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CHAPTER-I
INTRODUCTION

1.1 Background of the Study

In the 21% century, globalization has been the major issue for the every business
organization. Today, business firm should compete with the domestic as well as
international competitors in the market. Small wrong decision may cause a huge loss
for the business organization. Therefore, every step should be taken very cautiously.
Viewing this, the firm set different types of objectives and strategies and keen on
getting those objectives by using the optimum available resources. One of those
objectivesis viewed as profit. Every now and then firm islooking for a satisfactory
level of profit. Without profit firm cannot survive for along period in this competitive
market. Therefore, for competing and surviving in the market profit is required.
Knowing the essence of the profit the concept of "profit planning and control” is
developed in business organization. It is regarded as a basic technique of decision-
making. A well-established and sound profit-planning concept |eads the organization
to ultimate success and vice versa. That's why it is become effective tools for the

organization to measure its operating efficiency and performance.

In simple term, profit is the excess of revenue over cost of production. In other
words, it is difference between total income and expenditure. It is the primary and
legitimate objective of abusiness. Profits to the management are the test of efficiency
and a measurement of control. To the owners, measure of worth of their investment,
to the creditors, the margin of safety, to the employees, a source of fringe benefits, to
the government a measure of tax paying capacity and the basis of legidative action, to
customers, a hint to demand for better quality and price cuts, to abank, less
burdensome source of finance and existence and finally to the country, profit are an
index of economic progress. Thusif abank failsto make profit capital invested is

eroded and if this situation prolongs it ultimately ceases to exist.

The profit motive remains on the main springs of an enterprise and spur to
efficiency. It is clearly the desire to make profit, which inspires the search for more
efficient methods, reduced unit costs, better organization and greater turnover. A



business firm is an organization designed to make profit and profit are the primary
measures of its success, socia criteria of business performance usually relate to
quality of the desirability of the whole profit system, within that system profits are the
valid test of the individual firm's performance.

Hence, it is clear that profit is very essential factor for al the organization.
Profit is that building block which makes the organization much stronger. Thus, larger
profit indicates that the organization is more efficient and profitable. To earn profit, it
should be managed well. For the better management, a management required a proper

planning.

Planning is deciding in advance about what to do, when to do and how to do
something. In other words, it isamethod of course of action to achieve adesired
result and thinking out acts and purpose beforehand. It starts from forecasting and
determinants of future events and al other function are performed within the
framework of planning. Proper planning opens the door for the organization to
achieveits goals. Without it, it will have to face different odd situations and may not
reach at their goal. Therefore, proper planning plays akey role in the organization. It

istreated as a brain of the organization.

Planning is the feed forward process to reduce uncertainty about the future.
The planning process is based on the conviction that management can play its
activities and condition that stage of the enterprise that determines its density
(Reginald & George, 1971,p.62).

After getting some knowledge about profit and planning, it is simple to
understand the meaning of profit planning. Simply, it means acquiring the objectives
of profit using a predetermine planning. Here, planning serves as aframework and all

the function are performed within the boundary.

Profit planning is a predetermined detailed plan of action developed and
distributed as a guide to current operations and as a partial basis for the subsequent
evaluation of performance. Thus, it can be said that “Profit planning is a tool which
may be used by the management in planning the future course of actions and

controlling the actual performance.



Profit planning isavital tool for the organization to achieve the profit goal in a
definite period of time. It helps the organization to build up its empire. Asaresult, it
became a measurement tool to measure the efficiency performance of the
organization.

Basic Elements of Profit Planning
The basic elements of profit planning are indicated as follows:

The Profit Planning considers all activities and operations of an organization. It
is prepared by different department inside the organization.

It isexpressed in financial term; in firm all activities covered by budget are
related with funds. Budget is expressed in monetary value.

It is plan for the firms operations and resources. The two aspects of every
operation are revenue and expenses. The planning for resources will include
planning assets and sources of funds.

It isafuture plan for specific period. Time dimension must be added to a

budget. The budget estimate for some specific period.

The return of any banks basically depends upon its sound lending policy,
lending procedure and investing its deposit in different securities and different sectors
of market. A sound deposit mobilizing policy isnot only prerequisite for bank
profitability but also crucially significant for the promotion of commercial saving of
backward country like Nepal (Pradhan, 1998,p.2).

Liquidity refersto that state of position of a bank that pronounces its capacity
to meet its entire obligation. It refers to the capacity of bank to pay cash against
deposits. People deposit money at the bank in different accounts with the confidence
that the bank will repay their money when they need. To maintain such confidence of
the depositors, the bank must keep this point in mind while investing its excess
deposit in different securities at the time of lending. So that it can meet current or
short - term obligation when they become due for payment.

Bank should always know the purpose of 1oan demanded by a customer
because if the borrower misuse the loan granted by the bank he will never able to
repay interest and principal. In order to avoid such circumstances, loans should be
allowed to the selected borrowers and it should demand all the essential detailed



information about the scheme of project in which the bank is lending for. Bank must
keep in mind the overall development plans of the nation and the credit policy of the

concerned authority i.e. Central Bank.

1.1.1 Brief Introduction of the Sample Bank
The brief introduction of the studied bank is as follows:

Nepal Investment Bank Limited

Nepal Investment Bank Limited was the second and mgjor joint venture bank in the
country with the key points of representation in major places of the nation. It was
established on 28th February 1986 as a joint venture between Nepal ese and French
partners had the official name Nepal Indosuez Bank Ltd. 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, agroup 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.

Among the total share 50% of the total shares are owned by a group of
companies, 20% by local Nepalese public and remaining by Rastriya Beema Sanstha
and Rastriya Banijya Bank in equal percentage. There are 44 branchesin all over the
Nepal of NIBL. A team of qualified and highly experienced professionals manage the
Bank.

NIBL has been awarded the prestigious “Bank of the Year 2008” by the
London-based Financial Times Group’s The Banker — making it the first Nepali Bank
to win the award two times in three years. NIBL had also won “Bank of the Year
2005” and “Bank of the Year 2003 awards. NIBL was selected for this honor
amongst the Nepali banks by meeting the stringent benchmark criteria set by The
Banker. The Award is based on the growth and performance in terms of capital,
assets, and return on equity and management quality.



NIBL isthe pioneer in introducing many innovative products and marketing
concept in banking sector of Nepal with 44 branches and some specific countersin all

major cities.

Nabil Bank Limited:

NABIL isthe foreign first Joint Venture commercial bank incorporated in Nepal in
July 1984 A.D. and listed in NEPSE in the year 1986 A.D. Initially, Dubai Bank Ltd
invested 50% equity shares of Nabil Bank Ltd. Later on, DBL transfersits sharesto
Emirates Bank International Ltd (EBIL) Dubai. Thereafter, EBIL sold its entire stock
to National bank Ltd, Bangladesh. Currently NABIL is operating its services with 49
branches in the various parts of the Nepal. NABIL has authorized, paid up the issued
capital of Rs. 500,491.6544 million respectively. The shareholding pattern of NABIL
involve 20% share of Nepalese Promoters, 30% share of General Public and 50%
share of Foreign Ownership.

NABIL, as apioneer in introducing many innovative products and marketing
concepts in the domestic banking sector, represents a milestone in the banking history
of Nepal asit started an era of modern banking with customer satisfaction measured

asafoca objective while doing business.

1.2 Statement of the Problem

Banks are the backbone of the economy. For the development of the economy the
banks play crucia role. It creates an investment opportunity in the market and also
helps to create devel opment opportunity in the productive area. For the
industrialization it works as aright hand. Therefore, banks play very crucial role. So,
such factor should be taken very seriously and have to provide opportunity to invest in
different sectors like industrial, trade, manufacturing etc. Besides, to survive banks
need reasonable profit. Deposit mobilizing is most important factor for promoters,
shareholders and managements. After 1984, several joint venture and commercial
banks have been established in the country in a short period. Mushrooming of such
banks is the present situation of Nepalese financial system. Thereis high flow of
money in the market but less viable and investible project. Most of the commercial



banks are continuously benefiting to shareholders and returning them adequate profit.
There are few sectors to make a profitable investment and the investors are always
reluctant to risk. Several JVBs and commercial banks have been established in our
country with in short period of time. Deposit mobilizing policy of such banks may
differ from each other but there is no optimum utilization of shareholder's fund to
have greater return in any bank. Nepal Rastra Bank played important role to make
commercia bank mobilize their deposit in good sector. For this purpose, NRB has
imposed many rules and regulations so the bank can have sufficient liquidity and

security.

The insufficient information on financial risk, interest rate risk, management
risk, businessrisk, liquidity risk, default risk and purchasing risk, granting loan
against insufficient deposit, overvalued of goods pledged, land and building
mortgaged, risk averting decision regarding loan recovery and negligence in recovery
of overdue loan are some of the basic lapses and the result of unsound investment
policy sighted in the banks. Currently there are 31 commercial banks including six
JVBs operating in Nepal. NABIL and NIBLL have been collecting comparatively
enough deposit from the beginning. They make profit by making proper investment in
the form of loan and advance and mobilize the funds on government securities and
bond or others. Banks are the backbone of the economy. For the devel opment of the
economy the banks play crucial role. It creates an investment opportunity in the
market and al so helps to create devel opment opportunity in the productive area.
Besides, to survive banks need reasonable profit. To get it, proper profit planning is
required. Considering this, the study has tried to answer the following research
guestions:

Does the bank enable to mobilize the deposit and other resources at optimum
cost?

What are the past profit trend?

How is the banks performance in terms of operations, cost, and resources?

How sound is the operational result in relation to their profit?



1.3 Objectives of the Study

The main objective of the study isto examine the profit planning and itsimpact on the

performance of the banks. Thus the magjor objectives are as follows:

To examine the contribution of deposit utilization in profitability of NIBL and
Nabil Bank Itd.

To examine the performance of the bank in terms of operations, cost and
resources

To examine the interest spread position of the bank

1.4 Significance of the Study

This study provides important information for literature review to those students who
like to do the research study on "Profit Planning." Besides, the management of the
banks, shareholders, investors etc will also find this study noteworthy. This study has
focused profit planning aspect of the two commercia banks and it has fully depended
on secondary data. Profit planning is the important that we understand the
management concept of profit. An economist will say that profit is rewards for
entrepreneurship for risk taking. It has been analyzed leaving other area uncovered.

1.5 Limitations of the Study

No research works are free of some shortcomings or limitations. So this research
study also has some limitations. The main limitations are mentioned below:
Only the deposit utilization and performance of the two banks have been
analyzed leaving other areas uncovered.
The study coversthe anaysis of only five years data from 2007/2008 to
20011/2012.
The study basically depends on secondary data.

Time and resources constraints may limit the area covered by the study.



1.6 Organization of the Study
This study is broadly divided into five different chapters. The title and brief sketch of

each chapter are asfollows:

Chapter |: Introduction

It contains introduction of the study where it includes background of the study,
statement of the problem, objective of the study, significance of the study, limitation

and organization of the study.

Chapter |1: Review of Literature

It incorporates theoretical Framework and review of the articles, journals and past
researches and other empirical studies conducted inside and outside the country.

Chapter 111: Research M ethodology

It explains the methodology used in research to arrive at the results in the context of
arriving at the objective of the study. It therefore basically deals with the nature and
sources of data, research design, method of the data collection and statistical tools and

techniques used in analysis of the data.

Chapter 1V: Presentation and Analysis of Data

It deals with data presentation and analysis of data. It helps to make proper findings

and recommendation.

Chapter V: Summary, Conclusions and Recommendations

It covers summary, conclusions and recommendations of the study on the basis of

findings drawn.



CHAPTER -lI

REVIEW OF LITERATURE

2.1 Conceptual Framework

Profit is the key factor for every business organization. The organization success or
failure depends on the amount of profit the firms generate from its operation or
services. The organization cannot operate for along period of time without profit.
Profits fulfill the other purpose of the firms such as expansion, competition, favoring
the shareholder's etc. Thus, in general profit is the measure of success of afirm. That's
why every firm isinterested in earning profit from its mobilization of resourcesin

optimum cost.

Usualy, profits don't just happen. Profits are managed. Before we can make an
intelligent approach to the manageria process of profit planning, it isimportant that
we understand the management concept of profit. An economist will say that profit is
reward for entrepreneurship-for risk taking. A labor leader might say that itisa
measure of how efficiently labor has produced and that it provides a base for
negotiating a wage increase. An investor will view it as a gauge of the return on hisor
her money. An internal revenue agent might regard it as the base for determining
income taxes. The accountant will define it simply as the excess of afirm's revenue
over the expense of producing revenuein agiven fiscal period. (Kaplan & Atkinson,

1998,p.67). Using the accountants measuring stick, management thinks of profit as:

A tangible expression of the goalsit has set for the firm
A measure of the performance toward the achievement of its goals.

A means of maintaining the health, growth and continuity of the company.

The word 'Profit' implies as comparison of the operation of business between
two specific dates, which are usually separated by an interval of one year. No
company can survive long period without profit. Profit is the ultimate measure of its
effectiveness and in a capitalist society, thereis no future for a private enterprise,
which always incurs loss. Profit is the primary objectives of abusinessin view of the

heavy investment which is necessary or the success of most enterprises, profit in the
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accounting sense tends to become along-term objective which measures not only the

success of a product but also of the development of the market for it.

Therefore, profit isamajor factor in relate to its existence. It became a yardstick

to measure the performance of the firm.

2.1.1 Approachesof Profits
Traditional Approach

The traditional approach of profitsis related to maximization. This approach assumes
that firm goal isto maximize the profit and is adiscretionary behaviour. Profit is the
measurement of the business firms overall performance. A business firm can claim it
to be successful if it can maintain maximum profit to justify the worth of the return on
investment. This helps business firm to save from shortage of funds and provides best

opportunities to undertake the expansion of assets to enlarge business.

The term profit maximization is deep suited in economic theory, Kaplan &
Atkinson express It provides yardstick by which economic performance can be
judged. It leads to efficient allocation of resources. It ensures maximum social welfare
(Kaplan & Atkinson, 1998,pp.23-27).

Profit maximization objective can be justified as below:

Under the conditions of free competition businessmen pursuing their own-self
interests also serve the interest of society. It is also assumed that when
individual firm pursues the interest of maximizing profits, society's resources &
efficiently utilized.

Firms adopt those ventures which increase profit and unprofitable activities are
dropped.

The firm by pursuing its objective of profit maximization also maximizes socio-

economic welfare of society.

However, it has been criticized on

It fails to maximize the owners economic welfare.
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It ignores psychic income

It isnot clear that the maximization of profit is of short or long run.

Modern Approach

Now-days, business scenario is completely different than year before. A firm
processes number of objectives. Profit maximization model has been replaced. Asa
time goes on different theory about profit has been introduced. Boumal introduces
"Sales Maximization Model" and believe that firm objective is to maximize the sales.
Finding that afirm does not have complete and perfect knowledge about
maximization, economist like R.A. Gordon, H.A. Simon and J. Margolis, assert that
the firm tends to become "Deliberative” rather than "maximizing", that the firmsam
at satisfactory rather than the maximum level of profit (Garrison, 1985,p.54).

2.1.2 Functionsof Profit

Profit Serve three main purposes:
Profit may not be the most perfect measure of business efficiency, but it is
probably the least imperfect measure of the general efficiency of afirm. It
measures the effectiveness of business strategy and the efficiency of business
tactics. Anincreasing level of profit, other things remaining the same, isan
indicator of sound and successful business operations.
Profit is the premium that covers the costs of staying in business replacement,
obsolescence, market and technical risk and uncertainty. The management must
generate sufficient profit to cover these operational costs. In other words, profit
IS a business income to meet business expenditure.
Profit ensures the supply of future capital for expansion, innovation and
reconstruction. The part of the profit which isretained is a means of internal
finance for the business firm. The part of it which is distributed to the
shareholders as returns on their investments reflects the soundness of business
and may become a means of inducing new shareholdersi.e. of financing
indirectly external capital for the firm.



12

2.1.3 Planning

The decision making process starts with planning. It is the design of adesired future
state of an entity and of the effective ways of bringing it about. "Planning isthe first
essence of management and all other functions are performed within the framework of
planning. Planning means deciding in advance what is to be done in future. Planning
starts from forecasting and predetermination of future events. Planning is the whole
concept of any business organization. Without proper and effective planning, no firm
can accomplish its predetermined goals and objectives. Hence, it isalife blood of any
organization which makes them efficiently run towards the competitive environment.
Planning is a techniques where by the use-pattern of resourcesis carried out
(Garrison, 1985,p.57).

Planning is the feed forward process to reduce uncertainty about the future.
The planning process is based on the conviction that management can plan its
activities and condition that state of the enterprise that determines its density
(Garrison, 1985,p.59).

Kaplan & Atkinson, (1998) found that planning is an intellectual process, the
conscious determination of courses of action, the basing of decisions on purpose,

facts, and considered estimates.

Planning is the primary function of management. It is the base for other
manageria functions such as organizing, directing and controlling the organization.
Planning involves setting goal's, establishing a course of action, implementing the
action plans, and attaining the goals. Therefore, the organizations reach on top if it has
effective planning and vice-versa. In the absence of planning manager do not even
have the direction, sense of purpose, and activity plan. This ultimately affects the
organization and its future existence. In conclusion, planning is a continuous process.
It should be revised, reformulated according to the business conditions. It is done to
fulfill the gap existing between the present state and the desired future state (Hilton,
1997,pp.36-37).
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2.1.4 Planning System

It is asubsystem of the overall management system of an organization. The planning
system includes three basic elementsi.e. input, process, and output. Information,
equipment, manpower and financial resources are the basic requirement of any
planning. Thus, they are the inputs of the planning system and are interdependent.
These factors provide the base for the processing of planning activities. The 'process
section includes information collection, information processing, environmental
scanning, forecasting, and analysis of internal forces. At last, goals, strategies,
policies, procedures and budget are the outputs of the planning system. These three
elements act together to formulate goals and plans of the organization (Saxena &
Vashist, 1995,p.37).

215 Methodsof Planning

Generaly, three methods of planning are in the operation. They are:

Top-Down Planning
Bottom-Up Planning
Management By Objectives

2.1.5.1 Top-Down Planning

In this planning method, the head-office of an organization develops and provides
guide lines. It includes business definition, mission, statement, economic objectives,
socia objectives, financial assumptions, content of the plan, and other special issue.
This guidelineis followed by the lower-level manager and prepares schedul es of

activities to meet these goals. This method is also known as centralized planning.

2.1.5.2 Bottom-up Planning

In this planning method, the lower-level management plays key rolein the
development of the planning. They inform top management what they expect to do.
Thereisagreat dea of discussion between the superior and the subordinate regarding

the goal fixation and plan formulation. After the opinions of the bottom line come up
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to the top management then, these factors are discussed, analyzed and compared with
the vision and mission of the firm. Lastly, compromises and adjustments are made

and the organization's plans are finalized.

2.1.5.3 Management by Objectives

This method was suggested by Batty in 1982. The core idea of MBO is managerial
planning and control. The process of managers and operatives setting goals together
was designed to give operatives a sense of ownership. This motivates them to get the
goal. Today, the firm used this approach in modified fore. The value of MBO isthat it
communicates the mission, goals, and objectives of the organization to the lower
levels. The lower level managers work out their plans and targets in consultation with
their subordinates. Then, the results are sent to higher levels for consideration. This
allows employees to participate in planning and controlling of their own work. Asa
result, employees participate in planning and controlling of their own work. Asa
result, employees are motivated and gave 100% commitment to their work. MBO
encourages self management and control through participation and commitment.

MBO can be considered as acycle. This cycle consists of four phase. They are
setting goals asfirst phase. Devel oping action plans as a second phase and periodic

review and performance evaluation as third and final phase (Batty, 1982,pp.63-65).

In practice firm uses suitable planning method as their requirement. But in general

combination of top-down and bottom-up isin practice.

2.1.6 Planning Process

The Planning process involves four fundamental steps:

Establishing enterprise objectives

Determining short-range objectives or operational goals
Developing strategies, and

Formulating budgets or Profit plans
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Objectives

Objectives are the statements of broad and long range desired state or positions of the
enterprisein the future. They represent the purposes to which the efforts of the
enterprise will be focused and are directional and motivationa in nature. It is general
the qualitative expressions of the desired future states.

