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CHAPTER-1
INTRODUCTION

1.1 Background

Nepal is considered as one of the least developed countries by the international economics
standards. The predominance of agriculture and dependence on international trade (import)
for basic needs have fostered a chronic and perennial unfavorable balance of payment
position. Nepal lags behind in terms of GDP growth and commercial and industrial growth in
comparison to its two great neighbors, China and India and many other developed countries.
In fact, the commercial sector of Nepal is very fragile.

Nepal has a lot of constraints and opportunities. Unemployment is said to be the biggest
problem of the country. Most of the people of the nation are engaged in traditional type of
agriculture. The productive activity is the result of the investment venture in productive
active enterprises. The process of the economic development depends upon various factors.
However economists are now convinced that capital formation and its proper utilization plays
a paramount role in rapid economic development. Hence, investment portfolio is one such
tool to help proper utilization of resources.

For strengthening the economy of any country both the private and public sector should play
a key role. Both private and public sector have been contributing to our nation. Integrated
development of the country is possible only when competitive banking service reaches nook
and corners of the country. Commercial banks occupy an important place in the framework of
every economy because they provide capital for the development of industry, trade, business
and other resource deficit sectors by investing the saving collected as deposits. Economic
activities of a country are greatly influenced by the commercial banking business of the
country.

Banks are an essential part of the business activities which are established to safeguard
people’s money and thereby using the money in making loans and investments. There are
several commercial banks operating inside and outside the valley. Every bank invests its
money in some profitable financial sector, which may result in profitable business in the long
range. An investment is the commitment of money that is expected to generate additional
money. However, every investment entails some degree of risk, which calls for at present
certain sacrifice for future uncertain benefits.

The network of a well- organized financial system of the county has great bearing in capital
formation. It collects scattered financial resources from the masses and invests them among
those engaged in commercial and economic activities of the country. It has been well
established that the economic activities of any country can hardly be carried forward without
the assistance of financial institutions. Financial institutions have catalytic role in the process
of economic development and commercial banks play a key role in the financial system. An



important factor in the development in the country is the mobilization of domestic resources
and their investment for productive use to the various sectors. In this connection, commercial
banks formulate sound investment policy to maximize quality of investment and contribute to
the economic growth of a country.

A portfolio is usually defined as combination of assets. It is a collection of securities.
Portfolio provides the highest possible return for any specified degree of risk. The portfolio
that provides the highest rate of return with least possible among of risk is the real investment
portfolio. Portfolio simply represents the practice among the investors of having their funds
in more than one asset. Successful formulation and effective implementation of investment
policy is the prime requisite for the successful performance of banks. Good investment policy
has a positive impact on economic development of the country and vice versa. A good
investment policy attracts both borrower and lenders, which helps the investment operation of
the banks to be efficient and profitable by minimizing the inherent risk. A key factor in the
development in the country is the mobilization of domestic resources and their investment for
productive use to the various sectors by commercial banks. Investment portfolio is one which
the income or profit of the bank depends upon directly to minimize risk. A bank must
diversify its investment on different sectors, which is known as portfolio investment.
Investment portfolio means to reduce risk and distributes the investment in different sectors
by means of risk. Portfolio analysis considers the determination of future risk and return in
holding various blends of individual securities.

1.2 Statement of the problems

Commercial banks are the backbone of the Nepalese economy. Nepal has been listed among
the least developed countries. Nevertheless, the establishment of the commercial bank in this
sector has paved the way for the building up of Nepalese economy. Its investment ranges
from small-scale cottage industries to large industries in making investment in loans and
government securities. One may always wonder which investment is better. It can be
hypothesized that bank portfolio variables like loans, investment, cash reserve, deposit and
borrowing affects the national income .The government policy affecting these functions, such
as, the effect of an interest rate on the bank portfolio variables is of great concern. Hence,
during money and credit monitoring process, the central bank has to keep a close eye on bank
portfolio behavior. The investment planning of the commercial banks in Nepal is heavily
dependent on the rules and regulation provided by the central bank. Thus the composition of
asset portfolio of the banks is governed by the central bank policy.

At present, Nepalese commercial banks appear incapable to invest their funds in more
profitable sector influenced by risk. They seek more interest in investment in less risky and
liquid sector, such as treasury bills or government securities, development bonds, National
saving, Shares & Debenture etc. This is due to weak investment policy of commercial banks
and absence of portfolio management. Nepalese commercial banks have yet to formulate
their investment policy in an organized manner. They pay less attention to portfolio



optimization but just rely upon the instruction and guidelines of Nepal Rastra Bank (NRB).
Furthermore, they lack their own clear vision towards investment portfolio and disregard
towards proper matching of deposit and investment portfolio. It leads to financial problem
enforcing commercial banks to take wrong decisions.

Most of the commercial banks invest their resources in the limited area to achieve the highest
amount of profit. Under the prevailing economic situation in the country, the financial
investment is insignificant particularly in the agriculture, industrial and other productive
sectors, which is quite unsatisfactory to meet the economic growth of the present period.
They hesitate to invest in long term projects and intend to adopt conservative loan policy.

Furthermore, there are several problems associated with resources mobilization by
commercial banks in Nepal. The most critical problem is poor investment climate prevailing
in Nepal due to heavy regulatory procedure, uncertain government policy, and the portfolio
analysis between various types of investment made by commercial banks is the most
prominent topic, which helps to minimize risk by diversifying total risk to different sectors.
But portfolio management activities of Nepalese commercial banks are in an initial stage. The
underlying reasons behind the non adoption of such activities by commercial banks are
unawareness about portfolio management and its utility, hesitation of taking risk, lack of
proper techniques to run such activities in the best manner, less developed capital market,
very limited opportunity for exercising the portfolio management. Nepal Rastra Bank (NRB)
has also played a key role to make commercial banks as well as financial institutions to invest
their funds in good sector, which affect the investment portfolio. NRB has imposed many
rules and regulations so that commercial banks can have sufficient liquidity and security.
Banking competition is gradually increasing but investment opportunity is insufficiently
extended. Now, commercial banks have to compete with each other and many financial
institutions too.

With this background, the present study will attempt to analyze investment of commercial
banks, portfolio analysis of commercial banks in their investment, return on various types of
investment, portfolio risk and return. Thus, this study will concentrate on the following
iSsues.

e How far have commercial banks been able to transfer monetary resources from
savers to users?

e What is the trend of investment in different assets by commercial banks?

e How do commercial banks analyze their risk and return through portfolio
diversification?

e Whether or not commercial banks effectively utilize portfolio concept in their
investment to minimize risk and maximize return?

e Which bank has the largest degree of financial risk under portfolio risk?

e Is investment portfolio oriented toward objectives of profit maximization?



1.3 Focus of the study

Nepal’s modern banking history started with the establishment of Nepal Bank Ltd. in 1936.
However, Nepal Rastra Bank was set up as the central bank of the country in 1956. The study
will focus on portfolio analysis on investment of selected commercial banks in Nepal. This
study is oriented to describe the minimized risk and maximized return by portfolio
management and the existing situation of portfolio management of commercial banks in
Nepal. During the study period 26 commercial banks have been established.

However, the study is concentrated on five commercial banks namely, Nepal Investment
Bank Ltd, Nabil Bank Ltd, Standard Chartered Bank Ltd, Everest Bank Ltd and Himalayan
Bank Ltd .The study will analyze the financial performance of the banks, their risk, return,
trend, and portfolio pattern etc

The study will focus on:

e Prevalent position of portfolio management of Nepalese commercial banks
e Comparative investment portfolio analysis of commercial banks.

e Loans and advance portfolio analysis of commercial banks.

e Risk and return analysis of commercial banks in Nepal.

1.4 Objectives of the study

The general objective of the study is to identify the current situation of investment portfolio
of commercial banks in Nepal. The specific objectives are;

e To analyze the current situation of the portfolio management of commercial
banks.

e To evaluate the financial performance of commercial bank investment
strategies.

e To see the trend of investment in different portfolios.

e To analyze the way commercial bank management of risk and return on
investment through portfolio concept.
e To recommend the appropriate measures for adoption

1.5. Importance of the study

The study will equip shareholders to get information for making decision in order to make
investment on share of various banks.

e The study will provide existing situation of portfolio analysis on investment of
commercial banks in Nepal.

e The study will assist the bank management to dig out the fact for comparative
profitability situation with their competitors.



The study will help commercial banks minimize risk on investment and maximize return
through portfolio analysis.

The study will furnish information to the bank management to undertake appropriate
collective action for improvement.

1.6. Limitation of the study

e This study merely concentrates on factors related to investment portfolio
analysis and ignores other financial analysis of these banks.

e Out of the total existing commercial banks, only five commercial banks are
selected for study and analysis.

e The study covers data a period of eight fiscal years.

This research is based on secondary source of data .Hence the result is dependent on the
reliability of secondary data.

1.7 Organization of the study

The study consists of five chapters. The first chapter begins with introductory background,
statement of the problem, focus of the study, and objective of the study, importance and
limitations. The chapter two deals with literature review. The chapter three describes research
methodology. The chapter four encompasses the presentation, analysis of data, and major
findings of the study. The chapter five includes the summary of the study, conclusions and
recommendations.



CHAPTER-2
REVIEW OF LITERATURE

This chapter focuses on the review of literature, research studies and other pertinent
prepositions in the related field study, textbooks and reference books relevant to the
investment portfolio analysis of commercial banks in Nepal particularly different journals,
Article, Annual reports and some research paper related with this topic .This chapter is
arranged into the following manner;

Conceptual Review.

Review of Legislative provision.

Review of Related study:
e Review of International Journals and Articles.
e Review of Nepalese Journals and Articles.
e Review of Thesis

2.1 Conceptual Review

Conceptual Review provides the fundamental theoretical frame work and foundation to the
present study. Hence books, research paper etc. dealing with theoretical aspects of investment
and portfolio analysis are taken into consideration.

2.1.1 Definition of Investment

Investment usually means the sacrifice of the current money for future money. The sacrifice
takes place in the present and the reward comes later, if at all, and the magnitude is generally
uncertain. However, Shrestha (2002) describes investment as utilization of saving for
something that is expected to produce profit or benefits. Investment is employment of funds
to achieve added income or growth in value. It involves the commitment of resources put off
from current consumption with hope of capitalizing some benefits in future. It includes both
real asset and financial asset .Real asset investment denotes the tangible assets like building,
land, machinery, factory and the like. On the other hand, financial asset investment indicates
papers representing an indirect claim to real asset held by someone else. .Nevertheless, real
asset is less liquid than financial asset.

“Investment is any vehicle into which funds can be placed with the expectation that will
preserve or increase in value and generated positive returns.” (Gitman & Joehnk;1990:265)



“Investment is the current commitment of funds for a period of time to derive a future flow
of funds that will compensate the investing unit for the time funds are committed, for the
expected rate of inflation and also for uncertainty involved in the future flow of the
funds. ”(Frank & Reilly; 1972:299)

The above definitions infer that an investment is the allocation and mobilization of funds for
a certain time period to acquire some extra benefit or extra attachment with mobilized fund.

2.1.2 Investment Uncertainty Source

Any investment involves uncertainty making future investment risky. Following are the
sources of uncertainty contributing to investment risk. (Elton &Gruber; 2001:13-17)

Interest rate risk

It is the potential variability of return caused by changes in the market interest rates.
Investment’s present value varies inversely with changes in the market interest rate. In other
words, if market interest raises then the investment’s present value (PV) falls.

PV of investment = ———
Interest rate

Thus, the investment rate risk affects the prices of securities like stocks, bonds, real estate,
gold, and other investments well.

Purchasing power risk (Inflation risk)

It is the variability of return an investor suffers due to inflation. The rate of inflation is
measured by consumer price index

CPI,- CPl, 4
CPrq

Rate of inflation=

Where,
CPIi= consumer price index in period t,
CPli.1= consumer price in index in period t-1

When inflation takes place, financial assets such as stock, bonds, etc. may lose their ability to
command the same amount of real goods and services they did in the past.



Market Risk

It is the risk that arises from the variability in the market return from alternating bull and
bear market forces. When a security index rises fairly consistently from low point, this
upward trend is called bull market, but when the security index declines from peak point to
the next trough it is called bear market. During bearish period the price of the stocks falls but
in the bullish market that usually raises enough to compensate for the bear market loses. Thus
the alternating bull and bear market forces generate a perennial source of investment risk.

Default Risk

Default risk is that portion of investment’s total risk resulting from changes in the financial
integrity of the investment. In other words, default risk is the variability of return that
experience as a result of changes in the credit worthiness of a firm in which they invested,
Investors losses from default risk usually result from the securities prices falling as the
financial integrity of a firm weakens. So, by the time bankruptcy occurs, the market prices of
the firm’s security will already have declined to near zero.

Liquidity Risk

It is variability of return which results from price discounts given or sales commission paid to
sell the asset without delay. Perfectly liquid assets are highly marketable and suffer no
liquidation costs but liquid assets are not readily marketable. Hence, liquid assets required
large price discounts and sales commissions to affect a quick sell.

Call- ability Risk

The portion of a security’s total variability of return that derives from the possibility that
issue may be called is the call-ability risk. Call-ability risk commands a risk premium that
comes in the form of slightly higher average rate of return.

Convertibility Risk

It is that portion of the total risk of return from a convertible bond or a convertible preferred
stock that reflects that possibility that investment may be converted into the issuer’s common
stock.

Political Risk

It 1s the risk that caused by changing in the political environment that affect the asset’s
market value. It arises from the exploitation of a politically weak group for the benefit of a
politically strong group to improve their relative position increasing the variability of return
from the affected asset. Regardless of whether the change causing political risk is sought by
economic interest, the variability of return is called political risk.



Industry Risk

Industry risk is the variability of return caused by events affecting the products and firms by
up an industry. The stage of the industry’s life cycle, international tariffs, quotas, taxes, labor
union problem, environmental restrictions, raw material availability and similar factor
interact and affect all the firms in an industry simultaneously. As a result of these
commonalities the price of the securities issued by competing firms tends to rise and fall
together.

Total Risk=Interest rate risk+ purchasing power risk+ Market risk+ Management risk+
Default risk+ Liquidity risk+ Call-ability risk+ Convertibility risk+ Political risk+ industry
risk+ Other risk factors.

2.1.3 Investment alternatives

“In the market, a wide range of investment alternatives likes, common stocks, preferred stock
and bank as financial assets are available to an individual investor” (Chene &Moses; 1995:8).
Commercial bankers, investment bankers and brokers provide the financial manager with the
detailed information on each of the forms of investment listed. The financial manager
maintains these characteristics and follows the principle of making investment selections that
maturities yields and risks appropriate to the firm. There are various alternatives for investors
and financial institutions as mentioned below.

1. Equity Security
a. Common stock
b. Preferred stock
2. Debt Securities
a. Short term debt securities.
i.  Negotiable certificate of deposit
ii.  Commercial paper
iii.  Bankers acceptance
iv.  Treasury bills
b. Intermediate and long term debt securities
i. Treasury notes
ii. Treasury bonds
iii. Saving bonds
iv. Agency securities
V. Municipal securities
vi. Corporate bond
3. Derivative Securities
a. Option
b. Common future
c. Financial future
d. Options on future



e. Rights
f. Warrants
4. Hybrid Securities
a. Convertible preferred
b. Convertible bonds
5. Real assets
a. Precious metals
b. Real estate
c. Collectibles
6. International Investment
a. Multinational corporation
b. Foreign stocks traded on local exchange
c. American depository Receipts
7. Other Investment Alternatives
a. Pension funds
b. Mutual funds
c. Closed end companies

2.1.4 Portfolio Analysis

“A portfolio simply represents the practice among the investment of having their funds in
more than one asset. The combination of investment asset is called a portfolio.”(Western
&Brigham; 1982:245).1f the investor holds a well diversified portfolio, then his concern
should be the expected return and risk of the portfolio rather than individual assets or
securities. The portfolio theory provides a normative approach to the investors’ decision to
investment in assets or securities.

Most financial assets are not held in isolation, rather they are held as parts of portfolios.
Portfolio analysis considers the determination of future risk and return in holding various
blends of individual securities. Portfolio Risk Analysis is the process of measuring and
assessing the portfolio exposure to market risk. Financial Portfolio offers three views on risk
allowing us to compare our portfolio to market portfolio in terms of Risk-adjusted Return,
Value at Risk and Market Risk Exposure. The portfolio of asset usually offers advantages of
risk reduction through diversification. A stock or securities held, as a part of a portfolio is less
risky than the same stock held in isolation. Thus Portfolio analysis helps develop a portfolio
that had the maximum return at whatever level of risk the investor deems appropriate.

2.1.5 Objective of Portfolio Analysis

The objectives of the portfolio analysis are to analyze different individual assets and delineate
efficient portfolio. Hence the portfolio manager’s task is to select the investment weights
resulting in the dominant investments, analyze the risk, return data describing each



investment candidate and determine what the assets to buy what to neglect and what to sell
short. The primary objectives of the portfolio management are;

e Minimization of Risk
e Maximization of Profit

The secondary objectives are:

e Regular return

e Stable income

e Appreciation capital

e Liquidity

e Easy marketability

e Safety of investment

e Tax planning:-capital gain tax, income tax, and wealth tax

2.1.6 Portfolio Risk and Return

“Portfolio analysis considers the determination of future risk and return in holding various
blends of individual securities. “Each asset’s expected return and risk, along with the
expected return and risk for other assets and their interrelationships are important inputs in
portfolio selection. In order to construct efficient portfolios the investor must be able to
qualify the portfolio’s expected return and risk.”(Cheney & Mosses; 1992:651)

2.1.6.1 Portfolio Return

“The portfolio return is the weighted average expected return of the individual stocks in the
portfolio. The weights are the proportion of the investor’s wealth invested in each stock. The
asset and the sum of the weights must be equal to one.” (Cheney Mosses; 1992:652). The
portfolio return is determined by the following equation.

Rp= W1iK1+WoKo+............... +WnKn
Where,

Re= Portfolio expected return.

W= weight of investment invested in stock1.
W>= weight of investment invested in stock2.
K1= Expected return for stock 1

K>= Expected return for stock 2

2.1.6.2 Portfolio Risk

“Portfolio risk is measured in terms of standard deviation and variance. It is affected by the
variation of the return as well as covariance between the return of the individual assets
included in the portfolio and the respective weights.”(Pradhan;2000:295)



Variance (cp?) of portfolio
op=) Y xiXjCovi;

Taking the square root of both sides the risk of the portfolio in term of its standard deviation
is ;( Francis2003:236)

Where,

Covij=Covariance between securities | and j

Covij=ciojpij

Xi=weight of security i

Xj=weight of security j

Portfolio Risk In case of two assets

The variance of return for two asset portfolio is given by variance (cp) 2

Pp’=Xa2X op%+ Xg?X 082+2XaXC0VAB

op= VXa”x 64"+ XX 68" +2XaXsCoVaB

op=y/ Xa’x 0a°+ Xp?X 08°+2Xa’xXBX0AX0BXPAB

where ,

A and B are two securities held in a portfolio.

Xa,Xg=weights of securities A and B

oa, og=Standard deviation of A and B

Covas=Covariance between securities A and B

The covariance is related to correlation coefficient as shown in the equation
Covas= paB 0A, 0B,

Where pag =Correlation coefficient between A and B

Covag = Correlation coefficient between A and B



2.1.7 Diversification of Risk

Diversification is the one prominent means to control portfolio risk. Investments are made in
a wide variety of assets so that exposure to the risk of any particular securities is limited.
Diversification of portfolio helps minimize risk. If investors invest their fund in more
securities, they can reduce risk and maximize the return. However, even with large number of
stocks, investors fail to avoid risk altogether, since virtually all securities are affected by the
common micro economic factors.

Followings are diversification techniques for reducing a portfolio risk.
2.1.7.1 Simple Diversification

Simple diversification can be defined as “not putting all the eggs in one basket” or “spreading
the risks.” (Francis; 2003:228) It is the random selection of securities that are added to a
portfolio. Simple diversification reduces a portfolio’s total diversifiable risk to zero and only
the non- diversifiable risk remains.

2.1.7.2 Superfluous Diversification

Under simple diversification, maximum risk reduction is achieved through inclusion of 10-
15 assets in the portfolio. If we add further more assets in the portfolio, such diversification is
called superfluous diversification and should be avoided. The investor finds it impossible to
manage the asset on his portfolio, because the management of a large number of assets calls
for knowledge of liquidity of each investment return, tax liability and thus becomes
impossible without specialized knowledge. Superfluous diversification usually results in the
following portfolio management problems.

e Impossibility of good portfolio management
e Purchase of lackluster performers

e High search costs

e High transaction costs

Although more money is spent to manage a superfluously diversified portfolio, there will
most likely be no concurrent improvement in the portfolio performance. Thus, superfluous
diversification may lower the return the net return to the portfolio owners after the portfolio
management expenses are deducted.

2.1.7.3 Diversification across industries

Diversification can also be experienced by combining securities from different industries. It
is certainly better to follow this advice than select all the securities in a portfolio from one
industry. Nevertheless empirical research has demonstrated that diversifying across industries
is worst than simply selecting securities randomly.



2.1.7.4 Simple Diversification across Quality rating categories

Diversification of portfolio is also possible across quality rating assets or securities. Different
rating agencies rate different companies and their assets based on possibility of default risk.
In this technique, assets are selected randomly from the homogeneous quality rating. The
standard deviation of portfolio of different homogeneous quality rating attained different
level of risk. The highest quality portfolio randomly diversified stocks are able to achieve
lower level risk than simply diversified portfolio of lower quality stocks. It indicates default
risk is a part of total risk. The higher quality portfolios contain assets with less default risk.

Thus portfolio managers can reduce portfolio risk to levels lower than those attainable with
simple diversification by not diversifying across lower quality assets.

2.1.7.5 Markowitz Diversification

“Markowitz Diversification may be defined as combining assets which are less than perfectly
positively correlated in order to reduce portfolio risk without sacrificing portfolio return.”
(Weston & Brigham; 1987:194) It can sometime reduce below the un-diversifiable level.
There is a nature trade- off between risk return in the market but at any given level of
expected return. Markowitz diversification can reduce risk more than simple diversification.
Applying diversification to a collection of potential investment assets with a computer is
Markowitz portfolio analysis. It is a scientific way to manage a portfolio and its results are
quite interesting. Since, Markowitz portfolio analysis considers both the risk and return of
dozen and hundreds of different securities simultaneously; it is a more powerful method of
analyzing a portfolio than using intuition. It is more analytical than simple diversification and
considers assets correlation or covariance in portfolio formation. It shows that lower the
correlation between assets, the more that diversification will be able to reduce the portfolio
risk.

2.1.8 Covariance, Correlation Coefficient and Portfolio Risk

“Portfolio Risk can be measured by using covariance of return securities in portfolio.
Covariance is a statistical measure of the relationship between two random variables. A
positive value for covariance indicates that the securities returns tend to move in the same
direction and the negative value indicates that returns of two securities move in opposite side.
If the value of covariance is zero, The square root of the coefficient of determination is called
Correlation Coefficient (p). It is defined as the covariance between dependent there is little or
no relationship between the returns for two securities.”(Sharp, Alexander& Bailey;
2001:180).and independent variables divided by the product of their standard deviation
(Weston & Copeland; 1992:372).

Cov(r; 1j)

py=
01.0;j



where ,

py = Correlation Coefficient between securities i and j
Cov(ri rj))= Covariance of return between securities i and j
oi = standard deviation of return for security i

oj= standard deviation of return for security j

Correlation Coefficient always lies between -1 and +1

A value of -1 represents perfect negative correlation and a value of +1 represents positive
correlation.( Sharp, Alexander &Bailey;2001:180). If the correlation is perfectly positive
(+1), the portfolio cannot reduce any level of risk. On the contrary, if the correlation is
perfectly negative (-1), the proper combination of the two securities can reduce unsystematic
risk upto zero. Hence, the positive correlation between securities return is not so beneficial
and vice-versa. A zero coefficient means two variables are unrelated to each other. Hence
changes in one variable are independent of changes in the other. On the other hand, when
securities in a portfolio are perfectly negatively correlated, all risks can be diversified away.
When securities are perfectly positively correlated, diversification does not do good
whatsoever. In the typical case, correlation among individual stocks is positive but less than
+1, some, but not all risk can be eliminated (Weston&Brigham; 1992:127).

2.2 Review of Legislative Provisions

This section reviews the legislative framework for the smooth operation of commercial
banks. The legal provision poses a significant impact on the establishment of commercial
banks, their mobilization and utilization of resources. In Nepal, Nepal Rastra Bank (NRB) as
a bank directs the banks and other financial institutions. Plans, policies, directions, rules and
regulations from NRB are the major guidelines to operate the commercial banks. To allocate
and mobilize the deposits collected by commercial banks in different sectors as well as
various areas in the country, NRB formulates fundamental rules, regulations, directions,
policies, etc. With this purpose in view Government of Nepal formulated Commercial Bank
Act (2031)1974. All the commercial banks have to conform to the legislative provisions
specified in the Act and its rules and regulations formulated to facilitate smooth running of
the commercial banks. Nevertheless, these directions have direct or indirect impact on
making decision to mobilize the bank deposits in various sectors in the nation. Hence, NRB
Rules regarding Fund Mobilization of Commercial Bank is briefly described below:

2.2.1 Directive No: 19 Provision for Credit to Priority Sector

NRB requires commercial banks to extend loans and advances amounting at least to 12% of
their total outstanding credit to priority sector including the deprived sector. In this
connection NRB has included Agriculture sector, Cottage and Small industry sector, Service
oriented sector and Cooperative sectors as the priority sector for investment. This provision is
totally based on the objective associated with living standard enhancement of people residing
in the remote and the rural areas.



2.2.2 Directive No: 19 Provision for Investment in Deprived Sector

Commercial banks are compulsorily required to extend their credit and investment in the
deprived sector such as Cooperative institutions and the rural banks that are licensed through
NRB. The new provision obligates the commercial banks to invest 0.25% of the total loan
and advances to the deprived sector.

2.2.3 Directive No: 19 Provision for Investment in Productive Sector

Nepal, being a developing country needs to develop infrastructure and other primary
productive sectors like agriculture, industry etc. For this, NRB has directed commercial banks
to extend at least 40% of their credit to the productive sectors like agriculture sector and
industrial sectors.

2.2.4 Directive No: 18 Bank Rate and Re-lending

Due to decline in liquidity situation and persistent sluggishness in the economy, NRB revised
the bank rate, re-lending rate and the mandatory Cash Reserve Ratio (CRR) to provide
further flexibility to the monitory policy in FY2005/06.The bank rate of 6.25% has been
continued under the monitory policy for FY2006/07.So does the export credit refinancing rate
of 3.5% and sick industry refinancing rate of 1.5%.To facilitate cottage and small scale
industries promotion ,refinancing rate for the loans provided to these industries has been
fixed at 3.5% Mandatory cash reserve ratio at 5% has also been retained.

Table: 2.1
Bank Rate, Refinancing Rate, and Mandatory Cash Reserve Ratio
(In percent)

Instrument 2004/05 2005/06 2006/07
Bank Rate 5.5 6.25 6.25
Refinancing Rate Export | 3 3.5 3.5
Credit* (in domestic Currency)

Sick Industries Small and | 1.5 1.5 15
cottage

Industries

Small and cottage Industries** 35
Mandatory Cash Reserve 6 5 5

Ratio

*Such rate also applies to refinancing made available to rural development banks and
agriculture loans.

** Started since FY2006/07

Source: Economic Survey 2006/07




2.2.5 Directive No: 1 Provision of Capital Fund
Minimum Capital Requirements:

Unless a higher minimum ratio has been set by Nepal Rastra Bank for an individual bank
through a review process, every bank shall maintain at all times, the capital requirement set
out below:

a. A Tier 1 (core) capital of not less than 6 per cent of total risk weighted exposure;
b. A total capital fund of not less than 10 per cent of its total risk weighted exposure.
The Capital Adequacy Ratio (CAR) is calculated by dividing eligible regulatory capital by

total risk weighted exposure. The total risk weighted exposure shall comprise of risk weights
calculated in respect of bank's credit, operational and market risks. The methodologies to
calculate RWE for each of these risk categories are described in detail in NRB Capital
Adequacy Accord, 2008.

Core Capital:

Paid up capital; Share Premium; Non-redeemable Preference Share; General Reserve;
Retained Earning

Supplementary Capital:

General Loan Loss Provision for pass loan only ; Exchange Equalization Reserve ; Asset
Revaluation Reserve ( not exceeding 25 % of core capital ); Hybrid capital instruments (that
posses character of both debt and equity simultaneously; Subordinated Term Debt.

