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CHAPTER 1

Introduction

It is obvious that economic development is impossible without the development of
different sectors like Agriculture, Industry, and Trade of the country. So, development
of their sectors needs a regular supply of financial resources. In developing countries
there is always shortage of the capital for the development activities it is not possible to
handle and develop all the sector by the government alone at a time private people also
can not undertake large business because per capital income of the people is very low
while their propensity to consume is very high. Due to low income their saving is very
low and capital for motion is very low. So, their saving is not sufficient for carrying on
development works.

"Economic development demands trans formation of saving or investable resources into
the actual investment. It is the financial institution that transfer funds form surplus
spending units to deficit units" (Nepal Rastra Bank, 1996:4).

The proper mobilization and utilization of domestic resources is one of the key factors
in the economic development of a country. Similarly, integrated and speedy
development of the country is only possible when competitive and reliable banking
services are reached and operated to every corner of the country. It has been well
established that the economic activities of any country can hardly be carried without the
assistance and support of financial institutions. Financial institutions have catalytic role
in the process of economic development. The investment policy of financial institution,
especially banks has long term impact not only on their growth and sustainability but
also on the economic development of the country. Successful formulation and effective
implementation of investment policy is the prime requisite for the successful
performance of banks and other financial institutions. Good investment policy has a
positive impact on economic development of the country and vice-versa.

Capital formation is one of the important factors in economic development. The capital
formation leads to increase in the size of the national output, income, and employment,
solving the problem of inflation and balance of payment and making the economy free

from the burden of foreign debt. Domestic capital formation helps in making a country



self-sustainable. Profit by business community constituted the major part of the saving
of the community and what was saved was assumed to be invested.

The initial step investing policy involves is determining the investment objectives and
the amount if one's investing able fund. Investment is always related with risks and
returns. Making money alone cannot be an appropriate objective. It is appropriate to
state that the objective is to make a lot of money by recognizing the possible losses.
Therefore, investment objective should be stated in terms of both risks and returns
setting a clear investment policy also involve the identification of the potential
categories of financial assets for consideration in the ultimate portfolio. The
identification of assets depends upon many things such as investment objectives
investable fund, tax consideration etc.

Investment is a very risky job for a purposeful, safe and profitable investment. Bank
must follow sound investment policy. The fundamental principle of investment must be
followed thoroughly for profitable investment policy should ensure maximum amount
of investment to all sectors with proper utilization. There is high liquidity in the amount
and it seems no profitable place to invert there days. Investment policy provides the
bank several inputs through which they can handle their investment operation
efficiently ensuring the maximum return with minimum risk, which ultimately leads the
bank to the path of success to achieve its organizational objectives of shareholder
wealth maximization.

Investment operation of commercial banks is very risky on for this, commercial banks
have to pay due consideration while formulating investment policy. A healthy
development of any commercial bank depends upon its investment policy. A good
investment policy attracts both borrowers and lenders which help to increase the volume

and quality of deposits, loans and investment.

1.1 Evolution of Bank

The evolution of bank is not a non-phenomenon. There was crude firm of banking even
in an ancient Vedic era. The terms banking such as deposits, pledge, policy of loan,
interest rates etc can be found in the "Mansumiriti".

The Roman Empire collapses in the last of 15" century and consequently, commercial



banking transactions were because of revival of commercial and other trading activities
in European countries. According to the opinion of great economist Geoffrey Crowther,
following community groups are the ancestors of modern banking:

1 The Merchant Trader

2 The Goldsmith

3 The Money Lenders
History tells us that it was the merchant banker who first evolved the system of banking
by trading in commodities then money. Their trading activities required the remittance
of money from one place to another for which they issued different documents as the
near substitutes of money, called draft or hund is in modern days.
The next stage in the growth of banking was the goldsmiths; the business of goldsmiths
was such that they had to take deposits such as bullion, money and ornaments for the
security form theft. This makes possible to the goldsmiths to charge something for
taking care of the money, bullion and jewellery. On the other hand, as the evidence of
receiving valuables, they used to issue a receipt to the depositors. As those receipts are
good for payment equipment to the amount mentioned, it become like the modern
cheques, as a medium of exchange and a means of payments.
Finally, money lenders in the early age had contributed in the growth of banking to a
larger extends. They used to advance the coins on loan by charging interest. As a safe
guard they used to keep some money in the reserve. Therefore goldsmiths and money
lenders became bankers who started performing the two functions of bank i.e. accepting
deposit and providing loans and advances. "The bank of Venice" of Italy was
established in 1157 AD as the first banking institution in the world. The second banking
institution namely "The bank of Barcelona" of Spain was established in 1401 AD Its
function is to exchange money, receive deposits and discount bill of exchange, both for
their own citizens and for the foreigner. During 1407 A.D. "The Bank of Genon" was
established in 1609 AD "The Bank of England" was incorporated in 1694 AD as a joint

stock bank and later on the 1844 A.D. it becomes a first central bank in the world.



1.2 Commercial Banks and Investment policy

Commercial Bank is an entity, which accepts deposits and makes short-term loans to
business enterprises, regardless of the scope of its other services (American Institution
of Banking, 1972; 345-346).

Commercial banks are major financial institutions, which occupy quite an important
place in the framework of every economy. Commercial banks render numerous services
to their customer in view of facilitation their economic and social life. All the economic
activities of each and every country are greatly influenced by the commercial banking
business of that country. Commercial banks, by playing active roles, have changed the
economic structure of the world. Thus, commercial banks have become the heart of
financial system.

Commercial bank deals with people's money. They have to find ways of keeping their
assets liquid so that they could meet the demand of their customers. In their anxiety to
make profit, the banks can't afford to lock up their funds in assets that are not easily
realizable. The depositor's confidence could be secured only if the bank is able to meet
the demand for cash promptly and fully. The banker has to keep adequate cash for this
purpose. Cash is an idle asset and hence the banker cannot afford to keep a large portion
of his assets in the bank. Therefore the banker has to distribute his assets in such a way
that he can have adequate profits without sacrificing liquidity.

Commercial banks must mobilize its deposits and other funds to profitable, secured,
stable and marketable sector. Then only it can earn more profit as well as it should be
secured and can be converted into cash whenever needed. But, commercial banks have
to pay due consideration while formulating investment policy regarding loan and
investment. Investment policy is one facet of the overall spectrum of policies that
guides bank's investment operations. A healthy development of any bank depends
heavily upon its investment policy. A sound and viable investment policy attracts both
borrowers and lenders, which helps to increase the volume and quality of deposits loan
and investment. Commercial bank should be careful while performing the credit
creation function. The banks should never invest its funds in those securities, which are
subject to too much depreciation and fluctuations because a little difference may cause a

great loss. It must not invest its funds into speculative businessman who may be



bankrupt at once who may earn millions in a minute.

Commercial banks must follow the rules and regulations as well as different directions
issued by the central bank, ministry of finance, ministry of law and other regulatory
bodies while mobilizing its funds. So, the bank should invest its funds in legal securities
only. Dina McNaughton in her research paper 'Banking Institutions in Developing
Market's states that, investment policy should incorporate several elements such as
regulatory environment, the availability of funds, the selection of risk, loan portfolio
balance and term structure of the liabilities (McNaughton,; 1994: 19). Thus, commercial
banks should incorporate several elements while making investment policy. The loan
provided by commercial bank is guided by several principles such as length of time,
their purpose, profitability, safety etc. These fundamental principles of commercial

bank's investment are fully considered while making investment decision.

1.3 Introduction of Sample Banks.
1. NABIL Bank Limited

NABIL Bank Limited is newly named of pervious Arab Bank Limited NABIL, the first

joint venture bank of Nepal was established in 1984 A.D. under the company Act, 1964

A.D. It is joint venture with the Dubai Bank Limited owned 50% equity partner which

was transferred to Emirates Bank International Limited Dubai (EBIL). Later in EBIL

sold its entire stock to National Bank Limited Bangladesh (NBL). The current structure

of equity with five parties.

1. The National Bank Limited, Bangladesh is having 50% of share,

2. Nepal industrial development corporation (NIDC) is the holder of 10% share,

3. Rastrya Beema Sansthan as 9.66%,

4. Nepal stock exchange (NEPSE) as 0.34% and

5. The remaining 30% being held by the General Public (which means that NIBL is a
Company listed on the Nepal Stock Exchange).

Bangladesh (NBLB) is managing the bank in accordance with the technical service

agreement signed between NBLB and the NABIL Bank on June 1995 A.D. the bank

expanded its banking service towards the different regional and parts of the country by

expanding its branches.



ii) Nepal Investment Bank Ltd.

Nepal Investment Bank Ltd. (NIBL), previously Nepal Indosuez Bank Ltd., was

established in 1986 as a joint venture between Nepalese and French partners.

The French partner (holding 50% of the capital of NIBL) was Credit Agricole Indosuez,

a subsidiary of one the largest banking group in the world.

With the decision of Credit Agricole Indosuez to divest, a group of companies

comprising of bankers, professionals, industrialists and businessmen, has acquired on

April 2002 the 50% shareholding of Credit Agricole Indosuez in Nepal Indosuez Bank

Ltd.

The name of the bank has been changed to Nepal Investment Bank Ltd. upon approval

of bank’s Annual General Meeting, Nepal Rastra Bank and Company Registrar’s office

with the following shareholding structure.

1. A group of companies holding 50% of the Capital

2. Rashtriya Banijya Bank holding 15% of the Capital.

3. Rashtriya Beema Sansthan holding 15% of the Capital.

4. The remaining 20% being held by the General Public (which means that Investment
Bank is a Company listed on the Nepal Stock Exchange).

1.4 Statement of Problem

Mushrooming of private sector banks is the present situation of Nepalese financial
sector. The fast growth of such organization has contributed the prorate increment in
collection deposits and their investment. They collect adequate amount from the mass,
however they could not find or locate new investment sectors required to mobilize their
funds on the changing context of Nepal. Only few commercial banks are getting regular
profits. Most of them are unable to satisfy their shareholders and customers in earning
profit and ensuring their safe deposit. Some banks are incurring clients or adequate
deposits but they cannot find profitable sectors or opportunities to invest the deposit
collections. They have always feared with high degree of risk and uncertainty.

There are various problems in resource mobilization by financial institution in Nepal.
The most important problem is poor investment climate prevailing in Nepal due to

heavy regulatory procedure, uncertain government policy, NRB's stringent directives,



unsecured social environment etc. Lack of sound investment policy is another reason
for a commercial bank not to properly utilizing its deposits that is making loan and
advances or lending for a profitable project. This condition may lead the commercial
bank to the position of liquidation.
Commercial banks invest their funds in limited areas to achieve highest amount of
profit. They are found to be more interested in investment in less risky and highly liquid
sectors like in T-Bills, development bonds and retail and consumer lending. There are
obvious hesitations to invest on long term project and in venture capital investment. So,
many of them follow conservative and un-efficiency investment policy. As with
everything in Nepal, every commercial bank has an investment in the same sectors.
They are in consumer lending, tourism, garments and in trading sector. They are the
major sector. But given the current situation of the country, it is not up to them to
decide which sector they want to go into. The main factor for success of any
organization is the security situation. Once the security situation stabilizes, then only
commercial bank consider rationally as to where they should to invest and grow. So,
security problem is the burning problem for every commercial bank to invest their fund
in our any sector.
Many of Nepalese commercial banks have not formulated their investment policy in an
organized manner. Majority of them mainly rely upon instruction and guideline of
Nepal Rastra Bank. They don't have clear view towards investment policy. Furthermore,
the implementation of policy formulation and absence of strong commitments towards
its proper implementation has caused many problems to commercial banks.
The compared problems specially related to investment functions of the commercial
banks have been presented briefly as under:
a) Is NABIL Bank's investment policy more effective and efficient than that of
Investment Bank?
b) Is NABIL Bank's investment Strategy successful to utilize its available fund in
comparison to the Investment Bank?

c) Are they maintaining sufficient liquidity, profitability and risk position?



d) What is the relationship of investment on loan and advances with total deposit and
total net profit?

e) Does the investment decision affect the total earning of the commercial banks?

1.5 Objectives of the Study.

The general objective of the study is:

a) To analyze the investment policy of NABIL BANK and Investment Bank.

b) To analyze the utilization of available fund of NABIL Bank and Investment Bank.

c) To evaluate the liquidity, profitability and risk position of NABIL bank and
Investment Bank.

d) To analyze the empirical relationship between deposit, loan and advances,

investment, net profit and compare them between NABIL and Investment Bank.

1.6 Focus and Significance of the Study.

The main focus of the study is to highlight the investment policies of commercial banks
expecting that the study can be bridge the gap between deposit and investment policies.
On the other hand, the study would provide information to management of the bank that
would help them to take collective action. Further from the study, the shareholder
would get information to make decision while making investment on shares of various
banks.

Having completed the basis analysis required for the study, the researcher must point
out the mistakes and errors and also correct them by giving suitable suggestion for
further improvement. It helps to understand the investment policy followed by the
commercial bank and how does it affects on liquidity and profitability situation. It is the
major concern of stakeholders to know the segregation of loan and advances and
investment component of bank. Therefore, this summarizes and recommended tasks of
the researcher of the study would be meaningful to the top management of the bank to
initiate the action and achieve the desire result.

In the context of Nepal there is less availability of research work, journals and article in
investment policy of commercial banks as well as other financial institution. As it is a
well known fact that the success and prosperity of the bank relies heavily upon the

successful investment of collected resource to the important sector of economy.



Successful formulation and effective implementation of investment policy is the prime
requisite for the successful performance of commercial banks.

There are various problems in effective investment of commercial banks of Nepal,
which affect their performance to a greater extent. Performance of commercial banks
does not seem so satisfactory in terms of utilizing its resource efficiently in productive
sectors. Hence the main significance of this study of investment portfolio analysis of
Nepalese commercial banks is to help how to minimize risk on investment and
maximize return through portfolio analysis, portfolio management, credit management
and effect on investment decision on earning will strive to disclose the internal
weakness of the banks and furnish the ideas for improvement. Therefore, the researcher
has undertaken this study to analyze the existing investment portfolio of Nepalese
commercial banks with reference to NABIL and Investment Bank and point out the
various weaknesses of defects inherent in it and provide package of suggestions for its

improvement.

1.7 Limitations of the Study

This study is simply a partial study for the fulfillment of MBS degree, which has to be

finished within limited period. Hence, this study is not far from several limitations of its

own kind, which weaken the scope of the study to some extent.

Some of such limitations are as follows:

The study is mainly based on secondary data collected from different sources.

b. The study period will be covered for only five fiscal year i.e. from 2004/05 to
2008/09.

c. Out of the numerous affecting factors, this study concentrates only on those factors,
which are related with investment policy, and available in the form required for
analyzing the different issues.

d. Due to wide range of data deficiencies only simple technique has been used for the
analysis of the data.

e. The study deals with only two commercial banks and data related to other
commercial banks have not been accounted.

f. Analysis is done on the basis of best available information.



1.8 Organization of the Study

The study contains following five chapters:-

Chapter 1: Introduction

Chapter 2: Review of Literature

Chapter 3: Research Methodology

Chapter 4: Presentation and Analysis of data

Chapter 5: Summary, Conclusion and Recommendations

Chapter one deals with the introduction of the study consisting subject matter,
objectives of the study, statement of the problem, focus & signification of the study,
limitations of the study and chapter plan.

Chapter second deals with review of literature which includes review of books, review
of journals and annual reports published by the banks and other authorities review or
related articles and previous thesis as well.

Chapter third describes the research methodology of various sequential steps that have
been followed in conduction this study and material used as each steps which included
research design, population and sample, data analysis and tools, ratio analysis
profitability ratio, risk ratio, growth ratio etc.

Forth chapter is analysis chapter, which deals with the presentation and analysis of data
through a define course of research methodology. This chapter is to analysis different
statistical tools and financial tools.

Chapter fifth is related to summary, conclusion and recommendation of the study.

Finally, bibliography and appendices have been included at the end.
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CHAPTER -11

Review of literature

In this chapter focus has been made on the review of literature that is relevant to the
investment policy of commercials banks. Review of literature is basically a stock
taking of available literature in the field of research. Every possible effort has been
made to gap knowledge and information that is available from libraries, document
collection centers, other information magazine bureaus and concerned commercial
banks. This chapter helps to take adequate feed back to broaden the information bare
and input to the study. The first section of the chapter implies the conceptual
framework of the study and the second section implies the review of previous studies.

Therefore this chapter has its own important in this study.

2.1 Conceptual Framework

“A sound investment policy of a bank is such that its funds are distributed of different
types of assets with good profitability on the one hand and provides maximum safety
and security to the depositors and bank on the other hand, moreover risk in banking
sectors trends to be concentrated in the loan portfolio when a book gets into serious
financial trouble its problem usually spring from significant amounts of loan that have
become uncollectable due mismanagement illegal manipulation of loan misguided
lending policy or unexpected economic down turn. So the bank investment policy must

be such that it is sound & prudent in order to protect public funds” (Baidya, 1967,13)

“American Institute of Banking has defined commercial banks as a corporation which
accepts demand deposits subject to repeated or short term loans to business
enterprises, regardless of the scope of its other services.”

(American Institute of Banking, 1972 A.D.; 76)
Commercial bank Act of Nepal (1974) has defined commercial banks in following way
“commercial banks means a bank which operates currency, exchange transaction,
accepts deposit, provided loan and perform dealing relating to commerce and other than

those banks which have been specified for the co-operative, agriculture, and industry of

11



likely other special objectives. The commercial banks are established under the
commercial banks Act, 1974 in Nepal that has been amended regularly. It has been
amended for six times till today. Now commercial bank Act 1992 is active.

The main function of commercial bank is the accumulation to the temporary idle
money of general public for trade and commerce. It main functions are accept deposit
and grants loan, exchange and purchase and discount bill for promissory notes
exchange foreign currency to provide loan, agency function .Overseas trading services
and information and other services. Commercial banks earn profit by proper
mobilization of their resources. Many commercials banks have been established to

provide a suitable service according to their customers.

“A banker seeks optimum combination of earning liquidity and safety, while

formulation investment policy”. (Chandra; 1973,12)

“Investing involves making a current commitment of funds in order to obtain and
uncertain future return. It is a risky business that demands information. To process
information effectively and select the best investment requires goals that are clearing

cut and realistic.” (Francis ;1983 : 7)

“Investment is any vehicle into which funds can place with the expectation that will

present or increase in value and generate positives returns.” (Gitman, 1990: 16)

“Investment as commitment of funds to one or more assets that will be held over some
future time period. Investment is concerned with the management of an investor’s
wealth. This is the sum of current income and present value of all income.”

(Jones;1991:5)

“Investment is the employment of funds with the aim of achieving additional income

of growth in value.” (Singh; 1992: 3)

12



“The investment policy of banks are conditioned to great extend by the national policy
frame works every bankers has to apply his own judgment for arriving at a credit

decision, keeping of course, his banker’s credit policy also in hand”. (Singh;1993:9)

They further state,” The field of investment is more challenging as it offers relatively
greater scope to banker for judgment and discretion in selecting their loan portfolio. But
this higher degree of freedom in the field of credit management is also accomplished
greater risk. Particularly during recent years, the credit function has become more
complex.”

“Portfolio behavior of commercial banks in Nepal.” Said that “The commercial banks
fulfill the credit needs of various sector of the economy including agriculture, industry,
commercial and social service sector. The lending policy of commercial banks is based
on the profit maximizing of the institution as well as the economic enhancement of the

country.” (Shrestha, 1995:4)

“The investment objectives are to increases systematically the individual wealth,
defined as assets minus liabilities. The higher the level of desired wealth the higher
must be received. An investor seeking higher return must be willing to face higher

level of risk.” (Cheney and Moses;1998:13)

“Investment in its broadcast sense means sacrifice of certain present value for (possible

uncertain) future value.” (Sharpe and Gorden; 1998:9)

“In Investment decision, expenditures and benefits should be measured in cash In
Investment analysis, cash flow is more important than accounting profit. It may also
be pointed out that investment decision affect the firm's value. The firm's value will
increase if investments are profitable and add to the Shareholder' wealth. Thus
investment should be evaluated on the basis of a criterion which is compatible with
the objective of the shareholders fund maximization. An investment will add to the
shareholders wealth if it yields benefits in excess of the minimum benefits as per the

opportunity cost of capital” (Pandey, 1999:407)
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“An investment may be define as the current commitment of funds for a period of time
to derived future flows that will compensate the investing unit for time of funds are
committed, for the expected rate of inflection and also for the uncertainty involve in the

future flow of the funds.” (Reilly,; 1999:23)

From the above definition, it is clear that an investment means to trade a known rupee
amount today for some expected future stream of payment or benefits that will exceed
current outlay by an amount that will compensate the investor for the time of
uncertainty involve in expected future cash flows. Thus investment is the most
important function of commercial banks. It is a very challenging task for commercial
banks. So, a bank has or be very caution while investing their funds in various sectors.
The success of a bank heavily depends upon the proper management of its investible
funds.

Investment management of a bank is guided by the investment policy adopted by the
bank. The investment policy of a bank helps the investment operation of the bank to be

efficient and profitable by minimizing the inherent risk.

2.1.1 Feature of the Sound Lending and Investment Policy

The income and profit of the banks depends upon its lending procedures, lending policy
and investments of its funds in different securities. In many causes a sound lending and
investment policy is not only pre-requisite for the promotion of commercial saving of

backward country like Nepal.

The need of the bank its origin the meaning of the bank mechanism controlling the bank
operation loan management and capital management. It means that the bank must
formulate the guideline to invest its deposit and capital in various forms of earning
assets. Allocation of deposit in different sector areas also knows as portfolio
management. In other words we can say that do not take risk by putting all eggs in one
basket alone misguide policies can cause the bank to suffer to a lot. Therefore the bank

must formulated sound investment policies to protect the public funds.

14



“Every bank’s board of directors generally formulates an investment policy statement in
order to define the objectives of the banks liquidity management and investment

portfolio”, Vaidya (1996;13)

Regarding the investment policies of commercials banks there are basically five basic

principles the bank follow while providing the loans. They are as follows.

Liquidity

Liquidity is the ability of a firm to satisfy its short term obligations when they become
due for payment. People deposit money at the bank in different account with confidence
that the bank will repay their money when they need. To maintain such confidence of
the depositors, the bank must keep this point in mind. While investing its excess fund in
different securities, so that it can meet current or short term obligation when they

because due for payment.

Profitability

A commercial bank can maximize its volume of wealth through maximization of return
on their investment in lending. So, they must invest their fund where they can gain
maximum profit. The profit of commercial banks depends on the interest rate, volume

of loan, its time period and nature of investment in different securities.

Safety and Security

The bank should never invest its funds in those securities which are too volatile i.e.
which are subject to too much depreciation and fluctuations because a little difference
may cause a great loss. It much not invest its fund into speculative businessman who
may be bankrupt at once and who may earn million in a minute also. Security means
adequate collateral having good value which can be easily sold off it required at any
point of time. The bank should accept that type of securities, which are commercial
durable and marketable having fair market value for this purpose ‘MAST’ should be
applied while reaching an investment decision where MAST stands for

M= Marketability.