Goals

It represents the operational specification of the broad objectives with time and
guantity dimensions. It is a quantified target which is achieved in definite time period.

Strategies

It makes the way to achieve the objectives and goals. It isacrucial factor without
proper strategiesit is only aday dreaming for the organization in achieving the goals

and objectives.
Profit plans or Budget

It isthefinal step of the profit planning process. It needs intellectual ideas. The
formalization of the objectives goals and strategies for operational purposesis known
as profit planning or budgeting. A profit plan or budget is the formal expression of the
enterprise's plans and objectives, stated in financial term for a specified future period
of time. It is called the profit plan (or the budget) because it explicitly states the goals
in terms of time expectations and expected financial result for each major segment of

the entity.

2.1.6.1 Types of Planning

Business plans can be classified as strategic, tactical and operational planning from
the view of managerial hierarchy, similarly, long range and short range planning from
the view of time period and at last standing plan and single-use plan from the

frequency of use.
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A. On the Basis of Managerial Hierarchy
i) Strategic Planning

Strategic planning is the process of determining the basic objectives of an
organization and deciding the strategies and policies to achieve these objectives.
According to Anthony, "Strategic Planning is the process of deciding on objectives of
the organization, on changes in these objectives, on the resources used to attain these
objectives, and on the policies that are to govern the acquisition, use and disposition
of these resources. Strategic planning thusisthe careful, deliberate, systematic taking
of decisions which affect or are intended to affect the organization as awhole over
long term goals and strategies. For making the decisions top mangersinvolvein

scanning the environmental opportunities and threats and make the suitable decisions.

i) Tactical Planning

It isthat type of planning which translate broad strategic goals and plans into specific
goals and plans. It focuses on functional areas of the organization. Strategic planis
broad in nature so to implement them tactical plan is needed. Therefore, tactical plan
makes the foundation for the strategic planning. Tactical plans are devel oped by
middle manager and have responsibilities to determine the specified details of targets,
resource utilization, and time frames. Tactical plans focus on the major actions that a

unit must take to fulfill its parts of the strategic plan.
Iii) Operational Planning

Planning is the primary function of management. It is the base for other managerial
functions such as organizing, directing and controlling the organization. Planning
involves setting goals, establishing a course of action, implementing the action plans,
and attaining the goals. Therefore, the organizations reach on top if it has effective
planning and vice-versa. In the absence of planning manager do not even have the
direction, sense of purpose, and activity plan. This ultimately affects the organization
and its future existence. In conclusion, planning is a continuous process. It should be
revised, reformulated according to the business conditions. It is done to fulfill the gap

existing between the present state and the desired future state.
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B. On the basis of Time Period

i) Long Range and Short range Planning

Long range planning is more important for broad and long living organization. This
plan has alife span of more than one year. Basically, its range is varying according to

itsimportance such as 1 to 5 years, 5 to 10 years.

The long range planning is the continuous process of making present
entrepreneurial (risk taking) decision systematically and with the best possible
organizing the efforts need to carry out these decision and measuring the result of
these decisions against the expectations through organized systematic feed while short
term planning is that types of planning which covers only one year period and are less
formal and detailed than long range planning. It basically done for what the
organization is doing in that short period. It aimsto find out the changing conditions

in the external environment.

C. On thebasis of Frequency

i) Standing Plans and Single use Plans

Standing plans are used in situations in which programmed decision making is
appropriate. It is developed to guide employeesin handling situations that are likely to
recur and become routine. When the same situation occurs other time, managers
develop policies, rules and operating procedures to control the way employees

perform their task. Policy, procedure and rule are the example of this plan.

Single use plans are developed to handle non programmed decision making.
These are only used once. This plan is developed to handle non-programmed decision
making in unusual situation. After once use, they are either discarded or revised. They
remain valid for acertain period of time until their purpose is accomplished.
Programs, projects and budges are the exampl es of this plan (Garrison, 1985,pp.27-
31).
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2.1.7 Forecasting Vs Planning

Forecasting and planning is not the same thing. Forecasting is an integral part of
planning and decision making. Planning is the primary function of management. It is
the base for other managerial functions such as organizing, directing and controlling
the organization. Planning involves setting goals, establishing a course of action,
implementing the action plans, and attaining the goals. Therefore, the organizations
reach on top if it has effective planning and vice-versa. In the absence of planning
manager do not even have the direction, sense of purpose, and activity plan. This
ultimately affects the organization and its future existence. In conclusion, planning is
a continuous process. It should be revised, reformulated according to the business
conditions. It is done to fulfill the gap existing between the present state and the
desired future state (Hilton, 1997,pp.36-37).

2.1.8 Profit Planning

It is said that an organization should be managed effectively and efficiently.
Management is said to be efficient if it achieve the objectives at minimum efforts and
costs. Thus, management is the coordination and control of the total organization
efforts to achieve the enterprise objectives. In other to attain long range management
efficiency and effectiveness, management must chart its course in advance. The
management process includes decision making which is facilitated by various
techniques, procedures and by utilizing the individual and group effortsin a
coordinated and rational way. One systematic approach to facilitate the effective
management performance is profit planning and control. It isan integral part of
management. The financial manager has a particular interest in profit planning and
control because it helps to regulate flows of funds which it is concern (Hilton,
1997,p.33).

Simply when the planning procedure begins to achieve the profit objectivesit

isthen regarded as profit planning.

Profit planning is a predetermined detailed plan of action developed and
distributed as a guide to current operations and as a partial basis for the subsequent
evaluation of performance. This can say that profit planning is atool which may be
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used by the management in planning the future course of actions and controlling the

actual performance (Hilton, 1997).

Profit planning is a part of an overall process and is an areain which finance
function plays major role. It is now an important responsibility of financial manager
while activities of these shorts require an accounting background. They also are
hearing up on the knowledge of business principles economic statistics and
mathematics. Hence profit planning represents an overall plan of preparation cover a
definite period of time and formulates the planning decision of management. It
consists of the operation budget, the financial budget and appropriation budget”.
Recently the use of cost volume analysisis very much in practice as a profit planning.
It is became a basis for financial planning and control model. It isadevice for
determining the point at which saleswill just cover costs.

Profit planning through volume of cost analysis, however isamodern concept
of management planning tools designed primarily for industrial enterprises. It
involves a study of what a business cost and expenses should be and will be at
different level of what a business cost and expenses should be and will be at different
level of operations and it includes a study of the resultant effect upon profit due to this

changing relationship between volume and cost.

Profit planning may go to wrong directionsin the absence of control
mechanism. It became meaningless without the control mechanism. Therefore, control
mechanism isvery crucial for the profit planning. It generally guides the planning
system and makes aware the management that where the planning is heading towards.
It suggests them time to time for the changing, remaking and reformulating the plan if
required. They are interrelated. When there is a planning there stood control. One may
not be effective without other. Plans merely remain on paper without measures to
ensure accomplishments while control is ineffective without goals to achieve set out
under the plans. Knowing the essence of control in profit planning, through concept of
profit planning and control is presented.

The dictionary meaning of control is

Have a power or authority over some body or something

Regulate something
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Management, guidance, restriction

Standard of comparison for checking the results of the experiment

The term comprehensive profit planning and control is defined as a systematic
and formalized approach for performing significant phase of the management

planning and control function. Specially, it involves:

The development and application of broad and long range objectives of the

enterprise

The specification of enterprises goals

along range profit plan developed in broad terms responsibility (divisions,

products, project etc)

A systematic periodic performance reports detailed by responsibilities and

Follow up procedures.

A profit planning and control program can be one of the more effective
communication net works in an enterprise. Communication for effective planning and
control requires both the executive and the subordinate have the same understanding
of responsihilities, ensure a degree of understanding not otherwise possible. Full and
open reporting in performance reports that fouls on assigned responsibilities likewise

enhances the degree of communication essential to sound management.

2.1.8.1 Fundamental Concepts of Profit Planning

The fundamental concepts of PPC includes the under using activities or tasks that
must generally be carried out to attain maximum use fullness from PPC. These

fundaments are:

Managerial involvement and commitment
Organization adaptation

Responsibility accounting

Full communication

Readlistic expectations

Activity costing

Behavioural view point
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Management control using PPC
Follow up

Management by exception

a. Managerial Involvement and Commitment
Manageria support, confidence, participation and performance orientation includes
manageria involvement. All level of management especially top level management

should engage them to comprehensive PPC.

Involvement in PPC means to understand, to select, to devote, to support by all
its departments and to evaluate the performance of the PPC.

Manageria involvement of comprehensive profit planning and control,
program is directly related to the confidence of management and its known ability to
influence the future program and convincement with the idea of setting goal in
advance. Materias involvement also deals with the idea of direct participation of the

lower staff on the program but the ultimate decision should come from the top level.

Modern concept of PPC program has emphasized on manageria involvement.
Because modern business believes on the principle of attaining set objectives or goals

rather than earning short run more monitory profit (Brown, 1969,p.43).

b. Organization Adaptation

A success of the profit planning and control program depends upon the sound
organizational structure and also on aclear cut designation of the lines of authority
and responsibilities of all the departments of enterprises. The responsibility of each
department managers should be well clarified. Sometimes indirect relationship of
responsibility also plays great role in an organization. So, it is advisable to clarify well
coordinate al round responsibility between the departments.

For easy and effective control some time the organizational structure are
different functional sub units. These are known as responsibility center. They include

functional arealike cost, profit and investment center.
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Normally organizational involvement includes:

Delegation of authority and responsibility to each functional sub units.
Sub-divide the whole organization in to different functional sub units.

Each sub units should prepare its own periodic plan.

Based upon plan prepared by sub units a master plan isto be prepared by higher

management.

c. Responsibility Accounting

Planning is base on historical data. These can be supplied by the accounting section
and control is done by evaluating the actual data and planned data. Therefore,
accounting system of any enterprises should be build around the responsibility
structure of organization of functional sub units. Therefore, PPC requires
responsibility accounting.

d. Full Communication
Communication can be defined as "An interchange of thought or information to bring

about a mutual understanding between two or more parties.

"Communication can be either of dialogue massages or understanding form
working together. Although most of the management invest |east importance on
communication but it is the most important thing for any organization observation and
control. Most of the organization faces ot of problem due to bad communication
systems (Garrison,1985).

e. Realistic Expectation

PPC must be base on realistic approach or estimation rather than irrational, optimism
or conservatism. The care with which budget goals and objectives are set for such
items as sales, production, cash flow and so on determines the success of PPC
program. Therefore, PPC includes realistic approach with time dimension and

external and internal environment.
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f. Activity Costing
Responsibility accounting system generally accumul ates costs by department and
product costing system associate costs with units of product or services organization
also frequently findsit useful to associate costs with activities. By decomposing an
organizations production process into discrete set of activities and then associating
costs with each of those activities. Moreover, by systematically identifying the

activities throughout the organizations managers can identify redundant activities.

g. Management Control Using PPC

The primary purpose of control isto ensure attainment of the objective, goals and
standards of the enterprises. Control has many facts such as direct observation, ora
expression, policies and procedures reports of actual results and performance reports.
PPC focuses on performance reporting and devaluation of performance to determine
the caused of both high and low performance. The essentia features of PPC
performance reports are as follows (Batty, 1982,p.47).

Performances classified by assigned responsibilities
Controllable and non controllable items and designated
Timely reports are issued
Emphasisis given to a comparison actual result and planned results, the
performance results should be designed the responsible manager and show actual

results.

h. Behavioural View Point

Planning is the primary function of management. It is the base for other managerial
functions such as organizing, directing and controlling the organization. Planning
involves setting goals, establishing a course of action, implementing the action plans,
and attaining the goals. Therefore, the organizations reach on top if it has effective
planning and vice-versa. In the absence of planning manager do not even have the
direction, sense of purpose, and activity plan. This ultimately affects the organization

and its future existence. In conclusion, planning is a continuous process.
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It should be revised, reformulated according to the business conditions. It is
doneto fulfill the gap existing between the present state and the desired future state.
(Hilton,1997,p.36)

i. Follow up
Follow up isan important part of PPC. It distinguishes between cause and effect. It

includes:

To correct the action of substandard performance in a constructive manner.
To recognize and transfer the knowledge of outstanding performance to others

To provide abasis for better planning and control in the future.

j. Management by Exception

A comprehensive PPC program facilitates in many ways, underlying there is the
measurement of actual performance against planned objectives goals and standards
and the reporting if the at measurement in performance reports. This measurement
and reporting extends to all areas of operations and to all responsibility centersin the
enterprises. It involves reporting of actual results, budgets or planned results and the
difference between the two.

This type of reporting represents an effective application of the well
recognized management exception principle. The exception principle holds that the
manager should concentrate primarily on the exception principle or unusual items that
appear in daily, weekly and monthly reports, thereby living sufficient managerial time
for overall policy and planning considerations. It isthe "out of line" that needs
immediate managerial attention to determining causes and to take corrective action.
The items that are not out of line need not utilize expensive management time.
However, they shall trigger "rewards" in appropriate ways. To implement the
exception principle, techniques, procedures must be adopted to call the manager
attention to the out of control items performance reports because, they include a
comparison of actual results with plans by areas of responsibility, emphasizein a

relevant ways performance variation.
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2.1.8.2 Budgeting: A Systematic Approach to Profit Planning

A budget is a comprehensive and coordinated plan, expressed in financial terms, for
the operations and resources of an enterprise for some specific period in the future.
Budgeting is primarily attention directing because it helps mangers to focus on
operating or financia problems early enough for effective planning or action.

It is the only comprehensive approach to managing so far developed that, if
utilized with sophistications and good judgment, fully recognizes the dominant role of
the manager and provides aframework for implementing such fundamental aspects of
scientific management as management by objectives, effective, communication,
participative management, dynamic control, continuous, feedback, responsibility

accounting, management by exception, and managerial flexibility.
The major purpose of the budget is

To state the firm's expectations (goals) in clear, formal terms to avoid confusion
and to facilitate their attainability.

To communicate expectations to all concerned with the management of the firm
so that they are understood, supported and implemented.

To provide adetailed plan of action for reducing uncertainty and for the proper
direction of individual and group efforts to achieve goals.

To coordinate the activities and efforts in such away that the use of resourcesin
maximized.

To provide a means of measuring and controlling the performance of individuals
and units and to supply information on the basis of which the necessary corrective
action can be taken.

In conclusion budgeting is important for every business organization. It is
definitely be avery maor element in profit planning. Without budget profit planning
may be shadowed. It presents full information about the financial situation and helps
to formulate planning prior to the operation (Kaplan & Atkinson, 1998,p.55).

2.1.9 Break Even Analysis
The break even analysisis the most widely known form of CVP analysis. Therefore,
both the terms are used interchangeably. Break even analysisisalogica extension of
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management costing. It is based on the principle of classifying the operating expenses
into fixed and variable. Nowadays, it has become a powerful instrument in the hands
of policy maker to maximize profits. It isamanagerial technique to check the effect
of change in the level of production due to various reasons.

Planning is the primary function of management. It is the base for other
manageria functions such as organizing, directing and controlling the organization.
Planning involves setting goal's, establishing a course of action, implementing the
action plans, and attaining the goals. Therefore, the organizations reach on top if it has
effective planning and vice-versa. In the absence of planning manager do not even
have the direction, sense of purpose, and activity plan. This ultimately affects the
organization and its future existence. In conclusion, planning is a continuous process.
It should be revised, reformulated according to the business conditions. It is done to
fulfill the gap existing between the present state and the desired future state.

2.1.10 Cost Volume Profit Analysis (CVP)

It isan analytical technique for studying the relationship between volume, cost (fixed
and variable) prices and profits. It is taken as a device to measure usefulness of profit
planning of the firm. In fact, the entire field of profit planning has become associated
with the CV P inter-relationships. It should be kept in mind that the forma PPC
involves the use of budgets and other forecasts, whereas CVP analysis provides an
overview of the PPC and helps to evaluate the purpose and reasonableness of such
budgets and forecasts. CVP helps firms to determine the minimum sales volume to
avoid losses and the sales volume at which the profit goal will be achieved.
Furthermore, it hel ps management to find out most profitable combination of cost and
volume. Therefore CVP anaysisis used by management to predict and evaluate the
implications of its short run decisions about fixed costs, variable costs, volume and

selling price for its profit plans on a continuous basis.
CVP analysisis madeto find out the following

What would be the cost of production under different circumstance?
What has to be volume of production?

W hat profit can be earned?
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What is the difference between the selling price and cost of production?

2.1.10.1 Application of Cost Volume Profit Analysis

Cost volume profit analysisis applied specialy for break even analysis and profit
planning. Profit planning is fundamenta part of overall management function. Profit
planning can be done only when the management has the information about the cost
of product fixed & variable and selling price of the product. The most important
factors that affect the planning for profit are costs fixed & variable & volume of sales
CVP analysis can be applied in the following respects. (Dangol, 2004,p.120).

It helpsin fixation of selling price.

It is helpful in cost control

It also assists the management in understanding the behaviours of cost & helps
in budgeting control.

It helpsin determining the level of output where al the costs can be met.

It assists the management in profit planning.

It also assists the management in performance evaluation for the purpose of

management control.

It helps very much in making manageria decisions such as make or buy a part,
drop or continue a department or product line, accept or reject a specia order,
selection of profitable product mix etc.

2.1.11 Development of Profit Plan

Development of profit plan in commercial bank begins with the preparation of various
functional budgets. These budgets are in fact the picture of various activities of the
bank to be performed during a particular period of time. Therefore, the functional
budgets of a bank are activity based such as budget for deposit collection, budget for
lending and investment, budget for non-fund based business, budgets for expenditures

and revenues.

The development of profit plans process involves manageria decisions and
ideally high level of management participation. The following are the budget whichis
developed in abank while making a profit plan.
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Resources Mobilization Plan or Budget
Resources Deployment Plan or Budget
Planning for Non Funded Business Activities
Expenditure Planning

Revenue Planning

2.1.11.1 Resour ces Mobilization Plan or Budget

Resources mobilization plan is regarded as a basic foundation of planning in a bank
because al other planning is based on it. One of the major resources of abank is
customer deposits. Bank collects huge amount from customer deposit. With the wise
use of it, bank can generate profit. The activities like lending and investment are very
much depend on this source. Therefore, deposit mobilization is the primary function
of a bank which has major contribution in the total resources of the bank. In terms of

cost, the bank customer's deposits are of two kinds,

Interest free depositsi.e. current deposits, margin deposits etc.

Interest bearing deposit i.e. saving deposits, fixed deposits, call deposits etc.

The interest free deposits are cost free but are generally volatile in nature. This
type of deposit can be withdrawn without restriction from the bank thus cannot be
invested in to higher income yielding assets. But interest bearing deposits involve cost
of deposit. There retention ratio with the bank are much better so they can be put to
high income yielding assets having longer tenure. Therefore a proper mix of cost free
and costly deposits corresponding to short term and longer term deposits are to be
maintained by the bank in its deposit mix in order to minimize its average cost of
deposit. At the same time having comfortable mix of income yielding assists the cost
of deposit of banksis also affected by the prevailing deposit interest rate of other
banks in the market.

Budget for deposit mobilization during a particular year is set in advance with
the view of optimizing the cost of deposit and the some are alocated to the different
branches of the banks. Such allocations may be regarded as the tactical plan for
deposit mobilization of the banks.



29

The other resources of banks are borrowing from other banks and capital fund.
It isnot aregular activity of abank. It is done to meet temporary requirement of
liquidity. Among the capital fund the equity capital isformed generally ontime
during operation of the bank. The central bank may time to time instruct the bank to
enhance the paid up capital to improve the capital adequacy of the bank which may
affect the profit earning capacity.

Thisis also affected by the general reserve of the bank. According to
commercia banking act 2031 bank should maintain at least 20% of the net profit as
general reserve until the amount gets double the paid up capital.

2.1.11.2 Resour ces Deployment Plan or Budget

Resources deployment planning starts from assessment of nature of resources to be
mobilized. It means that the available resources are alocated on the basis of the
nature of the asset. Brown (1969) expressed, "The fundamental criterion must be
followed in allocating fund for acquiring different types of assets. That is turnover
rate of different sources of supply of fund determines the appropriate maturity of the
assets acquired through fund utilization for instance while relatively stable fund like
saving deposits, fixed deposits and paid up capital could be to buy long term high
yielding securities demand deposit which are more volatile could be used to acquire
relatively liquid assets like cash money at call and short notice on which little or no
return is made by the bank."