2.2.6 Directive No: 2 Loan Classification and Loss Provision

To enhance the quality of assets of commercial banks, NRB has directed commercial banks
to classify their outstanding loan and advances, investment and other assets into six
categories. The classification is done in two ways. The loans exceeding 10 million are
classified as debt serve charge ratio, repayment situation, financial condition of the borrower,
management efficiency, quality of collateral. However, the loans not exceeding 10 million
have been classified as per maturity period.

Furthermore, NRB has directed commercial banks to maintain certain reserve for loans so
classified .Credits and purchase of bills by commercial banks have been classified as good,
average, substandard, doubtful and poor for the purpose of adequate provisioning. The
existing loan loss provisioning is as follows.



Table 2.2
Loan classification and loan loss provision

Loan category Loan Loss Provisioning (LLP) (in % of
overdue loan)

Pass 1
Substandard 25
Doubtful 50
Loss 100

Source: NRB Directives Manual, 2007 Edition

Loan loss provisioning has affected banks capability to extend loans and made the risk averse
in issuing newer loans, particularly to the private sector and priority sector where loan default
is pretty high.

2.2.7 Directive No: 3 Provision for the single Borrower Credit Limit

NRB has issued the following directives to commercial banks for lending.NRB has barred an
individual, firm , company or group of companies the single borrower credit limit at 25% of
the primary capital in case of fund based credit and 50% of the primary capital in case of
non- fund based credit, such as letter of credit, guarantee, commitment etc

In case of consortium financing, NRB have allowed commercial banks to extend an
additional 10% credit above the limit. However, Nepal Oil Corporation and Agriculture Input
Corporation for import of petrol, diesel, kerosene, fertilizer and food stuffs have been
removed from the restriction of single borrower credit limit.

Besides this, following the BASEL Il Capital Adequacy Accord, NRB has directed
commercial banks to maintain at least 8% Capital Adequacy Ratio (CAR) of their risk
weighted assets (RWA) and off balance sheet transaction, for instance letter of credit, letter
of acceptance, bonds ,guarantee etc. They are further required to classify their capital
requirement into: core capital (Tier 1) and supplementary capital (Tier 2) and maintain at
least 4% of their total capital in the form of core capital.

According to the provision, risk weighted assets (RWA) should be calculated by classifying
assets and giving different weights as presented below.




Table 2.3
Allocation of Risks Factors

(In Percent)

S.No Assets weight
1 Cash balance 0
2 Bank balance with
NRB* 0
Other domestic bank** 20
Foreign bank 20
3 Call deposit 10
4 Investment:
Government papers 0
Share and debenture 50
Other investment 50
5 Loan and advances 100
6 Fixed Asset*** 100
7 Contingent Liabilities
Fully secured three month letter of credit 20
Commitment of more than a year 50
Letter of acceptance, simple commitment and other letter of | 100
transactions
Source: NRB 2008
*
ECA risk | 0-1 2 3 4-6 7
score
Risk 0% 20% 50% 100% 150%
weights

Source: NRB Capital Adequacy Framework 2007, (Updated July 2008)

**

ECA  risk | 0-1 2 3-6 7
score
Risk weights | 20% 50% 100% 150%

Source: NRB Capital Adequacy Framework 2007, (Updated July 2008)

*** As per the NRB Capital Adequacy Framework 2007 , (Updated July 2008) if all the
criteria mentioned in the product paper approved by Board of Banks are fulfilled then under
Claims on Regulatory Retail Portfolio RWE, Claims under Residential Properties RWE and
Claims secured by commercial real estate RWE are 75%,60% , and 100% respectively




2.2.8 Directive No: 15 Directives regarding Interest Rate Spread

The interest rate spread , the difference between interest charged on loan and advances and
the interest paid to the depositors , has widened significantly in the aftermath of deregulation
in interest rates which has caused financial intermediation. Hence, NRB directed commercial
banks to limit interest rate spread between deposits and lending rated to a maximum extent of
5%.NRB has also provided commercial banks with a new calculation method of interest rate
spread for a certain period recently.

2.2.9 Directive No: 9 Guidelines for Investment in Stocks and Securities

Commercial banks are also required to minimize exposures to risk involved in investing the
deposits of the saver and other financial resources at their disposal in earning assets.

Statistical Information and reporting
Commercial banks are required to compile and submit their financial reports keeping in view:

e Nepal Rastra Bank Act

e Commercial Bank Act

e International Accounting System

e Nature and type of their respective transaction

e Directives of the Nepal Rastra Bank

e Monetary and Financial Statistics Manual 2000 of the IMF

2.2.10 Directive No: 21 Investment Management Regulation

A commercial bank formulating a written policy may decide to invest in shares and securities
of an organized institution. However, such investment is restricted to 10% of paid up capital
of the organization .However, the cumulative amount of such investment in all the companies
in which the bank has financial interest shall be limited to 20% of the paid up capital of the
bank .But the total amount of investment in share and securities of the organized institution is
restricted o 30% of the paid up capital of the bank.

Likewise, Commercial banks are not allowed to invest in any shares, securities, and hybrid
investment issued by any banks and financial institutions licensed by NRB. Where such
investment exists prior to issuance of this directive, such investment brought within the
restrictive limitation by the FY2003//04(2060/61). However, investments on rural
microfinance development banks’ share are free from such restriction.



2.2.11 Directive No: 13 Provision for Minimizing Liquidity Risk

Commercial banks are required to monitor their liquidity risk s. This is to minimize risk
inherent in the activities and portfolio of the banks. According to the regulation a gap found
between maturing assets and maturing liabilities on the basis of maturity period. Maturity
periods such as 0-90, 91-180,181-270,271-365 days and above one year are classified for the
purpose of checking.

2.3 Review of Related studies

This section is developed to review the major portfolio analysis related literature. For these
journals, articles, past thesis and legal provisions are reviewed. Different visions expressed
by selected scholars on portfolio analysis are considered.

2.3.1 Review of International Journals and Articles

Markowitz, (1952) in his study on “Portfolio Selection Module” establishes a relationship
between a portfolio’s expected return and its level of risk as the criterion for selecting the
optimum portfolio to find the efficient set of portfolios and select the most effective one. The
portfolio manager will need to know the expected returns and risk of these returns for the
individual securities.

Markowitz portfolio module is based on the following reasonable assumptions

e The expected return from an asset is the mean value of the probability
distribution of the future returns over some holding period.

e The risk of an individual asset or portfolio is based on the variability of returns
(standard deviation or variance).

e Investors depend solely on their estimates of return and risk in making their
investment decisions. This means that an investor’s utility (indifference)
curves are only a function of expected return and risk.

e Investors adhere to the dominance principle, that is, for only given level of
risk, investors prefer assets with the highest expected return to assets with
lower expected return, for the expected return, for assets with the same
expected return, investors prefer lower to higher risk.

The expected return of the portfolio is the weighted average of the expected returns of the
individual assets in the portfolio. The weights are the proportion of the investor’s wealth
invested in each asset and sum of the weights must be equal to one.” (Markowitz; 1952,
extract from Chenny and Mosses;1992:651)

Rp=R1X1+R2X2+R3X3. ..o, +RnXn



Where,

Rp=Portfolio expected return

Ri=Expected return for security 1

Ro= Expected return for security 2

X1=Weight of investment invested in security (stock) 1
X2=Weight of investment invested in security (stock) 2

According to Markowitz, the portfolio risk is measured by either variance or standard
deviation of returns. “The portfolio risk is affected by the variance of return as well as the
covariance between return of individual assets included in the portfolio and respective
weights” (Pradhan; 1992:250)

The variance of return from portfolio made up an asset is defined by the following equation:

Variance (6%p)= X12X 612+ X2?X 622+2X1X2Cov(r1r2)

op= 1/ X17x01+ X2*x62°+2X1X2Cov(rir2)

where op= standard deviation of portfolio rate of return

Cov(rirz2)= Covariance of returns between 1 &2

The covariance is related to correlation coefficient as shown in the equation
Cov(rir2)=p120162

p2=Correlation coefficient between the return of 1 and 2

Kane and Buser (1979) in the study, “Portfolio Diversification of Commercial Banks” deals
how a firm performs a useful function by holding a portfolio of efficiently priced securities.

According to them, it is rational for a firm to engage round of asset diversification on behalf
of its shareholder’s even when all assets are priced efficiently and available for direct
purchase by shareholders. As a way of testing their perspective empirically, they estimate
regression model designed to explain the number of distinct U.S. treasury and federal agency
debt held in a time series of cross section of large U.S. commercial bank .They interpret the
systematic pattern of the diversification observed for large U.S. commercial banks as
evidence that banks stockholders from a relatively uniform diversification clientele. For firm,
marginal benefits from diversification takes reduction in the equity funds offered by its
specific clientele of stockholders. To maximize the value of the firm, these benefits must be
weight against the explicit and implicit marginal cost of diversification.



Followings are their concluding remarks:

Even wealthy investors should be sensitive to administrative costs associated with selecting ,
evaluating, managing and continually keeping track of a large number of securities.

Either homemade of firm produced diversification reduces the variance of shareholder’s
portfolio return. If homemade of firm produced diversification bears inordinately high levels
of information risk. Some benefits of the firm produce diversification might not be
reproducible by individual investors acting on their own.

Investors with even modest resources, the stock of financial institutions should be relatively
less attractive than the stock of that avoid extensive diversification costs by engaging in
specialized activities.

Berger and Bodie ( 1985 )have presented and proved three propositions regarding “Optimal
Portfolio Selection in the winner-take-all Environments” as described below

Proposition 1

Any investor seeking to maximize the expected utility of his wealth will select a portfolio
which maximizes then probability of his winning the contest i.e. yielding the highest return.
This is so regarded of the investor’s attribute towards risk.

Proposition 2

If no short or buying on margin is allowed, then the probability of a portfolio of two or more
securities beating ever single security in the portfolio is zero,

Proposition 3

If there are more than two securities to choose from, one cannot select the optimal security.
Therefore comparison will be the best among the respective series of pair.

According to them, the single most important behavioral implication of the propositions
above is that an individual engaged in a winter-take-all investment contests will tend not to
diversify his portfolio, even if he is risk adverse. It is conjecture that is very highly positively
correlated so he approximates a single stock as closely as possible.

2.3.2 Review of Nepalese Journals and Articles

In this section it has been attempted to review some related articles published in different
economic journals, magazines, newspapers and other related books.

Shrestha, (1995) in her study “Portfolio Behavior of Commercial Banks in Nepal” had made
remarkable efforts to examine various portfolio behaviors of commercial banks in Nepal
particularly investment portfolio, liability portfolio and assets portfolio.



According to her, investment of commercial banks when analyzed individually, were
observed that Nepalese domestic banks invest on government securities, national saving
bonds, debentures and company shares. On study she found that the supply of bank credit
was expected to depend on total deposit, lending rate, lagged variables and dummy variables.
Likewise, demand of bank credit was assumed to be affected by national income, lending
rate, Treasury bill rate and other variables. The resources of commercial banks were expected
to be related with variables like total deposit, cash reserve requirement, bank rate and lending
rate.

Followings were her conclusions:

e The relationship of banks portfolio variables is found to be best explained by
log-linear equations.

e Demand of deposit for commercial banks in Nepal is positively affected by the
GDP from non agriculture, the deposit rate and lending rate of interest.

e The investment of commercial banks on government securities has been
observed to be affected by total deposit; cash reserve requirement, treasury bill
rates, and lending rates.

e The investment of commercial banks in share and securities is normal and
not found to have strategic decisions towards investment in share and
securities.

e The loan ratio has been found to increase with low recovery of loan.

Thapa, (2003) published an article “Managing a Banking Risk ”stating the subsequent
issues. Banking and financial service are among the fastest growing industries in the
developing world and are also emerging as cornerstone for the other developing and
underdeveloped nations as well. According to him, the primary function of a bank is trade
risk. Risk cannot be avoided by the bank but can only be managed. There are different types
of risk. Among them interest rate risk is one of the common risk the banks facing owing to
the volatility of the interest rate in the market.

Another risk banks commonly face is the trading risk or market risk. Banks have to
productively manage their excess liquidity by investing in various securities in foreign
currencies and in other assets like swaps, options etc.

Credit risk is another significant risk which the banks particularly in the under developed
country like Nepal because our financial system is mostly dependent on banks. Hence, it is
crucial that the bankers should manage such risks prudently since it not only hampers the
particular banks in concern but also badly affects the growth prospects of the entire economy.
Credit risks are of two types: diversifiable risk and un-diversifiable risk.

Off- bank risk, owing to the creation of contingent liabilities should be managed by a prudent
analysis of bank officials materializing such contingent contacts. Similarly, technological
changes are frequently faced by banks. Therefore, for the smooth operation banks should
adopt technological up-gradation from time to time.



Maintaining proper liquidity is the most difficult problem as the demand of cash is uncertain.
To avoid such risk, the central bank has initiated the regulation, whereby the banks need to
maintain reserve in their vault and a certain specified percentage of the total deposit with the
central bank.

He concludes that risk management of the banks is not only crucial for optimum trade- off
between risk and probability but is also one of the deciding factors for overall business
investment lending to growth of economy. Managing risk not only needs sheer
professionalism at the organizational level but appropriate environments also need to
develop. Some of the major environmental problems of Nepalese banking sector are under
government intervention, relatively weak regulatory fame, if we consider the international
standard, meager corporate governance and the biggest of all is the lack of professionalism,
The only solution to mitigate the banking risk is to develop the badly needed commitment
eradication of corrupt environment particularly in the disbursement of lending, and formulate
prudent and conducive regulatory framework.

2.3.3 Review of Thesis

Several thesis works have been conducted by several students in various aspects of
commercial banks. Those likely to relevant for this study are presented below.

Shahi, (1999) has conducted a research on “Investment Policy of Commercial Banks in
Nepal”. The primary objective of the study was to compare the investment pattern of Joint
Venture Banks. He has mainly compared the investment process of Nepal Bank Ltd, a semi-
government bank with more than 221 branches all over the country other Joint Venture Banks
concentrated in the urban areas.

He found out that Nepal Bank Ltd is affected by many government interference but Joint
Venture Banks are operating efficiently with good investment policy. The growth rate of
Joint Venture Banks is relatively more than that of Nepal Bank Ltd but the profitability
position of both are the same.

He concluded that commercial banks must mobilize the funds of those sectors yielding
optimal returns like purchase of shares, debentures of various institutions. The Joint Venture
Banks have to explore new sectors of investment with low level of risks. In case of recovery
of loans, the Loan Recovery Act should be efficiently implemented as soon as possible.
Hence, his study is basically focused on the investment policy of the commercial banks of
Nepal and unconnected with any factors like risk and return.

Pandey (Sijapati),(2000) has conducted a research work on“ Risk and Return Analysis of
Common Stock Investment”, which is partially related with this study. The primary objective
of her study was to analyze the risk and return and other relevant variables that help in
making decisions about the stock and investment in Insurance Companies. The secondary
objectives of her study were to understand and identify the problems encountered by



individual investors and Insurance Companies; to calculate risk and return of common stocks
and their portfolio and finally to analyze the volatility of different stocks and their companies
and other relevant variables that should be considered during deciding investments in stocks.

On the market capitalization based analysis she observed that the size of Nepal Insurance
Company (NIC) is the highest one. Expected return on the common stock of National Life
and General Insurance Company Ltd (NLGI) is maximum(65.39%) and that of Himalayan
General Insurance Company (HGI) is the lowest with the negative value. In overall industry
sector, the expected return of Finance and Insurance is the highest. The overall market
expected return is over 50%. National Life and General Insurance Company Ltd’s expected
return is the highest which is ultimate the standard deviation (risk) to be the highest and
Everest Insurance Company’s risk and return is the lowest one. The stock of National Life
and General Insurance Company is highly sensitive with the market owing to its degree of
beta coefficient .Furthermore, the stock of United Insurance Company (UIC) moves opposite
with the market due to its negative coefficient. She also observed lack of significant
difference between the portfolio return of Insurance companies’ stock and overall market
portfolio.

Hence she concluded that poor education and inadequate information source are the major
constraints for developing stock market in Nepal. On comparison of the risk and return of
different industries the Finance Companies and Insurance companies are the best owing to
their highest expected return with higher degree of risk. However, most of trading industries
have minimum return and maximum level of risk. Market sensitivity is calculated by beta
coefficient, which cannot be reduced by diversification. Due to lack of specific knowledge of
stock market general public invest their funds in different securities on the basis of
expectation and assumption rather than proper analysis. Thus, the proper selection of
portfolio approach is the suitable way to achieve success in the stock market.

Poudel, (2002) conducted a research on the topic “Liquidity and Investment Position of Joint
Venture Banks in Nepal.” The basic objective of his study was to evaluate liquidity and
investment position of Joint Venture Banks with special reference to Everest Bank Ltd (EBL)
and NABIL Bank Ltd . The other objectives of his study were to assess the factors affecting
customers’ withdrawal and to examine invest- liquidity policy of both banks.

He observed that the liquidity position of EBL is comparatively better than that of NABIL.
Nevertheless, EBL has been unsuccessful for fund mobilization on investment, as compared
to NABIL. Growth rate of investment of EBL has been recorded significantly higher than
NABIL’s. However, significant difference in mobilization has not been seen. Likewise,
growth rate of liquid funds of EBL is significantly high, while it is negative in case of
NABIL. It infers NABIL has accorded higher priority to profitability than liquidity. It has
utilized funds to investment in place of holding assets. Cash flow from operating activities of
NABIL is sound, since its profitability is higher than EBL. He observed further that the banks
lack constant and consistent liquidity on investment policy. There is absence of standard and
uniform rate or ratio for maintaining liquid assets by the commercial banks. A commercial
bank, at its own judgments may decide to maintain an appropriate level of liquid asset.



Shrestha, (2003) conducted a research work on “Portfolio Analysis on Investment of
Nepalese Commercial Banks” by using eight year data froom1994/95 to 2001/02. The main
objective of his study was to analyze, examine and interpret portfolio technique followed by
commercial banks in terms of investment strategies; to analyze the way the commercial banks
manage their risk and return on investment using portfolio concept and to find out trend of
investment in different sectors.

He found out that most of the commercial banks intended to invest in short term basis where
return is fixed. However, they hesitate to invest in long term government securities providing
regular constant returns. The total investment to total deposit ratio of selected banks showed
that Standard Chartered Bank Ltd (SCBL) is the most successful in utilizing its resources on
investment of the other commercial banks. Likewise, on the basis of return on total assets,
SCBL utilized its overall resources efficiently than other banks. To some extent, all
commercial banks are presumed to be interested in using their deposits for purchasing
government securities, although they yield less return. The risk and return on shares and
debentures are higher than other assets. The annual rate of return on shares and debentures of
the commercial banks indicates wide fluctuations ranging from 23.78% t0104.50%. These
fluctuations in returns are manifested primarily by the volatility the capital yield.

Finally he concluded that commercial banks appear incapable of investing their financial
resources in more profitable sectors. Nevertheless, most of the commercial banks are
interested to invest their funds in liquid and less risky sectors. Commercial banks are found
unable to apply a scientific approach for the investment diversification and portfolio
management.

Sharma, (2004) conducted a study on“Portfolio Management of listed Commercial Banks
and Insurance Companies in Nepal” which is also related with this study. The primary
objective of his study was to analyze the risk and return of the common stock of the
commercial banks and insurance companies. He has also analyzed the diversifiable and un-
diversifiable risk of common stock as well as portfolio return and risk.

Based on risk and return, he observed that the shares of all commercial banks are attractive
for investment compared to those of insurance companies. The conflicting political and
economic scenario has the adverse impact on economic activities of the commercial banks.
Therefore, insurance companies are unable to manage their portfolio effectively. The
researcher realized that risk per unit of return of market is considerably high. Hence, the
overall market return can be regarded as attractive in relation to its risk. He thus concluded
that the unsystematic risk of all the companies was high in comparison to total risk.

Poudel, (2005) in his research, “ A Comparative Study on Investment Behavior Adopted by
NABIL Bank Limited and Himalayan Bank Limited” had the primary objective to
comparatively analyze, examine, interpret and evaluate the total investment behavior of
NABIL and HBL. The study is mainly concentrated on whether or not both banks have been
successfully operating their collected funds as investment on various sectors, and several
alternatives. His secondary objectives were to comparatively present the investment behavior



of sample banks; to examine and interpret SWOT of both banks and to suggest for the best
performance in future.

He found out that the investment on share and debenture by both banks are considerably
lower as compared to the other alternatives. Likewise, both banks have retained unnecessary
cash and balance in comparison with the total investment, which they could invest in the
other productive alternatives. Based on current ratio analysis, HBL falls in the safe position
since NABIL has maintained more liquidity. Comparatively, NABIL needs to augment
deposit. Nevertheless, average total deposit position of NABIL is lower than HBL.

Based on these observations, he came to the conclusion that investment aspects of both banks
are quite satisfactory. As the established banks in Nepal, however both should increase their
investment in share and debenture in order to motivate other firms. Although HBL has
invested enough, its growth in the net profit is quite negligible. Owing to the effective
investment management of NABIL, its investment appears high yielding as compared to
HBL.

Shrestha, (2005) conducted her thesis on “ Portfolio Analysis of Common stock of
Commercial Banks in Nepal” with the general objective to find out the level of portfolio risk
and return on stock of commercial bank investment. The specific objectives were to find out
the trend of NEPSE index, to analyze the risk and return of common stock of reviewed banks,
and to find out the best portfolio from NEPSE. The study was focused on portfolio analysis
of commercial banks.

She found out that the expected return of HBL stock was the highest (53.68%) and that of
NABIL the lowest (32.72%) among the banks under the study. The risk of NBBL was the
highest (93%) and SCBL had the lowest risk (55.42%).The correlation of stock, return and
market that all of the banks stocks were highly positive correlated with the market. The
correlation values of common stock of all banks with the markets were nearly equal to+1.The
stock price of all four listed commercial banks were higher than NEPSE average price of
stock. Likewise, the stock prices of these banks were in fluctuating trend than NEPSE index.

She concluded that the investment on common stocks is risky job. It does not guarantee both
return and principal, so the investors should be well acquainted with the associated risk and
work out their attitude towards the riskiness of various investment strategies.

Shrestha, (2006) performed a research work “A Study on Investment Portfolio of
Commercial Banks in Nepal” with the general objective of identifying the current situation
of investment portfolio of commercial banks in Nepal. The main objectives were to analyze
the investment portfolio of commercial banks; to analyze the risk and return of the selected
five commercial banks on investment using portfolio concept and to forecast/examine the
trend of investment for providing complementary measures.

He observed through the analysis of risk and return that SCBL has more return from
investment on government securities. Hence, it effectively mobilized its total deposits on
them. However, EBL and SBIN mostly mobilized their depositors’ fund in loan and



advances. The return on share and debenture displayed a wide fluctuation particularly due to
the volatility of share prices in the market as well as changes in dividends. The portfolio risk
on investment in government securities is lower than that in loan and advance or share and
debenture.

He concluded that the investment on government securities is quite safe Hence, commercial
banks should also mobilize depositors’ fund on them.

Research Gap

Portfolio investment refers to an investment that combines several assets. Commercial Banks
can’t utilize entire fund raised through deposit and borrowing into loan and advances to fulfill
the gap between borrowing and lending banks rather prefer investment. On the basis of the
review of the previous thesis, it was observed that the previous researchers had focus in other
aspects of investment rather than analysis the financial performance of commercial banks in
terms of investment strategies

Few research works exists in this topic. In-depth specific researches have yet to continue .All
previous researches on portfolio management have focused on the risk and return analysis of
investment by commercial banks particularly in common stock. However, there is void
(insufficiency/gap) in research program concentrating on investment in the government
securities, loan and advances, share and debentures etc. Over the time period, several new
options for investment have been introduced. Furthermore, the previous research has been
outdated. Hence, the research has endeavored to analyze the present portfolio management
situation, risk and return status on investment portfolio of few selected commercial banks,
within the frame work of available recent data.



CHAPTER-3

Research Methodology

Research methodology is the way in which the data are collected for a research project. It
refers to various sequential steps to be adopted by a researcher in studying a problem with a
certain objective on view. It describes the method and process of getting to the solution
process applied in the entire subject of the study. It is a way to systematically solve a research
problem (Kothari; 1990:39).1t embraces different dependent and independent variables, types
of research design, research questions and hypothesis, sample, data collection activities,
technique of analysis etc. Thus, research methodology is the process of arriving at the
solution of the problem through planned and systematic dealing with the collection, analysis
and interpretation of facts and figures.

3.1 Research Design

Research design is a plan, structure and strategy of investigations conceived so as to obtain
answer to research questions and to control variance (Wolff; 1975:51).1t is the arrangement of
conditions for collection and analysis of data in a manner aiming at combining relevance to
the research purpose with economy in procedure. Considering this study objectives, the
analysis is based on certain research design. In order to achieve the objectives, descriptive
and analytical research design has been adopted .Descriptive research design describes the
general pattern of investors, business environment, problem of portfolio management etc. The
analytical research design carries out the analysis of information and data. Most of the data
and information of the study were related with the past phenomenon. On this background it
can be considered as a historical research.

The study covers the data from the FY2000/01 to FY2007/08.It deals with the study of
portfolio analysis of commercial banks in Nepal. As the title of the study itself indicates that
it is more analytical and empirical and less descriptive.

3.2 Population and Sample

The population of the study is all the commercial banks listed in NEPSE. The total
commercial banks currently existing are 26 in number. Hence, these 26 commercial banks are
actually the population of the study. For this study, five commercial banks selected for the
study. The samples were selected on the basis of rapid growth and gradual growth rate ,
whose head offices are in Kathmandu and set up as Joint Venture Banks in 1980’s and 1990’s
after the implementation of the economic liberalization policy(1980).



3.3 Sources of Data

The study is mainly based on secondary data. Data are collected from concerned banks Nepal
Rastra Bank, NEPSE, SEBO and various libraries .Likewise ,the micro-level data have been
derived the different libraries, such as Shanker Dev campus, Nepal commerce campus, TU
central library, libraries of NRB,NEPSE,SEBO etc. Furthermore, several data and
information were gathered from periodicals, economic journals and the other published and
unpublished reports. Informal interview with the authorities of related institutions are also the
other sources of data. Briefly, followings are the major sources of data and information:

Economic Survey, Ministry of Finance

Quarterly Economic Bulletin, NRB, 2007/08

Main economic Indicators of Nepal, NRB (Monthly Report2008)

Journal of Finance

Journal of Business

Annual Report of SEBO, Nepal

Annual Reports/websites of the related commercial banks (2000/01-2007/08).

NEPSE website

3.4 Data Collection and Processing Techniques

Although data necessary for research were collected from secondary sources, the concerned
authorities’ opinions were obtained for additional information and reality about published
data, investment policies of the banks, portfolio concept in the investment field etc.
Publications like Economic Survey, Annual reports, Banking and Non- banking Financial
statistics, Economic Bulletin etc were gathered from the respective offices.

Since, data received from several sources cannot directly be applied in the raw form, they call
for verification and simplification in the analysis process. Hence, in this study available data,
information, facts and figures were checked, edited and tabulated for computation. These data
and information were properly synthesized, arranged, tabulated and calculated for this
research study.

3.5 Data Analysis Tools

A host of analytical tools can be applied to perform investment analysis of a firm. Following
the nature of the study, a set of appropriate tools, particularly financial and statistical may be
used for effective and significant analysis to meet the research objectively.



3.5.1 Financial Tools

On the portfolio investment analysis study financial tools are more applicable. Financial tools
are particularly are used for the analysis as well as the interpretation of financial data. These
tools can be engaged to procure the precise knowledge of a business, which are fruitful for
analyzing the strength and weakness of the investment policies and strategies. Thus,
following financial tools are used to achieve the study goal.

3.5.1.1 Risk and Return on Individual Investment Assets and Investment Portfolio
Return on Government Securities

The return on Government Securities is obtained by dividing interest income from
government by total investment on government securities expressed as:

Interest Income from Government securities

Return on Government Securities (Rg) = —
Total Investment on Government securities

Return on Share and Debentures

The return on share and debenture considers dividend yield and capital gain yield ( change
in market price). The dividend yield is merely a partial indication of the return. Hence, the
return on share and debenture depends on the change in the share price (Pandey;1997:332). It
is calculated as:

Return on Share and Debenture (Rs) = Pt-Pr.1= P&
t-1

Where, Pt= Closing price per share as period t
Pt.1= Closing price per share as period t-1
D= Dividend per share as period t

Return on Loan and Advances

This ratio displays the bank efficiency of employing its resources in various sectors like
agriculture, industry and commercial sectors to earn a good return from loan and advances.
The return on loan and advances is computed by dividing total interest earned from loan and
advances to total amount of loan and advances. Thus,

Interest earned from loan and advances

Return on Loan and Advances (Ri)=
Total Loan and Advances.

Return on Portfolio

The return on portfolio is simply the weighted average of the expected returns of the
individual assets in the portfolio. The weights are the proportions of the investors’ wealth in
each asset.