A= Ascertain ability.
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S= Stability.
T= Transferability.

Bank deals with customer is money so it must take care the belonging of public the risk
and return involved must be analysis thoroughly so that depositors money is advance
safety where the risk of followed while we arrive in decision regarding the advances of
fund. The three ‘C’ stand for

Character

Capacity

Capital

Suitability

Banks should always know that why a customers need loan because if the borrower
misuse the loan granted by bank he will never be able to repay loan. In order to avoid
such circumstance advances should be allowed to select the suitable borrowers and it
should demand all the essential detailed information about the scheme of the project in
which the bank is lending for. Bank must keep in mind the overall development plans of

the nation and the credit policy of the concern authority i.e. central bank.

Purpose of Loan

From the view print of security a banker should always be known that why a customer
is in need of loan. If a borrower misuses the loan granted by the bank it can never repay
and bank will process heavy bad debts. Therefore in order to avoid this situation each
and every bank should demand examine all the essential detailed activities, before

lending.

Diversification

‘A bank should not lay all its eggs on the same basket’. This saying is very important to
the bank and it should always be careful not to grant loan in only one sector. To
minimize risk, a bank must diversify its investment on different sectors. Diversification

of loan helps to sustain loss according to the law of average because if securities of a
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company deprived, there may be appreciation in the securities of other companies. In

this way the loss can be minimized or recovered.

National Interest

In addition to its own profitability the bank should also consider the national interest.
Even though the bank cannot get maximum return from such investment it should carry
out its obligation towards the society and the country. The bank is required to invest on
such sectors as per the government and Nepal Rastra Bank’s instruction. Investment on
government bonds, priority and deprived sector lending are the examples of such

mnvestments.

Legality

Illegal securities will bring out many problems for the investor. A commercial bank
must follow the rules and regulations as well as different directives issued by the central
bank (Nepal Rastra Bank), Ministry of finance, Ministry of law and other relevant

authorities while mobilizing its funds.

2.1.2. Invest Management Functions

Every investment is not risk free so the investment must be made in such a way so that
the risk is diversified. According to this book the investment can be made on securities
such as treasury bins long term bond common stocks. The focuses of supply and
demand inter act to determine a security market price. A security market is a
mechanism for bringing together buyers and sellers of financial assets in order to
facilitate trading. The investment decision has go through the following process:

(Sharpe, Alexander & Bailey,1999:11)

a. Set Investment Process
Setting the investment policy involves determine the investors objective and amount of
wealth tax consideration etc because there is a positive relationship between risk and

return for deniable investment.
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b. Portfolio Construction
Portfolio construction involves identifying those specific assets in which to invest and
what proportion the investors wealth portfolio construction involves the diversification

which minimizes the risk.

c. Portfolio Revision
The revision of portfolio is done from time to time. Due to changing partner of risk the

portfolio revision are done to minimize the risk.

d. Security Analysis

Security analysis involves examines the number of securities. The purpose of analysis is
to check whether the securities are missing priced. Technical analysis, the analysis
conducted on the basis of past history to predict future trend and fundamental analysis
that calculates the intrinsic values of share are conducted. Fundamental analysis, tries to

identify the real or true value of financial assets.

e. Portfolio Performance Evaluation

It determines performance of portfolio periodically regarding the return earned and risk
experienced by the investor. The performance should be evaluated not only in the terms
if the returns but also the risks experienced. To evaluate the performance appropriate

measures and standards are needed.

2.2 An overview on NRB Directives Regarding Investment of a Commercial Bank.

NRB directs the banks and other financial institutions too. Plans police, directions rules
regulations form NRB are major subject to run the commercial banks. Every step of the
commercial banks is always observed by NRB, as a represential of the Nepalese
government. To allocate and mobilize the deposit collected by commercial banks in
different sectors of the different areas of the nation, the NRB as a central bank,
formulates fundamental rules regulations, directives polices etc. in fact, NRB controls
the over the overall activities made by the commercial banks as well as establishment or

operation or dissolution of banks. Hence, the directions rules regulations directed by
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NRB terms of investment by commercial banks are briefly mentioned below (NRB

Directives 2066).

Directive-8.3.1 Investment in Share and debenture of other listed company

Commercial banks should only invest on those company’s shares and debenture which
are listed in the Nepal Stock Exchange. As per the directive given in this sections it has
also clearlly mentioned that the investment should not be more than 10% of its issued

capital.

Directive-8.3.3 Investment in Housing and Land development
Commercial bank can not invest more than 10% of its Authorised capital in housing and
land development sector. But if the investment is for its own use then commercial bank
should follow following criteria,

e Shares should be fully issued to the public

e Banks must earn profit.

e Bank’s capital fund should be adequate as per its directions

Directive -8.3.9 Direction for extension counter of joint venture banks

e Commercial banks can’t open extension in metropolitan and semi metropolitan area
expect during trade, fairs festivals ceremonies celebration etc as a directed by NRB
such extensions must be converted as a branch within two years otherwise must be
closed.

e The extension opened can accept deposit and make payment as well as exchange of
foreign currencies after the reemission from NRB.

e If the extension is opened in the areas of Royal place hospitals, foreign diplomatic
offices industries those extensions are not allowed to operate as a branch as

mentioned in (11).
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2.3 Review of Related Studies

2.3.1 Review of Journals and Articles

Sharma, (2000), in his article, “Banking the Future of Completion’ has said due to the
bank of the investment revenues bank are tempted to invest without proper credit
appraisal and on personal guarantee, whose negative side effects would show colors
only after 4 or 5 years. Again he said that private commercial banks have mushroomed
only in urban areas where banking transactions in large volume is possible the rural and
sub urban areas mostly remain unattended too. This is likely to prevail till competition

takes its fall rain in the urban area.”

Sharma and Bhatt (2002). in their article “Priority Sector” has presented the
commercial bank should take care of broad national interest and they should not
confine their lending activities only to commercial area providing quick interest if
some proportion could be directed to the area conclusive to build economic
infrastructures  of the country it would create atmosphere conductive to their
investment in future. In our society where ignorance and literacy is in wide scale, it is
necessary that the bank search entrepreneurs instead of entrepreneurs searching banks.
so they have opined that the priority sector program is a timely and appropriate will
designed to create additions productive employment opportunities there by increasing
production and the general living standard of rural poor. But the success of the
program largel depends upon the integrated operation with other programs designs for
rural development. Further they argue that various programmers VIZ. Rural
development land reform SAJHA, Back to the village national Champaign. Adult
literacy etc. Could not materials their objective despite their some theoretically

philosophy and good objectives.

Pradhan (2003), in his research paper “Role of saving, Investment & capital formation
in economic development a case of Nepal” has studied about the strong role & impact
of saving, investment & capital formation on economic development of Nepal. This

study is based on secondary data only. The necessary data on saving, investment, capital
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formation and gross domestic product has been collected for the period of 1974/75 to
2000/01. The role & impact of saving, investment and capital formation on economic
development were analyzed by using various regression models. The regression
equation used in This study have been estimated at current prices as well as in real term
with the entire study period divided into different subperiod.

The results presented in This paper suggest that in all cases, GOP is significantly
associated with saving. Investment and capital formation both at current prices and in
real terms. The result of the empirical analysis led to three important conclusions: first,
saving, investment & capital formation have positive impact on economic development.
Second, the current values & past values of saving, investment & capital formation have
positive impact on economic development but the current values have the largest
impact. Third, there is a strong role played by saving & capital formation on economic

development while weak role-played by investment.

Shrestha, (2055/ B.S.), in his article “A Study on Deposit and Credits of Commercial
Bank in Nepal” concluded that the credit deposit ratio would be 51 .30% other
things remaining the same in 2004 A.D which was the lowest under the period of
review. So he had strongly recommended that the commercial bank should try to give
more credit entering new field as far as possible. Otherwise they might be able to

absorb even its total expenses.

Shrestha, (2055/ B.S.) in her article, “Lending Operation of Commercial Banks of
Nepal and Its Impact on GDP” it has presented with the objectives to make an analysis
of contributions of commercial banks lending to the gross domestic product (GDP) of
Nepal. She has set hypothesis that there has been positive impact of lending of
commercial banks to the GDP. In research methodology she has considered GDP as the
dependent variable and various sectors of lending viz. Agriculture industrial
commercial, service and general and social sectors as independent variables. A multiple
regression technique has been applied it analyze the contribution.

The multiple analyses have shown that all the variable except service lending has

positive impact on GDP. In conclusion she has accepted the hypothesis i.e. there has
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been positive impact by the kind of commercial bank in various sector economy, except

service sector investment ,like wise Sunity Shrestha has analyzed in her” financial

performance of commercial banks using both descriptive and diagnostic approach,” in
her studies, she has concluded the following points.

e The structure of commercial banks shows that bank invest on the average 75% of
their total deposit on the government securities and the resources.

e The analysis of resources position of commercial banks showed quit high
percentage of deposit as cash revenue.

e The debt equity ratio of commercial banks is more than 100% in the most of the
time period under study period. It leads to conclude that the commercial banks are
highly leveraged and highly risk. Joint venture banks had higher capital adequacy
ratio but has been dealing every day.

e Income of analysis of the management achievement foreign banks have
comparatively higher total management achievement index.

Thus comparing all the banks through the time period financial condition and

performance are better in joint venture banks those local banks.

2.3.2 Review of Thesis

Prior to this, several works has been attempted by previous student regarding various
aspects of commercial banks like financial performance, leading policy, investing
policy, resource mobilization, capital structure etc. Among them some research those

that were found relevant for this study are presented below:

Bajracharya, (2000), has conducted a study on “Investment of Commercial Banks in
Priority Sector.” with the objective of

e To analyze the role of commercial bank in its historical prospective.

e To identify to major weakness of lending policy of the commercial banks.

e To show the relationship between deposits, loans and advances.

The research was conducted mainly on the basis of secondary data. The research
findings of the study summarized as follows.

e By paying higher interest rate the banks are increasing deposits, which in run create
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saving habits of the general people. Then the banks will be able to utilize there idle
funds in productive channels. This type of business of commercial banks is relay a
necessary one in an agriculture country like Nepal, where public investment has
limited capacity.

e Effectiveness of lending policy is directly based upon a sounding banking system.
But to geographical variation, transportation and other regional disparities, it is very
difficult to expand braches in different rural area. So it can be said that commercial
banks in Nepal are not plying an active role to utilize their sources collected from

different sectors.

Laudari, (2001), has conducted his study entitled, “A4 Study on Investment Policy of
Nepal Indosuez Bank Ltd, in Comparison of Nepal State Bank of India Bank Iltd.” The
researcher main objective of study was to examine the liquidity assets management and
profitability position and investment policy of NIBL in comparison to NSBI to study
the growth ratios of loan and advances and investment to total deposits and net profit of
NIBL in comparison to NSBI.

Through his research Mr. Laudari has found that the both banks current assets have
exceeded the current liabilities therefore the ratio consider satisfactory but there cash
reserve ratios have fluctuated in high degree. However NIBL has maintained both
current ratio and cash reserve ratio better than that of NSBI. As per Mr. Laudari the
assets management ratios shows that deposit utilization of NIBL is less effective than
NSBI. He has stated that NIBL has invested lesser amount on government securities and
share and debenture than that of NABIL, not only did NIBL a better performance in:

e Return on total assets and loan and advances.

e Invest earning but it paid lower interest amount to working fund.

e The growth ratio of total deposit loan and advances.

e The growth ratio of total deposit loan and advances total investment and net profit

of NIBL are less than that of SBI.
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Bohara (2002) has conducted a research entitled “A4 Comparative

Study on Investment Policy of joint Venture Banks of Nepal” .

The objective of the study as follows:

a.

To find the Liquidity position and profitability position of above mentioned JVB"s
in comparison with finance companies.

To find the relationship between with finance companies.

To the deposit utilization trend and its future projection for next five years for
JVB“s and finance companies.

To study the various risk in investment of JVB"s in comparison finance companies.
To analyze the relationship between deposit and investment, deposits loans and
advances, net profit and total assets of JVB®“s in comparison with finance

companies.

f. To provide suggestion and recommendation on their basis of findings.

The major findings of the study were as follows:

a)

b)

Liquidity position of JVB“s comparatively better than that of finance companies.
Finance companies have made nominal amount of investment in government
securities.

Finance companies have mobilization their deposits smoothly in comparison with

JVB®s. The average loan and advance to total deposit ratio of finance companies is

higher than JVB“s.

c) Profitability position of JVB"s except for BOKL is better than that of finance

d)

companies, but profitability position of finance companies in terms of return on total
assets is better. Interest income in relation to proportion of total assets and operating
income is higher in finance companies in comparison to JVB“s.

The growth ratios of deposits, net profit, loan and advances are highr than that of
JVB“s and are increasing every year, with indicates good performance of the

finance companies.

24



e) The risk ratios of finance companies are less variable the JVB“s. The interest risk
ratio of finance companies is higher where as the capital risk ratio of JVB“s is
comparatively higher than that of finance companies.

f) JVB®s are in a better position in mobilizing deposits as loan and advances, but so

far finance companies have been successful in utilizing their sources of funds and in

their mobilization.

Shrestha (2003) has conducted a research entitled “Investment Analysis of

Commercial Banks” (A Comparative Study of Nepal Bank Limited and Nepal State

Bank of India Limited).

The objectives of the study are as follows:

a) To analyze investment trend, deposit trend and total income and their to analyze
percentage of investment made by HBL and NSBIL in total investment made by
commercial banks.

b) Projection for next five year of HBL and compare then with that of NSBIL.

c) To identify investment sector of HBL and NSBIL.

d) To evaluate the liquidity, assets management efficiency, profitability and risk
position of HBL in comparison to that of NSBIL.

e) To study the relationship between investment and deposit of bank.

The major findings of the study were:

a. Percentage of HBL"s investment to total commercial banks investment in extremely

higher than NSBIL.

b. Both HBL and NSBIL have invested mostly on government securities but HBL has
invested in NRB bonds also as well as in other productive sector.

c. NSBIL is better than HBL from liquidity point of view.

d. HBL has higher profitability position than NSBIL.
HBL is exposed to more risk than NSBIL.

f. HBL has maintained higher growth rate in net profit in comparison to NSBIL.
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Deuja, (2000), has conducted a study on “A Comparative Study of the Financial

Performance between Nepal: State Bank of India Bank Ltd. and Nepal Bangladesh

Bank Ltd.” with the objective of

To analyze the role of commercial bank in its historical prospective.
To identify to major weakness of lending policy of the commercial banks.

To show the relationship between deposits, loans and advances

The research was conducted mainly on the basis of secondary data. The research

findings of the study summarized as follows.

By paying higher interest rate the banks are increasing deposits, which in run create
saving habits of the general people. Then the banks will be able to utilize there idle
funds in productive channels. This type of business of commercial banks is relay a
necessary one in an agriculture country like Nepal, where public investment has
limited capacity.

Effectiveness of lending policy is directly based upon a sounding banking system.
But to geographical variation, transportation and other regional disparities, it is very
difficult to expand braches in different rural area. So it can be said that commercial
banks in Nepal are not plying an active role to utilize their sources collected from

different sectors.

Joshi (2005) conducted a study on “Investment Policy of Commercial Banks in Nepal:

A comparative study of Everest Bank Limited, Nabil Bank Limited & Bank of

Kathmandu” has conducted study with the following objectives are:

To discuss fund mobilization & investment policy of EBL, NABIL & Bank of
Kathmandu.

To evaluate liquidity, efficiency, profitability and risk position.

To evaluate the growth ratio of loan & advances, total investment with other
financial variables.

To analyze the trend of deposits utilization towards loan & advances and total

investment.
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She has found that the liquidity position of EBL is comparatively better than BOK. EBL
has good deposit collection and has enough investment on government securities.
Profitability ratio of EBL is average profitable in comparison to other commercial bank
i.e. NABIL & BOK and risk position is moderate risk between NABIL & BOK. The
growth ratio of EBL is high in total deposit loan and advances & net profit than BOK &
NABIL. Similarly, the bank is successful in increasing its sources of fund & its
mobilization than NABIL & BOK. She recommends mobilizing EBL's idle cash and
bank balance in profitable sector as loan& advance as it increase the profit of bank. For
mobilizing funds bank should collect a large variety of deposit through schemes like
cumulative deposit scheme, price bond scheme, gift cheque scheme recurring deposit
scheme, deposit linked life insurance scheme, monthly interest scheme and many more.
EBL has successfully invested on government securities & loan & advances but has
failed to return, so it should imitate strong steps for the recovery part, which in turn can
show high growth in profitability and should take more consistent liberal lending
policy. EBL also adopt innovative approach on banking. The business of the bank
should be customer oriented. It should strengthen and activate its marketing function, as

it is an effective tool to attract and retain the customers.

Yadav (2005) conducted a study on “ A Study on Comparative Financial Performance

of Joint Venture banks in Nepal”. he had conducted study with the following objectives:

e To find out comparative and competitive position of two JVBs banks.

e To rank the Nabil and NBBL in terms of financial operational profitability,
productivity position.

e To show the trend of total deposits, investments, total income, total expenses and
total net income.

e Measuring financial risk of Nabil and NBBL.

e To Provide package of recommendation and possible guidelines to improve banking
business based on the findings of the study.

The research finding of the study were:

e Capital structure ratios of both banks are low. Debt portion is more used in NBBL

but profitability position in lower than Nabil.
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Both banks should be developed separately research and training department so they
would be able to study different aspect of management and supply practical
suggestion to develop as an innovative approach in bank management and bank
operation.

The trend of total deposits, total investment, total expenses, total net income,
interest expenses and Interest earning of NBBL is exceptionally higher than Nabil.
NBBL is more riskybank. Reasearcher recommended that portfolio situation should
be carefully examined from time to time. the varied rate of return should be verified
in such a way that balances the confliciting goal of maximum yield and minimum
risk.

it should be careful in increasing profit in real sense to maintain the confidence of
shareholders, depositers and its customers. comparatevily Nabil profitability

position better than NBBL.

Thapa (2006) has conducted a research entitled "Investment Policy of Commercial

Banks in Nepal". The objectives of the study were:

To evaluate liquidity, activity and profitability ratios of RBB in comparison with
NBL and industry average.

TO analyze the relationship of loan and total investments with total deposit and net
profit of RBB and to compare it with that of NBL and industry average.

To use trend analysis to compare loan and advance, total investment, total deposit
and net profit of RBB and compare the same with other two.

To examine the loan loss provision of RBB and NBL.

To provide suggestion and recommendation on the basis of findings.

The major findings of the study were:

RBB ha good deposit collecting, enough loan and advance and investment in
government securities. It has comparatively better liquidity position than NBL.

RBB and advance is in comparatively better position regarding issue of loan and
advance but it does not have good position in regarding investment in shares and
debentures of other companies, off balance sheet operation. Loan loss ratio shows

low quality of loan and advance.
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e The profitability position of RBB and advance is worse. RBB and advance needs to
take immediate steps to increase its profitability.

There is significant relationship between deposit and loan and advance. There is

insignificant relationship between deposit and investment, and outside assets and net

profit.

Shrestha (2008) has conducted a thesis research entitled "Investment

Portfolio Analysis of JVB's". The specific objectives of the study were:

e To analyze the risk and return ratios of commercial banks.

e To evaluate the financial performance of JVB;s.

e To provide suggestions package based on the analysis of data.

e To study existing investment policies taken by NIBL in various sectors.

e To study portfolio structure of NIBL in investment as compared to other JVB's.

e Preference given by NIBL for investment between, Loan Investment. Investment in
real fixed assets, Investment in financial assets.

The main findings of the study were:

e BOKL has the highest return on share holders fund and total assets. It has also been
successful in mobilizing its deposits as investments. NIBL and EBL have invested
high amounts of deposits as loan and advances in comparison to BOKL, NIBL and
HBL.

e Among the JVB's, looking at the investment portfolio, EBL has investment highest
amount of funds in government securities, NBB has invested highest amount of
funds on shares and debentures and has invested highest amount of funds on NRB
bonds in comparison to other JVB's.

e BOKL has the highest EPS and EBL the lowest EPS among the JVB's.

Tapol (2009) conduted a study on “Investment Practice of Commercial Banks in
Nepal”. She had conducted study with the following objectives:

e To measure the financial performance.

e To find out comparative and competitive position of two JVBs banks of Nepal

e Measuring risk of NABIL & NIBL bank.

e To find out the relationship between different variables like investment, deposits
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loan and advances, net profit & compare them between NABIL & NIBL.

e To recommended measure for the improvement of the financial performance and
efficiency on the basis of the conclusion drawn from the research.

The research findings of the study were:

e The mean ratio of return on loan and advances of NIBL is lower than that of
NABIL. On the other hand, NIBL's variability between ratios is lower that that of
NABIL.

e The mean ratio of credit risk ratio of NIBL is higher than that of NABIL and NIBL's
ratios are more homogenous than that of NABIL

e From the analysis of growth ratio, NABIL has lower growth rate on total deposits,
loan & advances, total investment and net profit than NIBL. Therefore NIBL has
successfully collected and utilized fund amount of its customer than NABIL.

e Banks are recommended to activate foreign technology and investment in Nepal by
means of their wide international banking sector and make nepalese personnel
capable of operating these banks as efficiency as international banks.

e Complain boxes should be kept in each and every branch and bank personnel try to
eliminate those deficits which are in the complint box in order to maintain better

relation with its customers.

2.4 Research Gap

The purpose of the research work is quite different from the studies made by the above
persons (related to commercial bank). This study focuses in effectiveness in investment
policy analysis of NABIL Bank & NIBL Bank Ltd. Different financial & statistical
tools have been used in this study. Among them, ratio analysis, regression analysis, test
of hypothesis are the strong financial tools. This study is a little bit different than
previous studies because of the new data and new rules and regulations. Commercial
banks should follow their directives and circular furthermost their own investment
guidelines and polices should be in line with NRB directives and circulars. It may be
one of the best research studies of investment policy in few research works with
reference to NABIL & NIBL Bank. This study tires to indicate the effectiveness of

investment policy of concerned banks.
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CHAPTER-III
Research Methodology

The research methodology is the process of arriving to the solution of the problem
through planned and systematic dealing with the collection, analysis and interpretation
of facts and figures. The research methodology adopted for the present study is
mentioned in this chapter which deals with research design, population and sample,
sources of data, presentation and analysis of data, methods for analyzing collected data.
The objectives of this study are to evaluate the investment policy of NABIL Bank and
Nepal investment Bank limited. In order to accomplish the objectives of the study,
different activities are carried out and different stages are crossed during the study
period. This chapter has following research methodologies.

e The Research Design

e Sampling Procedures

e Sources of Data

e Method of Data presentation and Analysis

3.1 Research Design

It describes the design used in the research activity. It is purely and simply the
framework or plan for a study that guides the collection and analysis of data. Research
design is the plan, structure and strategy of investigations conceived so as to obtain
answers to research questions and to control variances. A true research design is
basically concerned with various steps to collect the data for analysis and draw a
relevant conclusion. To achieve the objectives of the study, descriptive research design
has been used. Financial and statistical tools have been applied to examine facts and to

evaluate investment policy of NIBL and NABIL Bank Limited.