A bank should make the planning for deployment of its resourcesin such a
way that it ensures requires liquidity as well as optimize the yield on the fund of bank.

Therefore, banks resources deployment process involves following:

Deployment in liquid assets
Deployment in lower income yielding assets
Deployment in higher yielding assets

Funds kept as cash in vault and as balance with NRB and other banks in

current account are the most liquid assets of the bank. Normally, banks have to
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maintain certain fixed percentage of their deposit liability in thisform as directed by
the central bank form time to time. Thereis no yield in the fund deployed as liquid
assets. Deployment for lower income yielding assets are generally planning the fund
in short term securities treasury bills etc provides reasonable liquidity aswell asyield

some return.

Bank can earn more money as interest income from the resources deployed to
loan advances and bills discounting. Banks make its lending budgets in advance as per
their lending policies. Lending targets are fixed at various sectors of economy. The
targets are allocated to the branches which are generally operated as separate profit

centers.

2.1.11.3 Planning for Non-Funded Business Activities

Banks also involve in those activities from where they can generate reasonable
income without funding. This type of activitiesis regarded as non-funded business
activities. Letter of credit and bank quartette insurance business is the example of
these types of business. In this business bank under took payment liabilities which are
contingent in nature and charge certain percentage of commission on such transaction
to their client who are using these facilities. The bank fixes annual target for such

business and those are allocated to the branches of the bank.

2.1.11.4 Expenditure Planning

The expenditure planning is very important in the perspective from profit. When the

cost

isminimized at that time automatically profit is maximized. Therefore, cost should be
minimized to earn optimum profit. The bank should control following types of

expenses:

Interest expenses
Personnel expenses

Administration expenses
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Expenses meeting the loss in exchange fluctuation
Non-operating expenses

Expenses for provision for loan loss

Expenses for provision for staff bonus

Expenses for provision of income tax

2.1.11.5 Revenue Planning

Revenue is generated from the income yielding activities. Therefore, while preparing
the resources deployment plan and non funded business plan, the bank should make
the estimate the estimate the revenue in advance during the period for which the plan
is developed. Bank should concentrate in following items:

Interest income
Commission and discount
Dividend

Other income

Foreign exchange income

Non-operating income

2.2 Review of Related Studies

This sub-section is concern with the previous research work done by the different
scholars more specialy; the chapter includes the conceptual framework, review of

foreign research and review of Nepalese research.

2.2.1 Review of Articles

Profit planning and Control played the vital role in overal profitability management
which provides the guideline for the achievement of organizational goals and
objectives. Various studied has been conducted for the behavior of Profit planning.
Regarding this various empirical studies have been conducting related area of profit
planning. There are many researchers carried out by different research in this topic.
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The profit planning in the context of particularly commercial banks seems to
be a new subject of study for research and analysis. So far this researcher could found
some studies that have been made in thistopic. Here are reviewed thesis some are
manufacturing sector and some are related with financial sector which can help usto
understand about their objectives, used statistical tools and major findings about this

topic.

Number of research studies has been done internationally on Profit Planning.
Some of them are as follows:

Chamberlain (1991) describes in his research report that "profit planning
refers to the organization's techniques and procedures where by long and short range
plans are formulated, considered and approved responsibility for execution is
delegated, flexibility to meet changing condition is provided, progressin working the
plan, deviationsin operation are analyzed and corrective action required to reach the
desired objective istaken. A profit plan is an advance decision of expected
achievement based on the most efficient operating standards in effect or in prospect at
thetimeit is established against which actual accomplishment is regularly compared.
The primary aim of the profit plan isto assist in assuring the procurement of the
profits plan and to provide a guide for assisting in establishing the financial control
polices including fixed assets additions inventories and cash position. The adoption of
correctly constructed profit plan provisions provides opportunity for aregular and
systematic analysis of incurred or anticipated expenses organized future planning,
fixing of responsibilities and stimulation of effort. In short it provides atool for mere
effective supervision of individual operations and practical administration of the

business as awhole.

Wiley John (1991, Chapter 11) has written often a budget manager can
develop a better budget when he has a more perfect understanding of the resources he
controls. Thisincludes understanding the cause and effect nature of various activities,
controllable and uncontrollable variables, variable and fixed cost relationships, and
market economics. How product demand is affected by seasonality, environmental
factors, or particular leading economic indicators. How the layout of work centers the
shop floor affects work-in-process inventory levels. Developing an improved
understanding of these itemsis not something that is generally considered to be part
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of the budgeting process. However, the results of studying these areas can greatly
improve the accuracy and usefulness of the budget, not to mention the manager's
grasp of underlying business process. For example, knowing how advertising affects
sales can help determine aworthwhile level of advertising expenses, for agiven sales
budget. Special analyses such as these are usually performed outside the budgeting
cycle when sufficient timeis available. Sometimes the effort required to conduct a
special study of this nature can be significant. Moreover, specia expertise may be
required to manage the technical aspect of the study. The techniques applied usually
come from afield of study called Operations Research and involve an understanding
of mathematical processes such as statistics, Monte Carlo simulation, regression,
correlation analysis, and linear programming. But many times the simpler techniques
tend to be the most popular. For example, a simple spreadsheet and a personal
computer typically serve as the primary tool for the data evaluation in a special

study. Often the general ledger system's only role hereisto serve as the repository for

available financial data and not as atool for data evaluation.
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Michelon (1998) A budgeted Income Statement, and a Budgeted Balance
Sheet.” In short, it represents a comprehensive expression of management’s plans for
the future and how these plans are to be accomplished. Difference Between Planning
and Control: The term planning and control are often confused, and occasionally these
terms are used in such away as to suggest that they mean the same thing. Actually,
planning and control are two quite different concepts. Planning involves developing
objects and preparing various budgets to achieve those budgets. Control involves the
steps taken by management to increase the likelihood that the objectives set down at
the planning stage are attained and that all parts of the organization are working
together toward that goal. To be completely effective, a good budgeting system must
provide for both planning a control. Good planning without control is time wasting.

Richards (2010) Succession Planning Case Study: Sale Price Profit”. A key

outcome of the Effective Succession Planning process is ensuring you receive your

desired sale price for the business at exit. The achievement of your desired sale price
will ensure that your retirement assets and retirement income will continue to meet the
requirements of your desired standard of living. It isvital therefore to understand the
role of sale price income and sale price profit in this equation. When determining
business value as amultiple of profit, it isimportant to ensure the profit figure used
presents the best perspective of the business. It goes without saying that the higher the
figure, the better the price.

While making profit plan, the multinational corporations often reduces the
profits of enterprises with heavy taxation burden according to taxation burden of
subsidiaries, and transfer the reduced profits to the enterprises in which the taxation
burden islight. This simple complementary approach to profit planning is not only
constrained by the restriction of the volume of business between subsidiaries and the
cost of transferring profits, but also more importantly is constrained by restricting
factors such as tax authority's anti-avoiding taxation so that the resulting effect of
profit planning is not excellent. On the basis of analyzing spatial profit planning,
multinational corporations make a decision considering the objectives and restrictions
of tax minimization, establishing a non-linear programming model, solving the
optimal limit of profit-shifting and determining the optimal tax planning program.
Taking Lenovo Group for example, inspects the validity of the model.
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Walker (2011) Waker and Company Profit Plan Decision. The objectives of
the study isto illustrate the importance of the assumptions embedded in a profit plan,
to familiarize students with various sources of business information to learn how to
use a profit plan to test key business decisions Case Synopsis the case portrays a
series of profit planning decisionsin afamily-owned publishing company. The caseis
written by and about the same individual, Ramsey Walker, a young, recent business
school graduate. The case begins with a quick overview of Waker & Company's
(Walker) history. Case Theory and Background Companies use profit plans for
several reasons: To trand ate the strategy of the businessinto a detailed plan to create
value. This helps managers quantify trade-offs and provides a framework for anaysis
for avariety of strategic decisions. To evaluate whether sufficient resources are
available to implement the intended strategy. This highlights the importance of the
cash flow for small companies, to create a foundation to link economic goals with
leading indicators of strategy implementation, to enable benchmarking with
competitors and identify areas for efficiency gains, to aid in internal communication,
coordination and education. An interactive profit planning process setsup a
motivational contract with managers and increases their knowledge of the business.
There are three interrelated analyses that are required for profit planning: (a) the profit
"wheel"; (b) the cash wheel; and (c) return on equity (ROE) wheel. All profit plans
can change, as managers assumptions about the future and understanding of cause
and effect relationships change. Sequence of Analysis Part A. Complete a profit plan
for the children's book line what assumptions are made and identify which of theseis
critical to your analysis? Part B. Based on your analysis, prepare an agenda of the top
three action items that Ramsey should discuss with George Gibson and Ted Rosenfeld
during their upcoming meeting. Part A. Complete a profit plan for the children's book
line What assumptions are made and which of these critical of these assumptions are

critical to your

2.2.2 Review of Thesis

Tiwari (2006) has found that the main sources of bank is customer deposit and loan
advances and bill purchasing hold the highest outlet of resources deployment. It isincrease or
decrease in every year. The bank isin liquidity position and BEP suggest that it isin earning

zone. The analysis of cash flow statement shows the bank has strong position in market.



36

Subedi (2007) conduct that various finding based on the analysis of data and
information. He concludes that NBB has higher total revenue and total cost than
NIBL. In result, profit is found higher in NBB. As for volume of loan and advance it
isincreasing every year in both banks. Deposit of both the bank is also increasing.
The trend analysis result shows that the same amount of fluctuation of loan and
advance of NBB is higher than that of NIBL.

Kharel (2008) point out that the liquidity position of NIBL is comparatively better
than that of Nabil and Bok. Due to more efficient loan policy, Nabil suffers lessfrom
loan loss provision. The total interest paid to working fund ratio is less than the
interest earned to total working fund ratio. So it is profitable position as it is getting
higher return that isinterest cost. The degree of risk is average on NIBL. The credit
risk ratio is higher than the compared banks. However the lowest C.V of credit ratio
and average C.V of liquidity risk ratio and capital ratio over the study period provided
for the assurance of consistency of the degree of risk. NIBL has showing its good
performance by increasing the total deposit |oan and advances and investment in

profitable sectors interested earnings by providing loan to clients.

Bajgai (2009) has conducted that the bank is conscious about the human resources
due to rapid growth and advent new branches. Develop skills to employees to
empower them to provide excellent customer services banks supports to employees
further advanced courses. Currently there are 622 employees over the 22 branches of
NIBL and bank has aim to rise up to 50 branches with in the year 2010 A.D. The
Bank is awarded “Bank of the year 2003, 2005, and 2008 “by the London-based
Financial Times Group’s, The Banker. The bank has awarded by “Best Presented
Accounts Award -2006” by the institute of Charted Accountants of Nepal (ICAN).
The bank has 2000 Million of authorized capital and the purposed amendment of
authorized capital of bank is NRs 4000 million for the purpose of bonus share and
issue of right share. The bank has 88% average contribution of customer depositin
the resources mobilization as per the data F/Y 2060/61 to 2064/065 and uses the other

resources of 12 % in average.
2.3 Research Gap

Most of the previous research on this topic has been related to the profit planning

system of manufacturing organization. However, the research done on the non-
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manufacturing organization such as banks are also very focus on the profit planning
system and its practices in the respective bank. So far al the dissertations have
conclude that there is no proper planning system and recommend for the effective

implementation of profit planning system in the concerned organization.

This study will be anew onein thisfield. This study hastried to explore the
profit trend and the allocation of resourcesin profit making and budgeting rolein the
effective formulation and implementation of profit planning. Finally, the study
concludes with the various findings and recommendations. So this study will aso be
fruitful to those interested person parties, scholars, students, teachers, businessman

and government for academically as well as policy perspectives
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CHAPTER - 111

RESEARCH METHODOLOGY

3.1 Introduction

The main purpose of this chapter is to discuss the research methodology such as
research design, population and sample. Data collection technique and analytical tools
of the research study. It iswidely accepted that research is simply the process of
arriving at dependable solution to problem through the planned and systematic
collection, analysis and interpretation of data. It isimportant tools for advancement of
knowledge and accomplishment of purpose, thus research methodology isaway to
systematically solve the research problem. It may understand as science of study how
research is done scientifically. Research methodology, as avital part of research
study, describes the various sequentia steps to be adopted by researcher in studying
research problem along with the logical behind them.

This study has intense relation with application of planning and control in a
commercia bank with a specific reference to Nepal Investment Bank and Nabil Bank
regarding the objectives to analyze, examine and interpret the application of profit
planning in the Bank. The Research methodology includes, research design,
popul ation and sample, data collection procedures and Tools and Techniques Used. .
For our purpose the following steps provides useful procedural guidelines so far as

research methodology is concerned

3.2 Resear ch Design

A research design is simply the framework or plan for a study that guides the
collection and analysis of data. "Research design is the plan structure and strategy of
investigations conceived so as to obtain answers to research questions and to control
variance" (Wolf and Pant, 2005:25). Various functional budgets and other related
information and statement of the bank are the major materials of this study. Therefore,
descriptive as well as analytical research design has been used. This study is a case

study in nature. A true research design is basically concerned with various stepsto



39

collect the data for analysis and draw arelevant conclusion. Recommendation is
another important aspect of design strategy. The research design allows the
researchers to take an appropriate measure and direction towards the predetermined
goals and objectives. A research design is the arrangement of conditions for the
collection and analysis of datain a manner to combine relevance to the research
purpose with economy in procedure. Research design is the plan, structure and
strategy of investigation imagines obtaining answers to research questions and
controlling various things. This study is an examination and evaluation of budget
process in profit planning program of Nepal Investment Bank and Nabil Bank.
Various functional budgets and other related accounting information’s and statement
of Bank are the materials to analyze and evaluate the profit planning system of the
Bank. Descriptive as well as analytical research designs have been adopted in this

research. Thisis acase study research.

3.3 Population and Sample

Thirty One banks are in the operations but as the study concern with comparing the
profit planning of two banks, as sample Nabil Bank and Nepal Investment Bank Ltd
are taken using judgmental sampling method. The data presented in this study are
secondary type. The annual reports of the concerned banks are the major sources of
datafor the study.

Annual reports of the sample banks are collected from the concerned source,
especialy from their websites. Some of data are collected from central library at T.U,
Management campus library as well as some data are obtained from website of NIBL
(www.nibl.org.com) and website of and website of NABIL Bank

(www.nabilbank.com).

3.4 Analysis of Data

Data collected from various sources are managed, analyzed using various financial

and statistical tools. Interpretation and explanations of results are made wherever
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necessary. Financia tools mainly ration analysis are used. Statistical tools used in this

study are trend analysis, correlation analysis.

3.5 Period of the Study

This study covers the time period of 5 years for the purpose of trend analysis and the
time period of one year for the purpose of short range profit plan analysis. Long range
trends are taken from fiscal year 2007/08 to 2011/12. For short range plan the data are
taken from F/Y 2011/12. Because there are two time dimension in profit planning i.e.

long term and short term.

3.6 Tools and Techniques Used

For the research study various tools and techniques are being used. They are as

follows:

3.6.1 Financial and Accounting Tools
Ratio Analysis

The relationship between two accounting figure, expressed mathematically is known
asfinancial ratio (or smply as aratio). The technique of ratio analysisis apart of the
whole process of analysis of financial statements of any business of industrial concern
especially to take output and credit decision. The technique of ration analysisis of a
considerable significance in studying the financial stability, profitability and the
quality of the management of the business and industrial concern. Ration can be
expressed in theratio is used in this study are as follows:-

Cost Volume Profit Analysis

Planning controlling and decision making are the essential management functions
Cost Volume Profit Analysis helps the manager to plan for profit to control cost &
make decision. Cost volume profit analysisis applied specially for break even
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analysis and profit planning. Profit planning is fundamental part of overall
management function. Profit planning can be done only when the management has
the information about the cost of product fixed & variable and selling price of the
product. The most important factors that affect the planning for profit are costs fixed

& variable & volume of sales.

3.6.2 Statistical and Mathematical Tools

Statistical tools are mathematical measure of various variables, which help to estimate
or predict of unknown value of one variable with help of other known variable.
Similarly it helps to measure interrelationship of various variables. Following tools

are used to analyze the data-
Performance M easures

Performance measures reflect strategic, operating and financing decisions. Strategies
involve critically important decision areas such as choice of product market areas
which the firm conducts its operations whether to emphasize cost reduction or product
differentiation, whether to focus on selected product areas or seek to cover a broad

range of potential buyers etc.

Arithmetic Mean/ Average

The central values that represent the characteristics of the whole distribution or the
values around which al items of the distribution tend to concentrate are called
average. Arithmetic mean or arithmetic average is one of the important statistical
measures of average. The arithmetic mean of agiven set of observation istheir sum
divided by the number of observation.

Sum of the observations

Arithmetic Mean =

Number of observation
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Trend Analysis

Trend analysis reflects the dynamic place of movements of phenomenon over a period
of thetime. Thisanalysis simply finds out the increasing or decreasing trend of any
particular item. It helps on forecasting so that proper strategy can be implemented to
improve the situation.

The least squares method of trend analysis has been used to measure the trend
behaviours of the banks. The data of last five yearsi.e. from 2004/05 to 2009/10 has
been used to measure the trend analysis. The straight line of analysis of datais
represented by the following formula.

Y = atbx
Where,
o o
Y XY
a=a— d b= % > S
N X

Here'Y'isused to designate the trend values to distinguish them from actual
'Y' values; 'a istheintercept or the computed trend figure of the "Y" variable. when
X=0, 'b' represents the stop of trend line of the amount of change in 'Y variable that is
associated with a change of one unit in X' variable. The 'X' variable in time series

represents times.

While analyzing, trend, correlation between time 'X' and other related variable
isalso calculated.

The significant of relationship (correlation) has been measured by using
probable error (PE) and six time probable error 6 PE. Also to determine the co-

efficient of r, r? has been calcul ated.
Correlation Coefficient

Correlation analysisis a statistical tool. It is used to find the relationship between
variables. If two quantities vary in such away that movement in one are accompani ed
by movementsin the other these quantities are correlated. It shows the effect on other

variable due to the change in one variable. The degree of relationship between the



variables under consideration is measured through the correlation analysis. Thus
correlation is statistical device, which helps us in analysis the co-variation of two or
more variables. Karl Pearson’s Coefficient of correlation is widely used in practice.
The Pearson’s coefficient of correlation is widely used in practice. The Person’s
Coefficient of correlation is denoted by the symbol “r”. For the correlation analysis, in
this study Karl Pearson correlation coefficient is used and it is computed by following
direct method formula.

r N XY - XaY
M Inaxe-@xf nave-(avy

Where,

I x, y) indicates correlation coefficient of two variables. The correlation
coefficient always lies between +1 and - 1. It is perfectly correlated whenr is +1, no
correlation when r = 0 and negative correlation whenr = -1.

The other test is probable error of correlation coefficient. The probable error

determines the reliability of an observed correlation coefficient. It is obtain by

1-r?

N

P.E. (r) = 0.6745 x

Where,
r = correlation coefficient between given variables
N = numbers of pairs of observation

If r<P.E, itisinsignificant i.e. thereisno evidence of correlation
If r>6P.E, itissignificant
If P. E <r< 6 P.E nothing can be concluded



CHAPTER -1V

PRESENTATION AND ANALYSISOF DATA

Thisisthe major part of the study and includes analysis of data and their presentation.
This chapter helps researcher to reach into conclusion. Here data of both banks are

presented and analyzed by using various tools.

