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CHAPTER – I 

INTRODUCTION 

 

1.1 Background of the Study 

Banking sectors plays an important role in the economic development of the country. Bank 

came into existence mainly with the objectives of collecting the idle funds, mobilizing them 

into productive sector and causing an overall economic development. The bankers have the 

responsibility of safeguarding the interest of depositors, the shareholders and the society they 

are serving. 

 

 According to Kent, “A bank is an organization whose principal operations are concerned 

with the accumulation of temporarily idle money of general public for the purpose of 

advancing to others for expenditure”. 

 

According to Concise Oxford Dictionary, “Bank is an establishment for the custody of money 

received from or on behalf of its customers. Its essential duty is to pay their drafts on its 

profits arise from its use of the money left unemployed by them”. 

 

According to Prof. Crowther, “A banker is the dealers on debts. The bankers business is then 

to take the debts of other people to offer his own in exchange and thereby to create money”. 

 

Financial institution plays an important foundation and plays as the catalyst in the proper 

functioning of an economy of the country. These institutions act as the intermediary between 

the individual who lend and who borrow. Financial infrastructure of our economy consists of 

financial intermediation, financial institutions and financial markets.  The present structure of 

financial institutions is based on the foundation laid by the commercial bank.  

 

As per commercial bank act 1974 “A commercial banks means bank which deals in 

exchanging currency, accepting deposits, giving loans  and doing commercial transaction”. 

 

The role of commercial banks in every nation of the world is in pursuit of attaining the goal 

of rapid economic development. The ability of commercial bank to create credit and provide 

numerous banking services like deposit acceptance, overdraft facilities, market making, 



 

agency services, investment and general utility services is well appreciated by different 

sectors, that is why commercial bank prosper in all conditions. While addition of increasing 

horizon of work area and entrance of new market, innovative product and services put this 

bank a step ahead than any other types of banks and financial institutions. 

 

One of the most important tasks in the management of any bank lies in ensuring adequate 

liquidity. A bank is considered to be liquid if it has already access to immediately spendable 

funds at reasonable cost at precisely the time those funds are needed. In other words, the bank 

either has the right amount of immediately spendable funds on hand i.e., cash or can raise the 

necessary funds by borrowing or by selling assets. 

 

Managing liquidity is a fundamental component in the safe and sound management of all 

financial institutions. Sound liquidity management involves prudently managing assets and 

liabilities, both as to cash flow and concentration, to ensure that cash inflows have an 

appropriate relationship to approaching cash outflows. This needs to be supported by a 

process of liquidity planning which assesses potential future liquidity needs, taking into 

account changes in economic, regulatory or other operating conditions. Such planning 

involves identifying known, expected and potential cash outflows and weighing alternative 

asset/liability management strategies to ensure that adequate cash inflows will be available to 

the institution to meet these needs. Although the particulars of liquidity management will 

differ among institutions depending upon the nature and complexity of their operations and 

risk profile, a comprehensive liquidity management program requires establishing and 

implementing sound and prudent liquidity and funding policies, and developing and 

implementing effective techniques and procedures to monitor measures and control the 

institution‟s liquidity requirements and position. 

 

However, keeping excess liquidity inversely affects the profitability of the business. Thus, 

neither too liquidity nor too high liquidity is viable for the business. Hence, the concern of 

the management should be in synchronizing the liquidity with the profitability of the 

business, as a result maximum profit can be achieved by keeping appropriate liquid assets.  

 

The study also concerns on the measurement of liquidity and profitability position of the 

commercial banks in Nepal. For the study only five commercial banks have been analyzed. 

 



 

1.1.1 Profile of the Selected Banks 

a) Standard Chartered Bank Nepal Limited 

Standard Chartered Bank Nepal Limited has been in operation in Nepal since 1987 when it 

was initially registered as a joint-venture operation. Today the Bank is an integral part of 

Standard Chartered Group having an ownership of 75% in the company with 25% shares 

owned by the Nepalese public. The Bank enjoys the status of the largest international bank 

currently operating in Nepal. Standard Chartered PLC is a leading international bank, listed 

on the London, Hong Kong and Mumbai stock exchanges. It has operated for over 150 years 

in some of the world‟s most dynamic markets and earns more than 90 per cent of its income 

and profits in Asia, Africa and the Middle East. This geographic focus and commitment to 

developing deep relationships with clients and customers has driven the Bank‟s growth in 

recent years. With 1,700 offices in 70 markets, Standard Chartered offers exciting and 

challenging international career opportunities for more than 80,000 staff. It is committed to 

building a sustainable business over the long term and is trusted worldwide for upholding 

high standards of corporate governance, social responsibility, environmental protection and 

employee diversity. The Bank‟s heritage and values are expressed in its brand promise, „Here 

for good‟. With 18 points of representation, 23 ATMs across the country and with more than 

400 staff, Standard Chartered Bank Nepal Ltd. is in a position to serve its customers through 

an extensive domestic network. In addition, the global network of Standard Chartered Group 

gives the Bank a unique opportunity to provide truly international banking services in Nepal. 

Standard Chartered Bank Nepal Limited offers a full range of banking products and services 

in Wholesale and Consumer banking, catering to a wide range of customers encompassing 

individuals, mid-market local corporates, multinationals, large public sector companies, 

government corporations, airlines, hotels, 

SME‟s as well as the DO segment comprising of embassies, aid agencies, NGOs and INGOs. 

The Bank has been the pioneer in introducing „customer focused‟ products and services in the 

country and aspires to continue to be a leader in introducing new products in delivering 

superior services. It is the first Bank in Nepal that has implemented the Anti-Money 

Laundering policy and applied the „Know Your Customer‟ procedure on all the customer 

accounts. Corporate Social Responsibility is an integral part of Standard Chartered‟s ambition 

to become the world‟s best international bank and is the mainstay of the Bank‟s Values. 

 

Standard Chartered throughout its long history has played an active role in supporting those 

communities in which its customers and staff live. It concentrates on projects that assist 



 

children, particularly in the areas of health and education. Environmental projects are also 

occasionally considered. It supports non-governmental organizations involving charitable 

community activities The Group launched two major initiatives in 2003 under its „Believing 

in Life‟ campaign- „Living with HIV/AIDS‟ and „Seeing is Believing‟. 

 

b) Nepal Arab Bank Limited  

The arrival of NABIL Bank in Nepal on the 12th of July 1984 through a joint venture with 

Dubai Bank Ltd. under a Technical Service Agreement (TSA), marks a new dawn in the 

Nepalese banking industry. What is more admirable is with the opening of then Nepal Arab 

Bank Ltd, Customer Service or marketing took a U-turn. That in substance accelerated the 

evolution in banking products and services thereafter in Nepal. The bank commenced with a 

team of about 50 staff members and Rs. 28 million as capital. From the very inception in 

1984 as the first joint venture bank to commence operations in Nepal, NABIL has been a 

leader in terms of bringing the very best international standard banking practices, products 

and services to the nation. 

 

Today the bank‟s mission is to be the Bank of 1
st
 Choice to all stakeholders. For the 

customers, the bank craves to be the first choice in meeting all financial requirements, for 

shareholders the bank wants to be the investment of choice, for Regulators to be an example 

of a model bank, and wants to be an outstanding corporate citizen in all the Communities and 

finally to be the first choice as an employer with whom to build a career.  

Today NABIL Bank is a leader in the financial sector in Nepal with a network that has 49 

points of representation spread across the nation; complimented by a network of 63 ATMs 

and now NABIL Net and NABIL Tele the ease of access of accounts and information for our 

customers has never been more convenient. NABIL is a full service bank providing an entire 

range of products and services, starting with deposit accounts in local and foreign currency, 

Visa and MasterCard denominated in rupees and dollars, Visa Electron debit cards, Personal 

Lending products for Auto, Home and Personal loans, Trade Finance products, Treasury 

services and Corporate Financing. NABIL aims to be able to meet entire gamut of financial 

requirements that is why the banks prides itself in being 'Your Bank at Your Service' 

 

c) Himalayan Bank Limited  

The bank was incorporated in 1992 by a few distinguished business personalities of Nepal in 

partnership with Employees Provident Fund and Habib Bank Limited, one of the largest 



 

commercial Banks of Pakistan. Banking operation was commenced from January 1993. 

Himalayan Bank is the first commercial bank of Nepal whose maximum shares are held by 

the Nepalese private sector. Besides commercial banking services, the Bank also offers 

industrial and merchant banking services.  

 

Himalayan Bank has a total network of 33 branches across the Country and a counter in the 

premises of the Royal Palace. Himalayan Bank has 54 ATMs all over the country. 

 

Himalayan Bank is always committed to providing a quality service, with a personal touch, to 

its valued customers. All customers are regarded as valued clients and treated with utmost 

courtesy. The Bank, wherever possible, offers tailored facilities to its clients, to meet unique 

needs and requirements of different clients. To further extend the reliable and efficient 

services to its valued customers, Himalayan Bank has adopted the latest banking technology 

and runs the world class banking software Globus on IBM platform. The Bank can now boast 

of its state-of-the-art IT infrastructure with an identical Disaster Recovery System, offsite. 

This has not only helped the Bank to constantly improve its service level but has also 

prepared the Bank for future adaptation to new technology. The Bank already offers unique 

services such as Himal Remit, SMS Banking, Pre-paid Credit Cards and Internet Banking to 

customers and will be introducing more services like these in the near future. 

 

d) Everest Bank Limited  

Everest Bank Limited (EBL) started its operations in 1994 with a view and objective of 

extending professionalized and efficient banking services to various segments of the society. 

EBL joined hands with Punjab National Bank (PNB), India as its joint venture partner in 

1997.  

 

Despite fragile law and order situation especially during last 3-4 years, the Bank has recorded 

spectacular performance. As per audited accounts of FY 2004/2005, the Bank's operating 

profit was Rs. 375.20 million registering a growth of 18.9 % over the previous year. The 

Bank's credit recorded a growth of nearly 30 % over the last year reaching a figure of Rs 

7900.09 million. Similarly, the total deposits of the Bank posted a growth of 25.22 % 

amounting to Rs 10097.69 million over the preceding year.  

 



 

The bank is providing its services through a wide network of 42 branches across the nation. 

All the major branches of the bank are connected through Anywhere Branch Banking System 

(ABBS), a facility which enables a customer to do banking transactions from any of the 

branches irrespective of their having accounts in other branch.   

 

The Bank in association with Smart Choice Technology (SCT) is providing ATM services for 

its customers. EBL Debit Card can be accessed at more than 50 ATMs and over 250 Point of 

Sales across the nation. The bank is also managing the SCT ATM at Tribhuvan International 

Airport for the convenience of the customers and the travellers, the first and the only bank in 

Nepal to place ATM outlet at the Airport.  

 

Being the first Nepalese bank to open a representative office in Delhi, India, the Nepalese in 

India can open account in Nepal from the designated branches of Punjab National bank and 

remit their savings economically through banking channels to Nepal. The bank has a Drafts 

Drawing Arrangement with 175 branches of PNB all over India. With an aim to help 

Nepalese citizens working abroad, the bank has entered into arrangements with banks and 

finance companies in different countries which enable quick remittance of funds by the 

Nepalese citizens in countries like UAE, Kuwait, Bahrain, Qatar, Saudi Arabia, Malaysia, 

Singapore and UK.  

 

The Bank recognizes the value of offering a complete range of services. We have pioneered 

in extending various customer friendly products such as Home Loan, Education Loan, EBL 

Flexi Loan, EBL Property Plus (Future Lease Rentals), Home Equity Loan, Car Loan, Loan 

Against Shares, Loan Against Life Insurance Policies and Loan for Professionals. EBL have 

always endeavored in delivering innovative products suiting the consumer's requirements and 

needs thus enriching, enabling and beautifying their lives.  

 

e) Nepal Investment Bank Limited 

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. 

 A group of companies holding 50% of the capital 

 Rastriya Banijya Bank holding 15% of the Capital. 

 Rastriya Beema Sansthan holding 15% of the Capital. 

 The remaining 20% being held by the General Public.  

 

NIBL, which is managed by a team of experienced bankers and professionals having proven 

track record, offers what one is looking for. The bank ensures that one‟s choice of a bank will 

be guided among other things by its reliability and professionalism. The vision of the bank is 

to be „the most preferred provider of Financial Services in Nepal.‟ 

 

1.2 Statement of the Problem 

Commercial banks collect money from the local people savings and grant those accumulate 

resources as loan and provide other wide variety of services. In today‟s  globalize  world 

economy,  business  without  commercial  bank  is  impossible.  Bank is the heart of the 

commercial activities.  Liquidity  and profitability management is  an  important  function  

of  any  business because  it  is  the  determinant  of  whether  the  entity  will  be  in  operation  

in  the  foreseeable future. Liquidity management is even more crucial as the lifeline of 

banking itself is money. For  a  bank,  liquidity  means  having  sufficient  funds  to  meet  

regulatory,  contractual  and relationship obligations when required and at a reasonable cost 

to the bank. 

 

Sufficient  liquidity  is  a  signal  to  the  wider  market  as  a  whole  that  the  bank  is  prudent, 

profitable and well managed. This helps to reduce the risk premium that a bank has to pay on 

its borrowed funds. However, more than enough liquidity is also harmful and thus invites 

profitability risk. Thus, proper liquidity and profitability management ensures that all of a 

bank's lending commitments are met. Assessing a bank‟s, liquidity position can be 

challenging. An adequate position for one bank may not be sufficient for another. Moreover, a 

position considered adequate for a bank in one time period may not be so in another. For the 



 

study, the following research questions have been raised; 

a. Do the commercial banks are maintaining sufficient liquidity? 

b. What is the trend of liquid assets and net profit? 

c. Is there any relationship between liquidity and profitability? 

d. To what extent does the cash balance, the most liquid assets, affect the net profit of the 

bank? 

 

1.3 Objectives of the Study 

The main objective of the study is to examine the liquidity and profitability position of the 

commercial banks of Nepal. The other specific objectives of the study are; 

a. To analyze the trend of liquid assets maintained by the bank and the trend of net profit 

achieved. 

b. To evaluate the cash reserve ratio maintained by the selected banks. 

c. To analyze the profitability ratios, including return on shareholders‟ equity, total assets 

and deposit, of the selected banks. 

d. To examine the relationship between net profit and cash and bank balance, and between 

net profit and total liquid assets. 

 

1.6 Significance of the Study 

The study will be mainly significant to the shareholders, depositors and other creditors to 

identify the productivity of their funds and to measure the risk associated with liquidity in the 

sampled banks. Likewise other financial agencies, e.g. stock exchange and stock brokers are 

also interested in the liquidity and profitability management of bank, as it has been listed in 

the stock exchange market. Besides them, the study will also help the management of the 

banks to synchronize the liquidity with the profitability and to make policy that can tussle 

with the competitors. The study will also be equally significant to the central bank to 

formulated the new liquidity policy, as there are certain loopholes as a result the chances of 

bankruptcy has been regarded as the main problem of financial institutions in these days. 

 

1.7 Limitations of the Study 

The major limitations of the study are as follows: 

a. The study analyzes only the liquidity and profitability position of the commercial banks 

and hence does not touch the other financial aspects. 

b. The study focuses only five banks, namely Standard Chartered Bank Nepal Limited, 



 

Nepal Arab Bank Limited, Himalayan Bank Limited, Everest Bank Limited, and Nepal 

Investment Bank Limited, which may not truly represent the whole population. 

c. The study has been conducted using secondary data only and thus excludes analysis 

primary data. Further, the validity of the secondary data total depends upon the 

reliability of the annual reports of the bank. 

d. The study covers only five fiscal years, i.e. from the fiscal year 2005/06 to 2009/10. 

 

1.6 Organization of the Study 

The study has been organized into five chapters, each devoted to specific aspects of the study 

of liquidity and profitability in commercial banks. Each of these chapters is as follows:  

Chapter – I Introduction   

Chapter one deals with the subject matters of the study. It consists of background of the 

study, statement of the problem, objectives of the study, significance of the study and 

limitation of the study 

 

Chapter - II  Review of Literature 

It deals with review of literature. It includes a discussion on the conceptual framework on 

liquidity and profitability. It also reviews the major studies relating with liquidity and 

profitability of several authors/researchers and from the several books and journals.  

 

Chapter – III Research Methodology 

This chapter explains the research methodology used to evaluate liquidity and profitability 

position of commercial banks in Nepal. It consists of research design, population and sample, 

source of data collection, method of analysis financial tools and statistical tools used in the 

analysis. 

 

Chapter – IV Data Presentation and Analysis  

Chapter four fulfills the objective of the study by presenting data and analyzing them with the 

help of various statistical tools as per methodology. It is concluded with the findings of the 

study. 

 

Chapter – V Summary, Conclusion and Recommendations  

It states summary, conclusion and recommendation of the study based on the data 

presentation and its analysis using the tools used in the analysis. 

 

Besides these chapters, Bibliography and Appendix are also included at the end of the study. 



 

CHAPTER – II 

REVIEW OF LITERATURE 

 

The review of literature is a very important aspect of the research. This chapter highlights 

upon the existing literature. For this, several books, dissertation, reports, handouts and 

articles published in journals and newspapers are reviewed. This makes clear about the 

conceptual foundation of the study. It provides the chance of examining views of different 

writers and scholars so that the new idea can be generated.  

 

2.1 Conceptual Framework 

2.1.1 Liquidity Management 

“Managing liquidity involves estimating liquidity needs and providing for them in the most 

cost-effective way possible.  Banks can obtain liquidity from both sides of the balance sheet 

as well as from off-balance-sheet activities. A manager who attempts to control liquidity 

solely by adjustments on the asset side is sometimes ignoring less costly sources of liquidity. 

Conversely, focusing solely on the liability side or depending too heavily on purchased 

wholesale funds can leave  the  bank  vulnerable  to  market  conditions  and  influences  

beyond  its control.   Effective liquidity managers consider the array of available sources 

when establishing and implementing their liquidity plan” (Khubchandani, 2002: 61). 

 

“Bank management should understand the characteristics of their funds providers, the 

funding instruments they use, and any market or regulatory constraints on funding. In order to 

accomplish this, management must understand the volume, mix, pricing, cash flows, and 

risks of their bank's assets and liabilities, as well as other available sources of funds and 

potential uses for excess cash flow. They must also be alert to the risks arising from funding 

concentrations” (Dahal and Dahal, 2002: 39). 

 

2.1.2 Types of Liquidity 

Mainly the liquidity of the firm are categorized under two headings. They are; 

2.1.2.1 Asset Liquidity 

“Banks typically hold some liquid assets to supplement liquidity from deposits and other 

liabilities. These assets can be quickly and easily converted to cash at a reasonable cost, or 

are timed to mature when the managers anticipate a need for additional liquidity. Liquid 

assets include those that can be pledged or used in a repurchase agreement. Although 



 

management expects to earn some interest income on their liquid assets, their main purpose is 

to provide liquidity” (Reed, Cotter, Gills and Smith, 1976: 35). 

 

A) Money Market Assets 

“Money market assets (MMAs) are usually the most liquid of a bank's assets. MMAs include: 

 Fed funds sold with an overnight maturity or term maturity within 30 days. 

 Short-term Eurodollar deposits placed. 

 CDs purchased, provided they are negotiable in the secondary market. 

 Negotiable banker's acceptances purchased from banks with good credit standing. A 

banker's acceptance is a time draft drawn on and accepted by a bank. It is often used to 

facilitate trade transactions, is usually collateralized by merchandise, and is guaranteed 

by a bank.” (Reed, Cotter, Gills and Smith, 1976: 39). 

 

“Large banks generally hold a range of MMA instruments and may diversify their shorter 

term assets to improve yield or maintain market presence. Because large banks have access to 

wholesale funding sources, they often do not rely on MMAs for liquidity to the same extent 

as community banks. Large banks try to invest their excess liquidity in assets with longer 

terms or more credit risk to enhance earnings.  For most community banks, MMAs are 

primarily Fed funds sold to their correspondents” (Grywinski, 1991: 27). 

 

B) The Investment Portfolio 

“A bank's investment portfolio can provide liquidity in three ways: (1) the maturity of a 

security, (2) the sale of securities for cash, or (3) the use of “free” securities as collateral in a 

repurchase agreement or other borrowing.  For an investment security to be saleable, it must 

not be encumbered, i.e., the security cannot be sold under repurchase agreement or pledged or 

used as collateral, and it must be marketable.  A “free” security is an instrument that can be 

used as collateral in a transaction.  A security that is severely depreciated, a small face 

amount, already pledged or encumbered, or of poor credit quality is not a good candidate for 

collateral and should not be considered “free.” 

 

Because of these judgmental factors, the amount of free securities owned by a bank cannot 

easily be determined from the general ledger, and levels are generally estimated.  

Periodically, management should analyze in detail the investment portfolio to validate the 



 

bank‟s estimates of free securities” (Reed, Cotter, Gills and Smith, 1976: 40). 

 

For accounting purposes, investment portfolios are separated into two categories, available-

for-sale (AFS) and held-to-maturity (HTM). These designations may affect how a bank uses 

its securities for liquidity purposes.  

 

C) Cash Operating Accounts 

“Operating accounts such as vault cash, cash items in process of collection, correspondent 

accounts, and the Federal Reserve account usually are not liquid assets in an ongoing 

institution.  These accounts are needed to accommodate daily business transactions; if these 

funds are used, they must be replenished before further business activities are conducted.  

Most well- managed banks maintain the minimum balance needed to accommodate 

transactions in these accounts, since the balances do not generally earn interest” (Reed, 

Cotter, Gills and Smith, 1976: 41). 

 

D) Reverse Repurchase Transactions 

“In a securities purchased under resale agreement, also known as a “reverse repurchase 

agreement,” a bank lends money to a counterparty by purchasing a security and agreeing to 

resell the security to the counterparty at a future date.  This is an exchange of the most liquid 

asset (surplus cash) for a less liquid asset (a security).  A reverse repo provides earnings to 

the lending bank with limited credit risk because the loan is collateralized” (Grywinski, 1991: 

30). 

 

2.1.2.2 Liability Liquidity 

“Large regional and money center banks, and increasingly more community banks, rely 

heavily on liability liquidity.  Larger banks generally have ready access to money markets 

and usually find that borrowing is the most economical way for them to meet short-term or 

unanticipated loan demand or deposit withdrawals.  While community banks generally do not 

have the same broad access to money markets, their reliance on liability liquidity is 

increasing as the availability of core deposits continues to decline.   

 

By managing liabilities instead of assets, banks can tailor liabilities to fit their cash flow 

needs instead of apportioning asset types and amounts to a given liability base”  (Bedi and 

Mardikar, 1993: 65). 



 

A) Retail Funding 

“Retail funding is supplied by the deposits a bank receives from the general public, primarily 

consumers and small businesses. These deposits are most banks' primary funding source and 

for many banks continue to be a relatively stable source of funds.  Retail funds providers 

usually maintain balances of $100,000 or less, to be fully insured by the FDIC.  Retail 

accounts include: 

 Transaction accounts such as demand deposit accounts (DDAs), negotiable order of 

withdrawal accounts (NOWs), or money market demand accounts (MMDAs); and 

 Savings accounts and time certificates of deposit (CDs)” (Bedi and Mardikar, 1993: 

66). 

 

B) Wholesale Funding 

“Many banks are increasing their use of wholesale funding, replacing lost retail deposits with 

funds provided by professional money managers. Wholesale funds providers are typically 

large commercial and industrial corporations, other financial institutions, governmental units, 

or wealthy individuals. Wholesale funds transactions are typically not insured or are in 

amounts that exceed the FDIC insurance limit.  As a result, these funds are generally very 

sensitive to credit risk and interest rates, and pose greater liquidity risk to a bank” (Singh, 

2005: 15). 

 

C) Other Debt Securities 

“Many large banks also use other debt securities to provide longer-term sources of funds.  

Under the provisions of the Gramm-Leach-Bliley Act (GLBA), if a bank is one of the 100 

largest insured banks and owns a financial subsidiary, it must have outstanding “eligible 

debt” that is rated in one of the three highest investment grade rating categories by a 

nationally recognized statistical rating organization” (Singh, 2005: 15). 

  

2.1.3 Strategy for Liquidity Management 

Liquidity Management is a tough task to be discharged by the management of every business 

entity. Inadequate liquidity tarnishes the image of the organization while excess liquidity is 

detrimental to the profitability. 

Objective of liquidity management: 

 To meet maturing liabilities 

 To minimize the cost of fund 



 

 To improve liquidity 

 To improve the return on investment 

 

In order to achieve the said objectives, banks adopt following strategies: 

 Asset Management  

 Liability Management 

 Asset Liability (Funds) Management 

 

The liquidity management strategies should be supported by the following: 

 Prediction of Liquidity Needs 

 Most Productive Use of Liquid Assets 

 Maintenance of Protective Liquidity 

 Effective Liquidity Mobilization 

 Secured Loans and Advances and Investment Portfolio 

 Rapport with Corporate and Financial Institutions 

 

2.1.4 Importance of Liquidity Management 

“Liquidity risk is a greater concern and management challenge for banks today than in the 

past.  Increased competitions for consumer deposits, a wider array of wholesale and capital 

market funding products, and technological advancements have resulted in structural changes 

in how banks are funded and how they manage their risk” (Natarajan, 2001: 87). 

“In particular, two recent trends in funding make it more important for banks to actively 

manage their liquidity risk: 1) the increased use of credit-sensitive wholesale funds providers 

and 2) the growth of off-balance-sheet activity” (Mishra, 2003: 31). 