Portfolio return (Rp= Y Wi Ri

=Y WaKa+WgKg+............... +WnKn

Where,

Re= Portfolio return.

Wa= Weight of investment invested in stock A.
Wpg= Weight of investment invested in stock B.
Ka= Return for stock A

Kg= Return for stock B

Risk on Individual assets

The riskiness of assets is dependent on the variability of rates of return. This variability of
rate of return is defined as the extent of the deviation of individual rates of return from the
average rate of return. Risk on individual assets is calculated as:

Where

R=Rate of return of individual assets

R= Average rate of return of individual assets
o = Standard deviation or risk

n=no. of years

Risk on Portfolio

The portfolio risk is a function of the proportions invested in the components, the riskiness of
the components and the correlation of returns on the component securities. It is measured by

either variance or standard deviation. cp=4/>.Y XixjCovi;

For three assets:

op=VWa“oa"+Wg” 6" +Wc” 6c“H2WAWBCovapt2WaW .Covact2WsW.Covac
Where,

Wa,Wg ,W=Weight of assets A,B and C

oA, o8, oc = Standard deviation of A,B and C

Covas = Co-variance between assets A and B

Covgc = Co-variance between assets B and C

Covac = Co-variance between assets A and C



3.5.1.2 Financial Ratios

A numerical or quantitative relationship between two items or variables of the financial
statement is known as ratio analysis. In other words, two accounting figures expressed
mathematically is termed as financial ratio. Ratio analysis is used to compare a firm’s
financial and status of that of other firms or to itself on time (Gitman;1988 :275).Since this
study is particularly focused on portfolio analysis of commercial banks, only few ratios
related to the investment of commercial banks are adapted in the study.

Total Investment to Total Deposit Ratio

Investment is one of the major credits generated to earn income. It implies the utilization of
firms’ deposit on investment in government securities. This ratio is obtained by dividing total
investment by total deposit as expressed below.

Total Investment

Total Investment to Total Deposit Ratio= ;
Total Deposit

Investment on Government Securities to Total outside Investment Ratio

This ratio indicates the banks’ investment on government securities among the total outside
investment. It is computed by dividing investment on government securities by total outside
investment.

Investment on Government Securities

Investment on Government Securities to Total outside Investment Ratio = Total Outside Tnvestment (TOT)

Investment on Loan andAdvances to Total outside Investment Ratio

This ratio actually depicts the banks’ investment status on loan and advances amidst total
outside investment, which is obtained dividing investment on loan and advances by total
outside investment.

Investment on Loan and Advances

Investment on Loan and Advances to Total outside Investment Ratio= -
Total Outside Investment

Investment on Share and Debenture to Total outside Investment Ratio

This ratio portrays the bank investment on share and debentures of the other companies. It is
computed by dividing investment on share and debentures by total outside investment.

Investment on Share and Debenture

Investment on Share and Debenture to Total Outside Investment Ratio= -
Total Outside Investment



Return (Net Profit) on Total Assets Ratio

This ratio measures the profitability of funds invested in the banks’ assets. It is calculated by
dividing net profit after tax (NPAT) by total assets, as stated below.

Net profit after Tax

Return on Total Assets = Total Assols

3.5.2 Statistical Tools

Various statistical tools are available to the researcher to analyze the data. This study adapts
the statistical tools particularly holding period return, mean return, standard deviation,
coefficient of variation and trend to analyze and evaluate various data, which are stated
below.

3.5.2.1 Arithmetic Mean

Arithmetic mean is the most popular as well as commonly used statistical tool. It is the ratio
of the sum of all the observations to the number of observations. LetX1,Xz, Xs......,Xn denote
n variants values of random variables X, then Arithmetic Mean denoted by X is given by the
following equation:

Xt XotXs.... X _ 22X
n "o

X=
Where, X= Arithmetic Mean, > X=sum of observations, and n= number of observations.

The Arithmetic mean is a single value of the selected series which represents the average.
Among various central tendencies, a mean is one of the useful tools to find out the average
value on the given data.

3.5.2.2 Coefficient of Variation (C.V)

Coefficient of Variation measures risk per unit of expected return. The coefficient of
variation is computed through dividing standard deviation of return by the expected return, as
shown below.

Coefficient of Variation (C.V)= % x100

Where, i = Standard Deviation of security i
Ri = Average return of security i
3.5.2.3 Least Square Linear Trend

Things in nature exhibit gradual increase or decrease over the period. Consequently the basic
tendency of an enterprise to increase or decrease with the lapse of time is understood as a
trend. A widely and commonly used method to describe the trend is the method of least



square. Under this method, a line is fitted to the data and the line thus obtained is the line of
the best fit. In this method the trend line between the dependent variable y and the
independent variable x is represented by the equation:

Y= at+bx. where Y= Dependent variable, a=y intercept, b=slope of the trend line,
x=Independent variable (time)

To determine the straight line trend, we should determine the value of a and b. Making the
calculation easy the deviation of the independent variable is taken from the middle of the
time period so that > x=o, then the values of a and b are calculated by:

a= Z—Y, and b= ZXZY

n X
If it is not possible, we should solve following two equations:
>Y=na+b)x Q)
YxY=a)x+bY X? 2
Where

N=Number of periods or years covering the data frame

3.5.2.4 Covariance

According to the portfolio theory, not only the risk of the individual assets should be
considered, but also the degree to which the return of assets co-vary or move together. Hence,

Co-variance is used to find out the portfolio risk which can be measured by the following
equation:

Covas=raB 0, OB,

Where rag =Correlation coefficient between asset A and asset B
oaog, =Standard Deviation of asset A and asset B

3.5.2.5 Karl Pearson’s Coefficient of Correlation

Karl Pearson’s method, popularly known as Pearson and Coefficient of Correlation is most
widely used in practice. The coefficient of correlation between the variables x and y usually
denoted by ryy is a numerical measure of linear relationship between them. It is defined by;

o= nYxy-YX.3y
YT x0Ty ()2
Where,

rvy=Correlation coefficient between variables x and y, and

n= Number of observations

Pearson and Coefficient of Correlation always lies between -1 and +1.When r = +1, there is
perfect positive correlation. Likewise, if r = -1 there is perfect negative correlation between
the variables, and it has a zero value (r=0) when there is no correlation between the variables



CHAPTER 4

Data Presentation and Analysis

The chapter is devoted to the presentation, analysis, interpretation and scoring the empirical
finding of the study through a defined research methodology. Getting at the study objectives,
a set of financial and statistical tools has been applied .Data collected from several sources
have been inserted in the tabular form in terms of homogeneity of data. Tables compiled for
the analysis have been presented in Annexes Necessary graphs and diagrams have been
included to clarify the actual status of the banks. This section analyzes the investment
portfolio of commercial banks through the following tools:

Risk and Return analysis of individual assets and investment portfolio
Analysis of ratio
Least square Linear Trend Analysis

4.1 Investment Portfolio Risk and Return Analysis of Commercial Bank

Bank is a vital element in the investment analyzing process hence calls for adequate attention.
Investment involving greater risk expects higher return than the investment with lower risk .
The relationship between risk and return is perceived by individuals based on their attitude
for compensation.

The main aim of risk and return is to appraise investment performance to explore
combination of investments maximizing returns and minimizing risk or accomplishing both.
Risk, however enjoys a pivotal role in the investment analysis. Commercial banks or
investors generally avoid invest their money in one risky asset only. Nevertheless, they tend
to hold portfolio of several assets to diversify the investment risk. On the portfolio context,
the contribution of each asset to the portfolio risk is the portion of relevant risk of the asset.

The measurement of return in rupees or percentage is a simple statistical process, while the
measure of risk involves a complex process. Risk can be measured in many ways using
statistical techniques, such as range, semi-inter quartile range, mean deviation, standard
deviation and coefficient of variance etc. Among them, standard deviation is commonly used
for measuring risk on investment. In this section, standard deviation and coefficient of
variation are adapted as the measuring tools for risk and return. Then it has been endeavored
to explore the effects of portfolio diversification.



4.1.1 Return on Individual Investment
4.1.1.1 Return on Government Securities.

Government securities are the fixed income securities issued by the government. These
securities are the ones among the safest of all investments, as government is quite unlikely to
default on interest or principal repayments. The return on government securities, such as
Treasury Bills, Development Bonds and National Saving Bonds etc can be calculated as
follows:

The return on Government Securities is obtained by dividing interest income from
government by total investment on government securities expressed as:

Interest Income from Government securities

Return on Government Securities (Rg) = - —
( g) Total investment on Government securities

- R
The average rate of return on Government Securities (Rg) = 2, f

Where n=Number of years (periods)

The following tables (4.1-4.6) depict the return on government securities of SCBL, NIBL,
NABIL, EBL, HBL and banking industry.

Table 4.1
Return on Government Securities of Standard Chartered Bank Nepal Ltd (SCBL)
(Rs in thousands)

FY Interest on Government Investment on Return on
securities Government securities Government
securities(Rg)
2000/01 229,454.00 4,811,010.00 4.77%
2001/02 264,953.00 5,784,723.00 4.58%
2002/03 303,543.00 6,722,348.00 4.52%
2003/04 380,441.00 7,948,217.00 4.79%
2004/05 331,633.00 7,203,066.00 4.60%
2005/06 355,291.00 8,644,856.00 4.11%
2006/07 326,550.00 7,107,937.00 4.59%
2007/08 319,606.00 8,137,515.00 3.93%
Total 2,511,471.00 56,359,672.00 35.89%
Average 313,933.88 7,044,959.00 4.49%

Source : Annual Reports of SCBL, Annexes 1( c)and 1(g)

The table no 4.1 shows that in an average SCBL generate 4.49% return in the investment
made in government securities. It indicates almost consistent trend of SCBL in the return on
government securities. During the study period the greatest return is 4.79% in FY2003/04 and
the lowest is 3.93% in FY2007/08.



Table 4.2
Return on Government Securities of NIBL
(Rs in thousands)

FY Interest on Government Investment on | Return on
securities Government Government
securities securities(Rg)

2000/01 | 9,792.00 300,000.00 3.26%
2001/02 | 11,027.00 224,400.00 4.91%
2002/03 | 10,227.00 400,000.00 2.56%
2003/04 | 35,868.00 2,001,100.00 1.79%
2004/05 | 56,550.00 1,948,500.00 2.90%
2005/06 | 82,420.00 2,522,300.00 3.27%
2006/07 | 78,494.00 3,256,400.00 2.41%
2007/08 | 99,991.00 3,155,000.00 3.17%

Total 384,369.00 13,807,700.00 | 24.27%
Average | 48,046.13 1,725,962.00 3.03%

Source: Annual Reports of NIBL , Annexes 1( c)and 1(g)

The table no 4.2 shows that in an average NIBL generate 3.03% return on the investment
made in government securities. However, it demonstrates inconsistent trend of NIBL in the
return on government securities. During the study period the greatest return is 4.91% in
FY2001/02 and the lowest is 1.79% in FY2003/04.

Table 4.3

Return on Government Securities of NABIL
(Rs in thousands)

FY Interest on Government | Investment on | Return on
securities Government Government
securities securities (RQ)

2000/01 | 107,843.00 2,767,959.00 3.90%

2001/02 | 175,579.00 4,120,294.00 4.26%

2002/03 | 174,861.00 3,663,572.00 4.77%

2003/04 | 192,761.00 3,672,626.00 5.25%

2004/05 | 151,064.00 2,418,432.00 6.25%

2005/06 | 130,197.00 2,301,464.00 5.66%

2006/07 | 132,229.00 4,808348.00 2.75%

2007/08 | 198,442.00 4,646,883.00 4.27%

Total 1,262,976 .00 28,399,578.00 | 37.11%
Average | 157,872.00 3,549,947.00 4.64%

Source: Annual Reports of NABIL and Annexes 1( c)and 1(g)



The table no 4.3 shows that in an average NABIL generate 4.64% return in the investment
made in government securities. It indicates highly fluctuating trend of NABIL in the return
on government securities. During the study period the greatest return is 6.25% in FY2004/05
and the lowest is 2.75% in FY2006/07.

Table 4.4
Return on Government Securities of EBL
(Rs in thousands)

FY Interest on  Government | Investment on | Return on
securities Government Government
securities securities(Rg)

2000/01 | 19,116.00 822,996.00 2.32%
2001/02 | 39,740.00 1,538,897.00 2.58%
2002/03 | 48,744.00 1,599,350.00 3.05%
2003/04 | 92,509.00 2,466,428.00 3.75%
2004/05 | 77,993.00 2,100,289.00 3.71%
2005/06 | 97,272.00 3,322,443.00 2.93%
2006/07 | 128,566.00 4,704,632.00 2.73%
2007/08 | 180,219.00 4,821,605.00 3.74%

Total 684,159.00 21,376,640.00 | 24.81%
Average | 85,519.88 2,672,080.00 3.10%

Source: Annual Reports of EBL and Annexes 1( c)and 1(g)

The table no 4.4 shows that in an average EBL generate 3.10% return on an investment made
in government securities. It shows no fixed trend of EBL in the return on government
securities. During the study period the greatest return is 3.75% in FY2003/04 and the lowest
is 2.32% in FY2001/02.



Table 4.5

Return on Government Securities of HBL
(Rs in thousands)

FY Interest on Government | Investment on | Return on
securities Government Government
securities securities(Rg)

2000/01 | 64,960.00 2,025,252.00 | 3.21%
2001/02 | 79,894.00 2,588,562.00 3.09%
2002/03 | 121,543.00 3,347,102.00 3.63%
2003/04 | 170,332.00 3,431,728.00 4.96%
2004/05 | 149,131.00 5,469,729.00 2.73%
2005/06 | 172,242.00 5,144,313.00 3.35%
2006/07 | 191,559.00 6,454,873.00 2.97%
2007/08 | 201,310.00 7,471,668.00 2.69%

Total 1,150,971.00 35,933,227.00 | 26.63%
Average | 143,871.38 4,491,653.00 3.33%

Source: Annual Reports of HBL and Annexes 1( ¢)and 1(g)

The table no 4.5 shows that in an average HBL generate 3.33% return on an investment made
in government securities. It shows no fixed trend of EBL in the return on government
securities. During the study period the greatest return is 4.96% in FY2003/04 and the lowest
is 2.69% in FY2007/08

Return on Government Securities of Banking Industry

Table 4.6

(Rs in thousands)

FY Interest on | Investment on | Return on Government
Government securities | Government | securities(Rg)
securities
2000/01 | 431,165.00 10,727,217.00 | 4.02%
2001/02 | 571,193.00 14,256,876.00 | 4.01%
2002/03 | 658,918.00 15,732,372.00 | 4.19%
2003/04 | 871,911.00 19,520,099.00 | 4.47%
2004/05 | 766,371.00 19,140,016.00 | 4.00%
2005/06 | 837,422.00 21,935,376.00 | 3.82%
2006/07 | 857,398.00 26,332,190.00 | 3.26%
2007/08 | 999,568.00 28,232,671.00 | 3.54%
Total 5,993,946.00 155,876,817.00 | 31.31%
Average | 749,243.25 3,896,920.43 3.91%

Source: Banking and Financial Statistics NRB and Annexes 1( c)and 1(g)



The table no 4.6 shows that in an average, Bank industry generates 3.16% return on an
investment made in government securities. It demonstrates a fair decreasing trend of Bank
industry in the return on government securities. During the study period the greatest return is
4.47% in FY2003/04 and the lowest is 1.60% in FY2007/08

The following table 4.7 displays the return on government securities of sample banks and
banking industry

Table 4.7
Return on Government Securities of Sample Banks and Banking Industry

(In percentage)

Fiscal Year | SCBL NIBL NABIL | EBL HBL Banking Industry
2000/01 4.77 3.26 3.90 2.32 3.21 4.02
2001/02 4.58 491 4.26 2.58 3.09 4.01
2002/03 4.52 2.56 4.77 3.05 3.63 4.19
2003/04 4.79 1.79 5.25 3.75 4.96 4.47
2004/05 4.60 2.90 6.25 3.71 2.73 4.00
2005/06 4.11 3.27 5.66 2.93 3.35 3.82
2006/07 4.59 241 2.75 2.73 2.97 3.26
2007/08 3.93 3.17 4.27 3.74 2.69 3.54
Total 35.89 24.27 3711 2481 |26.63 |31.31
Mean 4.49 3.03 4.64 3.10 3.33 3.91

Source: Annual Reports of CBS and Tables: 4.1-4.6
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From the above analysis, the average return on government securities of SCBL, NIBL
NABIL, EBL, HBL and Bank industry is 4.49%, 3.03%, 4.64%, 3.10%, 3.33% and 3.91%
respectively. It can be observed that SCBL the highest mean return on government securities
of the five sample banks. Likewise, NABIL has the moderate mean return on government
securities, while EBL has the lowest mean return on government securities

From the above table, it is evident that SCBL and NABIL only have higher mean return on
government securities than mean return on government securities of bank industry while the
rest have lower mean return in comparison to bank industry.

4.1.1.2 Return on Loan and Advances

Loan and advances are the major source income for commercial banks. The facility of
granting loan and advances is one of the important services which customers of commercial
banks can enjoy. Hence to realize their objectives, the commercial banks invest in several
sectors like agriculture, industry and commercial sectors to earn a good return from loan and
advances. The return on loan and advances is computed by dividing total interest earned from
loan and advances to total amount of loan and advances. Thus,

Interest earned from loan and advances

Return on Loan and Advances (Ri)=
Total Loan and Advances

Average return on Loan and Advances (R|)- 2R , Where n= Number of years

The following tables (4.8-4.13) depict the return on loan and advances of SCBL, NIBL,
NABIL, EBL, HBL and banking industry



Table 4.8
Return on Loan and Advances of Standard Chartered Bank Nepal Ltd (SCBL)

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances

2000/01 | 558,102.00 5,660,803.00 9.86%
2001/02 | 540,851.00 5,248,362.00 10.31%
2002/03 | 563,505.00 5,574,061.00 10.11%
2003/04 | 558,006.00 6,410,242.00 8.70%
2004/05 | 581,664.00 8,143,208.00 7.14%
2005/06 | 596,622.00 8,935,418.00 6.68%
2006/07 | 728,589.00 10,502,637.00 | 6.94%
2007/08 | 872,690.00 13,718,597.00 | 6.36%

Total 5,000,029.00 64,193,328.00 | 66.10%
Average | 625,003.63 8,024,166.00 8.26%

Source: Annual Reports of SCBL and Annexes 1(e) and 1(h)

The table no 4.8 shows that in an average SCBL generate 48.26% return in the investment
made in loan and advances. It indicates a gradual decreasing trend of SCBL in the return on
loan and advances. During the study period the greatest return is 10.31% in FY2001/02 and
the lowest is 6.36% in FY2007/08.

Table 4.9

Return on Loan and Advances of NIBL

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances
2000/01 | 229,042.00 2,318,907.00 9.88%
2001/02 | 258,583.00 2,518,057.00 10.27%
2002/03 | 421,847.00 5,648,032.00 7.47%
2003/04 | 663,016.00 6,917,796.00 9.58%
2004/05 | 769,195.00 10,453,164.00 | 7.36%
2005/06 | 964,689.00 13,178,152.00 | 7.32%
2006/07 | 1,302,199.00 17,769,100.00 | 7.33%
2007/08 | 1,907,261.00 27,529,305.00 | 6.93%
Total 6,515,832.00 86,332,513.00 | 66.13%
Average | 814,479.00 10,791,564.13 | 8.27%

Source: Annual Reports of NIBL and Annexes 1(e) and 1(h)



The table no 4.9 shows that in an average NIBL generate 8.27% return on the investment
made in loan and advances. However, it demonstrates inconsistent trend of NIBL in the
return on loan and advances. During the study period the greatest return is 10.27% in
FY2001/02 and the lowest is 6.93% in FY2007/08.

Table 4.10
Return on Loan and Advances of NABIL

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances
2000/01 | 846,764.00 7,993,282.00 10.59%
2001/02 | 801,046.00 7,135,536.00 11.23%
2002/03 | 776,300.00 7,454,262.00 10.41%
2003/04 | 761,616.00 7,953,759.00 9.58%
2004/05 | 831,830.00 10,946,737.00 | 7.60%
2005/06 | 988,417.00 13,278,782.00 | 7.44%
2006/07 | 1,167,255.00 15,903,024.00 | 7.34%
2007/08 | 1,496,244.00 21,759,460.00 | 6.88%
Total 7,669,472.00 92,424,842.00 | 71.07%
Average | 958,684.00 11,553,105.25 | 8.88%

Source: Annual Reports of NABIL and Annexes 1(e) and 1(h)

The table no 4.10 shows that in an average NABIL generate 8.88% return in the investment
made in loan and advances. It indicates a gradual decline trend of NABIL in the return on
government securities. During the study period the greatest return is 11.23% in FY2001/02
and the lowest is 6.88% in FY2007/08.



Table 4.11
Return on Loan and Advances of EBL

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances
2000/01 | 348,618.00 2,959,446.00 11.78%
2001/02 | 395,098.00 3,923,601.00 10.07%
2002/03 | 464,763.00 4,882,788.00 9.52%
2003/04 | 563,137.00 6,075,841.00 9.27%
2004/05 | 633,625.00 7,900,015.00 8.02%
2005/06 | 770,826.00 10,136,254.00 | 7.60%
2006/07 | 967,178.00 14,082,686.00 | 6.87%
2007/08 | 1,329,695.00 18,836,432.00 | 7.06%
Total 5,472,940.00 68,797,063.00 | 70.19%
Average | 684,117.50 8,599,632.88 8.77%

Source: Annual Reports of EBL and Annexes 1(e) and 1(h)

The table no 4.11 shows that in an average EBL generate 8.77% return on an investment
made in loan and advances. It shows a general decreasing trend of EBL in the return on loan
and advances. During the study period the greatest return is 11.78% in FY2000/01 and the
lowest is 6.87% in FY2006/07.

Table 4.12
Return on Loan and Advances of HBL

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances
2000/01 | 850,359.00 9,015,347.00 9.43%
2001/02 | 853,429.00 9,557,137.00 8.93%
2002/03 | 903,838.00 10,844,599.00 | 8.33%
2003/04 | 970,166.00 12,919,631.00 | 7.51%
2004/05 | 1,122,392.00 13,451,168.00 | 8.34%
2005/06 | 1,140,687.00 15,761,977.00 | 7.24%
2006/07 | 1,242,850.00 17,793,724.00 | 6.98%
2007/08 | 1,444,245.00 20,179,995.00 | 7.16%
Total 8,527,966.00 109,523,578.00 | 63.93%
Average | 1,065,995.75 13,690,447.25 | 7.99%

Source: Annual Reports of HBL and Annexes 1(e) and 1(h)




The table no 4.12 shows that in an average HBL generate 7.99% return on an investment
made in loan and advances. It shows no fixed trend of EBL in the return on loan and
advances. During the study period the greatest return is 9.43% in FY2000/01 and the lowest
is 6.98% in FY2006/07

Table 4.13
Return on Loan and Advances of Banking Industry

(Rs in thousands)

FY Interest on Loan and | Investment on | Return on Loan and
Advances Loan and | Advances (RL)
Advances
2000/01 | 4,922,750.00 27,947,785.00 | 17.61%
2001/02 | 5,108,481.00 28,382,693.00 | 18.00%
2002/03 | 8,356,438.00 34,403,742.00 | 24.29%
2003/04 | 9,770,721.00 40,277,269.00 | 24.26%
2004/05 | 13,622,675.00 50,894,292.00 | 26.77%
2005/06 | 16,674,704.00 61,290,583.00 | 27.21%
2006/07 | 21,874,972.00 76,051,171.00 | 28.76%
2007/08 | 32,672,179.00 102,023,789.00 | 32.02%
Total 113,002,920.00 421,271,324.00 | 198.92%
Average | 14125365.00 52658915.50 24.87%

Source: Banking and Financial Statistics NRB and Annexes 1(e) and 1(h)

The table no 4.13 shows that in an average the bank industry generates 26.82% return on an
investment made in loan and advances. It demonstrates an inconsistent trend of Bank industry
in the return on loan and advances. During the study period the greatest return is 32.02% in
FY2007/08 and the lowest is 17.61% in FY2001/02

The following table 4.14 displays the return on loan and advances of sample banks and
banking industry



Table 4.14

Return on Loan and Advances of Sample Banks and Banking Industry

(in percentage)

Fiscal Year | SCBL | NIBL | NABIL | EBL HBL Banking Industry
2000/01 9.86 9.88 1059 |11.78 |9.43 17.61
2001/02 10.31 10.27 [11.23 |[10.07 [8.93 18.00
2002/03 10.11 7.47 1041 [9.52 8.33 24.29
2003/04 8.70 9.58 9.58 9.27 7.51 24.26
2004/05 7.14 7.36 7.60 8.02 8.34 26.77
2005/06 6.68 7.32 7.44 7.60 7.24 27.21
2006/07 6.94 7.33 7.34 6.87 6.98 28.76
2007/08 6.36 9.88 6.88 7.06 7.16 32.02
Total 66.10 69.09 |71.07 |[70.19 |63.92 |198.92
Mean 8.26 8.64 8.88 8.77 7.99 24.87

Source: Annual Reports of CBS Tables: 4.8- 4.13

Figure 4.2
Return on Loan and Advances of Sample Banks & Banking Industry
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From the above analysis, the average return on loan and advances of SCBL, NIBL NABIL,
EBL, HBL and Bank industry is 8.26%, 8.64%, 8.88%, 8.77%, 7.99% and 24.87%
respectively. It can be observed that NABIL the highest mean return on loan and advances of
the five sample banks. Likewise, EBL has the moderate mean return on loan and advances,

while HBL has the lowest mean return on loan and advance.

From the above table, it is evident that all sample banks have lower mean return in

comparison to bank industry.




4.1.1.3 Return on Share and Debenture

The return on share and debenture comprise dividend yield and capital gain yield (change in
market price. In other words, return is the combination of capital gain yield and dividend
yield. Capital gain yield (loss) can be calculated by the difference the current year price and
the last year price with respect to the last year price. However, dividend yield is calculated by
dividend per share divided by market price per share. Market price is the mean return on the
selected companies which is represented by market return of the study.

The information about the dividend received and the dividend by the commercial banks are
insufficiently available. In absence of such information calculation on return on share and
debenture is generally infeasible. Hence, it has been assumed to calculate the necessary return
on share and debenture by using market return. The average market return on share and
debenture is the average return of bank from the investment on share and debenture.

Market return can be calculated by taking difference between the market indexes divided by
the closing market index in time (n-1). Here, the dividend is ignored.

Market return (Rs)=

Pe-Pyq
Peq

Where Rs= Return on market, Pr= NEPSE index at time t, and P+.1= NEPSE index at time t-1
R
Average Return on Share and Debenture (Rs)= % where n = number of years
Table 4.15

Market Return on Share and Debenture of Banking Industry
(in Percentage)

Fiscal year NEPSE Index Market Return
2000/01 383.90 6.43

2001/02 227.54 -40.87

2002/03 204.86 -9.96

2003/04 222.04 8.38

2004/05 286.87 29.11

2005/06 386.83 34.91

2006/07 683.95 76.81

2007/08 683.90 -0.01

Average 14.97

Source: SEBO and Annex 6 (a)

Figure 4.3
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The table 4.15 above depicts the return on share and debenture of Banking Industry is highly
fluctuating -40.87 in FY2001/02 t076.81 in FY2006/07. These fluctuations in returns are
mainly contributed by the volatility of the share prices in the market. The changes in
dividends also lead to the variability of return on share to some extent.

The average market return on share and debenture of Banking Industry is 14.97 during the
review period. It is higher than the rate of return on other assets like government securities
,and loan and advances i.e 6.40,2.87;7

4.1.2 Risk on Individual Investment
4.1.2.1 Risk on Government Securities

The risk on government security is computed as follows:

Where Rg=Return on government securities; Rq=Average rate of return on government
securities; og = Standard Deviation on government securities; n=No of years.

The following tables 4.16-4.21 present the risk (Standard Deviation of return) on government
securities of SCBL. NIBL, NABIL, EBL, HBL and banking industry



Table 4.16
Risk on Government Securities of SCBL
(in percentage)

FY Return on Government | (Rg—Rg) (Rg—Ryg)?
Securities(Rg)
2000/01 4.77 0.28 0.0784
2001/02 4.58 0.09 0.0081
2002/03 4.52 0.03 0.0009
2003/04 4.79 0.3 0.0900
2004/05 4.60 0.11 0.0121
2005/06 4.11 -0.38 0.1444
2006/07 4.59 0.1 0.0100
2007/08 3.93 -0.56 0.3136
Total 35.89 0.6575
Mean 4.49
SD (o) 0.3064

Source: Annual Reports of SCBL and Annex 4

The table shows that the average return on government securities of SCBL is 4.49% and the
standard deviation which represents risk is 0.3064. It reveals that the risk on investment on
government securities of SCBL is 0.3064 which indicates the riskiness on government
securities. The standard deviation clearly indicates that there is some minimal risk associated
with government securities despite general assumption of no-risk on such type of securities.

