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CHAPTER-ONE 

INTRODUCTION 

1.1 Background of the study 

Finance, the art and science of managing money, affects every person and 

organization. Finance is concerned with process institution markets and 

instructions involved in the transfer of money between individual's 

business and government. Managerial finance (concerned with the duties 

of the financial manager in the business firms) is important in all types of 

business including banks and other financial institutions as well as 

industrial and government operation. The major finance functions are 

investing, financing and dividend decision for an organization. 

 

Financial performance means financial activities performed by every 

financial institution. It can be considered as heart of the financial decision 

and main indicator of the success or failure of any financial institutions. 

A study of financial performance is a basic process which provides 

information of liquidity position earning capacity, efficiency in operation, 

profitability source and use of capital, financial achievement and status of 

the company or financial institution. Financial analysis is a part of finance 

which is very useful to understand the firm’s performance. It is the 

process of identifying the financial strength and weakness of the firm by 

properly establishing relationship between the items of balance sheet and 

profit and loss account. 

 

Ratio analysis is a powerful tool of financial performance. It is defined as 

the systematic use of ratio to interpret the financial statement. The 

strength and weakness of a firm as well as its historical performance and 

current financial condition can be determined. Traditional financial ratio 

analysis has focused on the number. The value of this approach is that 
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quantitative relation can be used to diagnose strength and weakness in the 

firm’s performance. It provides a framework for financial planning and 

control. 

 

A financial institution is the lifeblood of economic development of the 

country. Financial institution acts as the catalyst in the process of 

economic growth of the country. A Bank is financial institution which 

can play a significant role in the upliftment of the economic situation of 

the developing country like Nepal. Bank is considered as the backbone in 

the development of the national economy. It is financial institution which 

acts as a transaction of money by accepting various types of deposit, 

disbursing loans and rendering other financial services. Among the 

various functions, to provide loan to the investors is the major function. 

Through the loan there will be increase in the environment of the 

investment and the bank has the major role in creating such environment. 

 

1.1.1 Introduction of Bank 

There are various concepts about the origin of the term ‘Bank’. The term 

bank is derived from the Latin word ‘Bancus’ that refers to the bench on 

which the banker would keep its money and its record. Some people trace 

its origin to the Italian word ‘Bance’ and French word ‘Banque’ that 

means a bench for keeping and exchange of money in the market. The 

terms bank in modern times refers an institution which deals with money, 

accepts deposits and loan and advance.  It also deals with credit and has 

the ability to create credit (i.e. the ability to expand its liabilities as a 

multiple of its reserves). 

 

Bank means an institution that deals with money. A Bank performs 

several financial, monetary and economic activities which are important 
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for the economic development of a country. It is a monetary institutional 

vehicle for domestic resource mobilization of the country which accepts 

deposits from various sources and invests such accumulated resource in 

the field of agriculture trade, commerce etc. 

 

Generally the term banks refer commercial banks. Commercial banks are 

the foundation of the national economy. It is the transformation of 

monetary sources from savers to users. They involve in various functions 

like creation of money, facilitating credit, facilitating foreign trade and 

safe keeping of the values etc. Commercial banks have its own role and 

contribution in the economic development. It is a source for economic 

development and it maintains economic confidence of various segments 

and extends credit to people. Modern commercial banks can be identified 

by different names such as business bank, merchant banks, retail banks 

etc. They perform the same business function. They provide a link 

between lenders, those who have surplus money and do not wish to spend 

immediately with borrowers, they who do not have surplus money but 

wish to barrow for investment in productive purpose. By charging a rate 

of interest to borrowers slightly higher than they pay to lenders, the banks 

make their profit this is known as financial intermediation. 

 

Capital is that things which regards as the vital factor for the economic 

development of a nation. Every development programs need capital. The 

main problem of under developed countries is lack of capital formulation 

and their mobilization. In the field of capital formation the banking role is 

indisputable for collection of scattered resource and mobilization of the 

capital. Banks render other services like remittance of fund, purchase and 

sale of bills, supplying of timely credit and other market information. 
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Their services are also necessary for rapid growth of business and 

economic activities. 

