.15
2013/14 55233.66 48359.41
2014/15 64379.8 55253.67
2015/16 73525.84 62147.93
2016/17 82672.08 69042.19
Source: Annex 8&9

Figure: 4.8

Trend Line of Loan and Advance of EBL and HBL
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From the table4.28 and figure 4.8 depicts that l@ad advances of EBL and HBL.
Both banks are in increasing trend. The increasieigd of EBL is little higher than

HBL. The trend projected for further five year F¥12/13 to FY 2016/17. From the
above analysis, it is clear that both EBL and HBImiobilizing its collected deposits

and other funds in the forms of loan and advangbeve table and figure shows EBL

has highly mobilizing loan and advances than thé. HB

4.4 Major Findings

From the above research study, following findinge a@rawn on the selected

commercial banks.

In case of EBL percentage of saving to total defploas decreasing trend,
fixed deposit has maximum in F.Y. 2008/09 i.e. 3p@rcent. Call deposit to
total deposit is increasing trend and other peagabf deposit like current,
margin and other deposits seemed to be in dnikend during the
study period.

In case of HBL percentage of saving to total depbas increasing trend,
fixed deposit to total deposit is maximum in F.Y12012i.e. 30.12 percent.
Call deposits has increasing trend and currentgimaeposit has mixed trend
during the study period.

From mean ratio of both banks it has found thatahwtion of saving deposit

has in first rank.

Liquidity Ratio

From the analysis of current ratio it is found ttie mean ratio of both banks
is same i.e.1.11. Both banks have met the starafard. Comparatively risk
factor of EBL is more than HBL. The ratio of EBLIlsss consistent than
HBL.

Cash and bank balance to total deposit ratio of EBiligher than that of HBL
i.e. 15.04% > 7.19%. It states that the liquidibgition of EBL is better in this
regard. And the ratio of HBL is more variable thiat of EBL.

The mean ratio of investment on government se@sritd current assets of
HBL has higher than EBL i.e. 14.27% > 13.20%. kbwhk HBL has invested



more fund in government securities. EBL has alswvested better in
government securities. But in comparison, HBL hagested more funds in
government securities out of its current assets.

The mean ratio of loan and advance to current sasgeEBL is higher than
HBL i.e. 65.51% > 56.71%. EBL has maintained vaitigbof ratio which is
lower than HBL. It indicates that the liquidity piien of EBL is more

consistent.

The above result shows that the liquidity positdfEBL is comparatively better than
HBL. It has the highest cash and bank balancettd tieposit ratio. At last it can be

concluded that EBL has good deposit collectiohag made enough investment on

loan and advances but it has maintained moderagsiment pattern of government

securities.

Assets Management Ratio

The mean ratio of loan and advances to total waykund ratio of EBL is
greater than HBL i.e. 65.51 %.> 56.71%. It refeBl_Ehas utilized its total
assets more efficiently in the form of loan andatbes with low risk because
it has lower variability in the ratio.

The mean ratio of investment to total deposit rafi&BL is lower than HBL
i.e. 22.07% < 33.98%. It shows HBL is mobilizing fund on investment in
various securities efficiently. It can be said thiBL is more successful in
utilizing its total deposit by investing marketablecurities and other
investment.

The mean ratio of loan and advances to total depd&BL is greater than
HBL i.e. 73.78% > 63.79%. It indicates the bettarhilization of deposit by
EBL. So, HBL has little efficiently utilizing theutsider's funds in extending
credit for profit generating sectors.

The mean ratio of investment on government seegrit total assets ratio of
HBL is slightly higher than EBL i.e. 14.29% > 13%?7It indicates that HBL
has invested more portions of total assets on govent securities. It means
HBL has invested more portions in risk free astets that of EBL out of its
total assets.



The mean ratio of investment on share and debetduieal working fund
ratio of EBL is higher than HBL. The ratio of HB& more stable than EBL.

Profitability Ratio

The mean ratio of return on total assets of EBhigher than HBL i.e. 1.65%
1.48% so EBL seems successful to in managing afding the available
assets in order to generate revenue as well ibie monsisted in compared to
HBL.

The mean ratio of return on loans and advances o&tHBL is slightly higher
than HBL i.e. 2.62% > 2.55%. It can be concludeat tHBL has utilized the
loan and advance for the profit generation purpoggoper way.