 

“Traditionally, banks have relied upon retail transaction and savings accounts as a primary 

funding source. These deposits generally represent a stable and low-cost source of funds.  

However, for the past several years, core deposits as a percentage of assets have steadily 

declined.  More recently, the absolute growth of core deposits has been flat and may well 

decline in the future as retail consumers continue to evaluate the variety of competing savings 

vehicles and their relative returns.  The growth in, and consumers' acceptance of, Internet 

banking and other electronic technologies may accelerate this trend by making it easier for 

consumers to compare rates and to transfer funds between competing institutions easily and 

rapidly” (Mishra, 2003: 32). 



 

“Banks are successfully adjusting to this secular shift by using market sources, to meet loan 

demand and investment needs. By using market sources, banks are able to diversify their 

funding bases among funds providers and across maturities. Unlike core deposits, whose 

maturities are generally determined by the preferences of depositors, funds in the professional 

markets can be accessed at a variety of tenors.  The many choices among market funding 

alternatives have provided banks with greater flexibility in managing their cash flows and 

liquidity needs. 

 

Increased reliance on market funding sources, however, has left banks more exposed to the 

price and credit sensitivities of major funds providers. As a general rule, institutional funds 

providers are more credit sensitive and will be less willing than retail customers to provide 

funds to a bank facing real or perceived financial difficulties.  A bank's ability to access the 

capital markets may also be adversely affected by events not directly related to them” 

(Natarajan, 2001: 89). 

 

“Along with the shift from relatively credit-neutral to credit- sensitive funds providers, banks 

have turned increasingly to asset securitization and other off- balance-sheet strategies to meet 

their funding requirements. As these off- balance-sheet activities have grown, they have 

become increasingly important in the management and analysis of liquidity.  These activities 

can either supply liquidity or increase liquidity risk, depending on the specific transaction and 

the level of interest rates at the time” (Ivamy, 1993: 132). 

 

2.1.5 Liquidity Risk 

“Liquidity risk is the risk to a bank's earnings and capital arising from its inability to timely 

meet obligations when they come due without incurring unacceptable losses.  Bank 

management must ensure that sufficient funds are available at a reasonable cost to meet 

potential demands from both funds providers and borrowers. Although liquidity risk 

dynamics vary according to a bank's funding market, balance sheet, and inter corporate 

structure, the most common signs of possible liquidity problems include rising funding costs, 

requests for collateral, a rating downgrade, decreases in credit lines, or reductions in the 

availability of long-term funding. 

 

The sophistication of a bank's liquidity management process will depend on its business 

activities and overall level of risk. However, the principles of liquidity management are 



 

straightforward: a well-managed bank, regardless of size and complexity, must be able to 

identify, measure, monitor, and control liquidity risk in a timely and comprehensive manner” 

(Khan and Jain, 1997: 97). 

 

2.1.6 Early Warning Indicators of Liquidity Risk 

“Management should monitor various internal as well as market indicators of potential 

liquidity problems at the bank. These indicators, while not necessarily requiring drastic 

corrective action, may prompt management and the board to do additional monitoring or 

analysis” (Varshney and Swaroop, 1994: 27). 

 

“An incipient liquidity problem may first show up in the bank's financial monitoring system 

as a downward trend with potential long-term consequences for earnings or capital.  

Examples of such internal indicators are: 

 A negative trend or significantly increased risk in any area or product line. 

 Concentrations in either assets or liabilities. 

 A decline in indicators of asset quality. 

 A decline in earnings performance or projections. 

 Rapid asset growth funded by volatile wholesale liabilities or brokered deposits.” 

(Varshney and Swaroop, 1994: 28). 

 

“Professional analysts and other market participants may express concerns about the bank's 

credit capacity.  Examples of these third-party evaluations include: 

 Bank is named in market rumors as a “troubled” bank. 

 Downgrades of credit rating by rating agencies. 

 Customers are contacting relationship managers, fixed income sales representatives, and 

branch employees requesting information. 

 

Bearish secondary market activity in the bank's securities may signal declining value.  

Examples of these market events include: 

 Drop in stock price. 

 Wider secondary spreads on the bank's senior and subordinated debt, and increasing 

trading of the bank's debt. 

 Brokers/dealers are reluctant to show the bank's name in the market, forcing bank 



 

management to arrange "friendly" broker/dealer support” (Chopra, 1989: 35-38). 

 

“Finally, the bank's funding market may begin to contract or demand credit support, better 

credit terms, or shorter duration lending, any of which may increase liquidity costs.  

Examples of funding deterioration are: 

 Overall funding costs increase. 

 Counterparties begin to request collateral for accepting credit exposure to the bank. 

 Correspondent banks eliminate or decrease credit line availability, causing the bank to 

make larger purchases in the brokered funds market. 

 Volume of turndowns in the brokered markets is unusually large, forcing bank to deal 

directly with fewer willing counterparties. 

 Rating-sensitive providers, such as trust managers, money managers, and public 

entities, abandon the bank. 

 Counterparties and brokers are unwilling to deal in unsecured or longer dated 

transactions. 

 Transaction sizes are decreasing, and some counterparties are unwilling to enter into 

even short-dated transactions. 

 Bank receives requests from depositors for early withdrawal of their funds, or the bank 

has to repurchase its paper in the market” (Chopra, 1989: 40). 

 

“When evaluating a bank‟s potential liquidity risk, the examiners will consider not only the 

factors considered by bank management but also a bank‟s current position and trends in the 

following ratios: 

 Loans to deposits. 

 Short-term liabilities to total assets. 

 On-hand liquidity. 

 Dependence or reliance on wholesale funding” (Varshney and Swaroop, 1994: 31). 

 

2.1.7 Relationship of Liquidity Risk to Other Banking Risks 

“Bankers and examiners must understand and assess how a bank's exposure to other risks 

may affect its liquidity. The nine categories of risk are credit, interest rate, liquidity, price, 

foreign currency translation, transaction, compliance, strategic, and reputation. These 

categories are not mutually exclusive any product or service may expose the bank to multiple 



 

risks and a real or perceived problem in any area can prevent a bank from raising funds at 

reasonable prices and thereby increase liquidity risk” (Johnson, 1940: 132). 

 

“The primary risks that may affect liquidity are reputation, strategic, credit, interest rate, 

price, and transaction.  If these risks are not properly managed and controlled, they will 

eventually undermine a bank's liquidity position” (Johnson, 1940: 133). A brief description of 

how these risks may affect liquidity is provided below.   

 

A) Reputation Risk 

“Reputation risk is the current and prospective impact on earnings and capital arising from 

negative public opinion. A bank's reputation for meeting its obligations and operating in a 

safe and sound manner is essential to attracting funds at a reasonable cost and retaining funds 

during troubled times. 

Negative public opinion, whatever the cause, may prompt depositors, other funds providers, 

and investors to seek greater compensation, such as higher rates or additional credit support, 

for maintaining deposit balances with a bank or conducting any other business with it.  If 

negative public opinion continues, withdrawals of funding could become debilitating. To 

minimize reputation risk and its potential impact on liquidity, bank management should 

assess the bank's reliance on credit-sensitive funding. A bank that is exposed to significant 

reputation risk should seek to mitigate liquidity risk by diversifying the sources and tenors of 

market funding and increasing asset liquidity, as appropriate” (Johnson, 1940: 134-135). 

 

B) Strategic Risk 

“Strategic risk is the current and prospective impact on earnings or capital arising from 

adverse business decisions, improper implementation of decisions, or lack of responsiveness 

to industry changes.  No strategic goal or objective should be planned without considering its 

impact on a bank's funding abilities.  The bank must be able to raise money required to meet 

its obligations at an affordable cost.  The ability to attract and maintain sufficient liquidity is 

often an issue at banks experiencing rapid asset growth. If management misjudges the impact 

on liquidity of entering a new business activity, the bank's strategic risk increases. 

Management should carefully consider whether the funding planned to support a strategic risk 

initiative will increase liquidity risk to an unacceptable level” (Johnson, 1940: 136). 

 

 



 

C) Credit Risk 

“Credit risk is the current and prospective risk to earnings or capital arising from an obligor‟s 

failure to meet the terms of any contract with the bank or otherwise to perform as agreed.  A 

bank that assumes more credit risk, through asset concentrations or adoption of new 

underwriting standards in conjunction with untested business lines, may be increasing its 

liquidity risk. Credit-sensitive funds providers may worry that the bank's increased credit 

exposure could lead to credit problems and insufficient profits. The bank's ability to meet its 

obligations may eventually be compromised. Wholesale funds providers and rating agencies 

consider the level of past-due loans, nonperforming loans, provisions to the allowance for 

loan and lease losses, and loan charge-offs as indications of trends in credit quality and 

potential liquidity problems.  If credit risk is elevated, the bank may have to pay a premium to 

access funds or attract depositors.  If credit risk has undermined the bank's financial viability, 

funding may not be available at any price.  Most large bank failures have involved the 

combined effects of severe credit and liquidity deterioration” (Johnson, 1940: 138). 

 

D) Interest Rate Risk 

“Interest rate risk is the current and prospective risk to earnings or capital arising from 

movements in interest rates. Changes in interest rates affect income earned from assets and 

the cost of funding those assets.  If a bank experiences a reduction in earnings from a change 

in market interest rates, funds providers may question the financial stability of the bank and 

demand a premium. They may even refuse to provide funding. 

 

Off-balance-sheet instruments that a bank uses to manage its interest rate risk may also pose 

liquidity risk. The cash flows of those instruments often are very sensitive to changes in rates, 

and, if not properly managed, can result in unexpected funding requirements or other cash 

outflows during periods of volatile interest rates” (Crosse, 1963: 89). 

 

E) Price Risk 

“Price risk (or market risk) is the risk to earnings or capital arising from changes in the value 

of traded portfolios of financial instruments. Price risk may result in volatile earnings. This 

risk is most prevalent in large banks that actively trade financial instruments.  Price risk is 

closely monitored by funds providers when assessing a bank's financial position and 

creditworthiness.  If price risk and its perceived impact on earnings or capital is too great, 

funds providers may require the bank to pay increased rates for funds, may not be willing to 



 

invest in longer term maturities, or may not be willing to provide funding on any terms” 

(Crosse, 1963: 91). 

 

F) Transaction Risk 

“Transaction risk is the current and prospective risk to earnings and capital arising from 

fraud, error, and the inability to deliver products or services, maintain a competitive position 

and manage information.  Systems that directly affect liquidity include wire transfer systems 

for check and securities clearing, electronic banking, and operations governing credit, debit, 

and smart card usage.  If product lines change, management must adjust the systems to ensure 

that all transactions can be handled.  Significant problems can develop very quickly if the 

systems that process transactions fail or delay execution. If customers have difficulty 

accessing their accounts, they may close them, which will diminish liquidity. Transaction risk 

should be considered in the bank's contingency planning process” (Crosse, 1963: 93). 

 

2.1.8 Profit & Profitability 

“In business, profits are the excess of revenue over cost. In other words, business profits are 

the residual income, which is equal to sale proceeds minus costs. In a simple term, profits 

mean the residual balance of earning expected to be available with the firm that is obtained 

after deducting entire expenses, costs, charges and provision from total revenue of a period of 

time. Profit is the resources left to the firm for future growth and expansion or reward to be 

distributed to the entrepreneurship in the form of dividends” (Richard, 1996: 80). 

 

2.1.9 Need for Profit 

Profit is a must for the following reasons: 

A) Measurement of Performance 

“Profit is only one factor to measure the management efficiency, productivity and 

performance. Profit is the most widely used yardstick to see what really is to be achieved 

and where the firm is to go in the future” (Saunders and Cornett, 2004: 61). 

 

B) Premium to Cover Costs of Staying in Business 

“Business environment is full of risks and uncertainties. To grasp the globally changing 

technologies, to stay in the market uncertainties, to replace and acquire assets and enhancing 

business scope etc. require a profit margin” (Saunders and Cornett, 2004: 61). 

 



 

C) Ensuring Supply of Future Capital 

“Profit is necessary to plough back in the investments like innovations, business expansion 

and self-financing. It also attracts investors for further investment” (Mishkin, 1998: 26). 

D) Return to the Investors 

“Shareholders  provide  equity  capital  to  the  business  because  they  expect  the  entity  will 

provide return to their funds at least equal or above market rate of return. To maintain the 

shareholders expectation, it is most important that a firm should earn sufficient profit so 

that it can distribute dividends” (Mishkin, 1998: 26). 

 

2.1.10 The Trade-Off Between Liquidity and Profitability  

The importance of the liquidity and profitability in a bank is paramount. They are recognized 

as two wheels of a cart because in the absence of any of them, the bank cannot forge ahead. 

However, there is a practice of treating them as antagonistic to each other because liquidity is 

maintained at the cost of profitability and vice versa. 

 

Liquidity risk is the risk that the bank will not have the funds it needs, at reasonable cost, to 

meet excess withdrawals or to make loans. The banker, on the other hand, generally 

determines lonable funds from the available funds after adjusting statutory and legal reserves. 

Since majority of funds collected by banks are almost cost sensitive funds, it can not hold 

such funds for the long period without any earnings. Therefore, the bank has to take 

immediate action against such funds. However, the bank cannot overlook the transaction that 

can occur in its liability, i.e., withdrawals more than exception or assumption. 

 

The management of such asset and liability in a efficient way is a challenging part for the 

bank managers. The bank manager cannot equalize the demands for funds and supply of 

funds during the market movement. Hence, the management of funds with maximum 

earnings with adequate cash for managing cash demands is the question to be answered by the 

banker in a present competitive environment. 

 

In spite of innovation of several strategies to mathematical modalities, there is no specific 

techniques derived yet that can handle the liquidity easily along with optimum profitability. 

Therefore, the trade off point is that point when the bank will be earning at optimum point 

and the supply of funds is exactly to the demands for funds which are impossible in the 

present industrial trend. 



 

Basically, the bank should be aware of the excess supply of funds and excess demands of 

funds in order to move nearest towards the accuracy of trade off between the liquidity and 

profitability. The banks should not maintain idle funds to meet cash obligations while cannot 

extend investment without considering the demand for cash. The synchronization of these two 

variables maximizing the profitability and defaulting the cash obligation should be the main 

strategy of bank. In order to cope up with this problems, small banks generally rely on asset 

management while large banks rely liability management, Both the strategies must be aware 

of cost of funds- the cost of disposing in the previous strategy whereas the cost of funds in the 

latter strategy. 

 

Similarly, the bank cannot neglect other risks as well such as market risk and credit risk in 

relation with the trade off between the liquidity and profitability. The tackling of both risks is 

always influenced by the size of the banks. Market risk can be managed through hedging if 

available such as position in financial futures, options, or swaps. Bank regulations also 

impose some degree of diversification by limiting maximum loan to any one borrower or 

under a particular head that also assist in co-coordinating the trade off between the 

profitability and liquidity of a bank. 

 

2.1.11 Profitability of Commercial Banks 

“Unlike in any other organizations, there are various forms of stakeholders in the Bank. So, 

the bank also has to make the best efforts to meet the interests of the stakeholders. The 

majority of the needs of the stakeholders are related with the profitability of the banks. For 

example, in case  the  bank  earns  profits,  the  investors  get  dividends,  employees  get  

bonus,  government gets  benefits  in  forms  of  taxes  etc. Thus, the foremost objective of the 

banks is the profit maximization. 

 

The major source of funds of the bank is the public deposit. The bank in most of the cases 

has to pay certain rate of interest to the public in their deposit. Thus, the banks have to 

mobilize these funds in the profitable sectors, which derive maximum return on the assets. 

Hence, the investment or granting of loan and advances by them are highly influenced by 

profit margin. The profit of the bank is dependent on the interest rate, volume of loan 

and time period of loan.  However,  the  bank  at  the  same  time  has  to  ensure  that  their  

investment  is  safe  from default. 

Although the banks have to invest in order to earn profits. But, at the same time have to 



 

set aside some of its fund in order to maintain their liquidity. As the major source of bank‟s 

fund is public deposits, the bank has to be able to allow the depositors to withdraw their 

deposit in terms of need. Thus, the bank cannot invest all its funds in the profitable sectors. Thus, 

a successful bank is one who invests most of its funds in different earning asset standing 

safely from the problem of liquidity i.e. keeping cash reserves to meet the daily 

requirements of the depositors. Lower the liquidity, higher the profitability and higher the 

liquidity, lower the profitability. So, profitability and liquidity maintain a highly negative co-

relation. Since both are equally important, banks cannot afford to ignore any of them. So, 

the management has to make a crucial decision regarding a mixture of liquidity and 

profitability” (William, 1990: 32-34). 

 

2.1.12 Theories of Profit 

Economists have propounded several theories of profits to explain profits of entrepreneurs. 

Most of the theories are centered on the controversy about the role of the entrepreneur. In the 

following section some of the fundamental theories of profit have reviewed in brief. 

A) Theory of Risk and Uncertainty Bearing 

It was F.B. Hawley who first developed the theory of risk bearing and concluded that profit 

is a reward of the entrepreneurs for bearing risks. But, the theory was picked up by 

Professor F.H.  Knight  who  divided  risks  into  insurable  and  non-insurable  risks  and  

concluded  that profit is a reward for bearing non-insurable risks and uncertainties. Thus 

according to Knight, profit  is  a  reward  to  the  entrepreneur  for  his  non-transferable  

function  of  bearing  non- insurable risk and uncertainties. 

 

B) Dynamic Theory of Profit 

This theory was propounded by J.B. Clark. According to this theory, „dynamic changes‟ 

in the economy are the basic causes of emergence of profits. There is no profit in a static 

economy as no changes take place. In a dynamic economy there are constant changes in 

population, capital, methods of production and industrial set up. These changes multiply 

wants of consumers, which earn profits to the entrepreneur. 

C) Innovation Theory of Profits 

Joseph   Schumpeter   singled   out   „innovation‟   form   the   dynamic   theory   of   profits   

and developed the innovation theory of profits. According to Schumpeter changes take 

place in a dynamic economy and innovation in the changing world gives rise to profits. In 

his vies, the entrepreneur plays an important role of introducing innovation in an economy 



 

and profits are the rewards for his role as an innovator. The innovation could be changes 

or techniques that reduces cost of production or increases demand for the product. 

 

2.2 Review of Journal and Articles 

Davis Philips (2003) in his article “Liquidity Management in Banking Crisis” had stated that 

liquidity risk is that asset owner unable to recover full value of asset when sale desired. Bank 

liquidity  is  the  ability  of  institution  to  meet  obligations  under  normal  business 

conditions. He further suggests the tools for protecting against bank liquidity i.e.  holding 

liquid assets (net defensive position cost in terms of lower profitability),   dissipating  

withdrawal  risk   by   diversifying   funding   sources  (liability Management), seeking low 

volatility ratio: VL–LA/TA-LA, where VL volatile liabilities, LA liquid assets, TA total 

assets, important role of supervision & reserve requirements also money  market  

infrastructure  ensuring  liquidity  maintained.   

 

He had also pointed out the liability management diversification to reduce liquidity risk- 

CDs, Eurodollars, securitization, subordinated debt as well as inter bank time & demand 

deposits. Lender of last resort- institution such as the central bank, which has the ability to 

produce at its discretion currency or 'high powered money' to support institution facing 

liquidity difficulties, to create enough base money to offset public desire to switch into 

money during a crisis & to delay legal insolvency of an institution. His conclusion was 

liquidity risks are endemic to banking given the maturity transformation they undertake. First 

line of defense should be appropriate liquidity policy an asset & liability side, supported by 

adequate capital & firm supervision. Role of lender of last resort in non crisis period is to 

avoid unnecessary failure, with suitable safeguards for central bank balance sheet & to 

minimize moral hazards. 

Matz Leonard (2004) in his article “Liquidity Risk Management and Self Paced A/L 

Management” undoubtedly suggested that the quantity of liquidity you have or can get must 

be related to the quantity of liquidity that you think you may need. The quantity of liquidity 

that you need is,  mainly,  the  sum  of  current  liabilities  you  may  lose  plus  new  assets  

you  have  to  fund. Liquidity Risk, the amount of liquidity you might need, is highly 

scenario specific. Liquidity cannot be intelligently measured without using scenario analysis. 

Sources available in some scenarios are less available or unavailable in others. 

 

He emphasized that the essences of liquidity risk is cash flow. Therefore, fundamentally, 



 

liquidity gap analysis is simply an evaluation of the two requirements: "enough money" and 

"when we need it". Liquidity risk management tactics are more vital than managing the time 

profiles of maturing liabilities. He conducted  four  essential  Liquidity  Management  tools:  

always  keep  some  asset  liquidity reserve,  extend  liability  terms  to  reduce  liquidity  

risk,  be  prepared  to  enhance  liquidity quickly at the first signs of increased potential need 

and manage cash flow profiles. 

 

He further recommended that banks should analyze the likely impact of different stress 

scenarios on their liquidity position and set their limit accordingly.  Limits should be 

appropriate to the size, complexity and financial condition of the bank. Management should 

define the specific procedures and approvals necessary for exceptions to policies and limits. 

The liquidity strategy should set out the general approach the bank will have to liquidity, 

including various quantitative and qualitative targets. This strategy should address the bank's 

goal of protecting  financial strength and the ability to withstand stressful events in the 

marketplace. Optimal management of liquidity requires a delicate balance between liquidity 

risk and income. No bank can hold enough liquidity to survive anything close to a "worst 

case" liquidity crisis. The penalty for too little liquidity may be the failure of the bank but too 

much liquidity carries a penalty as well. So, liquidity risk is highly idiosyncratic, arbitrary 

and inconsistent. 

 

Shrestha Harish (2007) in his article “The Efficiency of Liquidity Monitoring and 

Forecasting Framework the Nepal Rastra Bank in the Context of Liquidity Management in 

the Nepalese Banking and Financial System” has stated liquidity management as the part of 

risk management framework of financial services industry. He found taking high liquidity 

risk as well as high credit risk are two main factors that cause banks to fail. Although high 

liquidity risk alone is not likely to cause banks failures, a liquidity crisis usually signals a 

need for change. He concluded proper liquidity management ensures that banks and financial 

institutions' financial commitments and obligations are met.  

 

Maintaining adequate liquidity also helps in avoiding forced sale of assets. The need for bank 

liquidity stems from seasonal, cyclical trend and short-term irregular movements in deposits 

and loans. The different sources  available  to  meet  these  liquidity  needs  were  identified  

and  grouped  into  asset  and liability liquidity sources. The treasury manager must consider 

the purpose of the liquidity need, the length of time for which funds are needed, the access to 



 

liability markets, the cost and the characteristics of various liquidity sources and interest rate 

forecasts. 

 

Walt Jacob (2008), in his article, “Sound Practices  for  Managing  Liquidity  in  Banking  

Organizations” attributed  Liquidity,  or  the ability to fund increases in assets and meet 

obligations as they come due, is crucial to the ongoing viability of any banking organization. 

Sound liquidity management can reduce the probability of serious problems. Indeed, the 

importance of liquidity transcends the individual bank, since a liquidity shortfall at a single 

institution can have system – wide repercussions. For this reason, the analysis of liquidity 

requires bank management not only to measure the liquidity  position  of  the  bank  on  an  

ongoing  basis  but  also  to  examine  how  funding requirements are likely to evolve under 

various scenarios, including adverse conditions. 

 

Dr Khatiwoda (Annapurna Post 2010), the governor of Nepal Rastra Bank accused   

commercial banks, “At present situation Nepalese sector is facing liquidity problem due to 

their own causes such as high investment on unproductive sector i.e. real state, involve in 

competition to increase market share and bonus distribution “he adds “directors of 

commercial banks creates a big problem but the situation is in controllable, NRB is going to 

make policy to solve it.” 

2.3 Review of Thesis 

Poudel (2006) carried out the research work on “Liquidity Management of commercial Banks 

in Nepal with reference to Bank of Kathmandu (BOK), Nepal Industrial and Commercial 

Bank (NIC),HBL ,EBL ,and NABIL ”,with the objective of examining and analyzing the 

liquidity position and its management in Nepalese Commercial banks. The study had been 

conducted for following objectives. 

 To explore and examine the liquidity position of BOK, NIC, EBL and NABIL. 

 To determine the operational efficiency of management of banks under study. 

 To evaluate how efficiently the total assets have been used by the management of the 

banks. 

 

The study concludes with the following findings such as, 

 The liquidity position of NIC is strong, EBL is poor and BOK, HBL and NABIL are 

moderate in terms of cash and bank balance to current deposit ratio. 



 

 The liquidity position of EBL,NIC and BOK are proportionately better than NABIL 

and HBL in terms of short-term investment to the total investment ratio, 

 The efficient deposit utilization in the investment of NABIL is good, BOK is poor and 

NIC,HBL and EBL are moderate and so on. 

 

Dhungana (2006) made the thesis report entitled “Liquidity Position of Commercial Banks 

of Nepal with reference to BOK, HBL, Standard Chartered Bank(SCB),Nepal Bank Limited 

(NBL),NIB,EBL”, with the objective of examining the relationship between liquidity and 

profitability.  

 

Thus, this study had been conducted to achieve the following objectives: 

 To explore and examine the relationship between liquidity and profitability of BOK, 

HBL, SCB, NBL, NIB and NABIL. 

 To determine the operational efficiency of management of banks under study. 

 To evaluate how efficiently the total assets have been used by the management of the 

banks. 