Table 4.17
Risk on Government Securities of NIBL
(in percentage)

Fiscal Year Return on Government | (Rg—Rg) (Ry—Ryg)?
securities(Rg)
2000/01 3.26 0.23 0.0529
2001/02 4,91 1.88 3.5344
2002/03 2.56 -0.47 0.2209
2003/04 1.79 -1.24 1.5376
2004/05 2.9 -0.13 0.0169
2005/06 3.27 0.24 0.0576
2006/07 241 -0.62 0.3844
2007/08 3.17 0.14 0.0196
Total 24.28 5.8243
Mean 3.03
SD (o) 0.9122

Source: Annual Reports of NIBL and Annex 4



The table shows that the average return on government securities of NIBL is 3.03% and the
standard deviation which represents risk is 0.9122. It reveals that the risk on investment on
government securities of NIBL is 0.9122 which indicates the riskiness on government
securities. Comparing with SCBL, NIBL exhibits higher riskiness on government securities
(0.9122>0.3064)

Table 4.18
Risk on Government Securities of NABIL
(in percentage)

Fiscal Year Return on Government | (Rg—Rg) (Rg—Rg)?
securities(Rg)
2000/01 3.90 -0.74 0.5476
2001/02 4.26 -0.38 0.1444
2002/03 4.77 0.13 0.0169
2003/04 5.25 0.61 0.3721
2004/05 6.25 1.61 2.5921
2005/06 5.66 1.02 1.0404
2006/07 2.75 -1.89 3.5721
2007/08 4.27 -0.37 0.1369
Total 37.11 0.00 8.4225
Mean 4.64
SD (o) 1.0969

Source: Annual Reports of NABIL and Annex 4

The table shows that the average return on government securities of NABIL is 4.64% and the
standard deviation which represents risk is 1.0969. It reveals that the risk on investment on
government securities of NABIL is 1.0969 which indicates the riskiness on government
securities. On observation, NABIL experiences greater riskiness on government securities as
compared to NIBL and SCBL (1.0969>0.9122>0.3064).




Table 4.19
Risk on Government Securities of EBL
(in percentage)

Fiscal Year Return on Government | (Rg—Rg) (Rg—Rg)?
securities(Rg)
2000/01 2.32 -0.78 0.6084
2001/02 2.58 -0.52 0.2704
2002/03 3.05 -0.05 0.0025
2003/04 3.75 0.65 0.4225
2004/05 3.71 0.61 0.3721
2005/06 2.93 -0.17 0.0289
2006/07 2.73 -0.37 0.1369
2007/08 3.74 0.64 0.4096
Total 24.81 0.01 2.2513
Mean 3.1
SD (o) 0.5671

Source: Annual Reports of EBL and Annex 4

The table shows that the average return on government securities of EBL is 3.1% and the
standard deviation which represents risk is 0.5671. It reveals that the risk on investment on
government securities of EBL is 0.5671which indicates the riskiness on government
securities. It is visible that EBL displays lower riskiness on government securities than
NABIL and NIBL (0.5671<1.0969<0.9122).

Table 4.20
Risk on Government Securities of HBL
(in percentage)

Fiscal Year Return on Government | (Rg-Rg.) (Rg—Rg.)?
securities(Rg)
2000/01 3.21 -0.12 0.0144
2001/02 3.09 -0.24 0.0576
2002/03 3.63 0.30 0.0900
2003/04 4.96 1.65 2.2848
2004/05 2.73 -0.60 0.360
2005/06 3.35 0.02 0.0004
2006/07 2.97 -0.36 0.1296
2007/08 2.69 -0.64 0.4096
Total 26.63 0.01 3.3464
Mean 3.33
SD (oo) 0.6914

Source: Annual Reports of HBL and Annex 4

The table shows that the average return on government securities of HBL is 3.33% and the
standard deviation which represents risk is 0.6914. It reveals that the risk on investment on
government securities of HBL is 0.6914which indicates the riskiness on government




securities. It is evident that HBL also displays lower riskiness on government securities than
NABIL and NIBL (0.6914<1.0969<0.9122).

Tabl

e4.21

Risk on Government Securities of Banking Industry

(in percentage)

Fiscal Year Return on Government | (Rg—Rg) (Ry—Rg)?
securities(Rg)

2000/01 4.02 0.11 0.0113
2001/02 4.01 0.10 0.0093
2002/03 4.19 0.28 0.0763
2003/04 4.47 0.56 0.3094
2004/05 4.00 0.09 0.0074
2005/06 3.82 -0.09 0.0088
2006/07 3.26 -0.65 0.4274
2007/08 3.54 -0.37 0.1397
Total 31.31 0.00 0.9896
Mean 3.91

SD (og) 0.376

Source: Banking and Financial Statistics NRB and Annex 4

The table shows that the average return on government securities of Banking Industry is
3.91%, where as the standard deviation which represents risk is 0.376. It reveals that the risk
on investment on government securities of Bank industry is 0.376 which indicates the
riskiness on government securities.

Table 4.22
Risk on Government Securities of Sample Banks and Banking Industry

(in percentage)

Fiscal Year | SCBL | NIBL | NABIL | EBL HBL Banking Industry
2000/01 4.77 3.26 3.90 2.32 3.21 4.02
2001/02 4.58 4.91 4.26 2.58 3.09 4.01
2002/03 4.52 2.56 4.77 3.05 3.63 4.19
2003/04 4.79 1.79 5.25 3.75 4.96 4.47
2004/05 4.60 2.9 6.25 3.71 2.73 4.00
2005/06 4.11 3.27 5.66 2.93 3.35 3.82
2006/07 4.59 241 2.75 2.73 2.97 3.26
2007/08 3.93 3.17 4.27 3.74 2.69 3.54
Total 35.89 |24.28 |37.11 24.81 26.63 31.31
Mean 4.49 3.03 4.64 3.10 3.33 3.91
SD (og) 0.3064 | 0.9122 | 1.0969 | 0.5671 | 0.6914 | 0.376

Source: Annual Reports of CBs and Annex 4




Figure 4.4
Risk on Government Securities of Sample Banks and Banking Industry
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The above table 4.22 shows the risk (Standard deviation of return) on government securities
of banking industry is 0.376.Similarly the risk on government securities of SCBL, NIBL
NABIL, EBL, and HBL are 0.3064, 0.9122, 1.0969, 0.5671, and 0.6914 respectively. From
the above analysis, it is evident that NABIL has the highest risk on government securities
among five commercial banks. NIBL, HBL and EBL have moderate risk and SCBL has the
lowest risk on government securities.

From the above table it is evident that four sample banks particularly NIBL, NABIL, EBL
and HBL demonstrate higher risk on government securities than that of the banking industry.

4.1.2.2 Risk on Loan and Advances

The risk on loan and advances can be calculated as follows:

%(R|-R))?
n-1

Standard Deviation on Loan and Advances (o1)=
Where, Ri=Return on Loan and Advances

Ri= Average Return on Loan and Advances

o)1= Standard Deviation on Loan and Advances

N= Number of year

The following tables 4.23-4.28 present the risk (Standard Deviation of return) on Loan and
Advances of SCBL. NIBL, NABIL, EBL, HBL and banking industry



Table 4.23
Risk on Loan and Advances of SCBL

(in percentage)

Fiscal Year Return on Loan and | (Ri-Ri) (RI-Ri)?
Advances(R
2000/01 9.86 1.60 2.5600
2001/02 10.31 2.05 4.2025
2002/03 10.11 1.85 3.4225
2003/04 8.7 0.44 0.1936
2004/05 7.14 -1.12 1.2544
2005/06 6.68 -1.58 2.4964
2006/07 6.94 -1.32 1.7424
2007/08 6.36 -1.90 3.6100
Total 66.1 0.02 19.4818
Mean 8.26
SD (o1) 1.6683

Source: Annual Reports of SCBL and Annex 5

The table shows that the average return on loan and advances of SCBL is 8.26% and the
standard deviation which represents risk is 1.6683. It reveals that the risk in investment on

loan and advances of SCBL is 1.6683which indicates the riskiness on loan and advances.

Table 4.24

Risk on Loan and Advances of NIBL

(In percentage)

Fiscal Year Return on Loan and | (Ri-Ri) (Ri-Ri)?
Advances(Ry
2000/01 9.88 1.61 2.5921
2001/02 10.27 2.00 4.0000
2002/03 7.47 -0.80 0.6400
2003/04 9.58 1.31 1.7161
2004/05 7.36 -0.91 0.8281
2005/06 7.32 -0.95 0.9025
2006/07 7.33 -0.94 0.8836
2007/08 6.93 -1.34 1.7956
Total 66.13 -0.02 13.3580
Mean 8.27
SD (o) 1.3814

Source: Annual Reports of NIBL and Annex 5




The table shows that the average return on loan and advances of NIBL is 8.27% and the
standard deviation which represents risk is 1.3814. It reveals that the risk on investment on
loan and advances of NIBL is 1.3814 which indicates the riskiness on loan and advances. On
comparison, NIBL exhibits lower riskiness on loan and advances than SCBL
(1.3814<1.6683)

Table 4.25
Risk on Loan and Advances of NABIL
(in percentage)

Fiscal Year Return on Loan and | (Ri-R)) (Rg—Ri)?
Advances(Ri)
2000/01 10.59 1.71 2.9241
2001/02 11.23 2.35 5.5225
2002/03 10.41 1.53 2.3409
2003/04 9.58 0.70 0.4900
2004/05 7.6 -1.28 1.6384
2005/06 7.44 -1.44 2.0736
2006/07 7.34 -1.54 2.3716
2007/08 6.88 -2.00 4.0000
Total 71.07 0.03 21.3611
Mean 8.88
SD (o) 1.7469

Source: Annual Reports of NABIL and Annex 5

The table shows that the average return on loan and advances of NABIL is 8.88% and the
standard deviation which represents risk is 1.7469. It reveals that the risk on investment on
Loan and Advances of NABIL is 1.7469 which indicates the riskiness on loan and advances
Observing the status of riskiness on loan and advances, NABIL displays higher step than
NIBL and SCBL (1.7469>1.6683>1.3814).




Table 4.26
Risk on Loan and Advances of EBL

(in percentage)

Fiscal Year Return on Loan and | (Ri-Ri) (Ri-Ri)?
Advances(R
2000/01 11.78 3.01 9.0601
2001/02 10.07 1.30 1.6900
2002/03 9.52 0.75 0.5625
2003/04 9.27 0.50 0.2500
2004/05 8.02 -0.75 0.5625
2005/06 7.6 -1.17 1.3689
2006/07 6.87 -1.90 3.6100
2007/08 7.06 -1.71 2.9241
Total 70.19 0.03 20.0281
Mean 8.77
SD (o1) 1.6915

Source: Annual Reports of EBL and Annex 5

The table shows that the average return on loan and advances of EBL is 8.77% and the
standard deviation which represents risk is 1.6915. It reveals that the risk on investment on
Loan and Advances of EBL is 1.6915which indicates the riskiness on loan and advances.
Nevertheless, EBL has lower riskiness on loan and advances than NABIL(1.6915<1.7469).

Table 4.27
Risk on Loan and Advances of HBL
(in percentage)

Fiscal Year Return on Loan and | (Ri-R)) (RI-Ri)?
Advances(Ry
2000/01 9.43 1.44 2.0736
2001/02 8.93 0.94 0.8836
2002/03 8.33 0.34 0.1156
2003/04 7.51 -0.48 0.2304
2004/05 8.34 0.35 0.1225
2005/06 71.24 -0.75 0.5625
2006/07 6.98 -1.01 1.0201
2007/08 7.16 -0.83 0.6889
Total 63.93 0.00 5.6972
Mean 7.99
SD (o1) 0.9022

Source: Annual Reports of HBL and Annex 5

The table shows that the average return on loan and advances of HBL is 7.99% and the
standard deviation which represents risk is 0.9022. It reveals that the risk on investment on
Loan and Advances of HBL is 0.9022 which indicates the riskiness on loan and advances. It



is evident that HBL has even lower riskiness on loan and advances than NIBL

(0.9022<1.3814).
Table 4.28
Risk on Loan and Advances of Banking Industry
(in percentage)
Fiscal Year Return on Loan and | (Ri-Ri) (Ri-Ri)?
Advances(R
2000/01 17.61 -7.26 52.6350
2001/02 18.00 -6.87 47.1282
2002/03 24.29 -0.57 0.3306
2003/04 24.26 -0.60 0.3660
2004/05 26.77 1.91 3.6290
2005/06 27.21 2.35 5.4990
2006/07 28.76 3.90 15.1710
2007/08 32.02 7.16 51.1940
Total 198.92 0.00 175.9530
Mean 24.865
SD (o)) 5.0136

Source: Reports of Banking and Annex 5

The table shows that the average return on loan and advances of Banking Industry is 24.865%
and the standard deviation which represents risk is 5.0136. It reveals that the risk on
investment on loan and advances of Banking industry is 5.0136 which indicate the riskiness
on loan and advances.

Table 4.29
Risk on Loan and Advances of Sample Banks and Banking Industry

(in percentage)

Fiscal SCBL NIBL | NABIL | EBL HBL Banking Industry
Year

2000/01 9.86 9.88 10.59 11.78 |19.43 17.61
2001/02 10.31 10.27 | 11.23 10.07 |8.93 18.00
2002/03 10.11 7.47 1041 [9.52 8.33 24.29
2003/04 8.70 9.58 9.58 9.27 7.51 24.26
2004/05 7.14 7.36 7.60 8.02 8.34 26.77
2005/06 6.68 7.32 7.44 7.60 7.24 27.21
2006/07 6.94 7.33 7.34 6.87 6.98 28.76
2007/08 6.36 6.93 71.07 7.06 7.16 32.02
Total 66.10 66.13 |[6.88 70.19 |[63.93 |198.92
Mean 8.26 8.27 10.59 | 8.77 7.99 24.865
SD (o1) 1.6683 | 1.3814 |1.7469 |1.6915 |0.9022 |5.0136

Source: Annual Reports of CBs and Tables: 4.23-4.28
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The above table 4.29 shows the risk (Standard deviation of return) on loan and advances of
Bank industry is 5.0136.Similarly the risk on loan and advances of SCBL, NIBL NABIL,
EBL, and HBL are 1.6683, 1.3814, 1.7469, 1.6915, 0.9022 respectively. From the above
analysis, it is evident that NABIL has the highest risk on loan and advances among five
commercial banks. EBL and SCBL have moderate risk and HBL has the lowest risk on loan
and advances.

4.1.2.3 Risk on Share and Debenture

Market Risk can be calculated as follows.

Y (Rs-R)?
n-1

Risk on Share and Debenture (os) =
Where Rs=Return on share and debenture

Rs = Average Rate of return on share and debenture

os= Standard Deviation on return on share and debenture

n=Number of years



Table 4.30
Risk on Share and Debenture of Banking Industry
(in Percentage)

Fiscal year NEPSE Index | Market Return | (Rs—Rs) (Rs—Rs)?
2000/01 383.90 6.43 -8.54 72.93
2001/02 227.54 -40.87 -55.84 3118.11
2002/03 204.86 -9.96 -24.93 621.50
2003/04 222.04 8.38 -6.59 43.43
2004/05 286.87 29.11 14.14 199.94
2005/06 386.83 34.91 19.94 397.60
2006/07 683.95 76.81 61.84 3824.19
2007/08 683.90 -0.01 -14.98 224.40
Total 104.8 8502.1
SD (o) 34.85

Source: Annex 6 (b)

The table 4.30 listed above reveals the risk (Standard Deviation) of return on Share and
Debenture of Banking Industry. The Standard deviation of return on Share and Debenture of
Banking Industry is 34.85 The Standard deviation portrays more risk than investment on loan
and advances and government securities i.e 5.0136 >1.0587  respectively. Thus it is clear
that investment on share and debenture is more risky

4.1.3 Return on Investment Portfolio

The return on portfolio is the weighted average of the expected returns of the individual stock
in the portfolio, with the weights being the proportion of the investment on each security in
the portfolio equation. Commercial banks invest their funds in government securities, share
and debenture and loan and advances. The weight of investment on various assets and their
portfolio of returns can be calculated as below;

Calculation of Portfolio Return (Rp)

Portfolio return (Rpy= Y WXR

=> W1R1+W2R2+W3R3

Investment in each asset

Proportion WEIght (W) " Total outside Investment

Where,

Re= Portfolio return.

W= Proportion of investment on government securities.
W2= Proportion of investment on loan and advances.
W3= Proportion of investment on share and debenture.




R1, Rz, and Rs = Return on government securities, loan and advances, share and
debenture respectively

Table 4.31
Portfolio Return on Investment of SCBL
(in percentage)

S.NO Assets Average Rate of | Proportion Weight
Return (R) (W)
1 Return on Government | 4.49 0.4666
securities(Rg)
2 Return on Loan and advances(R)) | 8.26 0.5315
3 Return on Share and | 14.97
debenture(Rs) 0.0019
Portfolio Return(Rp) 6.42 1.0000

Source: Annual Reports of SCBL, Annexes 7 and16

From the above table 4.31 the expected return on portfolio of SCBL is 6.42 which is more
than that of mean rate of return on investment on government securities i.e 6.42>4.49,but less
than that of mean rate of return on investment on loan and advances i.e 6.42<8.26 and share
and debenture i.e 6.42<14.05

Table 4.32
Portfolio Return on Investment of NIBL
(in percentage)

S.No Assets Average Rate of | Proportion Weight
Return (R) (W)
1 Return on Government | 3.03 0.1376
securities(Rg)
2 Return on Loan and advances(Ri) | 8.27 0.8605
3 Return on Share and | 14.97 0.0018
debenture(Rs)
Portfolio Return(Rp) 7.56 1.0000

Source: Annual Reports of NIBL, Annexes 7 and16

From the above table 4.32 the expected return on portfolio of NIBL is 7.56which is more than
that of mean rate of return on investment on government securities i.e 7.56>3.03, but less
than that of mean rate of return on investment on loan and advances i.e 7.76<8.27 and share
and debenture i.e7.56< 14.05




Table 4.33
Portfolio Return on Investment of NABIL

(in percentage)

S.No | Assets Average Rate of | Proportion Weight
Return (R) (W)
1 Return on Government | 4.64 0.2327
securities(Rg)
2 Return on Loan and advances(R)) 10.59 0.7573
3 Return on Share and debenture(Rs) 14.97 0.0100
Portfolio Return(Rp) 9.25 1.0000

Source: Annual Reports of NABIL, Annexes 7 and16

From the above table 4.33 the expected return on portfolio of NABIL is 9.25 which is more
than that of mean rate of return on investment on government securities i.e 9.25>4.64 ,but
less than that of mean rate of return on investment on loan and advances i.e 9.25<10.59 and
share and debenture i.e9.25<14.97

Table 4.34
Portfolio Return on Investment of EBL

(in percentage)

S.No Assets Average Rate of | Proportion Weight
Return (R) (W)
1 Return on Government | 3.10 0.2365
securities(Rg)
2 Return on Loan and advances(R)) | 8.77 0.7611
3 Return on Share and | 14.97 0.0024
debenture(Rs)
Portfolio Return(Rp) 7.44 1.0000

Source: Annual Reports of EBL, Annexes 7 and16

From the above table 4.34 the expected return on portfolio of EBL is 7.44 which is more

than that of mean rate of return on investment on government securities i.e 7.44 >3.10,

but

less than that of mean rate of return on investment on loan and advances i.e 7.44<8.77 and
share and debenture i.e7.44 <14.05




Table 4.35
Portfolio Return on Investment of HBL
(in percentage)

S.No Assets Average Rate of | Proportion Weight
Return (R) (W)

1 Return on Government | 3.33
securities(Rg) 0.2464

2 Return on Loan and advances(R;) | 7.99 0.7511

3 Return on Share and | 14.97
debenture(Rs) 0.0024
Portfolio Return(Rp) 6.86 1.0000

Source: Annual Reports of HBL, Annexes 7 and16

From the above table 4.35 the expected return on portfolio of HBL is 6.86 which is more
than that of mean rate of return on investment on government securities i.e 6.86 >3.33, but
less than that of mean rate of return on investment on loan and advances i.e 6.86<7.99 and
share and debenture i.e6.86<14.05

Table 4.36
Portfolio Return on Investment of Banking Industry
(in percentage)

S.No Assets Average Rate of | Proportion Weight
Return (R) (W)

1 Return on Government | 3.91
securities(Rg) 0.2691

2 Return on Loan and advances(R)) | 24.87 0.7271

3 Return on Share and | 14.97
debenture(Rs) 0.0038
Portfolio Return(Rp) 19.19 1.0000

Source: Banking and Financial Statistics of NRB, Annexes 7 and16

From the above table 4.36 the expected return on portfolio of Banking industry is 19.19
which is more than that of mean rate of return on investment on government securities and
share and debenture i.e 19.19 >3.91 >14.97 ,but less than that of mean rate of return on
investment on loan and advances i.e 19.19 <24.87




Table 4.37

Portfolio Return on Investment of Sample Banks and Banking Industry
(in percentage)

S.No | Assets SCBL | NIBL NABIL | EBL HBL Banking
Industry

1 Return 4.49 3.03 4.64 3.10 3.33 3.91
Government
securities(Rg)

2 Return on Loan | 8.26 8.27 10.59 8.77 7.99 24.87
and advances(Ri)

3 Return on Share | 14.97 14.97 14.97 14.97 14.97 14.97
and
debenture(Rs)

Portfolio Return(Rp) 6.42 7.56 9.25 7.44 6.86 19.19

Source: Banking and Financial Statistics of NRB, Tables4.31-4.36
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The above table 4.37 displays that the portfolio returns of SCBL,NIBL,NABIL,EBL,HBL
and Banking industry are 6.42%,7.56%, 9.25%, 7.44%, 6.86% and19.19% respectively. From
the above analysis, it is seen that NABIL has the highest portfolio return on various assets
among five commercial banks, because NABIL is investing 59.26% of its total outside
investment in loan and advances and 0.78% of its total outside investment on share and
debenture which generate higher return and only 39.96% of its total outside investment in
government securities which yields lower return.




Likewise, SCBL has the lowest portfolio return (6.42%) on various assets among five
commercial banks SCBL has invested 53.15% of its total outside investment in loan and
advances and 0.19% of its total outside investment on share and debenture which generate
higher return and only 44.66% of its total outside investment in government securities which
yields lower return.

Similarly, NIBL, EBL and HBL have moderate portfolio return on various assets. The
portfolio returns on various assets of all sample banks are less than that of banking industry.

From the above calculation, NABIL has utilized the optimum combination of the portfolio
return, which is the highest among four selected banks except banking industry.

4.1.4 Risk on Investment Portfolio

Expected risk on a portfolio is the function of the proportions invested in the components, the
riskiness of the components and correlation of returns on the component securities. It is
measured by standard deviation. However the standard deviation of portfolio is not simply
the weighted average of standard deviation of individual securities. The portfolio risk is
affected by the association of movement of returns of two securities. The degree to which the
assets return move together is measured by the covariance. Hence, by combining the
measures of individual assets risk, relative asset weights and the co-movement of asset
returns (covariance) the risk of the portfolio can be estimated. Thus prior to the calculation of
portfolio risk on investment, covariance between two assets return should be calculated.

Calculation of Correlation Coefficient

Correlation Coefficient between government securities and loan and advances

nY RoxR|-YRoYR

JrER R xRy

rgl =

Correlation Coefficient between government securities and share and debenture

nYRy*Rs-YRgYRs

I =
® 2 2 2 2
\/“ZRg -(2Rg) X\/HZRS -(XRs)

Correlation Coefficient between loan and advances and share and debenture

n) RixRs-> R} Rg

\/nZRlz-(ZRl)zx\/nZRsz-(ZRs)z

lNs=




Calculation of Covariance

Covariance between government securities and loan and advances
Covg= Iy X6gXol

Covariance between loan and advances and share and debenture
Covis= lsxosxol

Covariance between government securities and share and debenture
CoVis= IgsX6gX0s

Where, Rg=Return on government securities

Ri=Return on loan and advances

Rs=Return on share and debenture

og=Standard deviation of return on government securities

o= Standard deviation of return on loan and advances

os= Standard deviation of return on share and debenture
Calculation of Standard Deviation of Portfolio Investment

The Standard Deviation of portfolio investment (op) can be calculated as follows

Op= \/W92092+W|20|2+W52052+2WgW|COVgI+2WgWsCOVgs+2WIWsCOVIs
Where,

Wy W, and Ws=Weight of government securities , loan and advances and shares and
debentures respectively

og, 01, os=Standard deviation of government securities , loan and advances and shares and
debentures respectively

Covg = Co-variance between government securities and loan and advances
Covis= Co-variance between loan and advances and shares and debentures

Covgs= Co-variance between government securities and shares and debentures



Table 4.38
Portfolio Risk on Investment of SCBL

(in percentage)

S.No | Assets Risk(Standard Correlation
deviation) Coefficient
1 Risk on Government Security(og ) 0.3064 rg=0.62
2 Risk on Loan and Advances(ci, ) 1.6683 I gs= -0.022
3 Risk on Share and Debenture(cs ) 34.85 ris= -0.068
Portfolio Risk (op) 1.043

Source: Annual reports of SCBL, Annexes 8 and 9

From the above table 4.38, the expected risk of portfolio (standard deviation) of SCBL is
1.043% which is considerably less than the expected risk on investment on share and
debenture 1.043%< 34,85% and loan and advances 1.043% < 1.6683% but more than the
expected risk of investment on government securities i.e. 1.043% >0.3064%. The risk of
investment portfolio of SCBL has considerably reduced owing to the negative correlation
between returns of investment on government securities and share and debenture (r gs= -
0.022) and returns of investment on loan and advances and share and debenture (r 1s=-0.068).
Hence it is clear from the above analysis that the lower the correlation coefficient, the lower
the risk of the portfolio. In other words, combining assets with negative correlation(r<0) will
significantly reduce the risk of the portfolio.

Table 4.39
Portfolio Risk on Investment of NIBL
(in percentage)

S.No | Assets Risk(Standard Correlation Coefficient
deviation)
1 Risk on Government Security(cg) | 0.9122 rq=0.47
2 Risk on Loan and Advances(ci, ) | 1.3814 r s=-0.57
3 Risk on Share and Debenture(cs ) | 34.85 ris=-0.67
Portfolio Risk (cp) 1.28

Source: Annual reports of SCBL, Annexes 8 and 9

From the above table 4.39, the expected risk of portfolio (standard deviation) of NIBL is
1.28% which is considerably less than the expected risk on investment on share and
debenture 1.28% < 34.85% and loan and advances 1.28% < 1.3814% but more than the
expected risk of investment on government securities i.e 1.28% > 0.9122%. The risk of
investment portfolio of NIBL has considerably reduced owing to the negative correlation
between returns of investment on government securities and share and debenture (r gs=-0.57)
and returns of investment on loan and advances and share and debenture (r 5=-0.67).




Table 4.40
Portfolio Risk on Investment of NABIL

(in percentage)

S.No | Assets Risk(Standard Correlation
deviation) Coefficient
1 Risk on Government Security(cg ) 1.0969 rq=-0.06
2 Risk on Loan and Advances(ci, ) 1.7469 I gs=0.17
3 Risk on Share and Debenture(os ) 34.85 ris= -0.69
Portfolio Risk (o;) 1.153

Source: Annual reports of NABIL, Annexes 8 and 9

From the above table 4.40, the expected risk of portfolio (standard deviation) of NABIL is
1.183%which is considerably less than the expected risk on investment on share and
debenture 1.153%<34.85% and loan and advances 1.153%< 1.7469% and the expected risk
of investment on government securities i.e1.153%>1.0969%. The risk of investment portfolio
of NABIL has considerably reduced owing to the negative correlation between and returns of
investment on loan and advances and share and debenture (r 1s= -0.69). ). Hence it is clear
from the above analysis that the lower the correlation coefficient, the lower the risk of the
portfolio. In other words, combining assets with negative correlation(r<0) will significantly
reduce the risk of the portfolio.

Table 4.41
Portfolio Risk on Investment of EBL
(in percentage)

S.No | Assets Risk(Standard Correlation
deviation) Coefficient
1 Risk on Government Security(og ) 0.5674 rg=-0.50
2 Risk on Loan and Advances(oi, ) 1.6915 r =0.04
3 Risk on Share and Debenture(os ) 34.85 ris= -0.60
Portfolio Risk (op) 0.852

Source: Annual reports of EBL, Annexes 8 and 9

From the above table 4.41, the expected risk of portfolio (standard deviation) of EBL is
0.852% which is considerably less than the expected risk on investment on share and
debenture 0.852% < 34.85% and loan and advances 0.852% < 1.6915 but more than the
expected risk of investment on government securities i.e. 0.852% >0.5674 %. The risk of
investment portfolio of EBL has considerably reduced owing to the negative correlation
between returns of investment on loan and advances, and share and debenture (r Is= -0.6).