4.1. Perfor mance M easur es

Performance measures reflect strategic, operating and financing decisions. Strategies
involve critically important decision areas such as choice of product market areas
which the firm conducts its operations whether to emphasi ze cost reduction or product
differentiation, weather to focus on selected product areas or seek to cover a broad

range of potential buyers etc.
For the study, performance measures are analyzed in two groups:

Profitability ratios

Vauation measures

4.1.1. Profitability Ratio

Every firm needs to earn profit for the survival. Without profit firm cannot operates
its function smoothly and it is very hard to exit in the market. Therefore, creditors,
owners and management of the firm all are interested in profitability of the firm. So,
thisratio is used to measure the operating efficiency of the firm. Theratio came up
with the result weather to retain, enlarge or decrease the investment or share of

particular firm for the owner.
In this study, following ratios are used to measure the profitability ratio:

Net profit margin
Return on Asset
Return on Equity
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Interest Earned to Total Assets
Return on Total Deposit

4.1.1.1. Net Profit Margin

This ratio establishes relationship between the net profit and gross income of banks.
The result indicates manageria efficiency in reducing operating cost. Thisratiois

calculated by dividing net income as shown below:

Net Income

Net Profit Margin =
Gross Earning

Here, net income is obtained after deducting operating expenses, interest
expenses and personnel expenses and non operating expenses along with provision
such astax, staff bonus and loan loss. Higher profitability ratio is preferable and
indicates the higher efficiency of the bank.

Table4.1

Net Profit Margin of NIBL and NABIL (Rs. in Million)

Fiscal NPAT Gross|Income Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 697.00 746.50 1665.86 1670.42 41.84 44.68
2008/2009 900.62 1031.05 2110.23 2220.98 42.68 46.42
2009/2010 1265.95 1138.57 2734.93 2764.08 46.29 41.19
2010/2011 1176.64 1337.74 2833.59 3046.12 41.52 43.91
2011/2012  1039.27 1696.27 2909.84 3990.47 35.71 42.50

Total 208.04 218.70

Average 41.61 43.74

Source: Appendix N & O

Table No. 4.1 showsthe ratio of NIBL isin increasing trend up to fiscal year 2009/10,
after that theratio isin decreasing trend till fiscal year 2011/12. The highest ratio is
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46.29% i.e. on fiscal year 2009/10 and the lowest ratio is 35.71%, liesin thefina
year of the study period. The average ratio is 41.61%. on the other hand, table shows
that the ratio of NABIL isin fluctuating trend throughout the study period. It begins
with 44.68% in the first year and ends with 42.50% in the final year. The average
ratio is 43.74%. Thisreveals that the average ratio of NABIL is greater by 2.13%.
Theratio is fluctuating trend, which indicated that profit throughout the study period
was not uniform. It was due lack of investment opportunity in the country because of
internal conflict and political instability in the country.

4.1.1.2. Return on Assets (ROA)

This ratio measures the earning capacity of the bank by utilizing available resources
i.e. total asset. Thisratio is calculated by dividing net profit after tax by total asset as
shown below.

NPAT

Return on Assets = x 100
Total Assets
Table4.2

Return on Assets of NIBL and NABIL (Rs. in Million)

Fiscal NPAT Total Assets Ratioin %
Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 697.00  746.50 38,873.00 32176.72 1.79 2.32
2008/2009 900.62  1031.05 53,010.80 40,433.33 1.69 2.55
2009/2010 1265.95 113857 57,305.41 48,040.92 221 2.37
2010/2011 1176.64 1337.74 58,356.82 58,141.43 2.01 2.30
2011/2012 1039.27 1696.27 65,756.23  63,200.29 158 2.68
Tota 9.28 12.22
Average 1.856 2.44

Source: Appendix N & O
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From the table no. 4.2, it is clear that both the bank ratios are fluctuating. For NIBL,
the highest ratio is 2.21%, liesin the fiscal year 2009/10 and lowest 1.58% liesin the
fiscal year 2011/12. For NABIL, the highest and the lowest ratio are 2.68% and
2.30% and liesin the fiscal year 2011/12 and 2010/11 respectively. The average ratio
of NIBL is 1.85% and NABIL is 2.44%.

4.1.1.3 Return on Equity or Net Worth

The return on equity measures the book return to the owners of the firm. It is a bottom

lineratio "in that sense.” ROE is obtained from the following formula:
NPAT

Return on Equity = x 100

Shareholders equity or Net Worth

Here, the shareholders equity includes common share capital, share premium,
reserve and surplus less accumulated losses. Thisratio isimportant from the view
point of owners. The owner knows that how much earning is available to them.

Therefore, higher ratio is desirable.
Table 4.3

Return on Equity of NIBL and NABIL (Rs. in Million)

Fiscal NPAT Net Worth Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 697.00 74650  2686.00 243720 2595 30.62
2008/2009 900.62  1031.05 4996.57 3130.20 18.02 32.93
2009/2010 1265.95 113857 5672.71 3834.80 22.32 29.69
2010/2011 1176.64 1337.74 5159.75  4566.51 22.80 29.29
2011/2012 1039.27 1696.27 6049.94 5450.88  17.18 31.12

Tota 106.27 153.65
Average 21.25 30.73

Source: Appendix N & O
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From the table 4.3 it is known that the ratio of NIBL isin fluctuating trend throughout
the study. It isincreasing and decreasing trend throughout the study period. It happens
so dueto the fluctuating in net profit. Asfor the highest ratio it is 25.95% and lowest
17.18% liesin the FY 2007/8 and 2011/12 respectively. The average ratio of NIBL is
21.25%. asfor NABIL theratio isalso in fluctuating trend. The highest ratio is
32.93% and lowest is 29.29% which liesin the FY 2008/9 and 2010/11 respectively.
The average ratio of NABIL is30.73%, thisis greater by 9.48% than NIBL.

4.1.1.4. Interest Earned to Total Asset Ratio

This ratio reflects the extent to which the bank is successful in mobilizing its total
assets to generate high income asinterest. A high ratio is preferable and indicates high
earning power of the bank on its assets employed and vice-versa. Thisratio is

calculated by using following formula:

Interest Earned

Interest Earned to Total Asset Ratio = x 100
Total Asset
Table4.4

Interest Earned to Total Assetsof NIBL and NABIL (Rs. In Million)

Fiscal Interest Earned Total Assets Ratioin %
Year NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 719.30 194396 38873.00 32176.72 1.85 6.04
2008/2009 3267.94 279849 53010.80 40433.33 6.16 6.92
2009/2010 465352 4047.73 5730541 48040.92 8.12 8.42
2010/2011 580344 5254.03 58356.82 5814143 9.94 9.03
2011/2012 5982.64 6133.73 65756.23 63200.29 9.10 9.70
Totd 35.17 40.11
Average 7.03 8.02

Source: Appendix N & O



49

From thetable 4.4 it is clear that ratio of NABIL isincreasing trend and as well as
ratio of NIBL also in increasing trend except the fiscal year 2011/12. The highest ratio
of NIBL i$9.94% in the fiscal year 2010/11 and lowest ratio is 1.85% on fiscal year
2007/8. On the other hand the highest ratio of NABIL is9.70% which ison final year
of the study period and the lowest ratio is 6.04% on the fiscal year 2007/8. Similarly
the averageratio of NIBL and NABIL is 7.03% and 8.02% respectively.

4.1.1.5 Return on Total Deposit

This ratio indicates how much return is generated through mobilization of total
deposit. Higher ratio is desirable and indicates that mobilization of total deposit is
very handy. Thisratio is calculated by dividing NPAT by TD as shown below:

NPAT

Return on Total Deposit = x100
Total Deposit
Table4.5

Return on Total Deposit of NIBL and NABIL (Rs. In Million)

Fiscal NPAT Total Deposit Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 697.00  746.50 34451.00 31915.00 202 2.34
2008/2009 900.62  1031.05 46698.10 37238.30 1.93 2.76
2009/2010 1265.95 113857 50094.73 46410.70  2.53 2.45
2010/2011 1176.64 1337.74 50138.12 49696.11  2.35 2.69
2011/2012 1039.27 1696.27 57010.60 55023.69  1.82 3.08

Tota 10.65 13.32
Average 2.13 2.66

Source: Appendix N & O

From thetable 4.5, it is clear that the ratio of both NIBL and NABIL isin fluctuating
trend. The highest ratio of NIBL is 2.53% which lieson FY 2009/10 and the lowest
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ratio is 1.82% which ison fiscal year 2011/12. Similarly the highest ratio of NABIL is
3.08% and lowest is 2.34% which lies on the fiscal year 2011/12 and 2007/8
respectively. From the table it is also clear the average ratio of NABIL is greater than
averageratio of NIBL by 0.53%

4.1.1.6 Marginal Return to Equity

Thisratio isformed by dividing change in net income by change in equity. The use of
thisratio, mitigate some of the infirmities.

From the Appendix 1, the marginal return to equity of NIBL is 10.17% where
as NABIL is 31.52%. Thereis great difference between two ratios. The higher ratio of
NABIL indicates that the return available to shareholder is very high in NABIL than
NIBL. This mitigates some of the infirmities. Thisratio is very favorable to equity
holders and provides the information about the performance of the firm.

4.2 Valuation Ratio

Thisratio are the most comprehensive measures of performance for the firm in that
they reflect the combined influence of return and risk ratio.

4.2.1 Price/Earnings Ratio

Higher the risk and higher the discount factor results the lower the P/E ratio. The
higher the growth rates of the firm, the higher the P/E ratio. It is obtain as follows:

Market Price per Share

P/ERatio = x 100

Earning Per Share
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Price/Earnings Ratio of NIBL and NABIL s(Rs. in Million)

Fiscal MPS EPS Ratioin %

Year NIBL NABIL  NIBL NABIL NIBL NABIL
2007/2008 2450 5275 57.87 115.89 42.33times  45.51 times
2008/2009 1388 4899 37.42 113.44 37.1times 43.18 times
2009/2010 705 2384 52.55 83.81 13.42times  28.44 times
2010/2011 515 1252 39.1 70.97 13.17 times 17.64 times
2011/2012 511 1355 27.6 83.57 18.51 times 16.21 times

Source: Appendix N & O

From the table no. 4.6, it shows that the P/E ratio of NIBL is decreasing in the first
four years but in final year of the study period it increases. The highest ratio is 42.33
times and lowest is 13.17 timesin the fiscal year 2007/08 and 2010/11 respectively. It
begins with 42.33 timesin the starting year of the study period and ends with 18.51
timesin the final year of the study i.e. FY 2011/12. Asfor NABIL theratioisin
decreasing trend throughout the study period. The highest ratio is 45.51 times in the
FY 2007/08 and the lowest is 16.21 timesin the FY 2011/12. The overall performance
of PIE ratio is greater in NABIL than NIBL in all year except in the FY 2011/12. It
concludes that NABIL’s growing rate is higher and has a huge opportunity for

NABIL to enhance profitability.

4.3 Operating Efficiency Measures

This measures the operating efficiency of the firm. It includes
Asset and Investment Management
Cost management

4.3.1 Asset and I nvestment M anagement

Thisisalso known as activity or turnover or utilization ratio. "These ratios are
employed to evauate the efficiency with which the firm manages and utilizes its

assets. Thisratio isaso called turnover ratio because they indicate the speed with
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which assets are being converted or turned over into sales. They not only anayze the
use of the total resources of the firm but also the use of the components of total assets.
In this study, following mention activity ratios are used to analyze the data. In this
study only the term loan and advancesis used and it includes bills purchasing.

Loan and Advancesto Total Deposit Ratio
Loan and Advances to Fixed Deposit Ratio
Loan and Advances to Saving Deposit Ratio
Investment to Total Deposit Ratio

Interest Incometo Total Loan and Advances

4.3.1.1. Loan and Advancesto Total Deposit Ratio

This ratio examines successfulness of firm in mobilizing the total collected deposit in
loan and advances to earn profit. Thisratio is computed by dividing Loan and

Advance by total deposit as shown below:

Loan and Advances

Loan and Advancesto Total Deposit Ratio = x 100
Total Deposit
Table 4.7

L oan and Advancesto Total Deposit Ratio of NIBL and NABIL (Rs. In Million)

Fiscal L oan and Advances Total Deposit Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 27529.30 21365.05 34451.00 31915.00 79.91 66.94
2008/2009 36827.00 27689.93 46698.10 37348.30 78.87 74.14
2009/2010 40948.00 32068.83 50094.73 46410.70 81.71 69.09
2010/2011 41095.51 38034.09 50138.12 49696.11 81.96 76.53
2011/2012 41636.99 41605.68 57010.60 55023.69 73.03 75.61

Tota 39548  362.31

Average  79.09 72.46

Source: Appendix N & O
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Thetable 4.7 shows the ratio of NIBL isin fluctuating trend. It beginswith 79.91% in
the beginning year and ends with 73.03% in the final year of the study period. The
averageratio of NIBL is79.09%. Asfor NABIL, theratio is also in fluctuating trend
throughout the year. The highest ratio is 76.53% in the fiscal year 2010/11 and lowest
IS 66.94% in the beginning year of the study period i.e. FY 2007/08. The average ratio
of NABIL is72.49%. Thisratio is less by 6.606% than NIBL. This concludes that the
conversion rate of total deposit into loan and advancesis high in NIBL than NABIL.
The higher conversion ratio gives higher return because loan and advancesis an
income generating item. Therefore, it is concluded that the contribution of total

deposit in maximizing profitability ishigh in NIBL.

4.3.1.2 Loan and Advancesto Fixed Deposit Ratio

This ratio examines the contribution of fixed deposit in loan and advances. For this

ratio, higher ratio is preferable. It is cal culated by using following formula:

Loan and Advances

Loan and Advancesto Fixed Deposit Ratio = x 100
Fixed Deposit
Table4.8

Loan and Adv to Fixed Deposit Ratio of NIBL and NABIL (Rsin Million)

Fiscal L oan and Advances Fixed Deposit Ratioin %

Year NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 27529.3  18851.01 7944.23 8464.09 346.53 222.72
2008/2009 36827.00 5648.01 11633.38 8130.71 316.56 308.61
2009/2010 40948.00 32811.82 16825.15 1471116 243.37 223.04
2010/2011 41095.51 38034.09 18378.30 16840.83 223.60 225.84
2011/2012 41636.99 41605.68 20057.47 14044.88 207.58 296.23

Total 1337.64  1276.44

Average  267.52 255.28

Source: Appendix N & O



From thetable 4.8 it is clear that the ratio of NIBL isin decreasing trend. It begins
with 346.53% in the FY 2007/08 and reached to 207.58% in the FY 2011/12. Asfor
NABIL, theratio isin fluctuating trend. It begins with 222.72% in the FY 2007/08
and ends with 296.23% in the final year of the study. Its highest ratio is 308.61% and
the lowest is 222.72% in the FY 2007/08. The average ratio for NABIL is 255.28%
where asfor NIBL is greater by 12.24%. This shows the efficient mobilization of
fixed deposit in NIBL than NABIL, though it has decreasing trend in NIBL.

4.3.1.3 Loan and Advancesto Saving Deposit Ratio

Thisratio indicates how efficiently saving deposit is used by bank to increase profit.

Thisratio is computed by using following formula:

Loan and Advances

Loan and Advances to Saving Deposit Ratio = x 100
Saving Deposit
Table4.9

L oan and Advancesto Saving Deposit Ratio of NIBL and NABIL (RsIn Million)

Fiscal L oan and Advances Saving Deposit Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 27529.30 18851.01 13688.77 12159.97 201.11 155.03
2008/2009 36827.00 25648.01 17066.25 14620.41 215.79 175.43
2009/2010 40948.00 32811.82 14324.26 1378359 285.86 238.04
2010/2011 4109551 38034.09 13490.30 14288.52 304.63 266.18
2011/2012 41636.99 41605.68 17276.02 17994.74 241.01 231.21

Tota 1248.4 1065.89

Average  249.68 213.18

Source: Appendix N & O

Thetable 4.9 shows that the ratio of both NIBL and NABIL arein fluctuating trend.
Asfor NIBL, it beginswith 201.11% in the fiscal year 2007/08 and ends with
241.01% in the final year of the study. Its highest ratio is 304.63% in FY 2010/11 and
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the lowest is 201.11% in the beginning year i.e. 2007/08. Asfor NABIL, the highest
ratio is 238.04% i.e. in the FY 2009/10 and the lowest isin the FY 2007/08. The
averageratio of NABIL is 213.18% which less by 36.5% than NIBL. It concludes that
the conversion rate of saving deposit to loan and advancesis very high in NIBL and

earns more profit.

4.3.1.4 Investment to Total Deposit Ratio

This ratio measures in what extent bank is able to mobilize its deposit on investment.
Investment includes investment in Government's treasury bills, development bonds,
other company shares and other types of investment. A higher ratio indicates
manageria efficiency regarding the utilization of deposit and vice-versa. Therefore
high ratio is desirable.

Thisratio is obtained by dividing investment by total deposit as shown below:

Investment

Investment to Total Deposit Ratio = x 100
Total Deposit
Table4.10

Investment to Total Deposit Ratio for NIBL and NABIL (Rs. In Million)

Fiscal I nvestment Total Deposit Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 6874.02 9966.56 34451.00 31915.00 19.95 31.23
2008/2009 7399.81  10826.37 46698.10 37348.30 15.84 28.98
2009/2010 8635.53  13600.91 50094.73 46410.70 17.27 29.30
2010/2011 7423.10 13003.20 50138.12 49696.11 14.80 26.16
2011/2012 10438.48 14055.85 57010.60 55023.69 18.30 25.54

Tota 86.16 141.21
Average  17.23 28.24

Source: Appendix N & O
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Thetable 4.10 shows that the ratio of NIBL isin fluctuating trend from the beginning
FY tofinal year of the study. In the beginning year theratio is at the highest level i.e.
of 19.95% and in the FY 2010/11 it reaches to the lowest level of ratio i.e. of 14.80%.
Asfor NABIL, theratio isin decreasing trend except FY 2009/10. The highest ratio is
31.23%i.e. in beginning year of the study, FY 2007/08 and the lowest ratio is 25.54%
i.e. onthefina year of the study period. The average ratio of NABIL is 28.24% which
isgreater by 11.01% than NIBL.

This concludes that NIBL is not as much impressive as NABIL in investing
activities. The higher average suggests that NABIL is more successful in alocating its
deposit in investment portfolio. Since, investing activities generates profit, more

investment in fruitful sector is preferred.

4.3.1.5 Interest Incometo total L oan and Advances Ratio

Interest income is generated out of the loan and advances made by the bank.
Therefore, it is called yield on fund (Y OF). Thisis obtained by dividing interest

income by loan and advances as shown below:
Interest Income

Yield on Fund = x 100

Loan and Advances
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Table4.11

Interest Incometo Total Loan and Advances of NIBL and NABIL (Rs. in Million)

Fiscal I nterest Income L oan and Advances Ratioin %
Year NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 2194.28 1943.96 27529.30 18851.01 7.97 10.31
2008/2009 3267.94 279849 36827.00 25648.01 8.87 10.91
2009/2010 4653.52 4047.73 40948.00 32811.82 11.36 12.34
2010/2011 5803.44 5254.03 4109551 38034.09 14.12 13.81
2011/2012 5982.64 6133.73 41636.99 41605.68 14.36 14.74
Tota 56.68 62.11
Average  11.33 12.42

Source: Appendix N & O

Thetable no. 4.11 shows that the yield of loan and advancesisin increasing trend for
NIBL. It means that earning from interest income isincreasing. The highest yield is
14.36% in the final year and the lowest is 7.97% in the FY 2007/8. The average yield
is11.33%. Asfor NABIL, the table shows that the yield on loan and advancesisin
increasing trend. The highest yield is 14.74% in the final year of the study and the
lowest is 10.31% in the beginning year of the study period i.e. FY 2007/8. The
average yield is 12.42% for NABIL and is greater than NIBL. It concludes that
earning from loan and advances as interest income is greater in NABIL. So, NABIL is
earning more profit through this ratio.

4.3.2 Cost Effectiveness M easur es

Cost plays avita rolein profit making. It has indirect relationship with profit. If it
decreases at that time profit rises and vice-versa. Therefore, for profit to be occurred
at satisfactory level cost should be controlled effectively. So, management always
takes it very serioudly. Under the cost effectiveness measures, banks look at two basic

ratios. They are:

Personnel Expenseto Total Income Ratio

Operation expenses to Total Operating Income Ratio
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4.3.2.1 Personal expenseto Total Income Ratio

This ratio determines how much part of the total income is being covered by the
personnel expenses. The expenses include expenses related to personnel such as
salary, allowance training expenses, uniforms, contribution to provident fund etc. A
higher ratio isnot desirable.

