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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Financial performance means a study of relationaimmong the various
financial factors. It is a process of classifyinmglarranging mass data of
financial statement. For obtaining a better undeding of the position
of a business and its performance, classifying amnanging are needed.
The objective of this process is to understand fthencial position,

profitability, operational efficiency and growthteatial of the business.

Financial performance is defined as the proces$éinaincial decision
making founded as the principal of maximizing shiaoéder wealth. In
broadest terms its scope covers all financial matteat affect the
financial outcomes of a firm. The secret of sucdesthe competitive
world lies in the ability of managers to foresee threction of changes
with respect to consumer preferences and developmetiechnologies.
(Pradhan, 2010:61)

The analysis of financial statement is done toialdabetter insight into a
firm’'s position and performance. Analysis of finalcstatement is a
process of evaluating the relationship betweerctdmponent parts of the
financial statements to obtained better understandf a firm’s position

and performance.

The banking sector is largely responsible for tb#ecting household
saving in term of different types of deposit angulating them in the
society by lending in different sector of economige banking sector has

now reach to the most remote areas of the courdnidshas experiences



in small scale industries under intensive bankiregmam has enable the
bank to share in the economic growth of the economy

The financial institutions act as intermediaries trgnsferring the
resources. Well managed financial institution idahg finance
companies and banks play an important role fordinelopment of any
country. Specially, financial institutions collecssattered funds from
different areas and invest to those who needs. Goamai and economic
activities of the country, which can be known asl fio the development
practice of the country. It is the fact that unengad financial system
leads the country nowhere in the world. Thereftine, seventh body of
nation, Nepal Rastra Bank plays an important rate keeping the
financial system of the nation by providing thendgunce and directives.
1.2 Statement of Problem

Government has been periodically updating the irdrand monetary
policies. Commercial banks are following those s/pépolicies made by
the government to contribute established the ecanatability and
liberalization. Commercial banks are interested extended their
branches at urban area like Kathmandu, PokharguBjir Biratnagar,
Narayangarh, Dharan, Dhangadhi etc. This trend atalp@ contributing
much the socio-economic development of the countrgre 90% of the
population depend upon the reluctant to extentr toperation in rural
area. Despite of the circular of the central barikcountry NRB,
regarding compulsory investment of 10% of theiatatvestment in rural
areas but rural areas are treated as less prfaoity the profitable point
of view of the banks. Even though, some small @néneeur and investors
are benefited from the service of commercial baaksural areas. To
enhance and mobilize the local resources at contypndevel, the

activities and service should have centered toula areas.



The study basically focuses our attention to revkal struggle and
success achieved by the commercial banks. The maiito of the bank is
providing quality and prompts services to the comrcs, thus it is
possible to maximize the profitability. In this dyu Nepal SBI Bank
Limited (NSBL) and Standard Chartered Bank Nepahited (SCBNL)

are taken as sample for the purpose of study. paNgerformance of the
bank is considered in operating profit, dividendstadbution among
shareholder and quality of credit. The study witinnately finds out the
reasons about the difference in financial perforceanf commercial

banks.

The present study seeks to explore the efficiestgngth and weakness
of Commercial Banks. Attempts are being made tdoggghe answers to

following questions.

In what position of the financial performance of gample banks?

b. How effectively the Commercial Banks are managirggirt
liquidity, profitability, assets, liabilities andapital structure?

c. What is the relationship between total depositn l&advance and
net profit of sample commercial banks?

d. What are the trend of total deposit, loan & advaaed net profit

of sample commercial banks?
1.3 Objectives of the Study

The primary objective of this study is to analyzenparatively position
of the financial performance of the commercial mnknd main

objectives are as follows.

a. To examine financial performance of concerned banks
b. To examine the liquidity, profitability, assetsahilities and capital

structure position of the banks.



c. To analyze the relationship between total deptsty & advance
and net profit of sample commercial banks.
d. To examine the trend of total deposit, loan & adeamnd net

profit of sample commercial banks.
1.4 Significance of the Study

In Nepal many commercials and financial companyehapened up
within few years of period. Basically, commercianks have given a
new horizon to the financial sector of Nepal. Thiegve achieved
tremendous success in terms of market share afithprtty due to their

prompt service and professionalism.

An organization's financial and operating perforaedepends upon how
well its activities have been managed and how wklts resources are
utilized. Moreover, the present study will be mbwedpful to where the

shareholders regarding the financial performancehefr banks. This

comparative analysis identify the productivity dfetr funds among

others banks. Further the study has multidimensisigaificance in the

particular area of concerned banks which have hestertaken that
justify for finding out important points and fact® researcher,
shareholders, traders, financial institutions, Istexchange, depositors,
borrower, general public, management of bank gowent and other

related stakeholders.

1.5 Limitations of the Study

In the context of Nepal, data problem is major peobfor study. There is
considerable place a arguing about its accuracyerability. In this fast
changing world, it is difficult to cope with the @@ of changing due to
arrival of unforeseen difficulties. Every study ogsearch is always
accompanied by some natural problems. Similarlgreghare so many

limitations, which weaken the generalization, ¢igne period and other



variables which are as follows.

a. This study is based on the financial reports ofltheks for the last
five years.

b. Among the various commercial banks the study fod¢us®ncial
performance for two banks only.

c. The effect of inflation (which is one of the mostportant factors
for analysis of economic activities) has not beakeh into
consideration for the purpose of study.

d. Generalization is not possible because of finammeaiormance for

two banks.
1.6 Organization of the Study

This study has been organized in to five chaptessh chapter deals with
the specific aspect to the study of financial penfance.

Chapter One : Introduction
Chapter Two : Review of Literature

Chapter Three: Research Methodology

Chapter Four :  Presentation and Analysis of Data
Chapter Five :  Summary, Conclusion and Recomntanda
Chapter One

First chapter is the introductory chapter which Isleaith the general
background of the study with the subject mattestofly. This chapter
consist the statement of the problem, focus ofsthdy, objectives of the
study, significance of the study, limitation of th&udy, research

methodology and design of the study.



Chapter Two

Second chapter deals with review of the literatonainly include
conceptual framework and review of related studieshe commercial
banks. It comprises review of books, previous @sidpublished and
unpublished article, policies and other relatedudeents.

Chapter Three

This chapter deals with the methodology adoptedathieve the
objectives of the study, research questions. Itsisté of the research
design, population and sample sources of data, dadtaction method
and analyzing tools.

Chapter Four

This chapter deals with presentation and analyGieelevant data and
information with a define course of research metihagly. This chapter
Is mainly concerned with analysis of different ficaal ratios which are
related to the financial performance of commer&ahks. Analysis of
different ratio and presentation of trend analggipend up on data.
Chapter Five

Lastly, this chapter includes summary of the wistlely, conclusion and
recommendation for the improvement in future to télated banks and
interested groups.

Bibliography and Appendixes will be incorporatedret end of study.



CHAPTER TWO
REVIEW OF LITERATURE

This chapter highlights available literature thaboydes the base and
inputs for this study. It comprises review of booksevious studies,

published and unpublished article, policies aneiotblated documents.
2.1 Conceptual Review

Banks are business organizations that accept adddeposits from the
public, transfer funds on order from their depasit@nd use these funds
to make loans or purchase securities. Banks eafit pihen the interest
earned on investments exceeds both the amountterest paid out to
depositors and other business costs. The term ‘Barde describe only
commercial banks, but now saving banks, savinglaad associations,
and credit union provide nearly the same serviddémse institutions
differ in some respects, however. For example, nggviand loan
associations specialize in housing finance, whiledit unions focus
primarily on customer credit. Still, every legititeabanking institution
operates with the character from either the fedgoakernment or a stage
government and is subject to a substantial numiifeirsgulations. These
regulations include restrictions on lending and eothactivities
(Encyclopedia, 2011, P-168)

2.1.1 Financial Performance

Profit is one of the indicators of sound finangmrformance for any
types of business. It is usually the result of rejrbusiness management,
cost control, credit risk management, and gendfiaiency of operation.
Profit is essential for an enterprise for its suaviand to maintain capital
adequacy by profit retention. Profit is vital fonyabusiness concern

including banks however profit cannot be the solgective. Social



responsibility and welfare is the crucial part oé tbusiness. Bank must
be rewarded by the adequate interest to the depesahd charged the
reasonable cost for investments. Bank is alwayscdest! for giving the

assurance of best service to their beneficiaries.

Liquidity is one of the major elements belongs amking. It is needed to
honor cheques and lending profitable loans whew@ortunity arises.
Liquidity management requires the high levels ofnagerial skill. If
having only some liquidity, it may be difficult tcash the cheques and
will missed the unforeseen opportunities bringstliy market. In other
hand maintains excess liquidity is hold the capriatieal and is the loss

of income.

Investors more concerned with firms long term fitiah strength or
solvency. While evaluating the financial performancbusiness
conserving with resource mobilization failure tdleat enough deposit
and exhibit inefficiency of the bank. In this caxttsome of the research

works have been examined.

Banks have to collect sufficient resources for nteetdemand of various
emerging business and industries. The performaricéhe banks is
depends on the proper credit management and s@lettbnship to the
customers and clients. If the banks perform thecotitfeness in loan
recovery, overdue and defaulting loans minimizatiall generate the
high margin between interest income and interggéeses. From this it is

possible to distribute significant bonus and dividle
2.1.2 Financial Statement Analysis

The analysis of financial statement is done toiadabetter insight into a
firm’'s position and performance. Analysis of finalcstatement is a

process of evaluating the relationship betweerctdmponent parts of the



financial statements to obtained better understandf a firm’s position

and performance.

In order to make financial statement more meaningémalysis of

financial statement is prepared. Analysis of finahstatement means a
study of relationship among the various financaaltérs. It is a process of
classifying and arranging mass data of financigeshent. For obtaining
a better understanding of the position of a busiraesl its performance,
classifying and arranging are needed. The objeaivihis process is to
understand the financial position, profitabilitygerational efficiency and

growth potential of the business.
A. Ratio Analysis

Ratio analysis is a powerful and the most widelgdusool of financial
analysis. A ratio defined as “The indicated qudtiehtwo mathematical
expression “and as” the relation between two orertbings” (Pandey,
2009).

Ratio analysis is a widely used tool of financiadlsis. It is defined as
the systematic use of ratio to interpret the fimangtatements so that the
strength and weakness of a firm as well as itohel performance and
current financial condition can be determined.it@acial analysis a ratio
Is used as an index or yardstick for evaluatingfth@ncial position and
performance of a fir. Ratio helps to summarize ldrge quantities of
financial data and to make qualitative judgmentualioe firm’s financial

performance (Pandey, 2009).

Ratio is the expression of one figure in terms obther. It is the
expression of the relationship between mutuallepehdent figures. It is
a simple mathematical expressions of the relatibroree item with

another independent figure alone convey no meanimgss they are



compared each other. Accounting ratios shows therralationship

existed among various accounting data.

Ratio refers to the numerical or quantitative relahip between two
items or variables. In simple language, ratio is ammber expressed in
terms of another and can be worked out by dividimgumber with other.
So to speak, it is calculated by dividing by oremtof the relationship

with other.

Ratio analysis is the numerical relationship betwaey two variables of
financial statements, which should serve some meéuli purpose.

Ratios are expressions of logical relationship eetw items in the
financial statements of a single period. Analysts compute many ratios
from the same setup financial statements. A radio show relationship
between two items on the same financial statemebetween two items
on different financial statements (e.g. balance eshand income

statement). The only limiting factor in choosingaoas is the requirement
that the items used to construct a ratio have @adbgelationship to one

another.
2.2 Review of Books

Financial management is the broadest of three atkasone with the
greatest member of job opportunities, financial aggment is important
in all types of business, including banks and ofimancial destitutions as
well as industrial and retail firms. Financial mgement is also
important in government operation from schools @ggitals to highway
department. (Brigham, 2010: 451)

Financial management involves the solutions ofé&hmeajor decisions.
Together they determine the value of a companytdoshareholders.