Table 4.42
Portfolio Risk on Investment of HBL

(in percentage)

S.No | Assets Risk(Standard Correlation
deviation) Coefficient
1 Risk on Government Security(cg ) 0.6914 rqg=-0.09
2 Risk on Loan and Advances(ci, ) 0.9022 I gs= -0.14
3 Risk on Share and Debenture(cs ) 34.85 ris=-0.59
Portfolio Risk (op) -0.567

Source: Annual reports of HBL, Annexes 8 and 9

From the above table 4.42, the expected risk of portfolio (standard deviation) of HBL is
-0.567% which is considerably less than the expected risk on investment on share and
debenture -0.567% < 34.85% and loan and advances -0.567% < 0.9022 and the expected risk
of investment on government securities -0.567% <0.6914 %. The risk of investment portfolio
of HBL has considerably reduced owing to the negative correlation between returns of
investment on government securities and share and debenture (rgs= -0.14), and returns of
investment on loan and advances and share and debenture (r 1s= -0.59)

Table 4.43
Portfolio Risk on Investment of Banking Industry
(in percentage)

S.No | Assets Risk(Standard Correlation
deviation) Coefficient
1 Risk on Government Security(cg ) 0.376 rqg=-0.55
2 Risk on Loan and Advances(ci, ) 5.0136 rgs=-0.18
3 Risk on Share and Debenture(os ) 34.85 r 1s=0.55
Portfolio Risk (op) 3.62

Source: Annual reports of CBs, Annexes 8 and 9

From the above table 4.43, the expected risk of portfolio (standard deviation) of banking
industry is 3.62% which is considerably less than the expected risk on investment on share
and debenture 3.62% < 34.85% and loan and advances 3.62% < 5.0136 and the expected risk
of investment on government securities 3.62% >0.376%. The risk of investment portfolio of
banking industry has reduced owing to the lower correlation between returns of investment
on government securities and share and debenture (rgs=-0.18), and returns of investment on
government securities and loan and advances (rg=-0.55)




Table 4.44
Portfolio Risk on Investment of Sample Banks
(in percentage)

Asset SCBL NIBL NABIL EBL HBL
Risk on Government | 0.3064 0.9122 1.0969 0.5674 0.6914
securities
Risk on Loan and | 1.6683 1.3814 1.7469 1.6915 0.9022
Advances
Risk on Share and | 34.85 34.85 34.85 34.85 34.85
Debenture
Portfolio Risk 1.043 1.28 1.15 0.852 -0.567

Source: Annual Reports of CBs and Annex 9

Figure 4.7
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The above table presents the portfolio risk on investment of SCBL, NIBL, NABIL, EBL, and
HBL as 1.043%, 1.28%, 1.15%,0.852%,and -0.567% respectively From the above analysis, it
is found that NABIL has the highest portfolio risk on investment on various assets, while
HBL has the lowest portfolio risk on investment on various assets.

From the above calculation, it is evident that investing the total funds on loan and advances
and share and debenture is more risky than that of investment on government securities.
However, average return on investment on loan and advances and share and debenture is
more than that of average return on investment on government securities. Thus, investing
wealth in more than one security helps minimize the risk.




4.2 Analysis of Ratios

Ratio analysis is the process of establishing the significant relationship between the variables
of financial statement to provide a meaningful understanding of the performance and the
financial position of a firm. As a tool of financial analysis, ratio can be expressed in
percentage. With the help of ratio analysis, the quantitative judgment can be obtained very
easily and timely with respect to financial performance of the firm. In this section, major
ratios related to the investment mechanism of commercial banks are calculated and analyzed.

4.2.1Total Investment to Total Deposit Ratio

The ratio is used to measure the ability of banks to successfully mobilize the total deposits of
investment. This ratio is obtained by dividing total investment by total deposit as expressed
below.

Total Investment

Total Investment to Total D it Ratio=
otal Investment to Total Deposit Ratio= ——— Deposit

In general, the high ratio is the indicator of high success to mobilize the banking funds as
investment and vice-versa.

The following table (4.45) shows the ratios of total investment to total deposit of sample
commercial banks.

Table 4.45
Total Investment to Total Deposit Ratio (%)

FY SCBL NIBL NABIL EBL HBL
2000/01 61.95 46.29 48.64 19.71 23.29
2001/02 58.58 43.65 52.88 30.97 49.18
2002/03 54.47 21.52 44.85 24.70 48.44
2003/04 53.68 33.51 41.33 31.44 32.36
2004/05 50.11 27.60 29.27 21.08 47.13
2005/06 55.67 29.60 31.94 30.44 41.10
2006/07 54.99 26.56 38.36 2741 39.35
2007/08 46.74 19.97 31.23 21.11 41.89
Mean 54.52 31.09 39.84 25.86 40.34
SD (o1) 4.39 8.98 8.1 4.57 8.28

CV 8.05 28.88 20.33 17.67 20.53

Source: Annual Reports of related banks from FY2000/01-2007/08and Annexesl (a), 1(b)
&10




(54.52+31.09+39.84+25.86+40.51) 191.82

Bank Industry Average Mean = 5 =38.36%
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The comparative table 4.45 and figure 4.8 reveal that the ratio of total investment to total
deposit of sample commercial banks has quite fluctuating trend during the study period of FY
2000/01-2007/08. The mean investment to total deposit of SCBL is the highest at the 54.39
%. Likewise HBL has the second highest of investment to total deposit with 40.34%. NABIL
stood at the third position (39.84%) Gauging at the average ratio it can be inferred that
SCBL, HBL, and NABIL capacity of mobilizing deposit on investment is more than others,
since their mean ratio are higher than the average ratio on CBS 38.3 %. However, the
mobilization of deposit on investment by NIBL and EBL is comparatively lower than overall
CBs.

Nevertheless, the coefficient of variation (C.V) in the ratio of SCBL is the lowest
(8.13%).Likewise, the C.V in the ratio of NIBL is the highest (28.88 %) indicating more
consistency among the others. Thus it is evident that SCBL is the most successful in utilizing
its resources on investment among the banks. Next stands HBL in utilizing its resources on
investment. However, other banks are poor in utilizing their deposits on investment.

4.2.2 Investment on Government Securities to Total outside Investment Ratio

This ratio is very useful for understanding to what extent the CBs are successful to mobilize
their total outside investment on different types of government securities to maximize the



income. The ratio is computed by dividing investment on government securities by total
outside investment.

Investment on Government Securities
Total outside Investment (TOI)

Investment on Government Securities to Total outside Investment Ratio =

A high ratio indicates the efficiency of firms in overall investment on government securities
and vice —versa.

The table 4.46 shows Investment on Government Securities to Total outside Investment
Ratio.

Table 4.46
Investment on Government Securities to Total outside Investment Ratio (%)

FY SCBL NIBL NABIL EBL HBL
2000/01 45.89 11.40 25.68 21.74 18.33
2001/02 51.83 5.12 26.35 27.28 22.28
2002/03 54.09 5.35 26.03 24.37 23.53
2003/04 55.31 21.88 30.90 29.47 20.94
2004/05 46.90 16.11 17.96 21.56 28.85
2005/06 49.12 16.47 15.01 26.54 24.56
2006/07 40.25 15.82 22.90 25.58 26.54
2007/08 37.04 10.26 17.26 20.29 26.93
Mean 47.55 12.80 22.76 24.60 24.00
SD (o1) 6.03 4.17 5.14 2.99 3.23

CV 12.68 32.58 22.58 12.04 13.46

Source: Annual Reports of related banks from FY2000/01-2007/08, Annexes1(c), 1(f) &11
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Among the five selected banks, SCBL has the highest investment (47.55%) on Government
Securities to total outside investment. It means SCBL utilizes the highest percentage of total
outside investment into government securities amounting to 47.55 %. Similarly, NIBL invests
the lowest fraction (12.80%) of total outside investment into government securities.

The Coefficient of Variation of NIBL is the highest (32.58 %), which indicates that the ratios
of NIBL are the least consistent.EBL has the lowest C.V (12.04%). It depicts the given ratios
of EBL is the most consistent among five banks.

From the above analysis, it can be concluded that the mobilization of total outside investment
into government securities of SCBL is the highest among other CBs that is proved by the
highest ratios and lower C.V. Likewise, EBL and HBL have moderate position. However
NIBL falls on the weakest position for the mobilization of total outside investment into
government securities.

4.2.3 Investment on Loan and Advances to Total outside Investment Ratio

This ratio is very useful for understanding the capacity of banks to mobilize their total outside
investment on loan and advances for profit generating purposes. This ratio is calculated by
dividing investment on loan and advances by total outside investment.

) ) Investment on Loan and Advances
Investment on Loan and Advances to Total outside Investment Ratio=

Total outside Investment

A high ratio of loan and advances to total outside investment indicates better mobilization of
depositors’ fund on loan and advances and vice-versa. Nevertheless, it should be noted that
too high ratio might be better from its liquidity point of view



The table 4.47 shows that the ratio of investment on loan and advances to total outside
investment.

Table 4.47

Investment on Loan and Advances to Total outside Investment Ratio (%)
FY SCBL NIBL NABIL EBL HBL
2000/01 54.00 88.11 74.15 78.16 81.58
2001/02 48.06 57.40 61.62 69.98 82.27
2002/03 45.82 77.19 56.25 74.79 76.23
2003/04 44.60 77.96 68.91 70.32 78.88
2004/05 53.01 83.73 78.76 78.23 70.94
2005/06 50.77 83.41 84.30 73.30 75.25
2006/07 59.48 84.00 75.73 74.30 73.16
2007/08 62.44 89.54 81.53 79.28 72.74
Mean 52.27 80.17 72.66 74.80 76.38
SD (o)) 5.91 9.49 9.14 3.14 3.91
CV 11.31 11.84 12.58 4.20 5.12

Source: Annual Reports of related banks from FY2000/01-2007/08, Annexes 1(e),1(f)&12

Figure 4.10
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The above table shows that the ratio of investment on loan and advances to total outside
investment is not fixed. Among the five selected banks, the mean loan and advances to total
outside investment of NIBL is the highest (80.17%). Similarly HBL stood at the second
position taking 76.38 % and EBL stood at the third position (74.80%). Based on the average




rate, it can be inferred that NIBL, HBL and EBL possess better capacity to mobilize total
outside investment into loan and advances.

The C.V of EBL is the lowest (4.20%). It indicates that EBL is consistent investing its total
outside investment in loan and advances. However, NABIL is less consistent (12.58 %),
because its C.V is the highest among five banks.

4.2 .4 Investment on Share and Debenture to Total outside Investment Ratio

This ratio reflects the extent to which banks are successful to mobilize their total outside
investment on purchase of share and debentures.

It is computed by dividing investment on share and debentures by total outside investment.

Investment on Share and Debenture

Investment on Share and Debenture to Total Outside Investment Ratio= -
Total Outside Investment

A higher ratio indicates more portions of share and debenture out of total outside investment
and vice —versa.

The table 4.48presents Investment on Share and Debenture to Total outside Investment Ratio

Table 4.48
Investment on Share and Debenture to Total outside Investment Ratio (%)

FY SCBL NIBL NABIL EBL HBL
2000/01 0.11 0.48 0.17 0.10 0.10
2001/02 0.10 0.32 0.14 0.31 0.29
2002/03 0.09 0.19 0.16 0.26 0.24
2003/04 0.07 0.15 0.18 0.20 0.21
2004/05 0.09 0.14 3.27 0.20 0.21
2005/06 0.09 0.11 0.68 0.15 0.19
2006/07 0.25 0.17 1.37 0.10 0.30
2007/08 0.52 0.19 1.21 0.43 0.32
Mean 0.15 0.22 0.90 0.22 0.23
SD (o1) 0.15 0.11 1.01 0.10 0.07
CV 100 50 112.22 47.14 29.13

Source: Annual Reports of related banks from FY2000/01-2007/08, Annexes 1(d), 1(f) &13




Figure 4.11
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The comparative table listed above reveals that investment on share and debenture to total
outside investment has a fluctuating trend. It shows that banks invest a minor portion of its
total outside investment on share and debenture of other companies. Among five commercial
banks, NABIL has the highest ratio (0.90%) on share and debenture to total outside
investment. This means among five banks NABIL utilized highest percentage of total outside
investment on share and debenture. Similarly, SCBL has the lowest ratio (0.15 %) on share
and debenture to total outside investment. This means SCBL invests lowest portion of total
outside investment.

Likewise, the C.V of NABIL is the highest (112.22%). This shows that the ratio of the bank
is less consistent and more variable. The lowest C.V (29.13%) of HBL shows that it has the
least variability in the investment on share and debenture to total outside investment.

From the above analysis, it can be concluded that the CBs are less successful to mobilize
their resources in the field of share and debentures of the other companies. They invested
very nominal part of total outside investment on share and debentures of the other companies.

Lastly it can also be concluded that the investment on share and debenture to total outside
investment ratio of the selected five CBs is pretty low.

Return to Total Assets Ratio

This ratio measures the profitability of banks in terms of total assets. The ratio is vital for
measuring financial performance of the firms or the effective utilization of resources in



different sectors and yields a higher return for banks. This ratio is calculated by dividing net
profit after tax (NPAT) by total assets, as stated below.

Net Profit After Tax (NPAT)

Return to Total Assets Ratio =
Total Assets

The returns on total assets of different CBs are presented below.

Table 4.49
Return to Total Assets (%)
Fiscal Year SCBL NIBL NABIL EBL HBL
2000/01 2.23 1.10 1.59 1.34 1.42
2001/02 2.60 1.15 1.54 1.29 1.10
2002/03 2.41 1.30 2.51 1.17 0.91
2003/04 2.27 1.15 2.71 1.49 1.06
2004/05 2.46 1.42 3.02 1.44 1.07
2005/06 2.55 1.64 2.84 1.49 1.50
2006/07 2.42 1.82 2.47 1.38 1.43
2007/08 2.46 1.77 2.01 1.66 1.73
Mean 2.43 1.42 2.34 1.41 1.28
SD (o1) 0.33 0.27 0.53 0.14 0.26
C.V 13.58 19.01 22.65 9.93 20.31

Source: Annual Reports of related banks from FY2000/01-2007/08, Annexes 1(i), 1(j) &14
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During the study period, NABIL earned the highest ratio (3.02%) in FY 2004/05. While
examining the mean ratio, SCBL has the highest ratio (2.43%) and HBL has the lowest
(1.28%) among five CBs.

The lowest C.V of EBL (9.93%) shows that the return on total assets of EBL is the most
consistent among five banks. Similarly, the highest C.V in the ratios of NABIL (22.65 %)
shows that the return on total assets is highly variable among five banks.

Finally, it can be concluded that SCBL is the best bank in relation to return on total assets
ratio. This means SCBL utilized its resource more efficiently than other banks. Likewise the
ratio of NABIL also reflects that it is also successful in utilization of its overall resources.
The profitability position of HBL is the weakest in relation to the return on total assets among
five CBs during the study period.

4.3 Trend analysis

Trend analysis is a statistical tool to highlight the previous trend and forecast the future. The
purpose of the trend analysis in this section is to analyze the trend of investment on various
assets particularly government securities loan and advances, share and debentures of the
sample banks and forecast for next four years.

Here, the method of least square is used to calculate the trend value. In this method the trend
line between the dependent variable y and the independent variable x (time) is represented

by,

y=a+bx. where y= Dependent variable, a= y intercept, b= slope of the trend line,
x=Independent variable (time)

To determine the straight line trend, we should determine the value of a and b.

To make the calculation easy the deviation of the independent variable is taken from the
middle of the time period so that Y x=o0, then the values of a and b are calculated by:

a=Z and b= z_xz
n yx

4.3.1 Trend Analysis of Investment on Government Securities

In this section it has been endeavored to calculate the trend values of investment on
government securities of sample banks. Efforts are directed towards analyzing the total
investment on government securities of commercial banks for 8 years from 2001 t02008 and
predicting it for the next four years till 2012.

The trend values of investment on government securities of commercial banks are presented
in the following table.



Table 4.50

Trend Analysis of Investment on Government Securities of SCBL

(Rs in millions)

Year X=(t-2004.5) | Actual Value Trend value
Yq=7044.96+415.76x
2001 -3.5 4,811.01 5589.80
2002 -2.5 5,784.72 6005.56
2003 -1.5 6,722.35 6421.32
2004 -0.5 7,948.22 6837.08
2005 0.5 7,203.07 7252.84
2006 1.5 8,644.86 7668.60
2007 2.5 7,107.94 8084.36
2008 3.5 8,137.52 8500.12
2009 4.5 - 8915.88
2010 5.5 - 9331.64
2011 6.5 - 9747.4
2012 7.5 - 10163.16

Source: Annual reports of SCBL and Annex 15(a)

The above table shows that ‘a’ (y intercept) and ‘b’ (slope of trend line) of investment on
government securities of SCBL are Rs7044.96and Rs 415.76 m respectively. Hence the slope
of trend line is positive; it shows that investment on government securities of SCBL is
increasing by Rs415.76 m each year .From the above equation the predicted investment on
government securities for the next 4 years would be Rs 8915.88,Rs9331.64, Rs9747.40 and

Figure 4.13
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Rs10163.16 million respectively. It has increased 1.82 times (10163/5589)




Table 4.51

Trend Analysis of Investment on Government Securities of NIBL

(Rs in millions)

Year X=(t-2004.5) | Actual Value Trend value
Yq=1725.96+493.56x

2001 -3.5 300.00 -1.5

2002 -2.5 224.40 492.06

2003 -1.5 400.00 985.62

2004 -0.5 2,001.10 1479.18

2005 0.5 1,948.50 1972.74

2006 1.5 2,522.30 2466.3

2007 2.5 3,256.40 2959.86

2008 3.5 3,155.00 3453.42

2009 4.5 3946.98

2010 5.5 4440.54

2011 6.5 4934.1

2012 7.5 5427.66

Source: Annual reports of NIBL and Annex 15(b)
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From the above table, the positive slope of the trend line shows the investment trend of NIBL
on government securities is increasing by Rs493.56m each year and expected to reach
Rs5427.66m at the end of 2012. Therefore it is clear that investment on government securities
of NIBL has increased 11.03 times (5427.66/492.06)



Table 4.52
Trend Analysis of Investment on Government Securities of NABIL
(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Y ¢=3,549.9+680x
2001 -3.5 2,76.80 1169.9
2002 -2.5 4,12.29 1849.9
2003 -1.5 3,66.57 2529.9
2004 -0.5 3,672.63 3209.9
2005 0.5 2,418.43 3889.9
2006 15 2,301.46 4569.9
2007 2.5 4,808.35 5249.9
2008 3.5 28,399.58 5929.9
2009 4.5 6606.9
2010 5.5 7289.9
2011 6.5 7969.9
2012 7.5 8649.9

Source: Annual reports of NABIL and Annex 15(c)
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From the above table, the positive slope of the trend line shows the investment trend of
NABIL on government securities is increasing by Rs3549.9 m each year and expected to
reach Rs 8649.9 m at the end of 2012. Therefore it is clear that investment on government
securities of NABIL has increased 7.39 times (8649.9/1169.9)



Table 4.53
Trend Analysis of Investment on Government Securities of EBL
(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Yq=2672.08+552.41x

2001 -3.5 83.00 738.65

2002 -2.5 1,538.90 1291.06
2003 -1.5 1,599.35 1843.47
2004 -0.5 2,466.43 2395.88
2005 0.5 2,100.29 2948.29
2006 15 3,322.44 3500.70
2007 2.5 4,704.63 4053.11
2008 3.5 4,821.61 4605.52
2009 4.5 5157.93
2010 5.5 5710.34
2011 6.5 6262.75
2012 7.5 6815.16

Source: Annual reports of EBL and Annex 15(d)
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From the above table, the positive slope of the trend line shows the investment trend of EBL
on government securities is increasing by Rs552.41m each year and expected to reach Rs
6815.16 m at the end of 2012. Therefore it is clear that investment on government securities
of EBL has increased 9.23 times (6815.16/738.65)



Table 4.54
Trend Analysis of Investment on Government Securities of HBL

(Rs in millions)

Year X=(t-2004.5) Actual Value Trend value
Y ¢=4491.63+772.45X

2001 -3.5 2,025.25 1788.06
2002 -2.5 2,588.56 2560.51
2003 -1.5 3,347.10 3332.96
2004 -0.5 3,431.73 4105.41
2005 0.5 5,469.73 4877.86
2006 15 5,144.31 5650.31
2007 2.5 6,454.87 6422.76
2008 3.5 7,471. 67 7195.21
2009 4.5 7967.66
2010 5.5 8740.11
2011 6.5 9512.56
2012 7.5 10285.01

Source: Annual reports of HBL and Annex 15(e)
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From the above table, the positive slope of the trend line shows the investment trend of HBL
government securities is increasing by Rs772.45m each year and expected to reach Rs
10285.01 m at the end of 2012. Therefore it is clear that investment on government securities
of HBL has increased 5.75 times (10285.01/1788.06)

From the above trend analysis, finally it can be concluded that investment on government
securities of all commercial banks: SCBL, NIBL, NABIL EBL, and HBL is increasing. In



comparison, increasing ratio on government securities of NIBL is the highest among sample
banks 11.03 times of its investment on government securities during the period.

4.3.2Trend Analysis of Investment on Loan and Advances

In this section it has been endeavored to calculate the trend values of investment on loan and
advances of sample banks. Efforts are directed towards analyzing the total investment on loan
and advances of commercial banks for 8 years from 2001 t02008 and predicting it for the
next four years till 2012.

The trend values of investment on loan and advances of commercial banks are presented in
the following tables.

Table 4.55
Trend Analysis of Investment on Loan and Advances of SCBL
(Rs in millions)

Year X=(t-2004.5) Actual Value Trend value
Y 1=8024.17+1124.9x

2001 -3.5 5,660.80 4087.02
2002 -2.5 5,248.36 5211.92
2003 -1.5 5,574.06 6336.82
2004 -0.5 6,410.24 7461.72
2005 0.5 8,143.21 8586.62
2006 1.5 8,935.42 9711.52
2007 2.5 10,502.64 10836.42
2008 3.5 13,718.60 11961.32
2009 4.5 13086.22
2010 5.5 14211.12
2011 6.5 15336.02
2012 7.5 16460.92

Source: Annual reports of SCBL and Annex 15(f)



The above table shows that ‘a’ (y intercept) and ‘b’ (slope of trend line) of investment on
loan and advances of SCBL are Rs 8024.17 m and Rs1124.9 m respectively. Hence the slope
of trend line is positive; it shows that investment on loan and advances of SCBL is increasing
by Rs4087.02 m each year .From the above equation the predicted investment on loan and
advances for the next 4 years would be Rs13086.22, Rs14211.12 Rs15336.0, and Rs16460.92
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respectively. It has increased 4.03 times (16460.92/4087.02)

Table 4.56

Trend Analysis of Investment on Loan and Advances of NIBL

(Rs in millions)

Year X=(t-2004.5) Actual Value Trend value
Y 1=9484.92+3207.69x
2001 -3.5 2,318.91 -17412.00
2002 -2.5 2,518.06 1465.70
2003 -1.5 5,648.03 4673.39
2004 -0.5 6,917.80 7881.08
2005 0.5 10,45.16 11088.77
2006 1.5 13,178.15 14296.46
2007 2.5 17,769.10 17504.15
2008 35 27,529.31 20711.84
2009 4.5 23919.53
2010 5.5 27127.22
2011 6.5 30334.91
2012 7.5 33542.60

Source: Annual reports of NIBL and Annex 15(g)




From the above table, the positive slope of the trend line shows the investment trend of NIBL
on loan and advances is increasing by Rs3207.69 m each year and expected to reach
Rs33542.6 m at the end of 2012. Therefore it is clear that investment on loan and advances of
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NIBL has increased 19.26 times (33542.60/1742).

Table 4.57
Trend Analysis of Investment on Loan and Advances of NABIL

(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Y 1=11553.11+1912.70x

2001 -3.5 7,993.28 4858.66
2002 -2.5 7,135.54 6771.36
2003 -1.5 7,454.26 8684.06
2004 -0.5 7,953.76 10596.76
2005 0.5 10,946.74 12509.46
2006 15 13,278.78 14422.16
2007 2.5 15,903.02 16334.86
2008 3.5 21,759.46 18247.56
2009 4.5 20160.26
2010 5.5 22072.96
2011 6.5 23985.66
2012 7.5 25898.36

Source: Annual reports of NABIL and Annex 15(h)




Figure 4.20
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From the above table, the positive slope of the trend line shows the investment trend of
NABIL on loan and advances is increasing Rs1912.70 m each year and expected to reach Rs
25898.36 m at the end of 2012. Therefore it is clear that investment on loan and advances of
NABIL has increased 5.53 times (25898.36/4858.66).

Table 4.58
Trend Analysis of Investment on Loan and Advances of EBL
(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Y 1=8599.63 +2137.13 X

2001 -3.5 2,959.45 1119.68
2002 -2.5 3,923.60 3256.81
2003 -1.5 4,882.79 5393.94
2004 -0.5 6,075.84 7531.07
2005 0.5 7,900.02 9668.20
2006 1.5 10,136.25 11805.33
2007 2.5 14,082.69 13942.46
2008 3.5 18,836.43 16079.59
2009 4.5 18216.72
2010 5.5 20353.85
2011 6.5 22490.98
2012 7.5 24628.11

Source: Annual reports of EBL and Annex 15(i)



From the above table, the positive slope of the trend line shows the investment trend of EBL
on loan and advances is increasing by Rs2137.13 m each year and expected to reach Rs
24628.11 m at the end of 2012. Therefore it is clear that investment on loan and advances of
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EBL has increased 22 times (24628.11/1119.68)

Table 4.59

Trend Analysis of Investment on Loan and Advances of HBL

(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Y 1=12169.27 + 1602.61 X

2001 -3.5 9,015.35 6560.14
2002 -2.5 9,557.14 8162.75
2003 -1.5 10,844.60 9765.36
2004 -0.5 12,919.63 11367.97
2005 0.5 13,451.17 12970.58
2006 15 15,761.98 14573.19
2007 2.5 17,793.72 16175.80
2008 3.5 20,180.00 17778.41
2009 4.5 19381.02
2010 5.5 20983.63
2011 6.5 22586.24
2012 7.5 24188.86

Source: Annual reports of HBL and Annex 15(j)
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From the above table, the positive slope of the trend line shows the investment trend of HBL
loan and advances is increasing by Rs 1602.61 m each year and expected to reach Rs
24188.86 m at the end of 2012. Therefore it is clear that investment on loan and advances of
HBL has increased 3.69 times (24188.86/6560.14)

From the above trend analysis, finally it can be concluded that investment on loan and
advances of all the sample banks: SCBL, NIBL, NABIL, EBL, HBL is increasing. In
comparison, increasing ratio on loan and advances of NIBL is the highest among sample
banks 19.26 times of its investment on loan and advances during the period.EBL occupied the
second position in the investment on loan and advances during the period, while HBL has
occupied the lowest position in the investment on loan and advances. In other words, it has
increased only 3.69 times of its investment on loan and advances during the period. It
conveys that HBL has invested a low portion of its total investment on loan and advances.

4.3.3Trend Analysis of Investment on Share and Debenture

In this section it has been endeavored to calculate the trend values of investment on share and
debenture of sample banks. Efforts are directed towards analyzing the total investment on
share and debenture of commercial banks for 8 years from 2001 t02008 and predicting it for
the next four years till 2012.

The trend values of investment on share and debenture of commercial banks are presented in
the following tables.