The mean ratio of total interest paid to total wogkfund of EBL is relatively
greater than HBL i.e. 2.76% > 2.56%. It shows EB&s hhigh interest
expenditure to total assets. As, EBL has high ratiseems low conscious
about borrowing cheaper fund.

The mean ratio of total interest income to totatkireg fund of EBL is higher
than that of EBL i.e. 6.02% > 5.93% and also hagelovariability in the ratio.
It indicates that EBL has efficiently used its taasets to earn higher interest
income in comparison to HBL.

Total interest earned to total operating incomeoraf EBL is higher than
HBL. i.e. 140.58 % > 126.16%. It means the greptetion of total operating
income is occupied by total interest for EBL. Iveals EBL has successful
mobilizing their fund in interest generating ass@isd HBL has earned more
through other sources like commission and discaxthange gain and other
operating income. From the long term and sustaamaldw, HBL is in low
risk as it has low proportion interest in total gigng income.

Risk Ratio

The mean credit risk ratio of HBL is higher thanatthof EBL

i..3.84%>0.69%. In comparison, EBL has efficiergemation of credit
management than that of HBL from the mean pointiew and individual
ratios of each year.

The mean capital risk ratio of EBL is lower thamatlof HBL i.e.3.90 %<
4.16% the variability of the ratio of EBL is morensistent than that of HBL.



Co-efficient of Correlation Analysis

Co-efficient of correlation analysis betweerffedlent variables of EBL and

HBL

reveals that:

Both EBL and HBL have high degree of positive ctation between total
deposit and loan & advances because EBL and HBE Ba8071 and 0.8841
of correlation coefficient between deposit and laad advances respectively.
These relationships are significant. This can lgam@ed as good indication in
financial performance of the banks. The correlatioafficient of both banks
is significant.

Similarly, there is positive correlation betweentato deposit and
total investment incases of EBL and negative incade HBL. Both

banK's correlation coefficient is less than 6 P.Er.

Likewise, there is positive correlation betwelan and advance and net
profit. Correlation between loan and advance angrait of EBL is 0.9875
and HBL is 0.5734. EBL has high degree of posita@relation. The
relationship between loan and advance and nett@bEBL has significant
and HBL has insignificant due to more and less th&nEr.

The degree of relationship between total asset)ahgdrofit of HBL is poor
than EBL. i.e. correlation coefficient between taasets and net profit of
EBL and HBL is 0.5687 and — 0.1425 respectivelyefers that EBL is
comparatively successful to generate net profittdymositive correlation. The
relationship between loan and advance and prefit of both banks

have insignificant due to less than 6 P.Er.

Trend Analysis

Trend analysis of deposit, investment, net profiinl & advances and projection for

next five year of EBL and HBL reveals that:

Trend values of total deposit of EBL and HBL ararid increasing. The rate
of increment of total deposit for EBL seems to loghler than that of HBL.
EBL has better position in collecting deposit thB3L.

Trend values of total investment of EBL are inchegsWhereas, the same of
the HBL are found decreasing. The higher value BE ln 2016/17is Rs.



8651.894 million. Whereas lower value of HBL in theme year is negative
figure Rs. 559.184 million.

* The trend line of Net profit for EBL and HBL areward slopping. Although
EBL is negative in FY 2007/08, it has aggressivaatyl HBL has smoothly
upward slopping. The position of EBL is better nder to generate profit than
HBL.

* The trend line of loan and advances for both baskgward slopping. It
refers that both the banks are increasing in dggbuent of loan and advances.
The trend line of loan and advances for EBL seeigls growing than HBL. It
refers that EBL is better in mobilizing its loandeadvances.

Above analysis reveals that both banks have weit tiatio. Trend line of both banks
has increasing trend except in total investmemMBE. In comparison to both banks
most of the ratio of EBL is higher than HBL. It indtes better performance of EBL
rather than HBL.



CHAPTER-V
SUMMARY, CONCLUSIONS AND
RECOMMENDATIONS

This chapter consists of three aspect of the stldngtly, it presents the brief
summary of the study, secondly it makes concludamgarks upon them and finally,
it contains some useful suggestion and recommenagtiased of finding of the

study.

5.1 Summary

The researcher has identified that research problairset objective to solve research
problems about Investment and deposit pattern ofrdst Bank Limited
and Himalayan Bank Limited. To make this researcbremeffective, related
literatures have been reviewed. The review ofditae provides the foundation of

knowledge in order to undertake this research moeeisely.