 

1.1.2 Emergence of Commercial Bank in the Economy 

The first public bank ‘The Bank of Vanish’ established in Italy in 1157 

A.D. Italy is regarded as the motherland of first modern bank. ‘The Bank 

of Barcelona’ and Bank of Geneva’ were established in 1401 and 1407 

respectively. The Bank of England was established in 1694 AD had 

brought remarkable change in the process of establishing banking 

institution in the world. The establishment of this bank was a milestone in 

the history of banking development. 

 

Like in other countries of the world goldsmiths, merchants and money 

lender were the ancient bankers of Nepal. "Tesarath Adda" established 

during the tenure of the Prime Minister Ranodip Singh in 1933 B.S. was 

the first step towards the institutional development of banking system in 

Nepal. It had carried the function of providing loan for the government’s 

servants and to the general people under collateral of gold and silver at 

the low interest rate. "Tesarath Adda" did not collect deposit from the 

public but give loan to employees and public against the bullion. Overall 

development of banking system in Nepal, "Tesarath Adda" could be 

considered as the father of modern banking system. King Tribhuwan 

inaugurated Nepal bank limited on 30 kartik 1994 this is marked as the 

beginning of an era of formal banking in Nepal. In that era very few 

people were understood or had confidence in this new concept of formal 

banking. 

 

Nepal Bank Limited is a pioneer commercial bank of modern banking 

system of Nepal. It was established in the technical assistance of Imperial 
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Bank of India under Nepal Bank Act 1993. It has been playing a 

momentous role in the development of Nepalese economy. The Bank is 

highly successful to create banking habits among the Nepalese people and 

to create monetization in the non monetized area of Nepal. It is the first 

financial institution of Nepal. At present, the bank is operating through 

112 branches over the country. Its vision is to remain the leading 

financial institution of the country. This Bank was established prior to the 

Nepal Rastra Bank (central Bank), it used to perform the function of 

commercial bank as well as of central bank until the inception of Nepal 

Rastra Bank (2013/1/14). Now the presence of separate central bank it 

carries out the function of commercial bank only. 

 

Being the oldest Bank of the banking history of the country, it has played 

a vital role in the development of banking system. The bank has given 

more priority to the service of common and poor class people. The bank 

not only holds its capital but also holds the deposit of the people, which 

makes it responsible to the society. It has contribution to the government 

revenue in terms of the tax. In recent some years, its financial 

performance and position is satisfactory to all the concerned parties. Now 

it has been able to give good facilities to personnel and service to general 

people. 

  

Commercial bank was established to provide the services to accept 

deposit and to extend credit facilities for the promotion of trade, cottage 

industries and agriculture to render customer related service. Nepal Bank 

Limited was originally incorporated under a special character “Nepal 

Bank limited Act 1993”. After the enactment of commercial bank act 

2031 B.S. Nepal Bank limited was brought under this Act. It is a limited 

liabilities company registered with Nepal Government company 
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registrar's Office under company Act.2063 have received 'A' class license 

from Nepal Rastra Bank to perform banking business under Bank and 

Financial institution Act. 2063. 

 

Share holder structure of Nepal Bank Limited share ownership 

Shareholders Percentage 

Nepal Government  40.49 

“A’ class licensed institutions 5.68 

Other licensed institution 0.77 

Other Entities  2.40 

Individual (General Public) 49.94 

Others 0.71 

 

Structure of share capital of Nepal Bank limited 

Share capital (Rs in millions) 

Authorized capital 1000 

Issued capital 500 

Paid up capital 380.4 

 

To analysis financial performance, it involves the use of various financial 

statement such as balance sheet (summarize of assets, liabilities and 

owners equity of a business), income statement (summarizes the revenue 

and expenses) of the firm over a particular period of time. In fact, 

financial statement is ideal application for this powerful program and 

their use of financial statement analysis both external and internal too. TO 

evaluate the financial performance of a firm, the analyst needs a certain 

parameters of the company by which the quantitative relationship and its 

position come out. The most widely used effective tool of the financial 

analysis is ratio analysis. Financial ratio helps us to find the symptoms of 
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the operational and financial problems of a corporation, which can be 

ascertained by examining the behavior of these ratios. 