Table 4.60

Trend Analysis of Investment on Share and Debenture of SCBL

(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Ys=12169.27 + 1602.61 X

2001 -3.5 11.20 6560.12
2002 -2.5 11.20 8162.75
2003 -1.5 11.20 9765.36
2004 -0.5 11.20 11367.97
2005 0.5 13.35 12970.58
2006 15 15.43 14573.19
2007 2.5 44,94 16175.80
2008 3.5 114.54 17778.41
2009 4.5 19381.02
2010 5.5 20983.63
2011 6.5 22586.24
2012 7.5 24188.85

Source: Annual reports of SCBL and Annex 15(k)

The above table shows that ‘a’ (y intercept) and ‘b’ (slope of trend line) of investment on
share and debenture of SCBL are Rs 12169.27 m and Rs 1602.61 m respectively. Hence the
slope of trend line is positive; it shows that investment on share and debenture of SCBL is
increasing by Rs 1602.61 m each year .From the above equation the predicted investment on
share and debenture for the next 4 years would be Rs19381.02, Rs20983.63, Rs22586.24, and
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Rs respectively. It has increased 3.18 times (24188.85/6560.14)




Table 4.61
Trend Analysis of Investment on Share and Debenture of NIBL
(Rs in millions)

Year X=(t-2004.5) Actual Value Trend value
Y's=23.13+5.39x

2001 -3.5 12.70 4.27

2002 -2.5 13.90 9.66

2003 -1.5 13.90 15.05

2004 -0.5 13.90 20.44

2005 0.5 17.74 25.83

2006 15 17.74 31.22

2007 2.5 35.25 36.61

2008 3.5 59.95 42.00

2009 4.5 47.39

2010 5.5 52.78

2011 6.5 58.17

2012 7.5 63.56

Source: Annual reports of SCBL and Annex 15(1)
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From the above table, the positive slope of trend line shows that investment on share and
debenture of NIBL is increasing by Rs 5.39 m each year .From the above equation the
predicted investment on share and debenture for the next 4 years would be Rs47.36, Rs52.78,
Rs58.17 and Rs63.56 respectively. It has increased 14.89 times (63.56/4.27)



Table 4.62
Trend Analysis of Investment on Share and Debenture of NABIL
(Rs in millions)

Year X=(t-2004.5) | Actual Value Trend value
Ys=115.5+24.54x

2001 -3.5 18.22 29.61

2002 -2.5 22.22 54.15

2003 -1.5 22.22 78.69

2004 -0.5 22.22 103.23

2005 0.5 415.72 127.77

2006 15 104.19 152.31

2007 2.5 286.96 176.85

2008 3.5 32.24 201.39

2009 4.5 225.93

2010 5.5 250.47

2011 6.5 275.01

2012 7.5 299.55

Source: Annual reports of NABIL and Annex 15(m)
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From the above table, the positive slope of trend line shows that investment on share and
debenture of NABIL is increasing by Rs 24.54m each year .From the above equation the
predicted investment on share and debenture for the next 4 years would be Rs225.93,
Rs250.47, Rs275.01 and Rs299.55 respectively. It has increased 10.17 times (299.55/29.61)



Table 4.63
Trend Analysis of Investment on Share and Debenture of EBL
(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Ys=26.86+8.41X

2001 -3.5 3.70 -2.58

2002 -2.5 17.11 5.84

2003 -1.5 17.11 14.25

2004 -0.5 17.11 22.66

2005 0.5 19.39 31.07

2006 15 19.08 39.48

2007 2.5 19.89 47.89

2008 3.5 101.51 56.30

2009 4.5 64.71

2010 5.5 73.12

2011 6.5 81.53

2012 7.5 89.94

Source: Annual reports of EBL and Annex 15(n)
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From the above table, the positive slope of trend line shows that investment on share and
debenture of EBL is increasing by Rs 8.41m each year. From the above equation the
predicted investment on share and debenture for the next 4 years would be Rs 64.71, Rs
73.12, Rs81.53, and Rs89.94 respectively. It has increased 34.86 times (89.94/2.58)



Table 4.64
Trend Analysis of Investment on Share and Debenture of HBL
(Rs in millions)

Year X=(t-2004.5) Actual Value | Trend value
Ys=44.54+9.17x

2001 -3.5 10.69 12.445

2002 -2.5 34.27 21.615

2003 -1.5 34.27 30.785

2004 -0.5 34.27 39.955

2005 0.5 39.91 49.125

2006 15 39.91 58.295

2007 2.5 73.42 67.465

2008 3.5 89.56 76.635

2009 4.5 85.805

2010 5.5 94.975

2011 6.5 104.145
2012 7.5 113.315

Source: Annual reports of HBL and Annex 15(0)
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From the above table and the figure, the positive slope of trend line shows that investment on
share and debenture of HBL is increasing by Rs 9.17 m each year .From the above equation
the predicted investment on share and debenture for the next 4 years would be Rs85.81,
Rs94.98, Rs104.15 and Rs113.32 respectively. It has increased 9.1 times (113.32/12.45)



From the above trend analysis, finally it can be concluded that the investment on share and
debenture of all five sample banks is increasing. In comparison, increasing ratio in share and
debenture of EBL is the highest among the sample banks, which means it has increased 34.86
times of its investment on share and debenture during the period. NIBL occupied second
position in share and debenture, while SCBL has occupied the lowest position in share and
debenture. In other words, it has increased only 3.18 times of its investment on share and
debenture during the period.

On analyzing sample banks, the investment of SCBL on share and debenture is slight
increasing trend (3.18 times).But its increasing ratio on share and debenture is lower (3.18
times) than that of loan and advances (4.03 times),but higher than that of government
securities (1.82 times). It indicates that investment on share and debenture of SCBL is
increasing less rapidly than that on loan and advances, but more rapidly than government
securities.

Similarly, on analyzing NIBL the increasing ratio in loan and advances (19.26 times) is the
highest among sample banks and also in terms of government securities (11.03 times) and but
its share and debenture is 14.89 times. It portrays that investment on loan and advances of
NIBL is increasing more rapidly than that on government securities or share and debenture.

On analyzing NABIL the investment on share and debenture is slightly increasing (10.17
times) but more than that on government securities (7.59 times) or loan and advances (5.53).
It depicts that the investment on share and debenture of NABIL is increasing more rapidly
than that on loan and advances or government securities.

In the similar way, on analyzing EBL, the increasing ratio in share and debenture (34.86
times) is the highest among the sample banks It is also higher than loan and advances (22
times) or government securities (9.23 times).It spells out that the investment on share and
debenture of EBL is increasing more rapidly than that on loan and advances or government
securities.

Likewise, on analyzing HBL the increasing ratio on share and debenture (9.1 times) is higher
than that on government securities (6.36 times ) or loan and advances (3.69 times).It indicates
that the investment on share and debenture is increasing more rapidly than that on
government securities or loan and advances.

4.4 Major Findings of the Study

Based on the analysis of various data remarkable findings are gathered. The major findings
are presented below:

4.4.1 Findings from Risk and Return Analysis

Major findings from risk and return on various investment assets in which commercial banks
invest their funds and portfolio made from such assets can be summarized as follow:



Table 4.65
Major Findings from Risk and Return Analysis of Different Commercial Banks
(‘in percentage)

S.No | Assets SCBL NIBL NABIL | EBL HBL
1 Government Return 4.49 3.03 4.64 3.10 3.33
Securities (Rg)
Risk (og) | 0.3064 | 0.9122 1.0969 0.5671 | 0.6914
2 Loan and | Return 8.26 8.27 10.59 8.77 7.99
Advances (Ri)
Risk (o1) | 1.6683 1.3814 | 1.7469 1.6915 | 0.9022
3 Share and | Return 14.97 14.97 14.97 14.97 14.97
Debenture (Rs)
Risk (os) | 34.85 34.85 34.85 34.85 34.85
4 Investment Return 6.42 7.56 9.25 7.44 6.86
Portfolio (Rp)
Risk (op) | 1.043 1.28 1.153 0.852 -0.567

4.4.2 Findings from Analysis of Ratios

From the analysis of ratios of different commercial banks, major findings can be summarized
as follows:

Table 4.66
Major Findings from Analysis of Ratios of Different Commercial Banks

(in percentage)

S.No Ratios SCBL NIBL NABIL EBL HBL

1 Total Mean 54.52 31.09 39.84 25.86 40.34

Investment to | SD 4.39 8.98 8.1 457 8.28

Total Deposit | CV 8.05 28.88 20.33 17.67 20.53

2 Government Mean 47.55 12.80 22.76 24.60 24.00

securities  to | SD 6.03 4.17 5.14 2.99 3.23

Total outside | CV 12.68 32.58 22.58 12.04 13.46
Investment

3 Loan and | Mean 52.27 80.17 72.66 74.80 76.38

Advances to | SD 5.91 9.49 9.14 3.14 3.91

Total outside | CV 11.31 11.84 12.58 4.20 5.12
Investment

4 Share and | Mean 0.15 0.22 0.90 0.22 0.23

debenture  to | SD 0.15 0.11 1.01 0.10 0.07

Total outside | CV 100 50 112.22 47.14 29.13
Investment

5 Return on | Mean 2.43 1.42 2.34 1.41 1.28

Total Asset SD 0.33 0.27 0.53 0.14 0.26

CVv 13.58 19.01 22.65 9.93 20.31




4.4.3 Findings from Analysis of Trend

According to the objective of the study, the trend analysis of various assets related with the
investment has been calculated. The slope trend (increasing or decreasing value of the trend)
has been presented below.

Table 4.67

Major Findings from Trend Analysis of Ratios of Different Commercial Banks

S.No | Assets SCBL NIBL NABIL | EBL HBL
1 Investment on | Increasing /| 415.76 | 493.56 3549.9 | 55241 |772.45
government Decreasing  per
securities year
Increasing /]1.82 11.03 7.39 9.23 5.75
Decreasing Ratio
2 Investment on | Increasing 11249 | 3207.69 | 1912.7 |2137.13 | 1602.61
Loan and | /Decreasing per
Advances year
Increasing /| 4.03 19.26 5.53 22 3.69
Decreasing Ratio
3 Investment on | Increasing /| 1602.61 | 5.39 24.54 8.41 9.17
Share and | Decreasing per
Debenture year
Increasing /|3.18 14.89 10.17 34.86 3.18

Decreasing Ratio




CHAPTER -5
SUMMARY, CONCLUSION AND RECOMMENDATION

This chapter summarizes the entire study, draws the conclusions from the study and presents
the recommendation for further improvement. Summary incorporates a brief description of
the whole study. Conclusions are drawn on the analysis of relevant data using various
financial and statistical tools that presents strength, weakness, opportunities and threats of the
commercial banks. Recommendations are presented in terms of suggestions prepared based
on findings and conclusion.

5.1 Summary

Commercial banks are the major financial institutions which occupy very important place in
the framework of every economy. They play a vital role in the capital formation, proper
utilization of the collected resources and provide a host of banking services. Commercial
banks collect money from the public providing sound interest and subsequently gain profit
through lending it in business organization, industry, agriculture sectors etc. Hence it can be
stated the main task of commercial banks is to mobilize idle resources in productive areas by
collecting it from scattered sources for generation of the profit. Bank plays the intermediary
role between saving and investment caters the credit needs of the customers and the
investment requirements of the savers. Thus it is evident that the efficient and stable banking
systems are essential for an orderly economic growth.

Successful formulation and effective implementation of the investment policy is the prime
requisite for refined performance of the commercial banks. In the similar manner, a good
investment policy has a positive impact on the economic development of the country and
vice-versa. Bank should attract its customers through implementing the best or competitive
investment policy. It helps increase the quality of the banking service as well as quality
deposit and investment in various sectors. Investment management of a bank is guided by the
investment policy adopted by the bank. The bank investment policy fosters the investment
operation of the bank to be efficient and profitable by minimizing the interest risk. Thus the
commercial bank should mobilize its deposits and the other funds to profitable, secured,
stable and marketable sectors to earn a good profit.

Investment portfolio is the collection of securities. It simply represents the practice among
investors having their funds on more than one asset. Portfolio theory deals with the selection
of optimal portfolio. In other words, portfolio provides the highest possible return for any
specified return. The income or profit of the bank entirely depends upon the investment
decision. Considering the fact, the bank should never invest its funds in individual security
alone, which is subject to massive depreciation and fluctuations. Banks should accept those
types of securities which are commercial, marketable, stable, liquid and profitable. A bank



should not lay all its eggs in one basket, which means, to minimize risk a bank must diversify
its investment on different sectors and different securities.

To achieve the objectives of the study, various analysis, such as risk and return analysis of
individual assets as well as investment portfolio, ratio analysis and trend analysis have been
launched. Five commercial banks are taken as reference for analysis. During the research
work, a brief review of literature has been conducted. In this connection various textbooks
and published journals have been reviewed. The required data for the study were collected
from the concerned banks, NRB, NEPSE and SEBO. To meet the need and the objectives, the
secondary data were complied, processed, and tabulated for the better presentation.

With respect to risk and return analysis, return on the government securities is low but it has
lower risk .In the similar manner, the loan and advances give more return than the
government securities, but it has also higher risk than government securities .Likewise, share
and debentures are also high risky securities which provide higher return.

Regarding ratio analysis, different ratios related with investment portfolio have been used.
The total investment to total deposit ratio of SCBL is found to be the highest in comparison
to the other four sample commercial banks. It absorbed a major portion of its investment on
government securities. Hence its profitability position is lower than NABIL. The analysis
indicates that commercial banks invested very nominal percentage of total outside investment
on share and debenture of the other companies.

With regards to trend analysis, investment on various assets, like government securities, loan
and advances and share and debenture are in increasing trend. The table 4.67 displays that the
investment on government securities of five sample banks increased by 1.82 to 11.03 times,
while the investment on loan and advances of those banks augmented by 3.69 to 19.26 times.
Likewise, the investment on share and debenture increased by3.18 to 34.86 times.

Nevertheless, increasing ratio of share and debenture is greater than increasing ratio of loan
and advances. Furthermore, increasing ratio of loan and advances is more than the increasing
ratio of government securities.

5.2 Conclusion
Regarding the analysis and interpretation of data, following conclusions have been derived.
5.2.1 Risk and Return Analysis

The general assumption is that there is little risk on government securities. It is proved from
the above conducted analysis. The standard deviation of the government securities is the
lower than standard deviation of other securities.



The risk and return and the standard deviation both are higher than other assets. Hence it is
clear from the analysis that the investment on share and debenture is highly risky than the
other assets.

Portfolio return is slightly lower than the average return from loan and advances, and share
and debenture, but higher than that of government securities. Likewise, the risk on investment
portfolio is less than that of risk on share and debenture and loan and advances, but is higher
than that of risk on government securities.

5.2.2 Ratio Analysis

All sample banks accorded first priority for investing their resources on loan and advances.
Likewise, the sample banks offered second priority to government securities and the least
priority to share and debenture.

The sample banks are hesitant to mobilize their resources on share and debenture of the other
companies. They invest quite a nominal percentage of totals outside investment on share and
debenture.

The return on total asset ratio indicates NABIL has utilized its resources efficiently among
the selected banks. The profitability status of SCBL, NIBL, and EBL is moderate, while HBL
is the weakest in profitability position during the study period.

5.2.3 Trend Analysis

Investment on Share and debenture is increasing rapidly than the investment on loan and
advances Likewise the investment on loan and advances is rapidly increasing than
government securities. The investment plan is the challenging subject on the commercial
banks. The success of the commercial banks heavily depends on planning of investment. The
successful formulation and effective implementation of investment policy should be
developed by adopting portfolio concept. Commercial banks should mobilize their resources
on secured, stable, profitable, liquid, and marketable securities for achieving their goal.
However, it is not feasible to achieve such goal in absence of the portfolio concept.
Investment portfolio is the risk mitigating mechanism, which helps minimize risk and
maximize return through diversification.

Based on the analysis and findings of the Study, commercial banks are weak to invest their
resources in more liquid assets and less risky sectors. Furthermore, the commercial banks are
unable to capitalize the opportunities by making suitable combination of investment portfolio.

From risk and return analysis and individual investment assets, it can be inferred that
investment on loan and advances is better than investment on share and debenture or
investment on government securities, because loan and advances provides fixed interest
income. Hence commercial banks are interested to invest their greater chunk of resources on



loan and advances in various economic sectors, since return from loan and advances are less
volatile than other assets. On the other hand, the return from share and debenture displays
wide fluctuation. Owing to the high fluctuation of return from share and debenture,
commercial banks invested a very nominal percentage of the total investments into share and
debenture. This shows that commercial banks are more interested to invest their funds in the
less risky sectors.

From the resource utilization point of view, commercial banks mostly mobilize their
resources on loan and advances. They provide low priority to mobilize their funds on
government securities

The trend analysis of commercial banks depicts that investment on government securities,
that on loan and advances, and investment on share and debenture are gradually increasing. In
comparison, increasing ratio on share and debenture is the highest among loan and advances
and government securities .In the similar manner, investment on loan and advances is more
rapidly increasing than government securities during the period of years 2000 to 2012 A.D.

5.3 Recommendation

Based on the analysis, findings and conclusions of the study following recommendations are
put forth to counteract the feeble situation.

During the study period, all selected sample banks invested a very low proportion of their
total outside investment on share and debenture of the other companies. Therefore all selected
sample banks are suggested to accord more priority to investment on share and debenture.

All sample banks have ineffectively utilized portfolio management concept. The investment
of these banks is strongly dominated by loan and advances. They generate inadequate return
for the banks. Hence they should have a compendium of optimum portfolios of different
securities.

The sample commercial banks are inefficiently utilizing resources particularly in the
productive sectors. Hence, they should identify new investment sectors through efficient
investment programs in retail banking such as education loan, housing loan, automobile loan,
small-medium enterprise loan, youth self-employment loan, green energy sector oriented
consortium loan etc.

The total investment fund with respect to total deposit of EBL is pretty low. Hence, it calls
for identifying the new investment sectors, and efficient as well as effective investment in
those sectors.

The profitability position of NABIL is near to satisfaction. However, its investment on
various assets is less stable. Hence the bank should upgrade its stability status and decrease
the variability of investment.



SCBL has utilized its total deposits more efficiently than other sample banks. Hence, it
should keep up its current investment position and endeavor to diversify its investment on
various assets.

The portfolio return of SCBL should augment its investment on share and debentures to
increase its portfolio return.

The profitability position of EBL is the weakest in relation to return on total assets. Hence,
the bank should effectively utilize its overall resources to achieve the highest profit margins.
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a) Total Investment

ANNEX 1

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 9,559,175.00 | 1,970,277.00 | 7,704,304.00 901,721.00 4,083,160.00 | 24,218,637.00
2001/02 | 9,275,884.00 | 1,822,162.00 | 8,199,514.00 1,693,036.00 9,157,107.00 | 30,147,703.00
2002/03 | 10,216,199.00 | 1,705,240.00 | 6,031,175.00 1,653,977.00 10,175,435.00 | 29,782,026.00
2003/04 | 11,360,328.00 | 3,862,483.00 | 5,836,068.00 2,535,657.00 9,292,103.00 | 32,886,639.00
2004/05 | 9,702,553.00 | 3,934,189.00 | 4,277,953.00 2,128,932.00 11,692,342.00 | 31,735,969.00
2005/06 | 12,838,555.00 | 5,602,869.00 | 6,180,658.00 4,201,324.00 10,889,031.00 | 39,712,437.00
2006/07 | 13,553,233.00 | 6,505,680.00 | 8,956,309.00 4,985,119.00 11,822,985.00 | 45,823,326.00
2007/08 | 13,902,819.00 | 6,879,424.00 | 9,966,562.00 5,061,158.00 13,340,177.00 | 49,150,140.00
Total 90,408,746.00 | 32,282,324.00 |57,152,543.00 | 23,160,924.00 | 80,452,340.00 | 283,456,877.00
Average | 11,301,093.25 | 4,035,290.50 | 7,144,067.88 2,895,115.50 10,056,542.50 | 7,086,421.93
Source: Annual Reports of CBs
b) Total Deposit

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 15430051 4256210 15839007 4574508 17532404 43,745,180.00
2001/02 | 15835747 4174762 15506428 5466609 18619375 59,602,921.00
2002/03 | 18755634 7922766 13447661 6694963 21007379 67,828,403.00
2003/04 | 21161442 11524680 14119032 8063902 22010333 57,879,389.00
2004/05 | 19363470 14254474 14586609 10097693 24810012 83,112,258.00
2005/06 | 23061032 18927306 19347399 13802446 26490852 101,629,035.00
2006/07 | 24647021 24488056 23342285 18186254 30048418 120,712,034.00
2007/08 | 29743999 34451726 31915047 23976299 31842789 151,929,860.00
Total 167,998,396.00 | 119,999,980.00 | 148,103,468.00 | 90,862,674.00 | 192,361,562.00 | 686,439,080.00
Average | 20,999,800.00 | 14,999,997.50 | 18,512,933.50 | 11,357,834.25 | 24,045,195.25 | 17,160,977.00

Source: Annual Reports of CBs




c) Investment on Government securities

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 4,811,010.00 | 300,000.00 2,767,959.00 | 822,996.00 2,025,252.00 | 10,727,217.00
2001/02 | 5,784,723.00 | 224,400.00 4,120,294.00 | 1,538,897.00 2,588,562.00 | 14,256,876.00
2002/03 | 6,722,348.00 | 400,000.00 3,663,572.00 | 1,599,350.00 3,347,102.00 | 15,732,372.00
2003/04 | 7,948,217.00 | 2,001,100.00 | 3,672,626.00 | 2,466,428.00 3,431,728.00 | 19,520,099.00
2004/05 | 7,203,066.00 | 1,948,500.00 | 2,418,432.00 | 2,100,289.00 5,469,729.00 | 19,140,016.00
2005/06 | 8,644,856.00 | 2,522,300.00 | 2,301,464.00 | 3,322,443.00 5,144,313.00 | 21,935,376.00
2006/07 | 7,107,937.00 | 3,256,400.00 | 4,808,348.00 | 4,704,632.00 6,454,873.00 | 26,332,190.00
2007/08 | 8,137,515.00 | 3,155,000.00 | 4,646,883.00 | 4,821,605.00 7,471,668.00 | 28,232,671.00
Total 56,359,672.00 | 13,807,700.00 | 28,399,578.00 | 21,376,640.00 | 35,933,227.00 | 155,876,817.00
Average | 7,044,959.00 | 1,725962.50 | 3,549,947.25 2,672,080.00 | 4,491,653.38 | 19,484,602.13
Source: Annual Reports of CBs
d) Investment on Share and Debenture

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 11195 12695 18820 3700 10691 57,101.00
2001/02 | 11195 13895 22220 17114 34265 98,689.00
2002/03 | 11195 13895 22220 17114 34265 98,689.00
2003/04 | 11195 13895 22220 17114 34265 98,689.00
2004/05 | 13348 17738 415724 19387 39909 506,106.00
2005/06 | 15343 17738 104192 19082 39909 196,264.00
2006/07 | 44943 35253 286958 19887 73424 460,465.00
2007/08 | 114536 59945 323236 101152 89558 688,427.00
Total 232,950.00 | 185,054.00 | 1,215,590.00 | 214,550.00 | 356,286.00 | 2,204,430.00
Average |29,118.75 |23,131.75 | 151,948.75 26,818.75 | 44,535.75 55,110.75

Source: Annual Reports of CBs




e) Investment on Loan and Advances

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 5,660,803.00 2,318,907.00 7,993,282.00 2,959,446.00 9,015,347.00 27,947,785.00
2001/02 | 5,248,362.00 2,518,057.00 7,135,536.00 3,923,601.00 9,557,137.00 28,382,693.00
2002/03 | 5,574,061.00 5,648,032.00 7,454,262.00 4,882,788.00 10,844,599.00 | 34,403,742.00
2003/04 | 6,410,242.00 6,917,796.00 7,953,759.00 6,075,841.00 12,919,631.00 | 40,277,269.00
2004/05 | 8,143,208.00 10,453,164.00 | 10,946,737.00 | 7,900,015.00 13,451,168.00 | 50,894,292.00
2005/06 | 8,935,418.00 13,178,152.00 | 13,278,782.00 | 10,136,254.00 | 15,761,977.00 | 61,290,583.00
2006/07 | 10,502,637.00 | 17,769,100.00 | 15,903,024.00 | 14,082,686.00 | 17,793,724.00 | 76,051,171.00
2007/08 | 13,718,597.00 [ 27,529,305.00 | 21,759,460.00 | 18,836,432.00 | 20,179,995.00 | 102,023,789.00
Total 64,193,328.00 | 86,332,513.00 | 92,424,842.00 | 68,797,063.00 | 109,523,578.00 | 421,271,324.00
Average | 8,024,166.00 10,791,564.13 | 11,553,105.25 | 8,599,632.88 13,690,447.25 | 10531783.1
Source: Annual Reports of CBs
f) Total outside Investment
(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 10,483,008 2,631,602 10,780,061 3,786,142 11,051,290 38,732,103
2001/02 | 11,159,924 4,386,584 11,580,410 5,641,515 11,616,654 44,385,087
2002/03 | 12,429,847 7,477,382 11,366,942 6,562,439 14,225,966 52,062,576
2003/04 | 14,369,654 9,145,121 11,884,838 8,367,664 16,385,624 60,152,901
2004/05 | 15,359,622 12,092,294 13,440391 9,738,348 18,960,806 69,591,461
2005/06 | 17,596,617 15,316,246 15,328,198 13,369,812 20,946,199 82,557,072
2006/07 | 17,655,517 20,578,080 20,998,330 18,388,601 24,322,021 101,942,549
2007/08 | 21,970,648 30,744,250 26,689,979 23,759,189 27,741,221 130,905,287
Total 120,785,950 | 100,325,267 122,069,149 90,388,253 145,813,091 580,329,036
Average | 15,098,243.75 | 12,540,658.38 | 15,258,643.63 | 11,298,531.63 | 18,226,636.38 | 14,508,225.9

Source: Annual Reports of CBs

Here, total outside investment includes the investments on government securities, loan and
advances and share and debentures




g) Interest on Government securities

(InRS’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 229,454.00 | 9,792.00 107,843.00 19,116.00 | 64,960.00 431,165.00
2001/02 | 264,953.00 11,027.00 175,579.00 | 39,740.00 | 79,894.00 571,193.00
2002/03 | 303,543.00 10,227.00 174,861.00 | 48,744.00 | 121,543.00 658,918.00
2003/04 | 380,441.00 | 35,868.00 192,761.00 | 92,509.00 | 170,332.00 871,911.00
2004/05 | 331,633.00 | 56,550.00 151,064.00 | 77,993.00 | 149,131.00 766,371.00
2005/06 | 355,291.00 | 82,420.00 130,197.00 | 97,272.00 | 172,242.00 837,422.00
2006/07 | 326,550.00 78,494.00 132,229.00 128,566.00 | 191,559.00 857,398.00
2007/08 | 319,606.00 | 99,991.00 198,442.00 180,219.00 | 201,310.00 999,568.00
Total 2,511,471.00 | 384,369.00 | 1,262,976.00 | 684,159.00 | 1,150,971.00 | 5,993,946.00
Average | 313,933.88 | 48,046.13 157,872.00 | 85,519.88 | 143,871.38 149,848.65
Source: Annual Reports of CBs
h) Interest on Loan and advances

(In Rs ’000)
FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 558,102.00 | 2,318,907.00 | 846,764.00 | 348,618.00 | 850,359.00 | 4,922,750.00
2001/02 | 540,851.00 | 2,518,057.00 | 801,046.00 [ 395,098.00 | 853,429.00 | 5,108,481.00
2002/03 | 563,505.00 | 5,648,032.00 | 776,300.00 [ 464,763.00 | 903,838.00 | 8,356,438.00
2003/04 | 558,006.00 | 6,917,796.00 | 761,616.00 [563,137.00 | 970,166.00 [ 9,770,721.00
2004/05 | 581,664.00 | 10,453,164.00 | 831,830.00 | 633,625.00 | 1,122,392.00 | 13,622,675.00
2005/06 | 596,622.00 | 13,178,152.00 | 988,417.00 | 770,826.00 | 1,140,687.00 | 16,674,704.00
2006/07 | 728,589.00 | 17,769,100.00 | 1,167,255.00 | 967,178.00 | 1,242,850.00 | 21,874,972.00
2007/08 | 872,690.00 | 27,529,305.00 | 1,496,244.00 | 1,329,695.00 | 1,444,245.00 | 32,672,179.00
Total 5,000,029.00 | 86,332,513.00 | 7,669,472.00 | 5,472,940.00 | 8,527,966.00 | 113,002,920.00
Average | 625,003.63 | 10,791,564.13 | 958,684.00 | 684,117.50 | 1,065,995.75 | 2,825,073.00

Source: Annual Reports of CBs




1) Total Asset

(In Rs *000)

FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 | 19357198 5127362 18367148 5202576 19500572 67,554,856.00
2001/02 | 18443102 4973888 17629252 6616898 21315848 68,978,988.00
2002/03 | 20910970 9014249 16562524 8052209 24197974 78,737,926.00
2003/04 | 23642060 13463937 167454886 9608570 25729787 239,899,240.00
2004/05 | 21781679 16390652 17064082 11792126 28871343 95,899,882.00
2005/06 | 25767352 21732081 22329971 15959285 30579808 116,368,497.00
2006/07 | 28596689 18073517 27253393 21432574 34314868 129,671,041.00
2007/08 | 33335788 39405959 37132759 27149343 36858006 173,881,855.00
Total 191,834,838.00 | 128,181,645.00 | 323,794,015.00 | 105,813,581.00 | 221,368,206.00 | 970,992,285.00
Average | 23,979,354.75 16,022,705.63 40,474,251.88 13,226,697.63 27,671,025.75 | 24,274,807.13

Source: Annual Reports of CBs

j) Net Profit

(In Rs ’000)