Thisratio is calculated by dividing personnel expenses by total income as shown
below:

Personnel Expenses

Personal expensesto Total Income Ratio = x 100
Total Income
Table4.12

Personnel Expensesto Total Income Ratio of NIBL and NABIL (Rs. In Million)

Fiscal Personal Expenses Total Income Ratioin %

Year NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008  187.15 262.91 1649.62  2515.16 11.35 10.45
2008/2009 225.72 339.90 2110.23 3373.85 10.70 10.07
2009/2010  279.85 366.94 273493  4722.39 10.23 17.77

2010/2011 326.54 454.04 645391 6001.55 5.06 7.56
2011/2012  340.16 500.71 672424  7145.95 5.06 7.01
Total 42.4 42.86
Average 8.48 8.57

Source: Appendix N & O

Thetable 4.12 shows that the ratio of both banksisin decreasing trend. Asfor NIBL,
the beginning ratio is 11.35% which is also the highest ratio of the study period and
the lowest ratio is 5.058% which isaso the fina year ratio i.e. FY 2011/12. The
averageratio of NIBL is8.48%. Asfor NABIL, the highest ratio isin FY 2007/8i.e.
10.45% and the lowest ratio in the final year of the study period, FY 2011/12i.e.
7.01%. The average ratio for NABIL is 8.57% which is greater than NIBL by 0.09%.
This result suggests that NABIL isinvesting large amount in personnel devel opment.
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From the other perspective, it seems more satisfactory for employee and success of
the organization to attract efficient manpower from outside and utilize their talent. It
might have maintained higher ratio to build the well employee management
relationship, reduce the employees absenteeism and turnover for the further

enhancement of profit.

4.3.2.2. Operating Expensesto Total Operating Income Ratio

This ratio determines the percentage of covering the cost through total operating
income. For thisratio also higher ratio is not preferable. Thisratio is computed by
dividing office operating expenses by total operating income as shown below:

Operating Expenses

Operating Expensesto Total Operating Income Ratio = x100
Total Operating Income
Table4.13

Operating Expensesto Total Operating Income Ratio of NIBL and NABIL

_ . Total Operating o
Fiscal Operating Expenses Ratioin %
Income
Y ear

NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008  313.15 220.75 1246.03  1798.70  25.13 12.27
2008/2009  360.53 265.20 2063.31  2220.98 17.47 11.94
2009/2010  433.60 334.20 273493  2764.09 15.85 12.09
2010/2011  456.05 401.42 283359  3046.12 16.09 13.17
2011/2012  468.86 428.59 2909.84  3990.47 16.11 10.74

Total 90.65 60.21

Average  18.13 12.04

Source: Appendix N & O

Thetable 4.13 shows that the ratio of both the bank is fluctuating. The highest ratio of
NIBL is 25.13% and lowest is 15.85% which lies in the FY 2007/08 and 2009/10
respectively. The average ratio of NIBL is18.13%. Similarly, the ratio of NABIL is
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maximum 13.17% and minimum 10.74% which liesin the FY 2010/11 and 2011/12
respectively. The average ratio of NABIL is 12.04% which is lesser by 6.09% than
NIBL. The ratio shows the pattern of controlling operating expenses and NABIL is
very efficient in controlling the expenses than NIBL. Therefore, NABIL is operating
efficiently.

4.4. Financial Policy Measures

Thisratio isrelated with the financia policy decisions. These must necessarily relate
to strategic decisions as well as to investment management and cost management.

Following ratios are used here to analyze financia policy measures:

Leverage Factor Ratio
Coverage Ratio
Liquidity Ratio

4.4.1 Leverage Factor Ratio

This ratio measures the extent to which the shareholder's equity invested is magnified
by the use of debt in financing total assets. Shareholder's earning and debt are the
major two sources of financing total asset. Theratio is calculated by dividing total

asset by net worth as shown in the following formula.

Total Asset

Leverage Factor Ratio = x 100

Net Worth
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Table4.14

L everage Factor Ratio of NIBL and NABIL (Rs. in Million)

Fiscal Total Assets Net Worth Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 38873.00 32176.72 2686.00 2437.20 14.47 13.20
2008/2009 53010.80 40433.33 4996.57 3130.20 10.61 12.92
2009/2010 5730541 8040.92 5672.71 3834.80 10.10 12.53
2010/2011 58356.82 5814143 5159.75 4566.51 11.31 12.73
2011/2012  6576.235 63200.29 6049.94 5450.88 10.86 11.59

Tota 57.35 62.97
Average 1147 12.59

Source: Appendix N & O

Thetable no. 4.14 shows that the ratio of NIBL isin decreasing trend except FY
2010/11.Begins with 14.47% in the beginning FY year and ends with 10.86% in the
final year of the study period. The average ratio of NIBL is 11.47%. Asfor the
NABIL, the table shows that the ratio isin decreasing trend except FY 2010/11. The
highest ratio is 13.20% and lowest is 11.59% and they liein the FY 2007/8 and
2011/12 respectively. The average ratio of NABIL is 12.59% which is 1.12% greater
than NIBL. This suggest that NABIL has slightly more than 12.6% of the financing of
total assets comes from other sources than owner capital. Similarly, NIBL has slightly
more than 11.5% of the financing comes from sources other than owner capital. This
gives apicture of financial policy where NABIL is much reliablein external financing

sources than NIBL.

4.4.2 Coverage Ratio

The coverage ratio measures the extent to which the firm's earning can decline
without inability to meet annual interest costs. Failure to meet such obligations used
in the formulato calculate this ratio because income taxes are computed after interest
expenses is deducted, the ability to pay current interest is not affected by income

taxes.



62

The formulafor coverage ratio is computed by dividing EBIT by interest

charges as shown below:

EBIT

Interest Coverage Ratio = x 100
Interest Charged

A higher ratio is desirable, but too much high ratio indicates that the firmis
very conservative in using debt and that is not using credit to the best advantage of

shareholders. A lower ratio indicates excessive use of debt or in efficient operation.”
Table4.15

Interest Coverage Ratio of NIBL and NABIL (Rs. in Million)

Fiscal EBIT Interest Charged Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 1649.62 2515.16  992.16 758.44 1.66 3.31
2008/2009 2110.23 3373.85 1686.97 115328 1.25 2.92
2009/2010 2734.93 472239 255385 1960.11 1.07 241
2010/2011 645391 600155  3620.33 295543 1.78 2.03
2011/2012 672424 714595 381441 315549 1.76 2.26

Tota 7.52 12.93
Average 1.50 2.58

Source: Appendix N & O

Thetable 4.15 shows that the ratio of both banks is fluctuating. The highest ratio is
1.78% and lowest is 1.07% in the FY 2010/11 and FY 2009/10 respectively for NIBL.
The average ratio of NIBL is 1.50%. as for the NABIL, theratio isaso in fluctuating
trend. The highest ratio is 3.31% and lowest is 2.03% and they liein the FY 2007/8
and 2010/11 respectively. The average ratio of NABIL is 2.58% which is greater by
1.08% than NIBL. From the table, it is concluded that NIBL is using very much debt
as external financial sourcesthan NABIL. Thisratio concludes that the trend of debt
financing is higher in NIBL than NABIL as an external source of financing policy.
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4.4.3 Liquidity Ratio

This ratio measures the firm's ability to meet current obligations. Thisratio shows that
how much liquid isthe firm. Asacommercia bank, it should have maintained
satisfactory liquidity position. It means that bank should meet the obligation at due
time. In this study current ratio and NRB Balance to Total Deposit are used to

measure the liquidity position of the bank.

4.4.3.1 Current Ratio

This ratio measures the short-term solvency. It indicates the extent to which the
claims of short term creditors are covered by assets that are expected to be converted
to cash in a period roughly corresponding to the maturity of the claim. Theratiois
calculated by dividing current asset by current liabilities as shown below:

Current Assets

C/IR = x 100
Current Liabilities

The standard ratio is 2:1 for non financials companies and 1:1 for banks and
financial ingtitutions. Here we include cash and bank balance, money at call,
investment in government T-bills and securities, investment (deposit) in foreign
banks, balance in banks and financial institutions and bill purchase in current assets.
Similarly for current liabilities we include deposit liabilities (current deposit, call
deposit, saving deposit, fixed deposit maturing period of lessthan 1 year of time),
bills payable and other liabilities.
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Table4.16

Current Ratio of NIBL and NABIL (Rs. in Million)

Fiscal Year Current Assets Current Liabilities Ratioin %

NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 10,952 14,469 33,505 33,393 0.3268:1 0.4332:1
2008/2009 15,752 14,522 46,281 38,252 0.3403:1  0.3796:1
2009/2010 14,930 17,892 49,309 46,145  0.3027:1  0.3877:1
2010/2011 14,717 17,296 49,354 49,716  0.2981:1  0.3478:1
2011/2012 21,692 17,760 56,301 55,141 0.3852:1  0.3220:1

Source: Appendix N & O

The above table no. 4.16 reveals that the current ratio of NIBL is fluctuating. The
highest ratio is 0.3852 times and lowest is 0.3027 times which isin the year 2011/12
and 2009/10 respectively. It clearly indicates that NIBL is not maintaining standard

ratio.

In the other hand, the ratio of NABIL isin decreasing trend except FY
2009/10. At the beginning year of the study period theratio is at 0.4332 times but at
the final year of the study period, theratio is at 0.3220 times. The highest ratio is
0.4332 times and lowest is 0.3220 times which isin the year 2007/08 and 2011/12
respectively. It also clearly indicates that NABIL is aso not maintaining standard

ratio.

4.4.3.2 Nepal Rastra Bank Balanceto Total Deposit Ratio

Commercial banks are required to hold certain portion of total deposit in NRB's
account. It is done to ensure the smooth functioning and for a sound liquidity position

of the bank. The ratio shows the percentage of amount deposited by the bank in NRB.

Theratio is calculated by dividing NRB balance by total collected deposit by
respective bank.
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Nepa Rastra Bank Balance

NRBB to Total Deposit Ratio = x 100
Total Deposit
Table4.17

NRB Balanceto Total Deposit Ratio of NIBL and NABIL (Rs. In Million)

Fiscal NRB Balance Total Deposit Ratioin %

Y ear NIBL NABIL NIBL NABIL NIBL NABIL
2007/2008 1820.00  1829.47 34451.00 31915.00 5.28 5.73
2008/2009 441113  2648.60 46698.10 3734830 9.45 7.09
2009/2010 3237.22  549.45 50094.73 46410.70 6.46 1.18
2010/2011 4009.46  1473.98 50138.12 49696.11 7.99 2.96
2011/2012 8502.69  3681.98 57010.60 55023.69 14.91 6.69

Tota 44.09 23.65
Average  8.82 4.73

Source: Appendix N & O

Thetable 4.17 shows that the ratio of both banksis fluctuating. It is the highest in the
year 2011/12 which is 14.91% and the lowest in the year 2007/08 which is 5.28% for
NIBL. Thisis dueto the fluctuation of NRB balance that holds by the bank. The
averageratio of NIBL is8.82%. in the other hand the ratio of NABIL ismuch
fluctuating. The highest ratio occurs 7.09% in the FY 2008/09 and the lowest is
1.18% occursin the FY 2009/10. The average ratio of NABIL is4.73% whichis
4.09% lesser than NIBL. Thisratio depicts that NIBL isusing liquidity as financial

policy where as NABIL isnot following it.

4.5 Income and Expenditure Analysis

Income and expenditure analysisis very crucial factor for the every business firm.
From this analysis knows that their income and expenditure items very well. Besides,

the trend of them is also known. By controlling the item, firm can generate more
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profit. Thisanalysisis done in two parts. In the first part incomeis analyzed and in

the second part expenditure is analyzed.

4.5.1 Income Analysis

Banks are the service oriented organization, they don't produce and sell product. They
produce loan and advances, made investment in different sectors and render different

servicesto earn returns. Normally, bank earns from the following sources:

Interest Income

Commission and Discount

Income on Exchange Fluctuation

Other Income

For the income high average is desirable for all the items. All the activities

content in the income analysis table is deal in respective headings.

Table4.18

Income Analysisof NIBL (Rs. in Million)

Income/ Year 2007/08 2008/09 2009/10 2010/11 2011/12 Ave (%)
Interest Income 2194.28 3267.94 4653.52 5803.44 5982.64
% 83.06 87.14 8799 89.09 88.97 87.25

Commission and
_ 21529 183.04 24289 269.42 319.66
Discount

% 8.15 4.88 4.59 4.13 4.75 5.30

Income on Exchange
165.84 18533 224.06 288.07 264.16

Fluctuation

% 6.28 4.94 4.24 4.42 3.92 4.76
Other Income 66.38 11397 168.31 15298 157.78

% 2.51 3.04 3.18 2.34 2.35 2.68
Tota 2641.79 3750.28 5288.78 6513.91 6724.24 100.00

Source: Appendix P
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Table4.19

Income Analysis of NABIL (Rs. in Million)

Income/ Year 2007/08 2008/09 2009/10 2010/11 2011/12 Ave.(%)
Interest Income 1943.96 2798.49 4047.73 5254.03 6133.73

% 79.51 81.81 85.05 82.05 80.98  81.88
Commissionand  159.32 179.69 21548 47142  565.16
Discount

% 6.52 5.25 4.53 7.36 7.46 6.22
Income on 19649 25192 29144 276.10  447.07
Exchange

Fluctuation

% 8.04 7.36 6.12 4.31 5.90 6.35
Other Income 14513 19051 20410 40142 42859

% 594 5.57 4.29 6.27 5.65 554
Tota 24449  3420.61 4758.75 640297 7574.55 100.00

Source: Appendix Q

Interest income

The main source of earning of the bank isinterest income. A high average indicates
that bank is earning more by investing in different sectors such asloan and advances,

government securities, debenture, bonds, inter banking lending etc.

The table no. 4.18 shows the percentage of interest income of NIBL is
fluctuating throughout the study period. It begins with 83.06%, FY 2007/08 and
increases to 89.09% till FY 2010/11 and decreases to the final year of study period.
The highest is 89.09% and lowest is 83.06% occurs in the FY 2010/11 and 2007/08
respectively. The average interest income of NIBL is 87.25%.

Asfor NABIL, table no. 19 the interest incomeis also in fluctuating trend
throughout the study period. The highest percentage of interest incomeis 85.05% in
the year 2009/10 and the lowest 79.51% in the year 2007/08. The average percentage
of interest of NABIL is81.88%. This averageislesser by 5.37% than NIBL.
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It concludes that NIBL might have focused more of its activities towards the
lending and investment in government securities and earns more from interest income
than NABIL.

Commission and Discount

Thisis another source of income for abank. Bank render various types of servicesto
their customers such as remittance, guarantee, transfer, letter of credit, purchase and
discount of bill of exchange facilities and other agency and merchant banking. For

these services, bank takes some charges and it is known as commission and discount.

The table no. 4.18 shows that percentage of commission and discount of NIBL
isdecreasing trend till FY 2010/11. But in FY 2011/12, it hasincreased. The highest
percentage of earning from commission and discount is 8.15% in the FY 2007/08 and
lowest is4.13% in the FY 2010/11. The change in percentageis very small except in
the FY 2008/9, the percentage is decreased by 3.27%. the average percentage of NIBL
i$5.3%.

Asfor NABIL the table no 4.19 shows that percentage of commission and
discount isin fluctuating trend from the year 2007/08 to the final year 2011/12. The
highest percentage is 7.46% in the FY 2011/12 and the lowest is 4.53% in the FY
2009/10. The average percentage of NABIL is6.22% which is greater than NIBL by
0.92%. Thisindicates that NABIL is earning slightly more than NIBL in commission
and discount.

Income on Exchange Fluctuation

One of the major sources of commercial bank is transaction of foreign currency. Both
the banks are authorized by NRB to deal with foreign currencies. Income under the
heading encompasses not only gain from sales of foreign currency, but also gain from

revaluation of our currency i.e. foreign exchange fluctuation income also.

The table no. 4.18 shows that the percentage of NIBL isin decreasing trends
except the FY 2010/11. The highest is 6.28% in the year 2007/08 lowest is 3.928% in
the final year 2011/12. It indicates that the contribution of thisitem is being reduced

in profit. The average percentage on income on exchange fluctuating of NIBL 4.76%.
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Asfor NABIL thetable no. 4.19 revealsthat ratio is in decreasing trend till FY

2010/11 but in FY 2011/12 it hasincreased by little extend. The highest percentage is
8.04% in the FY 2007/08 and lowest is4.31% in FY 2010/11. The average percentage
of NABIL is6.35% which is greater by 1.59% than NIBL. It concludes that NABIL is

earning more than NIBL.
Other Income

The income which is not related to the above mention activities is assumed as other
income. It involves reval uation gain, net income from sales of investment and asset,
fixed asset written back etc.

Thetable no. 4.18 shows that the p.c. of NIBL isin fluctuating trend. In the
beginning year of the study period it begins with 2.51% and ends with 2.346% in the
final year of the study period. The highest p.c. is 3.18% and lowest is 2.346% in the
FY 2009/10 and 2011/12 respectively. Though the p.c. isin fluctuating trend, it has
also contribution great income to profit. The average p.c. of NIBL is 2.68%.

In the other hand, the table no. 4.19 shows that the ratio of NABIL isin
fluctuating trend form the beginning year to the final year. The highest p.c. is6.27%
in the FY 2010/11 and the lowest is 4.29% in the FY 2009/10. It means that
contribution from thisitem is changing in p.c. every year. The average p.c. of NABIL
is5.54% which is greater by 2.86% than NIBL.

Thisindicates fluctuating trend of NABIL does not affect itsincome more
because it's still earning more than NIBL. The figure shown below shows the

contribution in total income by each item.

4.5.2 Expenditure Analysis

These are the cost related to operating business firm. These costs are unavoidable. A
higher cost gives lower profit and vice versa. Therefore, to earn more profit firmis
eager to control unnecessary expenses. In this study following expensesitems are
analyzed in respective headings.

Interest Expenses



Personnel Expenses
Operating Expenses
Provisions

Provision for Staff Bonus
Provision for Income Tax

Loan Loss Provision

Table4.20

Expenditure Analysis of NIBL (Rs. in Million)
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Expenses/ Year 2007/08 2008/09 2009/10 2010/11 2011/12 Ave (%)
Interest Expenses 992.16 1686.97 2553.85 3620.33 3814.41
% 48.31 57.01 62.55 67.80 63.95 59.90
Personnel

187.15 22572 279.85 32654 340.16
Expenses
% 9.11 7.63 6.85 6.115 5.70 7.08
Office Expenses  313.15 360.53 433.60 456.05 468.86
% 15.25 12.18 10.62 8.54 7.86 10.89
Provision for

102.00 129.86 189.82 167.80 148.83
Staff Bonus
% 4.97 4.39 4.65 3.14 2.49 3.92
Provision for

135.99 166.20 93.06 267.33 743.72
Loan Loss
% 6.62 5.62 2.28 5.01 12.47 6.4
Provision for

323.23 38958 53290 501.388 448.07
Income Tax
% 16.74 13.17 13.05 9.39 7.51 11.97
Total 2053.68 2958.86 4083.08 5339.43 5964.05 100.00

Source: Appendix R
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Table4.21

Expenditure Analysisfor NABIL (Rs. in Million)

Income/ Year 2007/08 2008/09 2009/10 2010/11 2011/12 '(A;:?
Interest Expenses 758.44 115328 1960.11 2955.43 3155.49

% 48.29 48.06 53.47 63.13 57.78 54.15
Personnel Expenses 26291 339.90 366.94 454.04 500.71

% 16.74 14.17 10.01 9.69 9.168 11.95
Office Expenses 157.22 265.16 334.68 401.42 42859

% 10.01 11.05 9.13 8.57 7.84 9.32
Provision for Staff

BonLs 84.20 14787 16252 190.94 241.63

% 5.36 6.16 4.43 4.07 4.42 4.88
Provision for Loan

Loss 4.21 45.72 355.83 109.47 413.94

% 0.27 1.91 9.71 2.33 7.58 4.36
ProvisionIncome Tax 303.74 447.61 48591 569.73 720.10

% 19.34 18.65 13.25 12.17 13.18 15.32
Tota 1570.72 2399.54 3665.99 4681.03 5460.46 100.00

Source: Appendix R
Interest Expenses

This cost is occur dueto the activities related to customer deposits, loan and

borrowings and inter branch transaction.