 

1.2 Focus of the Study 

This study focuses on 'Financial Performance Analysis of Nepal Bank 

Limited'. It is the process of determining the significant operating and 

financial characteristics of a firm from accounting data and financial 

statement. The goal of such analysis is to determine the efficiency and the 

performance of the firm’s management as reflected in the financial report. 

 

This study concentrates in analysis of external financing and its business 

risk such as, lending loan to various sectors, investment in various 

securities and so on. This study focuses on strength and weakness of NBL 

by evaluating the assets and liabilities, return over the period. 

 

Focus of this study is evaluation of the capital structure (debt + equity), 

the major sources of fund (current deposit, fixed deposit, saving deposit, 

interest), uses of fund (loan and advance, investment in securities), 

profitability of the firm, share holder’s equity, and payout and projection 

of future profitability. 

 

This study focuses on various aspects of bank’s performance such as 

trend of deposit, investment loan and advance, liquidity, leverage 

efficiency and earning power. 

 

This study focuses on using financial indicators like Trend analysis, 

Statistical tool such as Arithmetic mean, coefficient of correlation, 

coefficient of correlation of probable error and financial ratio’s like 
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liquidity ratio, leverage ratio activity ratio and profitability ratio to 

measure the financial performance of the bank. 

 

1.3 Statements of the Problems 

Mainly this study emphasizes, on the performance of Nepal Bank 

Limited. The struggle and survival, pros and cons, ups and down and 

ability of the bank to adopt in the changing economic condition 

effectively would be deal and analyzed. The financial performance of 

government Banks are visibly low. Government Banks have deal with 

various social obligations and given to provide different subsidies. At the 

same time joint venture banks can merely operates far profit making. 

With the prevailing economic condition of the country, the investment in 

manufacturing, productive, agriculture and industrial sectors have not 

grown satisfactorily. Hence, the NBL is also not succeeding perfectly to 

shift the deposit in profitable sectors. 

 

The financial performance of any financial institutions have evaluated 

with the aid of balance sheet and profit and loss account. The bank must 

provide with statistically information in a prescribed form for the 

publication. The detail information for the better analysis of loan 

disbursement is not accessible in the bank. Therefore, the evaluation of 

financial performance of the bank has been done with the help of balance 

sheet and profit and loss account only. The study could be addressed the 

following major questions.  

 How the NBL have been managing their position relating to the 

liquidity? 

 How far NBL able to accumulate deposit and utilize deposit? 

 What are the operational results to their profitability? 
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 What are the relationship between total deposit and total 

investment over the year? 

 What is the banks return over in different period? 

 What is the assets composition of the NBL? 

 

1.4 Objectives of the Study 

Financial performance has become vital and importance tool in the field 

of financial management in all organization. This study is basically 

confined to provide a detailed analysis such as practical, useable, valuable 

and the financial performance currently facing the selected bank. 

 

The main objective of this study is to examine, discuss and evaluate the 

financial operation and the financial statement of NBL. To achieve this 

basic objective the specific objectives are as follows: 

 To evaluate liquidity and profitability position. 

 To analyzed activity and leverage ratio of the bank. 

 To evaluate assets composition, fund collection and mobilization. 

 To identify the relationship between various variables. 

 

1.5 Significance of the Study 

Financial performance analysis of any company is very important. 

Actually on the basis of financial analysis, we can say that the concerned 

company is strong or not. The financial statement published by the bank 

gives the meaningful picture to the general public regarding the financial 

position of the bank. This study helps to ascertain the financial 

performance of government bank (NBL). Regarding the economic 

structure of the country, the bank does not have sufficient investment 

opportunities. 
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This study will be beneficial for the entire person who directly or 

indirectly related to banking business. This study will give the 

information about the financial condition of NBL and it will definitely 

help to increase the analytical power of the investors, depositors, 

shareholders, debenture holders, suppliers, debtors, and creditors. This 

study certainly inputs the policy makers of concern bank for making 

plans and policies of the effective banking system. 