 To analyze the trend of net profit achieved by the concerned banks. 

 To examine the relationship between total deposit and net profit of the banks. 

 To analyze the specific problems faced by the banks. 

   This study concludes with the following findings such as, 

 The banks under study are maintaining very high level of liquidity than the rate 

imposed by the NRB, 

 Saving and fixed deposit are in the higher proportion as the major sources of funds for 

each bank, 

 There is the positive correlation between change in deposit and change in total liquid 

fund of banks and so on. 

 

Shrestha (2007) researched the Master‟s thesis on “Performance Measurement of Joint 

Venture Banks in Nepal with reference to EBL, SCB, Nepal state Bank of India(NSBI) and 

NABIL”. The major objective of his study was to assess the investment policy and strategies 

followed by the banks under study .The major findings of the study includes, 

 SCB has the highest mean current ratio whereas, NABIL has the poorest, 

 NABIL has maintained highest cash and bank balance to total deposit ratio among all 



 

the banks under study, 

 The condition of the entire banks are moderate to maintain investment to total deposit 

ratio, 

 EBL has the highest earning power capacity than the other banks under study etc. 

 

With the analysis and evaluation of various financial and statistical tools, he recommended 

that all the banks under study should collect more amount of deposits through variety of 

deposit schemes and facilities. Moreover, he also suggested EBL to keep wide vision in 

investment. Further, he strongly recommended the banks to invest its more funds in share and 

debentures. 

 

Tamang (2009) conducted the Master‟s thesis entitled “Financial Performance Analysis of 

commercial Banks of Nepal with reference to NIB and NABIL”, with the objective to 

measure the operating efficiency, stability and profitability of NIB and NABIL along with 

their financial strength and weakness. Thus, the study had been conducted to achieve the 

following objectives. 

 

The study concludes the findings such as, 

 The liquidity position of NIB is better than that of NABIL, 

 NABIL has utilized more debt that NIB, 

 The profitability ratio of NABIL is better than that of NIB in terms of ROA, 

 The EPS and DPS of NABIL are better than that of NIB, 

 There is positive correlation between total debt and net profit for both the banks. 

 

On the basis of his findings, he recommended that both the banks should review their overall 

capital structure and investment portfolio to make the better mix in capital structure. 

Moreover, he also suggested both the banks should give due consideration  in improving 

their liquidity position . 

 

Dahal (2010) conducted this Master‟s thesis entitled “Relationship between Liquidity and 

Profitability of Joint Venture banks in Nepal, with reference to Everest Bank, Himalayan 

Bank and NABIL,” with an objective to discuss, examine and evaluate the tradeoff between 

liquidity and profitability position of concerned  JVBs in Nepal.   



 

Thus, this study had been conducted to achieve the following objectives: 

 To explore and examine the relationship between liquidity and profitability of EBL, 

HBL and NABIL. 

 To determine the operational efficiency of management of banks under study. 

 To evaluate how efficiently the total assets have been used by the management of the 

banks. 

 To analyze the trend of net profit achieved by the concerned banks. 

 To examine the relationship between total deposit and net profit of the banks. 

 To analyze the specific problems faced by the banks. 

 

This study concludes with the following findings such as, 

 The Liquidity position of HBL is comparative better than EBL and NABIL according 

to the current ratio and quick ratio. 

 The liquidity position of EBL seems to be more sound than HBL and NABIL on the 

basis of cash and bank balance to current deposit ratio and cash and bank balance to 

total debt ratio. 

 The average net profit ratio, ROE, ROA, ROCE, EPS and DPS, Dividend payout ratio, 

Earning Yield ratio and Dividend yield Ratio of NABIL are comparatively better than 

EBL and HBL. 

 NABIL is far better than EBL and HBL in almost aspect that have been analyzed and 

evaluated in the study. 

 

On the basis of finding, he recommended that all these JVBs under study are suggested to 

concentrate more on the performance ,business growth rate ,assets quality and governance 

practices .Apart from these ,market reputation ,diversified service range and rate of 

shareholder should also be taken into account by the bank so that it not only be beneficial for 

the bank but will also pay a vital criteria or tool regarding a reward as one of the best bank of 

the nation. 

 

2.4 Research Gap 

All of the above research made were mainly concentrated on the liquidity management of the 

bank, and thus has totally ignored the impact of liquidity in profitability, which is the 

ultimate goal of each organization. Thus, to fulfill such gap, this study has been carried out. 



 

The study shows the interrelationship between liquid assets on net profit and the impact of 

maintaining cash and bank balance on net profit of the selected bank. Further, the study 

focuses on the various liquidity and profitability ratios that truly delineate the liquidity and 

profitability position of the banks. 

 

  



 

CHAPTER – III 

RESEARCH METHODOLOGY 

 

3.1 Research Design 

This research work tried to analyze the liquidity and profitability position of the commercial 

banks of Nepal. The present study consists of analytical as well as descriptive design. The 

study was based on secondary data only. Only five commercial banks were taken into 

account, which represent almost same strategic groups. Financial as well as statistical tools 

were used to analyze and interpret. 

 

3.2 Population and Sample  

In the present context, there are 31 commercial banks operating in Nepal. The study of all 

these banks within this research was almost impossible. Hence, considering these number of 

banks as total population, five commercial banks, namely Standard Chartered Bank Nepal 

Limited (SCBNL), Nepal Arab Bank Limited (NABIL), Himalayan Bank Limited (HBL), 

Everest Bank Limited (EBL) and Nepal Investment Bank Limited (NIBL), within from these 

total population has been taken as sample and tried to achieve the objectives set out by 

analyzing the data. Thus the sample taken represents 19% of the total population. 

 

3.3 Sources of Data 

Since the study is based on the secondary data, the data were collected from various sources. 

Mainly the secondary data was collected by reviewing the annual reports, brochures, 

prospects of the concerned banks and the official websites of the respective banks. 

 

3.4 Data Processing and Presentation Procedure 

The information or data obtained from the different sources in raw form. From that 

information, direct presentation was not possible so it was necessary to process data and 

converts it into required from. Than only after than the data were presented for this study. For 

presentation different tables were used. Similarly in same case graphical presentation were 

also made. So far as the computation was concerned, it has been done with the help of using 

Microsoft Excel. 

 

 



 

3.5 Data Analysis Tools 

Liquidity and Profitability position of the banks is analyzed with two important tools. The 

first most important tool is the financial tool, which includes ratio analysis and another is a 

statistical tool. 

 

3.5.1 Financial Tools 

The following financial ratios are going to be analyzed under the liquidity and financial 

position analysis of selected five commercial banks. 

 

A) Liquidity Ratio 

Liquidity ratio is a rigorous measure of a firm's ability to serve its short-term obligation. It 

reflects the short-term financial solvency of a firm as a whole or it is employed as a 

measurement of a company's liquidity position. The firm should remain an appropriate 

liquidity neither excess nor less to meet its short-term obligation when they become due. 

Inadequate liquidity can lead to unexpected cash short falls. A very high degree of liquidity is 

also not good as ideal assets earn nothing, leading to fewer assets yield and contributing to 

poor earning performance. Important liquidity ratios that have been used in the study are 

listed below: 

 

a. Liquid Assets Trend 

Each bank makes the provision of keeping liquid assets to meet the short term liability. Hence 

the trend of liquid assets in the bank will be measured under this heading. The liquid assets 

include only those assets that can be easily turned into cash. 

 

b. Current Ratio 

The current ratio is the ratio of total current assets to total current liabilities. Current ratio 

measure the short-term solvency, i.e. its ability to meet short-term obligation or as a measure 

of creditors versus current assets. The current ratio is calculated by dividing current assets by 

current liabilities. 

              
              

                   
 

 

 

 



 

c. Cash and Bank Balance to Total Deposits Ratio 

Cash and bank balance to total deposits ratio measures the capacity of bank to meet 

unexpected demand made by depositors, i.e. current account holders, saving depositors, call 

and other depositor. This ratio is computed by using the following formula: 

                                             
                         

             
 

 

d. Cash Reserve Ratio (CRR) 

Each bank has to keep the cash reserve ratio as directed by the NRB. The CRR ratio as per 

the NRB should be 5%. The cash reserve ratio is calculated by using the following formula. 

    
                     

                   
 

 

e. Fixed Deposit Total Deposit Ratio 

Fixed deposit is a long-term and high interest bearing deposit. More fixed deposit may be an 

advantage if it can be invested in long-term credit. This ratio is calculated in order to find out 

the proportion of fixed deposit in total deposit. Fixed deposits are long-term deposit and 

banks can mobilize them on investment, loans and advances.  

                                     
                   

             
 

 

f. Current Deposit to Total Deposit Ratio 

Current deposit is short-term non interest bearing deposit. Current deposit is generally 

regarded as short-term obligation as it can be withdrawn without prior notice or with short 

notice.  

                                       
                     

              
 

 

B) Profitability Ratio 

Profit is the ultimate output of a company and its existence is not justified if it fails to make 

sufficient profit. Therefore the company should continuously evaluate the efficiency of the 

company in terms of profit. The profitability ratios are calculated to measure the operating 

efficiency of the company. Generally, two major types of profitability ratios are calculated: 

a) Profitability in relation to sales  



 

b) Profitability in relation to investment.  

 

Net Profit Trend 

The goal of each bank is to maximize profit. Thus, this analysis depicts the comparative 

efficiency of the banks in gaining highest profit. Obviously, the high profit is favorable. 

 

Net Profit Margin 

Net profit margin indicates margin of compensation left to the owners for providing their 

capital, after all expenses have met. It helps in determining the efficiency with which the 

affairs of the business are being managed. A net profit margin would enable the firm to 

withstand adverse economic conditions and low margin will have opposite implications. 

                  
    

               
 

 

b. Interest Income to Loan and Advances 

The bank grants loan and advances for the sole reason to gain interest income. Thus, to 

examine how far the bank has been able to manage the loan and advances in earning interest 

income, the ratio of interest income to loan and advances has been determined. 

                                     
               

                        
 

 

Return on Shareholders’ Equity 

Return on shareholders‟ equity reflects how well the firm has used the resource of the 

owner's. The earning of satisfactory return is the most desirable objective of business as 

common or ordinary shareholders are entitled to the residual profits. It is calculated by 

dividing profit after tax by shareholders‟ equity. 

                              
    

                   
 

d. Return on Total Assets Ratio (ROA) 

Return on total assets explains the contribution of assets to generating net profit. This ratio 

indicates efficiency towards of assets mobilization. In other words return on total assets ratio 

is an overall profitability rate, which measures earning power and overall operation efficiency 

of a firm. This ratio helps the management in identifying the factors that have a bearing on 

overall performance of the firm. 



 

                       
    

            
 

 

e. Return on Total Deposit Ratio 

Return on total deposit ratio measures how efficiently the deposits have been mobilized. It 

reveals the relationship between net profit after tax and total deposits. An explanation of the 

ability of management in efficient utilization of deposits. The ratio is calculated as; 

                               
    

              
 

 

f. Interest Earned to Total Assets Raito 

Interest earned to total assets ratio shows how much interest has been generated by 

mobilizing the assets in the bank. Higher ratio indicates higher efficiency in the mobilization 

of resources and ability of interest earning and vice-versa. The following formula is used to 

calculate this ratio. 

                                      
               

            
 

 

g. Interest Paid to Interest Income Ratio 

Interest paid to interest income ratio reveals the proportionate relationship between interest 

paid on different liabilities and interest income form different source. Higher ratio indicates 

that the bank has paid higher amount of interest on liabilities in relation to interest income 

and vice versa.  

                                       
                       

                     
 

 

 

 

3.5.2 Statistical Tools 

A) Arithmetic Mean 

Arithmetic Mean of a given set of observations is the sum of the observation divided by the 

number of observations. In such as case all the items are equally important. Simple 

Arithmetic Mean is used in this study as per necessary for analysis. 

 

We have, 



 

Mean ( X ) = 
n

x
 

Where x = sum of all values of the observations 

n = Number of observation 

x = Value of variables 

 

B). Standard Deviation 

“The standard deviation usually denoted by the letters ().  Karl Pearson suggested it as a 

widely used measure of dispersion and defined as the given observations from their 

arithmetic mean of a set of value. It is also known as root mean square deviation. Standard 

deviation, in this study has been used to measure the degree of fluctuation of interest rate and 

that of other variables as per the necessity of the analysis” (Gupta, 2002: 238). 

We have, 

Standard Deviation = 
n

)xΣ(x
2


 

 

C) Coefficient of Variation (C.V.) 

The relative measure of dispersion based on standard deviation is called coefficient of 

standard deviation and 100 time coefficient of standard deviation is called coefficient of 

variation. It is denote by C.V. Thus, 

C.V. = %100

x


 

 

Where  = Standard Deviation 

X  = Mean Value of Variables 

The distribution having less C.V. is said to be less variable or more consistent. A distribution 

having greater C.V. is said to be more variable or less consistent.  

 

D) Coefficient of Correlation  

“The coefficient of correlation is a number, which indicates to what extent two things 

(variables) are related to what extent variations in one go with the variations in the other” 

(Levin and David, 1994:613). 

 



 

The value of coefficient of correlation as obtained shall always lie between +1, a value of –1 

indicating a perfect negative relationship between the variables, of +1 a perfect positive 

relationship, and of no relationship when correlation coefficient is zero. The zero correlation 

coefficient means the variables are uncorrected. 

 

It is defined by Karl Pearson as: 

r= 
 ∑   ∑ ∑ 

√ ∑ 
 
 (∑ ) √ ∑ 

 
 (∑ ) 

 

 

E ) Probable Error 

The probable error denoted by P.E. is used to measure the reliability and test of significance 

of correlation coefficient. Significance has been tested by using the probable error (P.E) and 

it is denoted by the following model: 

 

Probable Error (P.E) = 0.6745 
n

r1
2


  

 

Where, r= the value of correlation coefficient 

     n= number of pairs of observation 

if r < P.E., it is significant, i.e. there is no evidence of correlation 

if r > 6P.E., it is significant. 

if P.E < r <  6P.E., nothing is concluded. 

F) Regression Analysis 

Regression is a statistical method for investing relationships between the variables by the 

establishment of an approximate functional relationship between them. It is considered as a 

useful tool for determining the strength of relationship between two (Simple Regression) or 

more (Multiple regression) variables. It helps to predict or estimate the value of one variable 

when the value of other variable/variables is known. The regression line of dependent 

variable (Y) on independent variable (X) is given by; 

 

Y = a + bX………………………..(i) 

 

Where,  a =  constant 

   b = regression coefficient   



 

CHAPTER – IV 

DATA PRESENTATION AND ANALYSIS 

 

4.1 Liquidity Position 

Commercial banks need liquidity to meet loan demand and deposit withdrawals. Liquidity is 

also needed for the purpose of meeting cash reserve ratio (CRR) requirements prescribed by 

NRB. The commercial banks should ensure that they do not suffer from the liquidity problem 

and should ensure that it does not have excess liquidity as well. The failure of the bank to 

meet this obligation will result bad credit image and loss of creditors confidence.  

 

4.1.1 Liquid Assets Trend 

Liquid assets mean the asset that can be easily converted in cash. The bank has to keep 

adequate liquidity to meet the short term liability. The liquid assets maintained by the 

sampled banks are presented in the Table 4.1. 

Table 4.1 

Liquid Assets 

(Rs. in Million) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 16739.6   9088.34 13633.39 5998.45   8210.48 

2006/07 17968.5 11420.7 15303.11 7598.4 8163.87 

2007/08 19499.9 15169.7 15317.16 8449.74 10905.81 

2008/09 26249.5 15412.7 13754.98 12605.01 16769.22 

2009/10 24137.8 19101.8 14674.63 13363.31 15850.86 

Mean 20919.1   14038.65 14536.65 9062.98 11980.05 

S.D. 4091.51 3878.22 812.80 3220.76 4118.44 

C.V.% 19.56 27.63 5.59 33.54 34.38 

(Source: Appendix I) 

 

  



 

Figure 4.1 

Liquid Assets 

 

(Source: Table 4.1) 

 

The table 4.1 and figure 4.1 shows that the amount of liquid assets maintained by the sampled 

banks to meet the current liabilities. The table depicted that the liquid assets of SCBNL 

increases for the first four years, i.e. from Rs. 16739.6 millions in the fiscal year 2005/06 to 

Rs. 26249.5 millions in the fiscal year 2008/09, and then decreases  to Rs. 24137.8 millions 

in the fiscal year 2009/10. In average, SCBNL has Rs. 20919.1 million as liquid assets within 

the five years period and the coefficient of variation in the amount is 19.56%. Similarly, the 

liquid assets of NABIL is highest, Rs. 19101.8 millions in the fiscal year 2009/10 and lowest, 

Rs. 9088.34 millions in the fiscal year 2005/06. And the average amount kept by NABIL as 

liquid assets is Rs. 14038.65 million and the coefficient of variation in the amount is 27.63%. 

 

Likewise, except in the fiscal year 2005/06, the liquid assets maintained by HBL is in 

increasing trend. The liquid assets of HBL range from Rs. 13633.39 millions in the fiscal year 

2005/06 to Rs. 14674.63 millions in the fiscal year 2009/10. In average, HBL maintains Rs. 

14536.65 million as liquid assets. Further, the liquid asset of EBL is in increasing trend. The 

liquid assets of EBL increase from Rs. 5998.45 millions in the fiscal year 2005/06 to Rs. 

13363.31 millions in the fiscal year 2009/10. The average liquid asset kept by EBL within the 

five consecutive fiscal years is Rs. 9062.98 million and the coefficient of variation in the 

amount is 33.54 %, which indicates inconsistency in the liquid assets. 
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 The liquid assets of NIBL in the fiscal year 2005//06 is Rs. 8210.48 million then it decreases 

to Rs. 8163.87 in the fiscal year 2006/07 but then it increases in the fiscal year 2007/08 and 

2008/09 to Rs. 10905.81 million and Rs. 16769.22 million  respectively. Similarly in the 

fiscal year 2009/10 it decreases to Rs. 15850.86 million. In average, NIBL maintains Rs. 

11980.05 million as liquid asset, and the coefficient of variation in the provision is 34.38, 

indicating inconsistency in liquid assets. 

 

Comparing five sampled banks, it can be concluded that the liquid assets maintenance of 

SCBNL (Rs. 20919.1 millions) is comparatively highest and that of EBL (Rs. 9602.98 

millions) is comparatively lowest. 

 

4.1.2 Current Ratio 

The current ratio is a measure of the firm's short-term solvency. Current ratio of 2:1 or more 

is generally considered satisfactory, which is not a strict rule. This conventional rule is based 

on the assumption that even if the current assets are decreased by half, the firm can easily 

meet its current obligations.  

Table 4.2  

Current Ratio 

(In Times) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 1.07 1.09 1.06 1.08 1.08 

2006/07 1.09 1.11 1.07 1.07 1.08 

2007/08 1.08 1.10 1.08 1.07 1.08 

2008/09 1.09 1.11 1.08 1.07 1.08 

2009/10 1.09 1.07 1.10 1.08 1.09 

Mean 1.08 1.10 1.08 1.07 1.08 

S.D. 0.01 0.02 0.01 0.00 0.01 

C.V.% 0.89 1.48 1.28 0.45 0.51 

(Source: Appendix I) 

 

 

  



 

Figure 4.2 

Current Ratio 

 

    (Source: Table: 4.2) 

 

The table 4.2 and figure 4.2 measures the current ratio of the sampled banks. The table shows 

that the current ratio of SCBNL fluctuated during the five year periods. The ratio is 

highest(1.09 times) in the fiscal year 2006/07,2008/09,2009/10 and lowest (1.07 times) in the 

fiscal year 2005/06 and in the fiscal year 2007/09.In  the fiscal year 2007/08 it is 1.08 times. 

In average, SCBNL maintains 1.08 times as the current ratio to meet the obligations. 

Similarly, the current ratio in NABIL is stable for the first three year, i.e. 1.09 times, and then 

it increases to 1.11 times in the fiscal year 2006/07 and decreases to 1.10 times in the fiscal 

year 2007/08 , again increases to 1.11 times in 2008/09 and then it decreases to 1.07 times in 

the fiscal year 2009/10. In average, the current ratio of NABIL is 1.10 times and the 

coefficient of variation in the ratio is 1.48%. 

 

Likewise, the current ratio of HBL is 1.06 times in the fiscal years, i.e. in the fiscal year 

2005/06.  In the fiscal year 2006/07 the ratio is 1.06 times and 1.08 times in the fiscal year 

2007/08 and 2008/09 .And in the fiscal year 2009/10 it is 1.01 times. In average, HBL 

maintained 1.08 times current ratio and the coefficient of variation in the ratio is 1.28%. Also, 

the current ratio of EBL is 1.08 times in the fiscal year 2005/06 and 2009/10. Similarly 1.07 

times in the fiscal year 2006/07, 2007/08 and 2008/09. The average current ratio maintained 

by EBL in such period is 1.07 times and the coefficient of variation in the ratio is 0.45%.  
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Finally, the current ratio in NIBL is 1.07 times in the fiscal year 2005/06 and 1.08 times in 

the rest of the three fiscal years i.e. 2006/07, 2007/08, and 2008/09. And in  the fiscal year 

2009/10 it is 1.09 times, This indicated that NIBL followed stable liquidity policy by 

maintaining stable current ratio, which is also verified by the low coefficient of variation, 

which is 0.51%. As a result, the average current ratio of NIBL is 1.08 times. 

 

Comparing five sampled banks, it can be concluded that the liquidity position of NABIL is 

better than that of others‟, since the average current ratio of NABIL (1.10 times) is greatest in 

comparison with that of SCBNL (1.08 times), HBL (1.08 times), EBL (1.07 times) and NIBL 

(1.08 times). However, the ratio is most stable in EBL, since the coefficient of variation in the 

ratio of EBL (0.45%) is lowest. 

 

4.1.3 Cash and Bank Balance to Total Deposits Ratio 

 Adequate liquidity is also must in the banking sector in order to protect its solvency and to 

honor its short-term obligations and liabilities. Hence bank should have enough cash and 

bank balance in comparison to total deposit. 

Table 4.3 

Cash and Bank Balance to Total Deposits Ratio 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 5.53 3.26 6.48 11.25 12.35 

2006/07 8.20 6.00 5.85 13.15 9.97 

2007/08 6.89 8.37 4.55 11.13 10.90 

2008/09 7.56 9.03 8.79 18.50 16.96 

2009/10 5.48 3.02 10.28 21.17 13.61 

Mean 6.73 5.93 7.19 15.04 12.76 

S.D. 1.21 2.79 2.31 4.55 2.73 

C.V.% 17.98 47.06 32.16 30.25 21.38 

(Source: Appendix I) 

  



 

Figure 4.3 

Cash and Bank Balance to Total Deposits Ratio 

 
       (Source: Table: 4.3) 

 

The table 4.3 and figure 4.3 measures the cash and bank balance kept by the banks in respect 

to the total deposit collected. The table presents that the cash and bank balance to total 

deposit of SCBNL is in fluctuating trend. The ratio is 5.53%, 8.20%, 6.89%, 7.56% and 

5.48% in the fiscal year 2005/06, 2006/07, 2007/08, 2008/09 and 2009/10 respectively. In 

average, SCBNL maintains 6.73% of the total deposit as cash and bank balance to meet the 

cash requirement. However, the coefficient of variation, 17.98%, indicates that the ratio is 

inconsistent during the period, and thus there is no stable policy in maintaining cash and bank 

balance from total deposit.  Also, the ratio in NABIL fluctuates during the entire period, and 

thus ranges from 3.26% in the fiscal year 2005/06 to 3.02% in the fiscal year 2009/10. In 

average, NABIL maintains 5.93% of the total deposit as cash and bank balance to meet the 

immediate cash requirement. The coefficient of variation, 47.06%, in the ratio is high in 

NABIL. 

 

Likewise, the cash and bank balance to total deposit ratio of HBL is 6.48% in the fiscal year 

2005/06, which decreases to 5.85% in the fiscal year 2006/07, 4.55% in the fiscal year 

2007/08,and then increases to 8.97% in the fiscal year 2008/09 and 10.28% in the fiscal year 

2009/10. In average, HBL maintains 7.19% of the total deposit as cash and bank balance and 

the coefficient of variation in the ratio is 32.16%, indicating inconsistency. However, the 

ratio in EBL is in increasing trend in the first two years, i.e. from 11.25% in the fiscal year 
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2005/06 to 13.15% in the fiscal year 2006/07 and then decreases to 11.13% ,18.50%, 21.17% 

in the fiscal year 2007/08, 2008/09 and 2009/10 respectively . In average, EBL maintains 

15.04% of the total deposit collection as cash and bank balance and the coefficient of 

variation in the ratio is 30.25%. 

 

Consequently, the cash and bank balance to total deposit ratio of NIBL is in fluctuating trend. 

The ratio is 12.34% in the fiscal year 2005/06, which decreases to 9.97% in the fiscal year 

2006/07, again increases to 10.90%,16.96% in the fiscal year 2007/08 and 2008/09 

respectively and finally decreases to 13.61% in the fiscal year 2009/10. In average, the cash 

and bank balance represents 12.76% of the total deposit and the coefficient of variation in the 

ratio is 21.38%. 

 

Comparing five banks on the basis of cash and bank balance to total deposit ratio, it can be 

concluded that EBL has the practice of highest percentage of total deposit collected in the 

form of cash and bank balance than other banks to meet the immediate cash requirement.  