From the table no. 4.20 it is clear that the p.c. of NIBL isincreasing till the FY
2010/11 but in FY 2011/12 it has decreased by some extend. It startsits interest
expenses p.c. with 48.31% and ends up with 63.95% in the final year. Thisis
happened due to the deposit collection pattern or may be interest rate of the bank. The
average p.c. of NIBL is59.92%.
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Asfor the NABIL, the table no. 4.21 reveals that theratio is also increasing till
FY 2010/11 and decreases at the final year of the study period i.e. FY 2011/12 at
57.78%

The lowest p.c. is 48.29% in the beginning year and highest is 63.13% in the
FY 2010/11. The average p.c. of NABIL is54.146% which islower by 5.77% than
NIBL. It seemsthat NABIL is controlling the interest expenses where as NIBL is
attracting depositors by giving high interest rates.

Personnel Expenses

It isthe expenses related to staff. It includes salary, allowance, training, uniform

insurance, medical etc.

Thetable no. 4.20 shows that the p.c. of NIBL is decreasing trend from FY
2007/08 to the final year of the study period, FY 2011/12. The highest p.c. is9.11in
the year 2007/08 and lowest is5.70% in the year 2011/12. Thisindicates that NIBL is
motivating its staff every year from the beginning but comparing other expenses bank
is not performing well in staff expenses. The average p.c. of NIBL is 7.08%.

In the other hand, the table no. 4.21 shows that decreasing trend of personnel
expenses for NABIL. The highest is 16.74% in the year 2007/08 and lowest is 9.169%
in the year 2011/12. It seems that NABIL is aso motivating its staff by giving
different facilities. The average p.c. of NABIL isgreater by 4.87 % which indicates
that NABIL is ahead in promoting its staff than NIBL.

Operating Expenses

Thisisthe expenses occurred on routine work. The table no. 4.20 shows that the p.c.
of operating expenses of NIBL is decreasing. The highest ratio is 15.25% liesin the
beginning year and ends with 7.86% in the final year. The average p.c. of NIBL is
10.89%.
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Asfor the NABIL, the table no. 4.21 shows decreasing trend from the FY
2008/09 to FY 2011/12. But form beginning year 2007/08 to 2008/09 it has increased
by some extend. The highest p.c. is 11.05% in the FY 2008/09 and lowest is 7.84% in
final year. The average p.c. of NABIL is9.12% which islower by 1.77%. It

concludes that NABIL is efficient in controlling the office operating expenses.

Provisions

Firm should separate some amount to different provision like staff bonus, income tax,
loan losses etc. Banks should distribute certain sum of their profit to their staff asa

bonusin reward for their well performance. This plays key role in motivating them.

Provision for staff bonus:

The table no. 4.20 reveasthe p.c. of NIBL isin decreasing trend except FY 2009/10.
The highest p.c. is4.97% in the beginning of the year and lowest is 2.49% at end of
the study period. The decreasing trend indicates that bank is not properly distributing
its earning as bonus to the staff as comparing to the previous years. The average p.c.
of NIBL is 3.928%.

Asfor NABIL the table 4.21 shows thisratio is more fluctuating. The p.c. is
increased in 2008/09 and then decreasesin the FY 2009/10 and FY 2010/11 but in the
FY 2011/12, it isincreased by some extend. The highest p.c. is 6.16% in the year
2008/09 and lowest is 4.07% in the year 2010/11. The average p.c. of NABIL is
4.88% which is greater by 0.952% than NIBL. It shows that NABIL staff is getting
more bonus than NIBL.

Provision for Loan loss;

Similarly the table no. 4.20 and 4.21 show that there isa provision of loan lossin both
banks and decreasing the both banks in profit margin. In NIBL p.c. is greatly
increased in final year where asin NABIL bank it isfluctuating. The average p.c. of
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NIBL is 6.4% where as NABIL is4.36%. Thisindicatesthat NIBL islittle bit safein

the case of loan loss.
Provision for Income tax:

Paying income tax at the end of every FY isthe duty of the loyal firm. In the case of
NIBL, table no. 4.20 shows the p.c. of income tax is decreasing. It is due to decrement
in operating profit. The highest is 16.74% in the FY 2007/08 and lowest is 7.51% in
the FY 2011/12. The average p.c. of NIBL is11.972%

Asfor the NABIL thetable no. 4.21 shows that the p.c. is fluctuating. At the
beginning of the year p.c. is19.34% and ends at 13.18% in the FY 2011/12. The
highest p.c. 1$19.34% in the FY 2007/08 and lowest is 12.17% in the FY 2010/11.
The average p.c. is 15.32% for NABIL which is greater by 3.348% than NIBL. It
indicates that NABIL is paying more tax than NIBL.

4.6. Interest Spread Position

Interest spread is the difference amount obtained by subtracting total interest expenses
from total interest income. Following tables shows the position of interest spread for
NIBL and NABIL.

Table4.22

Interest Spread Position for NIBL and NABIL (Rs. in Million)

Fiscal Interest Income I nterest Expenses Interest Spread

Year NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 2194.28 194396 99216  758.44 1202.12 1185.52
2008/2009 3267.94 279849 1686.97 1153.28 1580.97 1645.21
2009/2010 4653.52 4047.73 2553.85 1960.11 2099.67 2087.62
2010/2011 5803.44 5254.03 3620.33 2955.43 2183.23 2298.60
2011/2012 5982.64 6133.73 3814.41 3155.49 2168.23 2978.24

Tota 9234.1 10195.19

Average  1836.82 2039.04

Source: Appendix N & O
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Thetable no. 4.22 shows that both the income interest and interest expenses of NIBL
areincreasing every year. The interest income for NIBL isRs. 2194.28, Rs. 3267.94,
Rs. 4653.52, Rs.5803.44 and Rs. 5982.64 respectively and interest expensesis Rs.
992.16, Rs. 1686.97, Rs. 2553.85, Rs.3620.33 and Rs. 3814.41 respectively for FY
2007/08 to 2011/12. The position of Spread isaso in increasing order till FY
2010/11. But in FY 2011/12 the spread has decreased by some extend. The average
interest spread of NIBL isRs. 1846.82m.

Asfor NABIL, the table reveal s that the pattern of interest income and interest
expenses both are increasing trend. The income interest for NABIL from FY 2007/08
to the final year 2011/12 isRs. 1943.96, Rs. 2798.49, Rs. 4047.73, Rs. 5254.03 and
Rs. 6133.73 respectively. The interest expenses are Rs. 758.44, Rs 1153.28, Rs.
1960.11, Rs. 2955.43 and Rs. 3155.49 from FY 2007/08 to 2011/12 respectively. The
interest spread isRs. 1185.52, Rs. 1645.21, Rs. 2087.62, Rs. 2298.6 and Rs. 2978.24
respectively. The table shows that higher interest income and lowest interest expenses
gives highest interest spread as output. The average interest spread of NABIL is
higher than NIBL by 192.22%. The interest spread shows NABIL is better positioned
than NIBL. It suggests that NABIL has a sound performance.

4.7. Burden

Burden isthe overall expenses of the bank excepting interest expenses incurred for
the payment at deposit interest. Net burden is net amount of burden cost obtained
from difference between other expenses and other income. The nature of this cost is

semi fixed where as interest cost is variable cost.
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Table4.23

Net Burden of NIBL and NABIL (Rs. In Million)

Other Expenses Other Income Net Burden

Fiscal Year
NIBL NABIL NIBL NABIL NIBL NABIL

2007/2008 313.15 15722  66.38 145.13 246.77 12.09
2008/2009 360.53 26516  113.97 190.51 246.56 74.65
2009/2010 433.60 334.68 168.31 202.10 265.29 132.58
2010/2011 456.05 40142  152.98 180.57 303.07 220.85
2011/2012 468.86 42859  157.78 201.08 311.08 227.51

Tota 2032.19 1587.07 659.42 919.39 1372.77 667.68

Source: Appendix N & O

The table 4.23 shows the trend of net burden for NIBL and NABIL. Thetrend is
increasing for NIBL. Thisis due to the increasing trend of other expenses. The highest
net burden isRs. 311.08 min FY 2011/12 and lowest is Rs. 246.56 million in FY
2008/09.

Asfor NABIL, the table no. 4.23 shows that there is increasing trend of net
burden. It beginswith Rs. 12.09 min the FY 2007/08 and ends at Rs. 227.51 m at the
final year of the study period. The highest net burden isRs. 227.51 m and lowest is
Rs. 12.09 minthe FY 2011/12 and FY 2007/08 respectively. The net burden of
NABIL islesser in each year than NIBL.

4.8. Break Even Analysisof NIBL and NABIL

The following assumptions are made for the break even analysis:

Activity baseis selected in terms of million.

Cost volume structure is based on the data of FY 2011/12 and CD ratio and
Y OF is taken from the five years average.

Net burden istreated as fixed cost and calculated in the basis of total other
expenses, total other income of FY 2011/2012. Similarly, interest spread is



77

calculated on the basis of total income and total interest expenses of FY
2011/2012.

From the Appendix 2, BEP analysis shows that the BEP in terms of loan and
advances and total deposit are Rs. 7575.816 m and Rs. 9578.72 million respectively
for 2011/12. The safety margin and BEP for NIBL isRs. 5124.3 m and Rs. 858.34
million respectively. Since, it's a point of no gain and no loss below the BEP bank
suffers from loss and above the BEP it enjoys profit and at the point it neither suffer
nor enjoys. Therefore, BEP in terms of volume of loan and advances and total deposit
isvital. The analysis shows that the volume is above the BEP point, so it is concluded

that the trend of profit is appreciable and high.

From Appendix 3, the BEP analysis shows that the BEP in terms of loan and
advances and total deposit are Rs. 3772.624 m and Rs.5204.338 million respectively
for 2011/12. The safety margin and BEP for NABIL is Rs. 5665.17 m and Rs. 468.56
million respectively. Since, it's a point of no gain and no loss bel ow the BEP bank
suffers from loss and above the BEP it enjoys profit and at the point it neither suffer
nor enjoys. Therefore, BEP in terms of volume of loan and advances and total deposit
isvital. The analysis shows that the volume is above the BEP point, so it is concluded

that the trend of profit is appreciable and high.

The BEP shows the NABIL has alower breakeven point than NIBL. The BEP
volume of loan and advances and total deposit are also lower than NIBL. It suggests
NABIL is earning more than NIBL.

4.9. Time SeriesAnalysis

A time series may be defined as a collection of magnitudes belonging to different time
periods, of some variable or composite of variables, such as production of still, per
capitaincome, gross national product, price of tobacco or index of industrial
production. It indicates that time seriesisformed by recording the values of variable
at different period of time. The process of plotting the data on the graph and obtaining

atrend lineis known as trend projection. Thisis very important tool in forecasting. If
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the assumptions remain constant, it is able to forecast the variable in definite time

period.

In this study, least square trend method is used for anal yzing deposit, profit
and loan and advances trend. The projection is based on following assumption:

It assumes that everything remain constant.
The bank will run in the present position.
The economy will remain in the present stage.

NRB will not changeits guidelines for commercial banks.
If the above fact remains the straight line trend is represented by the equation
Yc=a+bX.

Where, Yc is used to designate the trend values to distinguish them from the
actual Y values, aisthe Y intercept or the computed trend figure of the Y variable
when X = 0, b isthe dlope of the trend line or the amount of changein Y variable that
is associated with a change of one unit in X variable. In the seriestime is represented
by X. To get the trend equation the value of constant and b should be known and it is
done by solving following two eguations.

aY=Na+b X.
A XY=ad X+bQ X2
Where,

N represents number of years

o o
o Y XY
ax=0a=3" p=a"
N ax
N ay axy
The constant value of a and b is obtained bya:T and b = W Since, 2x=0

it eliminates b>x from equation 2. Putting the value of a and b in the trend equation

the required trend lineis obtained i.e. Yc = a+ bX.
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4.9.1. Trend Analysis of Profit

The appendix 4 shows that the value of a and b are Rs. 1015.896 million and Rs.
96.056 million respectively for NIBL. The trend of profit for the study period is
increasing and average increment in profit is Rs. 96.056 million.

Hence, the trend equation of profitisYc = 1015.896 + 96.056X.

Similarly, the appendix 5 shows the value of aand b for NABIL isRs.
1190.026 m and Rs. 220.62 million respectively. The profit trend isin increasing
order for the study period and average increment is Rs. 220.62 million per year.

Hence, the trend equation of profitisYc = 1190.026 + 220.62X.

The following table and figure show Predicted values of the profit trend of
NIBL and NABIL from the year 2012/13 to 2016/17.

Table4.24

Predicted Values of Profit of NIBL and NABIL (Rs.In Million)

Fiscal Y ear Predicted Profit of NIBL  Predicted Profit of NABIL
2012/2013 1304.064 1851.886
2013/2014 1400.12 2072.506
2014/2015 1496.12 2293.126
2015/2016 1592.23 2513.746
2016/2017 1688.28 2734.366

Source: - Appendix 4 and 5

Thetable 4.24 shows the forecasting of next five years profit on the basis of trend
equation be Rs. 1304.064 m, Rs.1400.12 m, Rs. 1496.17 m, Rs. 1592.23 m and Rs.
1688.28 m respectively. The forecasting of next five year profit for NABIL on the
basis of trend equation be Rs. 1851.886 m, Rs. 2072.506 m, Rs. 2293.126 m, Rs.
2513.746 m and Rs. 2734.366 m respectively.



80

4.9.2. Trend Analysis of L oan and Advances

The appendix 6 shows that the value of aand b are Rs. 37607.36 and Rs. 3248.38
million respectively for NIBL. The loan and advances pattern is increasing trend for

the study period and the average increment is Rs. 3248.38 million per year.

Therefore, the trend equation of loan and advances be Y ¢ = 37607.36+
3248.38 X. Asfor the NABIL the appendix 7 shows that the value of aand b is Rs.
31,390.122 and Rs.5789.542 million respectively. NABIL has increasing pattern of

loan and advances and average increment is Rs. 5,789.542 million every year.

Hence the trend equation of loan and advancesby Yc =
32,390.122+5789.542X

The following table and figure show Predicted values of the Loan and Advances trend
of NIBL and NABIL from the year 2012/13 to 2016/17.

Table4.25

Predicted Values of L oan and Advances of NIBL and NABIL (Rs. In Million)

Fiscal Y ear Predicted Loan and Advances Predicted Loan and

for NIBL Advancesfor NABIL
2012/2013 47,352.50 48,758.74
2013/2014 50,600.88 54,548.28
2014/2015 53,849.26 60,337.82
2015/2016 57,097.64 66,127.36
2016/2017 60,346.02 71,916.90

Source: Appendix 6 and 7

From the table 4.25 the forecasting of next five years |oan and advances for NIBL on
the basis of trend equation be Rs. 47,352.5, Rs. 50600.88, Rs. 53,849.26, Rs.
57,097.64 and Rs. 60,346.02 million respectively. The forecasting of next five years
loan and advances for NABIL on the basis of trend equation be Rs. 48,758.74, Rs.
54,548.28, Rs. 60,337.82, Rs. 66,127.36 and Rs. 71,916.90 million respectively. The

trend shows that in future also the loan and advances will be increased every year.
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4.9.3 Trend Analysis of Total Deposit

The appendix 8 shows that the value of aand b for NIBL isRs. 47,678.51 and
Rs.4855.92 million respectively. The deposit of NIBL isincreasing trend and the
average increment is Rs. 4855.92 million per year.

Hence, the trend equation be Y ¢ = 47,678.51+4855.92X

The appendix 9 shows that the value of aand b is Rs. 44,078.76 and Rs.
5856.519 million respectively. In average it isincreasing by Rs. 5856.519 million

every year.
Therefore, the trend equation be Y c= 44,078.76+5856.519X
Table 4.26

Predicted Values of Total Deposit of NIBL and NABIL (Rs. In Million)

Fiscal Year Predicted Total Deposit for Predicted Total Deposit for

NIBL NABIL
2012/13 62,246.27 61,648.32
2013/14 67,102.19 67,504.84
2014/15 71,958.11 73,361.35
2015/16 76,814.03 79,217.87
2016/17 81,669.95 85,074.39

Source: Appendix 8 and 9

Table 4.26 shows the forecasting of total deposit for next five yearsfor NIBL be Rs.
62,246.27, Rs. 67,102.19, Rs. 71,958.11, Rs. 76,814.03 and Rs. 81,669.95 million
respectively. The forecasting of deposit for NABIL for next five years will be Rs.
61,648.32, Rs. 67,504.84, Rs.73,361.35, Rs. 79,217.87 and Rs. 85,074.39 million
respectively.

4.10 Correlation Analysis

Correlation refers to the degree of relationship between two variablesi.e. independent
and dependent variables. In between two variables increase or decrease in one cause
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increase or decrease in another. Then such variables are correlated variables.
“Correlation analysis” is defined as the statistical techniques, which measures the
degree and direction of relationship between the variablesif two variables are so
related that the change in value of one independent variable results, the changein

value of dependent, then they are said to have correlation.

Correlation analysis may be defined as the degree of linear relationship
existing between two or more variables. Two variables are said to be correlated when
the change in the value of one variable is accompanied by the change of another. For
the correlation analysis, in this study Karl Pearson correlation coefficient is used and

it is computed by following direct method formula.

N XY - xXay

M) = o o .\ o2 ([2.)
o Naxe-(Ax) NaYE-(AY)

Where,

I «x, y) indicate correlation coefficient of two variables. The correlation coefficient
alwayslies between +1 and - 1. It is perfectly correlated when r is+1, no correlation

when r = 0 and negative correlation whenr = -1.

The other test is probable error of correlation coefficient. The probable error
determines the reliability of an observed correlation coefficient. It is obtain by

1-r?

P.E. (r) = 0.6745 x

Where,
r = correlation coefficient between given variables
N = numbers of pairs of observation

If r<P.E, itisinsignificant i.e. thereisno evidence of correlation
If r>6P.E, itissignificant
If P E <r< 6 P.E nothing can be concluded
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Correlation Analysis between L oan and Advance and Total Deposit

Appendix No. 10and 11 show the correlation between loan and advances with deposit
is positive in both banks. That shows any change in deposit may change loan and
advances in same direction. Since testing the significance of 'r' r = 0.9539 > 6PE =
0.163023 in NIBL but r=0.9949 > 6PE = 0.0184136 in NABIL. The co-efficient of
correlation indicate that these variables are insignificant and conclusive relationship in
NIBL but thereis significant and inconclusive relationship between these variables in
NABIL. Since co-efficient of determinants, r’= 90.99%, the change in deposit can
explain the variation of loan and advances only by 90.99% remaining 9.01% are due
to other factorsin NIBL. But r* = 98.98% the change in deposit explain the variation

of loan and deposits by 1.02%, remaining are due to other error factorsin NABIL.

The relationship shows that if deposit isincreased |loan and advances are also
increase by 90.99% in NIBL and 99.49% in NABIL. The banks should mobilize the
deposit towards the profitable projects as |oan and advances. Thiswill increased its
interest income and total income also. The result highly significant indicates the
correlation between loan and advances and total deposit. This suggest that the direct
relationship between these two. So, to earn more profit collection of deposit must be

maximum and the conversion rate of loan and advances will be higher.

From the correlation analyses that increase in total income also increase in net
profit in both banks. Net profit is increasing each year because of increase in total
income or reducing expenses. Increase on profit shows efficiency management and
effective utilization of resources. To increase its profit more, the enterprises should

either reduce its expenses or increase its total income

Correlation Analysis between Loan and Advances and Profit

The appendix 12 shows the value of correlation coefficient and probable error is
0.89176 and 0.061766 for NIBL. The correlation coefficient is also greater than six
times probable error. Thisindicates that correlation coefficient of NIBL is highly

significant.
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Asfor NABIL, the appendix 13 shows the value of correlation coefficient and
probable error is 0.9592 and 0.024112 respectively. The correlation coefficient is also
greater than six times probable error. Thisindicates that correlation coefficient of
NABIL ishighly significant. The result highly significant indicates the correlation
between loan and advances and profit. This suggest that the direct relationship
between these two. So, by the wide use of loan and advances the bank can generate

profit.