 

1.6 Limitations of the Study 

The study will have some limitations; basically the study is done for the 

partial fulfillment of master of business studies. Time constraints, 

financial problem and lack of research experience will be the primary 

limitation and other limitations are as follows. 

 This study covers the relevant data and information only for five 

years i.e. from FY 2063/64 to 2067/2068. 

 The study deals only with Nepal Bank Limited. The findings of 

this research drawn may or may not be applicable to other various 

banks of Nepal. 

 Study being based on secondary data. Therefore, the consistency of 

findings and conclusion is strictly depending up on the reliability 

of secondary data and information. 

 This report cannot remain without flaws. Best effort has been done 

to make this report with minimum errors. Being almost impossible 

without error, existence of unnoticed error is also major limitation 

of the study. 

 

1.7 Organization of the Study 

This study has been organized over all together five chapters such as 

Introduction, Review of literature, Research methodology, Presentation 
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and Analysis of Data and Summary, Conclusion and Recommendation. A 

brief outline of this study has been outlined here. 

 

Chapter 1 Introduction 

This chapter deals with introduction, which includes: 

 Background of the study 

 Focus of the study 

 Statements of the problem 

 Objectives of the study 

 Significance of the study 

 Limitation of the study 

 

Chapter 2 Review of literature 

This chapter deals with the review of existing literature in the relevant 

area which are available. It includes: 

 Review of related books 

 Review of journals 

 Review of articles 

 Review of previous unpublished master thesis 

 

Chapter 3 Research Methodology 

Third chapter explains the research methodology used in this study. 

Research methodology is the systematic method of finding facts or result 

of the given problem more specifically. The detail research methodology 

is adopted to meet the objectives of this study. It includes: 

 Research design 

 Population and sample 

 Nature and source of data 

 Methods of analysis 
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Chapter 4 Presentation and Analysis of Data 

This chapter deals with the presentation and analysis of collected data and 

information. It brings out major findings and result of the study. Various 

tools have been used to interpret the data, they are as follows: 

 Financial tools: Ratio analysis (liquidity ratio, leverage ratio, 

Assets management/Activity ratio, profitability ratio) 

 Statistical tools: Arithmetic mean, correlation coefficient analysis 

and  probable error of correlation coefficient and trend analysis 

 Figures: line graph and bar diagrams. 

 

Chapter 5 Summary Conclusion and Recommendations  

This chapter is the final chapter of the study that includes summary of the 

study conclusion and recommendations. 

The bibliography, appendix is included in the last of the thesis. 
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CHAPTER-TWO 

REVIEW OF LITERATURE 

 

Review of literature is an essential part of all studies. It is a way to 

discover what other research in the area of our problem has covered. 

Scientific research must be based on past knowledge. The previous 

studies cannot be ignored because they provide the foundation to the 

present study. 

 

The main purpose of literature survey is to find out what studies have 

been conducted in one’s chosen field of study, and what is remains to be 

done. It provides the foundation for developing the comprehension 

theoretical framework from which hypothesis can be formulated and 

minimizes the risk of pursing dead ends in research with related topic and 

good idea of the problem. The researcher also can derive knowledge from 

what has been written concerning his/her topics. The other major propose 

of raving the literature is to develop some expertise knowledge in one's 

area to see what new contribution can be made and receive some idea for 

developing a research design. 

 

2.1 Conceptual Review 

2.1.1 Concept of Financial Performance Analysis 

Financial performance analysis can be considered as a heart of financial 

decision. This growth and development of any enterprises is directly 

influenced by the financial policies. Finance is interrelated to such field 

as accounting, social science economics and other subjects. The 

accountant prepares the statement and gathers the data, which are useful 

for financial manager to make financial decision. Good financial decision 
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always plays vital role about the profit of enterprises. Similarly it is 

equally important to achieve the wealth maximization of owners. 

 

Financial performance is a quantitative analysis of the firm’s efficiency. 