Assuming that our objectives is to maximize thitueathe firm should

10



step for an optimal combination of the three endéated decisions solved
joint the decision to invest is a new capital pradufor example,
necessitates financing the investment. (Van Hd2089:115)

The financing decision in tern unbalances and ibalanced by the

divided decision, for retained earnings used iarimal financing.

Financial account is concerned with the recordihfin@ncial transaction
of the business and provides information in finahtérms to parties or
people wanting information about the state of thsifess. It is that part
of accounting which is employed to communicate theancial

information of a business unit. The object of fioah accounting is to
find out the profitability and to provide informati about the financial

position of the business concern.

Anybody wishing to start a business would haveedocidk (1) the nature
of long term investment or lines of business, andssof buildings,
machinery and equipment (2) the long term financiog pay for
investment should be financial with owners’ equdy debt and (3)
managing everyday financial activities such aseabithg from customers
and paying to suppliers etc. These are simply thestmmportant
guestion. There are other questions as well fineianagement is
basically concerned with the study of the ways &aldwith these
decisions. (Pradhan, 2009: 2-3)

2.3 Review of Related Article

Reviews of some available related articles aregmtesl in this section.
“Monetary Policy and Deposit Mobilization in Nepdfias written that
mobilization of the domestic saving is one of thene objectives of the

monetary policy in Nepal and commercial banks &@ most active

11



financial intermediary for generating resourcesha form of deposits of

private sectors. (Bajracharya, 2010)

The measures are part of the banking sector refoems) introduced by
the (NRB), central bank sources said. Earlier, fbi=ign exchange
spread rate, which is the difference between buwingj selling rates of
foreign currencies, had to be one percent, asitleetves of the central
bank since 1992.

No longer, commercial banks will now exercise geeaautonomy in
deciding the foreign exchange spread rate on th&sbaf market
competition. Also, the central bank has accordegtgr autonomy to the
commercial banks. In a major move to enhance auatgnno commercial
banks to make them more competitive, the centrak baas lifted with
effect from today, the foreign exchange spreadaatewaved the interest
rate spread restriction on to determine the interase spread on

borrowing.

It has been mandatory until recently to have aer@#t rate spread
between the parties and the commercial banks @9% on borrowing.
Form now, the banks on the basis of market realigl determine this

rate.

However, to protect depositor’s interest, the barikhave to continue to
abide by the central bank directives on interest spread on deposit.
(NRB Research Department Kathmandu, 2011)

Similarly, another article entitled “Lending Opeocst of Commercial
Banks of Nepal and its Impacts on GDP” of SunityeStha, by her study
found that there had been positive impacts on GRRhb lending of
Commercial banks in various sectors of economy gxiteough services

sector investment. (Shrestha, 2010)

12



In poor country, both types of banks will coales&e co-exist
complementing each other and contributing to theons accelerated
development along with the domestic banks and theemment. They
will eventually crow out the domestic’s banks frahe more profitable
urban areas and lucrative urban sectors, unlesedwgny by the

determination of the government.

Prof. M.K. Shrestha in his article “Commercial Bankomparative
Performance Evaluation” conclude that joint ventln@nks are new
operationally more efficient having superior penfiance. (Shrestha,
2009)

Policy Issues and Development in Nepalese Bankysie® concludes
that the central bank should instead drive for g@pr@ach towards
indirect monetary control rather than loan on guatite individual bank
coiling. Indirect monetary policy through open netrkoperation i.e.
recent Treasury bill auction and opening up of ribe@k market and
targeting broad financial variables like net foreigssets or for that
matter Net Domestic Assets should even out smékmts in the banking
system. (Rimal, 2010)

“A Comparative Performance Study”, concluded theposit growth of
commercial banks was not consistent, low growtHoral banks than
JVBS. The mobilization of rural saving was bettecase of local banks,
credit expansion was decreased in local banks IN&S, credit deposit
ratio was better in JVBS. Nonperforming loan wasaggr in local banks
and profitability was greater in JVBS. Local banksre forced to open
and continue their branches at the rural areasefdre, the competition
among the local and JVBS was not healthy. (Bajra@h&010)

13



2.4 Review of Unpublished Thesis

Shakya (2005) in his thesis report “Financial Analysis of Jowvnture

Banks in Nepal” with special reference to NABIL,daNGBL, had made

an attempt to analyze financial health of NABIL ad@&BL. This study

main objectives are as follows:

1.

2.

To analyze the liquidity and profitability positiaf sample banks.

To examine the more risky position in term of calpstructure

position of sample banks.

To examine the relationship between deposit and &advance

of sample commercial banks.

The findings of this study were:

1.

NGBL’s liquidity and profitability position was coparatively
better than that of NABIL.

The capital structure position of NGBL was mordyithan that of
NABIL in average.

There existed highly positive correlation betweetalt deposits,
loans and advances of both NABIL and NGBL.

NABIL’s capital adequacy position was more satigfagc than that
of NGBL in average, but Nail's position was deteaiton each

year.

Kandd (2010) in his thesis entitled “Financial Performance apldlese

Commercial Banks” his study objectives are,

a. To examine the financial performance of relativenowercial

banks.

14



b. To evaluate financial performance in terms of sta@l and
financial tools then examine financial performanak relative

commercial banks.

c. To find out the trend analysis of total deposigiocand advance,

total income and expenses, net profit
The major findings are:

All four banks except HBL have their mean valueagh and bank balance
in respect of total deposit is more than 10%, whglsatisfactory level.
Going through the mean value, all banks have sefficcash and bank
balance to meet their current deposit. HBL is Gsviess than others, it
shows higher consistency on its cash and bank daldtBL and NIBL
have higher portion of saving deposit where as B&¥l HBL has
moderate but the NSBL has lower portion of saviegasit in relation

with total deposit.

Jha (2011), mainly focuses on comparative analysis of findncia
performance of commercial banks. The sample sidg thmee banks
which are NIBL, NGBL and HBL. Researcher used ddfe type of
statistical tools i.e. mean, standard deviationiretation, regression

analysis etc have been used for analysis.
Main objectives of the study are:
1. To analysis the loan providing system.
2. Profitability analysis the selected banks.
3. To analysis the earning capacity in average.
The research findings and recommendation of thiysave as follows:

1. General loan loss provision to total loan in cat&labil has the
highest among NIBL, NGBL and HBL.

15



2. NGBL has been investing most of its deposits ineifym

investments.
3. NGBL has the highest EPS and cash dividend peeshaverage.
4. Nail's other operating income is appeared highantbther banks.

Shakya (2012), focus on "Financial analysis of joint venture bsrand
the sample size only two banks which are NABIL &RL". Researcher
used different type of statistical tools i.e. meatandard deviation,

correlation, regression analysis etc have been fasethalysis.
Main objectives of the study are:
1. Analysis the cash and bank balance to total de pat&it
2. Liquidity position of sample banks.
3. To analysis the Loans and advances to total desp@gio.
The research findings and recommendation of thiysave as follows:

1. The cash and bank balance to total deposit ratiNABIL Bank
Limited is in fluctuating trend whereas the santeraf HBL is in

decreasing trend.

2. HBL's liquidity position is comparatively better ath that of
NABIL Bank Limited.

3. Loans and advances to total deposits ratio isuictdlating trend in
case of Nabil bank and the same for HBL is firstlyincreasing

trend then following the declining trend.

Limbu (2012) entitled his dissertation; “Liquidity Management of
Everest Bank Limited” highlighted that aggregaterf@enance and
condition of Everest bank. In the aspect of ligydvosition, cash and
bank balance reserve ratio shows the more liquiddsition. Cash and

bank balance to total deposit has fluctuating triertel years study period.

16



Cash and bank balance to current deposit is alstutiting. The average
mean of Cash and bank balance to interest sensuitie is able to
maintain good financial condition
The main objectives of the research study are lesio

1. To evaluate various financial ratio & liquidity posn of the EBL.

2. To analyze the portfolio of lending of selectedtseof banks

3. To determine the impact of deposit in liquidity ansl effect on

lending practices.

4. To offer suitable suggestions based on findinghisfstudy.
In the aspect of assets management ratio, asse@geraent position of
the bank shows better performance in the recentsy®on—performing
assets to total assets ratio is decreasing trdmel bénk is able to obtain
higher lending opportunity during the study peridcerefore, credit
management is in good position of the bank. Irelage ratio, Debt to
equity ratio is in an increasing trend. High tafabt to total assets ratio
posses’ higher financial risk and vice-versa. firesents good condition
of Total assets to net worth ratio. In the aspéqtrofitability position,
total net profit to gross income, the total intéri@esome to total income
ratio of bank is in increasing trend. It represehigh expectation of
company in market and high demand of share. Loaa fovision to
total loan and advances ratio and None-perfornag Ito total loan and
advance ratio of EBL is in decreasing trend. The rs continuously
decreasing this indicates that bank increasingop@dnce. Thus, credit
management is in a good position.
In the statistical tools analysis, average meametaiion analysis and
trend analysis have been calculated. Correlati@fficeent between total
credit and total assets shows high degree of pesitiorrelation.

Correlation coefficient between total deposit andnl & advances has
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high degree of positive correlation it is concludédt increasing total
deposit will have positive impact towards loan &adces.
Lamichhane (2012) in his thesis entitled “Financial Performance

Evaluation of Nepalese Commercial Banks” show®fihg objectives:

1. To analyze the financial strength and weakness oofingercial
banks.

2. To examine financial performance of concerned banks

3. To examine the resource mobilization of commereaiks.

4. To examine the liquidity, profitability and capitstructure position
of the banks.

The major findingsare:

I.  NIBL and SCBNL have higher portion of saving depegiere as
NBL and HBL has moderate but the NSBL has lowetiporof
saving deposit in relation with total deposit.

ii. SCBNL has lower portion of fixed deposit to itsalodeposit,
where NSBL has more fixed deposit to its total d#pand rest
three banks have moderate rate of fixed deposithér total
deposit.

li. HBL and NBL have higher portion of current depdsitheir total
deposit, where as NIBL and NSBL have moderate hadSCBNL
have lower portion of current deposit in relatiomhaotal deposit.

Iv. SCBNL have utilized 54% of their deposit in investiy where
HBL, NBL and NSBL have only range of 30% to 35%.yD21%
of total deposit of NIBL is utilized in investment.

v. All banks have high range of debt capital i.e. mthran 90% of
total assets. NSBL have high value of C.V. whicloveh more

fluctuating and aggressive position of the bank.
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vi. NSBL have more interest expenses in respect of tinéerest
income (i,e more than 50%), whereas HBL, NBL andBN%®ave
moderate interest expenses and SCBNL have lowearesit
expenses in respect of interest income.

vii. Total Deposit trend values are increasing trerallibanks over the
projection and study period.

viii. Net Profit trend values are increasing trend inbalhks over the
projection and study period.

2.6 Research Gap

There were so many researches who conducted dseiarch on different
headings. Previous researcher researched on différeadings like:

Financial Performance, liquidity management, legdiolicy of different

commercial bank and development bank. However tiseere® previous
research made on comparative analysis of finapadbrmance analysis
of two commercial banks i.e. Nepal SBI Bank Limitadd Standard
Charter Bank Nepal Limited. Researcher tries tdyaeathe relationship
between sample banks in different variables anev&uate the financial
performance with using latest data from FY 200%62011/12.
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CHAPTER THREE
RESEARCH METHODOLOGY

Research Methodology is the way to solve systemalfitiabout the
research problem. Research is essentially a systemguiry seeking
facts through objectives verifiable method in order discover the
relationship among them and to deduce from themadmrincipal. The
research methodology refers to the various seclestéps to be adopted
by researcher in studying of problem with certalsjeotive in view.
Research methodology should be paid due attentidrcancentration to
reach right and relevant conclusions. Thus, the texsearch refers to a
critical, careful and exhaustive investigation ngeiry or examination or
experimentation having as its aim the revision afepted conclusion, in

the light of newly discovered facts.
3.1 Resear ch Design

Research design is planned structure and stratégynvestigation

conceived to obtain answer to research objectireutfh analysis of data.
The first step of the study is to collect necessafgrmation and data
concerning the study. Therefore, research desiganméhe definite

procedure and technique, which guides the studypaoplounds ways or
doing research. In this way a descriptive and ditalysurvey was done.
The justification for the choice of these methosigieferred because it
includes reliable data and information coveringoagl time and avoids

means complex variables.