3.2 Sampling Procedures:
it describes the sampling procedure of data collection. The population refers to the
industries of the same nature and its services and product in general. Thus the total

commercial banks constitute the population of the data and the understudy constitutes
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the sample of the study. So, from the population of 27 commercial banks operating in
Nepal, NABIL Bank Limited and Nepal Investment Bank limited has been selected as
the sample for the study and the period of study is about 5 years.

3.3 sources of Data:

The major data for the study are as follows:

e Annual Reports of NIBL and NABIL Bank Ltd.
e NRB bulletins

e Websites of NIBL and NABIL Bank Limited.

e NEPSE Reports.

3.4 Method of Data presentation and Analysis:

The data presentation and analysis are focal part of the study. Ranges of financial and
statistical tools are used to analyze the collected data and to achieve the objectives of
the study. The analysis of the data will be done according to pattern of data available.
Because of limited time and resources, simple analytical statistical tools such as
graph, percentage, coefficient of correlation, regression analysis and the technique of
least square are adopted in this study. In the same way, some strong financial tools
such as ratio analysis and trend analysis have also been used for financial analysis.
The data extracted from annual report, financial statement and other available
information are processed and tabulated in various tables and charts under different

headings according to their nature. .

3.4.1 Financial Tools

Financial analysis is the process of identifying financial strength and weaknesses of the
firm by properly establishing relationship between the items of balance sheet. Financial
tools are used to examine the financial strength and weaknesses of the bank. In this

study financial tool like ratio analysis has been used.

Ratio Analysis
Ratio analysis is a tool of scanning the financial statement of the firm. "Ratio means the

numerical or quantitative relationship between two items or variable. It can be
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expressed as percentage, Fraction or a stated comparison between numbers." (.M.
Panday, 1992; 104).Ratio analysis is the relationship between two accounting figures
expressed mathematically. It is computed by dividing one item of relationship with the
other. Management itself can use these parameters to improve the organization's
performance in future by knowing the strengths and weakness for exploiting maximum
benefits and to repair the weakness to meet the challenges.

Even though there are many ratios, only those financial ratios are calculated and

analyzed which are related in this study. They are as follows:

a. Liquidity Ratios: Liquidity ratios measure the firm's ability to meet its current
obligations. It is the measurement of time within which a bank's assets can be converted
into cash to meet deposit withdrawal and other current obligations. A bank should
ensure that it does not suffer from lack of liquidity and also it does not have excess
liquidity. Both conditions of liquidity are not in favorable to the bank.

The following ratios are evaluated under liquidity ratios

i) Current Ratio

where, current ratio shows short term solvency. Current assets include cash and bank
balance, money at call or short notice, loan and advances for commercial bank,
investment in government securities and other receivable, overdrafts, bill purchased and
discounted and miscellaneous current assets. Current liabilities include deposits and
other short term loan, bills payble, tax provision, staff bonus, dividend payables and
miscellaneous current liabilities.

Mathematically it is represented as:

TotalCurrentAssets
TotalCurrentLiabilities

Current Ratio =

Higher the current ratio better is the liquidity position. The traditional standard of
current ratio is2:1 but accurate standard depends in circumstances in case of seasonal

business.
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ii) Cash and Bank Balance to Total Deposit Ratio (Cash Reserve Ratio)

Cash and bank balance are the most liquid current assets. This ratio measures the
percentage of most liquid fund with the bank to make immediate payment to the
depositor. This ratio is calculated by dividing the cash and bank balance by the amount

of total deposits. Mathematically it is expressed as,

Cash and Eank Ealance

CRR=

Toal Deposit
Hence, cash and bank balance includes cash at vault (Including local and forging
currencies). Balance with other banks at Nostro Account is including current deposits,

saving deposits, fixed deposits, money at call and short notice and other deposits.

iii) Cash and Bank Balance to Current Assets Ratio

This ratio measure the proportion of most liquid assets i.e. cash and balance among the
total current assets of the bank. Higher ratio shows the bank’s ability to meet its demand
for cash.

This ratio is calculated by dividing cash and bank balance by current assets.

Mathematically it is expressed as.

Cazh and Bank Ealarce

Cash and bank balance to current assets ratio =

Current Asse s

iv) Investment on Government Securities to Current Assets Ratio

Investment on government securities includes treasury bills and development bonds etc.
This ratio is calculated to find out the percentage of current assets invested in
government securities.

This ratio is calculated by dividing investment made on government made on
government securities by current assets.

Mathematically it is expressed as,

Investment on government securities to current assets ratio

Invertment on Corarnmant Sacuritias

Current Aszets

34



v) Loans and Advances to Current Assets Ratio

To make a high profit and for mobilizing its fund in the best way a commercial bank
should not keep its all collected funds as cash and bank balance but they should be
invested as loan and advances to the customers. In the present study loan and advances
represent to local and foreign bills discounted and purchased and loans, cash credit and

overdraft in local currency as well as in convertible foreign currency

b) Assets Management Ratio (Activity Ratios)

Activity ratios are employed to evaluate the efficiency with which the firm manages and
utilizes its assets. These ratios are also called turnover ratios because they indicate the
speed with assets are being converted into sales. Assets management ratio measures
how efficiently the bank manages the resources at its command.

The following ratios are used under this asset management ratio.

i) Loan and Advances to Total Deposit Ratio
This ratio is calculated to find out that which banks are able to utilizing their total
deposits on loan and advances for profit generation purpose. This ratio can be obtained

by dividing loan and advances by total deposits; this can be stated as below:

Loan and Advances

Loan and Advances to Total Deposit Ratio =

Total Deposit

ii) Total Investment to Total Deposit Ratio

This ratio implies the utilization of firm's deposit on investment in government
securities and share/debentures of other companies and banks.

This ratio can be calculated by dividing total investment by total deposit. This can be

stated as.

Tortal Investment

Total Investment to Total Deposit Ratio =
Total Deposit

Hence, total investment consists of investment on government securities, treasury bills,
investment on debenture and bonds, share in subsidiary companies and other
investment.

iii) Loan and Advances to Working Fund Ratio

Loan and advance indicates the ability of any banks to canalize its deposits in the form
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of loan and advances to earn high return. This ratio is computed by dividing loan and

advances by total working fund; this can be stated as,

Loanand Advances

Working Fund

Loan and Advances to Working Fund Ratio =

Where,
Total working fund consists of current assets, net fixed assets, loan to development

banks and other miscellaneous assets.

iv) Investment on Government Securities to Total Working Fund Ratio

This ratio shows that banks investment on government on government securities in
comparison to the total working fund.

This ratio is calculated by dividing investment on government securities by total
working fund, this can be stated as,

Investment on Government Securities to Total Working Fund Ratio
_]:'.ul:'.'cs: on Govt.Securities

N Working Fund

Hence, Investment on government securities includes treasury bills and development
bonds etc.

v) Investment of Share and Debentures to Total Working Fund Ratio

This ratio shows the banks investment in share and debenture of the subsidiary and
other companies.

This ratio can be computed by dividing investment on shares and debentures by total
working fund; this can be started as

Investment of Share and Debentures to Total Working Fund Ratio

_ Inweztment on Shara and Debantares
Working Fund

Where, numerator includes investment on debentures/ bonds and shares of the other
companies.

¢) Profitability Ratios

Profit is the difference between revenues and expenses over a period of time. A
company should earn profit to survive and grow over a long period of time, and it will
have no future if it fails to make sufficient profits in longer run. Therefore, the finance

manager should continuously evaluate the efficiency of its company in terms of profits.
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The profitable ratios are calculated to measure the operating efficiency of a company. It
is the indicator of the financial performance of any institution. This implies that higher
the profitability ratio, better the financial performance of the bank and vice versa.

The following ratios are taken into account under this heading.

i) Return on Total Working Fund Ratio

This ratio measures the overall profitability of all working funds i.e. total assets. A firm
has to earn satisfactory return on assets or working fund for its survival. This ratio is
calculated by dividing net profit by total working fund.

This can be expressed as below:

Net Pr ofit
WorkingFundRatio

Return on Total Working Fund Ratio =

ii) Return on Loans & Advance Ratio
This ratio indicates how efficiently the bank has employed its resources in the form of
loans and advances. This ratio is computed by dividing net profit by loan & advances.

This can be expressed as below:
Net Profit

Return on Loans & Advance Ratio =

Loan and Advanae
iii) Total Interest Earned to Total Outside Assets Ratio

This ratio measures the interest earning capacity of the bank through the efficient
utilization of outside assets. Higher ratio implies efficient use of outside assets to earn
interest.

This ratio is calculated by dividing total interest earned by total outside assets, this can

be expressed as,

Total Interest Earned

Total Interest Earned to Total outside Assets Ratio=— ——
lotal Uutside Azzets

Outside assets means assets deployed outside the organization and includes loans,
discount and overdrafts.

iv) Total Interest Earned to Total Working Fund Ratio

This ratio is calculated to find out the percentage of interest earned to total assets
(Working fund). Higher ratio implies better performance of the bank in terms of interest

earning on its total working fund. This ratio is calculated by dividing total interest
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earned by total working fund.

This can be expressed as,

Total Interest Earned

Total interest Earned to Total working Fund Ratio = -
Total Working Fund

Where, total interest earned includes interest on loan, advances and overdrafts,
government securities, investment in debentures and other interbank placements.

v) Total Interest Paid to Total Working Fund Ratio

This ratio is calculated to find out the percentage of interest paid on liabilities with
respect to total working fund. This ratio is calculated by dividing total interest paid by
total working fund.

It can be expressed as,

Total Interest Faid

Total Interest Paid to Total Working Fund Ratio = -
Total Working Fund

Where, total interest paid includes total expresses on deposits, borrowings and interbank
takings.

d) Risk Ratios

Risk taking is the prime business of bank's investment management. The proper risk
management increase effectiveness and profitability of the bank. These rations inductee
the amount of risk associated with the various banking operations, which ultimately
influences the bank's investment policy.

The following ratios are taken into account under this heading.

i) Liquidity Risk Ratio

The liquidity risk ratio measure the level of risk associated with the liquid assets i.e.
cash, bank balance that are kept in the bank for the purpose of satisfying the depositors
demand for cash. Higher the ratio, lower is the liquidity rise. This ratio is computed by
dividing cash & bank by total deposits.

This can be mentioned as

Total Cash & Bank Balance

Liquidity Risk Ratio =

Total deposit
ii) Credit Risk Ratio

Credit risk ratios measure the possibility that loan will not be repaid or that investment

will deteriorate in quality or go into default with consequent loss to the bank. By
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definition, credit risk ratio is expressed as the percentage of non-performing loan to
total loan & advances by total assets.

This can be mentioned as,

Total Non—Performing Aszets

Credit Risk Ratio =

Tutal Luosns and Advanees
e) Growth Ratios
Growth ratios measure how well the firm is maintaining its economic position in its
industry. It is directly related to the fund mobilization and investment management of a
commercial bank.
The following growth ratios are calculated in this study.
1. Growth ratio of total deposit
ii. Growth ratio of loan & advances
iii. Growth ratio of total investment
v. Growth ratio of net profit.
3.4.2 Statistical Tools
Some important statistical tools are used to achieve the objective of this study. In this
study, Statistical tools such as trend analysis of important variables, coefficient of
correlation between different variables as well as test of hypothesis have been used
which are as follows:
a) Trend Analysis
This topic analyzes the trend of loan and advance to total deposit ratio and trend of total
investment to total deposit ratio of NABIL and Nepal investment bank from 2004/05 to
2008/09 and makes the forecast for the next six years. Under this topic following sub-
topic has been presented.
1) Trend analysis of total deposits.
i) Trend analysis of loan and advances.
i1) Trend analysis of total investment.
ii1) Trend analysis of net profit.
b) Co-efficient of Correlation Analysis
The correlation co-efficient determines the relationship between the two or more
variable. The case of highly correlated variable, the effect on the variable may have

effect on other correlated variable when two elements have zero correlation with each
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other they are unrelated in any way and have zero variance positive correlation implies

positive covariance.
2 xy

VEx? 2y’

¢) Arithmetic mean

r=

Arithmetic mean is the sum of all the observations divided by the number of
Observations. Arithmetic mean is calculated to find the mean of financial ratio. The

asthmatic mean can be commuted as:

A.mzﬁ

n
d) Standard Deviation
The Measurement of the sectaries about an average is known as dispersion. The S.D.
means a high degree of uniformity of the observations as well as homogeneity of the
serried a large S.D means a high degree of uniformity of the observations as well as
homogeneity of the serried a large S.D of different ratios are calculated. It is computed
as:-

Standard Deviation (S.D) =VY(X- X, )*/ N-1
e) Co-efficient of Variation (C.V)
The co-efficient of variation is the relative measure of dispersion comparable across
distribution which is defies to the mean expresses in percent. It is

Calculated as:

S.D

Mean

C.V= x100

f) Test of Hypothesis

The objective of this test is to test the significance regarding the parameters of the
population on the basis of sample drawn from the population.

Types of Hypothesis:-

Null hypothesis

Alternative hypothesis

Null Hypothesis (Hy): Z =x, :-It always rejected the difference & accepts they
(assumption value & actual value) are same i.e. there is no significant different between
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mend ratios of loan & advances to total deposits of NABIL and Nepal Investment Bank

Limited.

Alternative Hypothesis(Hy): ; # Z :- Complementary of null is called alternative
hypothesis i.e. there is significant difference between mean ratios of loan & advances to
total deposits of NABIL & Nepal Investment Bank Limited.

Generally, following steps are followed for the test of hypothesis.

Formulating hypothesis

o Null Hypothesis
o Alternative hypothesis
o Computing the test statistics
o Fixing the level of significance
o Finding critical region
o Deciding two-tailed or one tailed test
o Making decision
In this topic statistic is used to find out the test of significance regarding the partner of
the population on the basis of sample drawn from the population on the basis of sample
drawn from the population.
t-Test
If we draw a large number of small samples i.e.(n<30) and compute the mean for each
sample and then plot the frequency destruction of these mean, the resulting sampling
distribution would be t-test. On these study sample are taken only for five years i.e.
(5<30).
Assumption made for using t-test in this case is that:-
The parent populations from which samples are drawn are normally distributed.
The two samples are random and independent of each other.
The population variances are equal and unknown.
This test has been conducted on the various ratios related with the banking business.
1) Test of hypothesis on loan and advances to total deposit ratios between NABIL and
Nepal investment bank.
i1) Test of hypothesis on total investment to total deposit ratio between NABIL and

Nepal investment bank.
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ii1) Test of hypothesis on investment on Government securities to current assets ratio
between NABIL and Nepal investment bank.

iv) Test of hypothesis on loan and advances to current assets ratio between NABIL and
Nepal investment bank.

v) Test of hypothesis on return on loan and advances ratio between NABIL and Nepal
investment bank.

vi) Test of hypothesis on total interest earned to total outside assets ratio between

NABIL and Nepal investment bank.

(g) Regression Analysis
Regression analysis is used to estimate the likely value of one variable from the known
value of the other variable i.e. in regression analysis we established a kind of average
irreversible functional relationship between the two variables. The cause and effect
relationship clearly indicated through regression analysis is a mathematical measure of
the average relationship between two or non variables in terms of original units of data.
There are two types of variable i.e. dependent variable and independent variable. The
variable whose value is influenced or is to be predicated is called dependent variable
where the variable which influences the value or is used for predication is called
independent variable. Thus regression analysis studies the statistical relationship
between the variables. The main objective of regression analysis is to predict or
estimate the value of dependent variable corresponding to a given value of independent
variables while regression analysis has been developed to study and measure the
statistical relationship between two variables only then the process is known as the
simple regression analysis. Regression lines expresses in terms of mathematical
relationship are known as regression equations. It is the line which gives the best
estimates for the value of Y for any specified value of x.
Regression equation of Y on x is given by
Y=a+bx
Where, Y= Dependent Variable

X= Independent Variable

a= Intercept of the line
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b= Slope of the line
The value of the constants ‘a’ and ‘b’ can be determined by solving two normal

equations (applying principle of method of least squares).

Research methodology and the various financial and statistical tools discussed above
have been used in the next chapter to analyze and interpret the data regarding the
NABIL and Nepal Investment Bank Limited for the study period from fiscal year
2004/05 to 2008/20009.

CHAPTER-1IV

Presentation and Analysis of Data

This chapter implies the presentation and analysis of data collected from various
secondary sources. The chapter has been divided into two main sections. The first
section of the chapter includes the presentation and analysis of data while the second

section includes major findings of the study.

4.1 Financial Analysis of Commercial Bank

Financial analysis of the process of identifying the financial strength and weakness of
the firm by properly establishing relationship between the items of the balance sheet.
Here relevant ratio is calculated and appropriate interpretations are made. Analysis of
financial ratio reflects the performance of the concern banks.

4.1.1 Liquidity Ratio:

Commercial Banks must maintain its satisfactory liquidity position to satisfy the credit
needs of community, meet demands for deposits withdrawal, pay maturity obligation in
time and convert to cash assets into cash to satisfy immediate needs without loss to the
bank and without consequent impact on long run profitability of the bank. To measure
the liquidity position of the bank, the following measures of liquidity ratio has been
calculated and a brief analysis of the same has been done as below.

i) Current Ratio:
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It is the relationship of current assets and current liabilities. Current assets can be
converted into cash with in short period of time normally not exceeding one year.
Current liabilities are those obligation which are payable with in short period. Current
assets consist of each and banks balance money at call or short terms notice, loan and
advances investment in government securities and other interest receivable and other
miscellaneous current assets. Current liabilities consist of deposits, loan and advances,

bills payable, Tax provision, staff bonus, dividend payable and miscellaneous current

liabilities.
Table 4.1
Current Ratio (Times)
Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 0.93 0.96 1.01 0.80 0.90 0.92 0.056 | 6.09
NIBL 0.89 0.92 0.93 0.94 0.87 0.91 0.074 | 8.13

Sources: Appendix No: 1

In the table 4.1 current Ratio of commercial banks are analyzed. The table shows that
the current assets of sampled commercial banks have exceeded the current liabilities
during the five years period. In general it can be said that sample bank have sound
ability to meet their short term obligations in other words bank is capable of discharging
the current obligations.

In case of NABIL the current ratio is in increasing trend from fiscal year 2004/05 to
200/07 but it has decreased in the year 2007/08 by 0.80 and it has slightly increased in
year 2008/09. Similarly NIBL has a slightly increasing trend in year 2004/05 to
year2007/08 but it has fluctuating trend in year 2008/09. The mean of current ratio of
NABIL and NIBL were 0.92 and 0.91 respectively which are slighlty difference

comparision to the 1:1. Standared deviation which shows the risk of not being able to

meet the current obligation was 0.056 and 0.074 which is not so high. Coefficient of
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variance between the current ration of NABIL and NIBL is 6.09% and 8.13%
respectively which shows that the current ratio of NIBL is less homogeneous or high
variation of NABIL.
Though the standard of current ration should be 2:1, the conventional measure of
liquidity is not applicable in banking business. Banking business holds big portion of
deposits as a core deposits and this deposits remains idle all the time through the years.
This core deposits forms the fixed liability of bank through it is current in nature so the
ratio maintained by the bank at the level of around 1:1 can be regarded as sound
liquidity position.
ii) Cash and bank balance to total deposit Ratio ( Cash reserve ratio)
Cash and bank balances are the most liquid current assets. This ratio measures the
percentage of most liquid fund with the bank to make immediate payment to the
depositor. Cash and bank balance are assets that constituted banks first line of defense
and consist of cash and hand foreign cash on hand cheques and other cash items balance
with demotes banks and balance aboard. These ratios of both higher and lower ratios are
not desirable and satisfactory. If a bank maintain higher ratio of cash, it has pay interest
to depositor and some earning may be lost. If the bank maintain low ratio of cash, it
may fail to make payments for the demands of the depositors. The table 4.2 reflects
cash and bank balance to total deposit ratio of NABIL and NIBL from the FY 2004/05
to 2008/09.
Table 4.2
Cash and Bank Balance to Total Deposit Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 6.87 3.83 3.26 5.99 5.94 518 | 1.55 | 2993
NIBL | 10.65 9.40 12.34 9.97 12.51 10.97 | 1.40 | 12.76

Sources: Appendix No: 2

The table 4.2 reflects the percentage of cash and bank balance total deposit ratio
position of NABIL and NIBL. NIBL maitain 6.87% cash reserves in year 2004/05 and
decrease in year 2005/06 and 2006/07 and increased in year 2007/08 and slightly
decreased in year 2008/09. Whereas NIBL maintain 10.65% cash reserve in year
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2004/05, then the cash reserves is decreased in year 2005/06 and then increasing in
2007/08 and then decreasing trend in year 2008/09. The mean ratio of NABIL and
NIBL is 5.18% and 10.97% respectively. Hence cash reserve ration of NIBL is greater
than NABIL. Co-efficient of variation shows that there is variation of the cash reserve
ration of both banks. Even though the banks have maintained satisfactory cash reserve
ratio.
iii) Cash and Bank Balance to Current Assets Ratio
This ratio measures the proportion of most liquid assets i.e. cash and bank balance
among the total current assets of bank. Higher ratio indicates the bank’s ability to meet
the daily cash requirement of their customer’s deposit. Bank has to balance the cash and
bank balance to adequate cash for the customers demand against deposit when required
and less interest is required to be paid against the cash deposit. The table below reflects
the cash and bank balance to current asset ratio of NABIL and NIBL from the FY
2004/05 to 2008/09.
Table 4.3
Cash and Bank Balance to Current Assets Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 |2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 6.81 3.73 3.05 6.89 6.67 543 | 1.62 | 29.90
NIBL | 11.01 9.60 13.05 | 1035 | 1510 | 11.82 | 2.00 | 17.52

Sources: Appendix no: 3

This table 4.3 reflects the mean, standard deviation and coefficient of variation of cash
and bank balance to current assets ratio of two banks. They show the ability to manage
the deposit withdraw from the customers. NABIL has maintained a highest ratio of
6.89% in the year 2007/08. Similarly NIBL has a highest ratio of 15.04% in the year
2008/09. The mean value of NIBL is highest in comparisons to NABIL Bank. Similarly
the coefficient of variation of NABIL is 29.90 % which is higher than NIBL it reflects
that the current ratio is less heterogeneous of NABIL than NIBL. Lastly, the analysis
reflects that NABIL is better position during the study period as the bank shows the
ability to manage the deposit with draws from the customers although it has the
fluctuating trend.

iv)Investment on Government Securities to current Assets Ratio
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The ratio examines Share of a commercial banks current assets which invested in
different government securities i.e. treasury bills and government bonds. Commercial
banks are interested to invest their collected fund on different securities issued by
government to utilize their excess fund. Even governments securities are not so liquid as
cash and bank balance of commercial bank they can easily be sold in the market or it

can also be converted into cash in other ways. The ratio is computed as:

Table 4.4

Investment on Government Securities to current Assets Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 25.78 16.13 11.15 23.66 14.99 18.42 | 6.01 | 32.66
NIBL 17.96 13.95 14.09 13.81 10.07 13.98 | 2.50 | 17.88

Sources: Appendix no: 4

The above table 4.4 reflects that investment in government securities to current assets
ratio of NABIL is in decreasing trend from fiscal year 2004/05to 2006/07 but it has
increased in the year 2007/08 by 23.66% and increased in year 2008/09.Similarly NIBL
is fluctuation trend during the study period.