In other words, it is a way of studying financial position or condition of a 

company. The company’s financial plan and policy prepares and 

implemented by the management should judge on the ground of its 

financial performance. Conceptually, “financial performance” concerns 

with the management and analysis of financial operation of the firm 

thought the means of profitability, liquidity efficiency and utility of 

resources. The main purpose of bank performance analysis is to evaluate 

its progress to meet the goals and objectives set by management and to 

compare the performance of the bank relative to that of similar other 

banks. 

 

A powerful and the most tested tool of financial analysis is the ratio 

analysis. It is defined as the systematic use of ratio to interpret the 

financial statement. So that the strengths and weaknesses of a firm as well 

as, the historical performance and current financial condition can be 

determine (Khan and Jain, 1999: 5.13). 

 

Traditional financial ratio analysis has focus on the number. The value of 

this approach is that quantities relation can be used to diagnose strengths 

and weakness in a firm’s performance. But the world is becoming more 

dynamic and subject to rapid change. It is not enough to analyze 

operating performance. Financial analysis must also include consideration 

of strategic and economic development which the firm must relate for its 

long term success (Western and Copland, 1992:191). 
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Financial analysis involves the use of various financial statements. The 

first is the balance sheet which represents a snapshot of the firm's 

financial position at a moment in time and next is the income statement 

that depicts a summary of the firms profitability over time (Vanhorn and 

Wachowicz,1997:120). 

 

It is the process of identifying the financial strength and weakness of the 

firm by properly establishing relationship between the items of the 

balance sheet and the profit and loss account (Pandey, 1994:96). 

It is also the analytical and judgmental process that helps to answer the 

questions that have been posed. Therefore it is means to end. A part from 

the specific analytical answer the solutions to financial problems and 

issues depend significantly on the views of the parties involved in the 

related issues and on the nature and reliability of the information 

available (Helfert, 1992:02). 

 

Besides, it can be taken as the starting point for making plans, before 

using any sophisticated forecasting and planning procedures. Financial 

data can be used to analyze a firm’s past performance and assets it 

present financial strength. Management of the firm would be particularly 

interested in knowing the financial strength to make their best use and to 

spot out the financial weakness to take corrective actions. 

 

The analysis makes an attempt to dissect the financial statements to their 

components on the basis of the purpose on one hand and between 

individual components and total of these items on the other. In course of 

studying and evaluating the financial position of the organization, a study 

of the trend of various important factors over the past several years is also 
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undertaken to have clear understanding of changing profitability and 

financial condition of the business organization (Srivastav, 1998:56) 

Financial statement analysis involves a comparison of a firm's 

performance with that of other firms in the same line of business, which 

is often identified by the firms' industry classification (Weston, Besley 

and Brigham, 1996:78). 

 

With respect to the problems identified from the analysis pertinent care 

should be made to distinguish between the causes and symptom of 

problem (Hampton, 1998:99). 

 

The analysis of transaction determines the solvency of business and the 

measures of efficiency of operations as compared to similar concerns. 

The analysis reveals how far the dream and ambition of the top 

management have been converted into reality during each financial year. 

Financial performance as a part of financial management is the main 

indicator of the success or failure of enterprises. Financial analysis is the 

process of identifying the financial strength and weakness of the 

enterprise by properly establishing the relationship between the items of 

balance sheet and profit and loss account. In sum, it is a process of 

evaluating the relationship between component part of financial statement 

to obtain better understanding of an enterprise position and performance. 

The profit earned by the company is main yard of valuing the financial 

performance. Over the long term adequate and reasonable earnings are 

essentials to assure survival and growth to capital adequacy through profit 

retention, to assess market for the both debt and equity to provide funds 

for increased assistance to productive sectors (Needles, 1989). A 

company grades itself as successful company, if it generates maximum 

profit to justify fair rate of return on investment. Thus, the company 
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should manage its available financial resources effectively in the 

productive sector, so that profitability position of the company rises and 

profit margin and return on investment boosts up. 