FY SCBL NIBL NABIL EBL HBL All Banks
2000/01 430831 56408 291376 69705 277039 1,125,359.00
2001/02 479206 57105 271638 84347 235023 1,127,319.00
2002/03 506932 116817 416235 94180 212132 1,346,296.00
2003/04 437800 152671 455311 143566 263052 1,452,400.00
2004/05 536245 232147 520114 170810 308277 1,767,593.00
2005/06 658748 350536 639262 237280 457458 2,343,284.00
2006/07 691668 501399 673960 296409 491823 2,655,259.00
2007/08 818921 698673 746468 451219 635869 3,351,150.00
Total 4,560,351.00 | 2,165,756.00 | 4,014,364.00 | 1,547,516.00 | 2,880,673.00 | 15,168,660.00
Average | 570,043.88 | 270,719.50 |501,795.50 | 193,439.50 | 360,084.13 | 379,216.50

Source: Annual Reports of CBs




ANNEX 2
Calculation of Return on Government Securities of SCBL

Here Y Rg=35.89

Ry =t = 25 =4.49%

Calculation of Return on Government Securities of NIBL

Here ) Rg=24.28

_YRg _ 24.8

ﬁg = T =3.03%

"
Calculation of Return on Government Securities of NABIL
Here Y Rg=37.11

Ry =% =0 =4.64%

Calculation of Return on Government Securities of EBL

Here Y Rg=24.81

Ry==t =220 =3.10%

n

Calculation of Return on Government Securities of HBL

Here Y Rg= 26.63

Ry =22 =255 =3 330

T
Calculation of Return on Government Securities of Banking Industry
Here ) Rg=31.31

Ry=2Re- % -0.376%

n



ANNEX 3
Calculation of Return on Loan and Advances of SCBL

Here ) Ri=66.1

= YR _ 661
n

Ri= =8.26%

Calculation of Return on Loan and Advances of NIBL

Here ) R1=66.13

= R; _ 66.13

—~ =8.271%

Calculation of Return on Loan and Advances of NABIL

Here Y Ri=71.07

Ri=2h= 7707 - 8.88%

Calculation of Return on Loan and Advances of EBL

Here Y R1=70.19

SRy _70.19

R = =8.77%
n e

Calculation of Return on Loan and Advances of HBL

Here ) R1=63.93

=7.99%

= 6693

8
Calculation of Return on Loan and Advances of Banking Industry

Here ) R1=198.92

= R; 198 92
R = — 2R

=24.87%
n 8



ANNEX 4
Calculation of Risk on Government Securities of SCBL

Here Y(Rg-Rg)?>=0.6575, Ry=4.49

/Z(Rg-ig)2

n-1

R,-R,)*  [0.6575
\/Z( gRe) _ \/ =0.3064
n-1 8-1

Calculation of Risk on Government Securities of NIBL

Now 6g==

Here Y (Rq- Rg)>=5.8243, Ry=3.03

Now og= |20 Rg) = [2328 200122

Calculation of Risk on Government Securities of NABIL

Here Y (Rg-Rg)?=8.4225, Ry=4.64

Rg-Rg)2 8.4224
Now o= (00" - 84222 ) o6

Calculation of Risk on Government Securities of EBL

Here Z(Rg'Rg)2:2.2513, Rg:3. 1

22513
Now og= |26 " / =0.5671

Calculation of Risk on Government Securities of HBL

Here Y (Rg-Rg)?=3.3464, Ry=3.33

R, R,  [3.3464
Nowcg=\/2( j_l g :\/ o 06914

Calculation of Risk on Government Securities of Banking Industry

Here Y'(Rg-Rg)?=0.9896, Ry=3.91

RgRy)? ,09896
Now oy=_| 20 g)




ANNEX 5
Calculation of Risk on Loan and Advances of SCBL

Here Y(R- R1)2=19.4818, R/=8.26

= ,19.4818
Now 6= /E(R‘ R)” _ ~1.6683
n1 8-1

Calculation of Risk on Loan and Advances of NIBL

Here Y'(Ri- R))?=13.358, Ri=8.27

= ,13.358
Now o= /Z(R‘ R)” - ~1.3814
01 8-1

Calculation of Risk on Loan and Advances of NABIL

Here Y (Ri- R))?=21.3611, R|=8.88

= ,21.3611
Now o= /Z(Rl R)” _ =1.7469
n1 8-1

Calculation of Risk on Loan and Advances of EBL

HereY (Ri- Ri)?=20.0281, R =8.77

= ,20.0281
Now o= /Z(Rl R)” _ =1.6915
n1 8-1

Calculation of Risk on Loan and Advances of HBL

Here Y (Ri- R))>=5.6972, R =7.99

== [5.6972
Now o1= /Z(R‘ R)"— ~0.9022
n-1 \/ 8-1

Calculation of Risk on Loan and Advances of Banking Industry

Here Y(Ri- R)>=175.953, R|=24.865

= ,175.953
Now o= /E(R‘ R)” - =5.0136
n1 8-1




ANNEX 6
(a) Calculation of Market Return on Share and Debenture

(in Percentage)

Fiscal year NEPSE Index Market Return
2000/01 383.90 6.43
2001/02 227.54 -40.87
2002/03 204.86 -9.96
2003/04 222.04 8.38
2004/05 286.87 29.11
2005/06 386.83 34.91
2006/07 683.95 76.81
2007/08 683.90 -0.01
Total 104.8

Source: SEBO
NEPSE index in FY 1999/2000=360.70

Here Y Rs=104.8

YRs _ 104.8

Now Rs= ”

=13.1

(b) Calculation of Market Risk on Share and Debenture

(in Percentage)

Fiscal year NEPSE Index | Market Return | (Rs—Rs) (R—Rs)?
2000/01 383.90 6.43 -8.54 72.93
2001/02 227.54 -40.87 -55.84 3118.11
2002/03 204.86 -9.96 -24.93 621.50
2003/04 222.04 8.38 -6.59 43.43
2004/05 286.87 29.11 14.14 199.94
2005/06 386.83 34.91 19.94 397.60
2006/07 683.95 76.81 61.84 3824.19
2007/08 683.90 -0.01 -14.98 224.40

Total 104.8 8502.1

Source: SEBO

Here (R s+ Rs )?=8502.1

7 [8502.1
o= [BRR = 34.85
n1 8-1




ANNEX 7

Calculation of Portfolio return on Investment of SCBL
Portfolio return (Rp= > WxR=Y W1R1+W>R2+W3R3

=4.49x0.4466+8.26x0.5315+14.97x 0.0019= 6.42
Calculation of Portfolio return on Investment of NIBL
Portfolio return (Rpy= Y WxR=) W1R1+W2R2+W3R3

=3.03 x 0.1376+8.27 x0.8605+14.97x0.0018 = 7.56
Calculation of Portfolio return on Investment of NABIL
Portfolio return (Rpy= Y WxR=) W1R1+W2R2+W3R3

=4.64x0.2327+10.59 x0.7573+14.97 x0.01 = 9.25
Calculation of Portfolio return on Investment of EBL
Portfolio return (Rpy= Y WxR=Y W1R1+W2R2+W3R3

=3.10 x0.2365+8.77 x0.7611+14.97x0.0024 = 7.44
Calculation of Portfolio return on Investment of HBL
Portfolio return (Rpy= > WxR=Y W1R1+W>R2+W3R3

=3.33 x0.2464+7.99 x0.7511+14.97x0.0024 = 6.86
Calculation of Portfolio return on Investment of Banking industry
Portfolio return (Rpy= > WxR=Y W1R1+W7R>+W3R3

=3.91 x0.2691+24.87 x0.7271+14.97x0.0038 = 19.19



ANNEX 8

(a) Calculation of Correlation Coefficient

and Covariance between various Investment

Securities of SCBL
Fiscal Return on Return on Return on
Year Gov. Loan and Share and Rg xRi | RgxRs RixRs (Rg)? (R1)? (Rs)?
Securities(Rg) | Advances(RI) | Debenture (Rs)
2000/01 | 77 9.86 6.43 47.0322 | 306711 | 63.3998 | 22.7529 | 97.2196 | 41.345
2001/02 | 428 10.31 -40.87 47.2198 | -187.1846 | -421.37 | 20.9764 | 106.296 | 1670.4
2002/03 | 452 10.11 -9.96 456972 | -45.0192 | -100.696 | 20.4304 | 102.212 | 99.202
2003/04 | 470 8.7 8.38 41673 | 401402 | 72.906 | 22.9441 | 75.69 | 70.224
2004/05 | 6 714 29.11 32.844 | 133906 | 207.845 | 21.16 | 50.9796 | 847.39
2005/06 | 11 6.68 34.91 27.4548 | 1434801 | 233.199 | 16.8021 | 44.6224 | 1218.7
2006/07 | 49 6.94 76.81 31.8546 | 3525579 | 533.061 | 21.0681 | 48.1636 | 5899.8
2007/08 | 393 6.36 -0.01 249948 | -0.0393 | -0.0636 | 15.4449 | 40.4496 | 0.0001
Total | 35.89 66.1 104.8 208.77 | 46851 | 58828 | 16167 | 56563 | 9847
Now,

Correlation Coefficient between Rg&R|

nYRgxR|-YRg PR

rgl =
/nZRgz-@Rgf&/nZRF-(ZRI)Z

rgl

8%298.77-35.89%66.1

L /8x161.67-(35.89)2x,/8x565.63-(66.1)%

Correlation Coefficient between Rg & Rs

r gs:
/nZRgz-(ZRgfx,/nZRf—(ZRg2

nYRg*Rs-YReYRs

8x468.51-35.89x104.8

~/8x9847-(35.89)2x,/8x9847-(104.8)2

_3748.08-3761.27

2.3%x260.37

=-0.02

Correlation Coefficient between R & Rs

lNs=

n) RixRs-> R} Rg

JnZRlz-(ZRl)ZX\/nZRsz-(ZRs)z

8x588.25-66.1x104.8

\/ 8x565.63-(66.1)x \/ 8x9847-(104.8)°




_4706-6927.28
T 12.48x260.37

=-0.68
COVgi= Igi X 64 X 6=0.62 x0.3064 x1.6683=0.32
CoVis= I's X G Xo1= -0.68 x34.85 x1.668.3= -39.54

COVgsz rgs X Og X0os= '002 X03064 X 3485: ‘021

(b) Calculation of Correlation Coefficient
Securities of NIBL

and Covariance between various Investment

Fiscal Return on Return on Return on
Year Gov. Loan and Share and RgxRi RgxRs RixRs (Rg)? (Ri)? (Rs)?
Securities(Rg) | Advances(Ri) | Debenture(Rs)

2000/01 | 3.26 9.88 6.43 32.2088 | 20.9618 63.5284 | 10.6276 | 97.6144 | 41.345
2001/02 | 4.91 10.27 -40.87 50.4257 -200.6717 | -419.735 | 24.1081 | 105.473 | 1670.4
2002/03 | 2.56 7.47 -9.96 19.1232 | -25.4976 | -74.4012 | 6.5536 | 55.8009 | 99.202
2003/04 1.79 9.58 8.38 17.1482 15.0002 80.2804 3.2041 91.7764 | 70.224
2004/05 | 2.9 7.36 29.11 21.344 84.419 214.25 8.41 54.1696 | 847.39
2005/06 | 3.27 7.32 3491 23.9364 114.1557 255.541 10.6929 | 53.5824 | 1218.7
2006/07 | 2.41 7.33 76.81 17.6653 | 185.1121 | 563.017 | 5.8081 | 53.7289 | 5899.8
2007/08 | 3.17 9.88 -0.01 31.3196 -0.0317 -0.0988 10.0489 | 97.6144 | 0.0001
Total 24.28 69.09 104.8 213.17 193.45 682.38 79.45 609.76 | 9847

Correlation Coefficient between Rg&R|
nYRgxR|-YRg PR

rgl =
/nZRgz-@Rgf&/nZRF-(ZRI)Z

8X213.7-24.28x69.09

rgl =
/8x79.24-(24.28)" % ,8)(609.72— (69.09)2

Correlation Coefficient between Ry&Rs

=047

nYRy*Rs-YRgYRs

I =
g 2 2 2 2
\/“ZRg -(XRg) X\/HZRS -(XRs)

8x193.45-24.28x104.8

\[ 8x79.24-(24.28 )*x \/ 8x9847- (104.8)°

1537.6-1544.54
0.66x260.37




=-0.57
Correlation Coefficient between Ri&Rs

n) RxRs->RiYRg

\/anlz'(le)2X\/ansz'(st)z

lNs=

8x682.38-69.09x104.8

\/ 8x609.72-(69.09)% x J 8x9847- (104.8)

_5459.04-7240.63
T 10.21 x260.37

=-0.67
COVg=Tg X Gg X 01= 0.47 x0.9122 x1.3814=0.59
COVis=Is X 05 X 01 = -0.67 x34.85 x1.3814= -32.25

Covgs=rgs X 6g Xas = -0.57 X0.9122 x34.85=-18.12

(c) Calculation of Correlation Coefficient and Covariance between various Investment
Securities of NABIL
Return on Return on Return on
Fiscal Gov. Loan and Share and
Year Securities(Rg) | Advances(Ri) | Debenture(Rs) RgxRi Rg%Rs RixRs (Rg)? (Ri)? (Rs)?
2000/01 | 32 10.59 6.43 41.301 25077 | 68.0937 1521 | 112.148 | 41.345
2001/02 | 426 11.23 -40.87 47.8398 | -174.1062 | -458.97 | 18.1476 | 126.113 | 1670.4
2002/03 | 477 10.41 -9.96 49.6557 | -47.5092 | -103.684 | 22.7529 | 108.368 | 99.202
2003/04 | 220 9.58 8.38 50.295 43.995 | 802804 | 27.5625 | 91.7764 | 70.224
2004/05 | 62 7.6 29.11 475 | 181.9375 | 221.236 | 39.0625 | 57.76 | 847.39
5.66 7.44 34.01
2005/06 421104 | 1975906 | 259.73 | 32.0356 | 55.3536 | 1218.7
2006/07 | 27° 7.34 76.81 20185 | 2112275 | 563.785 | 7.5625 | 53.8756 | 5899.8
2007/08 | 427 6.88 -0.01 203776 | -0.0427 | -0.0688 | 18.2329 | 47.3344 | 0.0001
Total 37.11 7.07 104.8 328.26 43825 | 63040 | 18057 | 65273 | 9847




Correlation Coefficient between Rg & R|

n) RgxRi-YRo> Ry

IR R Ry

rgl =

8X328.26-37.11x71.07

/8x163.15-(37.11"x /8x652- (71.02)2

_ 2626.08-2637.41 _
T 13.64x12.85 =-0.06

rgl =

Correlation Coefficient between Ry&Rs
[ o= nZRgXRS'ZRgZRS
gs—
/nZRg2-(2Rg)2x,/nZRs2-(ZRs)2

8x438.25-37.11x104.8

\/8x163.15-(37.11)2XJ8x9847- (104.8)°

_3567.12-3505.56
T 18.48x260.37

=0.17

Correlation Coefficient between RI&Rs

n) RixRs->RiYRg

\/anlz'(ZRl)zx\/ansz‘(ZRs)z

lNs=

8x630.4-71.07x104.8

J 8x652.73-(71.01)°x J 8x9847- (104.8)

5043.2-7448.14
T 13.39 x260.37

=-0.69
Covgi=rg % o4 x01=-0.06 x1.0969x1.7469=-0.11
Covis=ris X os Xo1= -0.69 x34.85 x1.7469= -42.01

COVgszrgs X Gg szz '017 X110969X3485: 650



(d) Calculation of Correlation Coefficient and Covariance between various Investment

Securities of EBL
Return on Return on Return on
Fiscal Gov. Loan and Share and
Year Securities(Rg) | Advances(Ri) | Debenture(Rs) | RgxRi Rg*Rs RiXRs (Rg)? (R1)? (Rs)?
2000/01 | 232 11.78 6.43 273206 | 14.9176 | 75.7454 | 5.3824 | 138.768 | 41.345
2001/02 | 28 10.07 -40.87 25.9806 | -105.4446 | -411.561 | 6.6564 | 101.405 | 1670.4
2002/03 | 305 9.52 -9.96 20036 | -30.378 | -94.8192 | 9.3025 | 90.6304 | 99.202
2003/04 | 3.75 9.27 8.38 347625 | 31425 | 77.6826 | 14.0625 | 85.9329 | 70.224
2004/05 | 371 8.02 29.11 207542 | 107.9981 | 233.462 | 13.7641 | 64.3204 | 847.39
2005/06 | 2% 1.6 34.91 22268 | 1022863 | 265.316 | 85849 | 57.76 | 1218.7
2006/07 | 273 6.87 76.81 187551 | 209.6913 | 527.685 | 7.4529 | 47.1969 | 5899.8
2007/08 | 374 1.06 -0.01 26.4044 | -0.0374 | -0.0706 | 13.9876 | 49.8436 | 0.0001
Total 24.81 70.19 104.8 21429 | 33046 | 67344 | 7919 | 63586 | 9847

Correlation Coefficient between Ry¢&R|

nY RoxR|-YRoRy

SRR Ry

rgl =

8X214.29-24.81x70.19

rgl =
+/8x79.19-(24.81)"x ,8)(635.86- (70.19)2

_ 1714.32-1741.41
T 4.24x12.66

=-50
Correlation Coefficient between Rg &Rs

[ o= nZRg X Rs'zRngs
gs—
/ang2-<2Rg)2x,/nZRsZ-(ZRg2

8x330.46-24.81x104.8

J 8x79.19-(24.81)%x \/ 8x9847- (104.8)

_ 2643.68-2600.09
T 4.24x260.37

=0.04
Correlation Coefficient between Ri&Rs

n) RixRs-> R} Rg

\/nZRlz-(ZRl)ZX\/nZRsz-(ZRs)z

lNs=

8x673.44-70.19x104.8

\/ 8x653.86-(70.19)x J 8x9847- (104.8)%




_45387.52-7359.91
T 12.66x260.37

=-0.60

Covgi=rg x og xo= -0.50 x0.5671 x1.6915= 0-0.48
Covis=ris x os o= -0.60 x34.85 x1.6915= -35.37

COVgs:rgs X Og X0Os= 004 X05671X3485: 079

(e) Calculation of Correlation Coefficient and Covariance between various Investment
Securities of HBL

Fiscal Return on Return on Return on
Year Gov. Loan and Share and RgxRi | RgxRs RixRs (Rg)? (Ri)? (Rs)?
Securities(Rg) | Advances(Ri) | Debenture(Rs)

2000/01 | 3.21 9.43 6.43 30.2703 | 20.6403 60.6349 10.3041 | 88.9249 | 41.345
2001/02 | 3.09 8.93 -40.87 27.5937 | -126.2883 | -364.969 | 9.5481 | 79.7449 | 1670.4
2002/03 | 3.63 8.33 -9.96 30.2379 | -36.1548 -82.9668 | 13.1769 | 69.3889 | 99.202
2003/04 | 4.96 7.51 8.38 37.2496 | 41.5648 62.9338 | 24.6016 | 56.4001 | 70.224
2004/05 | 2.73 8.34 29.11 22.7682 | 79.4703 242.777 7.4529 69.5556 | 847.39
2005/06 | 3.35 7.24 34.91 24.254 116.9485 | 252.748 11.2225 | 52.4176 | 1218.7
2006/07 | 2.97 6.98 76.81 20.7306 | 228.1257 | 536.134 | 8.8209 | 48.7204 | 5899.8
2007/08 | 2.69 7.16 -0.01 19.2604 | -0.0269 -0.0716 7.2361 51.2656 | 0.0001
Total 26.63 63.92 104.8 212.36 324.28 707.22 92.36 516.41 9847

Correlation Coefficient between Rg&R|
fol = nZRgXRl'ZRgZRI
o =
[nTR*-(ERg) > [nTR (TR

8X212.36-26.63x63.92

rgl =
+/8x92.36-(26.63)"x ,8)(516.41- (63.92)2

_ 169.88-1702.19
T 5.45x6.75

=-0.09



Correlation Coefficient between Ry&Rs

nYRy*Rs-YRgY Ry

(IR R R (R

r gs—

8x324.28-26.63x104.8

J 8x92.36-(26.63)%x J 8x9847- (104.8)

_2594.24-2790.82
T 5.45x260.37

=-0.14
Correlation Coefficient between RI&Rs

n) RixRs-> R} Rg

anRl2-(zR1)2xJnZRs2-<2Rs>2

lNs=

_ 8x707.22-63.92x104.8
\/8x516.41-(63.92)%x+/ 8x9847- (104.8)>

_ 5657-6698.82
T 6.75 x260.37

=-0.59

CoVgi=rgi X G4 Xo1= -0.09 X0.6914 x0.9022= -0.056
CoVis=Ts X G xo= -0.59 x34.85 x0.9022= -18.55

Covgs=rgs X og Xas= -0.14 x0.6914 x34.85= -3.37



(F) Calculation of Correlation Coefficient and Covariance between various Investment
Securities of Banking Industry

_ Return on | Returnon Return on
Vear | Securitis | Advances | Debenture | PRI | RoRe | ReRe R R | R
(Rg) (Ri) (Ry)
2000/01 | 4.02 17.61 6.43 70.7922 25.8486 | 113.2323 | 16.1604 | 310.1121 | 41.3449
2001/02 | 4.01 18 -40.87 72.18 -163.887 | -735.66 16.0801 | 324 1670.3569
2002/03 | 4.19 24.29 -9.96 101.7751 | -41.7324 | -241.9284 | 17.5561 | 590.0041 | 99.2016
2003/04 | 4.47 24.26 8.38 108.4422 | 37.4586 | 203.2988 | 19.9809 | 588.5476 | 70.2244
2004/05 | 4 26.77 29.11 107.08 116.44 779.2747 | 16 716.6329 | 847.3921
2005/06 | 3.82 27.21 34.91 13.9422 133.3562 | 949.9011 | 145924 | 740.3841 | 1218.7081
2006/07 | 3.26 28.76 76.81 93.7576 250.4006 | 2209.0556 | 10.6276 | 827.1376 | 5899.7761
2007/08 | 3.54 32.02 -0.01 113.3508 | -0.0354 -0.3202 12.5316 | 1025.2804 | 0.0001
Total 31.31 198.92 104.8 771.3201 | 357.8475 | 3276.8539 | 123.5291 | 5122.0988 | 9847.0042

Correlation Coefficient between Rg&R|

nZRg XRl'zRngl

rgl =
/nZRgz-(ZRgf&/anlz-(le)z

8X771.32-31.31x198.92

rgl =

_6170.56-6228.19
T 2.81x37.52

=-0.55

Correlation Coefficient between Ry&Rs

nYRy*Rs-YRgYRs

/8x123.53-(31.31 X\/8X5122.1- (198.92)2

I gs=
o 2 2 2 2
\/“ZRg -(XRg) X\/HZRS -(XRs)

8x357.85-31.31x104.8

J3x1235-(31.31)2% |8x9847- (104.8)

_2862.8-3281.29
T 8.93x260.4

=-0.18

Correlation Coefficient between Ri&Rs




n) RxRg->RiYRg

\/anlz'(le)2X\/ansz'(st)z

lNs=

_ 8x3276.85-198.92x104.8
\/8x5122.1-(198.92)2x+/ 8x9847- (104.8)

_26214.8-20846.82
T 37.52x260.37

=0.55

Covgi=rg X og xoi= -0.55x0.376 x5.0136= -1.04
Covis=ris X 65 xo1= 0.55 x34.85 x5.0136= 98.45

COVgszrgs X Og X0os= '018 XO376X3485= '236



ANNEX 9

Calculation of Standard Deviation of Portfolio Investment of SCBL

Gp:\/WgZGgZ+W|2 G|2+W52 052+2WgW|COVg|+2WgWsC0Vgs+2WIWsCOVIs

=+ (0.4466)%(0.3064)2+(0.5315)%(1.6683)?+(0.0019)2(34.85)?+2(0.32)(0.4466)(0.5315)+2(-
39.54)(0.5315)(.0019)+2(-0.21)(0.4466)(.0019) =\'1.0888 =1.04

Calculation of Standard Deviation of Portfolio Investment of NIBL

Gp:\/ W920g2+W|2 G|2+W52 652+2WgW|COVg|+2WgW5COVgs+2WIW5COVIs

=+ (0.1376)%(.0.9122)%+(0.8605)2(1.3814)%+(0.0018)?(34.85)?+2(0.59)(0.4466)(0.5315)+2(-
32.25)(0.8605)(.0018)+2(-18.12)(0.1376)(.0018) =V1.6391 =1.28

Calculation of Standard Deviation of Portfolio Investment of NABIL

Gp:\/ W92092+W|2 (5|2+W52 (552+2WgW|COVgI+2WgWsCOVgs+2WIWsCOVIs

= (0.2327)%(1.0969)%+(0.7573)?(1.7469)?+(0.001)%(34.85)?+2(-0.11)(0.2327)(0.01)+2(-
42.01)(0.7573)(.001)+2(6.5)(0.2327)(.001) =V1.3303 =1.15

Calculation of Standard Deviation of Portfolio Investment of EBL

Gp: \/Wg2(592+W|2 G|2+W52 (532+2WgW|COVg|+2WgWsCOVgs+2WIWsCOVIs

=\ (0.2365)2(0.5671)2+(0.7611)3(1.6915)%+(0.0024)%(34.85)%+2(-0.48)(0.2365)(0.76 11)+2(-
35.37)(0.7611)(.0024)+2(0.79)(0.2365)(.0024) =\0.7261 =0.85

Calculation of Standard Deviation of Portfolio Investment of HBL

Gp:\/W92092+W|2 G|2+W52 052+2WQW|COVg|+2WgW5COVgs+2WIW5COVIs

=\ (0.2464)%(0.6914)?+(0.7511)%(0.9022)+(0.0024)?(34.85)>+2(-0.56)(0.2464)(0.7511)+2(-
18.55)(0.7511)(0.0024)+2(-3.37)(.0.2464)(.0024) =V-0.3219 =-0.57

Calculation of Standard Deviation of Portfolio Investment of Banking industry

Gp:\/Wgz('fgz"‘le G|2+W52 052+2WgWICOVg|+2WgWSCOVgs+2WIWsCOV|s

=\ (0.2691)%(0.376)%+(0.7271)2(5.0136)?+(0.0038)%(34.85)2+2(-0.55)(0.2691)(0.7271)+2
(-0.18)(0.2691)(.0038)+2(0.55)(0.7271)(.0038) =V13.1018 =3.62




ANNEX 10

Calculation of Mean, S. D, C.V of Total Investment to Total Deposit Ratio

Total Investment to Total Deposit Ratio of SCBL

In percentage

Fiscal Year | Ratio (X-X) (x-x)?
2000/01 61.95 7.43 55.2049
2001/02 58.58 4.06 16.4836
2002/03 54.47 -0.05 0.0025
2003/04 53.68 -0.84 0.7056
2004/05 50.11 -4.41 19.4481
2005/06 55.67 1.15 1.3225
2006/07 54.99 0.47 0.2209
2007/08 46.74 -7.78 60.5284
Total 436.19 153.9165
Mean 54.52
Source: Annual Reports of SCBL
—\2
Standard Deviation (c)= Z(X:) =4.42
. . . c 4.39
Coefficient of Variance (C.V)==x100=———=x100=8.05
X 54.52
Total Investment to Total Deposit Ratio of NIBL
In percentage
Fiscal Year | Ratio (X-X) (x-x)?
2000/01 46.29 15.2 231.04
2001/02 43.65 12.56 157.7536
2002/03 21.52 -9.57 91.5849
2003/04 33.51 2.42 5.8564
2004/05 27.60 -3.49 12.1801
2005/06 29.60 -1.49 2.2201
2006/07 26.56 -4.53 20.5209
2007/08 19.97 -11.12 123.6544
Total 248.7 644.8104
Mean 31.09

Source: Annual Reports of NIBL




2
Standard Deviation (c)= Z("T"):&ga

Coefficient of Variance (C.V)= leooz % x100=28.88

Total Investment to Total Deposit Ratio of NABIL

In percentage

Fiscal Year | Ratio (X-X) (x-x)?
2000/01 48.64 8.8 77.44
2001/02 52.88 13.04 170.0416
2002/03 44.85 5.01 25.1001
2003/04 41.33 1.49 2.2201
2004/05 29.27 -10.57 111.7249
2005/06 31.94 -7.9 62.41
2006/07 38.36 -1.48 2.1904
2007/08 31.23 -8.61 74.1321
Total 318.7 525.2592
Mean 39.84

Source: Annual Reports of NABIL

Standard Deviation (c)= 8.10
. . c 8.10
Coefficient of Variance (C.V)==x100= x100=20.33
X 39.84

Total Investment to Total Deposit Ratio of EBL

In percentage

Fiscal Year | Ratio (X-X) (X=X )?
2000/01 19.71 -6.15 39.975
2001/02 30.97 511 26.1121
2002/03 24.70 -1.16 1.3456
2003/04 31.44 5.58 31.1364
2004/05 21.08 -4.78 22.8484
2005/06 30.44 4.58 20.9764
2006/07 27.41 1.55 2.4025
2007/08 21.11 -4.75 22.5625
Total 206.86 167.3589
Mean 25.86

Source: Annual Reports of EBL




2
Standard Deviation (c)= |22 =4 57

n

- . 4.57
Coefficient of Variance (C.V)= %xmo = es6 x100=17.67

Total Investment to Total Deposit Ratio of HBL

In percentage

Fiscal Year | Ratio (X-X) (X=X )?
2000/01 23.29 -17.05 290.7025
2001/02 49.18 8.84 78.1456
2002/03 48.44 8.1 65.61
2003/04 32.36 -7.98 63.6804
2004/05 47.13 6.79 46.1041
2005/06 41.10 0.76 0.5776
2006/07 39.35 -0.99 0.9801
2007/08 41.89 1.55 2.4025
Total 322.74 548.2028
Mean 40.34

Source: Annual Reports of HBL

=8.28

- S(xX)
Standard Deviation (c)= -

8.28
x100=20.53
40.34

Coefficient of Variance (C.V)= %xloo =




ANNEX 11

Calculation of Mean, S. D, C.V of Investment on Government Security to Total outside
Investment Ratio

Investment on Government Securities to Total outside Investment Ratio of SCBL

In percentage

Fiscal Year | Ratio (X-X) (X=X )?
2000/01 45.89 -1.66 2.7556
2001/02 51.83 4.28 18.3184
2002/03 54.09 6.54 42.7716
2003/04 55.31 7.76 60.2176
2004/05 46.90 -0.65 0.4225
2005/06 49.12 1.57 2.4649
2006/07 40.25 -7.3 53.29
2007/08 37.04 -10.51 110.4601
Total 380.43 290.7007
Mean 47.55

Source: Annual Reports of SCBL

- Y(xx)?
Standard Deviation (c)= — =6.03

Coefficient of Variance (C.V)= %xloo = % x100=12.68

Investment on Government Security to Total outside Investment Ratio of NIBL

In percentage

Fiscal Year | Ratio (xX) (X-X)?
2000/01 11.40 -14 1.96
2001/02 5.12 -7.68 58.9824
2002/03 5.35 -7.45 55.5025
2003/04 21.88 9.08 82.4464
2004/05 16.11 3.31 10.9561
2005/06 16.47 3.67 13.4689
2006/07 15.82 3.02 9.1204
2007/08 10.26 -2.54 6.4516
Total 102.41 238.89
Mean 12.80

Source: Annual Reports of NIBL




=2
Standard Deviation (6)= |20 = 4.17

n

Coefficient of Variance (C.V)= gXlOO = 1162 x100=32.58

X T 54.1

Investment on Government Securities to Total outside Investment Ratio of NABIL

In percentage

Fiscal Year | Ratio (X-X) (X-X)?
2000/01 25.68 2.92 8.5264
2001/02 26.35 3.95 12.8881
2002/03 26.03 3.27 10.6929
2003/04 30.90 8.14 66,2596
2004/05 17.96 -4.8 23.04
2005/06 15.01 -7.75 60.0625
2006/07 22.90 0.14 0.0196
2007/08 17.26 -5.5 130.25
Total 182.09 211.7391
Mean 22.76

Source: Annual Reports of NABIL

=5.14

=2
Standard Deviation (c)= Z(xnx)

- . 5.14
Coefficient of Variance (C.V)= gXlOO =76 x100=22.58
X .