The relationship shows that if profit isincreased |oan and advances are also
increase by 79.52% in NIBL and 92.0064% in NABIL. The banks should mobilize the
deposit towards the profitable projects as |oan and advances. Thiswill increased its

interest income and total income aso.

4.11 Major Findingsof the Study

On the basis of presentation and analysis of data following findings have been made.

Average net profit margin of NABIL is greater than NIBL. This suggests that
profitability position of NABIL isvery strong than NIBL.

The average value of return on asset of NABIL is greater than NIBL. It indicates
that NABIL is successful in generating earning from efficient utilization of total
The average value of ROE is greater in NABIL. It suggests that earning
available to equity is better in NABIL than NIBL. The shareholder investing in
NABIL is earning more than NIBL. Therefore, investing in NABIL shareisvery
beneficial.

The average interest earned to total asset ratio is higher in NABIL than NIBL.
This reveals that both the bank is managing its asset successfully.

Return on total deposit average ratio is greater in NABIL than NIBL. This
reveals that NABIL is earning more from the deposit mobilization than NIBL.
The position of marginal return to equity is greater in NABIL than that of NIBL
by 21.34%. This suggests that the shareholder of NABIL is earning more than
NIBL from their share.

The overall performance of P/E ratio of NIBL is decreasing in thefirst 4 years

afterwardsin final year it increased. Whereasin NABIL it decreases from
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beginning year of the study to the final year of the study period. The overall
performance of P/E Ratio is greater in NIBL than NABIL, only in final year of
the study period but from beginning period to the FY 2010/11, the P/E ratio of
NIBL islesser than NABIL. We can also see that in the FY 2007/08 both banks
get high P/E ratio.

The average value of loan and advances to total deposit is high in NIBL than
NABIL. The higher conversion ratio gives higher return because loan and
advances is an income generating item. Therefore, it concludes that the
contribution of total deposit in maximizing profitability ishighin NIBL. This
means that converting deposit into loan and advancesis higher in NIBL than
NABIL. It clearly indicates that earning from interest incomeis higher in NIBL.
Loan and Advances to fixed deposit average ratio of NIBL is greater than
NABIL. This suggests the contribution of fixed deposit in loan and advance
position is better in NIBL than NABIL.

Loan and advances to saving deposit average ratio of NIBL is greater than
NABIL. This suggests that utilization of saving deposit is very efficient in NIBL
where as NABIL is not converting saving deposit into loan and advances
efficiently.

Investment to total deposit ratio indicates that average ratio of NABIL is higher
than NIBL. Thisreveasthat NABIL is utilizing itstotal deposit in investing
activitiesmore than NIBL. This also suggests that the contribution of investment
in earning isvery good in NABIL comparison to NIBL.

Yield of fund average ratio of NABIL is heavier than NIBL. This shows that
earning from loan and advances is greater in NABIL.

Personnel expenses to total income ratio is higher in NABIL than NIBL by
0.09%. Thisresult suggests that NABIL isinvesting large amount in personnel
devel opment. From the other perspective, it seems more satisfactory for
employee and success of the organization to attract efficient manpower from
outside and utilize their talent. It might have maintained higher ratio to build the
well employee management relationship, reduce the employees absenteeism and
turnover for the further enhancement of profit.

The pattern of controlling operating expenses of NABIL isvery efficient in
controlling the expenses than NIBL. Therefore, NABIL is operating efficiently.
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NABIL has dlightly more than 12% of the financing of total asset comes from
other sources than owner capital. Similarly, NIBL has slightly more than 11% of
the financing comes from sources other than owner capital. This gives a picture
of financial policy where NABIL is much reliable in externa financing sources
than NABIL.

The average coverage ratio of NABIL ismarginally heavier than NIBL. This
suggests that debt financing is more in NIBL than NABIL. Thisindicates that
the interest expenses lower the profit margin of NIBL.

The current ratio of both the banks is below standard ratio. It indicates that
liquidity position is not satisfactory for both banks.

Holding cash balance in NRB is greater for NIBL than that of NABIL. It
suggests that the capacity of NIBL in investing activitiesislittle bit lower than
NABIL. From this activity NIBL islosing opportunity to make more profit
because these amounts remain idle and yield nothing.

Interest income is the major sources of income for both the banks. Income
analysis shows that the contribution of interest incomeis morein NIBL than
NABIL. But NABIL is ahead in income on exchange fluctuation and other
income than NIBL.

An interest expense is the magjor expensing item for both banks. Expenses
analysis show that NIBL is expensing more than NABIL for the last five years.
Similarly, interest expenses are also high in NIBL as compared to NABIL for
last 5 years. In the case of personnel expenses NIBL seems very efficient where
as NABIL isvery efficient in office expenses. NABIL has provision for staff
bonus more than NIBL. NABIL also has higher provision for income tax than
NIBL. However, in the case of provision for loan loss NIBL is higher.

The average interest spread position isvery high in NABIL than NIBL. Only in
the FY 2007/08, NIBL has higher spread as compared to NABIL. But rest from
FY 2008/09 to FY 2011/12, NABIL has got higher. It indicates greater variance
in interest income and interest expensesin NABIL.

Net Burden for NIBL is also higher than NABIL from the beginning period of
the study to the final period of the study. NIBL is highly suffering from other
expenses than the NABIL.
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The BEP analysis shows that the BEP in terms of oan and advances and total
deposit of NIBL are Rs. 7575.816 m and Rs. 9578.72 million respectively. The
safety margin and BEP for NIBL isRs. 5124.3 m and Rs. 858.34 million
respectively The BEP analysis shows that the BEP in terms of 1oan and
advances and total deposit of NABIL are Rs. 3772.624 m and Rs. 5204.338
million respectively. The safety margin and BEP for NABIL is Rs.5665.17 m
and Rs. 468.56 million respectively. The BEP shows that NABIL has alower
breakeven point than NIBL. The BEP volume of loan and advances and total
deposit are also lower than NIBL. It suggests NABIL is earning more than
NIBL.

Trend analysis depicts that both the banks profit, loan and advances and total
deposit trend isincreasing every year in present as well asin future. The deposit
trend shows that from the year 2013/14 NABIL overtakesthe NIBL is collection
of deposit. The standard error shows the liner relationship of variables with time
in NABIL isfar better than NIBL. The upper and lower limits predicated the
forecasted values possibility of occurring within the range.

Correlation coefficient depicts both the banks relationship with loan and
advances total deposit and profit to loan and advancesis positive and P.E shows

the significant relationship.
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CHAPTER -V

SUMMARY, CONCLUSIONSAND RECOMMENDATIONS

5.1 Summary

Generaly fund mobilizing means cash flow in the different sectors at profit motive. In
the broadest sense it means, the sacrifice of certain current value for future value or
possibly uncertain value. This research focuses on the comparative study of fund
mobilization of two joint venture banks; NIBL and NABIL Bank Limited. The study
focuses whether it is backward or forward in investing its fund efficiently in the
business, industry and commerce. In this study NIBL is compared with the Nabil
Bank Limited on their future fund mobilizing activities by collecting five years data
from the year 2007/08 to 2011/12. Both banks have strong position in the market with
new banking system and their activities. Nowadays there is very much competition in
banking market but less opportunity to make investment. In this condition, joint
venture bank can take initiation in search of new opportunities, so that they can
survive in the competitive market and earn profit. But investment is avery risky job.
For a purposeful, safe, profitable investment bank most follows sound investment and

fund mobilizing policy.

Deposit utilization is always related with risks and returns. It is appropriate to
state that the objective is to make alot of money by recognizing the possible losses.
Fund mobilizing policy also involves the identification of the potential categories of

financial assets for consideration in the ultimate portfolio.

The main objective of the study isto analyze the deposit mobilizing policy
adopted by NABIL and NIBL Bank Limited. Investment to total deposit ratio
indicates that average ratio of NABIL is higher than NIBL. Thisrevealsthat NABIL
isutilizing itstotal deposit in investing activities more than NIBL. This aso suggests
that the contribution of investment in earning is very good in comparison to NIBL.
Yield of fund average ratio of NABIL is heavier than NIBL. This shows that earning
from loan and advancesis greater in NABIL. Personnel expenses to total income
ratio is higher in NABIL than NIBL by 4.87%. This suggests that NIBL is controlling
cost low than NABIL. This contributes for the increment of profit. However, it might
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be the case of maintaining policy of motivating staff by different facilities and

reducing absenteeism and increase turnover in the case of NABIL.

The average value of operating expenses to total operating income is higher by

6.09% in NIBL than NABIL. This suggests that in the case of controlling operating
expenses NABIL is efficient than NIBL. The leverage factor ratio of NIBL is
decreasing every year as compared to NABIL. The average coverage ratio of NABIL
ismarginaly heavier than NIBL. This suggests that debt financing is more in NIBL
than NABIL. Thisindicates that the interest expenses |lower than the profit margin of
NIBL. The current ratio of both banksis below standard ratio. It indicates that
liquidity position is not satisfactory for both banks. Holding cash balancein NRB is
greater for NIBL than that of NABIL. It suggests that the capacity of NIBL in
investing activitiesis little bit lower than NABIL. From this activity NIBL islosing

opportunity to make more profit because these amounts remain idle and yield nothing.

Interest income is the major sources of income for both the banks. Income
analysis shows that the contribution of interest incomeis morein NIBL than NABIL
except in fina year. But NABIL is ahead in income on exchange fluctuation and other
income than NIBL. An interest expense is the major expensing item for both banks.
Expenses analysis show that NIBL is expensing more than NABIL on thisitem. In the
case personnel expenses and provision for staff bonus NIBL seems very efficient.
But in case of office expenses NABIL seems more efficient than NIBL. Similarly
NABIL aso has higher provision for income tax than NIBL. However, in the case of

provision for loan loss NIBL is maintaining more than NABIL.

5.2 Conclusions

From the analysis and interpretation of the data of respective banks with different
angles, is very competitive. But NABIL is a head in the performance where as the
performance of NIBL is appreciable. Interest earning capacity is very impressive on
both banks but NABIL seemslittle bit better than NIBL. Similarly net profit margin,
return on assets, return on equity, return on total deposits and marginal return to
equity better in NABIL as compared to NIBL. The valuation ratio shows that P/E
ratio in NIBL is better in fina year but rest year, NABIL was better.
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In the case of operating efficiency measures, both banks seem very
challenging. It means that the operation of both banksis efficient. NIBL is ahead in
loan and advances to total deposit, loan & advance to fixed deposit and loan and
advances to saving deposit where as NABIL overtakesin investment to total deposit

ratio and interest income to total |oan and advances reatio.

The cost effective measures shows that the personnel expenses of NIBL is
lower than NABIL. The lower cost gives higher yield of return. It seemsthat, NIBL is
earning more than NABIL by lowering its personnel expenseslow. However, NIBL is
not very effective in controlling the operating expenses because the operating expense
of NIBL ismore than NABIL. From the view of financia policy measure, it seems
that NABIL is using more debt than NIBL.

Income and Expenses analysis reveals that the trend of income and expenses
of both banks are increasing every year. The main sources of income and expenses are
interest income and interest expenses and NABIL is successful in reducing the
expenses. However, its income was not good as compare to NABIL in beginning of
the first two year but later on NABIL successes the NIBL.

BEP analysis shows that both the banks are in earning trend. But BEP of
NIBL is higher than the NABIL. Similarly the trend analysis also gives the hint that
both the banks have increasing trend of profit, loan and advances, deposit at present as
well asin future. But NABIL is also superior in this case.

Finally, correlation analysis shows the relationship between loan and advances
and total deposit, loan and advances and profit. The probable errors show the highly
significant relationship of analyzed variables.

5.3 Recommendations

On the basis of analysis and findings of the study following recommendations can be
made to overcome weakness, inefficiency and to improve profit planning of the

banks.
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5.3.1 Improve Incomefor Sound Performance

The performance measure ratio such as Net Profit Margin, ROA, ROE, return on total
deposit, margin return to equity is higher in NABIL than NIBL. This concludes that
NIBL's performance is lower than NABIL. So, for the sound performance NIBL have
to increase its income through proper utilization of total asset, shareholders fund and

total deposit.

5.3.2 Identify New Investment Areas

The valuation measures depicts that NABIL's growing rate is very higher compare to
NIBL. Therefore, NIBL have to identify new investment areas to grow its market
share. The new investment areas may be investing in sports, commercial buildings,

information technology etc which helpsin increasing its goodwill among public.

5.5.3 Maintain Optimum Conversion Ratio:

Theratio of loan and advances to total deposit, loan and advances to fixed deposit and
loan and advances to saving deposit is higher in NIBL as compared to NABIL where
as NABIL isahead in investment to total deposit ratio. Therefore NABIL must
increase its activity of converting total deposit, saving deposit and fixed deposit into
loan and advances. In the other hand, NIBL has to increase its conversion of total

deposits into investment. In doing so, both the banks must maintain standard ratio.

5.3.4 Cost control

NABIL is expensing more on personnel departments and |ess on operating expenses
than NIBL. For the higher profit, both the cost should be control efficiently. The
expenses of personnel department motivate the staff and increase turnover where as
operating expenses helps in smooth operation of the firm. NIBL must diagnose its
loopholes and control the cost. In other hand, NABIL must control its personnel

department cost by eliminating the unnecessary facilities.



92

5.3.5 Minimize Debt Financing

NABIL isusing debt financing policy widely as an external source of investment than
NIBL. NABIL should aware about its impact on the shareholder’s return because
more include of debt in capital structure decrease profit. Therefore NABIL must
decrease debt financing and increase shareholders equity to fulfill the capital.

5.3.6 Maintain Standard Current Ratio

Both the bank is unable to maintain the standard current ratio. This shows that both
the bank financial position is not so good. Therefore, both banks must take the major
decision to improve and maintain standard current ratio. For doing so, banks have to

increase its current asset and try to reduce its current liabilities.

5.3.7 Invest Bank'sldle NRB Cash Balance

The NRB cash balance of NIBL is higher than NABIL. This balance yields nothing
for bank but fulfill liquidity position of the bank. Therefore, NIBL must invest this
idle balance in productive areas such as govt. securities, bonds, debenture and
marketable securities so that it can convert them at any time.

5.3.8 Improve Linear Relationship between Variables

NABIL has abetter linear relationship of variables than NIBL. Therefore NIBL must
improve its linear relationship of variables by minimizing the deviation in actua

values.

5.3.9 Lower the BEP

BEP of NABIL islower than NIBL. It suggests NABIL is earning more than NIBL.
So, to compete with NABIL, NIBL must decrease its BEP by increasing its interest
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income and lowering its interest expenses so that it gets higher interest spread

position.

5.3.10 Improveinterest Spread Position

The interest spread position of NIBL islower compare to NABIL. Therefore, NIBL
must increase its interest spread position by increasing interest income through wide

range of distribution of loan and advance and try to decrease interest expenses.

5.3.11 Reduce Current Practices of Focusing in Urban areas:

Both the banks should enhance profit through wide coverage of the market by
establishing its branches in different regions and location of the country. Both the
banks must focus to operate its services in Far Western Regions as well as different
rural and village areas of the country.

5.3.12 Relevance to World economy and current market scenario:

Both the banks, for the purpose of the long run profit and successful business, should
consider the factors affecting world economy. From the global perspective, it is
important that today’s organizations are performing their operations and planning the
profit scenario —keeping in mind the competitive market situation. Since, the global
economy can create impact on the performance of any organization situated in any

country in the world.
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APPENDICES

Appendix-A

Marginal Return to Equity for NIBL and NABIL (Rs. In Million)

NPAT Shareholder Equity
Fiscal Year
NIBL NABIL NIBL NABIL
2007/2008 697.00 746.50 2686.00 2437.20
20011/2012 1039.27 1696.27 6049.94 5450.88
Changes 342.27 949.77 3363.94 3013.68
Sourcee  Annua  Report  of and NABIL, (www.nibl.com.np,

www.nabilbank.com)

Margina Return to Equity of NIBL =

Margina Return to Equity of NIBL =

Margina Return to Equity of NABIL

Changein Net Income

x 100
Changein Equity
342.27

x 100
3363,94

10.17%

Changein Net Income

= x100

Change in Equity

949.77

= x 100

3013.68

= 31.51%
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Appendix-B
Calculation of BEP Analysis of NIBL Bank for NIBL (In Million)

Tota Interest Income = Rs 5982.64
Total Interest Expenses = Rs. 3814.41
Total Other Income = Rs 157.78
Total Other Expenses = Rs. 468.86
Loan & Advancesto Total Deposit Ratio = 79.09%
Average Yield on Fund (YOF) = 11.33%
Net Burden = Total other Expenses - Total Other Income

=468.86 — 157.78 = Rs. 311.08
Interest Margin (Spread) = Total Interest Income - Total Interest Expenses

=5982.64 — 3814.41 = Rs. 2168.23
a Calculation of the BEP in terms of Interest Income:

BEPino = JNetBurden. .
Soread

= 311.08/2168.23" 100 =14.347%
BEP in Rs. = Interest Income x BEPin %
=50982.64 x 14.347% = Rs. 858.34 m
b. The Breakeven Point of NIBL isRs. 858.34 million.
c. Margin of Safety for the year 2011/12 can be calculated as follows:
Margin of Safety = Tota Interest Income - BEP Income

= Rs (5982.64 — 858.34) = Rs. 5124.3 Million



Margin of Safety Ratio for FY 2009/2010 =

Total Interest Income

_ 91243
5982.64

~100=85.65%

d. BEP in terms of volume of |oan and advances;

BEP Interest income
Average YOF

BEP Loan and Advances = -

_ 858.34m
11.33%

=Rs.7575.816 million

e. BEP in terms of volume of Deposit:

BEP Loan and advances

BEP Deposit = -
Average TDratio

_ (575.816m
79.09%

M argin of Safety 100

=Rs.9578.72million

99
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Appendix -C

Calculation of BEP Analysis of NABIL Bank

For NABIL (In Million)
Total Interest Income = Rs. 6133.73
Total Interest Expenses = Rs. 3155.49
Total other Income = Rs 201.08
Total Other Expenses = Rs. 428.59

Loan & Advances on Total Deposit (TD) Ratio =72.49%
Average Yield on Fund (YOF) = 12.42%
Net Burden = Total other Expenses - Total Other Income
=Rs. (428.59 -201.08) = Rs.227.51 m
Interest Margin (Spread) = Total Interest Income - Total Interest Expenses
=Rs. (6133.73-3155.49) =Rs. 2978.24 m

a. Calculation of the BEP in terms of Interest Income:

BEPino = JNetBurden.,q,
Soread
= 227.51/2978.24° 100 = 7.639%
BEPinRs. = Interest Income BEP in %

=6133.73 x 7.639% = Rs. 468.56 million
b. The Breakeven Point of NIBL is Rs. 468.56 million.
c. Margin of Safety for the year 2011/12 can be calculated as follows:

Margin of Safety = Total Interest Income - BEP Income



= Rs (6133.73 — 468.56) = Rs. 5665.17 Million

M argin of Safety .
Total Interest Income

100

Margin of Safety Ratio for FY 2008/2009 =

_ 5665.17 .