The research has its basic objective to evaluatditiancial performance
of commercial banks and provide them some recomatend The

literature has been reviewed specially from thd possis conducted and
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the same aspects of the commercial Banks. Thefdiathe research are

of secondary types.

3.2 Population and Sample

There are 30 commercial banks operating in the teguii April 2014.
In this study only two banks are taken as sampésety: Nepal SBI
Bank Limited and Standard Chartered Bank Nepal tedhi

3.2.1 Nepal SBI Bank Limited

Nepal SBI Bank Ltd. (NSBL) is the first Indo-Nepgalnt venture in the
financial sector sponsored by three institutionainpoters, namely State
Bank of India (SBI), Employees Provident Fund (ERRY Agricultural
Development Bank Ltd. (ADBL) through a Memorandumf o
Understanding signed on 17th July 1992. NSBL waenporated as a
public limited company at the Office of the CompdRgqgistrar on April
28, 1993. Presently fifty five percent of the tathhre capital of the Bank
is held by the SBI, fifteen percent is held by EF and thirty percent is
held by the general public. Authorized capital ofSBL is Rs.
2,000,000,000.00. It's issued and paid up camtRIs. 1,661,602,896 and
Rs. 1,653,623,877 respectively. Earning per shadecash dividend per
share of this bank is Rs. 23.69 and Rs. 5.00 réspicat the end of the
financial year 2011/12.

3.2.2 Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited (SCBNL) hesnbin operation
in Nepal since 1987 when it was initially registéras a joint-venture
operation. Today the Bank is an integral part cinfSard Chartered
Group having an ownership of 75% in the companyh 5% shares
owned by the Nepalese public. The Bank enjoys thieis of the largest
international bank currently operating in Nepal.ti#arized capital of
SCBNL is Rs. 2,000,000,000. It's issued and paid capital is
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Rs.1,398,483,600 each. Earning per share and cadert per share of
this bank is Rs. 77.65 and Rs. 55.00 respectivelyha end of the
financial year 2011/12.

3.3 Sour ces of Data

The data presented in the study are secondary Tygeannual reports of
the concerned banks are the major sources of ttee fda the study.
However, besides the annual reports of the sulnjdzteks the following

source of data shall also be used in the respeatinreer of the study.
1. NRB reports

2.  Various publications dealing in the subject mattethe study
3.  Various articles published in the News papers

Besides the above, any kind of other sources suchassertions,
interviews, remarked by the specialist of those aaeable improvising

valuable data and conclusion, shall be considerdae study.
3.4 Data Collection Procedure:

Beside the above stated sources of data, a detaiexlv of literature has
been conducted for the purpose of collecting otleéevant data and
information. Such data and information are mairdiljected from Centre
Library and internet. Such data, information, $a@hd figures have been
edited, tabulated and calculated before analysienTonly, results are

concludes and interpretation are made.
3.5 Data Processing and Analysis

The collected data obtained from secondary soueresnot in desirable
structure to analysis rather than the collectedhftbe primary sources.
So first of all, data will be separated as relevamd irrelevant then all

relevant data have been compelled and processafpiropriate forms.
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All the obtained data were used to analysis. Thia deere described by
presenting in the line of theoretical basis witlngsdifferent tools and
technique of financial analysis. Similarly, theleoted data are presented
and arranged in tabular forms, percentage, rateatjsscal tools and
accounting tools.

3.6 Tools Used

Data collected from various sources are managedysis and presented
in proper as well as systematic tables and fornsaish table and formats
are explained and interpreted as necessary. THgsanaf data is done
with the help of financial and statistical tools.

3.6.1 Financial Tools

Keeping in mind to fulfill the objectives of the ggent study, some
selected financial tools are applied to analysesrilevant data. Ratio is
the one of the most common and main indicator taluate financial
performance. Thus the following ratio is used taaleate financial

performance.
1. Liquidity Ratio

Liquidity refers to the ability of a firm to meetsishort-term or current
obligations as and when they fall due for paym8wtliquidity ratios are
used to measure the ability of a firm to meet hersterm obligations
and from them the present cash solvency as wedbdgy to remain

solvent in the event of adversities of the same lmarexamined (Van
Horne, 2009).

Inadequate liquidity can lead to unexpected casint $alls that must be
covered at inordinate costs, thus reducing prdfitgbin the worst case,
inadequate liquidity can lead to the liquidity ihgncy of the institution.
On the other hand, excessive liquidity can leadbwo asset yields and

contribute to poor earnings performance.
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To find-out the ability of banks to meet their dhimrm obligations,
which are likely to mature in the short period,sheatios are calculated.
The following ratios are developed under the ligyidatios to identity

the liquidity position.
A. Current Ratio

Current ratio shows the relationship between ctiremsets and current
liabilities. It indicates the banks short term soley. It is calculated

dividing the current assets by current liabiliti€bus;

Current Assets
Current Liabilities

Current Ratio=

Current assets are those assets, which are casdindye converted into
cash within a year. It includes cash and bank lcalamoney at call or
short notice, loan and advances, investment in rgovent securities,
bills purchased and discounted etc. Similarly aurt@bilities are those
obligation, which are payable within a year. Itlutes deposit, short
term loan and borrowing, bills payable, provision fax and staff bonus,

and dividend payable etc.
B. Cash and Bank Balanceto Total Deposit Ratio:

This ratio shows the ability of banks immediate dsinto cover their
deposit. Higher the ratio shows higher liquidityspon and ability to
cover the deposits and vice versa. It can be cedlby dividing ‘cash
and bank balance” by deposit. This ratio can beutaled using the

following formula:

Cash and Bank Balance to Total Deposit Ratio = Cash and Bank Bal ance
Total Deposits
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C. Cash and Bank Balanceto Current Deposits Ratio:

This ratio computed to disclose the soundnesseofitlancial company to

pay total calls made of current deposits. It caeXjgessed as:

Cash and Bank Balance

Cash and Bank Balance to Current Deposits Ratio = :
Current Deposits

D. Saving Deposit to Total Deposit

Saving deposit is the short term liabilities witlkefd interest charges.
This ratio is calculated to find out the proportiohsaving deposit with
respect of total deposits. Higher the ratio shoewelr the liquidity
position of the bank and vice-versa. The followfagnula can be used to
calculate this ratio;

Saving Deposit

Saving Deposit to Total Deposit Ratio = :
Total Deposit

E. Fixed Deposit to Total Deposit

Fixed deposit is the high interest bearing longntéabilities. The ratio
shows that the portion of fixed deposit in totgbdgit. The ratio is can be
obtained by following formula;

Fixed Deposit
Total Deposit

Fixed Deposit to Total Deposit Ratio =

F. Current Deposit to Total Deposit

Current deposit is non interest bearing depositéeiis cost free. It has
risk that the depositor can withdraw the depos#rat time; it might be
creating the problem of liquidity. The ratio shotst the portion of
current deposit in total deposit. The ratio is banobtained by following

formula;
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Current Deposit

Current Deposit to Total Deposit Ratio = :
Total Deposit

2. Activity/Efficiency Ratio

Activity ratios are concerned with the measuringefifciency in assets
management. This ratio is employed to evaluatethaency of the bank
management and utilizations of their available veses. These ratios are
also called turnover ratio. They indicate the ass@nagement which are
being commented or turnover into incomes. The Valhg ratios are

calculated under the activity ratio.
A. Loan and Advancesto Total Deposit Ratio

This ratio indicates which banks are successfuhddilize the outsider’'s
funs. It is calculated to see percentage of togglogit invested in loan
and advancers. The ratio is calculated by usingal@ving formula;

Loan and Advance

Loan and Advances to Total Deposit Ratio = :
Total Deposit

Greater the ratio implies the better utilization aeftsider’s fund (Total
Deposit). A high ratio of loan and advances is mered to be the sign of
efficient bank and better mobilization of collecfecds and vice-versa.

B. Loan and Advancesto Fixed Deposit Ratio

Fixed deposits are the long-term interest bearbimations and loan and
advances are the major sources or investment terggenthe income by
the commercial banks. This ratio measures how rtiamgs the amount is
used in credits and advances in comparison to fidteplosit for the
income generating purpose. The ratio is slightlyediwith the former
one, because it only includes the fixed depositeere as the former on
includes all the deposits. The following formulaused to obtain this
ratio:
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Loan and Advance
Fixed Deposit

Loan and Advancesto Fixed Deposit Ratio =

Here, the denominator includes all assets of balaheets items. In other
words, this includes current assets, net fixedtassgher investment in
share, debenture, bond etc. A high ratio indicatbstter mobilization of

fund as loan and advances and vice-versa.
C. Total Investment to Total Deposit Ratio

This ratio is calculated to see how efficiently thenks have mobilized
the deposits on investment. This ratio is calcdldg using the formula;

Total Investment

Total Investment to Total Deposit Ratio = :
Total Deposit

The numerator consists of investment on governmseturities,
iInvestment on debenture and bonds, shares of otherkigh ratio
indicates that the bank’s efficiency is more inregton its deposits and

low ratio indicates in ability to put its depositr fthe lending activities.
3. Leverage Ratio

The use of finance is refers by financial leveragdnen a firm borrows
money, it promises to make series of fixed paymewtsich creates
financial leverage (Brealy, R. & Myers, S. 2010he$e ratios are also
called solvency ratios or capital structure ralibese ratios indicate mix
of funds provided by owners and lenders. As a gémale, there should
be an appropriate mix of debt and owner’s equitfinancing the firm’s
assets. To judge the long-term financial positidnthe firm leverage
ratios are calculated. This ratio highlights thegderm financial position
of the firm leverage ratios are calculated. Thigoraighlights the long
term financial health, debt servicing capacity asttength and
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weaknesses of the firm. Following ratios are ineldidunder leverage

ratios:
A. Total Debt to Net-Worth Ratio

This ratio is calculated to find out the proportiohthe outsider’s fund
and owner's fund to finance for the total assetsisl also called
proportion of outsider’s claim and insider’s claon total assets of the
bank. Generally, very high ratio is unfavorablethe business because
the debt gives third partied legal claims on theapany, these claims are
for interest payment at regular intervals, plusaggpent of the principal
by the agreed time. On the other hand, very low iiatalso unfavorable
from the shareholder’s point of view. They wansthatio to be high so
that they can have better returns with smallertabpit is calculated as

follows:

Total Debt
NetWorth

Total Debt to Net-worth Ratio =

B. Total Debt to Total Assets Ratio

It examines the relationship between borrowed funds total debt) and
total assets. It shows the relative extent to which firm is using

borrowed money. A lower ratio is preferable sinceeduces the distress
of the creditors by using more amount of equitytotal assets. It is

computed as:

Total Debt

Total Debt to Total Assets Ratio =—————
Total Assets

C. Total Assetsto Net worth Ratio

It shows the portion of total assets occupied g/ ribt worth. In other
word, total contribution of the shareholder's egud total assets. It is

computed as:
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Total Assets
Net Worth

Total Assetsto Net worth Ratio =

4. Profitability Ratio

Profitability ratios indicate the degree of succéssachieving desired
profit. This ratio measures how efficiently the quany manages its fund
to earn profit. This ratio is regarded as the nessential element for the
banks growth and survival. The different betwedalt@®evenues and total
expenses over a period is known as profit. Efficgmeration of a firm
and its ability to pay and adequate return to ceffé parties depend upon
firm’s profit. It is regarded as the most essergiaiment for commercial
bank growth, survival and to compete with compeditén fact, sufficient
profit must be earned to maintain the operatiothefcompany to be able
to acquire funds from investors for expansion am@dntribute towards
the goals of the nation. This implies that prositthe measuring rod of
companies for the financial performance. Higher phnefitability ratio
betters the financial performance of the bank and-versa. Profitability
position can be evaluated through following diffeérevay. For the study

purpose, the following profitability ratios havedmecalculated.
a) Net Profit to Total Assets Ratio