 

A commercial bank is essentially a lender in money. It is banking 

institution, which accepts the demand and deposits from business 

institution and individual and engages in both business consumers 

leading. A commercial bank is different from money lender who deals 

which belongs to him. The money dealings of commercial banks are 

largely based on the money it receives from other its deposit. The effect 

of commercial banks to maximize its total net income by employing its 

fund productively creates a difficult problem of assets management for 

commercial banks. Thus the financial performance of any commercial 

bank should be valued in term of profitability, liquidity efficiency, 

utilization of resources and the profit management. At last, the financial 

analysis can be defined as the processing the financial condition of a firm. 

 

2.1.2 Objectives of Financial Performance Analysis 

 

From the concept of financial performance analysis, it has been evident 

that one can explore various facts related to the past performance of 

business and predict out the future potentials for achieving expected 

results. Various parties are involved in the business directly or indirectly. 

Therefore, objective of the analysis also differs from one party to other. 

However, major objectives of the analysis in broad sense can be stated as 

follows (Needles, 1989). 
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i) Assessment of past performance and current position 

Past performance is often good indicator of future performance. 

Therefore an investor or creditors is interested in the past sales, expenses, 

net income, cash flow and return in investment in addition an analysis of 

current position will tell what assets the business owns and what 

liabilities must be paid. Beside it will provide the information about 

various facts in relation to the business such as 

 Operational efficiency of the concern as a whole and of its various 

departments. 

 Long term and short term solvency position of the business for the 

benefit of debenture holders and trade creditors. 

 Real meaning and significance of financial data. 

 

ii) Assessment of potential and related risks 

The past and present information are useful. Only to the extent they have 

on future decisions. An investor judges the potential earning capacity of a 

company because, that will affect the value of investment or share and the 

amount of dividend the company will pay. The creditors judge the 

potential debt paying ability of the company. The potentials of the 

existing company are easier to predict than that of others. This means 

there is less risk associated with them. The risk of the investment or loan 

hinges on how easy it is to predict the future profitability and liquidity. 

Besides these the managers of business concern will get information 

about the potential such as: 

 Financial stability of the business concern 

 Reforms needed for the present policies and procedure that will 

help reduce weaknesses. 
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2.1.3 Types of Financial Performance Analysis 

The nature of financial analysis defers depending on the purpose of 

analyst. Financial statement analysis can be categorized into different 

types on the basis of material used, objective of the analysis and the 

modulus operandi of analysis (Jain and Narang, 1989: 23-25). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.1.4 Steps in Financial Performance Analysis 

The basis for financial analysis is financial information obtained form 

balance sheet and profit and loss account. The analysis of financial 

statement is completed in three major steps. The first step involves the 

organization and rearrangement of the entire financial data as contained 

in the financial statements. This calls for regrouping them into few 

principal elements according to their resemblance and affinities. Thus, the 

balance sheet and income statement are completely recast and presented 

in the condensed from entirely different from their original shape. The 

Financial performance Analysis 

Vertical 

1. Working capital position 

2.  Profitability Position 

1. Solvency 

2. Stability 

Short term Long term 

According to Objective Analysis 

Internal Analysis External Analysis 

According to material used 

Horizontal 

According to modulus operandi 

Analysis 
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next step is the establishment of significant relationship between the 

individual components of balance sheet and profit and loss account. 

Finally, significance of result obtained by means of financial tool is 

evaluated. This requires establishment of standard against which actual be 

compared (Srivasave, 1993:56). 

 

2.1.5 Tools and Techniques of Financial Performance Analysis 

To evaluate the financial condition and performance of a company the 

financial analyst need certain yardsticks. The yardstick frequently used is 

ratio or index relating two pieces of financial data to each other. Analysis 

and interpretation of various ratio should give experienced and skilled 

analyst, a better understanding of the financial condition and performance 

of the firm then they will obtain from analysis of the financial data alone 

(Vanhorn, 1999:691-692). 

The techniques of analysis are employed to ascertain or measure the 

relationship among the financial statement item of a single set of 

statement and changes that have taken place in these items as reflected in 

successive financial statement. The fundament of the analytical technique 

is to simplify or reduced the data under review to the understandable 

terms. Out of the various techniques selection of a technique or 

combination of the techniques depend on the purpose of analysis. 