 

4.1.4 Cash Reserve Ratio 

Each bank has to operate its activities as per the direction set out by Nepal Rastra Bank. Cash 

reserve ratio measures, whether the bank has effectively mobilized the local deposit to 

implement the NRB directives. 

Table 4.4 

Cash Reserve Ratio 

(In Percentage) 

FY SCBNL 

 

NABIL 

 

HBL 

 

EBL 

 

NIBL 

NRB 

Requirement 

2005/06 6.86 3.26 5.92 1.88 13.61 6  

2006/07 5.46 6.00 5.92 2.94 10.47 5 

2007/08 5.84 8.37 5.13 4.56 10.91 5 

2008/09 8.81 9.03 6.76 14.26 10.32 5.5 

2009/10 6.74 3.02 6.76 15.53 7.77 5.5 

Mean 6.742 5.936 6.098 7.834 10.616  

S.D. 1.30 2.79 0.68 6.53 10.62  

C.V.% 19.26 47.02 11.233 83.37 19.57  

(Source: Appendix IV) 

 

 



 

Figure 4.4 

Cash Reserve Ratio 

 

 (Source: Table 4.4) 

 

The table 4.4 and figure depicted the cash reserve ratio of the sampled banks. The table 

shows that the CRR maintained by SCBNL is 6.86% in the fiscal year 2005/06 ,decreases to 

5.6% in the fiscal year 2006/07 ,  increases to 5.84% in the fiscal year 2007/08 and 2008/09 

respectively .Finally the ratio decreases to 6.74% in the fiscal year 2009/10. In average, 

SCBNL maintains 6.472% as the cash reserve ratio. The cash reserve ratio indicated that the 

liquidity position of SCBNL was quite good, since the ratio was greater than the ratio 

directed by NRB in each fiscal year. Similarly, the CRR in NABIL ranges from 3.26% in the 

fiscal year 2005/06 to 3.02% in the fiscal year 2009/10. In average, NABIL maintains 

5.936% as the cash reserve ratio. The table depicts that NABIL remained failure to meet the 

standard set by NRB for CRR in two fiscal years, i.e. in the fiscal year 2005/06 and 2009/10. 

 

Likewise, the cash reserve ratio of HBL ranges from 5.92% in the fiscal year 2005/06 and 

6.76% in the fiscal year 2009/10. In average, HBL maintains 6.098% as the cash reserve 

ratio. Since, the CRR of HBL is greater than the standard set by NRB, the liquidity position 

of HBL can be considered satisfactory. Similarly, CRR of EBL is in poor liquidity position in 

first three fiscal year, since the CRR maintained by EBL is lower than the standard set out by 

NRB in each fiscal year. The CRR maintained by EBL is 1.88%, 2.94%, 4.56%, 14.26% and 

15.53% in the fiscal year 2005/06, 2006/07, 2007/08, 2007/09 and 2009/10. In average, the 

ratio of EBL is 7.834% only.  Further, the CRR ratio of NIBL is in decreasing trend from 
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13.61% in the fiscal year 2005/06 to 7.77% in the fiscal year 2009/10. However, it cannot be 

ignored that the liquidity position of NIBL is satisfactory, since NIBL maintains CRR in each 

fiscal year greater than the benchmark. In average, the CRR of NIBL is 10.616%. 

 

Comparing five banks, it can be concluded that the liquidity position of NIBL is most 

satisfactory than that of others, since the average CRR maintained by NIBL is highest. Also, 

the liquidity policy adopted by NIBL is most stable than that of others‟.  

 

4.1.5 Fixed Deposit to Total Deposit Ratio 

The higher the proportion of fixed deposits, the lower the proportion of current, saving or 

short-term deposit in the total deposit. This situation shows higher short-term liquidity 

position of the bank.  

Table 4.5 

Fixed Deposit to Total Deposit Ratio 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 9.62 17.83 23.97 30.74 28.60 

2006/07 12.97 23.28 27.29 30.94 30.69 

2007/08 11.10 26.52 20.17 26.89 23.06 

2008/09 20.09 22.25 18.39 21.16 24.91 

2009/10 26.08 31.70 30.12 28.27 33.59 

Mean 15.90 24.32 23.99 27.60 28.17 

S.D. 7.02 5.17 4.86 3.98 4.26 

C.V.% 44.12 21.25 20.26 14.43 15.13 

(Source: Appendix I)  



 

Figure 4.5 

Fixed Deposit to Total Deposit Ratio 

 

   (Source:Table:4.5) 

 

The table 4.5 and figure 4.5 shows that the ratio of fixed deposit to total deposit of SCBNL is 

in increasing trend except in the fiscal year 2007/08. The increasing trend indicates lower 

requirement of liquid assets in SCBNL. The ratio is highest, 26.08%, in the fiscal year 

2009/10 and lowest, 9.62%, in the fiscal year 2005/06. In average, 15.90% of the total deposit 

was represented by fixed deposit and the coefficient of variation in the ratio is 44.12%, 

indicating inconsistency in the ratio. Similarly, except in the fiscal year 2008/09, the ratio in 

NABIL is in increasing trend. The fixed deposit to total deposit ranges from 17.83% in the 

fiscal year 2005/06 to 31.70% in the fiscal year 2009/10. In average, 24.32% of the total 

deposit was represented by fixed deposit amount and the coefficient of variation in the ratio is 

21.25%. 

 

However, the fixed deposit to total deposit of HBL is in fluctuating trend. The ratio is 

23.97%, 27.29%, 20.17%, 18.39% and 30.12% in the fiscal year 2005/06, 2006/07, 2007/08, 

2008/09 and 2009/10 respectively. In average, 23.99% of the deposit is collected through 

fixed deposit amount and the coefficient of variation in the ratio is 20.26%. Likewise, the 

fixed deposit to total deposit ratio of EBL is also fluctuating. The ratio is highest, 30.94%, in 

the fiscal year 2006/07 and lowest, 21.16%, in the fiscal year 2008/09. In average, 27.60% of 

the deposit collection of EBL comes from fixed deposit amount. 

0

5

10

15

20

25

30

35

2005/06 2006/07 2007/08 2008/09 2009/10

R
at

io
 

Fiscal Year 

SCBNL

NABIL

HBL

EBL

NIBL



 

Similarly the ratio in NIBL increases from 28.60% in the fiscal year 2005/06 to 30.69% in the 

fiscal year 2007/08, decreases to 23.06% in the fiscal year 2007/08 and then increases to 

24.91% and 33.59% in the fiscal year 2008/09 and 2009/10 respectively. In average, NIBL is 

able to collect 28.17% of the total deposit amount from fixed deposit, and the coefficient of 

variation in the ratio is 15.13%. 

 

On the basis of fixed deposit to total deposit ratio, it can be concluded that the ratio is highest 

in NIBL and lowest in SCBNL. And, hence NIBL require comparatively less liquidity ratio 

than other banks to pay the fixed deposit holders. 

 

4.1.6 Current Deposit to Total Deposit Ratio 

Current deposit includes only the amount of current deposit account. It is no interest bearing 

account. Generally, short-term deposit is not beneficial to the bank, as it cannot be invested 

on long-term basis. Therefore lower ratio shows higher short-term liquidity position of the 

bank.  

Table 4.6 

Current Deposit to Total Deposit Ratio 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 20.30 15.04 18.98 8.30 9.01 

2006/07 19.45 14.55 18.60 9.20 8.88 

2007/08 20.76 16.56 15.02 10.40      9.11 

2008/09 16.27 14.67 9.28 14.58 8.04 

2009/10 27.75 17.03 9.96 11.30 8.04 

Mean 20.91 15.57 14.37 10.76 8.62 

S.D. 4.21 1.14 4.61 2.42 0.53 

C.V.% 20.13 7.35 32.08 22.54 6.18 

(Source: Appendix I) 

  



 

Figure 4.6 

Current Deposit to Total Deposit Ratio 

 

   (Source: Table 4.6) 

 

The table 4.6 and figure 4.6 shows the ratio of current deposit to total deposit. The table 

depicts that the ratio fluctuates in SCBNL The ratio decreases from 20.30% in the fiscal year 

2005/06 to 19.45% in the fiscal year 2006/07, increases to 20.76% in the fiscal year 2007/08,  

again decreases to 16.27% in the year 2008/09 and finally increases to 27.75% in the fiscal 

year 20096/10. In average, 20.91% of the total deposit is collected from current accounts and 

the coefficient of variation in the ratio is 20.13%. Similarly, the ratio is in fluctuating trend in 

NABIL. The ratio is highest, 17.03%, in the fiscal year 2009/10 and lowest, 14.55%, in the 

fiscal year 2006/07. Within the five year periods, NABIL collects 15.57% of the total deposit 

through current account in average, and the coefficient of variation in the ratio is 7.35%. 

 

Similarly, the current deposit to total deposit of HBL is maximum, 18.98%, in the fiscal year 

2005/06 and minimum, 9.28%, in the fiscal year 2008/09. In average, 14.37% of the total 

deposit is collected through current accounts. Likewise, the ratio in EBL is highest, 14.58%, 

in the fiscal year 2008/09 and lowest, 8.30%, in the fiscal year 2005/06. In average, EBL 

collects 10.76% of the total deposit through current deposit and the coefficient of variation in 

the ratio is 22.54%, indicating quite uniformity. Moreover, the ratio in NIBL was also in 

fluctuating trend. The ratio is 9.01%, 8.88%, 9.11%, 8.04% and 8.04% in the fiscal year 

2005/06, 2006/07, 2007/08, 2008/09 and 2009/10 respectively. In average, NIBL collects 

8.62% of the total deposit through current account. 
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Comparing five banks on the ground of current deposit to total deposit, it can be concluded 

that SCBNL requires more liquidity than other banks to meet the demand of current deposit 

holders, since the ratio of current deposit to total deposit of SCBNL is highest in comparison 

to other banks.  

 

4.2 Profitability Position 

Profit maximization and wealth maximization are primary objectives of any organization. 

Therefore all the organization tries to maximize its profit. It is very important for their 

survival in this competitive market for their future growth. Profit indicates the present 

condition of the organization where they stand in the market. In this section various 

profitability ratios, which reflects the operating efficiency of the bank have been analyzed.  

 

4.2.1 Net Profit Trend 

The main objective of the bank is to achieve profit. Further, profit is the lifeblood of each 

organization, without which the organization cannot sustain. Thus, the bank should also gain 

profit for survival. The net profit gained by the sampled banks is presented in the Table 4.7. 

Table 4.7 

Net Profit 

(Rs. in Million) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 658.76 635.26 457.46 237.29 350.54 

2006/07 691.67 673.96 491.82 296.41 501.40 

2007/08 818.92     746.47 635.87 451.22 696.73 

2008/09 1025.11 1031.05 752.83 638.73 900.62 

2009/10 1085.87 1138.57 508.80 831.76 1265.95 

Mean 856.07 845.06 569.36 491.08   743.05 

S.D. 192.82 225.69 122.77 245.84 358.07 

C.V.% 22.52 26.71 21.56 50.1 48.19 

(Source: Appendix I) 

  



 

Figure 4.7 

Net Profit 

 

   (Source Table:4.7) 

 

The table 4.7 and figure 4.7 depicts the net profit trend of the sampled banks. According to 

the table 4.7 and figure 4.7, the net profit achieved by SCBNL is in increasing trend,. SCBNL 

is able to increase the net profit from Rs. 658.76 millions in the fiscal year 2005/06 to Rs. 

1085.87 millions in the fiscal year 2009/10. Within the five year periods, SCBNL earns Rs. 

856 million per year in average, and the coefficient of the variation in the net profit 

achievement is 22.52%. Alike in SCBNL, the net profit of NABIL is in increasing trend. The 

net profit of NABIL ranges from Rs. 635.26 millions in the fiscal year 2005/06 to Rs. 

1138.57 millions in the fiscal year 2009/10. In average, NABIL earns Rs. 845.06 millions as 

net profit and the coefficient of variation in such earning is 26.71%. 

 

Similarly, the net profit achievement of HBL is also in increasing trend till the fiscal year 

2008/09 and then decreases in the fiscal year 2009/10. The net profit of HBL is  Rs. 752.83 

millions, in the fiscal year 2008/09 and lowest, Rs. 457.46 millions, in the fiscal year 

2005/06. In average, HBL earns Rs. 569.36 millions as net profit, and the coefficient of 

variation in such earning is 21.56%. Further, the net profit of EBL ranges from Rs. 237 

millions in the fiscal year 2005/06 to Rs. 831.76 millions in the fiscal year 2009/10. And in 

average, the net profit of EBL is Rs. 491.08 millions and the coefficient of variation is 

50.06%. 
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Eventually, the net profit of NIBL is also in increasing trend, and thus is maximum, Rs. 

1265.95 millions, in the fiscal year 2009/10 and minimum, Rs. 350.54 millions, in the fiscal 

year 2005/06. The average earning of NIBL within the five year periods is Rs. 358.07 

millions and the coefficient of variation on such earning is 48.18%, indicating high pace of 

growth in net profit. 

 

Comparing five banks, certainly SCBNL makes the highest net profit than other banks and 

the net profit of EBL is lowest. However, within the five year periods, the progression of 

NIBL in making profit cannot be ignored, since the net profit earning of NIBL is more than 

4.5 times. 

 

4.2.2 Net Profit Margin 

Net profit margin indicates margin of compensation left to the owners for providing their 

capital, after all expenses have been met. It helps in determining the efficiency with which 

the affairs of the business are being managed. A net profit margin would enable the firm to 

withstand adverse economic conditions and low margin will have opposite implications.  

Table 4.8 

Net Profit Margin 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 38.84 38.88 22.98 23.39 24.78 

2006/07 35.61 34.59 23.19 22.97 26.61 

2007/08 37.00 31.96 26.95 25.59 26.82 

2008/09 39.39 31.92 26.17 26.06 24.77 

2009/10 38.25 24.10 14.14 24.23 24.72 

Mean 37.82 32.47 22.69 24.45 25.54 

S.D. 1.52 5.05 5.09 1.35 1.07 

C.V.% 4.02 15.55 22.45 5.51 4.21 

(Source: Appendix I) 

  



 

Figure 4.8 

Net Profit Margin 

 

 (Source; Table 4.8) 

 

The table 4.8 and figure 4.8 shows the net profit margin of the sampled banks. The table 4.8 

and figure shows that the net profit margin of SCBNL is in fluctuating trend and thus ranges 

from 38.84% in the fiscal year 2005/06 to 38.25% in the fiscal year 2009/10. In average, the 

net profit margin of SCBNL is 37.82% and the coefficient of variation in the ratio is 4.02%. 

Similarly, the net profit margin of NABIL is in decreasing trend and thus ranges from 

38.89% in the fiscal year 2005/06 to 24.10% in the fiscal year 2009/10. In average, the net 

profit margin of NABIL is 32.47%, and the coefficient of variation in the ratio is 15.55%. 

 

Likewise, the net profit margin of HBL is also in increasing trend for the first four years, i.e. 

22.98% in the fiscal year 2005/06 to 26.17% in the fiscal year 2008/09, and then decreases to 

14.14% in the fiscal year 2009/10. In average, HBL is able to keep 22.69% as the net profit 

margin. Similarly in EBL also, the net profit margin first decreases from 23.39% in the fiscal 

year 2005/06 to 22.97% in the fiscal year 2006/07 and then increases for two years i.e. 

25.59% and 26.06% in the fiscal year 2007/08 and 2008/09 respectively. Finally the ratio 

decreases to 24.23% in the fiscal year 2009/10. In average, the net profit margin of EBL is 

24.45% and the coefficient of variation in the ratio is 5.51%. 

 

However, the net profit margin of NIBL within the five consecutive years is also fluctuating. 

The ratio increases from 24.78% in the fiscal year 2005/06 to 26.61% in the fiscal year 

2007/08 to 26.82%, again decreases to 24.77% in the fiscal year 2008/09 and finally slightly 

decreases to 24.72 in the fiscal year 2009/10. In average, the net profit margin of NIBL is 

25.54% and the coefficient of variation in the ratio is 4.21%. 
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Comparing five banks on the basis of net profit margin, it can be concluded that the SCBNL 

was most successful than other banks. 

 

4.2.3 Interest Income to Loan and Advances 

The bank grants loan and advances for the sole reason to gain interest income. Thus, to 

examine how far the bank has been able to manage the loan and advances in earning interest 

income, the ratio of interest income to loan and advances has been determined. 

Table 4.9 

Interest Income to Loan and Advances 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 6.19      8.29 10.32 7.60 7.32 

2006/07 7.11 8.14 9.98 6.87 7.33 

2007/08 6.65 8.04 9.73 7.06 6.93 

2008/09 8.54 8.82 9.18 7.57 7.89 

2009/10 8.78 10.41 10.81 9.95 10.51 

Mean 7.54 8.74 10.004 7.81 7.996 

S.D. 1.15 0.98 0.61 1.24 1.45 

C.V.% 15.44 11.22 6.13 15.85 18.09 

(Source: Appendix IV) 

Figure 4.9 

Interest Income to Loan and Advances 

 

    (Source: Table 4.9) 

The table 4.9 and figure 4.9 measures the efficiency of the sampled banks in loan 

mobilization in terms of interest income earned. The table 4.9 and figure 4.9 shows that the 

interest income to total loan and advances disbursed by SCBNL is highest, 8.78%, in the 

fiscal year 2009/10 and lowest, 6.19%, in the fiscal year 2005/06. In average, SCBNL gains 

7.54% of the total loan and advances disbursed as the interest income and the coefficient of 
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variation in the ratio is 15.44%. Similarly, the interest income to total loan and advances of 

NABIL is highest, 10.41% ,in the fiscal year 2009/10 and lowest, 8.04%, in the fiscal year 

2007/08. In average, 8.74% of the total credit disbursed is gained as interest income and the 

coefficient of variation in the ratio is 11.22%. 

 

Likewise, the interest income to total loan and advances of HBL is highest, 10.81% in the 

fiscal year 2009/10 and lowest, 9.18%, in the fiscal year 2008//09. In average, HBL earns 

10.81% of the total credit granted as interest income. The coefficient of variation of 10%. 

Also the interest income to loan and advances ratio of EBL is found to be highest, 9.95, in the 

fiscal year 2008/09 and lowest, 6.87%, in the fiscal year 2006/07. In average, EBL earns 

7.81% of the total loan and advances as interest income. 

 

Further, the ratio in NIBL is also in decreasing trend in three fiscal year and then in 

increasing trend . The ratio ranges from 6.93% in the fiscal year 2007/08 to 10.51% in the 

fiscal year 2009/10. In average, NIBL earns 7.996% of the total credit granted as interest 

income. And the coefficient of variation on the ratio is 18.09%. 

 

Comparing the sampled banks, it can be concluded that HBL was most efficient in mobilizing 

the funds in credit and advances, since the interest yielded to total credit ratio is highest in 

comparison with that of the other banks‟. 

 

4.2.4 Return on Shareholders’ Equity 

Return on shareholders‟ reflects how well the firm has used the resources of the owners. It is 

calculated by dividing profit after tax by net worth. The ratio of net profit to owners' equity 

reflects the extent to which social responsibility toward owners has been accomplished. This 

ratio is thus a great interest to present as well as prospective shareholders and a great concern 

to management. 

 

 

 

 

 

 

 



 

Table 4.10 

Return on Shareholders’ Equity 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 37.55 33.88 25.90 24.65 24.77 

2006/07 32.68 32.76 22.91 24.67 26.70 

2007/08 32.85 30.63 25.30 23.49 25.93 

2008/09 33.58 32.94 24.13 28.99 23.05 

2009/10 32.22 29.69 14.79 29.49 27.45 

Mean 33.78 31.98 22.61 26.26 25.58 

S.D. 2.17 1.75 4.52 2.77 1.73 

C.V.% 6.41 5.46 19.97 10.55 6.75 

(Source: Appendix IV) 

Figure 4.10 

Return on Shareholders’ Equity 

 

    (Source: Table: 4.10) 

 

The table 4.10 and figure 4.10 indicates the efficiency of the banks in generating profit 

through mobilizing the shareholders‟ property. The table 4.10 and figure 4.10 shows that the 

return on shareholders‟ equity (ROSE) of SCBNL is highest, 37.55%, in the fiscal year 

2005/06 and lowest, 32.22%, in the fiscal year 2009/10. In average, the ROSE in SCBNL is 

33.78%, which indicated that SCBNL is able to generate Rs. 33.78 as net income from the 

mobilization of Rs. 100 of shareholders‟ equity. Also, the coefficient of variation, 6.41%, 

indicates consistency in the ratio. Similarly, the ROSE in NABIL decreases from 33.88% in 

the fiscal year 2005/06 to 30.63% in the fiscal year 2007/08, then increases to 32.94% in the 
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fiscal year 2008/09 and finally decreases to 29.69%. In average, NABIL earns Rs. 31.98 as 

net from Rs. 100 investment of shareholders‟ equity. 

 

Also, the ROSE of HBL decreases from 25.90% in the fiscal year 2005/06 to 22.91% in the 

fiscal year 2006/07, increases to 25.30% in the year 2007/08 and then decreases to 24.13% 

and 14.79% in the year 2008/09 and 2009/10 respectively.. In average, HBL generates Rs. 

22.61 net profit from Rs. 100 investment in shareholders‟ equity.  

 

Likewise, the ROSE of NIBL is in fluctuating trend, and thus is 24.77%, 26.70%, 25.93%, 

23.05% and 27.45% in the fiscal year 2005/06, 2006/07, 2007/08, 2008/09 and 2009/10 

respectively. In average, NIBL generates Rs. 25.58 net profit from Rs. 100 investment of 

shareholders‟ equity. And the coefficient of variation in ROSE is 6.75%. 

 

Comparing the banks, it can be concluded that SCBNL is most effective in optimally 

mobilizing the shareholders‟ equity, since ROSE of SCBNL (33.78%) is highest in 

comparison with that of NABIL (31.98%), HBL (22.61%), EBL (26.26%) and NIBL 

(25.58%). 

  

4.2.5 Return on Total Assets Ratio (ROA) 

Return on Total Assets explains the contribution of assets to generating net profit. Return on 

total assets is calculated by dividing net profit after tax by total assets of the company. Higher 

return on total assets indicates the higher efficiency in the utilization of total assets and vice-

versa.  

  



 

Table 4.11 

Return on Total Assets Ratio (ROA) 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 2.56 3.23 1.55 1.49 1.61 

2006/07 2.42 2.72 1.47 1.38 1.79 

2007/08 2.46 2.32 1.76 1.65 1.77 

2008/09 2.56 2.55 1.91 1.73 1.68 

2009/10 2.70 2.37 1.19 2.09 2.19 

Mean 2.54 2.64 1.58 1.67 1.81 

S.D. 0.11 0.37 0.28 0.27 0.23 

C.V.% 4.28 13.90 17.56 16.33 12.47 

(Source: Appendix IV) 

Figure 4.11 

Return on Total Assets Ratio (ROA)  

 
     (Source: Table 4.11) 

 

The table 4.11 and figure 4.11 shows that the ROA of SCBNL slightly decreases from 2.56% 

in the fiscal year 2005/06 to 2.42% in the fiscal year 2006/07, again slightly increases to 

2.46% in the fiscal year 2007/08   i.e. 2.56%,2.42%,2.46%, in the fiscal year 2003/04 to 

2.56% in the fiscal year 2005/06 and then decreases to 2.42% in the fiscal year 2006/07 and 

increases to 2.46% in the fiscal year 2007/08. Then increasing trend goes on and finally 

reached to 2.7% in the fiscal year 2009/10. The average ROA indicates that SCBNL is able to 

yield Rs. 2.54 net profit from Rs. 100 investment in total assets. The coefficient of variation 

of 4.28% also indicates greater uniformity in the ratio. 
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Likewise, the ROA of NABIL is also in fluctuating trend .The ratio is 3.23%, 

2.72%,2.32%,2.55% and 2.37% in the fiscal year 2005/06,2006/07,2007/08,2008/09 and 

2009/10 respectively. The average ROA of NABIL indicates that the bank is able to yield Rs. 

2.63 net profit from Rs. 100 investment in total assets. And, the coefficient of variation in the 

ratio is 13.9%.  

 

However, except in the fiscal year 2006/07 and 2009/10, the ROA of HBL is in to increasing 

trend. The ROA of HBL is highest, 1.91%, in the fiscal year 2008/09 and lowest, 1.47%, in 

the fiscal year 2006/07. In average, HBL is able to gain Rs. 1.58 as net profit from Rs. 100 

investment in total assets. The coefficient of variation in the ratio is 17.56%. Similarly the 

ROA of EBL is in increasing trend during the periods except in the fiscal year 2006/07. The 

ROA of EBL ranges from 1.38% in the fiscal year 2006/07 to 2.09% in the fiscal year 

2009/10. In average, EBL earned Rs. 1.67 as net profit from Rs. 100 investment in total 

assets and the coefficient of variation in the ratio is 16.33%. 

 

Eventually, the ROA of NIBL is also in increasing trend, except in the fiscal year 2007/08 

and 2008/09. The ROA of NIBL ranges from 1.68% in the fiscal year 2008/09 to 2.19% in 

the fiscal year 2009/10. In average, NIBL earns Rs. 1.81 as net profit from Rs. 100 

investment in total assets and the coefficient of variation in the ratio is 12.47%. 

 

Comparing the banks on the basis of ROA, it can be concluded that the NABIL is most 

successful to optimally mobilize the total assets in generating maximum net profit, since the 

ROA of NABIL is highest. 