= 100 =92.36%
6133.73

d. BEP in terms of volume of |oan and advances;

BEP Interest income
Average YOF

BEP Loan and Advances =

_ 468.56m
12.42%

=Rs.3772.624 million

e. BEP in terms of volume of Deposit:

_ BEPLoan and advances

BEP Deposit -
AverageTDratio

3772.624m

= ——— =Rs.5204.338million

072.49%
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Calculation of the Trend of Profit of NIBL Bank (Rs. In Million)

Fiscal Profit(Y) X=X- X XY Y =a+bx
Year (2009/2010)
2007/2008 697.00 -2 4 -1394.00 823.78
2008/2009 900.62 -1 1 -900.62 919.84
2009/2010  1265.95 0 0 0 1015.89
2010/2011  1176.64 1 1 1176.64 1111.95
2011/2012  1039.27 2 4 2078.54 1208.01
S Y=5079.48 SX=0 TX?’=10 TXY=960.56

Source: Annual Report of NIBL (www.nibl.com.np)

Cdculation of a, b value

We know,

The straight line trend is given by the following formula: Y =a+bx

Y=Values of profit

a=Average of Total profit

b=Rate of change of total profit

X=Y ear
2y
a=
n
5079.48
a=
5

a=1015.896



TXY
b=
28
960.056
b=
10
b= 96.056
Put the value of aand b in equation ..................(I)
If x=2012/13
Then, Y=a+ bx
= 1015.896+96.056X 3
=1304.064
Similarly,
If x=2013/14
Then, Y= atbx
= 1015.896+96.056X 4
=1400.12
Expected Trend Values of Profit of NIBL Bank
Fiscal Y ear Deviation from Mid July2009/10(X) Y =a+bx
2012/2013 3 1304.064
2013/2014 4 1400.12
2014/2015 5 1496.17
2015/2016 6 1592.23
2016/2017 7 1688.28
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Calculation of the Trend of Profit of NABIL Bank (Rs. In Million)

Fiscal Profit(Y) X=X- X? XY Y =a+bx
Year (2009/2010)
2007/2008 746.5 -2 4 -1493.00 748.786
2008/2009  1031.05 -1 1 -1031.05 969.401
2009/2010 113857 0 0 0 1190.026
2010/2011  1337.74 1 1 1337.74 1410.646
2011/2012  1696.27 2 4 339254 1631.266
> Y=5950.13 S X=0 SX?=10 Y XY=2206.23

Source: Annual Report of NABIL (www.nabilbank.com)

Cdculation of a, b value

We know,

The straight line trend is given by the following formula: 'Y =a+bX

Y=Values of profit

a=Average of Total profit

b=Rate of change of total profit

X=Year
2y
a
n
5950.13
a
5

a= 1190.026



XY
b=

¥ X?

2206.23
b=

10
b=220.62

Put the value of aand b in equation ..................

If x=20012/13

Then, Y= 1190.026+220.62X3
=1851.886

Similarly,

If x=2013/14

Then, Y=1190.026+220.62X4

=2072.506

Expected Trend Values Of Profit of NABIL Bank
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Fiscal Year Deviation from Mid Y =a+bx
July2009/10(X)

2012/2013 3 1851.886

2013/2014 4 2072.506

2014/2015 5 2293.126

2015/2016 6 2513.746

2016/2017 7 2734.366
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Calculation of the Trend of L oan and Advances of NIBL Bank (Rs. In Million)

Fiscal L oan and X=X- X? XY Y =at+bx
Y ear Advances (Y) (2009/2010)
2007/2008  27529.3 -2 4 -55058.6 31,110.60
2008/2009 36827 -1 1 -36827.00 34,358.98
2009/2010 40948 0 0 0 37607.36
2010/2011  41095.51 1 1 41095.51 40855.74
2011/2012  41636.99 2 4 83273.98 44104.12
SY=188,036.8  YX=0  IX*=10 $XY=32,483.89

Source: Annual Report of NIBL (www.nibl.com.np)

Cdculation of a, b value

We know,

The straight line trend is given by the following formula: Y =at+bX

Y=Values of Loan and Advances
a=Average of Total Loan and Advances

b=Rate of change of total Loan and Advances

X=Year
2y
a
n
188,036.8
a
5

a= 37607.36



XY
b=
¥ X?
32,483.89
b=
10
b = 3248.38

Put the value of aand b in equation ..................

If x=2012/13

Then, Y= 37607.36+3248.38X 3
=47352.5

Similarly,

If x=2013/14

Then, Y= 37607.36 +3248.38X4

=50600.88

(i)

Expected Trend Values of L oan and Advances of NIBL Bank
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Fiscal Year Deviation from Mid July2009/10(X) Y =a+bx
2012/2013 3 47352.5
2013/2014 4 50600.88
2014/2015 5 53849.26
2015/2016 6 57097.64
2016/2017 7 60346.02
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Calculation of the Trend of L oan and Advances of NABIL Bank (Rs. In Million)

Fiscal L oan and X=X- X XY Y =a+bx
Y ear Advances (Y) (2009/2010)
2007/2008  18851.01 -2 4 -37,702.02 19811.03
2008/2009  25648.01 -1 1 -25,648.01 25600.58
2009/2010  32811.82 0 0 0 31,390.12
2010/2011  38034.09 1 1 38,034.09 37,179.66
2011/2012  41605.68 2 4 83.211.36 42,969.20

$Y=156,950.61 $X=0  IX°=10 $XY=57,895.42

Source: Annual Report of NABIL (www.nabilbank.com)

Calculation of a, b value

We know,

The straight line trend is given by the following formula: Y= a+ bX
Y=Values of Loan and Advances

a=Average of Total Loan and Advances

b=Rate of change of total Loan and Advances

X=Year
2y
a
n
156,950.61
a
5

a= 31,390.122



XY
b=
> X
57,895.42
b=
10
b = 5789.542

Put the value of aand b in equation ..................

If x=2012/13

Then, Y= 31,390.122+5789.54X3
=48,758.74

Similarly,

If x=2013/14

Then, Y= 31,390.122+5789.54X 4

=54,548.28

(i)

Expected Trend Values of L oan and Advances of NABIL Bank
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Fiscal Y ear Deviation from Mid July2009/10(X) Y =a+bx
2012/2013 3 48,758.74
2013/2014 4 54,548.28
2014/2015 5 60,337.82
2015/2016 6 66.127.36
2016/2017 7 71,916.90
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Calculation of the Trend of Total Deposit of NIBL Bank (Rs. In Million)

Fiscal  Total Deposit X=X- XY Y =a+bx
Year (Y) (2009/201
0)
2007/200 34451 2 -68,902.0
8
2008/200  46698.1 1 -46,698.10
9
2000/201  50094.7 0 0
0
2010/201  50138.12 1 50,138.12
1
2011/201  57010.60 2 114,021.2
2
Y=238,302. X?=1 2XY=48559
2 sx=0  2Th 5

Source: Annual Report of NIBL (www.nibl.com.np)

Caculation of a, b value

We know,

The straight line trend is given by the following formula: Y =a+bX

Y=Values of Total Deposit

a=Average of Total Deposit

b=Rate of change of Total Deposit

X=Year

2y



238,392.55
a=
5
a=47,678.51
$XY
b=
>X
48,559.22
b=
10
b = 4855.92
Put the value of aand b in equation ..................(0)
If x=2012/13

Then, Y= 47678.51+4855.92X 3
=62,246.27

Similarly,

If x=2013/14

Then, Y= 47,678.51+4855.92X4

=67,102.19

Expected Trend Values Of Total Deposit of NIBL Bank.
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Fiscal Y ear Deviation from Mid July2009/10(X) Y =a+bx

2012/2013 3 62,246.27
2013/2014 4 67,102.19
2014/2015 5 71,958.11
2015/2016 6 76,814.03
2016/2017 7 81,669.95
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Appendix -l

Calculation of the Trend of Total Deposit of NABIL Bank (Rs. In Million)

Fiscal Total Deposit X=X- X XY Y=a+bx
Year (Y) (2009/2010)

2007/2008 31915 -2 4 -63,830.0

2008/2009 37348.3 -1 1 -37,348.30

2009/2010 46410.7 0 0 0

2010/2011  49,696.11 1 1 49,696.11

2011/2012  55,023.69 2 4 110,047.38

TX=0  yX?=10 3XY=58,565.1
TY=220,393.8 9

Source: Annual Report of NABIL (www.nabilbank.com)

Calculation of a, b value

We know,

The straight line trend is given by the following formula: Y =at+bX
Y=Values of Total Deposit

a=Average of Total Deposit

b=Rate of change of Total Deposit

X=Year

2y

n

220,393.80

5

a= 44,078.76



XY
b=
¥ X?
58,565.19
b=
10
b = 5856.519

Put the value of aand b in equation ..................

If x=2012/13

Then, Y=44,078.76+5856.519X 3
=61,648.317

Similarly,

If x=2013/14

Then, Y= 44,076+5856.519X4

=67,504.836

113

Expected Trend Values of Total Deposit of NABIL Bank

Fiscal Year Deviation from Mid July2009/10(X) Y =a+bx

2012/2013 3 61,648.317
2013/2014 4 67,504.836
2014/2015 5 73,361.35
2015/2016 6 79,217.87

2016/2017

85,074.39
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Corre. Analysis between Loan & Advance and Total Deposit of NIBL (Rs. In

Million)
. Loan &
Fiscal advances Tot_a | NG Y2 XY
Y ear Deposit (y)
(x)
2007/08 27529.30 34451 757862358.5 1186871401 948411914.3
2008/09 36827.00 46698.1 1356227929 2180712544 1719750929
2009/10 40948.00 50094.73 1676738704 2509481974 2051279004
2010/11 41095.51 50138.12 1688840942 2513831077 2060451612
2011/12 41636.99 57010.60 1733638936 3250208512 2373749782
) SY?*=
S X= SY= 3y X?= S XY=
N=5
188,036.8 238,392.55 7,213,308,870 11641'0105’5 9153,643,241

Source: Annual Report of NIBL (www.nibl.com.np)

The Karl Pearson’s co- efficient of correlation is given by

Na-axay

.'. r = o o o o
INAX-(@xZNA Y -(A )’

_ 5°9153,643,241-188,036.8 238,392.55
J/57,213,308,870- (188,036.8)2 | 5 11641,105,510- ( 238,392.55)>

_ 941,643,959.2
~ 26,621.536 37078.051

=0.9539

Test of significance of '’

1-r?2

Probable error (PE) = 0'6745(W)
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— 1-0.95392 )
= 0.6745(—\/g

= 0.027170661
- 6PE = 0.027170661 6= 0.16302396¢
Co-efficient of determinants r®= 0.9539° = 0.9099
=90.99%
Appendix-K

Corre. Analysis between Loan & Advance and Total Deposit of
NABIL (Rs.Million)

) Loan &
F Total

Iscal advances ot NG Y2 XY
Y ear X) Deposit (Y)

2007/2008  18851.01 31915 355360578 1018567225 601629984.2
2008/2009  25648.01 37348.3 657820417 1394895513  957909571.9
2009/2010 32811.82 46410.7 1076615532 2153953074 1522819534
2010/2011 38034.09 49696.11 1446592002 2469703349 1890146320

2011/2012 41605.68 55023.69 1731032608 3027606461 2289298039

S X= SY= S X?= SY?= S XY=
N=5
156950.61  220393.8 5267421137 10064725620 7261803449

Source: Annual Report of NABIL (www.nabilbank.com)

The Karl Pearson’s co- efficient of correlation is given by

NaX-axay

.'. r = o o o o
INAX-(@02NA Y -(QY)’

_ 5”7261,803,449-156,950.61 220,393.8
|5~ 5267,421,137- (156,950.61) /5~10064725,620- (220,393.8)




— 1718075895
41274.831” 41835.4039

=0.9949

Test of significance of 'r'
—_ 1-r 2
Probable error (PE) — 0. 6745(W)

— 1- 0.99492)
= 0.6745(—\/g

= 0.003068939

-» 6PE = 0.003068939 6 =0.0184136
Co-efficient of determinants r>= 0.9949% = 0.9898

= 98.98%
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Appendix-L

Corre. Analysis between Loan & Advance and Profit of NIBL (Rs. In Million)

Fiscal L oan & advances

Vent X) NPAT (Y) X2 Y? XY
2007/08 27529.3 697 757862358.5 485809  19187922.1
2008/09 36827 900.62 1356227929 811116.3844 33167132.74
2009/10 40948 1265.95 1676738704 1602629.403 51838120.6
2010/11 41095.51 1176.64 1688840942 1384481.690 48354620.89
2011/12 41636.99 1039.27 1733638936 1080082.133 43272074.6
S X= SY= $X%= SY’= T XY=
N 188.036.8 5079.48 7213308870 5364118.61 195819870.9

Source: Annual Report of NIBL (www.nibl.com.np)

The Karl Pearson’s co- efficient of correlation is given by

_ 5195,819,870.9-188,036.8” 5079.48
/5" 7,213,308,870-(188,036.8)2 |/ 5~ 5364,118.61- (5079.48)

_  23,970,189.64
T 26621.53671009.69

=0.89176

Test of significance of '’

Probable error (PE) = 0'6745(1\75) — 0.6745(%)

= 0.061766172

. 6PE =0.06176612 6 = 0.3705970

Co-efficient of determinants r>= 0.89176° = 0.79523 =79.52%
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Corre. Analysis between Loan & Advance and Profit of NABIL (Rs. In Million)
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Ver  acvances(y) NPAT() X Y’ Y
2007/2008  18851.01 746.5 355360578 55726225  14072278.97
2008/2009 2564801  1031.05 657820417 1063064.103 26444380.71
2009/2010 ~ 32811.82 113857 1076615532 1296341645 37358553.9
20102011  38034.09  1337.79 1446592002 1789548.308 50879723.56
2011/2012  41605.68 169627 1731032608 2877331913 70574466.81
NS > X= yY= yX?*= yY?*= YXY=
156,950.61 595013 5267421137 7583548219 199329404

Source: Annual Report of NABIL (www.nabilbank.com)
The Karl Pearson’s co- efficient of correlation is given by

_ N y-AxAY
INAX-(@x? INa Y -(Ay)?

u.o r

57199329404-156,950.61* 5950.13

J 5~ 5267421137~ (156,950.61)> \/ 5~ 7583,548.219- (5950.13)>

62,770,486.92

T 41,274.83171585.463
=0.9592

Test of significance of '’
—_ 1-r 2
Probable error (PE) — 0. 6745(W)

2
= 0.6745(—1 0535392 )
= 0.024112157
-+ 6PE = 0.024112157 6= 0.144672¢
Co-efficient of determinants r’= 0.9592% = 0.920064
= 92.0064%
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Appendix-N

Financial Indicatorsof NIBL (Rs. in Millions)

Fiscal Year 2007/08 2008/09  2009/10 2010/11 201112
NPAT 697.00 900.62 1265.95  1176.64 1039.27
Gross Income 1665.86 2110.23 273493  2833.59 2909.84
Total Assets 38,873.00 53,010.80 57,305.41 58,356.82 65,756.23
Current Assets 10,952 15,752 14,930 14,717 21,692
Current Liability 33,505 46,281 49,309 49,354 56,301
Net Worth 2686.00 4996.57 5672.71  5159.75  6049.94
Interest Earned 719.30 3267.94 465352 580344  5982.64
Total Deposit 34451.00 46698.10 50094.73 50138.12 57010.60
Fixed Deposit 7944.23 11633.38 16825.15 18378.30 20057.47
Saving Deposit 13688.77 17066.25 14324.26 13490.30 17276.02
Loans & Advance 27529.30 36827.00 40948.00 4109551 41636.99
Investment 6874.02 7399.81 8635.53  7423.10 10438.48
MPS 2450 1388 705 515 511

EPS 57.87 37.42 52.55 39.1 27.6
Interest Income 2194.28 3267.94 465352 580344  5982.64
Interest Expenses 992.16 1686.97 2553.85 3620.33 381441
Interest Spread 1202.12 1580.97 2099.67 218323  2168.23
Total Income 1649.62 211023 273493 645391 6724.24
Other Income 66.38 113.97 168.31 15298 157.78
Other Expenses 313.15 360.53 433.60 456.05  468.86
Net Burden 246.77 246.56 265.29 303.07 311.08
Total Operating

Income 1246.03 2063.31 273493 283359  2909.84
Personal Expenses 187.15 225.72 279.85 326.54 340.16
Operating Expenses 313.15 360.53 433.60 456.05 468.86
EBIT 1649.62 211023  2734.93 6453.91 6724.24
Interest Charged 992.16 1686.97 2553.85 3620.33 3814.41
NRB Baance 1820.00 4411.13  3237.22 4009.46  8502.69

Source: Annual Report of NIBL (www.nibl.com.np)
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Financial Indicators of NABIL (Rs. in Millions)
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Fiscal Year 2007/08  2008/09 2009/10  2010/11  2011/12
NPAT 746.50 1031.05 113857  1337.74 1696.27
Gross Income 1670.42 222098  2764.08  3046.12 3990.47
Total Assets 32176.72 40,433.33 48,040.92 58,141.43 63,200.29
Current Assets 14,469 14,522 17,892 17,296 17,760
Current Liability 33,393 38,252 46,145 49,716 55,141
Net Worth 243720  3130.20 3834.80  4566.51 5450.88
Interest Earned 1943.96 279849  4047.73  5254.03 6133.73
Total Deposit 31915.00 37238.30 46410.70 49696.11 55023.69
Fixed Deposit 8464.09 8130.71 14711.16 16840.83 14044.88
Saving Deposit 12159.97 1462041 1378359 1428852 17994.74
Loans & Advance 18851.01 25648.01 32811.82 38034.09 41605.68
Investment 9966.56  10826.37 13600.91 13003.20 14055.85
MPS 5275 4899 2384 1252 1355
EPS 115.89 115.89 83.81 70.97 83.57
Interest Income 1943.96  2798.49 4047.73  5254.03 6133.73
Interest Expenses 758.44 1153.28  1960.11  2955.43 3155.49
Interest Spread 118552 164521  2087.62  2298.60 2978.24
Total Income 2515.16  3373.85 472239  6001.55 7145.95
Other Income 145.13 190.51 202.10 180.57 201.08
Other Expenses 157.22 265.16 334.68 401.42 428.59
Net Burden 12.09 74.65 132.58 220.85 227.51
Total Operating Income 179870  2220.98  2764.09  3046.12 3990.47
Personal Expenses 262.91 339.90 366.94 454.04 500.71
Operating Expenses 220.75 265.20 334.20 401.42 428.59
EBIT 2515.16  3373.85 472239  6001.55 7145.95
Interest Charged 758.44 1153.28  1960.11  2955.43 3155.49
NRB Baance 1829.47  2648.60 549.45 1473.98 3681.98

Source: Annual Report of NABIL (www.nabilbank.com)
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Income of NIBL
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(Rs. in Millions)

Income/Year  2007/08 2008/09 2009/10

2010/11 201112

2194.28 3267.94 4653.52
Interest Income

Commission & 215.29 183.04 242.89

Discount

Income on

165.84 185.33 224.06
Exchange
Fluctuation

66.38 113.97 168.31
Other Income

5803.44 5982.64

269.42 319.66

288.07 264.16

152.98 157.78

Source: Annual Report of NIBL (www.nibl.com.np)

Appendix-Q

Income of NABIL

(Rs. In Millions)

Income/Y ear 2007/08 2008/09 2009/10

2010/11 201112

1943.96 2798.49 4047.73
Interest Income

Commission & 159.32 179.69 215.48

Discount

Income on

196.49 251.92 291.44
Exchange
Fluctuation

145.13 190.51 204.10
Other Income

5254.03 6133.73

471.42 565.16

276.10 447.07

401.42 428.59

Source: Annual Report of NABIL (www.nabilbank.com)
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Expenditure of NIBL (Rs. in Millions)
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Expenses/Year 2007/08 2008/09 2009/10 2010/11 2011/12
Interest Expenses 992.16 1686.97 2553.85 3620.33 3814.41
Personnel 187.15 225.72 279.85 326.54 340.16
Expenses
Office Expenses 313.15 360.53 433.60 456.05 468.86
Provision for 102.00 129.86 189.82 167.80 148.83
Staff Bonus
Provision for 135.99 166.20 93.06 267.33 743.72
Loan Loss
Provision for 323.23 389.58 532.90 501.388 448.07
Income Tax
Source: Annual Report of NIBL (www.nibl.com.np)
Appendix-S

Expenditure of NABIL (Rs. in Millions)
Expenses/Year  2007/08 2008/09 2009/10 2010/11 2011/12
Interest Expenses 758.44 1153.28 1960.11 295543 3155.49
Personnel 262.91 339.90 366.94 454.04 500.71
Expenses
Office Expenses 157.22 265.16 334.68 401.42 428.59
Provision for 84.20 147.87 162.52 190.94 241.63
Staff Bonus
Provision for 4.21 45.72 355.83 109.47 413.94
Loan Loss
Provision for 303.74 447.61 485.91 569.73 720.10

Income Tax

Source: Annual Report of NABIL (www.nabilbank.com)