Investment on Government Securities to Total outside Investment Ratio of EBL

In percentage

Fiscal Year | Ratio (xX) (XX )?
2000/01 21.74 -2.86 8.1796
2001/02 27.28 2.68 7.1824
2002/03 24.37 0.23 0.0529
2003/04 29.47 4.87 23.7169
2004/05 21.56 -3.04 9.2416
2005/06 26.54 1.94 3.7636
2006/07 25.58 0.98 0.9604
2007/08 20.29 -4.31 18.5761
Total 196.83 71.6734
Mean 24.60

Source: Annual Reports of EBL




=2
n

Standard Deviation (c)=

Coefficient of Variance (C.V)= %xloo = % x100=12.04

Investment on Government Securities to Total outside Investment Ratio of HBL

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 18.33 -5.67 32.1489
2001/02 22.28 -1.72 2.9584
2002/03 23.53 -0.47 0.2209
2003/04 20.94 -3.06 9.3636
2004/05 28.85 4.85 23.5225
2005/06 24.56 0.56 0.3136
2006/07 26.54 2.54 6.4516
2007/08 26.93 2.93 8.5849
Total 191.96 83.5644
Mean 24.00

Source: Annual Reports of HBL

- T(xX)?
Standard Deviation (6)= " =3.23

3.23

Coefficient of Variance (C.V)= gXlOO =540 x100=13.46
X .




ANNEX 12

Calculation of Mean, S. D, C.V of Investment on Loan and Advances to Total outside
Investment Ratio

Investment on Loan and Advances to Total outside Investment Ratio of SCBL

In percentage

Fiscal Year | Ratio (X-X) (X=X )?
2000/01 54.00 1.73 2.9929
2001/02 48.06 -4.21 17.7241
2002/03 45.82 -6.45 41.6025
2003/04 44.60 -7.67 58.8289
2004/05 53.01 0.74 0.5476
2005/06 50.77 -1.50 2.25
2006/07 59.48 7.21 51.9841
2007/08 62.44 10.17 103.4289
Total 418.18 279.359
Mean 52.27

Source: Annual Reports of SCBL

- T(xX)?
Standard Deviation (6)= Ea— =5.91

- . 5.91
Coefficient of Variance (C.V)= gXlOO =5 x100=11.31
X .

Investment on Loan and Advances to Total outside Investment Ratio of NIBL

In percentage

Fiscal Year | Ratio (X-X) (XX )?
2000/01 88.11 7.94 63.0436
2001/02 57.40 -22.77 518.4729
2002/03 77.19 -2.98 8.8804
2003/04 77.96 -2.21 4.8841
2004/05 83.73 3.56 12.6736
2005/06 83.41 3.24 10.4976
2006/07 84.00 3.83 14.6689
2007/08 89.54 9.37 87.7969
Total 641.34 720.918
Mean 80.17

Source: Annual Reports of NIBL




=32
Standard Deviation (c)= |22\ =949

n

- . 9.49
Coefficient of Variance (C.V)= 2x100 = 01 x100=11.84

X

Investment on Loan and Advances to Total outside Investment Ratio of NABIL

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 74.15 1.49 2.2201
2001/02 61.62 -11.04 121.8816
2002/03 56.25 -16.41 169.2881
2003/04 68.91 -3.75 14.0625
2004/05 78.76 6.1 37.21
2005/06 84.30 11.64 135.4896
2006/07 75.73 3.07 9.4249
2007/08 81.53 8.87 78.6769
Total 581.25 668.2537
Mean 72.66
=32

Standard Deviation (c)= Z(XI;X) =0.14

. . o 9.14
Coefficient of Variance (C.V)= gxloo YT x100=12.58

Investment on Loan and Advances to Total outside Investment Ratio of EBL

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 78.16 3.36 11.2896
2001/02 69.98 -4.82 23.2324
2002/03 74.79 -0.01 0.0001
2003/04 70.32 -4.48 20.0704
2004/05 78.23 3.43 11.7649
2005/06 73.30 -1.5 2.25
2006/07 74.30 -0.5 0.25
2007/08 79.28 4.48 20.0704
Total 598.36 78.9278
Mean 74.80

Source: Annual Reports of EBL




=3.14

2
Standard Deviation (c)= _Z(an)

3.14

. . . (¢}
Coefficient of Variance (C.V)= ;X100 =350 x100=4.20

Investment on Loan and Advances to Total outside Investment Ratio of HBL

In percentage

Fiscal Year | Ratio (X-X) (XX )?
2000/01 81.58 5.20 27.04
2001/02 82.27 5.89 34.6921
2002/03 76.23 -0.15 0.0225
2003/04 78.88 2.50 6.25
2004/05 70.94 -5.44 29.5936
2005/06 75.25 -1.13 1.2769
2006/07 73.16 3.22 10.3684
2007/08 72.74 -3.64 13.2496
Total 611.05 122.4931
Mean 76.38

Source: Annual Reports of HBL

= 2
20%) _391
n

Standard Deviation (c)=

391

Coefficient of Variance (C.V)= %xloo = 2e39 x100=5.12




ANNEX 13

Calculation of Mean, S. D, C.V of Investment on Share and Debenture to Total outside
Investment Ratio

Investment on Share and Debenture to Total outside Investment Ratio of SCBL

In percentage

Fiscal Year | Ratio (xX) (X-X )?
2000/01 0.11 -0.04 0.0016
2001/02 0.10 -0.05 0.0025
2002/03 0.09 -0.06 0.0036
2003/04 0.07 -0.08 0.0064
2004/05 0.09 -0.06 0.0036
2005/06 0.09 -0.06 0.0036
2006/07 0.25 0.10 0.0100
2007/08 0.52 0.37 0.1369
Total 1.23 0.1682
Mean 0.15
Source: Annual Reports of SCBL
Standard Deviation (6)= e 0.15

. . o 0.15
Coefficient of Variance (C.V)= gxloo =075 x100=100

Investment on Share and Debenture to Total outside Investment Ratio of NIBL

In percentage

Fiscal Year | Ratio (xX) (XX )?
2000/01 0.48 0.26 0.0676
2001/02 0.32 0.10 0.01
2002/03 0.19 -0.03 0.0009
2003/04 0.15 -0.07 0.0049
2004/05 0.14 -0.08 0.0064
2005/06 0.11 -0.11 0.0121
2006/07 0.17 -0.05 0.0025
2007/08 0.19 -0.03 0.0009
Total 1.75 0.1053
Mean 0.22

Source: Annual Reports of NIBL




Standard Deviation (c)= =0.11

> (x-X)
n

Coefficient of Variance (C.V)= %><100 = 3x100=50

Investment on Share and Debenture to Total outside Investment Ratio of NABIL

In percentage

Fiscal Year | Ratio (X-X) (XX )?
2000/01 0.17 -0.73 0.5329
2001/02 0.14 -0.76 0.5776
2002/03 0.16 -0.74 0.5476
2003/04 0.18 -0.72 0.5184
2004/05 3.27 2.37 5.6169
2005/06 0.68 -0.22 0.0150
2006/07 1.37 0.47 0.2209
2007/08 1.21 0.31 0.0961
Total 7.18 8.1254
Mean 0.90

Source: Annual Reports of NABIL

=1.01

—2
Standard Deviation (c)= Z(Xna

Coefficient of Variance (C.V)= %X1OO = T3 x100=112.22

Investment on Share and Debenture to Total outside Investment Ratio of EBL

In percentage

Fiscal Year | Ratio (X-X) (XX )?

2000/01 0.10 -0.11 0.0121
2001/02 0.31 0.09 0.0081
2002/03 0.26 0.04 0.0016
2003/04 0.20 -0.02 0.0004
2004/05 0.20 -0.02 0.0004
2005/06 0.15 -0.07 0.0049
2006/07 0.10 -0.12 0.0144
2007/08 0.43 0.21 0.0441
Total 1.75 0.0860
Mean 0.22

Source: Annual Reports of EBL




=2
Standard Deviation (6)= |22\ =0.10

n

0.1037
0.22

Coefficient of Variance (C.V)= %xloo = x100=47.14

Investment on Share and Debenture to Total outside Investment Ratio of HBL

In percentage

Fiscal Year | Ratio (X-X) (XX )?
2000/01 0.10 -0.13 0.0169
2001/02 0.29 0.06 0.0036
2002/03 0.24 0.01 0.0001
2003/04 0.21 -0.02 0.0004
2004/05 0.21 -0.02 0.0004
2005/06 0.19 -0.04 0.0016
2006/07 0.30 0.07 0.0049
2007/08 0.32 0.09 0.0081
Total 1.86 0.036
Mean 0.23

Source: Annual Reports of HBL

=0.067

—\2
Standard Deviation (c)= Z(xnx)

- . 0.067
Coefficient of Variance (C.V)= gXlOO =05 x100=29.13
X .




Calculation of Mean, S. D, C.V of Return on Total Asset

Return on Total Asset of SCBL

ANNEX 14

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 2.23 -0.2 0.04
2001/02 2.60 0.17 0.0289
2002/03 2.41 -0.02 0.0004
2003/04 2.27 -0.16 0.0256
2004/05 2.46 0.03 0.0009
2005/06 2.55 0.12 0.0144
2006/07 2.42 -0.01 0.0001
2007/08 2.46 0.03 0.0009
Total 194 0.1112
Mean 2.43
Source: Annual Reports of SCBL
Standard Deviation (c)= =0.33

- . o 0.33
Coefficient of Variance (C.V):ixloo =Tn x100=13.58
Return on Total Asset of NIBL

In percentage

Fiscal Year | Ratio (X-X) (XX )?
2000/01 1.10 -0.32 0.1024
2001/02 1.15 -0.27 0.0729
2002/03 1.30 -0.12 0.0144
2003/04 1.15 -0.27 0.0729
2004/05 1.42 0 0
2005/06 1.64 0.22 0.0484
2006/07 1.82 0.40 0.16
2007/08 1.77 0.35 0.1225
Total 11.35 0.5935
Mean 1.42

Source: Annual Reports of NIBL




>(xX)?
n

Standard Deviation (c)= =0.27

- . 0.27
Coefficient of Variance (C.V)= %X100 =T x100=19.01

Return on Total Asset of NABIL

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 1.59 -0.75 0.5625
2001/02 1.54 -0.8 0.64
2002/03 2.51 0.17 0.0289
2003/04 2.71 0.37 0.1369
2004/05 3.02 0.68 0.4624
2005/06 2.84 0.5 0.25
2006/07 2.47 0.13 0.0169
2007/08 2.01 -0.33 0.1089
Total 18.69 2.21
Mean 2.34

Source: Annual Reports of NABIL

=0.53

—2
Standard Deviation (c)= Z(an)

. . 0.53
Coefficient of Variance (C.V)= %xloo =T x100=22.65

Return on Total Asset of EBL

In percentage

Fiscal Year | Ratio (XX) (XX )?
2000/01 1.34 -0.07 0.0049
2001/02 1.29 -0.12 0.0144
2002/03 1.17 -0.24 0.0576
2003/04 1.49 0.08 0.0064
2004/05 1.44 0.03 0.0009
2005/06 1.49 0.08 0.0064
2006/07 1.38 -0.03 0.0009
2007/08 1.66 0.25 0.0625
Total 11.26 0.154
Mean 141

Source: Annual Reports of EBL




)2
2% )" =0.14
n

Standard Deviation (c)=

. . 0.14
Coefficient of Variance (C.V)= %xloo =Ta x100=9.93

Return on Total Asset of HBL

In percentage

Fiscal Year | Ratio (xX) (XX )?
2000/01 1.42 0.14 0.0196
2001/02 1.10 -0.18 0.0324
2002/03 0.91 -0.37 0.1369
2003/04 1.06 -0.22 0.0484
2004/05 1.07 -0.21 0.0441
2005/06 1.50 0.22 0.0484
2006/07 1.43 0.15 0.0225
2007/08 1.73 0.45 0.2025
Total 10.22 0.5548
Mean 1.28

Source: Annual Reports of HBL

Y(xX)?
n

Standard Deviation (6)= =0.26

0.26

Coefficient of Variance (C.V)= gXlOO = 138 x100=20.31
X .




ANNEX 15

Sample calculation of “Straight Line Trend”

Let the straight line trend between the dependent variable( total investment) y and the
independent variable x (time) is be

y=a+ b X
Thus to find the value of aand b

2 Xy

X

a:&, and b=
n

it is only when ) x=0

Let FY 2000/01 be equal t02001, FY 2001/2002 t02002 and so on. Here deviations are
considered from the middle of the years.

(&) Trend Analysis of Investment on Government Securities of SCBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

government securities

()
2001 4,811.01 -3.5 -16838.54 12.25
2002 5,784.72 -2.5 -14461.8 6.25
2003 6,722.35 -1.5 -10083.53 2.25
2004 7,948.22 -0.5 -3974.11 0.25
2005 7,203.07 0.5 3601.535 0.25
2006 8,644.86 15 12967.29 2.25
2007 7,107.94 2.5 17769.85 6.25
2008 8,137.52 3.5 28481.32 12.25
Total 56,359.69 0 17,462.03 42
Since Y x=o,

(LY _ 5635069

= 7044.96
n 8

Yxy _ 17,462.03

b= =
yx? 42.00

=415.76

The straight line trend of government securities of SCBL is

Y g=a+bx
=7044.96+415.76x




(b) Trend Analysis of Investment on Government Securities of NIBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

government securities

(¥)
2001 300.00 -3.5 -1050 12.25
2002 224.40 -2.5 -561 6.25
2003 400.00 -1.5 -600 2.25
2004 2,001.10 -0.5 -1000.55 0.25
2005 1,948.50 0.5 974.25 0.25
2006 2,522.30 1.5 3783.45 2.25
2007 3,256.40 2.5 8141 6.25
2008 3,155.00 3.5 11042.5 12.25
Total 13,807.70 3x=0 Yx y=20729.65 | 42
Since  Yx=0, a:% = 280772172596 b= Z;iz = 2720.59-493.56

The straight line trend of government securities of NIBL is

Y ¢=1725.96+493.56X

(c) Trend Analysis of Investment on Government Securities of NABIL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2
government
securities (y)
2001 2,76.80 -3.5 -968.8 12.25
2002 4,12.29 -2.5 -1030.73 6.25
2003 3,66.57 -1.5 -549.85 2.25
2004 3,672.63 -0.5 -1836.32 0.25
2005 2,418.43 0.5 1209.22 0.25
2006 2,301.46 1.5 3452.19 2.25
2007 4,808.35 2.5 12,020.9 6.25
2008 4,646.88 3.5 16,264.08 12.25
Total 28,399.58 0 28,561.41 42

po DXy _ 2856141

T 2 - 680

: _ _ Yy _28399.58
Since Y x=o, a = 2

n

=3,549.9

The straight line trend of government securities of NABIL is

Y 4=3,549.9+680x




(d) Trend Analysis of Investment on Government Securities of EBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

government securities

(¥)
2001 83.00 -3.5 -290.5 12.25
2002 1,538.90 -2.5 -3847.25 6.25
2003 1,599.35 -1.5 -2399.03 2.25
2004 2,466.43 -0.5 -4932.86 0.25
2005 2,100.29 0.5 1050.15 0.25
2006 3,322.44 1.5 4983.66 2.25
2007 4,704.63 2.5 11761.58 6.25
2008 4,821.61 3.5 16875.64 12.25
Total 21,376.64 3x=0 X y= 42
Since Yx=o, a= 2=2370% 29675 g b= £ = 225-2=552.41

The straight line trend of government securities of EBL is

Y (=2672.08+552.41x

(e) Trend Analysis of Investment on Government Securities of HBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

government

securities (y)
2001 2,025.25 -3.5 -7088.38 12.25
2002 2,588.56 -2.5 -6471.4 6.25
2003 3,347.10 -1.5 -5020.65 2.25
2004 3,431.73 -0.5 -1715.87 0.25
2005 5,469.73 0.5 2734.87 0.25
2006 5,144.31 15 7716.47 2.25
2007 6,454.87 2.5 16137.18 6.25
2008 7,471. 67 35 26150.85 12.25
Total 35,933.23 y'x=0 Y'x y=32443.08 | 42
Since Yx=o, a=2Y= 3393323 _ 4491 63 p= 2o 3284308 _ 295 45

n

¥

The straight line trend of government securities of HBL is

Y ¢=4491.63+772.45X




(F) Trend Analysis of Investment on Loan and Advances of SCBL

(Rs in millions)

Year Investment on loan | x=(t-2004.5) Xy X2
and advances (y)

2001 5,660.80 -3.5 -19812.8 12.25
2002 5,248.36 -2.5 -13120.9 6.25
2003 5,574.06 -1.5 -8361.09 2.25
2004 6,410.24 -0.5 -3205.12 0.25
2005 8,143.21 0.5 4071.61 0.25
2006 8,935.42 15 13403.13 2.25
2007 10,502.64 2.5 26256.6 6.25
2008 13,718.60 3.5 48015.1 12.25
Total 64,193.33 >x=0 Y'x y=47246.53 | 42

64,193.33 _Sxy_ 4724653

Y 42

=1124.92

Since  Yx-0, a=Z'= = 8024.17, b

The straight line trend of loan and advances of SCBL is

Y 1=8024.17+1124.9x

(g) Trend Analysis of Investment on Loan and Advances of NIBL

(Rs in millions)

Year Investment on loan | x=(t-2004.5) Xy X2

and advances (y)
2001 2,318.91 -3.5 -8116.19 12.25
2002 2,518.06 -2.5 -6295.15 6.25
2003 5,648.03 -1.5 -8472.05 2.25
2004 6,917.80 -0.5 -3458.90 0.25
2005 10,45.16 0.5 522.58 0.25
2006 13,178.15 15 19767.23 2.25
2007 17,769.10 2.5 44422.75 6.25
2008 27,529.31 3.5 96352.59 12.25
Total 75,879.36 Y'x=0 134722.86 42
since yx-0, a==r = B0 2 948407

oo XY _ 3472286 _ oo oo

yx? 42




The straight line trend of loan and advances of NIBL is
Y =a+bx

YL =9484.92+3207.69x

(h) Trend Analysis of Investment on Loan and Advances of NABIL

(Rs in millions)

Year Investment on loan | x=(t-2004.5) Xy NG
and advances (y)

2001 7,993.28 -3.5 -27976.48 12.25
2002 7,135.54 -2.5 -17838.85 6.25
2003 7,454.26 -1.5 -11181.39 2.25
2004 7,953.76 -0.5 -3976.88 0.25
2005 10,946.74 0.5 5473.37 0.25
2006 13,278.78 1.5 19918.17 2.25
2007 15,903.02 2.5 39757.55 6.25
2008 21,759.46 3.5 76158.11 12.25
Total |92,424.84 0 80333.60 42
Since Yx=0,

a=2Y = 2988 2155311

e 2XY _ 80333.60 0.5 49

Yx2 42
The straight line trend of loan and advances of NABIL is
Y =a+bx

=11553.11+1912.70x




(i) Trend Analysis of Investment on Loan and Advances of EBL

(Rs in millions)

Year Investment  on | x=(t-2004.5) Xy X2

loan and

advances (y)
2001 2,959.45 -3.5 -10358.08 12.25
2002 3,923.60 -2.5 -9809.0 6.25
2003 4,882.79 -1.5 -7324.19 2.25
2004 6,075.84 -0.5 -3037.92 0.25
2005 7,900.02 0.5 3950.01 0.25
2006 10,136.25 15 15204.38 2.25
2007 14,082.69 2.5 35206.73 6.25
2008 18,836.43 3.5 65927.51 12.25
Total 68,797.06 > x=0 89759.44 42
Since Yx=o, a= % = w:%%.& b= ZZXXZ = 897229'44 =2137.13

The straight line trend of loan and advances of EBL is

Y 1=8599.63 +2137.13 X

(1)) Trend Analysis of Investment on Loan and Advances of HBL

(Rs in millions)

Year Investment  on | x=(t-2004.5) Xy X2

loan and

advances (y)
2001 9,015.35 -3.5 -31553.73 12.25
2002 9,557.14 -2.5 -23892.85 6.25
2003 10,844.60 -1.5 -16266.9 2.25
2004 12,919.63 -0.5 -6459.82 0.25
2005 13,451.17 0.5 6725.59 0.25
2006 15,761.98 15 23642.97 2.25
2007 17,793.72 2.5 44484.3 6.25
2008 20,180.00 3.5 70630.0 12.25
Total 109,523.58 Y x=0 Yx y=67309.56 | 42
since yx=0, a= ¥ =109B388_1516957 e Zz"g = 813030160261

The straight line trend of loan and advances of HBL is

Y 1=12169.27 + 1602.61 x




(k) Trend Analysis of Investment on Share and Debenture of SCBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

share and

debenture (y)
2001 11.20 35 -39.2 12.25
2002 11.20 25 28.0 6.25
2003 11.20 15 -16.8 2.25
2004 11.20 05 56 0.25
2005 13.35 0.5 5.68 0.25
2006 15.43 15 23.15 2.25
2007 44.94 25 112.35 6.25
2008 114.54 35 400.89 12.25
Total 23295 | Yx=0 Yx y=352.47 42
Since  Y'x=0, a:% =232.95/8=29.12 b= ZXXZ = 352.47/42= 8.39

The straight line trend of share and debenture of SCBL is

Y s=29.12+8.39x

() Trend Analysis of Investment on Share and Debenture of NIBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy NG
share and
debenture (y)
2001 12.70 -35 -44.45 12.25
2002 13.90 -2.5 -34.75 6.25
2003 13.90 -1.5 -20.85 2.25
2004 13.90 -0.5 -6.95 0.25
2005 17.74 0.5 8.87 0.25
2006 17.74 1.5 26.61 2.25
2007 35.25 2.5 88.13 6.25
2008 59.95 3.5 209.83 12.25
Total 185.05 > x=0 >'xy=226.44 42
_ ~ vy 185.05 Cyxy 22644
Since >»x=0, a= - g =23.13 b= S - a4y

The straight line trend of share and debenture of NIBL is

Y s=23.13+5.39x




(m) Trend Analysis of Investment on Share and Debenture of NABIL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

share and

debenture (y)
2001 18.22 -3.5 -63.77 12.25
2002 22.22 -2.5 -55.55 6.25
2003 22.22 -1.5 -33.33 2.25
2004 22.22 -0.5 -11.11 0.25
2005 415.72 0.5 207.86 0.25
2006 104.19 1.5 156.29 2.25
2007 286.96 2.5 717.4 6.25
2008 32.24 3.5 112.84 12.25
Total 923.99 0 1030.63 42
Since ZX:Q a:& :—9238.99:115.50 b= z{;g = 10431(2).63 =24.54

The straight line trend of share and debenture of NABIL is
Ys=a+bx=115.50+24.54x

(n) Trend Analysis of Investment on Share and Debenture of EBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

share and

debenture (y)
2001 3.70 -3.5 -12.95 12.25
2002 17.11 -2.5 -42.78 6.25
2003 17.11 -1.5 -25.67 2.25
2004 17.11 -0.5 -8.56 0.25
2005 19.39 0.5 9.70 0.25
2006 19.08 1.5 28.62 2.25
2007 19.89 2.5 49.73 6.25
2008 101.51 3.5 355.29 12.25
Total 214.9 3 x=0 Y'x y=353.38 42
Since  Yx—o, a=% = 2139 = 26,86 b=27 = 3228 - 5.01

The straight line trend of share and debenture of EBL is

Y s=26.86+8.41x




(o) Trend Analysis of Investment on Share and Debenture of HBL

(Rs in millions)

Year Investment on | x=(t-2004.5) Xy X2

share and

debenture (y)
2001 10.69 -3.5 -37.415 12.25
2002 34.27 -2.5 -85.675 6.25
2003 34.27 -1.5 -51.405 2.25
2004 34.27 -0.5 -17.135 0.25
2005 39.91 0.5 19.955 0.25
2006 39.91 15 59.865 2.25
2007 73.42 2.5 183.55 6.25
2008 89.56 3.5 313.46 12.25
Total 356.3 0 385.2 42
Since ¥x=0, a=2Y= % = 44.54 b= zz"—xfz % =9.17

The straight line trend of share and debenture of HBL is

Ys=a+bx=44.54+9.17x




Proportion Weight of Government Securities, Loan and Advances,

Debenture

ANNEX 16

Share and

(In Rs’ 000)

OTr?ta' Investment | gop) NIBL NABIL EBL HBL All Banks
Government 56,359,672 13,807,700 | 28,399,578 21,376,640 | 35,933,227 155,876,817
Securities (g)

'(-I;’a” and Advances | ¢ 143 379 86,332,513 | 92,424,842 | 68,797,063 | 109,523,578 | 421,271,324,
Share and 232,950 185,054 1,215,590 214,550 356,286 2,204,430.
Debenture (s)

Total 120,785,950 | 100,325,267 | 122,040,010 | 90,388,253 | 145,813,091 | 579,352,571
0?8"0”'0” Weight | 1666 0.1376 0.2327 0.2365 0.2464 0.2691
Eﬁpo”'o“ Weight | ( 5315 0.8605 0.7573 0.7611 0.7511 0.7271
z][(g’:”"’“ Weight | 4 0019 0.0018 0.0100 0.0024 0.0024 0.0038
Total 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000

Sources: Annual Reports of CBs and Annexes1(c)-1(f)
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