The mean ratio of NABIL is higher than NIBL it means that NABIL has invested it’s as
much as portion of its current assets on government securities as that of NIBL. The
coefficient of variation of NABIL is higher in comparison to NIBL bank. Lastly it can
be conclude that NABIL has invested it’s more of portion assets as government
securities than other banks and investment made is consistence of coefficient of
variation reveals.

v) Loans and Advances to Current Assets Ratio

To make a high profit and for mobilizing its fund in the best way a commercial bank
should not keep its all collected funds as cash and bank balance but they should be
invested as loan and advances to the customers. In the present study loan and advances
represent to local and foreign bills discounted and purchased and loans, cash credit and

overdraft in local currency as well as in convertible foreign currency.
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Table 4.5

Loan and Advances to Current Assets Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 57.40 70.72 62.61 76.05 81.34 | 69.62 | 8.70 | 12.50
NIBL 63.99 72.50 71.35 73.30 88.85 | 74.00 | 8.18 | 11.75

Sources: Appendix No: 5

The table 4.5 shows the percentage of loan and advances ratio to current assets ratio
position of NABIL and NIBL. The loan and advances to current assets ratio of NABIL
is increasing trend during the study period. Similarly NIBL is in fluctuating trend from
2004/05to 2005/06 and it has increased from year 2006/07 to 2008/09. The mean ratio
of NIBL is slightly more than NABIL.

The coefficient of variation among ratio is higher in case of NABIL, which indicates
formality of NABIL in comparison to NIBL. So, it can be concluded that it is not better
to mobilize NABIL funds as loan and advances.

Figure 4.1 Loan and Advances to current Assets Ratio
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4.1.2 Asset Management Ratio

The different assets management ratios are calculated and analyzed to know how well
the assets are managed by the bank. the important items on the part of balance sheet is
an assets and it includes cash and bank balances, money at call and short notices,

investments, loans and advances, fixed assets and other assets. among them investment
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and loans and advances are the vital assets which are to be managed properly.

i) Loan and Advance to Total Deposit Ratio

This ratio measures how successfully the banks are able to mobilize the total deposit on
loan and advances for profit generating purpose higher the ratio indicates the better
mobilization of total deposits, but too high is not be better from its liquidity point of
view. This table 4.6 presents the percentage of loan and advances to total deposit ratios

position of NABIL and NIBL.

Table 4.6
Loan and Advances to Total Deposit Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 58.01 72.57 66.79 66.60 72.44 | 67.28 | 5.31 | 7.89
NIBL 61.87 71.04 67.45 70.59 73.61 | 6891 | 4.03 | 5.85

Source: Appendix No.6

The ratio of NABIL is in increasing trend from year 2004/05 to 2005/6 and then it
decreased to year 2007/08 and again increased in year 2008/09 where as NIBL ratio is
in increasing in year 2005/06 then it decreased to year 2006/07 then it increased to
remaing study period.00 In the case of NABIL has maintained higher loan and advances
to total deposit i.e. 72.57% in a year 2005/09, likewise NIBL has maintained higher
ratio i.e. 73.61.61% in a year 2008/095respective. The mean value of NABIL i.e. 67.28
is less than NIBL i.e. 68.91% C.V of NABIL is higher than that of the NIBL. Bank
which indicate that loan and advances of it is stable and consistent. Lastly it can be
concluded that NIBL is in strong position or in better position regarding the
mobilization of total deposits on loan and advances and acquiring higher profit in
comparison with NABIL.

ii) Total Investment to Total Deposit Ratio

The commercial banks must mobilize its deposit fund by investing in different securities
issued by government and other financial non financial sectors. This ratio measures the

extent to which the banks are capable to mobilize their deposits on investment in
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various securities. This ratio is computed by dividing total investment by total deposit.
Table 4.7 reflects the total investment to total deposit ratio of the banks NABIL and
NIBL

Table 4.7
Total Investment to Total Deposit Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 41.33 29.27 31.93 38.32 3598 | 3537 | 432 | 12.23
NIBL 34.14 39.31 34.38 28.07 23.63 | 3193 | 546 | 17.10

Source: Appendix no: 7

From the table 4.7 it is fund that, total investment to total deposit ratio of NABIL and
NIBL banks are in increasing and decreasing trend or in fluctuating trend during study
period 2004/05to 2008/09. The total investment to total deposit ratio of NABIL has
highest ratio of 41.33% in FY 2004/05and lowest ratio 29.27% in FY 2005/06.
Similarly NIBL has highest and lowest ratio of 39.31% and 23.63% in FY 2005/06 and
2008/09respectively.

In comparison with mean value, NABIL has higher than NIBL. Likewise the value of
coefficient of variation on NABIL is lower than NIBL banks. After analysis it is clear
that the investment policy of NABIL is in better position in comparison to NIBL bank.
The total investment to total deposit ratio of NABIL is more homogeneous because it
has low coefficient of variation.

Figure 4.2 Total Investment Total Deposit Ratio
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iii) Loan and Advances to Total Working Fund Ratio

Loan and advances is the major components of the total working fund, which indicate
the ability of banks to utilize in deposit in the form of loan and advances to earn high
return. It is an appropriate level to generate profit the ratio shows the extent to which
the commercial banks are able to utilizing their assets loan and advances for the purpose
of profit generation. Total working fund is the total assets. It is composed up of current
assets fixed assets miscellaneous assets and investment loan and advances and interest
receivable. The table 4.8 reflects the loan and advance to total working fund ratio of
NABIL and NIBL.

Table 4.8
Loan and Advances to Total Working Fund Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 48.91 61.60 57.87 57.04 65.40 | 58.17 | 5.50 | 9.45
NIBL 53.79 62.22 59.90 62.65 80.78 | 63.87 | 9.03 | 14.14

Sources: Appendix no.8
In the table 4.8 reflects that loan and advance to working fund ratio of NABIL is in
increasing and decreasing trend during study period. its increased in year 2005/06 then

it decreases in year 2006/07 and then it increases to year 2008/09. Similarly NIBL is
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increasing and decreasing trend during the study period. NABIL has the highest ratio
65.40% in the FY 2008/0 and NIBL has the highest ratio in same financial year.
The mean value of NIBL has maintained average loan and advances to total working
fund ratio than that of NABIL. This regard NIBL is in better position among NABIL
bank i.e. 9.45% < 14.14% respectively, which clear that loan and advances to total
working fund ratio is less variable than NABIL Bank.
iv) Investment on Government Securities to Total Working Fund Ratio
The commercial banks should never use all the total deposits resources as loan and
advances and other credit from security and liquidity point of view. So, to some extent
commercial bank seem to be interested to utilize their resources by purchasing
government securities. This ratio reflects the relationship between the banks investment
securities in comparison to the total working funds.
The table 4.9 shows the investment on Government securities to total working fund
ratio of NABIL and NIBL

Table: 4.9

Investments on Government Securities to Total Working fund ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 21.93 14.04 10.31 17.64 12.05 | 15.20 | 4.16 | 27.35
NIBL 15.10 11.97 11.83 11.80 9.16 11.97 | 1.88 | 15.71

Source: Appendix No.9

From the table 4.9 it is found that investment on government securities to total working
fund ratio of banks are in fluctuating trend in study period 2004/05to 2006/07. The
investment on government securities to total working fund ratio NABIL has highest
ratio of 21.93% in FY 2004/05and lowest ratio 10.31% in FY 2006/07.Similarly NIBL
has highest and lowest ratio of 15.10% and 9.16% in FY 2004/05 and
2008/09respectively.

In companion with mean value, NIBL has lower than NABIL i.e. 11.97%<15.20%
Likewise the value of coefficient of variation on NIBL is lower NABIL. After analysis

it is clear that the investment policy of NIBL is in better position in comparison to

NABIL. This means NABIL has invested its more portion of working fund on
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government securities as than NIBL Bank.

Figure 4.3 Investments on Government Securities to Total Working Fund Ratio
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v) Investment on Shares and Debentures to Total Working Fund Ratio

This ratio reflects the banks investment in shares and debentures of subsidiary and other
companies. Now a day’s commercial banks are interested to invest its fund not on
government securities. They are interested to invest in shares and debenture of different
types of companies and also in most of commercial bank in Nepal have purchased
shares of regional development banks and some of them have purchased the shares of
other companies as well.

This ratio shows the extent on which the banks are able to mobilize their assets on
purchase of shares and debenture of other companies to generate income and utilize
their excess fund. A highest ratio indicated more portion of investment on shares and
debenture out of total working fund. The table 4.10 shows the investment on shares and
debenture to total working fund ratio of NABIL and NIBL from the FY 2004/05to
2008/09.
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Table 4.10

Investment on Share and Debentures to Total Working Fund Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 0.13 0.16 0.12 0.21 0.27 0.18 | 0.06 | 30.98
NIBL 0.13 0.11 0.17 0.20 0.21 0.16 | 0.04 | 24.37

Sources: Appendix No. 10.

In the table 4.10 shows that of NABIL has maintain increasing position in year 2005-
O6then it decreases in year 2006/07 and it’s started to increased up to 2008/09. similary
NIBL has decreasing in year 2005/06 and it increased up to year 2008/09. in comparisio
NABIL has great mean value than the NIBL. on the basis of CV it can be concluded

that the ratios are more volatile and inconsistent.

4.1.3 Profitability Ratio

Profitability ratios are useful to measure the efficiency of operation of a firm in term of
profit. Profit is the indicator of the financial performance of any firm. Commercial
banks acquire profit by providing different kinds higher the profitability ratio shows the
efficiency of the management. The following profitability ratios are related to study

under this heading.

i) Return on Total Working Fund Ratio

It also known as return on assets. This ratio measures the profit earning by mobilizing
available resources (Total assets). The bank has to earn satisfactory return on assets or
working funds are well manage and are efficiently utilized maximizing taxes within the
legal options available will also improve the available will also improve the return or
return will be higher. Net profit includes the profit that is left to the internal equities
after all charge and expenses cost. The table below shows the return on assets of

NABIL and NIBL.
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Table 4.11

Return on Total Working Fund Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 2.72 3.02 3.02 2.74 3.41 2.99 | 0.24 | 8.02
NIBL 1.75 2.15 2.35 2.53 3.16 2.39 | 0.47 | 19.67

Source: Appendix No. 11

The table 4.11 shows the mean, S.D and C.V of NABIL and NIBL banks from FY
2004/05to 2008/09. NABIL has increasing position up to 2009/07 than it has decreasing
trend in the FY 2007/08and again increasing in year 2008/09,i.e.2.72%, 3.02%, 3.02%,
2.74%, 3.71%. Similarly NIBL has the increasing trend during the study period 1i.e.
1.75%, 2.15%, 2.35%, 2.53%,and 3.16%. In average, NABIL and NIBL banks have
able to maintain a net profit during the study period.

If the mean values are observed NABIL is rocketing than NIBL i.e. 2.99% > 2.39%
respectively. The coefficient of variation of NABIL is lower than of NIBL i.e. 8.02 %<
19.67%. It indicates the return on total working fund ratio of NABIL is stable and
consistent in comparisons to NIBL. The analysis clear the profitability ratio with respect
to financial resources investment of NABIL is better as well as stable.

ii) Return on Loans and Advances Ratio

Return on loan and advances ratio measure the earning capacity of banks on its total
deposit mobilized on loan and advances mostly loan and advances included loan, cash
credit, overdraft, bills purchased and discount. In order words return on loan and
advances ratio indicates how efficiently the banks have employed its resources in the

firm of loan and advances.
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Table 4.12

Return on Loan and Advances Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 5.56 4.90 5.21 4.80 5.21 514 | 0.27 | 5.21
NIBL 3.26 3.46 3.92 4.03 3.91 3.72 | 0.30 | 8.08

Sources: Appendix No.12
the above table shows that how much return had generated through utilization of fund
into loan and advances. The mean ration for study period were 5.14 and 3.72
respectively. it shows that NABIL has generated more return through loan and advances
than NIBL. NABIL ratios were increasing and decreasing trend. Similarly NIBL has
decreasing trend expect year 2007/08. In comparison of CV NIBL has great variation
than NABIL.
iii) Total Interest Earned to Total outside Assets Ratio
It measures the interest earning capacity of the banks through efficient utilization of all
the outside assets. Higher the ratio indicates better of outside assets of a commercial
bank. Total outside assets includes loan and advances, investment on government
securities share and debentures and other all types of investment. The table below
exhibits total interest to total outside assets ratio of NABIL and NIBL.
Table 4.13
Total Interest Earned to Total outside Assets Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL 7.14 8.18 8.31 8.07 10.53 8.41 | 1.06 | 12.60
NIBL 8.06 8.34 8.62 9.22 12.67 938 | 1.69 | 18.02

Sources: Appendix No.13

The above table has revealed that the ratios of NABIL and NIBL followed increasing
decreasing trend. The ratios of NABIL has increasing trend expect year 2007/08 during
the study period. The ratio of NIBL has increasing trend during the study period of five
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years. Mean ratio of NABIL and NIBL were 8.41 and 9.38 respectively and the cv of
NABIL and NIBL were 12.60 and 18.02 respectively. The ratios calculated have not
been consistent.
out side assets includes the loans and advances including bills purchased and discounted
and the investment on govt. securities and investment on shares and debentures of other
companies.
iv) Total interest Earned to Total Working Fund Ratio
This ratio is calculated to find out the percentages of interest earned total assets. It
reflects the extent to which the banks are success in mobilizing there to total assets to
gain higher income as interest. Higher ratio indicates higher earning power of the banks
of its total working fund. The table below shows the interest earned to total working
fund ratio of NABIL and NIBL.
Table 4.14
Total Interest Earned to Total Working Fund Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 2.72 3.01 3.01 2.74 341 297 1025 | 8.4l
NIBL 1.75 2.15 2.34 2.53 3.16 2.39 1049 | 2043

Sources: Appendix No.14

The table 4.14reflects that the ratio of NABIL is in increasing trend expect year
2007/08. Similarly NIBL has increasing trend during the study period of five year. The
NABIL has maximum ratio is 3.41% in the FY.2008/09 and minimum ratio is 2.72% in
the FY 2004/05 on the other hand the mean value of NABIL has higher than of NIBL
1.e. 2.39<2.97. Similarly the coefficient of variation of NABIL is 8.41% and NIBL is
20.43.

After analysis it can be concluded that total interest earned of total working fund of
NABIL is satisfactory in compared to NIBL. It indicates the total interest earned to total
working fund ratio is stable. NIBL has highest coefficient of variation than NABIL.
That means it is not successful in earning interest income because high ratio is an

indicator of higher earning power of the bank of its total working fund and vice versa.
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v) Total Interest Paid to Total Working Fund Ratio

This ratio is calculated to find out the proportion of interest paid against the total
working fund. Higher ratio indicated the higher interest expenses on total working fund
and Vice-versa. The table below shows the mean, S.D and C.V of total interest paid to

total working fund ratio.

Table 4.15
Total Interest Paid to Total Working Fund Ratio (%)
Banks Fiscal Year
2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 2.0 2.60 2.49 2.78 5.13 3.00 |1.09 | 36.33
NIBL | 2.67 3.02 3.21 3.59 591 3.68 1.15 | 31.36

Sources: AppendixNo.15

The table 4.15 total interest paid to working fund ratio of the banks is in increasing
trends during the study period. NABIL has variable trend from 2.0% to 5.13% in the FY
2004/05to 2008/9. Similarly NIBL has also increasing trend during the study period. the
ratios increases 2.67 to 5.91

In comparison of mean value of NABIL with NIBL reflect that NABIL is lower than
NIBL i.e. 3.00<3.68. It means NABIL has paid minimum interest. it has high CV than
of NIBL i.e. 36.33>31.36.

4.1.4 Risk Ratio

Risk taking is the prime business of bank investment management which increase
effectiveness and profitability of the bank. Bank has to take risk to get return on
investment risk taken is compensated by the increase in profit. So a bank has to take
higher risk if it expects higher return on its investment.

Through these ratios, focus has been made to measure the level of risk inherent in the

NABIL in comparison to NIBL.

i) Liquidity Risk Ratio
The liquidity risk of the bank defines it liquidity need for deposit. A higher liquidity
indicates less risk and less profitable bank and vice-versa. The ratio of cash and bank

balance to total deposits is the indicator of the bank liquidity needed. The cash and bank
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balance are the most liquid assets and they are considered as bank liquidity sources and

deposits as the liquidity needs.

Table 4.16
Liquidity Risk Ratio (%)

Fiscal Year
Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 6.87 3.83 3.26 5.99 5.94 5.18 | 1.55|29.93
NIBL 10.65 9.40 12.34 9.97 12.51 | 10.97 | 1.40 | 12.76

Sources: Appendix No.16

In the table 4.16 shows the percentage of liquidity risk ratio of NABIL and NIBL. This
table reflects the liquidity risk ratio of NABIL is fluctuating trend expect year 2007/08
i.e. it has maintained a maximum ratio of 6.87% in the FY 2004/05 and the minimum
ratio of 3.26% in the FY 2006/07. Similarly NIBL liquidity risk ratio is in decreasing
increasing trend. It has the minimum ratio is 9.40 % in the FY 2004/05.

While comparing the mean of two banks NIBL has lower than NABIL i.e. 5.18<12.51
which indicates that NIBL liquidity risk is maximum in compare to NABIL. The
coefficient of variation of banks is 29.93% and 12.76% respectively. In comparison
them, NIBL has less C.V which indicates that liquidity risk ratio of it’s in consistent.

ii) Credit Risk Ratio

Bank utilized its collected funds in providing credit to different sector while making
investment. It is essential for a bank sector while making investment. It is essential for a
bank to examine the credit risk involved in the project. This ratio shows the proportion
of nonperforming assets in total loan and advances of the bank. Due to the
unavailability of the relevant data the ratio is measure with the help of loan and

advances to total assets.
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Table 4.17
Credit Risk Ratio (%)

Fiscal Year

Banks | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D | C.V
NABIL | 4891 61.60 57.87 57.04 61.22 | 57.24 | 457 | 7.99
NIBL 53.79 62.22 59.90 62.65 77.64 | 63.24 | 7.86 | 12.44

Sources: Appendix No 17

In above table 4.17 reflects the percentage of credit risk ratio of NABIL and NIBL. The
credit risk ratio of NABLI is in decreasing trend except year 2006/07 and 2008/09.
similarly NIBL has decreasing trend except year 2006/07.

the mean of NABIL is lower than NIBL which means NABIL has minimum credit in
comparison to NIBL. The coefficient of variation of NABIL has lower than NIBL i.e.
7.99% < 12.44%. Among these banks, NABIL has less C.V, it indicates that its credit
policy is consistent than NIBL.

4.1.5 Growth Raito

It represents how well the commercial banks those growth ratios are maintaining their
economic and financial position. Here those growth ratios are analyzed and
interoperate, which are related to the fund mobilization and investment management of
a bank. In the topic, there are four types of growth ratio of total deposit, total
investment, loan and advances and net project calculated.

i) Growth Ratio of Total Deposit

The comparative table 4.18 reflects that the growth ratio of NIBL deposit is higher than
that of NABIL. NIBL has maintained ratio of 28.39% where as NABIL is 17.93%. This
means the performance of NIBL to collect greater deposit compared to NABIL bank
Limited. NABIL is improving year by year.
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Table 4.18
Growth Ratio of Total Deposit (%)

Fiscal Year Growth
Banks | 2004/05 2005/06 2006/07 | 2007/08 2008/09 Rate
NABIL | 14119.03 | 14586.61 | 19347.40 | 23342.28 | 27310.14 | 17.93%
NIBL 11,524.67 | 14,254.60 | 18927.30 | 24488.85 | 31312.45 | 28.39%

Sources: Appendix No.18

ii) Growth Ratio of Loan and Advances

The comparative table 4.19 shows that the growth ratio of NIBL loan and advances is

higher than that of NABIL. NABIL has able to maintain of 24.66% where as NIBL able

to has maintained 34.08% respectively. The performance of NIBL to grant loan and

advance is better in comparison to NABIL.

Table 4.19

Growth Ratio of Loan and Advances (%)

Fiscal Year Growth
Banks | 2004/05 | 2005/06 2006/07 2007/08 | 2008/09 Rate
NABIL | 8189.99 | 10586.17 12922.54 15545.78 | 19784.73 24.66
NIBL | 7130.13 | 10126.051 | 12776.208 | 17286.43 | 23048.57 34.08

Sources: Appendix No.18

iii) Growth Ratio of Total Investment

The comparative table 4.20 reflects that the growth ratio of NABIL total investment is

lower than NIBL ie. 13.91% < 17.11%. The total investment of NABIL has less

position in comparison to NIBL.

Table 4.20
Growth Ratio of Total Investment (%)
Fiscal Year Growth
Banks | 2004/05 2005/06 | 2006/07 2007/08 | 2008/09 Rate
NABIL | 5836.07 4269.66 | 6178.533 | 894531 | 9826.37 13.91
NIBL | 3934.18 5602.86 | 6506.67 6874.03 | 7399.81 17.11

Sources: Appendix No.18
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iv) Growth Ratio of Total Net Profit

The comparative table 4.21 reflects that the growth ratio of NIBL total net profit is
higher than NABIL bank. Net profit of NABIL is poor in comparison than NIBL. So it
clear that NIBL has high growth rate in comparison to NABIL.

Table 4.21
Growth Ratio of Total Net Profit (%)
Fiscal Year Growth
Banks | 2004/05 2005/06 | 2006/07 | 2007/08 | 2008/09 Rate
NABIL | 455.31 518.63 673.26 746.95 1031.72 22.69
NIBL | 232.57 350.38 501.23 697.36 900.6 40.27

Sources: Appendix No.18

From the above analysis of all tables it can be concluded that NIBL performance
regarding the collection of deposit grow thing loan and advance on total investment and
net profit is comparatively better.

4.2 Statistical Tools

4.2.1 Trend Analysis

i) Trend Analysis of Total Deposit

Under this topic an efforts has been made to calculate the trend values of deposits of
NABIL and NIBL for five years from mid July 2004/05to 2008/09 and forecast for next
five years from the mid July 2009/10 t02013/14.

Table 4.22
Trend Value of Total Deposit of NABIL and NIBL (%)
Fiscal Year Trend Value of NABIL Trend value of NIBL
2004/05 12713.512 10139.612
2005/06 16227.301 15120.593
2006/07 19741.09 20101.574
2007/08 23254.879 25082.555
2008/09 26768.668 30063.536
2009/10 30282.457 35044.517
2010/11 33796.246 40025.498
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Rs In Millions

2011/12 37310.035 45006.479

2012/13 40823.824 49987.46

2013/14 44337.61 54968.44

Sources: Appendix No.19

The table 4.22 reflects the trend value of total deposit from 2004/05 to 2013/14 of two
banks.