 

4.2.6 Return on Total Deposit Ratio 

Return on total deposit ratio measures how efficiently the deposit has been mobilized. This 

ratio is a mirror of bank's overall financing performance; deposits are outsiders' capital fund 

that entails paying fixed interest, this affects NPAT ultimately. Shareholders, depositors and 

management are concerned with this ratio.  

  



 

Table 4.12 

Return on Total Deposit Ratio 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06      2.86 3.28 1.73 1.72 1.85 

2006/07 2.81 2.89 1.64 1.63 2.05 

2007/08 2.75 2.34 2.00 1.88 2.02 

2008/09 2.90 2.76 2.17 1.92 1.93 

2009/10 3.09 2.45 1.35 2.25 2.53 

Mean 2.88 2.74 1.78 1.88 2.08 

S.D. 0.13 0.37 0.32 0.24 0.26 

C.V.% 4.43 13.64 17.92 12.71 12.73 

(Source: Appendix I) 

Figure 4.12 

Return on Total Deposit Ratio 

 

     (Source : Table: 4.12) 

 

The table 4.12 and figure 4.12 reveals the efficiency of the banks to optimally mobilize the 

deposit collected. The table 4.12 and figure 4.12 depicts that the return on total deposit of 

SCBNL decreases in the first three years, i.e. from 2.86% in the fiscal year 20005/06 to 

2.75% in the fiscal year 2007/08, and then increases in the last two years, i.e. from 2.90% in 

the fiscal year 2008/09 to 3.09% in the fiscal year 2009/10. In average, SCBNL generates Rs. 

2.88 net profit from Rs. 100 investment of total deposit and the coefficient of variation in the 

ratio is 4.43%, indicating uniformity in the ratio. In contrast, the ratio is in fluctuating trend in 

NABIL. The ratio is highest, 3.28%, in the fiscal year 2005/06 and lowest, 2.34%, in the 
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fiscal year 2007/08. In average, NABIL generates Rs. 2.74 net profit from Rs. 100 investment 

of total deposit collected, and the coefficient of variation in the ratio is 13.64%. 

 

Likewise, the ratio is also fluctuating in case of HBL. The ratio is highest, 2.17%, in the fiscal 

year 2008/09 and lowest, 1.35%, in the fiscal year 2009/10. In average, HBL gained Rs. 1.78 

net profit from mobilizing Rs. 100 of total deposit, and the coefficient of variation in such 

return is 17.92%, indicating inconsistency. Similarly, the return on total deposit in EBL is 

also in fluctuating trend, and thus ranges from 1.88% in the fiscal year 2007/08 to 2.25% in 

the fiscal year 2009/10. In average, the ratio is 1.88%, which indicates that EBL earns Rs. 

1.88 from Rs. 100 mobilization of total deposit collected. However, the coefficient of 

variation is 12.71% indicating inconsistency in the ratio. 

 

Similarly, the return on total deposit in NIBL is also in fluctuating trend and thus ranges from 

1.85% in the fiscal year 2005/06 to 2.53% in the fiscal year 2009/10. In average, the net 

profit earned by NIBL represents 2.08% of the total deposit collected and the coefficient of 

variation on such return is 12.73% indicating inconsistency. 

 

Comparing five banks on the basis of return on total deposit it can be concluded that SCBNL 

is more efficient in mobilizing the deposit in productive sector, since the net profit to total 

deposit of SCBNL is highest (2.88%) in comparison with that of NABIL (2.74%), HBL 

(1.78%), EBL (1.88%) and NIBL (2.08%).  

 

4.2.7 Interest Paid to Interest Income Ratio 

Interest paid to interest income ratio reveals the proportionate relationship between interest 

paid on different liabilities and interest income from different sources. In this present study, 

'Total interest expenses' includes interest paid on deposits and borrowings. And 'interest 

income' includes the interest form loan and advance, cash-credit and overdraft, government 

securities, interbank and other investments.  

  



 

Table 4.13 

Interest Paid to Interest Income Ratio 

(In Percentage) 

FY SCBNL NABIL HBL EBL NIBL 

2005/06 25.49 27.26 39.89 44.43 41.86 

2006/07 29.25 35.00 43.22 45.19 43.25 

2007/08 29.65 38.33 41.95 40.85 45.22 

2008/09 28.81 28.81 39.91 46.32 51.62 

2009/10 28.19 28.19 49.34 50.70 54.88 

Mean 28.28 31.52 42.86 45.50 47.37 

S.D. 1.65 4.87 3.89 3.55 5.62 

C.V.% 5.84 15.46 9.07 7.81 11.87 

(Source: Appendix IV) 

Figure 4.13 

 Interest Paid to Interest Income Ratio 

 

  (Source: Table 4.13) 

 

The table 4.13 and figure 4.13 measures the efficiency of the bank in controlling interest 

expenses in proportion to the interest income earned. The table revealed that the interest 

expenses to interest income earned ratio of SCBNL is in increasing trend from 25.49% in the 

fiscal year 2005/06 to 28.81 and finally slightly  decreases and reaches to 28.19% in the fiscal 

year 2009/10. The table 4.13 verifies that the inability of SCBNL in controlling interest 

expenses, since interest expenses increases along with the interest income. In average, the 

interest expenses represents 28.28% of the total interest income and the coefficient of 

variation in the ratio is 5.84%. Similarly, the interest expenses to interest income ratio of 
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NABIL is in increasing trend from 27.26% in the fiscal year 2005/06 to 38.33% in the fiscal 

year 2007/08 and then decreases to 28.81% and 28.19% in the fiscal year 2008/09 and 

2009/10 respectively. In average, 31.52% of the total interest income earned is spent on 

paying interest expenses, mainly to deposit holders. 

 

Likewise, the ratio is in fluctuating trend in HBL. The ratio is maximum, 49.34%, in the 

fiscal year 2009/10 and minimum, 39.89%, in the fiscal year 2005/06. In average, 42.86% of 

the total interest income earned is spent in paying interest expenses. And the coefficient of 

variation in the ratio is 9.07%, which indicates quite uniformity in the ratio. Further, the 

interest expense to interest income ratio of EBL is highest, 50.70%, in the fiscal year 2009/10 

and lowest, 40.85%, in the fiscal year 2007/08. In average, 45.50% of the total deposit has 

been invested in paying interest expenses and the coefficient of variation in the ratio is 

7.81%, indicating consistency in the ratio. 

 

Consequently, the interest expenses to interest income earned of NIBL is in increasing trend, 

indicating inability of the bank to control interest expenses. The ratio is highest, 54.88%, in 

the fiscal year 2009/10 and lowest, 43.25%, in the fiscal year 2006/07. In average, 47.37% of 

the total interest income is spend in paying interest, mainly to the deposit holders, and the 

coefficient of variation in the ratio is 11.87%, indicating inconsistency in the ratio. 

 

Comparing the banks, it can be concluded that the interest expenses increases along with the 

increase in interest income in each bank. However, SCBNL remains more efficient in 

controlling the interest cost compared to other banks, since the ratio is lowest in SCBNL 

(28.28%) in comparison to that in NABIL (31.52%), HBL (42.86%), EBL (45.50%) and 

NIBL (47.37%). 

 

4.3 Statistical Analysis 

In statistical analysis, mainly the simple correlation and regression, multiple correlation and 

regression, t-statistics between different related variables have been analyzed. 

4.3.1 Simple Correlation and Regression Analysis 

Under this part of the study, the relationship between net profit and cash (most liquid assets) 

and the relationship between net profit and total liquid assets have been examined to measure 

whether increment in liquid assets decreases the net profit. 

 



 

4.3.1.1 Net Profit and Cash and Bank Balance 

4.3.1.1.1 Correlation between Net Profit and Cash and Bank Balance 

Let r be the correlation between net profit and cash and bank balance, and P.E. be the 

probable error. Then, the value of „r‟ and 6 P.E. calculated in Appendix are presented in the 

Table below. 

Table 4.14 

Simple Correlation between Net Profit and Cash and Bank Balance 

Banks R Relationship r
2
 P.E. 6 P.E. Remarks 

SCBNL 0.6143 + ve 0.3774 0.1878 1.1269 Insignificant 

NABIL 0.4044 + ve 0.1635 0.2523 1.5139 Insignificant 

HBL 0.1818 + ve 0.0331 0.2917 1.7500 Insignificant 

EBL 0.9753 + ve 0.9512 0.0147 0.0883 Significant 

NIBL 0.8508 + ve 0.7239 0.0833 0.4998 Significant 

(Source:  Appendix II) 

 

The table 4.14 shows that the cash and bank balance has positive relationship with the net 

profit in all the banks. The correlation coefficient between net profit and cash and bank 

balance of SCBNL is 0.6143, NABIL is 0.4044, HBL is 0.1818, EBL is 0.9753 and NIBL is 

0.8508. The multiple correlations indicates that 37.74% change in net profit of SCBNL, 

16.35% change in net profit of NABIL, 3.33% change in net profit of HBL, 95.12% change 

in net profit of EBL and 72.39% change in net profit of NIBL is caused by change in cash 

and bank balance. 

 

Since the value of „r‟ in SCBNL, NABIL and HBL is lower than the calculated value of 6 

P.E., it can be considered that there exist no significant relationship between net profit and 

cash and bank balance. However, in EBL and NIBL the value of \r\ is greater than 6 P.E., 

thus it can be concluded that there exist significant relationship between net profit and cash 

and bank balance, and hence net profit decreases with the increase in cash and bank balance. 

Similarly, the net profit of EBL and NIBL increases with the increase in cash and bank 

balance, since the value of „r‟ is greater than the 6 P.E. 

 

4.3.1.1.2 Regression Analysis of Net Profit after Tax on Cash and Bank Balance 

Let net profit after tax (NPAT) be the dependent variable on cash and bank balance (CBB), 

the beta coefficient of cash and bank balance, constant, and t-value extracted from Appendix 

have been presented in the Table below. 



 

Table 4.15 

Regression Analysis of NPAT on CBB 

Banks No. of 

observation (n) 

Constant (a) Regression 

coefficient (b) 

T-value 

SCBNL 5 381.12 0.24 1.39 

NABIL 5 688.42 0.08 0.77 

HBL 5 518.69 0.02 0.32 

EBL 5 133.23 0.09 7.65 

NIBL 5 191.25 0.12 2.80 

(Source:  Appendix II) 

 

The regression line of net profit after tax on cash and bank balance also indicates that net 

profit has positive relation with the cash and bank balance in all the banks. The per rupee 

increase in cash and bank balance leads Rs. 0.24 increase in net profit of SCBNL, Rs. 0.08 

increase in net profit of NABIL, Rs. 0.02 increase in net profit of HBL, Rs. 0.09 increase in 

net profit of EBL and Rs. 0.12 increase in net profit of NIBL, if the value of „a‟ remains 

constant of the respective banks.  

 

However, the  calculated tcal. value of only EBL and NIBL was higher than the ttab value 

(2.78) at 4 degree of freedom and five percent level of significance. Hence, the regression 

line further verified that the relationship between net profit and cash and bank balance of only 

these two banks; EBL and NIBL, is statistically significant. 

 

4.3.1.2 Net Profit and Liquid Assets 

4.3.1.2.1 Correlation between Net Profit (NPAT) and Liquid Assets (LiA) 

Let r be the correlation coefficient between NPAT and LiA and P.E. be the probable error. 

Then the value of „r‟ and 6 P.E. calculated in the Appendix are presented in the Table below. 

Table 4.16 

Correlation between NPAT and LiA 

Banks r Relationship r
2
 P.E. 6 P.E. Remarks 

SCBNL 0.9517 +ve 0.9057 0.0284 0.1706 Significant 

NABIL 0.4083 +ve  0.1667 0.2513 1.50815  Insignificant 

HBL 0.1458 -ve 0.0212 0.4408 2.64480  Insignificant 

EBL 0.9710 +ve  0.9428 0.01724 0.10345 Significant 

NIBL 0.8867 +ve 0.7862 0.0644 0.3868 Significant 

(Source:  Appendix II) 

 



 

As shown in table 4.16, the correlation coefficient between net profit after tax (NPAT) and 

liquid assets (LiA) of SCBNL, NABIL, HBL, EBL and EBL is 0.9517, 0.4083,0.1458, , 

0.9710 and 0.8867 respectively, which indicates positive degree of relationship between the 

two variables in all banks. Coefficient of determination (r²) of indicates that the variation in 

the liquid assets explains 90.57% variation in NPAT of SCBNL, 16.67% variation in NPAT 

of NABIL, 2.12% variation in NPAT of HBL, 94.28% variation in NPAT of EBL and 

78.62% variation in NPAT of NIBL. 

 

Since, „r‟ of SCBNL, EBL and NIBL bank is greater than the corresponding 6 P.E., it can be 

concluded that the relationship between net profit and liquid assets is statistically significant 

and hence NPAT decreases with the increase/decrease in liquid assets. Similarly, „r‟ of 

NABIL and HBL is lower than the corresponding 6P.E.,it can be concluded that the 

relationship between net profit and liquid assets is statically insignificant and hence net profit 

decreases with increase in liquid assets. 

 

4.3.1.2.2 Regression Analysis of Net Profit after Tax (NPAT) on Liquid Assets (LiA) 

Let net profit after tax (NPAT) be the dependent variable on liquid assets (LiA), then the 

regression coefficient of NPAT on LiA calculated in Appendix is presented in the table 

below. 

  



 

Table 4.17 

Regression Analysis of NPAT on LiA 

Banks No. of 

observation (n) 

Constant (a) Regression 

coefficient (b) 

T-value 

SCBNL 5 -82.16 0.04 5.37 

NABIL 5 387.91 0.01 0.77 

HBL 5 249.23 -0.02       0.26 

EBL 5 -220.65 0.07 7.03 

NIBL 5 -180.52 0.07 3.32 

(Source:  Appendix II) 

 

The table 4.17 depicts that the regression coefficient of NABIL and HBL is positive and rest 

of the banks SCBNL, EBL and NIBL banks is negative. Thus, it can be assumed that the 

liquid assets of NABIL and HBL has positive relationship with the net profit after tax but rest 

of the bank has negative relationship with the net profit after tax. The beta coefficient 

indicated that with per rupee increment in liquid assets, the net profit of SCBNL increased by 

Rs. 0.04, NABIL increases by Rs. 0.01, HBL decreases by Rs. 0.02, EBL increases by Rs. 

0.07 and NIBL increases by Rs. 0.07, if the „a‟ value of each bank remained stable. 

 

Further, since the calculated t-value (tcal) of SCBNL , EBL and NIBL  was greater than the 

tabulated t-value (ttab = 2.78%) at 5% level of significance and 4 degree of freedom, it can be 

assumed that the relationship between liquid assets and net profit after tax of these bank is 

statistically significant, if other things remains constant. However, the relationship between 

net profit after tax and liquid assets of NABIL and HBL is statistically insignificant, since the 

tcal was lower than the ttab, and thus the net profit may not increases with the same amount as 

mentioned by beta coefficient of  NABIL and HBL with per rupee increment in liquid assets. 

 

4.3.2 Multiple Correlation and Regression Analysis 

Under this part of the study, the effect of short-term investment (liquid assets) and loan and 

advances on net profit of the bank is examined.  

 

 

 

 

 



 

4.3.2.1 Net Profit (NPAT), Loan and Advances (LA) and Investment (Inv.) 

4.3.2.1.1 Multiple Correlations between NPAT, LA and Inv. 

Let correlation between NPAT and LA be denoted by r12, LA and Inv. be denoted by r23, and 

Inv. and NPAT be denoted by r13. Then the multiple correlation coefficient of NAPT on LA 

and Inv. is given by;  

 

R1.23 = r
2

12 + r
2

13 – 2 r12 r23 r13 

     1-r
2

23 

Table 4.18 

Multiple Correlations between NPAT, LA and Inv. 

Banks R Relationship R
2
 P.E. 6 P.E. Remarks 

SCBNL 0.997 +ve 0.994 0.0081 0.0108 Significant 

NABIL 0.945 +ve 0.893 0.0323 0.1936 Significant 

HBL 0.609 +ve 0.371 0.1897 1.1386 Insignificant 

EBL 1.276 +ve 1.628 -0.1894 -1.1369 Significant 

NIBL 2.442 +ve 5.963 -1.4971 -8.983 Significant 

(Source:  Appendix III) 

 

The table 4.18 shows the multiple correlations between net profit after tax (NPAT), loan and 

advances (LA), and investment (Inv.) of five concerned banks during the year covered for 

study. The multiple correlation coefficients (R) between NPAT, LA and Inv. of SCBNL, 

NABIL, HBL, EBL and NIBL is 0.997, 0.945, 0.609, 1.276 and 2.442 respectively, which 

shows the perfect positive relationship among these variables in all the banks.  

 

The coefficient of multiple determinations (R²) indicates that 99.4% change in net profit of 

SCBNL, 89.3% change in net profit of NABIL, 37.1% change in net profit of HBL, 162 % 

change in net profit of EBL, and 596.3% change in net profit of NIBL is caused by the joint 

variation of loan and advances and investment of the respective banks.  

 

To measure the significance of the relationship between NPAT, LA and Inv. of the concerned 

banks, it would be more preferable to calculate the probable error of correlation coefficient. 

The same table depicts that R of all the banks except of HBL was greater than 6 P.E of the 

corresponding bank, so it can be concluded that the relationship of NPAT with LA and Inv. is 

significant in all the banks except of HBL. It indicates that net profit after tax depended upon 

loan and advances and investment. 



 

 

4.3.2.1.2 Multiple Regression Equation of NPAT on LA and Inv. 

Let NPAT, LA and Inv. be denoted by X1, X2 and X3 respectively. Then the beta coefficient 

of loan and advances and investment of the concerned bank calculated in Appendix is 

presented in the table below. 

Table 4.19 

Multiple Regression Line of NPAT on LA and Inv. 

Banks No. of year Constant (a) Regression Coefficient (b) 

b1 b2 

SCBNL 5 -0.59 0.03 0.03 

NABIL 5 -569.53 0.13 0.12 

HBL 5         -11.8 0.02 0.02 

EBL 5 -21.5 -0.03 0.04 

NIBL 5 99.6 0.19 -0.69 

(Source:  Appendix III) 

 

The table 4.19 represents the linear relationship of NPAT, with LA and Inv. of concerned 

banks. The constant (a) is positive NIBL (99.6)  and negative in SCBNL(-0.59) , NABIL (-

569.53) ,  HBL (-11.8) and EBL (-21.5). The beta coefficient of loan and advances (b1) 

indicates that the per rupee increment in loan and advances lead to Rs. 0.03 increase in net 

profit of SCBNL, Rs. 0.13 increase in net profit of NABIL, Rs. 0.02 increase in net profit of 

HBL, Rs. 0.03 decrease in net profit of EBL, and Rs. 0.19 increase in net profit of NIBL. 

Hence, the impact of loan and advances in net profit is highest in EBL. 

 

On the other hand, the beta coefficient of investment (b2) indicated that the per rupee 

increment in investment lead to Rs. 0.03 increase in NPAT of SCBNL, Rs. 0.078 increase in 

NPAT of NABIL, Rs. 0.022 increase in NPAT of HBL, Rs. 0.008 increase  in NPAT of EBL 

and Rs. -0.11 decrease in NPAT of NIBL. Hence, the impact of investment in net profit is 

highest in NABIL and negative in NIBL. 

 

 

4.4 Major Findings of the Study 

From the above data analysis, the following major findings have been drawn; 

 The liquid asset of SCBNL (Rs. 20919 millions) was highest, and the liquid asset 

maintained by EBL (Rs. 9062.98 millions) was lowest in comparison with that 



 

maintained by HBL (Rs. 14536.65 millions), NABIL (Rs. 14038.65 millions) and NIBL 

(Rs. 11980.05 millions). 

 The average current ratio maintained by SCBNL was 1.08 times, NABIL was 

1.10times, HBL was 1.08 times, EBL was 1.07 times and NIBL was 1.08 times. Thus, 

the liquidity position of NABIL was strongest in terms of current ratio. 

 The representation of cash and bank balance in total deposit was highest in EBL and 

lowest in NABIL. The average ratio was 6.73% in SCBNL, 5.93% in NABIL, 7.19% in 

HBL, 15.04% in EBL and 12.76% in NIBL. 

 In terms of CRR, the liquidity position of NIBL was most satisfactory. The CRR in all 

the banks CRR was more than that directed by NRB in each fiscal year. 

 The average fixed deposit to total deposit ratio of SCBNL was 15.90% (lowest), 

NABIL was 24.32%, HBL was 23.99%, EBL was 27.60% and NIBL was 28.17% 

(highest). Similarly, the current deposit to total deposit ratio of SCBNL was 20.91% 

(highest), NABIL was 15.57%, HBL was 14.37%, EBL was 10.76% and NIBL was 

8.62 % (lowest). Both of these ratios demanded highest liquidity in SCBNL and lowest 

liquidity in HBL. 

 The average net profit made by SCBNL was Rs. 856.07 million (highest), NABIL was 

Rs. 845.06 millions, HBL was Rs. 569.36 millions, EBL was Rs. 491.08 million 

(lowest) and NIBL was Rs. 743.05 millions. Similarly, the average net profit margin of 

SCBNL, NABIL, HBL, EBL and NIBL was 37.82%, 32.47%, 22.69%, 24.45% and 

25.54% respectively. In terms of net profit achieved and net profit margin, SCBNL was 

most efficient. 

 However, HBL was more efficient to optimally mobilize the loan and advances, since 

the interest income on loan and advances was highest in HBL (10.004%). 

 The mobilization of shareholders‟ equity by SCBNL was most effective than that of 

others. Since the average ROSE of SCBNL (33.78%) was highest in comparison with 

that of NABIL (31.98%), HBL (22.61%), EBL (26.26%) and NIBL (25.58%). 

 NABIL was most successful to optimally mobilize the total assets, since the average 

ROA of NABIL was highest. The average ROA of SCBNL, NABIL, HBL, EBL and 

NIBL was 2.54%, 2.64%, 1.58%, 1.67% and 1.81% respectively. Further, the return on 

total deposit was highest in NABIL (2.88%) and lowest in HBL (1.78%). 



 

 Since the average interest paid to interest income ratio was lowest in SCBNL (28.28%), 

SCBNL was more success in controlling interest cost. The ratio was highest in NIBL 

(47.37%). 

 The cash and bank balance had positive relation with the net profit in all the banks 

under study. Similarly, the liquid assets had positive relation with the net profit in all 

the banks. The correlation between net profit and liquid assets was highest in EBL 

(0.9710) and lowest in HBL (0.1458). 

 Similarly, the multiple correlations indicated that the relation of NPAT with loan and 

advances and investment was perfectively positive in all the banks. The correlation 

coefficient was highest in NIBL (2.442) and lowest in EBL (0.609). 

 

 

 

  



 

CHAPTER – V 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Summary 

The banking in Nepal is still facing with various problems like strong unorganized sector, 

weak position and unhealthy competition, weakness of Nepal Rastra Bank, lack of research, 

training & development etc.  However,  current  political  and  economic  scenario  of  the 

country coupled with prudential norms of Nepal Rastra Bank and stiff competition may make 

the  entrepreneurs  give  a  second  thought  to  the  idea  to  establishing  banks.  Liquidity 

management is directly affected by the unbalance competition and the rapid development of 

information technology. Even though, liquidity management is not a new term in the banking 

sector, it is still unpredictable as it was and is most crucial for the profitability. Such stage 

can be reduced by proper policy decision taken by understanding the depth and breadth of 

liquidity.  The meaningful solution itself generates a lot of benefits. 

 

Liquidity management can overall describe the security management of the cash balance in a 

systematic and scientific way. Liquidity is that  part  of  the  total  assets,  which  can  be  paid 

immediately  to  meet  the  current  obligation. The liquidity management is used to describe 

money and assets that are readily convertible into money within very short span of time. The 

liquidity of assets refers to the ease and certainty with which it can be turned into cash. Bank 

maintain liquidity in the form of cash and bank balance, placement of money at call or short 

notice and investment in government securities and other securities readily convertible into 

cash.  It  is  such  a  large  proportion  of  deposit  payable  on  demand.  Inadequate liquidity 

tarnishes the image of the organization while excess liquidity is detrimental to the 

profitability. 

 

The main objective of this study is to analyze the Liquidity Management and profitability 

position of the commercial banks of Nepal. However, the study of all the commercial banks 

was almost impossible and thus only five banks, namely Standard Chartered Bank Nepal 

Limited, Nepal Arab Bank Limited, Himalayan Bank Limited, Everest Bank Limited, and 

Nepal Investment Bank Limited, were taken as sample. To achieve the objectives set out, 

different financial tools like liquid assets trend, Cash reserve ratio, cash and bank balance to 

total deposit, , fixed assets to total deposit, net profit margin, return on shareholders‟ equity, 



 

total assets, return on return on total deposit and others were analyzed. And, for the 

convenience, the study has been mainly divided in five main chapters; first chapter dealt with 

introduction, second dealt with review, third presented research methodology, fourth 

presented data analysis, and fifth ended with summary, conclusion and recommendations. 

 

5.2 Conclusion 

On the basis of liquid assets maintenance, it is concluded that the liquidity in SCBNL is 

comparatively highest and that of EBL is comparatively lowest. In contrast, the short-term 

liability paying capacity of NABIL is better than that of others‟, since the average current 

ratio of NABIL is greatest in comparison with that of SCBNL, HBL, EBL and NIBL. 