This ratio measures the profitability with respéxtthe total assets. It
reflects the efficiency of the banks ion utiliziitg overall resources. This

Is found by using the following formula:

Net Profit to Total Assets = Mxloo

Total Assets

The numerator indicates the position of income keftthe interval
equities after all coasts, charges, expenses haga Heducted. Total

assets comprise those assets, which appear onssiets aside of the
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balance sheet. The high return on total assets watially indicates that

high profit margin and high turnover assets ane-viersa.
b) Total Interest Expensesto Total Interest Income Ratio

This ratio measures the percentage of total intengsenses against total

interest income. It is calculated by the formula;

Total Interest Expensesto Total Interest Income Ratio = Total Interest Expenses .
Total Intrest Income

The numerator consists of total interest expensdstal deposits, borrowing
and other deposits, while denominator consistdte interest income from
all loan and advances. A high ratio indicates hiférest expenses on total

interest income.
c) Net Profit to Total Deposits (Return on Total Deposits)

This ratio enables to evaluate what extent the gemant has been
successful to mobilize the deposits in generatingfitp Higher ratio

represents better utilization of deposit. It iscadted by the formula;

Net Profit to Total Deposit Ratio = Mxloo

Total Deposit

Here net profit means profit after interest andetasand total deposits
means those total amount deposited in various atsoLe. current,
saving, fixed, call and short term deposits ancithGenerally, higher

indicates better utilization of total deposits amnzk-versa.
d) Returnon Net Worth Ratio

This ratio shows the capacity of the bank to wilis owner’s fund. It
helps to judge whether the company has earnedagatisy return for its
shareholder or not. Higher ratio represents thex@auanagement and
efficient mobilization of owner equity. It is caleted by the formula;
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Net Profit N
NetWorth

Return on Net Worth = 100

Here, net worth focuses not only the paid up chjtd also include
general reserves, capital reserves, ordinary shameference share,
premium on share and other surplus and reservehwhay distribute

among shareholders as dividend.
€) Interest Earned to Total Assets Ratio

This ratio shows the percentage of interest eainegklation to total
assets of the bank. It signifies the mobilizatidntlee bank assets in

interest generating purpose.

Higher ratio signifies better efficiency in utiliy the resource in interest

generating sector. It is calculated by using folluyformula;

Total Intrest Income N
Total Assets

Interest Earned to Total Assets Ratio = 100

The numerator comprises total interest income floams and advances,
cash credit and overdrafts, government securitirgsey bank and other
investment. A high ratio is an indicator of highrréag power, better
performance of the banks on its total working fand vice-versa.

f) Return on Investment Ratio
This ratio measures the percentage of return cal tovestment. It is

calculated by following formula;

Return on Investment = Net Profit x100

Total Investment

The numerator consists of investment on governmseturities,
investment on debenture and bonds, share in otrmapanies and other
investment. A high ratio indicates bank’s efficigns more beneficial on

its investment.
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3.6.2 Statistical Tools

The relationship between different variables reldte study topic would

be drawn out using statistical tools. The toolbdaised are as follows,

I. Arithmetic Mean (X):

Average is statistical constants, which enable augdmprehend in a
single effort of the wholdt represents the entire data by a single value. It
provides the gist and gives the bird’s eye viewtltd huge mass of

unwieldy numerical data. It is calculated as:

x=2X
N
Where,
X = Arithmetic Mean
N = Numbers of observation
X o= Sum of observation

I1. Standard Deviation (S.D.)

The standard deviation is the square root of meprared deviations
from the arithmetic mean and is denoted by S.0s lised as absolute

measure of dispersion or variability. It is caltathas:

o= /z(x - X)?
N -1
Where,
o = Standard Deviation

[11. Coefficient of Variation (C.V.)

The co-efficient of variation (C.V.) is the relatimeasure based on the

standard deviation and is defined as the ratidhefstandard deviation to
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the mean expressed in percentage it is indepewndemits. Hence, it is a
suitable measure for comparing variability of tweries with same or
different units. A series with smaller C.V. is saalbe less variable or
more consistent or more homogeneous or more uniformmore stable

than the other and vice versa. It is calculated as:

CcV = % x100
Where,
o = Standard deviation
X =Mean

V. Correlation Coefficient (r)

Correlation Coefficient is the important tool toadyze the degree of
relationship between two or more variables. It sedit describe the
degree to which one variable in the linearly relatie other variables. It
refers the closeness of the relationship betweenarmmore variable. In
other words, it is an analysis of covariance betw&®o or more

variables.

It is the statistical measure of the relationshifany, between series of
numbers representing data of any kind, from rettwrtest scores. If two
series move in opposite direction, they are paaiivcorrelated; if the

series move in opposite direction, they are negbtigorrelated.

The degree of correlation is measured by the airoel coefficient,
which ranges from +1 for perfectly correlated setie -1 for perfectly
negatively correlated series. Symbolically, cotreta coefficient can be

expressed as follows:

nXxy-2x2y
Correlation Coefficient (Simply, r) Az - (X v - (2 v
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Correlation analysis describes the relationshipwvbeh variables i.e.

positive or negative. It helps to determine théofeing.
I. A positive or negative relationship exists.
li.  The relationship is significant on insignificant.
lii. Establish cause and effect relation if any.

The statistical tool-correlation analysis is usethie study to measure the
relationship between variables in determining watthe relationship is
significant or not. For the purpose decision makingerpretation are

based on the following terms.

1. When, r = 1, then is perfect positive correlation.
2. When, r = -1, then is perfect negative correlation.
3. When, r = 0, then is no correlation.

4. When, ‘r' lies between 0.7 to 0.999 (-0.7 to -0.99hen is high
degree of positive (or negative) correlation.

5. When, ‘r' lies between 0.5 to 0.6999 there is matkerdegree of

correlation.
6. When, ‘r’ is less than 0.5, there is low degreemtelation.
V. ProbableError (P.E.)

The probable error of the Coefficient of correlatioelps in interpreting
its value. With the help of probable error, it @spible to determine the
reliability of the value of the coefficient in sarfas it depends on the
conditions of random sampling. The probable erffothe coefficient of
correlation is obtained as follows:

1-r?

JN

P.E. =0.6745x
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Where,
r = Correlation coefficient
N = Number of pairs of observations

If the value of ‘I’ is less than the probable erritrere is no evidence of
correlation, i.e., the value of ‘r’ is not at algsificant. Then, if the value
of ‘r' is more than six times of the probable errtine coefficient of

correlation is practically certain, i.e. the valfér’ is significant.
VI. Trend Analysis

Trend analysis or Time series analysis enable® dsrécast the future
behavior of the variables under study, changesienvalues of different
variables and past behavior of a variable. In thia delated to time span,
there are three components of time series likelsetiend or long term
fluctuation, short term or periodic variations arahdom or irregular
fluctuation, in this study, time series of loankdissement and collection
are shown in the figures. The experts to deal widiants, which
changes, in value with time are, used time seMesiations of such

guantities are analyzed by presenting on the graphs
Y =a + bx

The above trend equation can be calculated usihgniog two normal

equations:

YY=na+Bh X, (1)
YXY=aYX+bYX% e, (ii)
Where,

Y = Variable

X =Time span
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CHAPTER FOUR

PRESENTATION AND ANALYSISOF DATA

This chapter is the heart of the study. It includee analysis and
interpretation of data as stated in research methgy. To find out the
strength and weakness of the commercial bankgnmstef their financial
performance various ratio, variable statisticaueahave been calculated
in this chapter. It is related to the quantity gse of various financial
and statistical tools to study & analyze the finahperformance of the

commercial banks on the basis of financial statemen
4.1 Financial Analysis

Financial analysis is the act of identifying thedncial strength and
weakness of the organization presenting the relsiip between the
items of balance sheet. For the purpose of thidystratio analysis has
been mainly used and with the help of it data hheen analyzed.
Various financial ratios related to the investmer@nagement and fund
mobilization are presented to evaluate and analyeeperformance of
commercial Banks i.e. SCBNL and NSBL. Some impdrttmancial
ratios are only calculated in the point of viewfmfancial performance
analysis. The ratios are designed and calculatedhigilight the
relationship between financial items and figures.id a kind of
mathematical relationship and procedure dividing b@m by another.
4.1.1 Ratio Analysis

Ratio analysis shows the mathematical relationshgiween two
accounting figures. It helps to analyze the finahctrengths and
weaknesses of the banks. It is also inevitable tfer quantitative
judgment with which the financial performance ohks can be presented

properly. Ratio analysis is also concerned witlpatuiand credit decision.
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4.1.1.1 Liquidity Ratio

Commercial bank must maintain its satisfactory itlgy posting to
satisfy the credit needs of community, to meet deteafor deposit—
withdrawals, pay maturity obligation in time andhgert non cash assets
into cash to satisfy immediate needs without lossank and consequent
impact on long-run profit. Liquidity ratio is maylused to analyze the
short-term strength of commercial banks.

A) Current Ratio

This ratio measures the liquidity position of themenercial banks. It
indicates the ability of banks to meet the curteptdity.

Table4.1

Current Ratio
(Rs. in Millions & Ratio in times)

Ey SCBNL NSBL
CA CL Ratio CA CL Ratio
2007/08| 3077.7) 1628.9] 1.89 1589.3 1629.3| 0.98
2008/09] 3142.6| 1985.3 1.58 1580.0 1352.8) 1.17
2009/10] 1589.3| 1634.8| 0.97 1872.0 1633.9 1.15
2010/11) 1930.3] 1547.9| 1.25 1930.2 1547.9] 1.25
2011/12) 28115 1966.5| 1.43 2811.7 1965.5 1.43
Mean | 2510.28| 1752.68| 1.42 1956.64 | 1625.88| 1.19
SD 706.60 | 206.75| 0.35 503.93| 221.40| 0.17
CVv 28.15 11.80| 24.26 25.75 13.62 | 13.87

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The current ratio of SCBNL and NSBL are in fluctogt trend. In
general, it can be said that all the banks havedaibility to meet their
short-term obligations. For FY 2007/08 SCBNL staddatio is 1.89 and
in FY 2011/12 NSBL standard ratio is 1.43. In arerage, liquidity
position of SCBNL is greater than NSBL i.e. 1.4289due to high mean
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ratio. So, SCBNL is sound in meeting short-termigaiion than NSBL.
Likewise, S. D. and C.V. of NSBL is less than SCBN. 0.17 < 0.35
and 13.87<24.26. It can be said that C. R. of N&Imore consistent
than SCBNL. Lastly from the above analysis it iokmn that all these

two banks have weak liquidity position becausestaadard ratio is 2:1.
B) Cash and Bank Balanceto Total Deposit Ratio
Cash and Bank Balance to Total Deposit Ratio irdgthe bank ability

to meet their daily requirement of depositors. Highatio shows the

greater ability of the firms to meet customer dedsaon their deposits.

Table4.2
Cash & Bank Balanceto Total Deposit Ratio
(Rs. in Millions & Ratio in %)

Ey SCBNL NSBL
CBB TD Ratio CBB TD Ratio
2007/08 2050.2 | 29743.9 6.89 13476 137154  9.83
2008/09 3137.3 | 35871.8 8.75 1910.9 27957.2 6.84
2009/10] 1929.3 | 35182.7 5.48 3549.5 37896.3  9.37
2010/11] 2975.8 | 37999.2 7.83 4877.5 424154 11.50
2011/12| 6366.1 | 35965.6 17.7Q 5508.4 53337.1 10,33
Mean | 3291.74 | 34952.64| 9.33 | 3438.78 | 35064.28 | 9.57
SD 1800.90 | 3095.82 | 4.83 | 1807.83 | 15018.66 | 1.72
CV 54.71 8.86 51.78 52.57 42.83 18.01

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The above table no. 4.2 revels that the cash ané balance to total
deposit ratio of SCBNL and NSBL are in fluctuatittignd. The highest
ratio of SCBNL is 17.70 percent in FY 2011/12 amavést is 5.48
percent in FY 2009/10. Similarly, the highest ratib NSBL is 11.50
percent in FY 2010/11 and lower in 6.48 perceritYn2008/09.
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The mean ratio of SCBNL and NSBL are 9.33 percendt @57 percent
respectively. SCBNL has lower ratio than the NSBIhich shows its
lower ability to pay depositor's money as they wasimilarly, the
coefficient of variation of SCBNL is 51.78 timesdamNSBL is 18.01
times. S.D. of SCBNL is higher than the NSBL. Co¥ .NSBL is lower
than C.V. of SCBNL, so NSBL is more consistent ts&BNL.