The total deposits of NABIL and NIBL have in the increasing trend. If all other things
remain the same the total deposits of the NIBL will be highest deposit among the two
banks under the study period. The growth rate of NABIL is Rs 3513.784 per year and
growth rate of NIBL is 4980.981. Same as the total deposit of the NIBL will be
54986.44 million in the mid July 2014. The total deposit of NABIL will be 44337.61
million in the mid July 2014. By analyzing the above trend value it is found that the
total deposit position collection of NIBL is better in comparison to NABIL.

Figure 4.4 Trend value of Total Deposit of NABIL and NIBL
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ii) Trend Analysis of Loan and Advances

Here the trend values of loan and advances of NABIL and NIBL level been calculated

for five years from mid July 2004/05to 2008/09. The forecast for next five years up to

2014 have been done.

The table 4.24 reflects that the trend value of loan and advances of the two banks have

been in increasing trend. If other things remain same, total loan and advances of NABIL
will be 33110.230 million by 2014. Similarly the total loan and advances of NIBL will
be 41371.6018 million. Total loan and advances of NIBL is the higher among the study

period.

Table 4.23

Trend values of Loan and Advances of NABIL and NIBL (%)

Fiscal Year Trend Value of NABIL Trend value of NIBL
2004/05 7776.022 6274.0138
2005/06 10590.931 10173.7458
2006/07 13405.84 14073.4778
2007/08 16220.749 17973.2098
2008/09 19035.658 21872.9418
2009/10 21850.567 25772.6738
2010/11 24665.476 29672.4058
2011/12 27480.385 33572.1378
2012/13 30295.294 37471.8698
2013/14 33110.203 41371.6018

Sources: Appendix No.20

From the above analysis it is found the loan and advances position of NIBL is higher

than NABIL i.e. 41371.6018> 33110.203 million respectively. NIBL may use the skill

for the other option of secured loans that is quite appreciable. NABIL is tilted towards

the secured loan because of less risk due to the sufficient collateral of its clients.
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Figure 4.5 Trend values of Loan and Advances of NABIL and NIBL
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iii) Trend Analysis of Total Investment
In these aspects, an effort has been made to calculate the trend values of total
investment from the mid July 2004/05to 2008/09 have been calculated and forecasted
from July 2010 to 2014. The table 4.24 shows the trend values of total investment from
mid July 2009/10 to 2013/14 of the NABIL and NIBL.

Table 4.24
Trend values of Total Investment of NABIL and NIBL (%)

Fiscal Year Trend Value of NABIL Trend value of NIBL
2004/05 4479918 4423.034
2005/06 5745.543 5243.272
2006/07 7011.168 6063.51
2007/08 8276.793 6883.748
2008/09 9542.418 7703.986
2009/10 10808.043 8524.224
2010/11 12073.668 9344.462
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2011/12 13339.293 10164.7
2012/13 14604.918 10984.938
2013/14 15870.543 11805.176

Sources: Appendix No.21

Total investment of NABIL and NIBL has the increasing trend value. The total
investment of NABIL will be 15870.543 million in the mid July 2014, which highest in
comparison to NIBL i.e. 15870.543> 11805.176 million. The total investment trend of
NABIL is satisfactory among NIBL bank from the above analysis it can be concluded
that NIBL has not maintained well investment but in case of NABIL it is predicted to be
good total investment trend up to the 2013/14 years.
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Figure 4.6 Trend values of Investment of NABIL and NIBL
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iv) Trend Analysis of Net Profit

Under this topic, an effort had been made to analysis net profit of NABIL and NIBL
from the mid July 2004/05to 2008/09 to 2013/14. The table 4.25 reflects the trend
values of net profit for ten years from mid July 2004/05to 2013/14 of NABIL and
NIBL.

Table 4.25
Trend Analysis of Net Profit of NABIL and NIBL (%)
Fiscal Year Trend value of NABIL Trend value of NIBL

2004/05 408.946 199.82

2005/06 547.06 368.124
2006/07 685.174 536.428
2007/08 823.288 704.732
2008/09 961.402 873.036
2009/10 1099.516 1041.34
2010/11 1237.63 1209.644
2011/12 1375.744 1377.948
2012/13 1513.858 1546.252
2013/14 1651.972 1714.556

Source: Appendix No. 22
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The above table 4.25 shows the net profit of two banks have the increasing tread value.
The net profit of NABIL will be 1651.972 million in the mid July 2014. Similarly net
profit of NIBL will be 1714.556 million which the higher amount among the NABIL
Bank is during the study period.

Figure 4.7 Trend Value of Net Profit of NABIL and NIBL
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From this trend analysis it can be said that the net profit of NIBL in the highest among
the NABIL bank which shows i.e. 1714.556> 1651.972 million in the year 2014. The
above calculated trend values of banks are fitted in the trend line.
4.2.2 Coefficient of Correlation Analysis
In this heading Karl Pearson coefficient of correlation (Direct Method) is used to find
out the relationship between deposit and advances. Deposit and total investment and
outside assets and net profit and soon.
i) Coefficient of Correlation between Deposit and Loan and Advances

It measures the intensity or magnitudes or degree of relationship between the two

variables, i.e. deposit and loan and advances where deposit is independent variable (X)

and loan and advances is dependent (y). The table 4.27 reflects the value of r, r*, P.E r
and 6.P. Er between deposit and loan and advances of NABIL in comparison to NIBL.
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Table 4.26

Correlation between deposit and Loan and Advances

Evaluation criterions
Banks 3
r r P. Er 6p.Er
NABIL 0.09855 0.00971 0.2985 1.79097
NIBL 0.05430 0.00295 0.30076 1.80453

Source: Appendix No.23

Table 4.26 shows the value of r, r, P. Er, 6P.Er between deposit and loan and advances
of NABIL comparison to NIBL from the 2004/05to 2008/09. In case of NABIL it is
found that coefficient of correction between deposit and loan and advances 0.09855. It
shows the low degree of positive correlation between two variables. The value of
coefficient of determination (r%) is 0.0.00971. Similarly NIBL coefficient of correlation
between deposit and loan & advances 0.05430. It reflects the low degree of positive
correlation between two variables. When we consider the value of coefficient of
determination (r*) It indicate that NABIL and NIBL are 0.971% and0 .295%
respectively of the variation in the dependent variable has been explained by the
independent variable since the value r* of NABIL and NIBL are smaller than 6p. Er
which reveals that of ‘r’ is Insignificant.

After analyzing the conclusion can be drawn that in NABIL and NIBL there is not
significant relation between deposit and loan and advances of two banks because ‘r’ is
less than P.Er . This indicated that NABIL has higher correlation between deposit and
loan and advance as well as higher value of (r*) than NIBL. It can conclude that it is
successful to great loan and advances to mobilize the collected deposits in a proper way.
ii) Coefficient of Correlation between Deposit and Total Investment.

Coefficient of correlation of deposit and total investment measure the degree of
relationship between two variables. Deposit is independent variable (X) and total
investment is dependent variable (y). The purpose of computing it is to find out whether
deposit is significantly used is investment or not. The table 4.9 shows the value of ‘r’,
r?, per, 6p. Er between Deposit and total investment is dependent variable(y). The
purpose of computing it is to find out whether deposit is significantly used as

investment or not. The total 4.28 shows the value of ‘r’, 1*, P. Er, 6p.Er between deposit
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and total investment of NABIL and NIBL for the study period 2004/05to 2008/09.

Table 4.27
Coefficient of Correlation Deposit and Total Investment
Evaluation criterions
Banks
r r’ P.Er 6P.Er
NABIL 0.94372 0.89060 0.03300 0.19800
NIBL 0.89973 0.80952 0.05746 0.34473

Sources: Appendix No.24

The table 4.27 shows the value of r, 1%, P.Er, 6p.Er between deposit and total investment
of NABIL in companion to NIBL. From table, it is found that coefficient of correlation
between deposit and total investment of NABIL is 0.94372. It shows the high degree of
positive correlation between two variables. Moreover, when we consider the value of
coefficient of determination (r?) it is 0.89060 and it means 89.00% of the variation in
the dependent variable is explained by the independent variation in the dependent
variable is explained by the independent variable. Similarly considering the value of 'r'
and comparing with 6p.Er, it is greater than 6p.Er so we can say that there is highly
significant of the calculated value of ‘r’.

On the other hand, in case of NIBL has high degree of positive correlation between
deposit and total investment. By considering the probable error since the value of ‘r’
1..0.89973 is more than 6p.Er i.e. 0.235383, so it indicates that there is highly
significant relationship between total deposits and total Investment. Likewise by the
application of coefficient determination i.e. r* which indicates NIBLto be 80.952% of
the variation in the dependent variable has been explained by the independent variables.

The above analysis clears that in case of NABIL there is highly significant relation
between total deposit and total investment because ‘r’ is less than 6p Er. That means
NABIL has able to follow the policy of maximizing the investment of their deposits. It
has not certain investment policy of invest their deposit where there as NIBL there is
significant relationship between deposit and total investment. Lastly we can say that
NIBL has followed the policy of maximizing the investment of their deposit or NIBL is

successful in maximizing the investment of their deposit.
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iii) Coefficient of correlation between outside Assets and Net Profit
It measures the degree of relationship between two variables. Here outside assets; (X)
are independent variable(y). The objectives of computing coefficient of correlation
between outside assets and net profit is to find out whether net profit is significantly
correlated with respect to total assets or not the table 4.29 shows the value of ‘r’, r* , 6p.
Er between outside asset and net profit of NABIL and NIBL.

Table 4.28

Coefficient of Correlation between Outside Assets and Net Profit

Evaluation criterions
Banks 5
r r P.Er 6p.Er
NABIL 0.93041 0.86566 0.04052 0.24314
NIBL 0.98566 0.97154 0.00858 0.05148

Source: Appendix No.25

The table 4.28 shows the value of r. r’, P.Er, 6p. Er between deposit and loan and
advances of NABIL in comparison to NIBL for the study period 2004/05to 2008/09
from this table, it has been found the coefficient of correlation between total outside i.e.
independent variable and net profit dependent variable is 0.93041 in case of NABIL. It
shows high degree of positive correlation between these variables. By considering the
value of coefficient of determination (r%), is 0.856566 indicated that 86.65% of the
variation in the dependent variable has been explained by the independent variable.
Similarly considering the value of r is greater than the value of 6P.Er, which reflects
NABIL is capable to earn net profit by mobilizing in total outside assets. Similarly the
coefficient of correlation between total outside assets and net profit in the case of NIBL
is 0.9856. Again when we consider the value of coefficient determination (%) i.e.
0.97154, it means 97.15% in the dependent variable has been explained by the
independent variable.

On the basis of comparison between the value of ‘r’ and 6p. Er there is highly
significant correlation between two variables because the value of ‘r’ i.e. 0.93041 is
greater than that of the value 6P.Er i.e. 0.24314. In case of NABIL is highly significant

correlation between mobilization of funds and returns but in the case of NIBL the value
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of r is greater than 6P. Er i.e. 0.98566> 0.05148, so it has highly significant correlation
between mobilizations of funds return.
iv) Coefficient of Correlation between Deposit and Net Profit.
The coefficient of correlation between deposit and net profit measures the degree of
relationship between these two variables. Here deposit(x) is independent variable and
net profit (y) is dependent variable the objectives of computing between their two
variables are to justify whether net profit is significantly correlated with deposits or not.
The following table 4.30 shows the value of ‘r’, r2, P Er, 6P.Er between deposit and net
profit of NABIL and NIBL during the study period.

Table 4.29

Coefficient of Correlation between Deposit and Net Profit

Evaluation criterions
Banks 5
r r P.Er 6P.Er
NABIL 0.32275 0.10417 0.27022 1.62134
NIBL 0.31537 0.09946 0.27164 1.62986

Source: Appendix No.26

From this table 4.29 it has been found that the coefficient of correlation between total
deposits and net profit in case of NABIL 0.32275 which indicated a positive correlation
between deposit and net profit. The value of (1*) is 0.10417 indicates that 10.41% of the
variation of the dependent variable has been explained by the independent variable. The
value of r is not greater than that of the value of 6P. Er and value of r is not less than
P.Er so by the result nothing can be concluded.

Similarly the coefficient of correlation between there variables in case of NIBL is
0.31537. The increase in net profit in case of NABIL is due to effective mobilization of
deposits and other factor have a less or role to play in increase in net profit.

v) Coefficient of Correlation between Deposit and Interest Earned.

The coefficient of correlation between deposits and interest earned measure the
relationship between these two variables. Deposits are independent variable (x) and
anointer earned is dependent variable(y). The objectives of calculating r between two
variables are to justify whether deposit is significantly used to earn interest or not. The

table 4.30 shows the value of ‘r’, r>. P. Er and 6P.Er of NABIL and NIBL during the
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study period.

Table 4.30
Coefficient of Correlation between Deposit and Interest Earned
Banks Evaluation criterions
r r P. Er 6p.Er
NABIL 0.98750 0.97516 0.0487055 0.00749
NIBL 0.99252 0.98509 0.00450 0.02699

Sources: Appendix No. 27

The coefficient of correlation ‘r’ between two variables in case of NABIL and NIBL are
0.98750 and 0.99252 which indicates that 97.516% and 98.509% of the variation of
dependent variable has been explained by independent variables. The value of ‘r’ in
case of NABIL has higher than that of 6p.Er. This states that there is a highly significant
relationship between deposit and interest earned of both banks.

After above analysis it can be concluded that the relationship between deposit and
interest earned in case of NIBL is highly significant with showing higher dependency. It
has effectively mobilization of deposits which had a major role to play in its earning
where as other are responsible in the earnings of NABIL.

vi) Coefficient of Correlation between Loan and Advances and Interest Paid.

It measures the relationship between these variables. Here, loan and advances is
independent variables(x) and interest paid in dependent variable (y). The purpose of
calculating ‘r’ between these variables is to established whether increase in loan and
advances has play any role in decreasing in interest expenses.

The table 4.31 shows the values of ‘r’, %, P. Er, and 6P. Er of NABIL and NIBL during
the study period.
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Table 4.31

Coefficient of correlation between loan and advances and Interest Paid

Evaluation criterions
Banks 5
r r P.Er 6p.Er
NABIL 0.09454 0.00894 0.29895 1.79369
NIBL 0.08456 0.96935 0.66079 3.96476

Source: Appendix No.28

The coefficient correlation between loan and advances and interest paid in the case of
NABIL and NIBL are 0.09454and 0.98456. They show low degree of positive
correlation between these variable. The value of coefficient of determination () are
0.00894and 0.96935it means 0.89% and 9.69% of the variation in the dependent
variable is explained by the in depend variable. Again considering the value of r and
comparing with P.Er in both case it is lower than P. Er this reveals that the value is
Insignificant relationship between two variables.

In conclusion, it can be clear that the relationship between loan and advances and
interest in case of both banks are Insignificant. It is not successful to utilize the loan and
advances. There banks have no relationship could be established between the loan and
advances and interest paid.

vii) Coefficient of Correlation between Total working fund and Net Profit.

The Coefficient of Correlation between them. Here total working fund is taken as
independent variable (x) and net profit is taken as dependent variable(y). The main
purpose of calculating ‘r’ is to justify where total working fund is significantly used to
generate earnings or in other words whether there variables are significantly correlated
or not.

The table 4.32 shows the value of ‘r’, r2, P.Er, 6P. Er between their two variable of
NABIL and NIBL.
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Table 4.32
Coefficient of Correlation between total Working Fund and Net Profit.

Evaluation criterions
Banks 5
r r P. Er 6p.Er
NABIL 0.95694 0.91573 0.02542 0.15252
NIBL 0.97298 0.94668 .0.016082 0.09650

Sources: Appendix No.29

The coefficient of correlation ‘r’ between total working fund and net profit in case of
NABIL and NIBL are0.95694 and 0.97298 which indicates positive relationship
between these variables that means it has significant relation between two variables.
The coefficient of determination r* in case of NABIL and NIBL are 0.91573 and
0.94668, which shows that only 91.57% and 94.68% of the variation of the dependent
variables have been explained by independent variables. The value of 6P.Er is lower
than ‘r’ i.e. 0.15252<0.95694 in case of NABIL so there is highly significant relation.
The value of ‘r’ is greater than 6P.Er in case of NIBL, so there is highly significant
relationship between variables.

After analysis the conclusion can be drawn that NABIL is significant relation so fell to
generate earnings or in other words these variables are significant relationship between
there variable which indicated that total working fund is significantly use to generate

earnings.

4.2.3 Test of Hypothesis

i) Test of significance of difference of averages of loans and Advances to Total
Deposit Ratio

Table 4.33
Loans and Advances to Total Deposits Ratio between NABIL and NIBL

NABIL NIBL
Fiscal Year _ _
Xi X, =Xi- Xl Xlz X, X, =X3- X2 xf
2004/05 58.01 -9.272 85.96998 | 61.87 -7.042 49.58976
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2005/06 72.57 5.288 27.96294 | 71.04 2.128 4.528384
2006/07 66.79 -0.492 0.242064 | 67.45 -1.462 2.137444
2007/08 66.60 -0.682 0.465124 | 70.59 1.678 2.815684
2008/09 72.44 5.158 26.60496 | 73.61 4.698 22.0712
Total 336.41 141.2451 | 344.56 81.14248
We have,

¥ - 2 X 33641 6708

n 5

— Sx
T - 2 X, 34456 _ 6291
n 5

Again, x, =Xi. Z X, =X2_X_2

We have,

Null Hypothesis: HO: There is no significant difference between average of
loan and advances to Total deposit ratio of two banks.

Alternate Hypothesis: HI1: There is significant difference between average of
loan and advances to Total deposit ratio of two banks.

We have, t= X - X ,

Where, sp’= ﬁ(z x; +z x; )
1 2

x (336.41+344.56)

545-2
=85.12
Now, Test Statistics under Hy is

- 67.28 -68.91

Jss12llg+ 1)

_ L6 305
4.126

- /1/=0.395
With degree of frequency = n;+n,-2=5+5-2 =8

76



The calculated value of (t) =0.359
The tabulated value of ‘t” at a0 =0.05 of 5% level of significance for two tailed test and
for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306
Decision, since the tabulated value of t is greater than its calculated value of 5% level of
significance for 8 degree of freedom for two tailed test null hypothesis is (Hp) is
accepted. i.e. there is not significante difference between average of loan and advances
to Total deposit ratio and alternative hypothesis is (H;) rejected so we may conclude
that there is not significant differences between mean ratio of loans and advances to
total deposit of NABIL and NIBL.
ii) Test of significance of difference of averages of on Total Investment to Total
Deposit Ratio
Table 4.34
Test of Hypothesis on Total Investment to Total Deposit Ratio

- NABIL NIBL

Fiscal Year X X Z xlz X . :Xz.X_2 xzz
2004/05 41.33 13.12 172.13 34.14 -14.76 217.86
2005/06 29.27 5.09 2591 39.31 3.01 9.10
2006/07 31.93 1.57 2.46 34.38 5.58 31.14
2007/08 38.32 -10.51 110.46 28.07 2.63 6.92
2008/09 35.98 -7.83 61.31 23.63 5.8 33.64
Total 176.33 372.27 159.53 298.66

We have,

_ X — X
X, - 2K 17683 e X, = 2 _ 29?5'66 _59.732
n n

Again, x, =-X;. Z X, =Xz X,
Null Hypothesis: HO: There is no significant difference between average of
total investment to total deposit ratio of two banks.

Alternate Hypothesis: H1: There is significant difference between average of

total investment to total deposit ratio of two banks.
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We have,

= 1
Vsvs_a (372.27 +298.66)
=83.866
Now, Test Statistics under Hy is

_ 35.366-59.732  24.366 _

. \/83.866(% vlg) o 57

t=4.21
The calculated value of t=4.21

Degree of frequency =n;+n,-2= 5+5-2=8

The tabulated value of ‘t” at a0 =0.05 of 5% level of significance for two tailed test and
for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306

Decision since the calculated value of t is greater than its tabulated value of 5% level of
significance for 8 degree of freedom for two tailed test, null hypothesis is rejected i.e.
there is significance difference and alternative hypothesis is accepted. So we may

conclude that there is a significance difference between mean ratio of total investment

and total deposit ratio of NABIL and NIBL.

iii) Test of significance of difference of averages of Government Securities to

Current Assets Ratio.

Table 4.35
Investment of Government Securities to Current Assets Ratio of NABIL and NIBL
Fiscal NABIL NIBL
Year Xi X, =X1. Z xf X2 X, =X2_Y2 x22
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2004/05 25.78 7.54 56.85 17.96 -11.96 143.04
2005/06 16.13 2.47 6.10 13.95 0.19 0.036
2006/07 11.15 2.37 5.62 14.09 4.61 21.25
2007/08 23.66 -7.29 53.14 13.81 2.34 5.48
2008/09 14.99 -6.8 46.24 10.07 9.09 82.63
Total 91.71 167.95 69.88 252.436
We have
X, = 2K oL =18.342 X, = X _ 988 _ 13976
n , 5
Again, x, Xi. X, x,-X5. X,
Null Hypothesis: HO: There is no significant difference between average of
government securities to current assets ratio of two banks.
Alternate Hypothesis: HI1: There is significant difference between average of
government securities to current assets ratio of two banks.
X, X

)

With degree of freedom = n;+n;-2

Where, Sp” =

nl+n2—2

_ 1
5+5-2
=52.55

(le +sz)

x (167.95 +252.436)

Now, Test statistics under null hypothesis is HO is,
18.342-13.976

_ 4366 =0.9522

\/52 55 / / 4.585

Degree of frequency =n;+n,-2= 5+5-2=8

The tabulated value of ‘t” at o =0.05 of 5% level of significance for two tailed test and

for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306

Decision, since the tabulated value of t is higher than its calculated value of 5% level of
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significance for 8 degree of freedom for two tailed test,

Null hypothesis is accepted i.e. not significance differences and alternative hypothesis
(H)) is rejected. So we may conclude that there is no significance differences between

mean ratio if investment on government securities to current assets ratio of NABIL and

NIBL.

iv) Test of significance of difference of averages of Loans and Advances to Current

Assets Ratio

Table 4.36

Loans and Advances to Current Assets Ratio of NABIL and NIBL

NABIL NIBL
Fiscal Year _ _
Xi X Xi. X, | X/ X2 XX X, | X
2004/05 5740 |-13.22 174.77 | 63.99 6.36 40.45
2005/06 70.72 | -13.16 173.19 | 72.50 -5.27 27.77
2006/07 62.61 |-11.59 13433 | 71.35 -7.85 61.62
2007/08 76.05 | 1.62 2.62 73.30 -4.64 21.53
2008/09 81.34 | 24.16 583.71 | 88.85 13.24 175.30
Total 348.12 369.99 326.67
We have,

Yy Y
X, = 2N 34812 o0 X, - 2 X 36999 _ 1 goe
n n

Again, x, =Xi- Z X, =X2. X,

Null Hypothesis:

Alternate Hypothesis:

HO: There is no significant difference between average of
loan and advances to current assets ratio of two banks.
H1: There is significant difference between average of

loan and advances to current assets ratio of two banks.