Similarly, on the basis of cash and bank balance to total deposit ratio, it can be concluded that 

SCBNL has the practice of highest percentage of total deposit collected in the form of cash 

and bank balance than other banks to meet the immediate cash requirement. The Cash reserve 

ratio indicates that liquidity position of NIBL is most satisfactory than that of others‟, since 

the average CRR maintained by NIBL is highest. Also, the liquidity policy adopted by HBL 

was most stable than that of others‟. On the basis of fixed deposit to total deposit ratio, it can 

be concluded that the ratio is highest in NIBL and lowest in SCBNL. And, hence NIBL 

require comparatively less liquidity ratio than other banks to pay the fixed deposit holders. 

Comparing five banks on the ground of current deposit to total deposit, it can be concluded 

that SCBNL requires more liquidity than other banks to meet the demand of current deposit 

holders, since the ratio of current deposit to total deposit of SCBNL is highest in comparison 

to other banks.  

 

Similarly, SCBNL made the highest net profit than other banks and the net profit of EBL is 

lowest. However, within the five year periods, the progression of NIBL in making profit 

cannot be ignored. The net profit margin enlightened that SCBNL is most successful than 

other banks in controlling the operating and other non-operating cost, as a result their net 

profit margin is highest in comparison with that of NABIL, HBL, EBL and NIBL. It can also 

be concluded that HBL is most efficient in mobilizing the funds in credit and advances, since 

the interest yielded to total credit ratio is highest in comparison with that of the other banks‟. 

However, SCBNL is most effective in optimally mobilizing the shareholders‟ equity, since 

ROSE of SCBNL is highest in comparison with that of others‟. Similarly, SCBNL is most 

successful to mobilize the deposit in the productive sector in generating maximum profit 

since return on deposit of SCBNL is highest. In contrast, NABIL is most successful to 



 

optimally mobilize the total assets in generating maximum net profit, since the ROA is 

highest. Eventually, SCBNL remained more efficient in controlling the interest cost 

compared to other banks, since the ratio is lowest in SCBNL. 

 

The statistical analysis led to conclude that there exist positive relationship between cash and 

bank balance and net profit in all banks. However, the relationship between net profit and 

cash and bank balance is statistically significant only in EBL and NIBL. Further, there is 

positive significant relationship between net profit and total liquid assets in SCBNL, NABIL, 

EBL and NIBL. 

 

Similarly, there exist positive relationship between net profit, loan and advances and 

investment in all banks. However, the relationship between net profit, loan and advances and 

investment is statistically significant only in SCBNL, NABIL, EBL and NIBL. 

 

5.3 Recommendations 

On the basis of the major findings drawn on the previous chapter and the conclusion made in 

this chapter, the following recommendations have been given for the enhancement of the 

liquidity and profitability position of the sampled banks; 

 The liquid assets maintained by EBL is comparatively lowest than that of other banks. 

Thus, it would be better if EBL increases the liquid assets considering the short-term 

liabilities requirement. 

 The current ratio of all the banks is lower than the benchmark of 2:1. Although, such 

benchmark is not most necessary in the banking sector, it would be better if all the 

sampled banks keep such ratio to ensure the sound liquidity position. 

 The cash reserve ratio maintained by NABIL and EBL did not meet the CRR directed 

by NRB in most of the years. Thus, NABIL and EBL should be careful enough while 

maintaining CRR, and thus should not jeopardize the credibility of the bank. 

 It would be better if all the banks focus on collecting the deposit through fixed deposit, 

which requires less liquidity in the bank and the bank can invest such money in 

productive sector. 

 The net profit earned of EBL is lowest and the net profit margin of HBL is lowest. It 

would be better if HBL and EBL reengineer the portfolio of its investment to achieve 

higher profit. 



 

 Although SCBNL earned highest profit within these five years period, the interest 

income to loan and advances of SCBNL is lowest. Thus, SCBNL should seek the high 

interest earning grant. 

 To retain the existing shareholder and fascinate the potential investor, HBL need to 

generate more return on shareholders‟ equity. Similarly, EBL needs effective 

mobilization of total assets to generate more income and effective control of interest 

expenses. 
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                                APPENDIX - I 

          A) Calculation of Liquidity and Profitability Ratios of SCBNL 

   FY LiA CA CL CR CBB TD Ratio 
  2005/06 16739.6 25666.05 24022.19 1.07 1276.24 23061.03 5.53 
  2006/07 17968.5 28471.1 26080.34 1.09 2021.02 24647.02 8.20 
  2007/08 19499.9 33218.52 30843.25 1.08 2050.24 29744 6.89 
  2008/09 26249.5 39929.28 36714.10 1.09 2673.82 35351 7.56 
  2009/10 24137.8 40094.78 36843.61 1.09 1929.31 35182.72 5.48 
  Mean 20919.1 

  
1.08 

  
6.73 

  S.D. 4091.51 

  
0.01 

  
1.21 

  C.V.% 19.5588 

  
0.89 

  
17.98 

  FY FD TD Ratio CD TD Ratio 

   2005/06 2136.31 23061.03 9.26 4681.94 23061 20.30 

   2006/07 3196.49 24647.02 12.97 4794.53 24647 19.45 

   2007/08 3301.01 29744 11.10 6174.56 29744 20.76 

   2008/09 7101.7 35351 20.09 5752.1 35351 16.27 

   2009/10 9176.07 35182.72 26.08 9763.15 35182.72 27.75 

   Mean 

  
15.90 

  
20.91 

   S.D. 

  
7.02 

  
4.21 

   C.V.% 

  
44.12 

  
20.13 

   FY NPAT TD Ratio NPAT SE Ratio IE II Ratio 

2005/06 658.76 23061.03 2.86 658.76 1754.14 37.55 303.2 1189.6 25.49 

2006/07 691.67 24647.02 2.81 691.67 2116.35 32.68 413.06 1411.98 29.25 

2007/08 818.92 29744 2.75 818.92 2492.54 32.85 471.73 1591.2 29.65 

2008/09 1025.11 35351 2.90 1025.11 3052.47 33.58 543.79 1887.22 28.81 

2009/10 1085.87 35182.72 3.09 1085.87 3369.71 32.22 575.74 2042.11 28.19 

Mean 856.07   2.88     33.78     28.28 

S.D. 192.822 

 
0.13 

  
2.17 

  
1.65 

C.V.% 22.5242   4.43     6.41     5.84 

          

          Note: The data have been extracted from the annual reports of the respective bank and mean, 

          and standard deviation have been caculated using Microsoft Excel Formulae. 

  

 

 

 

 

 

 



 

B) Calculation of Liquidity and Profitability Ratios of NABIL 
    FY LiA CA CL CR CBB TD Ratio 

  2005/06 9088.34 22010.88 20281.78 1.09 630.24 19347.40 3.26 

  2006/07 11420.7 26966.5 24313.77 1.11 1399.83 23342.29 6.00 

  2007/08 15169.7 36534.72 33095.77 1.10 2671.14 31915.05 8.37 

  2008/09 15412.7 43002.7 38755.85 1.11 3372.51 37348.25 9.03 

  2009/10 19101.83 51370.7 47870.59 1.07 1400.1 46410.70 3.02 

  Mean 14038.65     1.10     5.93 

  S.D. 3878.22 

 

  0.02     2.79 

  C.V.% 27.63     1.48     47.06 

  FY FD TD Ratio CD TD Ratio 

   2005/06 3449.09 19347.40 17.83 2910.59 19347.40 15.04 

   2006/07 5435.19 23342.29 23.28 3395.24 23342.29 14.55 

   2007/08 8464.09 31915.05 26.52 5284.37 31915.05 16.56 

   2008/09 8310.7 37348.25 22.25 5480.53 37348.25 14.67 

   2009/10 14711.16 46410.70 31.70 7904.62 46410.70 17.03 

   Mean     24.32     15.57 

   S.D.     5.17     1.14 

   C.V.%     21.25     7.35 

   FY NP TD Ratio NPAT SE Ratio IE II Ratio 

2005/06 635.26 19347.40 3.28 635.26 1874.99 33.88 357.16 1310 27.26 

2006/07 673.96 23342.29 2.89 673.96 2057.05 32.76 555.71 1587.8 35.00 

2007/08 746.47 31915.05 2.34 746.47 2437.20 30.63 758.44 1978.70 38.33 

2008/09 1031.05 37348.25 2.76 1031.05 3130.24 32.94 543.79 1887.2 28.81 

2009/10 1138.57 46410.70 2.45 1138.57 3834.75 29.69 575.74 2042.1 28.19 

Mean 845.06   2.74     31.98     31.52 

S.D. 225.6942834   0.37     1.75     4.87 

C.V.% 26.70742306   13.64     5.46     15.46 

 

 

 

 

 

 

 

 

 

 

 

 



 

C) Calculation of Liquidity and Profitability Ratios of HBL 
  FY LiA CA CL CR CBB TD Ratio 

  2005/06 13633.39 28919.56 27189.59 1.06 1717.35 26490.85 6.48 

  2006/07 15303.11 32945.08 30776.67 1.07 1757.34 30048.42 5.85 

  2007/08 15317.16 35449.46 32719.36 1.08 1448.14 31842.79 4.55 

  2008/09 13754.98 38548.13 35710.25 1.08 3048.53 34682.31 8.79 

  2009/10 14674.63 42655.25 38777.92 1.10 3866.49 37611.20 10.28 

  Mean 14536.65 

  
1.08 

  
7.19 

  S.D. 812.80 

  
0.01 

  
2.31 

  C.V.% 5.59 

  
1.28 

  
32.16 

  FY FD TD Ratio CD TD Ratio 

   2005/06 6350.20 26490.85 23.97 5028.15 26490.85 18.98 

   2006/07 8201.13 30048.42 27.29 5589.58 30048.42 18.60 

   2007/08 6423.87 31842.79 20.17 4784.22 31842.79 15.02 

   2008/09 6377.13 34682.31 18.39 3218.22 34682.31 9.28 

   2009/10 11328.63 37611.20 30.12 3745.62 37611.20 9.96 

   Mean 

  
23.99 

  
14.37 

   S.D. 

  
4.86 

  
4.61 

   C.V.% 

  
20.26 

  
32.08 

   FY NP TD Ratio NPAT SE Ratio IE II Ratio 

2005/06 457.46 26490.85 1.73 457.46 1766.18 25.90 648.84 1626.47 39.89 

2006/07 491.82 30048.42 1.64 491.82 2146.5 22.91 767.41 1775.58 43.22 

2007/08 635.87 31842.79 2.00 635.87 2512.99 25.30 823.74 1963.65 41.95 

2008/09 752.83 34682.31 2.17 752.83 3119.88 24.13 934.78 2342.20 39.91 

2009/10 508.80 37611.20 1.35 508.80 3439.2 14.79 1553.53 3148.61 49.34 

Mean 569.36   1.78     22.61     42.86 

S.D. 122.7666876   0.32     4.52     3.89 

C.V.% 21.56239222   17.92     19.97     9.07 

 

 

 

 

 

 

 

 

 

 

 

 



 

D) Calculation of Liquidity and Profitability Ratios of EBL 
    FY LiA CA CL CR CBB TD Ratio 

  2005/06 5998.45 15807.20 14696.5 1.08 1552.96 13802.44 11.25 

  2006/07 7598.4 21262.47 19931.1 1.07 2391.42 18186.25 13.15 

  2007/08 8449.74 26788.84 24928.1 1.07 2667.97 23976.30 11.13 

  2008/09 12605.01 36489.70 34101.2 1.07 6164.37 33322.95 18.50 

  2009/10 13363.31 40919.67 37919 1.08 7818.81 36932.31 21.17 

  Mean 9602.982     1.07     15.04 

  S.D. 3220.761006     0.00     4.55 

  C.V.% 33.5391757     0.45     30.25 

  FY FD TD Ratio CD TD Ratio 

   2005/06 4242.35 13802.44 30.74 1145.79 13802.44 8.30 

   2006/07 5626.66 18186.25 30.94 1673.98 18186.25 9.20 

   2007/08 6446.18 23976.30 26.89 2492.35 23976.30 10.40 

   2008/09 7049.98 33322.95 21.16 4859.95 33322.95 14.58 

   2009/10 10440.28 36932.31 28.27 4173.32 36932.31 11.30 

   Mean     27.60     10.76 

   S.D.     3.98     2.42 

   C.V.%     14.43     22.54 

   FY NP TD Ratio NPAT SE Ratio IE II Ratio 

2005/06 237.29 13802.44 1.72 237.29 962.81 24.65 401.40 903.41 44.43 

2006/07 296.41 18186.25 1.63 296.41 1201.52 24.67 517.17 1144.41 45.19 

2007/08 451.22 23976.30 1.88 451.22 1921.24 23.49 632.61 1548.66 40.85 

2008/09 638.73 33322.95 1.92 638.73 2203.62 28.99 1012.87 2186.81 46.32 

2009/10 831.76 36932.31 2.25 813.76 2759.14 29.49 1572.80 3102.45 50.70 

Mean 491.08   1.88     26.26     45.50 

S.D. 245.8444516   0.24     2.77     3.55 

C.V.% 50.06179244   12.71     10.55     7.81 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

E) Calculation of Liquidity and Profitability Ratios of NIBL 
    FY LiA CA CL CR CBB TD Ratio 

  2005/06 8210.48 20785.60 19364.70 1.07 2336.52 18927.31 12.34 

  2006/07 8163.87 26831.38 24912.72 1.08 2441.51 24488.86 9.97 

  2007/08 10905.81 37903.22 35136.52 1.08 3754.94 34451.73 10.90 

  2008/09 16769.22 51950.05 48014.16 1.08 7918.00 46698.10 16.96 

  2009/10 15850.86 56169.17 51632.71 1.09 6815.89 50094.73 13.61 

  Mean 11980.05 

  
1.08 

  
12.76 

  S.D. 4118.44 

  
0.01 

  
2.73 

  C.V.% 34.38 

  
0.51 

  
21.38 

  FY FD TD Ratio CD TD Ratio 

   2005/06 5412.97 18927.31 28.60 1705.67 18927.31 9.01 

   2006/07 7516.69 24488.86 30.69 2175.03 24488.86 8.88 

   2007/08 7944.23 34451.73 23.06 3138.67 34451.73 9.11 

   2008/09 11633.38 46698.10 24.91 3756.57 46698.10 8.04 

   2009/10 16825.15 50094.73 33.59 4025.82 50094.73 8.04 

   Mean 

  
28.17 

  
8.62 

   S.D. 

  
4.26 

  
0.53 

   C.V.% 

  
15.13 

  
6.18 

   FY NP TD Ratio NPAT SE Ratio IE II Ratio 

2005/06 350.54 18927.31 1.85 350.54 1415.44 24.77 490.95 1172.74 41.86 

2006/07 501.40 24488.86 2.05 501.40 1878.12 26.70 685.53 1584.99 43.25 

2007/08 696.73 34451.73 2.02 696.73 2686.79 25.93 992.16 2194.28 45.22 

2008/09 900.62 46698.10 1.93 900.62 3907.84 23.05 1686.97 3267.94 51.62 

2009/10 1265.95 50094.73 2.53 1265.95 4612.58 27.45 2553.85 4653.52 54.88 

Mean 743.05   2.08     25.58     47.37 

S.D. 358.0702026   0.26     1.73     5.62 

C.V.% 48.18937708   12.73     6.75     11.87 



 

 

Calculation of Correlation Coefficient and Regression line of NPAT on Cash & Bank of SCBNL

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 1276.24 658.76 -713.89 -197.31 509633.22 38929.66 140853.99

2006/07 2021.02 691.67 30.894 -164.40 954.43924 27026.04 -5078.85

2007/08 2050.24 818.92 60.114 -37.15 3613.693 1379.83 -2232.99

2008/09 2673.82 1025.11 683.694 169.04 467437.49 28575.87 115574.37

2009/10 1929.31 1085.87 -60.816 229.80 3698.5859 52809.88 -13975.76

Total 9950.63 4280.33 985337.42 148721.28 235140.75

i) Calculation of Mean

For CBB

Mean 1990.13 856.07

ii) Calculation of Correlation Coefficient between CBB and NPAT

235140.75 0.6143

382806.27

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   985337.4247 бy           =    ∑ (y-y)
2  

148721.3

       N-1 4        N-1 4

496.32 192.82

iv) Simple Regression Equation of NPAT on CBB of SCBNL

Y-Y r  x бy ( X-X)    

  бx 

496.32

0.23865 X - 474.95

or, Y 0.23865 + 381.115 X

v) Calculation of t-value

0.6143 x   (5-2) 1.0639 1.35

1- 0.3773 0.7891

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.6143

2
) 0.1878

             N 5

        6 P.E 1.127

Note: Same Process has been adopted to calculate the Correlation Coefficient, regression line, t-value, 

and probable error of between other variables of SCBNL and other banks.

APPENDIX- II

         Y =    ∑Y/5   =

For NPAT

X =    ∑X/5    =

or, Y-856.07 0.6143 x192.82 (X-2367.57)

or, Y-856.07

                   r            ∑  xy             

√∑x
2
√∑y

2

 2n
2

r1

r
t 







 

 

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 1717.35 457.46 -650.22 -111.90 422786 12520.71 72757.02

2006/07 1757.34 491.82 -610.23 -77.54 372380.7 6011.83 47314.79

2007/08 1448.14 635.87 -919.43 66.51 845351.5 4424.11 -61154.97

2008/09 3048.53 752.83 680.96 183.47 463706.5 33662.71 124938.46

2009/10 3866.49 508.80 1498.92 -60.56 2246761 3667.03 -90768.60

Total 11837.85 2846.78 4350986 60286.40 93086.70

i) Calculation of Mean

For CBB

Mean 2367.57 569.36

ii) Calculation of Correlation Coefficient between CBB and NPAT

93086.70 0.1818

512157.46

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   4350985.91 бy           =    ∑ (y-y)
2  

60286.4

       N-1 4        N-1 4

1042.95 122.77

iv) Simple Regression Equation of NPAT on CBB of HBL

Y-Y r  x бy ( X-X)    

  бx 

1042.95

0.21 X - 50.667

or, Y 518.693 + 0.021 X

v) Calculation of t-value

0.1818 x   (5-2) 0.3148 0.32

1- 0.0330 0.9833

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.1818

2
) 0.292

             N 5

        6 P.E 1.75

Calculation of correlation coefficient and regression line of NPAT on cash and bank 

balance of HBL

√∑x
2
√∑y

2

or, Y-569.36 0.1818 x 122.77 (X-2367.57)

or, Y-569.36

For NPAT

       X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 1717.35 457.46 -650.22 -111.90 422786 12520.71 72757.02

2006/07 1757.34 491.82 -610.23 -77.54 372380.7 6011.83 47314.79

2007/08 1448.14 635.87 -919.43 66.51 845351.5 4424.11 -61154.97

2008/09 3048.53 752.83 680.96 183.47 463706.5 33662.71 124938.46

2009/10 3866.49 508.80 1498.92 -60.56 2246761 3667.03 -90768.60

Total 11837.85 2846.78 4350986 60286.40 93086.70

i) Calculation of Mean

For CBB

Mean 2367.57 569.36

ii) Calculation of Correlation Coefficient between CBB and NPAT

93086.70 0.1818

512157.46

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   4350985.91 бy           =    ∑ (y-y)
2  

60286.4

       N-1 4        N-1 4

1042.95 122.77

iv) Simple Regression Equation of NPAT on CBB of HBL

Y-Y r  x бy ( X-X)    

  бx 

1042.95

0.21 X - 50.667

or, Y 518.693 + 0.021 X

v) Calculation of t-value

0.1818 x   (5-2) 0.3148 0.32

1- 0.0330 0.9833

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.1818

2
) 0.292

             N 5

        6 P.E 1.75

Calculation of correlation coefficient and regression line of NPAT on cash and bank 

balance of HBL

√∑x
2
√∑y

2

or, Y-569.36 0.1818 x 122.77 (X-2367.57)

or, Y-569.36

For NPAT

       X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

 

 

Calculation of correlation coefficient and regression line of NPAT on cash and bank balance of EBL.

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 1552.96 237.29 -2566.15 -250.19 6585105 62596.04 642029.20

2006/07 2391.42 296.41 -1727.686 -191.07 2984899 36508.51 330112.42

2007/08 2667.97 451.22 -1451.136 -36.26 2105796 1314.93 52621.09

2008/09 6164.37 638.73 2045.264 151.25 4183105 22875.96 309342.09

2009/10 7818.81 813.76 3699.704 326.28 13687810 106457.33 1207132.02

Total 20595.53 2437.41 29546714 229752.77 2541236.82

i) Calculation of Mean

For CBB

Mean 4119.11 487.48

ii) Calculation of Correlation Coefficient between CBB and NPAT

2541236.82 0.9753

2605463.39

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   29546714.42 бy           =    ∑ (y-y)
2  

229752.8

       N-1 4        N-1 4

2717.84 239.66

iv) Simple Regression Equation of NPAT on CBB of EBL

Y-Y r  x бy ( X-X)    

  бx 

2717.84

0.086 X - 354.253

or, Y 133.227 + 0.086 X

v) Calculation of t-value

0.9753 x   (5-2) 1.6894 7.66

1- 0.9513 0.2207

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.9753

2
) 0.0147

             N 5

        6 P.E 0.088

√∑x
2
√∑y

2

or, Y-487.48 0.9753 x 239.66(X-4119.11)

or, Y-487.48

For NPAT

      X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

 

Calculation of correlation coefficient and regression line of NPAT on cash and bank balance of NIBL.

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 2336.52 350.54 -2316.85 -392.51 5367803 154062.53 909382.94

2006/07 2441.51 501.40 -2211.862 -241.65 4892334 58393.76 534492.03

2007/08 3754.94 696.73 -898.432 -46.32 807180.1 2145.36 41613.57

2008/09 7918.00 900.62 3264.628 157.57 10657796 24828.94 514413.96

2009/10 6815.89 1265.95 2162.518 522.90 4676484 273426.50 1130784.99

Total 23266.86 3715.24 26401597 512857.08 3130687.50

i) Calculation of Mean

For CBB

Mean 4653.37 743.05

ii) Calculation of Correlation Coefficient between CBB and NPAT

3130687.50 0.8508

3679707.31

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   26401596.83 бy           =    ∑ (y-y)
2  

512857.1

       N-1 4        N-1 4

2569.12 358.07

iv) Simple Regression Equation of NPAT on CBB of NIBL

Y-Y r  x бy ( X-X)    

  бx 

2569.12

0.11858 X - 551.796

or, Y 191.254 + 0.11858 X

v) Calculation of t-value

0.8508 x   (5-2) 1.4736 2.80

1- 0.7239 0.5255

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.8508

2
) 0.0833

             N 5

        6 P.E 0.4998

√∑x
2
√∑y

2

or, Y-743.05 0.8508 x 358.07 (X-4653.37)

or, Y-743.05

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

Calculation of correlation coefficient and regressin line of NPAT on Liquid Assets of SCBNL.

LiA NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 16739.6 658.76 -4179.47 -197.31 17467936 38929.66 824633.72

2006/07 17968.5 691.67 -2950.566 -164.40 8705840 27026.04 485061.25

2007/08 19499.9 818.92 -1419.166 -37.15 2014032 1379.83 52716.34

2008/09 26249.5 1025.11 5330.444 169.04 28413633 28575.87 901079.58

2009/10 24137.8 1085.87 3218.754 229.80 10360377 52809.88 739682.54

Total 104595.3 4280.33 66961818 148721.28 3003173.43

i) Calculation of Mean

For LiA

Mean 20919.07 856.07

ii) Calculation of Correlation Coefficient between LiA and NPAT

3003173.43 0.9517

3155732.46

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   66961818.45 бy       =    ∑ (y-y)
2  

148721.3

       N-1 4        N-1 4

4091.51 192.82

iv) Simple Regression Equation of NPAT on LiA of SCBNL

Y-Y r  x бy ( X-X)    

  бx 

4091.51

0.04485 X - 938.233

or, Y (-82.163 )+ 0.04485 X

v) Calculation of t-value

0.9517 x   (5-2) 1.6483 5.37

1- 0.9057 0.3072

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.9517

2
) 0.0284

             N 5

        6 P.E 0.176

Note: Same Process has been adopted to calculate the Correlation Coefficient, regression line, t-value, 

and probable error of between other variables of SCBNL and other banks.

√∑x
2
√∑y

2

or, Y-856.07 0.9517 x 192.82 (X-20919.07)

or, Y-856.07

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

Calculation of correlation coefficient and regression line of NPAT on Liquid Assets of NABIL.