The above analysis has to conclude that the caghbank balance
position of NSBL with respect to SCBNL is betterarder to serve its
customer’s deposits. It implies the better liquigibsition of NSBL from
the viewpoint of depositor demand. In contrast ghhatio of cash and
bank balance may be undesirable which indicatesbémk’s ability to
invest its funds income generating areas. Thus NSBauld invest in
more productive sectors like short-term marketad@eurities insuring
enough liquidity which will help the bank to impmits profitability.

C) Cash and Bank Balanceto Current Assets Ratio

Cash and bank balance are the most liquid or cqasskts. Cash and bank
balance to current assets ratio represents th&likiglcapacity of the
firms as per cash and bank balance. Higher thestdtetter the ability of
the firms to meet the daily cash requirement oirtbestomers. But high
ratio is not so preferred to the firms because ditmave to manage the
cash and bank balance to current asset ratio mmmanner that firm may
not be paid interest on deposits and may not hayadity crisis.
Following the states the cash and bank balancernemt assets SCBNL
and NSBL during the study period.
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Table4.3

Cash & Bank Balanceto Current Asset Ratio
(Rs. in Millions & Ratio in %)

v SCBNL NSBL
CBB CA Ratio CBB CA Ratio
2007/08 2050.2 3077.7| 66.61 1347.6 1589{3  84./9
2008/09] 3137.3 | 3142.6| 99.83 1910.9 1580(0 120,94
2009/10, 1929.3 1589.3| 121.39 3549.b 18720 189,61
2010/11] 2975.8 1930.3| 154.16 4877.b 1930(2 252,69
2011/12| 6366.1 2811.5| 226.483 5508.4 28117 19591
Mean | 3291.74 | 2510.28 | 133.69 | 3438.78 | 1956.64 | 168.79
SD 1800.90 | 706.60 | 60.86 | 1807.83 | 503.93 | 66.25
CV 94.71 28.15 45.53 52.57 25.75 39.25

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The above table reveals that cash and bank batarmerent assets ratio
of SCBNL is increasing trend and NSBL is also iaoreasing trend. The
higher ratio of SCBNL is 226.43 percent and lower66.61 percent
likewise the higher ratio of NSBL is 252.69 percand lower ratio is

84.79 percent. The mean ratio of SCBNL and NSBI138.69 percent
and 168.79 percent respectively. The lower mean sftows SCBNL'S

liquidity position is poor than that of NSBL. Monemr the S.D. of

SCBNL is lower than NSBL and CV is higher SCBNLANdSBL. The

higher C.V. of SCBNL indicates that it has moreansistency in the
ratios in comparison to NSBL.

D) Investment on Gover nment Securitiesto Current Assets Ratio

This ratio examines that portion of a commerciatk& current assets,
which is invested on different government secwsitidore or less, each

commercial bank is interested to invest their avdld funds on different
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securities issued by government in different tirteesitilize their excess
funds and for other purpose. Although those seesritan be sold easily
in the financial market or they can be convertdd icash, they are not
very liquid assets like cash and bank balancehdivs the portion of

current assets to banks that are

invested on \&risecurities.

Government securities are the more secured investrakernatives.

These securities are also called risk less invadtrhat less return is

generated than others risky assets.

Table4.4

I nvestment on Gover nment Securitiesto Current Assets Ratio
(Rs. in Millions & Ratio in %)

Ey SCBNL NSBL
Inv. GS. CA Ratio | Inv. GS. CA Ratio
2007/08| 8137.6 | 3077.7| 264.41 3093.6 15893 194.65
2008/09] 9998.8 | 3142.6| 318.1y 3306.6 15800 209.28
2009/10, 8531.5 | 1589.3| 536.81 3720.6 18720 198.75
2010/11) 9957.3 | 1930.3| 515.84 5574.8 19302 288.82
2011/12| 7862.7 | 2811.5| 279.66 4560.f 28117 16220
Mean | 8897.58 | 2510.28 | 382.98 | 4051.26 | 1956.64 | 210.74
SD 1014.67 | 706.60 | 132.52 | 1020.01 | 503.93 | 47.06
CV 11.40 28.15 34.60 25.18 25.75 22.33

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The table 4.4 shows investment on government dexsuto current assets
ratio of SCBNL and NSBL. Both Banks has fluctuatiyge ratios. The
table shows the highest ratio of SCBNL is 536.8fc@et in FY 2009/10
and lowest is 264.41 percent in FY 2007/08. Inghme way, the highest
ratio of NSBL is 288.82 percent in FY 2010/11 aowvést is 162.20
percent in FY 2011/12. The mean ratio of SCBNL &2.98 percent,
which is higher than the mean ratio of NSBL 210pAtcent. It means
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NSCBL has invested more money in risk free as$ets that of NSBL.
In another words NSBL has emphases on more loaradwances and
other short-term investment than investment in g®écurities. For
minimization of investment risk, NSBL should divet$ investment in
govt. securities. Similarly, S.D. is 132.52 and0&/and C.V is 34.60 and
22.33 of SCBNL and NSBL respectively. The highe¥.Cof SCBNL

shows the more inconsistency in the ratios with g to NSBL.
4.1.1.2 Assets Management Ratio

A commercial bank must be able to manage its assejswell to earn
high profit, so to satisfy its customers and fornoexistence. Assets
management ratio measures how efficiently the bardnages the
resources at its commands. Through following rassets management

ability of banks has been measured.
A) Loan and Advanceto Total Deposit Ratio

This ratio actually measures the extent to whighlihnks are successful
to mobilize the total deposit on loan & advancasthfe purpose of profit
generation. A higher ratio of loan & advances iatks better
mobilization of collection deposit and vice-vergaut it should be noted
that too high ratio might not be better from itguidity point of view.
Following Table shows the loan & advances to tat@posit ratio of

related banks.
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Table4.5

L oan and Advanceto Total Deposit Ratio
(Rs. in Millions & Ratio in %)

v SCBNL NSBL

L&A TD Ratio L&A TD Ratio
2007/08| 13355.0| 29743.9 4490 125749 137154 091
2008/09| 13118.6| 35871.8 36.57 154652 2795Y.2 55
2009/10| 15932.2| 35182.1 45.28 178872 37896.3 47
2010/11] 17698.2| 37999.2 46.58 216571 424154 51
2011/12| 18376.0] 35965.6 51.09 264038 53337.1 49
Mean | 15696.00 | 34952.64 | 44.88 | 18797.64 | 35064.28 | 58.95
SD 2417.14 | 3095.82 | 5.26 | 5401.08 | 15018.66 | 18.54
CV 15.40 8.86 11.72 28.73 42.83 31.44

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12
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The above table shows that the loan & advancest#b deposit ratio of
SCBNL and NSBL is fluctuating trends. The meanorati SCBNL and
NSBL are 44.88 percent and 58.95 percent respécti®e, NSBL has
higher ratio than that of SCBNL. It reveals tha¢ theposit of NSBL is

quickly converted in to loan and advances to eacome. The bank will

be able to better mobilization of collected depdisthere is above 70

percent to 80 percent of loan and advances to deabsit according to
NRB. So in all of the year the NSBL has met the NfRBuirement or it
has utilized its deposit to provide loan. But SCBhds not met the NRB

requirement or it has not utilized its deposit toyide loan properly.

The S.D. and C.V of SCBNL is 5.26, 11.72 similaN$BL has 18.54

31.44 respectively.
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B) Investment to Total Deposit Ratio

Commercial banks and financial companies invest todlected funds in
various government securities and other financial non-financial
companies. This ratio measures how successfully effidiently the
banks are mobilizing their funds on investmentamious securities. This
ratio of SCBNL and NSBL are calculated and pregsentdelow.

Table 4.6
I nvestment to Total Deposit Ratio (Rs. in Millions & Ratio in %)
Ey SCBNL NSBL
| nvestment TD Ratio | Investment TD Ratio

2007/08) 8146.1 29743.9 27.39 3093.6 13715.4 22.56
2008/09] 10007.3 | 35871.8 27.90 3306.6 27957.2 11.83
2009/10, 8540.0 35182.7 24.2)7 4313.3 37896.3 11.38
2010/11) 9965.8 37999.2 26.23 5574.8 42415.4 13.14
2011/12) 7871.2 35965.6 21.89 4560.7 53337.1 8.55
Mean 8906.08 |34952.64 | 25,53 | 4169.80 |35064.28 | 13.49
SD 1014.67 | 3095.82 | 2.47 | 1006.32 |15018.66| 5.34
CcvV 11.39 8.86 9.67 24.13 4283 | 39.55

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The above table shows that investment to total siepatio of SCBNL

and NSBL. Both banks have fluctuating trend investtiio total deposit
ratio. Higher ratio of SCBNL is 27.90 percent in R¥08/09 and lowest
ratio is 21.89 percent in FY 2011/12 in the samg tha highest ratio of
NSBL 22.56 percent in FY 2007/08 and lowest rati8.b5 percent in FY
2011/12. Investment volume of NSBL is lower thamttlof SCBNL

because more funds of SCBNL were used in profitkddes to achieve

optimum mix of interest earning assets.
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The mean ratio of SCBNL and NSBL are 25.53 pereadt13.49 percent
respectively. So, SCBNL has higher ratio. It sigaf SCBNL has
successfully allocated its deposit in investmenttfpbo to get higher
investment return. It also implies that NSBL hasvdo investment
opportunities. The S.D and C.V. of SCBNL is 2.4d &67 and NSBL
has 5.34 and 39.55 respectively.

C) Loan & Advancesto Total Assets Ratio

A commercial bank’s working fund plays very activele in profit

generation through fund mobilization. This ratidleets the extent to
which the banks are successful in mobilizing thetal assets on loan &
advances for the purpose of income generation.gh hatio indicates
better mobilization of funds as loan and advance wce-versa. The
following table shows loan & advances to total &ssd SCBNL and
NSBL as follows.

Table4.7

Loan & Advancesto Total Assets Ratio (Rs. in Millions & Ratio in %)

Ey SCBNL NSBL

L&A TA Ratio L&A TA Ratio

2007/08] 13355.0| 343129 38.92 125749 18594 6763
2008/09 13118.6| 41678.8 31.48 154652 31989.8 4834
2009/10| 15932.2| 41525.2 38.37 178872 39381.3 45}42
2010/11| 17698.2| 45227.2 39.13 216571 47129.9 45|95
2011/12| 18376.0| 42970.8 42.76 264038 59196.8 44,60
Mean |15696.00 | 4114298 | 38.13 | 18797.64 | 39258.36 | 50.39

SD 2417.14 | 4095.88 | 4.11 5401.08 | 15324.53| 9.74

CVv 15.40 9.96 10.77 28.73 39.04 19.32

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12
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The above table shows the loan & advances to tdakts ratio of
SCBNL and NSBL are in fluctuating trend during gtedy period. While
observing their ratios, NSBL is better mobilizin§ fond as loan and
advances and it seems quite successful in gengiatymer ratio in each

year in comparison of SCBNL.

The highest ratio of SCBNL is 42.76 percent in F0A2/12 and lowest
ratio of SCBNL is 31.48 percent in FY 2008/09. Sarly, the highest
ratio of NSBL is 67.63 percent in FY 2007/08 andidst ratio of NSBL
Is 44.60 percent in FY 2011/12.