Xl__X_Z

“F( )

With degree of freedom = n;+n,-2
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Where, Sp* = ;(fo +> xzz)

n +n,—2
=L (1068.62+326.67)
5+5-2
= 174.41

Now,
Test statistics is

_ 69.624-73.998 _ 4374 _ .0

t_
1 1 8.352
J174.41% + A)
= /t=0.52378
The calculated value of t= 0.52378

Degree of frequency =n;+n,-2= 5+5-2=8

The tabulated value of ‘t” at o =0.05 of 5% level of significance for two tailed test and
for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306

Decision, since the calculated value of t is lower than its tabulated value of 5% level of
significance for 8 degree of freedom for two tailed test, null hypothesis of freedom for
two tailed test, null hypothesis is accepted i.e. not significance differences and
Alternative hypothesis is rejected. So, we may conclude that there is no significance
difference between mean ratio of loan and advances to current assets ratio of two banks.
v) Test of significance of difference of averages of Return on Loans and Advances
Ratio of NABIL and NIBL.

The ratios of returns on loans and advances of NABIL and NIBL are taken and under T-

test of significance difference.

Table 4.37
Return on Loans and Advances Ratio of NABIL and NIBL
. NABIL NIBL
Fiscal Year X, X0, 7] 2 X, . =X2_72 2
2004/05 5.56 -1.14 1.30 3.26 -1.835 3.37
2005/06 4.90 0.58 0.34 3.46 -0.225 0.051
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2006/07 5.21 0.77 0.593 3.92 0.225 0.051

2007/08 4.80 0.11 0.012 4.03 0.325 0.106

2008/09 5.21 0.13 0.017 3.91 0.755 0.57

Total 25.68 2.262 18.58 4.148
We have,

— Yx
)(1=Z Lo 2908 536
n 5

— X
XZ:Z 2 1858 _ 54916
n

Again, x, Xy X, x,-X5. X,

Null Hypothesis: HO: There is no significant difference between average of
return on loan and advances ratio of two banks.

Alternate Hypothesis: HI1: There is significant difference between average of

return on loan and advance ratio of two banks.

Xli_X_z

t:
2 ] 1
il 1)
With degree of freedom = n;+n;-2

Where, Sp” = ;(fo +Z xé)

n +n,—2
= ;x(2.262+4.148)
5+45-2
=0.80125

Now, Test statistics of (Hy) is
5.136-3.716 1.42

= = — 4431
\/0.80125(% v 1) 03205

The calculated value of t=4.431

Degree of frequency =n;+n,-2= 5+5-2=8

The tabulated value of ‘t” at o =0.05 of 5% level of significance for two tailed test and
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for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306

Decision since the calculated value of t is greater than its tabulated value of 5% level of
significance for 8 degree of freedom for two tailed test null hypothesis is rejected i.e.
highly significance difference and alternative hypothesis if accepted. So we may
conclude that there is a significance difference between mean ratio of return on loan and
advances ratio of NABIL and NIBL.

vi) Test of significance of difference of averages of Total Interest Earned to total
outside Assets Ratio of NABIL and NIBL.

Table 4.38
Total Interest Earned to Total outside Assets Ratio of NABIL and NIBL

Fiscal NABIL NIBL

Year Xi x, -Xi. X, x} X X, X0 X, x5
2004/05 7.14 0.13 0.0169 8.06 1.59 2.53
2005/06 8.18 0.34 0.1156 8.34 0.44 0.1936
2006/07 8.31 1.10 0.01 8.62 -0.39 0.1521
2007/08 8.07 0.16 0.0256 9.22 -0.24 0.0576
2008/09 10.53 -0.18 0.0324 12.67 -0.62 0.3844
Total 42.23 0.5141 44.24 3.895

We have,

_ X — X
X, = 2K _ 4223 _ 8446, X, = DX 424 oo
n 5 n 5

Again, x, -Xi- Z X, =Xz X,

Null Hypothesis: HO: There is no significant difference between average of
total interest earned to total outside assets ratio of two
banks.

Alternate Hypothesis: HI1: There is significant difference between average of
total interest earned to total outside assets ratio of two

banks.

t:

Xli_X_z
2( 1 1
s i)
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With degree of freedom = n;+n;-2

Where, Sp” = nﬁniﬁ(lez +>x; )
_ 1
54+45-2
=0.441
Now, Test statistics of (Hp) is

8.446 —8.848 -0.402

x(0.5141+3.895)

t= = =-2
Joaar(lg+ 17) 01764

The calculated value of |t|= 2.2789

2789

Degree of frequency =n;+n,-2= 5+5-2=8

The tabulated value of ‘t” at o =0.05 of 5% level of significance for two tailed test and
for 8 degree of freedom is 2.228 i.e. 0.05 (8) =2.306

Decision since the calculated value of t is lesser than its tabulated value i.e.(
2.2789<2.306)to 5% level of significance for 8 degree of freedom for two tailed test
null hypothesis is accepted i.e. highly significance difference and alternative hypothesis
is accepted. 1.e. not significant differences and Alternative hypothesis is rejected. So we

may conclude that there is no significant between mean ratio of return on loan and

advances ratio of NABIL and NIBL

4.2.4 Regression Analysis

Regression of Networking capital and Net Profit

Regression is the statistical tool which is used to determine the statistical relationship
between two or more variables and so make estimate of one variable on the basis of the
other variable regression is the line which gives the best estimate of one variable for any
given value of the other variable. The regression line of Y on X. estimate the most
probable values of Y for given values of X.

X is independent Variable

Y is dependent variable

The regression equation of y on x expressed as

y=a+bx
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Where, a and b are parameters of the line.
To find out the exact relationship between different variable simple regressions analysis

has been done and result of the analysis has been table.

Table 4.39
Calculation of Regression Equation between Net Profits on Total Working Fund
Banks Regression Equation Value (a) Constant | Regression Coefficient(b)
NABIL y=74.3081+0.02242x a=74.3081 b=0.02242
NIBL y=295.41+0.03864x a=295.41 b=0.03864

Sources: Appendix No: 30
The table reflects the regression equation of net profit and net working fund in NABIL
and NIBL. According to the table regression equation of net profit on net working fund
y= 74.3081+0.02242x in NABIL is positive and the regression coefficient is also
positive i.e. 0.02242 which indicates the positive relationship between net and net
working fund. In other hand, one million increase in net working funds leads to average
about 0.02242 million increase in net profit. The value of constant (a) is relatively high.
The value of (a) indicates that if net working fund is o then the value of net profit is
31.0617 million. So, from analysis it shows that the net profit will be increase and net
working fund also increase.
On the other hand, regression coefficient of (b) is positive in case of NIBL which
indicates that one million increase in net working fund lead to an average about
Rs.0.0288624 increase in Net Profit. According to the above table regression equation
of Net Profit on net working fund regression coefficient is positive which shows the
positive relationship between net and working fund.
The test of t statistic helps us to conclude that in two case the results are not statistically
significant at 5% level of significance since the value of t is small than tabulated value.
Table 4.40
Calculation of Regression Equation between

Net Profits on Total Deposit

Banks Regression Equation Value (a) Constant | Regression Coefficient(b)
NABIL | y=632.72+0.002657X a=632.72 b=0.002657
NIBL | y=138.07+0.03355X a=138.07 b=0.03355
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Source: Appendix No: 31

The above table is the collection of major output of simple regression analysis of net
profit on total deposit.

The regression equation of net profit (y) dependent variable on total deposit(x)
independent variable y=14.1732=0.02876 in NABIL is positive i.e. 0.02876 which
indicates the positive relationship exists between net profit and total deposit or it can be
said that one million increase in total deposit leads to Average 0.02876 million increase
in net profit. The value of constant (a) is relatively high. Similarly in case of NIBL the
regression coefficient is positive or in other words one million increases in total deposit
leads to average about 0.033647 million increase in net profit. The value of coefficient
(a) indicates that net profit can be increase and total deposit also increase.

From the test of ‘t’ statistics it can be concluded that of two cases the results are not
statistically significant at 5% level of significance since the value of t is smaller than

tabulated value.

4.3 Major Findings of the Study

The major findings of the study of the investment policy of the NABIL and NIBL are

derived on the basis of financial and statistical data of both banks, which are presented

below.

4.3.1 Liquidity Ratios:

e The means current ratios of both bank were lower than the standard current ratio of
2:1 but from the banking point of view it is satisfactory. Ratio are not homogeneous.

e The mean ratio of cash and bank balances and total deposit ratio of NABIL is lower
than 10% and ratio of NIBL is higher than the NABIL. The ratio of both bank has
fluctuating trend. The cv of NIBL shows it is less variable.

e The mean ratio of cash and bank balances to current assets are 5.43 and 11.82 of
NABIL and NIBL respecitvely. In comparision of cv NIBL is less variable. NIBL is
better position in maintaining its cash and bank balances to meet its daily
requirement to make the payments on customers deposit withdrawal in comparision
to NABIL.

e The mean ratio of government securities to current asset of NABIL is higher than
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NIBL in comparision, which states that its investment on government securities is
highly rich than that of NIBL. on the basis of C.V. the ratio of NIBL are more
volatile and in consistent.

The loan and advances to total deposit ratio ob both bank are influctuating trend.
The mean ratio of NABIL and NIBL are 69.62 and 74.00 respectively which shows

that the ratios are not satisfacotry consistent over the study period.

4.3.2 Assets Management Ratios:

The loans and advances to total deposit of both bank are in fluctuing trend during
study period. The mean ratio of NABIL is little bit greater than NIBL. it shows that
ratios are not satisfactory consistent over the study period.

The total investment to total deposit of NABIL bank in increasing trend and NIBL is
in fluctuating trend over the study period. The mean ratio of NABIL bank is little bit
greater than NIBL. Both banks have mobilized significant amount of found on the
government securities and shares and debenture of other companies.

The mean ratio of loans and advances to total working fund ratio is 58.17 and 63.87
of NABIL and NIBL respectively. loan and advances is most risky and most
productive assest of the bank from the study shows two third of assets taken
optimum risk towards the mobilization of its fund to risky assets.

In case of investment on government securities to total working fund mean ratio,
NABIL have ratio of fluctuating trend and NIBL have decreasing trend.

The investment on shares and debentures to total working fund ratio of both bank

have fluctuating trend. The mean ratio of NABIL has little bit higher than NIBL.

4.3.3 Profitiability Ratio

The mean ratio of return on total working fund of NABIL is around 3% and NIBL is
2.39%. There is slight variability occured in the ratio calculated above.

The mean ratio of return on loan and advances of NABIL is higher than NIBL. The
mean ratio is found to be 5.14 and 3.72 of NABIL and NIBL respectively. The C.V.
of both banks are less than 10%, which indicates that the ratios are less variable.

The mean ratio of total interest earned to total outside assets is 8.41 and 9.38 of
NABIL and NIBL respectively. The interest income to outside assets is lying

between 6-14%. The calculated ratios are variable and not consistent.
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The mean ratio of total interested earned to total working fund is 2.79 and 2.39 of
NABIL and NIBL respectively. The ratios indicate that both bank has average

earning power of the total assets.

4.3.4 Risk Ratio

The mean ratio of NABIL and NIBL is 5.94 and 12.51 respectively. Both of the
bank ratio have fluctuating trend. The C.V. of NIBL is lower than the NABIL,
which indicates that credit policy is consistent than NABIL.

The mean ratio of credit risk ratio of the bank NABIL and NIBL were measured by
dividing total loan and advances to total assets. The mean ratio of the NABIL and

NIBL were 57.24 and 63.24 respectively. The calculated ratio are not variable.

4.3.5 Growth Ratios:

The growht ratios of different components of NABIL and NIBL which are inportant

from the view point of investment policy is calculated and from calculation following

result has been found out.

The growth rate of total deposit from the first year of study period to current year of
the study period is 17.93% and 28.39% of NABIL and NIBL respectively.

The growth ratio of loan and advances for the study period were 24.66% and
34.08% respectively.

The growth rate of total investment from first year of the study period to current
year of the study period is 13.91% and 17.11% respectively.

The growth rate of net profit for the study period were 22.69% and 40.27%

respectively.

4.3.6 Trend Analaysis:

Trend analysis of deposits, loan and advances, total investment and net profit for next

five year of NABIL and NIBL shows that:

Trend values of total deposit of NABIL and NIBL were found to be in increasing
trend. The trend value of total deposit in case of NABIL and NIBL will be 44337.61
and 54968.44 millions at the end of forescasted year.

Trend value of total loan and advances of NABIL and NIBL were found to be
increasing trend throughout the forested year. The total loan and advances of

NABIL and NIBL will be 33110.203 and 41371.6018 millions at the end of forested
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year respectively.

The trend valud of total investment of NABIL and NIBI has in increasing trend. The
total investment of NABIL and NIBL will be 15870.543 and 11805.176 millions
respectively at the end of forecasted period.

The trend valud for net profit for the study period is in increasing trend. The
forecasted profit for the end of the period will be 1651.972 and 1714.556 millions

respectively.

4.3.7 Co-efficient of Correlation Analysis:

coeffcient of correlation between deposit and loan and advances has positive values
which were 0.0985 and 0.0543 of NABIL and NIBL respectively. The correlation
coefffcient is significant between deposit and loan and advances. it has strong
position during the study period.

Coeffcient of correlation between deposit and total investment has positive value
less than 1 1.e. 0.94372 and 0.89973 of NABIL and NIBL respectively. The
correlation coefficient is significant, therefore it has been found that there is positive
correlation between deposit and loan and advances.

The correlation coefficient between total outside assets and net profit of the NABIL
is 0.93041 and NIBL is 0.98566 respectively. Both banks, r> 6p.Er the relation is
significant. This indicates that both banks is capable to earn net profit by mobilizing
its total outside assets.

The correlation coffcient between deposit and net profit has positive values less than
0.5 which were 0.32275 and 0.31537 of NABIL and NIBL respectively. The results
shows that there is significant differences between variable.

The coffefficient of correlation between deposits and interested earned of NABIL
and NIBL were less than 1 i.e. 0.98750 and 0.99252 respectively. The result shows
that it is positively and significantly relationship between variable of both banks.
The coefficient of correlation between loan and advances and interest paid of
NABIL and NIBL were 0.09454 and 0.08456 respectively, which is the positive
relationship between two variables. In both case r<6p.Er, which indicates that theres
less significant relation between two variables.

The coefficient of correlation between total working fund and net profit of the
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NABIL and NIBL were 0.95694 and 0.97298 respectively. There is positive

correlation between total working fund and net profit during the study period.

4.3.8 Test of Hypothesis:

From the test of hypothesis made, by using t-test the following major finding have been
deducted:

The tabulated value of t 2.306 is greater than calculated value 0.359, so there is not
significant differences between mean ratio of loan and advances to total deposit of
NABIL and NIBL, which indicates that it it not mobilize the total deposit on loan
and advances for profit generating purpose.

There is a significant difference between mean ratio of total investment to total
deposit ratio of NABIL and NIBL so, these banks must mobilize its deposit funds
by investing in different securities issued by government and other financial sectors.

There is no significant difference between mean ratio of investment of government
securities of investment of government securities to current assets ratio of NABIL
and NIBL.

The calculated value of ‘t’ is lesser than that of tabulated value of NABIL and
NIBL. This indicates there are significant differences between mean ratio of loan
and advances to current assets NABIL and NIBL. It must invest its collected funds
as and bank balance in order to make high profit by mobilizing its funds by keeping
some amount as liquidity.

There is significant relationship between mean ratio of return on loan and advances
of NABIL and NIBL. They have passed to employ its resources in the form of loan
and advances.

There is no significant difference between mean ratios of total interest earned total

outside assets of NABIL and NIBL.

4.3.9 Regression Analysis

The regression of Net Profit on net working fund is positive in the case of NABIL
and NIBL. It indicates one million increases in net working fund leads to average
0.02242 and 0.03864increase in net profit of NABIL and NIBL. Test of ‘t’ statistic
helps us to conclude that two regression coefficient are statistically significant i.e.

regression equation of net profit on net working fund.
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e Simple regression of net profit on total deposit is positive in the case of NABIL and
NIBL. It shows that one million increase on total deposit leads to average increase
on total deposit leads to average of 0.002657 and 0.03355 increases on net profit in
the case of NABIL and NIBL.
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CHAPTER-V

Summary, Conclusion and Recommendation

5.1 Summary

Commercial banks are major financial institutions which occupy quite an important
place in the framework of every economy because they provide capital for the
development of industry trade and business and other resources deflect sectors investing
the saving collected as deposit commercial banks by playing active role have changed
the economic structure of the world. Commercial banks have its own role and
contribution in the economic development it maintains economic confidence of various
segments and extends credit to people. The banking sector has to play developmental
role to boost the economy by adopting the growth oriented investment policy and
planned effort pushed forward the force of economic growth.

The income and profit of the bank depends upon its lending procedure lending policy
and investment of its fund utilize in different securities. Commercial banks able to
utilize its deposits properly i.e. providing loans and advances or lending for a profitable
project the reason behind it is lack of sound investment policy. The objective of this
study is to evaluate the investment policies adopted by NABIL and NIBL. The study is
totally based on secondary sources to data i.e. population sample. Financial tools,
statistical tools etc. The required data has been collected from various financial and
statistical tools, i.e. ratio asset management ratio, profitability ratio risk ratio, test of
hypothesis and regression analysis etc.

Regarding the investment policies of commercial banks there are basically five basic
principles of the bank follow while providing the loans i.e. liquidity profitability,
security and suitability diversification. Various processes while making investment
decision are applied in the study i.e. set investment process security analysis portfolio
construction, revision, performance evaluation. The data obtained from annual reports
of the concerned banks likewise the financial statement of five year (from 2004/05 to

2008/09) were selected for the purpose of evaluation.
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5.2 Conclusion

Joint Venture banks are also among the major commercial banks that contributing to the

economic development of the country. The conclusion derived from the comparative

study of the investment policy of Nepal Investment Bank Ltd. and NABIL Bank Ltd.

reveals that:

a.

As shown the liquidity position of both banks has satisfactory. The Ratios are
homogeneous. NIBL has the highest cash and bank balance to total deposit ratio and
loan and advances to current assets ratio than NABIL. But NABIL investing
position of current assets as govt. securities is higher than NIBL. At last we can
conclude that NIBL has maintained moderate investment policy in liquidity
position.

The analysis also depicts that the total investment to total deposit, investment on
govt. securities to working fund and investment on shares and debentures to total
working funds ratio are highest in NABIL’s capacity to mobilize its loand and
advances to total working fund and loan and advances to total deposit is not so good
than NIBL. Finally it can be concluded that asset management position of NABIL is
less effective in comparison to NIBL.

From this analysis it can be concluded that the profitability position of NABIL is
better than NIBL. It has highest return on loan and advances ratio, total interest
earned to total deposit asset ratio and return on equity than NIBL. NIBL has not
maintained better position in comparison to NABIL.

From the risk ratios point of views, it can be concluded that NIBL has higher degree
of liquidity risk and credit risk in comparison to NABIL.

From the analysis of growth ratio, NABIL has lower growth rate on total deposits,
loan & advances, total investment and net profit than NIBL. Therefore NIBL has
successfully collected and utilized fund amount of its customer than NABIL.

From this study we can be concluded that NABIL and NIBL, there is positive
relationship between deposit & loan and advance. The relation between deposit &
loan and advances is significant. The both banks are successful to mobilize their

deposit in proper way as loan and advance.
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g.

From the study it can be concluded that the trend analysis of total deposit and total
investment of NABIL and NIBL is in increasing trend and loan and advances &net

profit of both banks are also in increasing trend.

5.3 Recommendations

On the basis of the findings of the study, following recommendations can be drawn:

1)

2)

3)

4)

5)

The bank is recommended to make strong liquidity postion. NIBL is recommended
to increase its deposits volume to maintain the cash reserve ratio. In the light of the
current situation of the commercial bank, the bank should maintain its liquidity
position strong enough to meet the short term obligation. Both banks should explore
the new deposit schemes to attract the deposits considerably. For this, bank should
launch the new schemes like prize schemes, gift schemes, child deposit schemes,
low balances a/c schemes etc.

From the study it is found that NABIL has invested more funds in government
securities than that of NIBL bank. NABIL liquidity position shows that it has kept
relatively more cash and bank balance which doesn’t earn any return. This
ultimately affects profitability of bank. Investment in government securities i.e. TBs
development banks saving certificate are free of risk and highly in nature. So
NABIL is recommended to invest its fund in government securities instead of
keeping them idle “Something is better than nothing”.

Profit is the life blood of any organization. Profit maximization is the main
objectives of any banking industries. The growth ratio of net profit of NABIL Bank
is too low in comparison to NIBL. So, NABILBank is recommended to diversify its
investment on more profitable sector and adopt sound investment policy.

In practice joint ventured banks are urban based service quite a few elite, a fluent
big customer are heavily dependent on free based activities. To overcome its
situation they should be accessible to rural areas and possible loan and advances to
its deposit. So the customers is enjoying by getting deposit borrowing and other
services.

Profitability ratios of banks are not satisfactory. If resources held idle bank have to

bearded more cost and result would be lower profit margin. So portfolio condition
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6)

7)

8)

of a bank should be regularly revised from time to time. It should always try to
maintain the equilibrium in the portfolio condition of the bank. The bank should use
its funds in more portfolio sectors. It should utilize its risky assets and share
holders’ funds and it should reduce its express and should try to collect cheaper fund
being more profitable.

In the light of growing competition in the banking sector the business of the bank is
customer oriented. It should strengthen and active its marketing function as it is an
effective tool of attracting and retaining customers. The bank should develop on
“Innovative approach to bank marketing and formulate new strategies of serving
customers in a more convenient way.

The investment policy of NABIL is good in every aspect as studied above but the
consistency in the above investment sectors is in equalities states. It is found that at
time bank focuses much of its attention to one sector leaving other sector untouched,
so it is recommended to touch all the sectors and balance it effectively as to have the
optional performance of the bank.

The sample bank should follow the directives of NRB, the bank is also
recommended to follow NRB directions regarding the lending practices to different
sectors. NRB has also formulated the policies for loan loss provision which should
be followed by the banks, it helps to maintain its credibility and protect frome

solvency.

To get success itself and to encourage financial and economic development of the

country through industrialization and commercialization a commercial bank must

mobilize its fund and debentures of other financial and non financial companies. And if

other sectors go up positively than bank can utilize its fund more and more by providing

them loan or getting sufficient dividend on their share or interest on their debentures.

Commercial banks needed to strengthen its economic structure to achieve piped overall

development. They have to resort to innovative approach of banking there by bringing

professionalism in their business. If they follow those suggestions they can have better

reach to the modern innovative and competitive banking markets.
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Appendices

Liquidity ratios:
Appendix:1
Current Ratio
(Rs in Millions)
Banks NABIL NIBL
Fiscal Year | Current Current Ratio Current Current Ratio
Assets Liabilities | (Times) Assets Liabilities | (times)
2004/05 14244.04 | 115263.80 0.93 111443 | 12526.45 0.89
2005/06 14969.38 15528.69 0.96 13967.78 | 15093.89 0.92
2006/07 20640.70 20420.37 1.01 17906.12 | 19364.69 0.92
2007/08 20322.65 25196.34 0.80 23582.10 | 24912.72 0.94
2008/09 243222 27024.6 0.90 25940.2 | 28649.6 0.87
Sources: www.nabilbank.com, www.nibl.com.np
Mean Calculation (NABIL):
Fiscal Year Current ratio(X) X-X )
2004/05 0.93 0.0001
2005/06 0.96 0.009
2006/07 1.01 0.0064
2007/08 0.80 0.0169
2008/09 0.90 0.0009
N=5 »x=4.60 Y(X-X ) -0.0252

Mean= Total Current ratio/N

Where, N= No. of study years

X_:

YX/N

=4.60/5
=0.92




Standard Deviation Calculation (NABIL)

standard deviation= VY (X- Z Y/ N-1

=0.0252/5-1
=0.0793

Coeffcient of variation calculation (NABIL)

CV. =

standard deviation/Mean

X %100

=8.61%

(0.0793/0.92)*100

All other means, standard deviation and cofficient of variation are calculated as

above respectively.