LiA NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 9088.34 457.46 -4950.31 -111.90 24505609 12520.71 553920.34

2006/07 11420.7 491.82 -2617.954 -77.54 6853683.1 6011.83 202985.68

2007/08 15169.7 635.87 1131.046 66.51 1279265.1 4424.11 75230.39

2008/09 15412.7 752.83 1374.046 183.47 1888002.4 33662.71 252101.72

2009/10 19101.8 508.80 5063.176 -60.56 25635751 3667.03 -306605.69

Total 70193.27 2846.78 60162311 60286.40 777632.44

i) Calculation of Mean

For LiA

Mean 14038.65 569.36

ii) Calculation of Correlation Coefficient between LiA and NPAT

777632.44 0.4083

1904460.26

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   60162310.52 бy           =    ∑ (y-y)
2  

60286.4

       N-1 4        N-1 4

3878.22 122.77

iv) Simple Regression Equation of NPAT on LiA of NABIL

Y-Y r  x бy ( X-X)    

  бx 

3878.22

0.0219 X - 181.453

or, Y 387.91+ 0.0129 X

v) Calculation of t-value

0.4083 x   (5-2) 0.7072 0.77

1- 0.1667 0.9128

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 14038.65

2
) 0.251

             N 5

        6 P.E 1.508

√∑x
2
√∑y

2

or, Y-569.36 0.4083 x 122.77 (X-14038.65)

or, Y-569.36

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

Calculation of corelation coefficient and regression of NPAT on Liquid Assets of HBL

LiA NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 13633.39 457.46 -903.26 -111.90 815885.9 12520.71 101071.63

2006/07 15303.11 491.82 766.456 -77.54 587454.8 6011.83 -59427.93

2007/08 15317.16 635.87 780.506 66.51 609189.6 4424.11 51914.58

2008/09 13754.98 752.83 -781.674 183.47 611014.2 33662.71 -143416.86

2009/10 14674.63 508.80 137.976 -60.56 19037.38 3667.03 -8355.27

Total 72683.27 2846.78 2642582 60286.40 -58213.86

i) Calculation of Mean

For LiA

Mean 14536.65 569.36

ii) Calculation of Correlation Coefficient between LiA and NPAT

-58213.86 -0.1458

399138.75

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   2642581.889 бy           =    ∑ (y-y)
2  

60286.4

       N-1 4        N-1 4

812.80 122.77

iv) Simple Regression Equation of NPAT on LiA of HBL

Y-Y r  x бy ( X-X)    

  бx 

812.80

(-0.022 X + 320.132)

or, Y (-0.022 + 249.23 X)

v) Calculation of t-value

-0.1458 x   (5-2) -0.2526 -0.26

1- 0.0213 0.9893

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - (-0.1458)

2
) 0.441

             N 5

        6 P.E 2.645

√∑x
2
√∑y

2

or, Y-569.36 (-0.1458 X 122.77(X- 14536.65)

or, Y-569.36

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 







 

 

 

Calculation of correlation and regression line of NPAT on Liquid Assets of EBL.

LiA NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 5998.45 237.29 -3604.53 -253.79 12992651 64410.38 914801.39

2006/07 7598.4 296.41 -2004.582 -194.67 4018349 37897.19 390235.99

2007/08 8449.74 451.22 -1153.242 -39.86 1329967 1588.98 45970.53

2008/09 12605 638.73 3002.028 147.65 9012172 21799.93 443243.43

2009/10 13363.3 831.76 3760.328 340.68 14140067 116061.50 1281061.02

Total 48014.91 2455.41 41493206 241757.98 3075312.36

i) Calculation of Mean

For LiA

Mean 9602.98 491.08

ii) Calculation of Correlation Coefficient between LiA and NPAT

3075312.36 0.9710

3167224.89

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   41493205.82 бy           =    ∑ (y-y)
2  

241758.0

       N-1 4        N-1 4

3220.76 245.84

iv) Simple Regression Equation of NPAT on LiA of EBL

Y-Y r  x бy ( X-X)    

  бx 

3220.76

0.074 X - 711.737

or, Y (-220.65 + 0.074 X)

v) Calculation of t-value

0.9710 x   (5-2) 1.6818 7.03

1- 0.9428 0.2392

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.971

2
) 0.0172

             N 5

        6 P.E 0.10345

√∑x
2
√∑y

2

or, Y-569.36 0.971 x 245.84 (X-9602.98)

or, Y-569.36

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 


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Calculation of correlation coefficient and regression line of NPAT on Liquid Assets.

LiA NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 8210.48 350.54 -3769.57 -392.51 14209643 154062.53 1479585.60

2006/07 8163.87 501.40 -3816.178 -241.65 14563215 58393.76 922171.78

2007/08 10905.8 696.73 -1074.238 -46.32 1153987 2145.36 49756.56

2008/09 16769.2 900.62 4789.172 157.57 22936168 24828.94 754639.41

2009/10 15850.9 1265.95 3870.812 522.90 14983186 273426.50 2024055.34

Total 59900.24 3715.24 67846199 512857.08 5230208.68

i) Calculation of Mean

For LiA

Mean 11980.05 743.05

ii) Calculation of Correlation Coefficient between LiA and NPAT

5230208.68 0.8867

5898762.87

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   67846198.7 бy           =    ∑ (y-y)
2  

512857.1

       N-1 4        N-1 4

4118.44 358.07

iv) Simple Regression Equation of NPAT on LiA of NIBL

Y-Y r  x бy ( X-X)    

  бx 

4118.44

0.077 X - 932.572

or, Y 0.771 X - 180.52

v) Calculation of t-value

0.8867 x   (5-2) 1.5357 3.32

1- 0.7862 0.4624

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.8867

2
) 0.0644

             N 5

        6 P.E 0.38688

√∑x
2
√∑y

2

or, Y-743.05 0.887 x 358.07 (X-11980.05)

or, Y-743.05

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 


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Calculation of corelation coefficient and regression line of NPAT on cash and bank balance of NABIL.

CBB NPAT

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 630.24 635.26 -1264.52 -209.80 1599021 44016.88 265299.66

2006/07 1399.83 673.96 -494.934 -171.10 244959.7 29275.89 84684.20

2007/08 2671.14 746.47 776.376 -98.59 602759.7 9720.38 -76544.46

2008/09 3372.51 1031.05 1477.746 185.99 2183733 34591.54 274843.02

2009/10 1400.1 1138.57 -494.664 293.51 244692.5 86146.95 -145187.84

Total 9473.82 4225.31 4875166 203751.64 403094.58

i) Calculation of Mean

For CBB

Mean 1894.76 845.06

ii) Calculation of Correlation Coefficient between CBB and NPAT

403094.58 0.4044

996655.94

iii) Calculation of Standard Deviation (б)

For CBB For NPAT

бx            =    ∑ (x-x)
2 

   4875166.018 бy           =    ∑ (y-y)
2  

203751.6

       N-1 4        N-1 4

1103.99 225.69

iv) Simple Regression Equation of NPAT on CBB of NABIL

Y-Y r  x бy ( X-X)    

  бx 

1103.99

0.083 X - 156.643

or, Y 688.416 + 0.083 X

v) Calculation of t-value

0.4044 x   (5-2) 0.7005 0.77

1- 0.1636 0.9146

vi) Calulation of Probable Error (P.E.)

           P.E 0.6745 ( 1 - r
2
 ) 0.6745( 1 - 0.4044

2
) 0.2523

             N 5

        6 P.E 1.5139

√∑x
2
√∑y

2

or, Y-845.06 0.4044 x 225.69 (X-1894.76)

or, Y-845.06

For NPAT

X =    ∑X/5    =          Y =    ∑Y/5   =

                   r            ∑  xy             

 2n
2

r1

r
t 


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Calculation of correlation between NPAT and Loan and advances of SCBNL

NPAT LA

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 658.76 8935.42 -197.31 -3623.25 38929.66 13127975.35 714889.91

2006/07 691.67 10502.6 -164.396 -2056.04 27026.04 4227283.21 338004.06

2007/08 818.92 13718.6 -37.146 1159.92 1379.825 1345424.15 -43086.54

2008/09 1025.11 13679.8 169.044 1121.08 28575.87 1256829.78 189512.56

2009/10 1085.87 15957 229.804 3398.28 52809.88 11548321.91 780938.84

Total 4280.33 62793.36 148721.3 31505834.40 1980258.83

i) Calculation of Mean

For NPAT

Mean 856.07 12558.67

ii) Calculation of Correlation Coefficient between LA and NPAT

1980258.83 0.9148

2164621.91     √∑x
2
√∑y

2

For LA

       X =    ∑X/5    =          Y =    ∑Y/5   =

             r 12           ∑  xy             

Calculation of corelation between Loan and Advances and Investment of SCBNL.

LA INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 8935.42 12838.56 -3623.25 -3237.09 13127975 10478738.72 11728794.63

2006/07 10502.6 13553.23 -2056.0358 -2522.42 4227283 6362592.57 5186181.71

2007/08 13718.6 13902.82 1159.9242 -2172.83 1345424 4721181.52 -2520315.78

2008/09 13679.8 20236.12 1121.0842 4160.47 1256830 17309527.26 4664239.42

2009/10 15957 19847.51 3398.2822 3771.86 11548322 14226942.95 12817851.50

Total 62793.36 80378.24 31505834 53098983.01 31876751.48

i) Calculation of Mean

For LA

Mean 12558.67 16075.65

ii) Calculation of Correlation Coefficient between LA and NPAT

31876751.48 0.7794

40901439.65√∑x
2
√∑y

2

For INV

          X   =    ∑X/5    =          Y =    ∑Y/5   =

          r 23           ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of corelation coefficient between NPAT and Investment of SCBNL

NPAT INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 658.76 12838.56 -197.31 -3237.09 38929.66 10478738.72 638696.88

2006/07 691.67 13553.23 -164.396 -2522.42 27026.04 6362592.57 414675.43

2007/08 818.92 13902.82 -37.146 -2172.83 1379.825 4721181.52 80711.87

2008/09 1025.11 20236.12 169.044 4160.47 28575.87 17309527.26 703302.83

2009/10 1085.87 19847.51 229.804 3771.86 52809.88 14226942.95 866788.98

Total 4280.33 80378.24 148721.3 53098983.01 2704175.99

i) Calculation of Mean

For NPAT

Mean 856.07 16075.65

ii) Calculation of Correlation Coefficient between CBB and NPAT

2704175.99 0.9623

2810151.01√∑x
2
√∑y

2

For INV

        X  =    ∑X/5    =          Y =    ∑Y/5   =

          r 13              ∑  xy             

calculation of correlation between NPAT and Loan and advance of NABIL

NPAT LA

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 635.26 6178.53 -209.80 -13091.01 44016.88 171374537.58 2746520.04

2006/07 673.96 8945.31 -171.102 -10324.23 29275.89 106589720.96 1766496.37

2007/08 746.47 21365.1 -98.592 2095.51 9720.382 4391175.57 -206600.84

2008/09 1031.05 27589.9 185.988 8320.39 34591.54 69228943.00 1547493.29

2009/10 1138.57 32268.9 293.508 12999.33 86146.95 168982663.64 3815408.29

Total 4225.31 96347.70 203751.6 520567040.77 9669317.15

i) Calculation of Mean

For NPAT

Mean 845.06 19269.54

ii) Calculation of Correlation Coefficient between CBB and NPAT

9669317.15 0.9389

10298853.69√∑x
2
√∑y

2

For LA

X =    ∑X/5    =          Y =    ∑Y/5   =

           r 12              ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of corelation coefficient between Loan and Advances and Investment

LA INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 6178.53 6178.533 -13091.01 -3719.65 1.71E+08 13835785.71 48693956.28

2006/07 8945.31 8945.31 -10324.2298 -952.87 1.07E+08 907964.29 9837665.37

2007/08 21365.1 9939.77 2095.5132 41.59 4391176 1729.60 87149.04

2008/09 27589.9 10826.38 8320.3932 928.20 69228943 861550.41 7722967.34

2009/10 32268.9 13600.92 12999.3332 3702.73 1.69E+08 13710242.04 48133078.22

Total 96347.7 49490.91 5.21E+08 29317272.04 114474816.24

i) Calculation of Mean

For LA

Mean 19269.54 9898.18

ii) Calculation of Correlation Coefficient between CBB and NPAT

114474816.24 0.9266

123537870.91√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

          r 23               ∑  xy             

Calculation of correlation coefficient between NPAT and Investment of Nabil

NPAT INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 635.26 6178.533 -209.80 -3719.65 44016.88 13835785.71 780389.72

2006/07 673.96 8945.31 -171.102 -952.87 29275.89 907964.29 163038.24

2007/08 746.47 9939.77 -98.592 41.59 9720.382 1729.60 -4100.28

2008/09 1031.05 10826.38 185.988 928.20 34591.54 861550.41 172633.58

2009/10 1138.57 13600.92 293.508 3702.73 86146.95 13710242.04 1086782.17

Total 4225.31 49490.91 203751.6 29317272.04 2198743.41

i) Calculation of Mean

For NPAT

Mean 845.06 9898.18

ii) Calculation of Correlation Coefficient between CBB and NPAT

2198743.41 0.8996

2444062.64√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

              r 13            ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of correlation coefficient between NPAT and Loan and advances of HBL

NPAT LA

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 457.46 14642.56 -111.90 -6139.81 12520.71 37697301.22 687020.49

2006/07 491.82 16998.00 -77.536 -3784.37 6011.831 14321492.63 293425.28

2007/08 635.87 19497.52 66.514 -1284.85 4424.112 1650844.15 -85460.63

2008/09 752.83 24793.16 183.474 4010.78 33662.71 16086381.88 735874.44

2009/10 508.80 27980.63 -60.556 7198.26 3667.029 51814892.32 -435897.60

Total 2846.78 103911.86 60286.4 121570912.19 1194961.98

i) Calculation of Mean

For NPAT

Mean 569.36 20782.37

ii) Calculation of Correlation Coefficient between CBB and NPAT

1194961.98 0.4414

2707225.92√∑x
2
√∑y

2

For LA

X =    ∑X/5    =          Y =    ∑Y/5   =

           r 12               ∑  xy             

Calculation of corelation coefficient between Loan and Advances and Investment of  HBL

LA INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 14642.56 10889.03 -6139.81 247.48 37697301 61245.16 -1519466.14

2006/07 16998.00 11822.96 -3784.3748 1181.40 14321493 1395716.83 -4470877.80

2007/08 19497.52 13340.18 -1284.8518 2698.62 1650844 7282569.33 -3467331.39

2008/09 24793.16 8710.691 4010.7832 -1930.86 16086382 3728229.61 -7744270.48

2009/10 27980.63 8444.91 7198.2562 -2196.64 51814892 4825242.23 -15812001.97

Total 103911.9 53207.77 1.22E+08 17293003.16 -33013947.77

i) Calculation of Mean

For LA

Mean 20782.37 10641.55

ii) Calculation of Correlation Coefficient between CBB and NPAT

-33013947.77 -0.7200

45851130.51√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

            r 23              ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of coerelation coefficient between NPAT and Investment of HBL

NPAT INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 457.46 10889.03 -111.90 10889.03 12520.71 118570996.12 -1218439.01

2006/07 491.82 11822.96 -77.536 11822.96 6011.831 139782335.87 -916704.87

2007/08 635.87 13340.18 66.514 13340.18 4424.112 177960322.39 887308.53

2008/09 752.83 8710.691 183.474 8710.69 33662.71 75876137.70 1598185.32

2009/10 508.80 8444.91 -60.556 8444.91 3667.029 71316504.91 -511389.97

Total 2846.78 60286.4 583506296.99 -161040.00

i) Calculation of Mean

For NPAT

Mean 569.36 0.00

ii) Calculation of Correlation Coefficient between CBB and NPAT

-161040.00 -0.0272

5931061.60√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

          r 13               ∑  xy             

Calculation of corelation coefficient beetween NPAT and Loan and Advances of EBL

NPAT LA

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 237.29 9801.31 -250.19 -8847.79 62596.04 78283448.05 2213647.13

2006/07 296.41 13664.1 -191.072 -4985.02 36508.51 24850418.42 952497.63

2007/08 451.22 18339.1 -36.262 -310.02 1314.933 96109.55 11241.78

2008/09 638.73 23884.7 151.248 5235.57 22875.96 27411220.45 791869.88

2009/10 813.76 27556.4 326.278 8907.26 106457.3 79339202.32 2906241.54

Total 2437.41 93245.50 229752.8 209980398.79 6875497.96

i) Calculation of Mean

For NPAT

Mean 487.48 18649.10

ii) Calculation of Correlation Coefficient between CBB and NPAT

6875497.96 0.9899

6945759.73√∑x
2
√∑y

2

For LA

X =    ∑X/5    =          Y =    ∑Y/5   =

          r 12               ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of corelation between Loan and Advances and Investment of EBL

LA INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 9801.31 4200.51 -8847.79 -839.73 78283448 705139.76 7429722.16

2006/07 13664.1 4984.31 -4985.0194 -55.93 24850418 3127.72 278792.19

2007/08 18339.1 5059.56 -310.0154 19.32 96109.55 373.42 -5990.74

2008/09 23884.7 5948.5 5235.5726 908.26 27411220 824943.49 4755282.11

2009/10 27556.4 5008.3 8907.2556 -31.94 79339202 1019.91 -284462.11

Total 93245.5 25201.18 2.1E+08 1534604.29 12173343.62

i) Calculation of Mean

For LA

Mean 18649.10 5040.24

ii) Calculation of Correlation Coefficient between CBB and NPAT

12173343.62 0.6781

17950955.99√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

            r
 
23           ∑  xy             

Calculation of corelation between NPAT and Investment of EBL

NPAT INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 237.29 4200.51 -250.19 3192.46 62596.04 10191818.73 -798728.65

2006/07 296.41 4984.31 -191.072 3976.26 36508.51 15810665.85 -759752.49

2007/08 451.22 5059.56 -36.262 4051.51 1314.933 16414755.97 -146915.96

2008/09 638.73 5948.5 151.248 4940.45 22875.96 24408073.87 747233.61

2009/10 813.76 5008.3 326.278 4000.25 106457.3 16002022.46 1305194.48

Total 2437.41 5040.24 229752.8 82827336.89 347030.99

i) Calculation of Mean

For NPAT

Mean 487.48 1008.05

ii) Calculation of Correlation Coefficient between CBB and NPAT

347030.99 0.0796

4362317.05√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

           r 13          ∑  xy             



 

 

 

 

 

 

 

 

 

 

 

 

Calculation of correlation coefficient between NPAT and Loan and Advances of NIBL

NPAT LA

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 350.54 12776.2 -392.51 -13947.55 154062.5 194534212.37 5474525.82

2006/07 501.40 17286.4 -241.648 -9437.33 58393.76 89063257.93 2280512.69

2007/08 696.73 26996.7 -46.318 272.89 2145.357 74469.93 -12639.80

2008/09 900.62 36241.2 157.572 9517.45 24828.94 90581774.56 1499682.97

2009/10 1265.95 40318.3 522.902 13594.55 273426.5 184811729.89 7108616.23

Total 3715.24 133618.80 512857.1 559065444.68 16350697.91

i) Calculation of Mean

For NPAT

Mean 743.05 26723.76

ii) Calculation of Correlation Coefficient between CBB and NPAT

16350697.91 0.9656

16932828.22√∑x
2
√∑y

2

For LA

X =    ∑X/5    =          Y =    ∑Y/5   =

            r 12            ∑  xy             

Calculation of correlation between Loan and Advances and Investment of NIBL

LA INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 12776.2 5602.87 -13947.55 -1400.71 194534212 1961994.11 19536503.74

2006/07 17286.4 6505.68 -9437.3332 -497.90 89063258 247906.40 4698867.07

2007/08 26996.7 6874.02 272.8918 -129.56 74469.935 16786.31 -35356.41

2008/09 36241.2 7399.81 9517.4458 396.23 90581775 156996.63 3771078.51

2009/10 40318.3 8635.53 13594.5478 1631.95 184811730 2663254.27 22185595.09

Total 133618.8 35017.91 559065445 5046937.72 50156688.01

i) Calculation of Mean

For LA

Mean 26723.76 7003.58

ii) Calculation of Correlation Coefficient between CBB and NPAT

         r 23               ∑  xy             50156688.01 0.9442

53118438.25√∑x
2
√∑y

2

For INV

    X =    ∑X/5    =          Y =    ∑Y/5   =



 

 

 

Appendix -III 

Multiple corrrelation  between NPAT,Loan and Investment of SCBNL. 
 

        X1 X2 X3 X1X2 x2X3 X3X1 X22 X32 

658.76 8935.42 12838.56 5886297 114717926 8457530 79841731 164828623 

691.67 10502.64 13553.23 7264359 142344655 9374363 110305384 183690043 

818.92 13718.6 13902.82 11234433 190727185 11385297 188199904 193288404 

1025.11 13679.76 20236.12 14023256 276825204 20744249 187135752 409500553 

1085.87 15956.96 19847.51 17327179 316705824 21551816 254624413 393923653 

856.07 12558.673 16075.65 11147105 208264159 14302651 164021437 269046255 

 

X1=NPAT 

X2=Loan 

X3=Investment 

 

Multiple corrrelation  between NPAT,Loan and Investment of NABIL. 
 

        X1 X2 X3 X1X2 x2X3 X3X1 X22 X32 

635.26 6178.53 6178.533 3924973 38174251 3924975 38174233 38174270 

673.96 8945.31 8945.31 6028781 80018571 6028781 80018571 80018571 

746.47 21365.05 9939.77 15948371 212363713 7419740 456465490 98799028 

1031.05 27589.93 10826.38 28446600 298699071 11162538 761204403 117210482 

1139.10 32268.87 13600.92 36757441 438886231 15492790 1.041E+09 184984916 

845.17 19269.54 9898.182 18221233 213628368 8805765 475428572 103837453 

 

Calculation of correlation between NPAT and Investment of NIBL

NPAT INV

Year X Y x = X-X y = Y-Y x
2

y
2

xy

2005/06 350.54 5602.87 -392.51 4202.15 154062.5 17658094.88 -1649378.91

2006/07 501.40 6505.68 -241.648 5104.96 58393.76 26060653.36 -1233604.24

2007/08 696.73 6874.02 -46.318 5473.30 2145.357 29957052.30 -253512.48

2008/09 900.62 7399.81 157.572 5999.09 24828.94 35989124.02 945289.18

2009/10 1265.95 8635.53 522.902 7234.81 273426.5 52342527.83 3783098.50

Total 3715.24 7003.58 512857.1 162007452.38 1591892.05

i) Calculation of Mean

For NPAT

Mean 743.05 1400.72

ii) Calculation of Correlation Coefficient between CBB and NPAT

1591892.05 0.1746

9115188.91√∑x
2
√∑y

2

For INV

X =    ∑X/5    =          Y =    ∑Y/5   =

         r 13            ∑  xy             



 

Multiple corrrelation  between NPAT,Loan and Investment of HBL 
  

        X1 X2 X3 X1X2 x2X3 X3X1 X22 X32 

457.46 14642.56 10889.03 6698385 159443279 4981296 214404534 118570996 

491.82 16998.00 11822.96 8359955 200966605 5814767 288931902 139782336 

635.87 19497.52 13340.18 12397888 260100368 8482618 380153286 177960322 

752.83 24793.16 8710.691 18665031 215965512 6557670 614700535 75876138 

508.80 27980.63 8444.91 14236544 236293885 4296770 782915543 71316505 

569.36 20782.37 10641.55 12071560 214553930 6026624 456221160 116701259 

 

 

Multiple corrrelation  between NPAT,Loan and Investment of EBL 
  

        X1 X2 X3 X1X2 x2X3 X3X1 X22 X32 

237.29 9801.307 4200.51 2325752 41170488 996739 96065619 17644284 

296.41 13664.08 4984.31 4050170 68106016 1477399 186707110 24843346 

451.22 18339.09 5059.56 8274962 92787701 2282975 336322039 25599147 

638.73 23884.67 5948.5 15255857 1.42E+08 3799485 570477604 35384652 

813.76 27556.36 5008.3 22424260 1.38E+08 4075554 759352756 25083069 

487.48 18649.1 5040.236 10466200 96430536 2526431 389785025 25710900 

 

 

Multiple corrrelation  between NPAT,Loan and Investment of NIBL 
  

        X1 X2 X3 X1 X2 X2X3 X3X1 X2   X32 

350.54 12776.21 5602.87 4478572 71583433 1964030 163231491 31392152 

501.40 17286.43 6505.68 8667414 112459962 3261948 298820558 42323872 

696.73 26996.65 6874.02 18809377 185575526 4789336 728819219 47252151 

900.62 36241.21 7399.81 32639555 268178039 6664417 1.313E+09 54757188 

1265.95 40318.31 8635.53 51040962 348169958 10932149 1.626E+09 74572378 

743.05 26723.76 7003.582 23127176 197193384 5522376 825972448 50059548 

 

 

 

 

 

 

 

 

 



 

APPENDIX – III 

 

a) Calculation of Multiple Correlation Coefficient of Net Profit after Tax 

(NPAT) on Loan and Advances (LA) and Investment (Inv.) of SCBNL 

Let the correlation coefficient between NPAT and LA be denoted by R12, LA and Inv. be 

denoted by R23 and NPAT and Inv. be denoted by R13 and the multiple correlation coefficient 

on NPAT on LA and Inv. be denoted by R1.23. 

 

R1.23   = r
2

12 + r
2

13 – 2 r12 r23 r13 

         1-r
2

23 

 

RNPAT. LA Inv(SCBNL)= (0.9148)
2 

+ (0.9623)
2
 – 2 x 0.9148 x 0.7794 x 0.9623 

1 - (0.7794)
2

  

    

= 0.837 + 0.926 – 1.372 

     0.4565 

    

= 0.391 

    0.393 

    

= 0.995 

   = 0.997 

     

 

 

 

 

 

 



 

APPENDIX – III 

 

b) Calculation of Multiple Correlation Coefficient of Net Profit after Tax 

(NPAT) on Loan and Advances (LA) and Investment (Inv.) of NABIL 

Let the correlation coefficient between NPAT and LA be denoted by R12, LA and Inv. be 

denoted by R23 and NPAT and Inv. be denoted by R13 and the multiple correlation coefficient 

on NPAT on LA and Inv. be denoted by R1.23. 