The mean of SCBNL and NSBL are 38.13 percent an8%gfercent
respectively. So, NSBL has higher ratio than tHaBGBNL. It reveals
that in total assets, NSBL has high proportion adnl and advances.
NSBL has utilized its total assets more efficientlythe form of loan &
advances. The lower C.V. of SCBNL states that $t tnaformity in these
ratios throughout the study period than that of NSB.D. of SCBNL
and NSBL have 4.11 and 9.74 respectively.

D) Investment on Government Securitiesto Total Assetsratio

It is not possible to apply all collection, depaasiid other resources in to
loan & advances for the banks. Therefore, theyngeaheir total assets
In various sectors. Among all possible sectorsgstment on government
securities is one, which is very less risky. Inv@sigovernment securities
to total assets ratio measures how successfullgctsel banks have
applied their total assets on various forms of gowvent securities in
profit maximization and risk minimization point efew. The higher ratio
represents the better position of fund mobilizatinoto investment on

government securities and vice-versa.
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Table4.8
I nvestment on Gover nment Securitiesto Total Assetsratio
(Rs. in Millions & Ratio in %)

SCBNL NSBL

FY Inv. GS TA Ratio | Inv. GS TA Ratio
2007/08[ 8137.6 | 343129, 23.72 3093.6 18594 16|64
2008/09( 9998.8 | 41678.8| 23.99 3306.6 319898 10.34
2009/10f 8531.5 | 41525.2| 20.55 37206 393813 945
2010/11 9957.3 | 45227.2| 22.02 5574.8 471299 1183
2011/12] 7862.7 | 42970.8| 18.3p 4560.f 591968 7.0

Mean | 8897.58 | 41142.98 | 21.71 | 4051.26 | 39258.36 | 11.19

SD 1014.67 | 4095.88 | 2.36 | 1020.01 | 15324.53 | 3.39

CvV 11.40 9.96 10.88 | 25.18 39.04 30.30

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

Above table shows that the investment on governmeatrity to total
assets of SCBNL and NSBL are in fluctuating treRge highest ratio of
SCBNL is 23.99 percent in 2008/09 and NSBL is l1l6g&tcent in
2007/08 and the lowest ratio of SCBNL and NSBL B8e30 percent in
2010/11 and 7.70 percent in 2011/12 respectivetgmrFthe table we
notice that mean ratio of SCBNL and NSBL are 2J&lcent and 11.19
percent respectively. SCBNL has higher ratio inngyear and mean too.
It means SCBNL has invested more money in risk &ssets than that of
NSBL.

4.1.1.3 Profitability Ratio

The major performance indicator of any firm is pirofhe objective of
investment policy is to make good return. Any otigation has to desire
of earning high profited which helps to survive thren and indicates the

efficient operation of the firm. Profit is the essial part of business
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activities to meet internal obligation, overcome fature contingencies,

make a good investment policy, expand the bankangsaction etc.

A) Return on Loan & advances

Every financial institution tries to mobilize thedeposits on loan &

advances properly. So this ratio helps to measweesarning capacity of

selected banks. Returns on loan & advances ratgelefcted banks are

presented as follows.

Table4.9
Return on Loan and Advance (Rs. in Millions & Ratio in %)
SCBNL NSBL

FY NP L&A Ratio NP L&A Ratio
2007/08| 818.92 | 13355.0/ 6.13 247.7Y  12574{9 1.7
2008/09| 1025.11| 13118.6] 7.81 316.3) 154652 25
2009/10| 1085.87| 15932.2| 6.87 391.74 178872 209
2010/11) 1119.17| 17698.2] 6.32 464.56  21657.11 2[5
2011/12| 1168.97| 18376.0 6.36 480.1 264038 1.2

Mean | 1043.61 | 15696.00 | 6.69 | 380.11 | 18797.64 | 2.03

SD 136.05 | 2417.14 | 0.68 98.54 5401.08 | 0.15

CVv 13.04 15.40 10.12 | 25.92 28.73 1.27

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12
Above table shows that return on loan and advaratesof SCBNL is in

fluctuating trend and NSBL is also fluctuating weffhe highest ratio of
SCBNL is 9.08 percent in the year 2011/12 and lowesto 6.13 percent
in year 2007/08. The mean ratio is 6.69 percenteM¥ms highest ratio of
NSBL is 2.19 percent in year 2009/10 and lowesbriat1.82 percent in
2011/12. The mean ratio is 2.03 percent. SCBNL bslmdws the good
earning capacity in loan and advances whereas NSBBiv poor earning
capacity in form of loan and advances. The C.VNBBL is lower than

SCBNL. So, NSBL is more consistent in the ratio.

48



B) Return on Total Assets

This ratio measures the overall profitability of wbrking fund i.e. Total

assets. A firm has to earn satisfactory return amking funds for its

survival. The following table shows return on tcdabets ratio of selected

banks.
Table4.10
Return on Total Assets Ratio (Rs. in Millions & Ratio in %)
SCBNL NSBL

FY NP TA Ratio NP TA Ratio
2007/08] 818.92 | 343129 2.39 247.77 18594 1.83
2008/09 1025.11| 41678.8] 2.4 316.3f 319898 0.99
2009/10( 1085.87| 41525.2| 2.61 391.74 393813 0.99
2010/11{ 1119.17| 45227.2| 247 46456 471299 0.99
2011/12| 1168.97| 42970.8] 2.772 480.1 59196/8 0.81
Mean | 1043.61 | 4114298 | 253 | 380.11 | 39258.36 | 1.02

SD 136.05 | 4095.88 | 0.13 98.54 | 1532453 | 0.19

CcvV 13.04 9.96 5.30 25.92 39.04 18.56

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

Above table shows the return on total assets of HCABnd NSBL.
SCBNL is in increasing trend and NSBL is decreasmegd. However,
SCBNL seems successful in managing and utilizirgathailable assets
in order to generate revenue since its ROA rati®.%8 percent of total
assets in an average which is higher than thatSBIN(i.e. 2.76>1.02).
SCBNL has also higher ratio in each year. Wher&.& and C.V. of
SCBJNL and NSBL are 0.13, 5.30 and 0.19 and 18&sfperctively.
Lower C.V of NSBL shows that it has relatively lamconsistencies in
the ratios.
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C) Return on Equity

Equity capital of any bank is its owned capital.eTprime objective of
any bank is wealth maximization or in other woralgéarn high profit and
thereby, maximizing return on its equity capitakti®n on equity plays
the measuring role of profitability of bank. It lefts the extent to which
the bank has been successful to mobilize or utitzeequity capital. A
high ratio indicates higher successful to mobilizeowned capital and
vice-versa. Following table shows the return onitgqof SCBNL and

NSBL during the study period.

Table4.11
Return on Equity Ratio (Rs. in Millions & Ratio in %)

SCBNL NSBL

FY NP SHE Ratio NP SHE Ratio
2007/08| 818.92 2117.2 | 38.68 247.77 1155.5  21{44
2008/09( 1025.11| 2305.6| 44.46 316.37 1404.3 22|53
2009/10f 1085.87| 2833.3| 38.33 391.74 21316 18|38
2010/11] 1119.17 3130.6 35.7p 464.56 2448.3 1897
2011/12| 1168.97| 3418.6| 34.19 480.1 2811.8 17|07

Mean | 1043.61 | 2761.06 | 38.28 | 380.11 | 1990.30 | 19.68

SD 136.05 546.84 | 3.92 98.54 697.29 2.25

CVv 13.04 19.81 10.24 | 25.92 35.03 11.42

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12

The above listed table shows return on equity @tiSCBNL and NSBL.
Above calculated statistic indicate that both bam&ge fluctuating trend.
SCBNL has higher ratios in each year and it has ligher mean ratio
(.e.38.28>19.68). Despite stiff competition and aadverse
macroeconomic environment, SCBNL is currently gatieg higher

ROE in comparison with NSBL. In brief, it signifiéisat the shareholders
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of SCBNL are getting higher return but in case &B\L, they are getting
lesser. It can be concluded that SCBNL has bettiezad the equity for
the profit generation. It proves to be a good sgfilenof SCBNL in
attracting future investment also while NSBL shows weakness
regarding efficient utilization of its owner’s eguiin comparison with
SCBNL. SCBNL has homogeneous return in each ye#s.the strength
point of SCBNL. SCBNL has relatively less inconsigty throughout the
study period due to it's lower C.V.

D) Interest Earned to Total Assets Ratio

Interest earned to total assets ratio evaluatessumeessful the selected
banks are mobilizing their total assets to achl@gé amount of interest.
Higher the ratio indicates the higher interest meoof the selected
sample banks. The total interest earned to tosstasatio of SCBNL and
NSBL.

Table4.12
Total Interest Earned to Total Assets Ratio
(Rs. in Millions & Ratio %)

SCBNL NSBL

Y 'é‘;re;:lt TA | Ratio 'é‘;re;:lt TA | Ratio
2007/08| 1591.21] 343129 4.64 97051 18504 522
2008/09| 1887.22| 416788 453 146045 319898 457
2000/10 2042.11| 415252 492 2269.7 393813 576
2010/11] 2718.7 | 452272 601 310423 471299 659
2011/12| 2870.97| 42970.8 668 3769.48 591968  6.87

Mean | 2222.04 | 4114298 | 5.36 | 2314.87 | 39258.36 | 5.70
SD 550.05 | 4095.88 | 0.95 | 1148.73 | 1532453 | 0.83
CcVv 24.75 9.96 1767 | 49.62 39.04 14.56

Source: Annual Report of Concerned Bank FY 2007/08 to 2011/12
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This table shows that the total interest earnetal assets ratio of both
banks are fluctuating trend. The mean ratio of SCB&N5.36 percent,

and NSBL is 5.70 percent. The C.V. of SCBNL is legthan the C.V. of
NSBL which shows that SCBNL is more inconsistenkbant that of

NSBL.

4.2 Statistical Analysis

Statistical tool is one of the important tools tmkyze the data. There are
various tools for the analysis of tabulated datehsas, mean, standard
deviation, co-relation analysis, trend analysis €teere is used following
convenient statistical tools are used in this thesidy.

4.2.1 Coefficient of Correlation Analysis

Co-efficient of co-relation shows the relationslhiptween two or more
than two variables. It measures that the two véglare positively or
negatively co-related. For this purpose, Karl Paass co-efficient of
correlation has been taken and applied to find aud analyze the
relationship between deposit and loan & advanceposit and total
investment, total assets and net profit, total stwent and net profit and
also analyze the correlation of total deposit, [tataestment, loan &
advances and net profit SCBNL and NSBL using KarsBns coefficient
of correlation, value of coefficient of determirati (), probable error
(P.E.) and (6 P.E.) are also calculated and vditieeon are analyzed.

A) Correlation Coefficient between Deposit & Loan & Advances
Deposit have played vary important role in perfanceof a commercial
banks and similarly loan & advances are very ingodrto mobilize the
collected deposits. Co-efficient of correlationvbe¢n deposit and loan &
advances measures the degree of relationship hetwieese two

variables.
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In this analysis, deposit is independent varialfleand loan & advances
are dependent variable (Y). The main objectivescomputing “r’
between these two variables is to justify whetrepasit are significantly

used as loan & advances in proper way or not.