Appendix : 2
Cash and Bank Balance to Total Deposit Ratio
(Rs in Millions)
Banks NABIL NIBL
Fiscal Cash & Total Ratio% Cash & Total Ratio %
Year Bank Deposit Bank Deposit
Balance Balance
2004/05 970.49 14119.03 6.87 1,226.92 | 11,524.67 10.65
2005/06 559.38 14586.61 3.83 1,340.50 | 14,254.60 9.40
2006/07 630.238 19347.40 3.26 2336.521 | 18927.30 12.34
2007/08 | 1399.825 | 23342.28 5.99 2441.514 | 24488.85 9.97
2008/09 1623.3 27310.14 5.94 3917.23 31312.45 12.51

Sources: www.nabilbank.com, www.nibl.com.np




Appendix:-3

Cash and Bank Balance to Current Assets Ratio

(Rs in Millions)

Banks NABIL NIBL

Fiscal Cash & Current | Ratio% | Cash & | Current | Ratio %

Year Bank Assets Bank Assets

Balance Balance

2004/05 970.49 14244.04 6.81 1,226.92 | 11144.30 11.01
2005/06 559.38 14969.38 3.73 1,340.50 | 13967.78 9.60
2006/07 630.238 20640.70 3.05 | 2336.521 | 17906.12 13.05
2007/08 1399.825 20322.65 6.89 | 2441.514 | 23582.10 10.35
2008/09 1623.3 243222 6.67 3917.23 | 25940.2 15.10

Sources: www.nabilbank.com, www.nibl.com.np

Appendix:4
Investment on Government Securities to current assets Ratio
(Rs in Millions)

Banks NABIL NIBL

Fiscal Investment Current | Ratio% | Investment | Current | Ratio %

Year on Govt. Assets on Govt. Assets

Securities Securities

2004/05 3672.63 14244.04 25.78 2001.10 11144.3 17.96
2005/06 2413.94 14969.38 16.13 1948.50 13967.78 13.95
2006/07 2301.463 20640.70 11.15 2522.30 17906.12 14.09
2007/08 4808.348 20322.65 23.66 3256.40 | 23582.10 | 13.81
2008/09 3645.23 243222 14.99 2612.34 25940.2 10.07

Sources: www.nabilbank.com, www.nibl.com.np




Appendix:5

Loan and Advances to Current Assets Ratio

(Rs. In Millions)

Banks NABIL NIBL
Fiscal Loan & Current | Ratio% Loan & Current | Ratio %
Year Advance Assets Advance Assets
2004/05 8189.99 14244.04 57.40 7130.13 11144.3 63.99
2005/06 | 10586.17 | 14969.38 70.72 10126.051 | 13967.78 72.50
2006/07 | 12922.54 | 20640.70 62.61 12776.208 17906.12 | 71.35
2007/08 | 15545.78 | 20322.65 76.05 17286.43 23582.10 | 73.30
2008/09 | 19784.73 24322.2 81.34 23048.57 25940.2 88.85

Sources: www.nabilbank.com, www.nibl.com.np

Appendix: 6

Loan and Advances to Total Deposit Ratio

(Rs. In Millions)

Banks NABIL NIBL
Fiscal Loan & Total Ratio% Loan & Total Ratio %
Year Advance Deposit Advance Deposit
2004/05 8189.99 14119.03 58.01 7130.13 11,524.67 61.87
2005/06 | 10586.17 14586.61 72.57 10126.051 | 14,254.60 71.04
2006/07 | 12922.54 19347.40 66.79 12776.208 | 18927.30 67.45
2007/08 | 15545.78 23342.28 66.60 17286.43 24488.85 70.59
2008/09 | 19784.73 27310.14 72.44 23048.57 31312.45 73.61

Sources: www.nabilbank.com, www.nibl.com.np




Total Investment to Total Deposit Ratio

Appendix-7

(Rs. in
Millions)
Banks NABIL NIBL
Fiscal Total Total Ratio% Total Total Ratio
Year Investment | Deposit Investment Deposit %
2004/05 5836.07 14119.03 | 41.33 3934.18 11,524.67 34.14
2005/06 4269.66 14586.61 29.27 5602.86 14,254.60 39.31
2006/07 6178.533 19347.40 | 31.93 6506.67 18927.30 34.38
2007/08 8945.31 2334228 | 38.32 6874.03 24488.85 28.07
2008/09 9826.37 27310.14 | 35.98 7399.81 31312.45 23.63
Sources: www.nabilbank.com, www.nibl.com.np
Appendix-8
Loan and Advances to Total Working Ratio
(Rs in Millions)
Banks NABIL NIBL
Fiscal | Loan & Total Ratio% Loan & Total Ratio %
Year | Advance | working fund Advance | working fund
2004/05 | 8189.99 16 745.61 48.91 7130.13 13255.50 53.79
2005/06 | 10586.17 17186.33 61.60 10126.05 1 16274.06 62.22
2006/07 | 12922.54 22329.97 57.87 12776.208 21330.137 59.90
2007/08 | 15545.78 27253.39 57.04 17286.43 27590.85 62.65
2008/09 | 19784.73 30253.83 65.40 23048.57 28532.22 80.78

Sources: www.nabilbank.com, www.nibl.com.np




Appendix-9

Investment on Government Securities to Total Working Fund Ratio.

(Rs in Millions)

Banks NABIL NIBL

Fiscal | Investment Total Ratio% | Investment Total Ratio %

Year on Govt. Working on Govt. Working

Securities Fund securities Fund

2004/05 3672.63 16 745.61 21.93 2001.10 13255.50 15.10
2005/06 2413.94 17186.33 14.05 1948.50 16274.06 11.97
2006/07 | 2301.463 22329.97 10.31 2522.30 21330.137 | 11.83
2007/08 | 4808.348 27253.39 17.64 3256.40 27590.85 11.80
2008/09 3645.23 30253.83 12.05 2612.34 28532.22 9.16

Sources: www.nabilbank.com, www.nibl.com.np

Appendix-10

Investment on Share and Debentures to Total Working Fund

(Rs in Millions)

Banks NABIL NIBL

Fiscal Investment Total Ratio% | Investment Total Ratio %

Year | on Share and | Working on Share Working

Debentures Fund and Fund
Debentures

2004/05 22.22 16 745.61 0.13 17.73 13255.50 0.13
2005/06 27.36 17186.33 0.16 17.78 16274.06 0.11
2006/07 27.56 22329.97 0.12 35.25 21330.137 0.17
2007/08 57.85 27253.39 0.21 54.54 27590.85 0.20
2008/09 82.50 30253.83 0.27 60.97 28532.22 0.21

Sources: www.nabilbank.com, www.nibl.com.np




Appendix-11

Return on Total Working Fund Ratio

(Rs in Millions)

Banks NABIL NIBL

Fiscal | Net Profit | Working | Ratio% | Net Profit | Working Ratio %

Year Fund Fund
2004/05 455.31 16 745.61 2.72 232.57 13255.50 1.75
2005/06 518.63 17186.33 3.02 350.38 16274.06 2.15
2006/07 673.26 22329.97 3.02 501.23 21330.137 2.35
2007/08 746.95 27253.39 2.74 697.36 27590.85 2.53
2008/09 | 1031.72 30253.83 3.41 900.6 28532.22 3.16
Sources: www.nabilbank.com, www.nibl.com.np

Appendix-12
Return on Loan and Advances Ratio
(Rs in Millions)

Banks NABIL NIBL

Fiscal | Net Profit | Loan & | Ratio% | Net Profit Loan & | Ratio %

Year Advance Advance

2004/05 455.31 8189.99 5.56 232.57 7130.13 3.26
2005/06 518.63 10586.17 4.90 350.38 10126.05 1 3.46
2006/07 673.26 12922.54 5.21 501.23 12776.208 3.92
2007/08 746.95 15545.78 4.80 697.36 17286.43 4.03
2008/09 1031.72 19784.73 5.21 900.6 23048.57 3.91

Sources: www.nabilbank.com, www.nibl.com.np




Appendix-13

Total Interest Earned to Total outside Assets ratio

(Rs in Millions)
Banks NABIL NIBL
Fiscal Interest Outside | Ratio% Interest Outside Ratio %
Year Earned Assets Earned Assets
2004/05 1001.61 14025.94 7.14 886.79 10992.60 8.06
2005/06 1068.74 13053.43 8.18 1172.74 14060.24 8.34
2006/07 1587.87 19101.07 8.31 1584.98 18379.49 8.62
2007/08 1978.70 24491.08 8.07 2194.74 23792.10 9.22
2008/09 | 2798.48 26572.32 10.53 3267.94 25772.45 12.67
Sources: www.nabilbank.com, www.nibl.com.np
Appendix-14
Total Interest earned to Total Working Fund Ratio
(Rs in Millions)
Banks NABIL NIBL
Fiscal | Net Profit | Working | Ratio% | Net Profit | Working Ratio %
Year Fund Fund
2004/05 455.31 16 745.61 2.72 232.57 13255.50 1.75
2005/06 518.63 17186.33 3.01 350.38 16274.06 2.15
2006/07 673.26 22329.97 3.01 501.23 21330.137 2.34
2007/08 746.95 27253.39 2.74 697.36 27590.85 2.53
2008/09 | 1031.72 30253.83 3.41 900.6 28532.22 3.16

Sources: www.nabilbank.com, www.nibl.com.np




Appendix-15

Total Interest Pain to Total Working Fund Ratio

(Rs in Millions)
Banks NABIL NIBL
Fiscal Interest Working | Ratio% Interest Working | Ratio %
Year Paid Fund Paid Fund
2004/05 335.42 16 745.61 2.0 354.54 13255.50 2.67
2005/06 446.48 17186.33 2.60 490.94 16274.06 3.02
2006/07 555.70 22329.97 2.49 685.53 21330.137 3.21
2007/08 758.40 2253.39 2.78 992.15 27590.85 3.59
2008/09 1553.28 30253.83 5.13 1686.97 28532.22 591
Sources: www.nabilbank.com, www.nibl.com.np
Appendix-16
Liquidity Risk Ratio
(Rs in Millions)
Banks NABIL NIBL
Fiscal Cash & Total Ratio% Cash & Total Ratio %
Year Bank Deposit Bank Deposit
Balance Balance
2004/05 970.49 14119.03 6.87 1,226.92 11,524.67 10.65
2005/06 559.38 14586.61 3.83 1,340.50 14,254.60 9.40
2006/07 630.238 19347.40 3.26 2336.521 18927.30 12.34
2007/08 1399.825 | 23342.28 5.99 2441.514 24488.85 9.97
2008/09 1623.3 27310.14 5.94 3917.23 31312.45 12.51

Sources: www.nabilbank.com, www.nibl.com.np




Appendix-17

Credit Risk Ratio
(Rs in Millions)

Banks NABIL NIBL

Fiscal Loan & Total Ratio% Loan & Total Ratio

Year Advance Assets Advance Assets %
2004/05 | 8189.99 16745.48 48.91 7130.13 13255.5 53.79
2005/06 | 10586.17 | 17186.33 61.60 10126.05 16274.06 | 62.22
2006/07 | 12922.54 | 22329.97 57.87 12776.208 21330.14 | 59.90
2007/08 | 15545.78 | 27253.39 57.04 17286.43 27590.85 | 62.65
2008/09 | 19784.73 | 32317.48 61.22 23048.57 29687.12 | 77.64

Sources: www.nabilbank.com, www.nibl.com.np

Appendix-18
Calculation of Growth Ratio
Let,
D,= Variable in the 5th year
D,= Variable in the initial year
n=no of period study
total deposit growth ratio of NABIL
D,=D, (1+g)""
27310.14=14119.03 (1+g)™"

o _(2731004)"
14119.03

g=17.93%

Total deposit growth ratio of NIBL
D,=D(1+g)""
31312.45=11,524.67 (1+g)*"

Lo [3131245Y)"
11524.67

g=28.39%




Total Loans and Advance Growth rate of NABIL
D,=D, (1+g)""'
19784.73=8189.99 (1+g)5'1

1/4
1+g::(19784.73J
8189 .99

g=24.66%

Total deposit growth ratio of NIBL
Dy=D(1+g)""
31312.45=11,524.67 (1+g)’"

1/4
|+g = (31312 .45
11524 .67

g=28.39%

Total Investment Growth ratio of NABIL
Dy=D, (1+g)n_l
9826.37=5836.07 (1+g)*"

1/4
1+g::(9826.37
5836 .07

g=13.91%

Total Net Profit growth Ratio of NABIL
D,=D, (1+g)""
1031.72=455.31(1+g)™"

1/4
1+g:(1031.72
455 31

g=22.69%

Total Deposit Growth Ratio of NIBL
D,=Dy(1+g)""
24488.85 =11524.67(1+g)™"

Lo [ 2448885 "
11524 .67

g=20.73%



Trend Analysis
Appendix: 19
Trend Analysis of Total Deposit of NABIL

(Rs in Millions)
Fiscal Year | Total Deposit | X=t-2006/07 X Xy y. =a+bx
2004/05 14119 -2 4 -28238.1 12713.512
2005/06 14586.6 -1 1 -14586.6 16227.301
2006/07 19347.4 0 0 0 19741.09
2007/08 23342.3 1 1 23342.28 23254.879
2008/09 27310 2 4 54620.28 26768.668
Total 98705.46 10 35137.89

Sources: www.nabilbank.com,

a= Z—=m=19741.09

n

_ Xxy 3513789

b
>’

=3513.789

Project Trend Values of Total Deposit for Next Five Years

Fiscal Year X=t-2006/07 | y. =a+bx
2009/10 3 30282.457
2010/11 4 33796.246
2011/12 5 37310.035
2012/13 6 40823.824
2013/14 7 44337.61




Appendix: 19
Trend Analysis of Total Deposit NIBL

(Rs in Millions)
Fiscal | Total Deposit X=t- X* Xy y. =a+bx
Year 2006/07
2004/05 11,524.67 -2 4 -23049.3 10139.612
2005/06 14,254.60 -1 1 -14254.6 15120.593
2006/07 18927.3 0 0 0 20101.574
2007/08 24488.85 1 1 24488.85 25082.555
2008/09 31312.45 2 4 62624.9 30063.536
Total 100507.87 19 49809.81

Sources: www.nibl.com.np

a=Z¥_ —100527'87 =20101.574

n

_ 2xy 49809.81

> =4980.981
>x 10

b

Project Trend Values of Total Deposit for Next Five Years

Fiscal X=t-2006/07 y. =atbx
Year
2009/10 3 35044.517
2010/11 4 40025.498
2011/12 5 45006.479
2012/13 6 49987.46
2013/14 7 54968.44




Appendix: 20
Trend Analysis of Loan and Advance of NABIL

(Rs in Millions)
Fiscal Loan & X=t-2006/07 | X Xy ye =a+bx
Year Advance (y)
2004/05 8189.99 -2 4 -16380 7776.022
2005/06 10586.17 -1 1 -10586.2 10590.931
2006/07 12922.54 0 0 0 13405.84
2007/08 15545.78 1 1 15545.78 16220.749
2008/09 19784.73 2 4 39569.46 19035.658
Total 67029.21 10 28149.09

Sources: www.nabilbank.com

a
n

b

_ Xy _ 6702921

=13405.84

=2814.909

X

_ Yay _ 28149.09
0

Project Trend Values of Loan and Advances for Next Five Years

(Rs in Millions)

Fiscal Year X=1-2006/07 y. =a+bx
2009/10 3 21850.567
2010/11 4 24665.476
2011/12 5 27480.385
2012/13 6 30295.294
2013/14 7 33110.203




Appendix: 20
Trend Analysis of Loan and Advance of NIBL

(Rs in Millions)
Fiscal Loan & X=t-2006/07 | X Xy ye =a+bx
Year Advance (y)
2004/05 7130.13 -2 4 -14260.3 6274.0138
2005/06 10126.05 -1 1 -10126.1 10173.7458
2006/07 12776.21 0 0 0 14073.4778
2007/08 17286.43 1 1 17286.43 17973.2098
2008/09 23048.6 2 4 46097.2 21872.9418
Total 70367.389 19 38997.32

Sources: www.nibl.com.np

_ Xy _ 70367.389
n

a =14073.4778

Yy 38997.32

b= 2
> x 10

=3899.732

Project Trend Values of Loan and Advances for Next Five Years

(Rs in Millions)

Fiscal Year | X=1t-2006/07 |y.=a+tbx
2009/10 3 25772.6738
2010/11 4 29672.4058
2011/12 5 33572.1378
2012/13 6 37471.8698
2013/14 7 41371.6018




Appendix: 21

Trend Analysis of Total Investment of NABIL

(Rs in Millions)

Fiscal Year | Total Invest (y) | X=t-2006/07 X? Xy Y. =a+bx
2004/05 5836.07 -2 4 -11672.1 4479.918
2005/06 4269.66 -1 1 -4269.66 5745.543
2006/07 6178.533 0 0 0 7011.168
2007/08 8945.31 1 1 8945.31 8276.793
2008/09 9826.37 2 4 19652.74 9542.418

Total 35055.943 10 12656.25

Sources: www.nabilbank.com,

- Ly _35055.943
n

=7011.186

b= v 1205625

4 1265625
M xe 10

Project Trend Values of Total Investment for Next Five Years

(Rs in Millions)

Fiscal Year X=t-2006/07 Y =a+bx
2009/10 3 10808.043
2010/11 4 12073.668
2011/12 5 13339.293
2012/13 6 14604.918
2013/14 7 15870.543




Appendix: 21

Trend Analysis of Total Investment of NIBL

(Rs in Millions)

Fiscal Year | Total Invest (y) | X=t-2006/07 | X* Xy y. =a+bx
2004/05 3934.18 -2 4 -7868.36 4423.034
2005/06 5602.86 -1 1 -5602.86 5243.272
2006/07 6506.7 0 0 0 6063.51
2007/08 6874 1 1 6874 6883.748
2008/09 7399.8 2 4 14799.6 7703.986

Total 30,317.55 10 8202.38

a

b

Sources: www.nibl.com.np

Ty 3031755 _ o
n

_ ZXJ; _ 8202.38 320238
> x

Project Trend Values of Total Investment for Next Five Years

(Rs in Millions)

Fiscal Year | X=t-2006/07 y. =a+bx
2009/10 3 8524.224
2010/11 4 9344.462
2011/12 5 10164.7
2012/13 6 10984.938
2013/14 7 11805.176




Appendix: 22

Trend Analysis of Net Profit of NABIL

(Rs in Millions)

Fiscal Year | Net Profit (y) | X=1t-2006/07 | X" Xy ye =a+bx
2004/05 45531 2 4 -910.62 408.946
2005/06 518.63 -1 1 -518.63 547.06
2006/07 673.26 0 0 0 685.174
2007/08 746.95 1 1 746.95 823.288
2008/09 1031.72 2 4 2063.44 961.402

Total 3425.87 10 1381.14

Sources: www.nabilbank.com,

as 2 342587 o104
n

b= fo _38LIA 126114
>x

Project Trend Values of Net Profit for Next Five Years

(Rs in Millions)

Fiscal Year | X=t-2006/07 | y.=a+bx
2009/10 1099.516
2010/11 4 1237.63
2011/12 5 1375.744
2012/13 6 1513.858
2013/14 7 1651.972




Appendix: 22
Trend Analysis of Net Profit of NIBL

(Rs in Millions)
Fiscal Year | Net Profit (y) | X=t-2006/07 | X" Xy ye =a+bx
2004/05 232.57 2 4 -465.14 199.82
2005/06 350.38 -1 1 -350.38 368.124
2006/07 501.23 0 0 0 536.428
2007/08 697.36 1 1 697.36 704.732
2008/09 900.6 2 4 1801.2 873.036
Total 2,682.14 10 1683.04

Sources: www.nibl.com.np

am ZY 208214 o0 g
n
b Zx); _1683.04 oo
> x

Project Trend Values of Net Profit for Next Five Years

(Rs in Millions)

Fiscal Year X=1t-2006/07 | y.=a+tbx
2009/10 3 1041.34
2010/11 4 1209.644
2011/12 5 1377.948
2012/13 6 1546.252
2013/14 7 1714.556




Appendix: 23

Coefficient of Correlation Between Deposit Between and Loan and Advance of

NABIL
(Rs in Millions)
Fiscal Deposit Loan & Xexe x X y=y- J—/ y2 Xy
Year X Advance
™)
2004/05 | 14119.03 | 8189.99 | -5622.06 | 31607581.13 | -5215.85 | 27205112 | 29323843.33
2005/06 | 14586.6 10586.2 | -5154.48 | 26568684.69 | -2819.67 | 7950550 | 14533948.57
2006/07 | 19347.4 12922.5 | -393.692 | 154993.3909 | -483.302 | 233580.8 | 190272.131
2007/08 | 233423 15545.8 | 3601.188 | 12968555.01 | 2139.938 | 4579335 | 7706319.046
2008/09 | 27310 19785 7569.048 | 57290487.63 | 6378.888 | 40690212 | 48282109.46
Total | 98705.46 | 67029.21 0 128590301.8 0 80658790 | 100036492.5
Mean 19741.092 | 13405.582
Sources: www.nabilbank.com,
Coefficient of correlation(r):
r:—ny
VZaTy?
100036492.5 —0.09855

~ J128590301.8+/80658790

Coefficient of Determination(r) = (0.09855)2

Probable (P.Er) = 0.6745x

=0.00971
1—7?
n

1-0.00971

J5

=0.6745x

=0.2985
6(P.Er)=1.79097




Appendix: 23

Coefficient of Correlation between Deposit and Loan and Advance of NIBL

6(P.Er)=1.80453

(Rs in Millions)
Loan &
Fiscal Deposit Advance N X y_y. ),} y2 ¥
Year X
(W)
2004/05 | 11,524.67 7130.13 | -8,576.90 | 73563214 | -6943.347 | 48210079 | 59552400
2005/06 | 14,254.60 | 10126.051 | -5,846.97 | 34187058 | -3947.426 | 15582178 | 23080486
2006/07 | 18927.3 12776.208 | -1,174.27 | 1378910 | -1297.269 | 1682908.9 | 1523345
2007/08 | 24488.85 17286.43 | 4,387.28 | 19248226 |3212.9522 | 10323062 | 14096121
2008/09 | 31312.45 | 23048.57 | 11,210.88 | 125683830 | 8975.0922 | 80552280 | 100618682
Total | 100,507.87 | 70367.389 0.00 254061238 48210079 | 198871033
Mean | 20101.57 | 14073.4778
Sources: www.nibl.com.np
Coefficient of correlation(r):
r:—ny
VZaTy?
:\/25402?;;;3;/(;383210079 ~003430
Coefficient of Determination (r*) = 0.05430x0.05430
=0.00295
2
Probable (P.Er) = 0.6745x%
— 0.6745x 1-0.00295
J5
=0.30076