Research methodology has been described in thadteh which is a way to solve
the research problems with the help of variousg@uid techniques. This chapter
includes the various financial as well as stat#tiools to analyze the data in order to
come to the decisions. This chapter includes tseaech design, population and
sample data collection procedure, data period eavand methods of analysis. These
studies is mainly conducted on the basis of seapndata collected from annual
reports of concern bank, official report, econojoiernal, financial statement etc and

authorize web site of Nepal stock exchange andrisgdioard of Nepal.

The presentation and analysis of data has been coswgarative analytical and their
interpretation has done in chapter four by applyhgwide varieties of methodology
as stated in chapter three. It includes the variimascial and statistical tools. Incase
of financial tools ratio analysis is done whichnsists current ratio, liquidity ratio,
assets management ratio, profitability ratio, ris#o. Various statistical tools such as
arithmetic mean, standard deviation, coefficientafrelation, regression analysis,
trend analysis and test of hypothesis, have bepiredpto fulfill the objective of this
study. The analysis has been done mainly througbnskary data. The major findings



of the study are also included in the final sectodrihe presentation and analysis

chapter.

The basic task of financial institutions is to miai the saving of the community and
ensure efficient allocation of the saving to highlging investment projects to offer
attractive and secured returns to different seabbitbhe economy according to the
planned priorities of the country, on the other chathis process of financial
institution gives rise to the money and other ficiahassets which therefore have a
central place in the development process of the@ty. Banking sector plays as
important role in the economic development of thardry. It provides an effective
payment and credit system, which facilitates thencteling of funds from the surplus
savers) units to the deficit units (investors)ha economy.

Bank accepts deposits from the public under varame®unts namely saving, fixed,
current, call and other deposit etc. deposits @anddg collected by bank from account
holders for the security and transaction motivéss the amount of money or a
valuable item that is received into a bank as sgcagainst possible loss. Deposits
are the foundation upon with bank thrive and gr&w, utilization of the bank

deposits indicates effectiveness of management.

Investment practice of commercial banks is a vésly one. For this, commercial
banks have to pay due consideration while formagpinvestment policy. A healthy
development of any commercial bank depends upomvisstment policy. A good
investment policy attracts both the borrowers dsdlénders, which helps to increase

the volume of quality deposits and investment.

In most years, banks are the leading buyers of bamdl notes issued by the
government to finance public facilities, rangingrfr hospitals airport and highway.
Moreover, bank reserves the principal channel foregnment economic policy to
stabilize the economy. And banks are also the mgsbrtant sources of short-term
working capital needed for the business. They hageasingly become active in
recent years in making long-term business loaméwy plant and equipments. When

business and consumers must make payments foutbbgse of good and service,



more often they use bank provided cheques, credi€bit card or electronic accounts
connected to a computer network. It is the bankerto whom they turn
most frequently for advice and counsels when thegdnfinancial information and

financial planning.

Investment positions are undertaken with the gbaloning some expected rate of
return. Investors seek to minimize inefficient dgiwons from the expected rate of
return. Diversification is essential to the creatad an efficient investment because it

can reduce the variability of returns around thgeexed return.

5.2 Conclusions
Based on the analysis and interpretations on chéguie, the following conclusions
have been drawn which are summarized below:

 The percentage of total deposit composition of E&id HBL both, the
portion of saving deposit has in first rank, fixéeposit is in second rank, call
deposit is in third rank and current deposit i$aarth and margin and other
deposit have a very low contribution in total daposmposition.

* The overall aspect of liquidity position of EBL@®mparatively better than
HBL. But the current ratio of both banks is samd both meet the standard
and government securities to total assets of HLshghtly higher than EBL.
HBL has utilized as liquid assets in more profihgeting sectors. However,
trend of high value fund transfer by institutiomalstomers and depositors is
increasing in theses days.

* The assets management ratio of the commercial bartke main indication
of income generating activity. These ratios aredusgudge how efficiently
the firm has been using it resources. An assetagsanent aspect of EBL is
better than HBL which is justified by little hightyan & advances to total
deposit ratio. Investment in Government Bond ancu8iges by both banks
are just to meet the NRB requirements. Such investrhy HBL is slightly
higher than that of EBL.

* Overall profitability ratio shows that profitabyit position of these two
commercial banks is good. There is not much difiere relation to every

aspect of the two banks.