Table4.13
Correlation between Deposit and Loan & Advances
Name of Evaluation Criterions
Banks : 2 PE 6 PE
SCBNL 0.625 0.3900 0.1840 1.1040
NSBL 0.968 0.9363 0.0192 0.1153

From the above table, it is found that coefficiehtcorrelation between
deposits and loan & advances of SCBNL and NSBLG62®and 0.968. It
Is shows that NSBL have the highly positive relasioip between these
two variables and SCBNL have moderate positivetioglahip between
these tow variables. Moreover, the coefficient adftedmination of
SCBNL is 0.39.. Similarly, value of coefficient détermination of NSBL
Is 0.936. It refers that 93.6 percent varianceaanl & advances are
affected by total deposit. The correlation coeéiiti of NSBL is
significant because the correlation coefficiengisater than the relative
value of 6PE and SCBNL is insignificant because twgrelation
coefficient is lower than the relative value of 6PE

B) Coefficient of Correation between Total Depostsand Total | nvestment
The coefficient of correlation between deposit amgestment measures
the degree of relationship between these two JVi@sabr deposit is
significantly utilized or not. In correlation analg, deposit is
independent variable (X) and total investment igethelent variable ().
The following Table No. 4.30 shows the coefficieotrelation between
deposits and total investments i.e. r, P. E., 6. Rl coefficient of
determination & of SCBNL and NSBL during the study period.
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Table4.14
Correlation between Deposit and Total | nvestment

Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.562 0.3163 0.2062 1.2374
NSBL 0.777 0.6041 0.1194 0.7165

From the above table, the researcher found that cthefficient of
correlation between total deposit and total investnof SCBNL is 0.562.
It shows the moderate degree positive correlatioaddition, coefficient
of determination of SCBNL is 0.31.63. It means 08ly.63 percent of
total investment is explained by total deposit. Toerelation coefficient
Is insignificant because the correlation coeffitienless than value of
6PE. It refers that there is insignificant relasbip between total deposit
and total investment of SCBNL. Similarly, therepssitive coefficient
between total deposit and total investment of NSBlhich is indicator by
correlation coefficient of 0.777. The value of da@ént of determination
Is found 0.6041, this refers that 60.4 percenth& variation in total
investment is explained by total deposit. The datien coefficient is
significant because the correlation coefficieninigre than 6PE. It refers
that there is significant relationship between Itadaposit and total
investment of NSBL.

C) Co-efficient of Correation between L oan and advance and Net Profit
Co-efficient of correlation between total assetd aet profit is used to
measure the degree of relationship between twabiarii.e. Loan and
advance and net profit of SCBNL and NSBL during shedy period.
Where Loan and advance is independent variablea(X) net profit is
dependent variable (Y). The main objective of cittng this ratio is to
determine the degree of relationship whether thteee net profit is

significantly correlated or not and the variatidgnnet profit to loan and
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advance through the coefficient of determinatiohe Tollowing table
shows the r,7 P.E. and 6 P. E. between those variables of SC&MNL
NSBL for the study period.

Table4.15
Correlation between L oan and advance and Net profit
Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.814 0.6628 0.1245 0.6874
NSBL 0.952 0.9069 0.0281 0.1686

Above table shows correlation coefficient betwekoan and advance
and net profit is 0.814 of SCBNL. It refers thaerth is highly positive
correlation between these two variables. Here,&petcent of net profit
Is contribute by Loan and advance as its coefftcedrdetermination of
0.6628 shows. Moreover, this relationship is sigaifit because the
coefficient of correlation is more than 6PE. Like&iNSBL also high
degree positive correlation i.e. 0.952 between Laath advance and net
profit. The coefficient of determinationi is 0.9069, which indicates that
90.69 percent variability in net profit is explathby Loan and advance.
Moreover, high correlation coefficient than 6PE. ofh that the
relationship between Loan and advance and nettpsoSignificant for
NSBL. In conclusion, SCBNL has more significantatenship between

Loan and advance and net profit than that of NSBL.
D) Codfficent of Correation between Total | nvessment and Net Profit

Coefficient of correlation between total investmeatd net profit
measures the degree of their relationship. In doetelation analysis,
investment is independent variable and net prefidependent variable.

The following table shows the coefficient of coaten coefficient of
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determination, probable error and six times of lEing the fiscal year
2007/08 to 2011/12.

Table4.16
Correation between Total Investment and Net Profit
Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.154 0.687 0.2457 1.4742
NSBL 0.900 0.8094 0.0575 0.3450

Above table shows correlation coefficient betweetaltinvestment and
net profit of SCBNL is 0.154 which implies there Isw degree

correlation between total investment and net profit addition,

coefficient of determination of SCBNL is 0.687. $hcorrelation is
insignificant at all due to coefficient of corretat is lower than 6PE on
the other hand NSBL has positive correlation betwexal investment
and net profit i.e. 0.90. The coefficient of detaration of NSBL is

0.8094. It means 80.94 percent of profit is coniielol by total investment
but this relationship is significant as its cortela coefficient is higher
than 6PE. i.e. 0.3450.

Thus it can be concluded that the degree of reisghip between total
investment and net profit of SCBNL is poor than tR&BL. This
correlation coefficient indicates that the NSBL lmagher performed in

order to generate net profit through investment.
4.2.2 Trend Analysis

Trend analysis plays an important role in the asialgnd interpretation
of financial statement. Trend in general termsnifigs a tendency. It
helps in forecasting and planning future operatibrend analysis is a
statistical tool, which shows the previous trend thie financial

performance and forecasts the future financialltesd the firms.
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A) Trend Analysis of Total Deposit

Deposits are the important part in banking seceorck its trend for next
five years will be forecasted for future analydikis is calculated by the
least square method. Here the effort has been toackdculate the trend
values of Total deposit of SCBNL and NSBL for fuathive year.

Y=a + bx

Where as

Yc = 34952.64 + 1457.08 X of SCBNL
Yc = 35064.28 + 9370.16 X of NSBL

Table4.17
Trend Lineof Total Deposit (Rs. in Millions)
Y ear (x) SCBNL NSBL
Actual Value | Trend Value | Actual Value | Trend Value
2007/08  29743.9 32038.48 13715.4 16323.96
2008/09) 35871.8 33495.56 27957.2 25694.12
2009/10, 35182.7 34952.64 37896.3 35064.28
2010/11]  37999.2 36409.72 424154 44434 .44
2011/12| 35965.6 37866.80 53337.1 53804.60
2012/13 39323.88 63174.76
2013/14 40780.96 12544.92
2014/15 42238.04 81915.08
2015/16 43695.12 91285.24
2016/17 45152.20 100655.40

Source: Appendix |

Above table and below figure shows that total deépols SCBNL and
NSBL. Both banks is in increasing trend. The rdténorement of total

deposit for NSBL seems to be higher than that @SIC The increasing
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trend of total deposit of NSBL is more aggressind &igh rather than
SCBNL. It indicates NSBL has more prospect of atifey total deposit.
The trend analysis has projected deposit amounfiscal year FY
2012/13 to FY 2016/17. From the above trend anslitsis clear that
NSBL has higher position in collecting deposit tIi&@BNL.
Figure4.1l
Trend Lineof Total Deposit between SCBNL and NSBL
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B) Trend Analysisof Loan & advances

Here, the trend values of loan & advances BetweeBNE. and NSBL
have been calculated for further five year. Théofeing table shows the
actual and trend values of SCBNL and NSBL.

Y=a + bx

Where as

Yc = 15696.0 + 1462.16 X of SCBNL
Yc= 18797.64 + 3384.97 X of NSBL
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Table4.18

Trend Lineof Total Loan and Advance (Rs. in Millions)

Y ear (X) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2007/08 13355.0 12771.68 12574.9 12027.7(
2008/09] 13118.6 14233.84 15465.2 15412.6]
2009/10] 15932.2 15696.00 17887.2 18797 .64
2010/11 17698.2 17158.16 21657.1 22182.6
2011/12] 18376.0 18620.32 26403.8 25567.5¢
2012/13 20082.48 28952.55
2013/14 21544.64 32337.52
2014/15 23006.80 35722.49
2015/16 24468.96 39107.46
2016/17 25931.12 42492.43
Source: Appendix 11

Figure4.2

Trend Lineof Total Loan and Advance of SCBNL and NSBL
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Above table depicts that loan & advances of SCBMHO &SBL. Both

Banks has in increasing trend. The increasing tan8CBNL is lower
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than NSBL. The actual value of loan & advances S&BNL is quite

fluctuating in relation to NSBL. The trend projettir further five year
FY 2012/13 to FY 2016/17. From the above analysis, clear that both
SCBNL and NSBL is mobilizing its collected depostsd other funds in
the form of loan & advances. Above table and figsihews the NSBL
has highly mobilizing loan & advances than the SCBN

C) Trend Analysis of I nvestment

Under this topic, an attempt has been made to amakend analysis
investment of SCBNL and NSBL for further five years

Y=a + bx
Where as

Yc = 8906.08 + (59.13) X of SCBNL
Yc =4169.80 + 520.24 X of NSBL

Table4.19
Trend Lineof Investment (Rs. in Millions)

Y ear (X) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2007/08 8146.1 9024.34 3093.6 3129.32
2008/09] 10007.3 8965.21 3306.6 3649.56
2009/10 8540 8906.08 4313.3 4169.80
2010/11 9965.8 8846.95 5574.8 4690.04
2011/12 7871.2 8787.82 4560.7 5210.28
2012/13 8728.69 5730.52
2013/14 8669.56 6250.76
2014/15 8610.43 6771.00
2015/16 8551.30 7291.24
2016/17 8492.17 7811.48

Source: Appendix |11
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Figure4.3
Trend Lineof Total Investment between SCBNL and NSBL
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Above table shows the trend of investment betweeBNL. and NSBL.

NSBL have increasing trend in making investment &@BNL have

decreasing trend. NSBL has high and upward trenth@kasing, but

SCBNL has decreasing trend of investment. The trehdhvestment
projected to FY 2016/17. The forecasted trend ptegk that the NSBL
has greater increment rate in investment than tlceement rate of
SCBNL. The figure indicates NSBL has highly moleh the total

investment rather than SCBNL.
D) Trend Analysis of Net Profit

Here, the trend values of net profit of SCBNL an8B\L have been
calculated for five years FY 2007/08 to FY 20114 forecasting for

the next five year till FY 2016/17.
Y=a + bx

Where as

Yc =1143.61 + 179.42 X SCBNL
Yc=380.11 + 61.29 X NSBL
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Table4.20

Trend Analysis of Net Profit (Rs. in Millions)

Y ear (X) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2007/08 818.92 784.78 247.77 257.54
2008/09] 1025.11 964.19 316.37 318.82
2009/10, 1085.87 1143.61 391.74 380.11
2010/11 1119.17 1323.02 464.56 441.39
2011/12] 1168.97 1502.44 480.1 502.68
2012/13 1681.86 563.96
2013/14 1861.27 625.25
2014/15 2040.69 686.53
2015/16 2220.10 747.82
2016/17 2399.52 809.10

Source: Appendix 1V

The above table reveals the trend of net profBGBNL and NSBL. Net
profit both banks forecasted in increasing trende Trend of increasing
value of net profit of SCBNL is higher and aggressihan NSBL. The
net profit of SCBNL and NSBL has been increasingrevyear by
Rs.179.42 million and Rs. 61.29 million respectyvéelhe trend of Net
profit projected to FY 2016/17 i.e. further five are Above statistics
shows that both the banks have inconsistent ndit glwmoughout the
study period. In conclusion, SCBNL is doing befteorder to generate

net profit during the projected study period in dosion the prospect of

profit generating capacity of SCBNL is high thae thSBL.
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Figure4.4
Trend Analysis of Net Profit between SCBNL and NSBL
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4.3 Major Findings

From the above research study, following findinge drawn on the
financial performance of the selected commerciakbaGenerally banks
have to maintain more deposits but the currenbsatif all banks are
below the standard of 2:1.

I.  The mean current ratio of SCBNL is 1.42 and NSBL.I1, the
current ratio of SCBNL is little higher than NSBLt.is indicate
better liquidity position of SCBNL.

ii.  Cash and bank balance to total deposit ratio of ICBas lower
than NSBL i.e. 9.33 percent > 9.57 percent whiahicates that
the bank has higher liquidity of SCBNL as compardNEBL. A
high ratio of cash and bank balance may be und#sirahich
indicates to invest in more productive sectors Igtert-term
marketable securities insuring enough liquidity ethiwill help
the bank to improve its profitability. But liquigitposition is
good.
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Vi.

Vil.

viii.

Cash and bank balance to current assets ratio BN&EGs lower
than NSBL i.e. 168.79>133.69. Regarding the anslysican be
said that NSBL has a better ability to meet dailgskc
requirements of their customers but it should bedhehat NSBL
has excess cash due to the low investment oppbesini
Investment on government securities to currenttasfeSCBNL
has higher than NSBL. It shows SCBNL has investedenfund
in government securities. NSBL has invested lifil@rtion in
government securities. Its suggest NSBL to increagestment
in purchasing of government securities.