Appendix: 24

Coefficient of Correlation Deposit Between and Total Investment of NABIL

(Rs in Millions)

Total
Fiscal | Deposit Investment | x—y . | X y=y-y y Xy
Year X

W)
2004/05 | 14119.03 5836.07 | -5622.06 | 31607581.1 | -1175.12 | 1380907 | 6606595
2005/06 | 14586.61 4269.66 | -5154.48 | 26568684.7 | -2741.53 | 7515987 | 14131162
2006/07 | 19347.4 6178.533 | -393.692 | 154993.391 | -832.656 | 693316 327810
2007/08 | 23342.28 894531 | 3601.188 | 12968555 | 1934.121 | 3740824 | 6965133
2008/09 | 27310.14 9826.37 | 7569.048 | 57290487.6 | 2815.181 | 7925244 | 21308240

Total | 98705.46 | 35055.943 0 128590302 0 21256278 | 49338940

Mean | 19741.071 | 7011.1886

Sources: www.nabilbank.com,

Coefficient of correlation(r):

2 xy

r:\/sz DN

49338940

~J128590302+/21256278
=0.94372
Coefficient of Determination (r*) = (0.94372)*

=0.89060
.2
Probable (P.Er) = 0.6745x%
— 0.6745x 1-0.89060
V5
=0.03300

6(P.Er)=0.19800




Appendix: 24

Coefficient of Correlation Deposit Between and Total Investment of NIBL

(Rs in Millions)
Total
Fiscal Deposit _ ) - )
Year X Investment | y—y_ X y=y-y y Xy
W)
2004/05 | 11,524.67 3934.18 -
-8,576.904 | 73563282.23 | 2129.33 | 4534046.249 | 18263058.99
2005/06 | 14,254.60 5602.86 | -5,846.974 | 34187104.96 | -460.65 | 212198.4225 | 2693408.573
2006/07 | 18927.3 6506.7 -1,174.274 | 1378919.427 | 443.16 | 196390.7856 | -520391.2658
2007/08 | 24488.85 6874 4,387.276 19248190.7 810.52 | 656942.6704 | 3555974.944
2008/09 | 31312.45 7399.8 11,210.876 | 125683740.7 | 1336.3 | 1785697.69 | 14981093.6
Total | 100,507.87 | 30,317.55 0.00 254,061,238.00 | 0.00 | 7,385,275.82 | 38,973,144.84
Mean | 20101.504 | 6063.51

Sources: www.nibl.com.np

Coefficient of correlation(r):
r= __xw
VEXPZ Y

38,973,144.84

= =0.89973
\/254,061,238.00+/7,385,275.82

Coefficient of Determination (r*) = (0.89973)
=0.80952

_ .2
Probable (P.Er) = 0.6745x L~

1-0.809526

J5

=0.6745x

=0.05746
6(P.Er)=0.34473




Appendix: 25
Coefficient of Correlation between Outside Assets and Net Profit of NABIL

(Rs in Millions)
Net
Fiscal | Outside _ , - 5
Year | Assets (x) Profit | X=x-x X =y Y Y
™)
2004/05 | 14025.94 | 455.31 - -
5422.828 | 29407063.52 | 229.864 | 52837.46 | 1246513
2005/06 | 13053.43 | 518.63 - -
6395.338 | 40900348.13 | 166.544 | 27736.9 | 1065105
2006/07 | 19101.07 | 673.26 | -347.698 | 120893.8992 | -11.914 | 141.9434 | 4142.474
2007/08 | 24491.08 | 746.95 | 5042.312 | 25424910.31 | 61.776 | 3816.274 | 311493.9
2008/09 | 26572.32 | 1031.72 | 7123.552 | 50744993.1 | 346.546 | 120094.1 | 2468638
Total | 97243.84 | 3425.87 0 146598209 0 204626.7 | 5095893
Mean | 19448.768 | 685.174
Sources: www.nabilbank.com,
Coefficient of correlation(r):
r:—ny
Ty
_ 5095893
V146598209+/204626.7
=0.93041
Coefficient of Determination (1*) = (0.93041)
=0.86566
Probable (P.Er) = 0.6745x 1-7°
— 0.6745% 1-0.86566
J5
=0.04052

6(P.Er)=0.24314




Appendix: 25
Coefficient of Correlation Between Outside Assets and Net Profit of NIBL

B V156932519.7+/286702.8
Coefficient of Determination (1*) = (0.98566)
=0.97154

2
Probable (P.Er) = 0.6745x I=r

1-0.97154

J5

=0.6745x

=0.00858
6(P.Er)=0.05148

(Rs in Millions)
Net
Fiscal | Outside Profit | xoy. . 2 v y_)_/ ¥ <y
Year Assets (x)
W)
2004/05 | 10992.6 | 232.57 -
-7606.78 | 57863041.11 | 303.858 | 92329.68 | 2311380
2005/06 | 14060.24 | 350.38 -
-4539.14 | 20603755.63 | 186.048 | 34613.86 | 844497.2
2006/07 | 18379.49 | 501.23 | -219.886 | 48349.853 | -35.198 | 1238.899 | 7739.547
2007/08 | 23792.1 | 697.36 | 5192.724 | 26964382.54 | 160.932 | 25899.11 | 835675.5
2008/09 | 25772.45 | 900.6 | 7173.074 | 51452990.61 | 364.172 | 132621.2 | 2612233
Total | 92996.88 | 2682.14 0 156932519.7 0 286702.8 | 6611525
Mean 18599.376 | 536.428
Sources: www.nibl.com.np
Coefficient of correlation(r):
r:—ny
Ty
6611525 —0.98566




Appendix: 26
Coefficient of Correlation Between Deposit and Net Profit of NABIL

(Rs in Millions)
Net
Fiscal Deposit Profit - X2 _ 5
rofi S = v X
Year X X=x-x Y=y y y
»

2004/05 | 14119.03 | 455.31 -
-5622.06 | 31607581.13 | 229.864 | 52837.4585 | 1292310

2005/06 | 14586.61 | 518.63 -
-5154.48 | 26568684.69 | 166.544 | 27736.90394 | 858448.1

2006/07 | 19347.4 673.26 | -393.692 | 154993.3909 | -11.914 | 141.943396 | 4690.446

2007/08 | 23342.28 | 746.95 | 3601.188 | 12968555.01 | 61.776 | 3816.274176 | 222467

2008/09 | 27310.14 | 1031.72 | 7569.048 | 57290487.63 | 346.546 | 120094.1301 | 2623023

Total 98705.46 | 3425.87 | 0 128590301.8 | 0 204626.7101 | 5000938

Mean 19741.182 | 685.174

Sources: www.nabilbank.com,

Coefficient of correlation(r):
r =—Z ald
VExi Ty
_ 5000938
B V128590301.8+/204626.7101
=0.32275
Coefficient of Determination (r*) = (0.32275)
=0.10417

2
Probable (P.Er) = 0.6745x I=r

1-0.10417

J5

=0.6745x

=0.27022
6(P.Er)=1.62134




Appendix: 26

Coefficient of Correlation Between Total Deposit and Net Profit of NIBL.

(Rs in Millions)
Net
Fiscal Deposit Profit Nex s X2 y—y J_/ yz Xy
Year X
W)
2004/05 | 11,524.67 | 232.57 -
-8,576.904 | 73563282.23 | 303.858 | 92329.68416 | 2606160.896
2005/06 | 14,254.60 | 350.38 -
-5,846.974 | 34187104.96 | 186.048 | 34613.8583 | 1087817.819
2006/07 | 18927.3 501.23 | -1,174.274 | 1378919.427 | -35.198 | 1238.899204 | 41332.09625
2007/08 | 24488.85 | 697.36 | 4,387.276 19248190.7 | 160.932 | 25899.10862 | 706053.1012
2008/09 | 31312.45 900.6 | 11,210.876 | 125683740.7 | 364.172 | 132621.2456 | 4082687.135
Total | 100,507.87 | 2,682.14 0.00 254,061,238.00 |  0.00 286,702.80 | 8,524,051.05
Mean | 20105.574 | 536.428

Sources: www.nibl.com.np

Coefficient of correlation(r):
r= __xw
VEXPZ Y

_ 8,524,051.05
J254,061,238.00+/286,702.80

=0.31537
Coefficient of Determination (r2) =(0.3153 7)2
=0.09946

_ .2
Probable (P.Er) = 0.6745x L~

1-0.09946

J5

=0.6745x

~0.27164
6(P.Er)=1.62986




Appendix: 27

Coefficient of Correlation between Total Deposit and interest earned of NABIL.

(Rs in Millions)
Fiscal Total. Interest ) 2 y=y- 2
Year Deposit | earned | x—y_ X _ y Xy
X )
2004/05 | 14119.03 | 1001.6 | - -
5622.062 | 31607581.13 | 685.47 | 469869.121 | 3853754.839
2005/06 | 14586.61 | 1068.7 | - -
5154.482 | 26568684.69 | 618.34 | 382344.356 | 3187222.4
2006/07 | 19347.4 1587.9 |-393.692 | 154993.3909 | -99.21 | 9842.6241 | 39058.18332
2007/08 | 23342.28 | 1978.7 | 3601.188 | 12968555.01 | 291.62 | 85042.2244 | 1050178.445
2008/09 | 27310 2798.5 | 7569.048 | 57290487.63 | 1111.4 | 1235209.96 | 8412239.947
Total 98705.46 | 84354 |0 128590301.8 | 0 2182308.29 | 16542453.81
Mean | 19741.092 | 1687.08

Sources: www.nabilbank.com,

Coefficient of correlation(r):
r :—Z ald
VZaTy?
_ 16542453.81
V128590301.8+/2182308.29
=0.98750

Coefficient of Determination (r*) = (0.98750)
=0.97516

2
Probable (P.Er) = 0.6745x I=r

1-0.97516
J5
=0.0487055
6(P.Er)=0.00749

=0.6745x




Appendix: 27

Coefficient of Correlation between Total Deposit and interest earned of NIBL.

(Rs in Millions)
Total Interest
Fiscal . _ 2 - 2
Year Deposit earned X=x- x X y=y-y y Xy
X )

2004/05 | 11,524.67 | 886.79 | -8,576.904 | 73563282.23 | -934.648 | 873566.8839 | 8016386.17
2005/06 | 14,254.60 | 1172.74 | -5,846.974 | 34187104.96 | -648.698 | 420809.0952 | 3792920.34
2006/07 | 18927.3 1584.98 | -1,174.274 | 1378919.427 | -236.458 | 55912.38576 | 277666.4815
2007/08 | 24488.85 | 2194.74 | 4,387.276 19248190.7 373.302 | 139354.3832 | 1637778.905
2008/09 | 31312.5 3267.94 | 11,210.876 | 125683740.7 | 1446.502 | 2092368.036 | 16216554.56

Total | 100,507.87 | 9,107.19 0.00 254,061,238.00 0.00 3,582,010.78 | 29,941,306.45
Mean | 20101.5344 | 1821.42

Sources: www.nibl.com.np

Coefficient of correlation(r):

2 Xy

r:\/2x2 N2y’

29,941,306.45

~ /254,061,238.00+/3,582,010.78

=0.99252

Coefficient of Determination (r*) = (0.99252)
=0.98509

Probable (P.Er) = 0.6745x

=0.6745x

1—r?

NG

J5

=0.00450
6(P.Er)=0.02699

1-0.98509




Appendix: 28

Coefficient of Correlation between Loan & advances and interest paid of NABIL.

(Rs in Millions)
Loan & | Interest
Fiscal . _ , _ 5
Year Advance Paid X=x- x X y=y-y y Xy
X W)
2004/05 | 8189.99 335.42 -
-5215.85 | 27205112 | 394.436 | 155579.8 | 2057320
2005/06 | 10586.2 446.48 -
-2819.67 | 7950550 | 283.376 | 80301.96 | 799027.4
2006/07 | 12922.5 555.7 -
-483.302 | 233580.8 | 174.156 | 30330.31 | 84169.94
2007/08 | 15545.8 758.4 2139.938 | 4579335 | 28.544 | 814.7599 | 61082.39
2008/09 | 19785 1553.28 | 6378.888 | 40690212 | 823.424 | 678027.1 | 5252529
Total | 67029.21 | 3649.28 0 80658790 0 945053.9 | 8254129
Mean 13405.42 | 729.856

Sources: www.nabilbank.com,

Coefficient of correlation(r):

2 xy

8254129

~ /80658790~/945053.9
Coefficient of Determination (1*) = (0.09454)*
=0.00894

Probable (P.Er) = 0.6745x

=0.6745x

1-r

=0.29895

6(P.Er)=1.79369

=0.09454

1-0.00894

J5




Appendix: 28

Coefficient of Correlation between Loan & advances and interest Paid of NIBL.

(Rs in Millions)
Loan & | Interest
Fiscal . _ 5 _ 5
Year Advance Paid X=x- x X y=y-y y Xy
X W)
2004/05 | 7130.13 354.54 -
-6943.35 | 48210078.67 | 487.486 | 237642.6 | 3384785
2005/06 | 10126.05 | 490.94 -
-3947.43 | 15582178.34 | 351.086 | 123261.4 | 1385886
2006/07 | 12776.21 | 685.53 -
-1297.27 | 1682908.934 | 156.496 | 24491 | 203017.5
2007/08 | 17286.43 | 992.15 |3212.952 | 10323061.84 | 150.124 | 22537.22 | 482341.2
2008/09 | 23048.6 | 1686.97 | 8975.092 | 80552280 | 844.944 | 713930.4 | 7583450
Total | 70367.389 | 4210.13 0 156350507.8 0 1121863 | 13039480
Mean 14073.4778 | 842.026

Sources: www.nibl.com.np

Coefficient of correlation(r):

2 xy

13039480

B V156350507.8+/1121863
=0.98456

Coefficient of Determination (1*) = (0.98456)°
=0.96935

1—r?

Jn
1-0.96935

J5

Probable (P.Er) = 0.6745x

=0.6745-

=0.66079
6(P.Er)=3.96476




Appendix: 29

Coefficient of Correlation between Total Working Fund and Net Profit of NABIL.

(Rs in Millions)
Fiscal Working Net ) 2 ) 2
Year Fund Profit | y—y_ X y=y-y y Xy
X ™)
2004/05 | 16 745.61 | 455.31 - -
5999.986 | 35999832 | 229.864 | 52837.46 | 1379181
2005/06 | 17186.33 | 518.63 - -
5559.266 | 30905438.46 | 166.544 | 27736.9 | 925862.4
2006/07 | 22329.97 | 673.26 | -415.626 | 172744.9719 | -11.914 | 141.9434 | 4951.768
2007/08 | 27253.39 | 746.95 | 4507.794 | 20320206.75 | 61.776 | 3816.274 | 278473.5
2008/09 | 30253.83 | 1031.72 | 7508.234 | 56373577.8 | 346.546 | 120094.1 | 2601948
Total | 113727.98 | 3425.87 0.00 143771800 0 204626.7 | 5190417
Mean | 22745.596 | 685.174

Sources: www.nabilbank.com,

Coefficient of correlation(r):

Xy

r:\/sz DN

5190417

B V143771800+/204626.7
=0.95694
Coefficient of Determination (1*) = (0.95694)*

Probable (P. Er) = 0.6745x%

1-—

=0.91573

2
7

n

1-0.91573

=0.6745x

=0.02542

J5

6(P.Er)=0.15252




Appendix: 29
Coefficient of Correlation between Total Working Fund and Net Profit of NIBL.

6(P.Er)=0.09650

(Rs in Millions)
Fiscal Working Net ) 2 ) 2
Year Fund Profit | y—y_ X y=y-y y Xy
X ™
2004/05 | 13255.5 232.57 - -
8141.054 | 66276760.23 | 303.858 | 92329.68416 | 2473724.386
2005/06 | 16274.06 | 350.38 - -
5122.494 | 26239944.78 | 186.048 | 34613.8583 | 953029.7637
2006/07 | 21330.137 | 501.23 | -66.414 | 4411.217889 | -35.198 | 1238.899204 | 2337.745566
2007/08 | 27590.85 | 697.36 | 6194.296 | 38369302.94 | 160.932 | 25899.10862 | 996860.4439
2008/09 | 28532.22 900.6 | 7135.666 | 50917729.26 | 364.172 | 132621.2456 | 2598609.759
Total | 106982.767 | 2682.14 | -0.000 | 181808148.4 0 286702.7959 | 7024562.098
Mean | 21396.554 | 536.428
Sources: www.nibl.com.np
Coefficient of correlation(r):
r:—ny
Ty
7024562.098
:\/181808148.4\/286702.7959
=0.97298
Coefficient of Determination (1*) = (0.97298)
=0.94668
Probable (P. Er) = 0.6745x% ! _;2
— 0.6745% 1-0.94668
J5
=0.01608




Appendix: 30
Regression equation between Net Profit in Total Working Fund of NABIL.

(Rs in Millions)

Working Net
Fund Profit x? y Xy

X ¥

Fiscal

Year

2004/05 | 16745.42 455.31 280415454.3 207307.2 7624357

2005/06 | 17186.33 518.63 295369938.9 268977.1 8913346

2006/07 | 22329.97 673.26 498627560.2 453279 15033876

2007/08 | 27253.39 746.95 742747266.5 557934.3 20356920

2008/09 | 30253.83 | 1031.72 915294229.7 1064446 31213481

Total 113768.9 | 3425.87 | 2732454450
2551944 83141980

Sources: www.nabilbank.com,

X= Independent Variable

Y= Dependent Variable

Let the regression equation of y on x is

y=a+tbX .o equation (i)

to find the vlue of a and b we have two normal equation

dy=na+tbd X..oooiiiiiiiii equation(ii)

XY=y XY X% equation(iii)

Subtracting the value of n, ¥'x, Yy,Yx%, Y'xy in equation (ii) and (iii) we get,
3425.87=5a+ 113768.9b...........cccvvnnnnn. equation (iv)
83141980=113768.9a + 2731454450 b.......... (v)

Now multiplying equation (iv) by 113768.9and equation (v) by 6 than subtracting
get

389757461.4 = 568844.5a +12943362610b
415709900.0 = 568844.5a +1365727250b

+25952438.60 = +1157763560b
b=0.02242

w¢e



Putting the value of b in equation (iv) than
we get,

3425.87=5a+ 113768.9x0.0268475
a=74.3081

Appendix: 30
Regression equation between Net Profit in Total Working Fund of NIBL.

(Rs in Millions)
Working Net
Fiscal 5 5
Fund Profit X y Xy
Year
X (W)
2004/05 | 13255.5 232.57 175708280.3 | 54088.8049 | 3082831.635
2005/06 | 16274.06 | 350.38 264845028.9 | 122766.1444 | 5702105.143
2006/07 | 21330.137 | 501.23 454974744.4 | 251231.5129 | 10691304.57
2007/08 | 27590.85 | 697.36 761255003.7 | 486310.9696 | 19240755.16
2008/09 | 28532.22 | 900.6 814087578.1 811080.36 | 25696117.33
Total 106,982.77 | 2,682.14 | 2,470,870,635.42 | 1,725,477.79 | 64,413,113.83

Sources: www.nibl.com.np

x= Independent Variable
y= Dependent Variable

Let the regression equation of y on x is



Now multiplying equation (iv) by 106982.77 and equation (v) by 5 than subtracting we
get

286942766.7 = 534913.85a +11445313076.8729b
322065569.2 = 534913.85a +12354353177.10b

+35122802.50 = +9090401000

b= 0.03864

putting the value of b in equation (iv) than

we get,
2682.14=5a + 106982.77 x0.03864
a=295.41
Appendix: 31
Regression equation between Net Profit in Total Deposit of NABIL.
(Rs in Millions)
Fiscal Total Net
Year Deposit Profit x? y Xy
X )
2004/05 | 14119.03 | 455.31 199347008.1 | 207307.1961 | 6428535.549
2005/06 | 14586.61 | 518.63 212769191.3 | 268977.0769 | 7565053.544
2006/07 | 19347.4 673.26 374321886.8 | 453279.0276 | 13025830.52
2007/08 | 23342.28 | 746.95 544862035.6 | 557934.3025 | 17435516.05
2008/09 | 27310.14 | 1031.72 745843746.8 | 1064446.158 | 28176417.64
Total 98,705.46 | 3,425.87 | 2,077,143,868.61 | 2,551,943.76 | 72,631,353.30

Sources: www.nabilbank.com,

x= Independent Variable
y= Dependent Variable

Let the regression equation of y on x is



S XY=aY XY X%, equation (iii)
Subtracting the value of n, ) x, Zy,sz, >'Xy in equation (ii) and (iii) we get,
3,425.87=5a+98,705.46b...........ccciin.n (iv)

Now multiplying equation (iv) 98705.46by and equation (v) by 5 than subtracting we get

338152074.25 = 493527.30a +9742767834b
363156766.5 = 493527.30a +10385718433 b

#25004692.30 = +9411450599b

b=0.002657
Putting the value of b in equation (iv) than
We get,
3,425.87=5 a + 98,705.46x0.002657
a=632.72
Appendix: 31
Regression equation between Net Profits in Total Deposit of NIBL.
(Rs in Millions)
Total Net
Fiscal
Year Deposit Profit X? y2 Xy
X (y)
2004/05 | 11,524.67 | 232.57 132818018.6 | 54088.8049 | 2680292.502
2005/06 | 14,254.60 | 350.38 203193621.2 | 122766.1444 | 4994526.748
2006/07 | 18927.3 501.23 358242685.3 | 251231.5129 | 9486930.579
2007/08 | 24488.85 697.36 599703774.3 | 486310.9696 17077544.44
2008/09 | 31312.45 900.6 980469525 811080.36 | 28199992.47
Total 100,507.87 | 2,682.14 | 2,274,427,624.38 | 1,725,477.79 | 62,439,286.73

Sources: www.nibl.com.np

x= Independent Variable

y= Dependent Variable

Let the regression equation of y on x is

equation (i)




To find the value of a and b we have two normal equation

dy=natbd X....ooiiiiiiiiii equation (ii)

S XY=aY XY X%, equation (iii)

Subtracting the value of n, ) x, Zy,ZXZ, > Xy in equation (ii) and (iii) we get,
2,682.14=5a + 100,507.87b......c.coevirinennnn (iv)
62,439,286.73=100,507.87a + 2,274,427,624.38b.......... (v)

Now multiplying equation (iv) by100,507.87a and equation (v) by 5 than subtracting we
get

269576178.44 = 5025.39a +10101831930b
312196433.7 =5025.39a + 113721381200

+42620255.26 = +1270306190b

b=0.03355

Putting the value of b in equation (v) than

We get,

62,439,286.73=100,507.87a + 2,274,427,624.38x0.03355
a=138.07