 

R1.23   = r
2

12 + r
2

13 – 2 r12 r23 r13 

         1-r
2

23 

 

RNPAT. LA Inv(NABIL)= (0.9389)
2 

+ (0.8996)
2
 – 2 x 0.9389 x 0.9266 x 0.8996 

1 - (0.9266)
2

  

    

= 0.882 + 0.809 – 1.565 

     0.141 

    

= 0.126 

    0.141 

    

= 0.8936 

   = 0.945 

     

 

 

 

 

 

 



 

APPENDIX – III 

 

c) Calculation of Multiple Correlation Coefficient of Net Profit after Tax 

(NPAT) on Loan and Advances (LA) and Investment (Inv.) of NIBL 

Let the correlation coefficient between NPAT and LA be denoted by R12, LA and Inv. be 

denoted by R23 and NPAT and Inv. be denoted by R13 and the multiple correlation coefficient 

on NPAT on LA and Inv. be denoted by R1.23. 

 

R1.23   = r
2

12 + r
2

13 – 2 r12 r23 r13 

         1-r
2

23 

 

RNPAT. LA Inv(NIBL)  = (0.9656)
2 

+ (0.1746)
2
 – 2 x 0.9656 x0.9442x 0.1746 

1 - (0.9442)
2

  

    

= 0.932 + 0.030 – 0.318 

     0.108 

    

= 0.5963 

    0.108 

    

= 5.963 

   = 2.442 

 

 

 

 

 

 

 



 

APPENDIX – III 

 

d) Calculation of Multiple Correlation Coefficient of Net Profit after Tax 

(NPAT) on Loan and Advances (LA) and Investment (Inv.) of HBL 

Let the correlation coefficient between NPAT and LA be denoted by R12, LA and Inv. be 

denoted by R23 and NPAT and Inv. be denoted by R13 and the multiple correlation coefficient 

on NPAT on LA and Inv. be denoted by R1.23. 

 

R1.23   = r
2

12 + r
2

13 – 2 r12 r23 r13 

         1-r
2

23 

 

RNPAT. LA Inv(HBL)  = (0.4414)
2 

+ (-0.0272)
2
 – 2 x 0.4414 x(- 0.7200)x (-0.0272) 

1 - (-0.7200)
2

  

    

= 0.196 – 0.0173 

     0.4816 

    

= 0.178 

    0.4816 

    

= 0.371 

   = 0.609 

     

 

 

 

 

 

 



 

APPENDIX – III 

 

e) Calculation of Multiple Correlation Coefficient of Net Profit after Tax 

(NPAT) on Loan and Advances (LA) and Investment (Inv.) of EBL 

Let the correlation coefficient between NPAT and LA be denoted by R12, LA and Inv. be 

denoted by R23 and NPAT and Inv. be denoted by R13 and the multiple correlation coefficient 

on NPAT on LA and Inv. be denoted by R1.23. 

 

R1.23   = r
2

12 + r
2

13 – 2 r12 r23 r13 

         1-r
2

23 

 

RNPAT. LA Inv(HBL)  = (0.9899)
2 

+ (0.0796)
2
 – 2 x 0.9899 x0.6781x 0.0796 

1 - (0.6781)
2

  

    

= 0.986 – 0.107 

     0.540 

    

= 0.879 

    0.540 

    

= 1.628 

   = 1.276 

 

 

 

 

 

 

 



 

b) Calculation of Multiple Regression Equation of NPAT on LA and Inv. of EBL 

Let NPAT, LA and Inv. are denoted by X1, X2 and X3 respectively. Then the multiple regression 

equation of NPAT(X1) on LA(X2) and Inv.(X3) be; 

 

X1  = a1 + b1 X2 + b2 X3 ………………………………. (i) 

 

The values of constant a1, b1 and b2 can be determined by solving following three normal equations 

simultaneously. 

 

∑X1  = na1 +b1 ∑X2 + b2 ∑X3 ………………………….... (ii) 

∑X1X2  = a1 ∑X2 + b1 ∑X2
2
 + b2 ∑X2X3 ………………….. (iii) 

∑X1X3  = a1 ∑X3 + b1 ∑X2X3 + b2 ∑X3
2
 …………………... (iv) 

 

X1 X2 X3 X1X2 X2X3 X3X1 X2
2
 X3

2
 

237.29 9801.31 4200.51 2325752 41170488 996739 96065619 17644284 

296.41 13664.08 4984.31 4050170 68106016 1477399 186707110 24843346 

451.22 18339.09 5059.56 8274962 92787701 2282975 336322039 25599147 

638.73 23884.67 5948.5 15255857 142077977 3799485 570477604 35384652 

813.76 27556.36 5008.3 22424260 138010498 4075554 759352756 25083069 

∑X1 

=487.48 

∑X2 

=18649.10 

∑X3 

=5040.24 

∑X1X2 

=10466200 

∑X2X3 

=96430536 

∑X3X1 

=2526431 

∑X2
2

 

=389785025 

∑X3
2
 

=25710900 

        

 

Substituting the sum values in normal equation, we get 

      487.48 = 5 a1 + 18649.1 b1 + 5040.2 b2 …………………………….... (v) 

or, 10466200 = 18649.1 a1 + 389785025 b1 + 96430536b2 …………………….. (vi) 

or, 2526431 = 5040.24 a1 + 96430536 b1 + 25710900 b2 …………………. (vii) 

 

Multiplying (v) by 18649.1 and (vi) by 5 and then subtracting (v) from (vi), we get 

             52331000= 93245.5 a1 + 1948925125 b1 + 482152680 b2  

      9091063.27=  93245.5a1 + 347788930.81 b1 +93995193.82  b2  

 

or, 43239936.7=  1601136194.2 b1 + 388157486.18 b2     ………………………………. (viii) 

 

Again multiplying (v) by 5040.24 and (vii) by 5 and then subtracting (v) from (vii), we get 

       12632155 =  25201.2a1 +  482152680b1 +128554500  b2 

            2457016.2 = 25201.2 a1 + 93995193.82 b1 +25403616  b2 

 

or,       10175138.8=388157486.18b1 +103150884 b2 ………………………………(ix) 



 

 

Again multiplying (viii) by 388157486.18 and (ix) by 1601136194.2 and then subtracting (viii) from 

(ix), we get, 

16291783013688755=621491805756906146.8 b1 +165159613836125672.8b2 

      16783905132054324.8= 621491805756906146.8b1 +150666234077576891 b2 

 

or, -492122118365569.8= 14793379758548781.8 b2 

or, b2   =  -492122118365569.8                    

      14793379758548781.8 

   = -0.03 

 

Substituting the value of b2 in equation ix, we get 

    10175138.8=388157486.18  b1 +103150884  x (-0.03) 

or, 10175138.8 = 388157486.18 b1 -3431456 

or, 13606594.8   = 388157486.18 b1 

or, b1     = 13606594.8 

     388157486.18 

  = 0.04 

 

Again substituting the value of b1 and b2 in equation v, we get 

      487.48= 5 a1 + 18649.1 x0.04  +  5040.2x (-0.03) 

or, 487.48 = 5 a1 + 745.97-151.21 

or,  -107.28= 5 a1   

or, a1  =    -107.28 

           5 

  = -21.5 

 

Now substituting the values of a1, b1 and b2 in (i), we get multiple regression equation of NPAT (X1) 

on LA (X2) and Inv. (X3); 

X1  = -21.5 -0.03 X2 + 0.04 X3 

i.e. NPAT  = -21.5 -0.03LA + 0.04 Inv. 

 

Same process has been adopted to find out the multiple correlation coefficient and regression 

equation of NPAT on LA and Inv. of other banks. 

 

 

 



 

b) Calculation of Multiple Regression Equation of NPAT on LA and Inv. of HBL 

Let NPAT, LA and Inv. are denoted by X1, X2 and X3 respectively. Then the multiple regression 

equation of NPAT(X1) on LA(X2) and Inv.(X3) be; 

 

X1  = a1 + b1 X2 + b2 X3 ………………………………. (i) 

 

The values of constant a1, b1 and b2 can be determined by solving following three normal equations 

simultaneously. 

 

∑X1  = na1 +b1 ∑X2 + b2 ∑X3 ………………………….... (ii) 

∑X1X2  = a1 ∑X2 + b1 ∑X2
2
 + b2 ∑X2X3 ………………….. (iii) 

∑X1X3  = a1 ∑X3 + b1 ∑X2X3 + b2 ∑X3
2
 …………………... (iv) 

 

X1 X2 X3 X1X2 X2X3 X3X1 X2
2
 X3

2
 

457.46 14642.56 10889.03 6698385 159443279 4981296 214404534 118570996 

491.82 16998.00 11822.96 8359955 200966605 5814767 288931902 139782336 

635.87 19497.52 13340.18 12397888 260100368 8482618 380153286 177960322 

752.83 24793.16 8710.69 18665031 215965512 6557670 614700535 75876138 

508.80 27980.63 8444.91 14236544 236293885 4296770 782915543 71316505 

∑X1 

=569.36 

∑X2 

=20782.37 

∑X3 

=10641.55 

∑X1X2 

=12071560 

∑X2X3 

=214553930 

∑X3X1 

=6026624 

∑X2
2

 

=456221160 

∑X3
2
 

=116701259 

        

 

Substituting the sum values in normal equation, we get 

      569.36 = 5 a1 + 20782.4 b1 + 10641.6 b2 …………………………….... (v) 

or, 12071560 = 20782.4 a1 + 456221160b1 + 214553930b2 …………………….. (vi) 

or, 6026624 = 10641.6 a1 + 214553930 b1 + 116701259 b2 …………………. (vii) 

 

Multiplying (v) by 20782.4 and (vi) by 5 and then subtracting (v) from (vi), we get 

      60357800=  103912a1 +   2281105800b1 +  1072769650b2  

      11832667.3=103912 a1 +431908149.76 b1 +221157987.84 b2  

 

or, 48525132.7=  1849197650.24 b1 +851611662.16 b2     ………………………………. (viii) 

 

Again multiplying (v) by 10641.6 and (vii) by 5 and then subtracting (v) from (vii), we get 

       30133120 = 53208a1 + 1072769650b1 +  583506295b2 

      6058901.38=53208a1 + 221157987.84b1 +113243650.56 b2 

 

or,      24074218.62 =851611662.16b1 +470262644.44 b2 ………………………………(ix) 



 

 

Again multiplying (viii) by 851611662.16 and (ix) by1849197650.24 and then subtracting (viii) from 

(ix), we get, 

     44517988503468055.47=  1574798284583252722.92b1 + 869608577094096600.67b2 

      41324568915181568.63=  1574798284583252722.92b1 +725242423126917975.87b2 

 

or, 3193419588286486.84= 144366153967178624.80 b2 

or, b2   = 3193419588286486.84                       

       144366153967178624.80 

   = 0.02 

 

Substituting the value of b2 in equation ix, we get 

     24074218.62 = 851611662.16 b1 +470262644.44 x 0.02 

or, 24074218.62 = 851611662.16 b1 + 10402340.85 

or,13671877.77=851611662.16 b1 

or, b1     = 13671877.77 

     851611662.16 

  = 0.02 

 

Again substituting the value of b1 and b2 in equation v, we get 

   569.36= 5 a1 +20782.4 x 0.02 + 10641.6 x 0.02 

or, 569.36 = 5 a1 + 628.48 

or,-59.12= 5 a1   

or, a1  =    -59.12 

           5 

  = -11.82 

 

Now substituting the values of a1, b1 and b2 in (i), we get multiple regression equation of NPAT (X1) 

on LA (X2) and Inv. (X3); 

X1  = -11.8 + 0.02 X2 + 0.02 X3 

i.e. NPAT  = -11.8+ 0.02LA + 0.02Inv. 

 

Same process has been adopted to find out the multiple correlation coefficient and regression 

equation of NPAT on LA and Inv. of other banks. 

 

 

 



 

b) Calculation of Multiple Regression Equation of NPAT on LA and Inv. of NABIL 

Let NPAT, LA and Inv. are denoted by X1, X2 and X3 respectively. Then the multiple regression 

equation of NPAT(X1) on LA(X2) and Inv.(X3) be; 

 

X1  = a1 + b1 X2 + b2 X3 ………………………………. (i) 

 

The values of constant a1, b1 and b2 can be determined by solving following three normal equations 

simultaneously. 

 

∑X1  = na1 +b1 ∑X2 + b2 ∑X3 ………………………….... (ii) 

∑X1X2  = a1 ∑X2 + b1 ∑X2
2
 + b2 ∑X2X3 ………………….. (iii) 

∑X1X3  = a1 ∑X3 + b1 ∑X2X3 + b2 ∑X3
2
 …………………... (iv) 

 

X1 X2 X3 X1X2 X2X3 X3X1 X2
2
 X3

2
 

635.26 6178.53 6178.533 3924973 38174251 3924975 38174200 38174270 

673.96 8945.31 8945.31 6028781 80018571 6028781 80018571 80018571 

746.47 21365.05 9939.77 15948371 212363713 7419740 456465490 98799028 

1031.10 27589.93 10826.38 28446600 289699071 11162538 761204403 117210482 

1139.10 32268.87 13600.92 36757441 438886231 15492790 1041280165 184984916 

∑X1 

=845.17 

∑X2 

=19269.54 

∑X3 

=9898.18 

∑X1X2 

=18221233 

∑X2X3 

=213628368 

∑X3X1 

=8805765 

∑X2
2
 

=475428572 

∑X3
2

 

=103837453 

        

 

Substituting the sum values in normal equation, we get 

      845.2 = 5 a1 + 19269.5 b1 + 9898.2 b2 …………………………….... (v) 

or, 18221233 = 19269.5 a1 + 475428572 b1 + 213628368b2 …………………….. (vi) 

or, 8805765 = 9898.2 a1 + 213628368 b1 + 103837453 b2 …………………. (vii) 

 

Multiplying (v) by 19269.5 and (vi) by 5 and then subtracting (v) from (vi), we get 

      91106165= 96347.5 a1 + 2377142860  b1 + 1068141840 b2  

      16286581.4=96347.5  a1 +371313630.25  b1 +190733364.9  b2  

 

or, 74819583.6=  2005829229.8 b1 + 877408475.1 b2     ………………………………. (viii) 

 

Again multiplying (v) by 9898.2 and (vii) by 5 and then subtracting (v) from (vii), we get 

       44028825 =49491  a1 +1068141840  b1 +519187265  b2 

      8365958.64 =49491  a1 +190733364.9  b1 +97974363.24  b2 

 

or,       167749341.36=877408475.1b1 +421212901.76 b2 ………………………………(ix) 



 

 

Again multiplying (viii) by 877408475.1 and (ix) by 2005829229.8 and then subtracting (viii) from 

(ix), we get, 

     336476532179586084.53= 1759931565829825477.98 b1 +844881150319083864.45 b2 

      65647336754092968.36= 1759931565829825477.98 b1 +769845632177307320.01 b2 

 

or, 607305727605079200.7= 75035518141776544.44 b2 

or, b2   =   75035518141776544.44                     

       607305727605079200.7 

   = 0.12 

 

Substituting the value of b2 in equation ix, we get 

     167749341.36 = 877408475.1 b1 + 421212901.76 x 0.12 

or, 167749341.36 = 877408475.1 b1 + 52042862.26 

or, 115706479.1   = 877408475.1 b1 

or, b1     = 115706479.1 

     877408475.1 

  = 0.13 

 

Again substituting the value of b1 and b2 in equation v, we get 

     845.17 = 5 a1 + 19269.5 x 0.13 + 9898.2 x 0.12 

or, 845.17 = 5 a1 + 3692.8 

or,  -2847.65= 5 a1   

or, a1  =    -2847.65 

           5 

  = -569.53 

 

Now substituting the values of a1, b1 and b2 in (i), we get multiple regression equation of NPAT (X1) 

on LA (X2) and Inv. (X3); 

X1  = -569.53 + 0.13 X2 + 0.12 X3 

i.e. NPAT  = -569.53 + 0.13 LA + 0.12 Inv. 

 

Same process has been adopted to find out the multiple correlation coefficient and regression 

equation of NPAT on LA and Inv. of other banks. 

 

 

 



 

b) Calculation of Multiple Regression Equation of NPAT on LA and Inv. Of NIBL. 

Let NPAT, LA and Inv. are denoted by X1, X2 and X3 respectively. Then the multiple regression 

equation of NPAT(X1) on LA(X2) and Inv.(X3) be; 

 

X1  = a1 + b1 X2 + b2 X3 ………………………………. (i) 

 

The values of constant a1, b1 and b2 can be determined by solving following three normal equations 

simultaneously. 

 

∑X1  = na1 +b1 ∑X2 + b2 ∑X3 ………………………….... (ii) 

∑X1X2  = a1 ∑X2 + b1 ∑X2
2
 + b2 ∑X2X3 ………………….. (iii) 

∑X1X3  = a1 ∑X3 + b1 ∑X2X3 + b2 ∑X3
2
 …………………... (iv) 

 

X1 X2 X3 X1X2 X2X3 X3X1 X2
2
 X3

2
 

350.54 12776.21 5602.87 4478572 71583433 1964030 163231491 31392152 

501.40 17286.43 6505.68 8667414 112459962 3261948 298820558 42323872 

696.73 26996.65 6874.02 18809377 185575526 4789336 728819219 47252151 

900.62 36241.21 7399.81 32639555 268178039 6664417 1313425012 54757188 

1265.95 40318.31 8635.53 51040962 348169958 10932149 1625565960 74572378 

∑X1 

=743.1 

∑X2 

=26723.8 

∑X3 

=7003.6 

∑X1X2 

=23127176 

∑X2X3 

=197193384 

∑X3X1 

=5522376 

∑X2
2

 

=825972448 

∑X3
2
 

=50059548 

        

 

Substituting the sum values in normal equation, we get 

      743.1 = 5 a1 + 26723.8 b1 + 7003.6 b2 …………………………….... (v) 

or, 23127176 = 26723.8 a1 + 825972448 b1 + 197193384b2 …………………….. (vi) 

or, 5522376 = 7003.6 a1 + 197193384 b1 + 50059548 b2 …………………. (vii) 

 

Multiplying (v) by 26723.8 and (vi) by 5 and then subtracting (v) from (vi), we get 

             115635880=  133619a1 + 4129862240 b1 +  985966920b2  

      19858455.78=  133619a1 + 714161486.44 b1 + 187162805.68 b2  

 

or, 95777424.22=  3415700753.56 b1 +  798804114.32b2   ………………………………. (viii) 

 

Again multiplying (v) by 7003.6 and (vii) by 5 and then subtracting (v) from (vii), we get 

       17611880 =  35018a1 + 985966920 b1 + 250297740 b2 

          5204375.16  =  35018a1 +  187162805.68b1 + 49050412.96 b2 

 

or,       12407504.84=798804114.32b1 + 201247327.04b2 ………………………………(ix) 



 

 

Again multiplying (viii) by 798804114.32 and (ix) by 3415700753.56 and then subtracting (viii) from 

(ix), we get, 

42380323631787347.23=2728475815229652386.98 b1 +687400646622463764.26b2 

      76507400525908016=2728475815229652386.98 b1 + 638088013054559629.06b2 

 

or, -34127076894120669.6= 49312633567904135.2 b2 

or, b2   =  -34127076894120669.6                   

      49312633567904135.2 

   = -0.69 

 

Substituting the value of b2 in equation ix, we get 

    12407504.84=798804114 b1 +201247327  x (-0.69) 

or, 12407504.84 = 798804114 b1 -139274309.77 

or, 151681814.61   =798804114  b1 

or, b1     = 151681814.61 

     798804114 

  = 0.19 

 

Again substituting the value of b1 and b2 in equation v, we get 

      743.1= 5 a1 + 26723.8 x0.19  +  7003.6x (-0.69) 

or, 743.1 = 5 a1 + 5077.52-4832.48 

or,  498.1= 5 a1   

or, a1  =    498.1 

           5 

  = 99.6 

 

Now substituting the values of a1, b1 and b2 in (i), we get multiple regression equation of NPAT (X1) 

on LA (X2) and Inv. (X3); 

X1  = 99.6+0.19 X2 -0.69 X3 

i.e. NPAT  = 99.6 +0.19LA -0.69 Inv. 

 

Same process has been adopted to find out the multiple correlation coefficient and regression 

equation of NPAT on LA and Inv. of other banks. 

 

 

 



 

b) Calculation of Multiple Regression Equation of NPAT on LA and Inv. of SCBNL 

Let NPAT, LA and Inv. are denoted by X1, X2 and X3 respectively. Then the multiple regression 

equation of NPAT(X1) on LA(X2) and Inv.(X3) be; 

 

X1  = a1 + b1 X2 + b2 X3 ………………………………. (i) 

 

The values of constant a1, b1 and b2 can be determined by solving following three normal equations 

simultaneously. 

 

∑X1  = na1 +b1 ∑X2 + b2 ∑X3 ………………………….... (ii) 

∑X1X2  = a1 ∑X2 + b1 ∑X2
2
 + b2 ∑X2X3 ………………….. (iii) 

∑X1X3  = a1 ∑X3 + b1 ∑X2X3 + b2 ∑X3
2
 …………………... (iv) 

 

X1 X2 X3 X1X2 X2X3 X3X1 X2
2
 X3

2
 

658.76 8935.42 12838.56 5886297 114717926 8457530 79841731 164828623 

691.67 1050.64 13553.23 7264359 142344655 9374363 110305384 183690043 

818.92 13718.6 13902.82 11234433 190727185 11385297 188199904 193288404 

1025.11 13679.76 20236.12 14023256 276825204 20744249 187135752 409500553 

1085.87 15956.96 19847.51 17327179 316705824 21551816 254624413 393923653 

∑X1 = ∑X2 = ∑X3 = ∑X1X2 = ∑X2X3 = ∑X3X1 = ∑X2
2

 = ∑X3
2
 = 

856.07 12558.6732 16075.65 11147105 208264159 14302651 164021437 269046255 

 

Substituting the sum values in normal equation, we get 

      856.07 = 5 a1 + 12558.67 b1 + 16075.65 b2 …………………………….... (v) 

or, 11147105 = 12558.67 a1 + 164021437 b1 + 208264159 b2 …………………….. (vi) 

or, 14302651 = 16075.65 a1 + 208264159 b1 + 269046255 b2 …………………. (vii) 

 

Multiplying (v) by 12558.67 and (vi) by 5 and then subtracting (v) from (vi), we get 

     55735522 = 62793.35 a1 + 820107185 b1 + 1041320795 b2  

     10751100.63 = 62793.35 a1 + 157720192 b1 + 201888783.39 b2  

 

or,  44984421.37=  662386993 b1 + 839432011.7 b2     ………………………………. (viii) 

 

Again multiplying (v) by 16075.65 and (vii) by 5 and then subtracting (v) from (vii), we get 

       71513255 = 80378.25 a1 + 1041320795 b1 + 1345231275 b2 

      13761881.7 = 80378.25 a1 + 201888783.4 b1 + 258426522.9 b2 

 

or,       57751373.3 = 839432011.6 b1 + 1086804752 b2 ………………………………(ix) 

 



 

Again multiplying (viii) by 839432011.6 and (ix) by 662386993 and then subtracting (viii) from (ix), 

we get, 

      38253758501807486.9=  556028845991665118.8b1 + 719885331655390736 b2 

      37761363321281127= 556028845991665778.8 b1 + 704646102098822534.56 b2 

 

or, 492395180526359.9 = 15239229556568201.44 b2 

or, b2   =   492395180526359.9                      

       15239229556568201.44 

   = 0.03 

 

Substituting the value of b2 in equation ix, we get 

     57751373.3 = 839432011.6 b1 + 1086804752 x 0.03 

or, 57751373.3 = 839432011.6 b1 + 32604142.56 

or, 25147230.74   = 839432011.6 b1 

or, b1     = 25147230.74 

     839432011.6 

  = 0.03 

 

Again substituting the value of b1 and b2 in equation v, we get 

     856.07 = 5 a1 + 12558.67 x 0.03 + 16075.65 x 0.03 

or, 856.07 = 5 a1 + 859.03 

or, -2.96 = 5 a1   

or, a1  =    -2.96 

           5 

  = -0.59 

 

Now substituting the values of a1, b1 and b2 in (i), we get multiple regression equation of NPAT (X1) 

on LA (X2) and Inv. (X3); 

X1  = -0.59 + 0.03 X2 + 0.03 X3 

i.e. NPAT  = -0.59 + 0.03 LA + 0.03 Inv. 

 

Same process has been adopted to find out the multiple correlation coefficient and regression 

equation of NPAT on LA and Inv. of other banks. 

 

 

 



 

APPENDIX – IV 

 

Annual Report of Standard Chartered Bank Limited (F.Y. 2005/06 – 2009/10) 

Website: www.standardcharteredbank.com.np 

Annual Report of NABIL (F.Y. 2005/06 – 2009/10) 

Website: www.nabilbank.com.np 

Annual Report of Himalayan Bank Limited (F.Y. 2005/06 – 2009/10) 

Website: www.himalayanbank.com.np 

Annual Report of Everest Bank Limited (F.Y. 2005/06 – 2009/10) 

Website: www.everestbank.com.np 

Annual Report of Nepal Investment Bank Limited (F.Y. 2005/06 – 2009/10) 

Website: www.nepalinvestmentbank.com.np 
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