The loan & advances to total deposit ratio of SCBNLUower
than NSBL. It indicates the better mobilization adposit by
NSBL. So, NSBL has more efficiently utilizing thauteiders’
funds in extending credit for profit generatingtees.

The total investment to total deposit of SCBNL igher than
NSBL. It shows the SCBNL is mobilizing its funds mvestment
in various securities efficiently. It can be saithtt SCBNL is
more successful in utilizing its total deposit hyesting in
marketable securities.

The loan & advances to total assets ratio of NSBgreater than
SCBNL i.e. 50.39%>38.13%. It refers NSBL has utitiats total
assets more efficiently in the form of loan & ade@s with more
risk because it has greater variability in theorati

Investment on government securities to total assat® of
SCBNL is higher than NSBL i.e. 21.71%>11.19%. Tihdicates
that SCBNL has invested more portions of total &ssmn
government securities. It means SCBNL has investexe

money in risk free assets than that of NSBL.
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Xi.

Xil.

Xiil.

XiV.

XV.

Return on loan & advances ratio of SCBNL is higtieam that of
NSBL i.e. 6.69%>2.03%. It can be concluded that SCBank
has utilized the loan and advance for the profihegation
purpose in proper way.

Return on total assets ratio of SCBNL is highemtiNSBL.
However, SCBNL seems successful in managing afiding the
available assets in order to generate revenue.

Return on equity of SCBNL is higher than NSBL i.e.
38.28>19.68 which shows that SCBNL is more sucoéssfearn
high profit through the efficient utilization ofsitequity capital.
Total interest earned to total assets ratio of N38lrelatively
little higher than that of SCBNL i.e. 5.70 percenb.36 percent
and also has higher variability in the ratio. dicates that NSBL
has efficiently used its total assets to earn highterest income
in comparison to SCBNL. SCBNL seems less conscaiut
managing its assets in order to earn more intesést

Both SCBNL and NSBL have positive co-relation betweotal
deposit and loan & advances because SCBNL and N&&k
0.625 and 0.968 of co-relation coefficient betwemposit and
loan & advances. These relationship SCBNL has mifsognt
and NSBL has significant.

Both SCBNL and NSBL have positive co-relation betweotal
deposit and loan & advances because SCBNL and N&Bk
0.562 and 0.777 of co-relation coefficient betwemposit and
loan & advances. These relationship SCBNL has mifsognt
and NSBL has significant.

There is positive correlation between Loan and adgaand net
profit. Correlation between Loan and advance artdpnefit of
SCBNL is 0.814 and NSBL is 0.952. SCBNL has litttev
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XVI.

XVil.

XVili.

XiX.

XX.

degree of positive correlation. The relationshipieen Loan and
advance and net profit of SCBNL & NSBL has sigraht due to
more than 6 P.E.

The degree of relationship between total investraedtnet profit
of SCBNL is poor than NSBL i.e. correlation coefiet between
total investment and net profit of SCBNL and NSBL0i154 and
0.90 respectively. It refers that NSBL is compadii successful
to generate net profit due to positive correlation.

SCBNL and NSBL have increasing trend in collectiegposit the
rate of increment of total deposit for SCBNL sedm®be lower
than that of NSBL. Here NSBL has better positiorcaflecting

deposit than SCBNL.

The trend line of loan & advances for both banksupsvard
slopping. It refers that both the banks are indngasin

disbursement of loan & advances. The trend lindoah and
advances for NSBL seems high growing than SCBNIlefiérs
that NSBL is more aggressive in mobilizing its lcard advance.
The total investment trend line of NSBL is upwalopging and
SCBNL is downward slopping. Where as NSBL has aggive
upward slopping of total investment trend line.réfers that
NSBL has better increasing trend of total investmen

The trend line of Net profit for SCBNL and NSBL ugpward
slopping But SCBNL has aggressively and NSBL hasathty.

The position of SCBNL is better in order to generptofit than
NSBL.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Summary

The researcher has identified that research problainset objectives to
solve research problems about financial performamedysis of Standard
Chartered Bank Nepal Limited and Nepal SBI Bankitach The main
objective of the study is to analyze the finanpi@formance analysis of
SCBNL and NSBL. The specific objectives of the gtage: To examine
financial performance of concerned banks. To exantime liquidity,
profitability and capital structure position of th@nks. To analyze the
relationship between total deposit, loan & advaacel net profit of
sample commercial banks. To examine the trendtaf teposit, loan &
advance and net profit of sample commercial bamks. significance of
the study proper management of deposit for the tirand development
of this sector, by considering the return is reeglir In today’s
competitive scenario, several macro economic facsoich as political,
economical, social and technological factors hawereiased the

challenges to the banking sector.

Research methodology has been described in thiapteh which is a
way to solve the research problems with the helpasfous tools and
techniques. This chapter includes the various Grednas well as
statistical tools to analyze the data in orderdme to the decisions. This
chapter includes the research design, populatiod sample data
collection procedure, data period covered and naistlod analysis. These
studies is mainly conducted on the basis of seagratta collected from

annual reports of concerned bank, official rep@tpnomic journal,
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financial statement etc. and authorize web sitdl@bal stock exchange

and security board of Nepal.

The presentation and analysis of data has been madgarative
analytical and their interpretation has done inpteafour by applying
the wide varieties of methodology as stated in tdraghree. It includes
the various financial and statistical tools. Inecad financial tools ratio
analysis is done which consists various ratio ligegent ratio, liquidity
ratio, assets management ratio, profitability ratna risk ratio. Various
statistical tools such as arithmetic mean, standawehtion, coefficient of
correlation and trend analysis have been appliddlfil the objective of

this study.

In the context of current competitive scenario, Ksameed to face
challenges from all around. For this purpose, desee cum analytical
research design was adopted. Out of total populaifo30 commercial
banks (till April, 2014), 2 banks were taken as gknusing judgmental
sampling method. SCBNL and NSBL have been takercdonparative
study because of their similarities in terms of ibess size, date of

establishment, capital size etc.
5.2 Conclusions

The mean current ratio of SCBNL is better liquidggsition of NSBL

and cash and bank balance to total deposit rattéSBL has higher than
SCBNL. A high ratio of cash and bank balance mayresirable which
indicates to invest in more productive sectors gkert-term marketable
securities insuring enough liquidity which will pethe bank to improve
its profitability. NSBL has invested little portionn government
securities. Its suggest NSBL to increase investnenpurchasing of

government securities.
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The loan & advances to total deposit ratio of SCBNLIower than

NSBL. It indicates the better mobilization of deppday NSBL. So, NSBL

has more efficiently utilizing the outsiders’ funosextending credit for
profit generating sectors. Both SCBNL and NSBL haasitive co-

relation between total deposit and loan & advantégse relationships
are insignificant of SCBNL and significant of NSBILhere is positive
correlation between total deposit and investmenSGBNL and NSBL.

Where as SCBNL has low degree of positive co-matathan NSBL. The
trend line of deposit for both banks is upward plag. It refers that both
the banks are increasing in deposit collectionM&BL have aggressive
increasing trend than that SCBNL. The trend linaetfprofit for SCBNL

and NSBL is upward slopping but SCBNL has aggresgiand NSBL

has smoothly. The position of SCBNL is better idearto generate profit
than NSBL.

5.3 Recommendations

Based on the analysis and finding of the study, fbBowing
recommendations can be made as suggestions to theké&énancial
performance of SCBNL and NSBL effective and efintieThis would
help to draw some outline and make reforms in dspective banks.

1. Generally, banks have to maintained liquid as§éts.current ratio
of the two banks, SCBNL and NSBL is considerableisTcan be
regarded as good liquidity position. The liquidggsition affects
external and internal factors such as prevalentestment
situations, central bank requirements and so omsidering the
growth position of financial market, the lending lipp
management capabilities, strategic planning andd futow

situation, bank should maintain enough liquid ass$etpay short-
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term obligations. So, it is recommended to mainsaand liquidity
position to SCBNL and NSBL.

Government securities such as treasury bills, dgveént bonds,
saving certificates etc. are risk less investméptraatives because
they are free of default risk as well as liquidrtgk and can be
easily sold in the market. In this research studizas found that
both banks, SCBNL and NSBL have made some amounhdfin
Government securities. But SCBNL and NSBL are revenmded
to invest more funds in government securities atef keeping

them idle.

To get success in competitive banking environmeéeposit must
be utilized as loan & advances. The largest itefanik assets side
Is loan & advances. Both banks have a possiblebesiause there
is large amount of doubtful loan & advances ankiyrisvestment.
So it is recommended to evaluate the investmenoriypities and
alternatives using statistical, capital budgetingl ather financial
tools to avoid large amount of doubtful debt arst.ri

Both the banks are recommended to formulate antement the
sound and effective investment policy to increaskime of total
investment and loan & advances that helps to nexptired level
of profitability as well as social responsibilitfhe banks should

consider rural areas in making investment policy.

Keeping all these in consideration, the SCBNL ha&ssl|
performance than that of NSBL. SCBNL seems lower
creditworthiness than NSBL. Therefore, in the fat@head, the
SCBNL should improve its weaknesses by adoptingrthevative
approach to recover their bad loans. In the lightgoowing

competition in the banking sector both bank shdagdcustomer
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oriented. It should strengthen and activate itslilegn and recovery

function as it is an effective tool to attract apthin the customers.

For this purpose, it is recommended to form a sframedit
recovery department in its central level, which Isleaith the
default credit customers and take necessary attioacover their
non performing loan.
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Appendix |

Trend analysisof Total Deposit of SCBNL and NSBL

(Rs. in Millions)
Y ear (x) SCBNL NSBL
2007/08 29743.9 13715.4
2008/09 35871.8 27957.2
2009/10 35182.7 37896.3
2010/11 37999.2 42415 .4
2011/12 35965.6 53337.1
Let trend line be
Y=a+b X, 0]
Where x = X - Middle year
Here,
N
oo Z XY
= Z =
SCBNL
a =34952.64 a = 35064.28
b =1457.08 b =9370.16
Where as

Yc = 34952.64 + 1457.08 X of SCBNL
Yc = 35064.28 + 9370.16 X of NSBL
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Appendix I
Trend line of Total Loan and Advance of SCBNL and NSBL

(Rs. in Millions)
Year (x) SCBNL NSBL
2007/08 13355 12574.9
2008/09 13118.6 15465.2
2009/10 15932.2 17887.2
2010/11 17698.2 21657.1
2011/12 18376 26403.8

Let trend line be

Where x = X - Middle year

Here,

Y

a=4“=——
N

b:ZXY
PRS

SCBNL NSBL

a=15696.0 a=18797.64

b=1462.16 b = 3384.97
Where as
Yc =15696.0 + 1462.16 X of SCBNL
Yc=18797.64 + 3384.97 X of NSBL
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Appendix I11
Trend Lineof Total | nvestment between SCBNL and NSBL

(Rs. in Millions)
Year (x) SCBNL NSBL
2007/08 8146.1 3093.6
2008/09 10007.3 3306.6
2009/10 8540 4313.3
2010/11 9965.8 5574.8
2011/12 7871.2 4560.7
Let trend line be
Y=a+bX oo, ()
Where x = X - Middle year
Here,
N
b_ZXY
= S
SCBNL NSBL
a = 8906.08 a=4169.80
b=-59.13 b =520.24
Where as

Yc = 8906.08 + (59.13) X of SCBNL
Yc =4169.80 + 520.24 X of NSBL
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Appendix IV
Trend Analysis of Net Profit between SCBNL and NSBL

(Rs. in Millions)
Y ear (X) SCBNL NSBL
2007/08 818.92 247.77
2008/09 1025.11 316.37
2009/10 1085.87 391.74
2010/11 1119.17 464.56
2011/12 1168.97 480.1
Let trend line be
Y=a+bX o, )
Where x = X - Middle year
Here,
b:ZXY
2%
SCBNL NSBL
a=1143.61 a=380.11
b=179.42 b=61.29
Where as

Yc =1143.61 + 179.42 X SCBNL
Yc=380.11 + 61.29 X NSBL
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