5.3

From the view point of risk ratio, it can be corbda that EBL has efficient
operation of credit management than that of HBL.

Both commercial banks EBL and HBL have high positterrelation between
deposit and loan & advances.

Both EBL and HBL have positive co-relation betwéean & advances and
net profit. EBL has high degree of positive cortiela and HBL has moderate
degree of positive correlation.

Correlation between total deposit and total invesitrand total investment
and net profit shows EBL has moderate degree otipesorrelation and
HBL has low degree of negative correlation coedinti

From the entire research study, overall financafgrmance of EBL is better
than HBL. But HBL is operating smoothly and succ@ssbecoming the

profitable bank as well.

Recommendations

Based on the analysis and findings of the studydhewing recommendations can

be made as suggestions to overcome the weakneffg;iancy and to improve fund

mobilization and investment pattern of EBL and HBhis would help to draw some

outline and make reforms in the respective banks.

While analyzing the deposit pattern, it is foundttmaximum amount of
deposit is collected from saving deposit. So thé. BBd HBL are suggested
to increase the weight of fixed deposit withoutagng other type of deposits
to maintain healthy deposit portfolio.

Generally, banks have to maintain liquid assete. liduidity position affects
external and international factors such as prevailevestment situations,
central bank requirements and so on. Considerirgg dlowth position
of financial market, the lending policy managememapabilities,
strategic planning and fund flow situation, bankw@d maintain enough liquid
assets to pay short-term obligations. So it ismeuended to increase liquidity
position to EBL and HBL though it meets the contenapy statutory
standard considering the trend of high value furashgfer by institutional
customers and depositors is increasing in theses da

Government securities such as treasury bills, dgweént bonds, saving



certificate etc. are risk less investment altenesibecause they are free of
default risk as well as liquidity risk and can lesidy sold in the market. In
this research study, it has found that both bagB, and HBL have made
some amount of fund in government securities butl EBd HBL are
recommended to invest more funds in government rigiesu instead of
keeping them idle.

To get success in competitive banking environmepbdit must be utilized as
loan and advances. The largest item of bank asgkidgs loan and advances.
It has been found that loan and advances to tefab<lt ratio of HBL is lower
than that of EBL. It means HBL has not properlydisigeir existing fund as
loan and advances. So HBL is recommended to fdlilogral lending policy
and to invest more deposit in loan and advances.

EBL and HBL have a possible risk because therargel amount of doubtful
loan and advances and risky investment. So ittiemenended to evaluate the
investment opportunities and alternatives usingsiieal, capital budgeting
and other financial tools to avoid large amoundadibtful debt and risk.

Both the banks are recommended to formulate anteimgnt the sound and
effective investment policy to increase volumeatht investment and loan
and advances that helps to meet required leveladitgbility as well as social
responsibility. The banks should consider rurahare making investment
policy.

Trend line of total investment of HBL is downwaildgping and in negative
in last year, so HBL is suggested to increaserthestment, which helps to
utilize idle funds into income generation as wellrainimize risk and also
helps to maintain optimal level of liquidity.

Portfolio condition of a bank should be regulagyised from time to time. It
should always try to maintain the equilibrium i ghortfolio condition of the
bank. So, it can be said “all eggs should not g kethe same basket”. The
bank should mark continuous efforts to explore neempetitive and high
yielding investments opportunities to optimize thevestment portfolio.
Lastly, it is suggested to both the banks that tsleyuld use well-trained
manpower. Well-trained manpower will provide betservices to the bank

and customer. They will try to increase the opeegfficiently of the bank,



so the banks have to conduct ,training schdot their personnel. They should

strongly sponsor social programs contests etc Bntaining favorable public

image.

Keeping all these in consideration, the HBL hateliess performance than that of
EBL. Therefore, in the future ahead, the HBL shomigrove its weaknesses by
adopting the innovative approach to marketing. he tlight of growing
competition in the banking sector both bank EBL &8l should be customer
oriented. It should strengthen and activate its ketarg function as it is an
effective tool to attract and retain the customEws.the purpose, the bank should
develop an innovative approach to bank marketirdyfanmulate new strategies of
serving customers in a more convenient and satsifpcway by optimally
utilizing the modern technology and offering newifdies to the customers at
competitive prices. The bank is also required fol@e new market areas. For this
purpose, it is recommended to form a strong madegartment in its central
level, which deals with the banking products, ptageice and promotion.