Different techniques reveal different facts associated with the business, so 

some or all the following major techniques can be used for the analysis 

depending on the purpose and availability of the materials demand by the 

technique, which are started together. 

 Funds flow Analysis  

 Cash flow Analysis 

 Trend Analysis 

 Ratio Analysis 
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Funds flow Analysis 

The statements of change in financial position prepared to determine only 

the sources and uses of funs, between two dates of balance sheets is 

known as funds flow statement. It is prepared to uncover the information 

that financial statements fail to describe clearly. This statement is 

prepared to summarize the changes in assets and liabilities resulting from 

financial and investment transactions during period as well as those 

changes occurred due to change in owner’s equity. 

 

Methods of preparing funds flow statement depends essentially upon the 

sense in which the term ‘fund’ is used. There are three concepts of fund 

Cash concept, total resource concept, and working capital concept. 

According to cash concept the word ‘fund’ is synonymous with cash. 

Total resources concept represents the total assets and resources as fund. 

The term fund refers only to working capital on working capital concept. 

However the concept of fund as working capital has gained wide 

acceptance as compared to other concepts. Therefore any transaction that 

increases the amount of working capital is taken as source of fund while 

conducting funds flow analysis. It is valuable aid to the financial manager 

or a creditor or other interested persons in evaluating used of funds. 

 

Cash flow Analysis  

Cash play an important role in the business firm. It is prepared to know 

clearly the various items of inflow and out flow of cash. Cash flow 

analysis is different from funds flow analysis in the sense that the analysis 

relates to the movement of cash rather than the inflow and outflow of 

working capital. It summarizes the causes of change in cash position 

between dates of two balance sheets. While preparing cash flow 
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statement, only cash receipts from debtor against credit sales are 

recognized as the sources of cash. Similarly, cash purchase and cash 

payment to suppliers for credit purpose is regard as the use of cash. 

This type of analysis is useful for short run planning. The main objectives 

of cash flow analysis are to shows the causes of change in cash balance. It 

provides information about cash and availability of cash to management 

when it is interested to know. Cash flow analysis is not only concerned 

with the good or bad management of cash. It is deeply concerned with the 

liquidity position of the firm. Since cash flow statement is made to show 

the impact of financial policies and financial procedures on the cash 

position of the firm. It always helps the management in short term 

financial decisions relating to liquidity. 

 

Trend Analysis 

It is an important and useful technique to analyze and interpret the 

financial statement. Under this technique of financial analysis the ratio of 

different items for various periods are calculated and then comparison is 

made. This method is basically helpful in making comparative study of 

financial statement. This method of analysis involves the computation of 

percentage relationship that each statements item bears same to the same 

items in the base year. Base year for the purpose of comparison may be 

earliest year, the last year or any intervening year under the study. 

 

Trend analysis facilitates the horizontal study of the data, as the 

fundamentals objectives are to make comparison between items having 

same logical relationship to one and another. It reveals whether the 

current financial position of the company has improved over the past 

years or not. It shows which of the items have moved in a favorable 

direction and which of them in unfavorable direction. 
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Ratio Analysis 

An arithmetic relationship between two figures is known as ratio. Ratio 

simply means the relation of one quantity to another. Ratio analysis is a 

technique of analysis and interpretation of financial statement to evaluate 

the performance of an organization by creating ratio from the figure of 

different accounts consisting in balance sheet and income statement is 

known as ratio analysis. Financial ratios are the basic tools of financial 

analysis. The operational and financial problem of a corporation can be 

curtained by examine the behavior of these ratio. In financial analysis, a 

ratio is used as an index for evaluating the financial position and 

performance of an enterprise. A financial ratio is a relationship between 

two financial variables and a process of identifying the financial strength 

and weakness of an enterprise. In view of the requirement of the various 

users of ratios, they can be classified into four major types/categories. 

They are liquidity ratio, leverage ratio, activity ratio and profitability 

ratio. 

 

Liquidity ratio measures the ability of the firm to meet its current 

obligations. Leverage ratio evaluates the long term financial position of 

the firm. Activity ratios are employed to evaluate the efficiently with 

which the firm manage and utilizes its assets. Finally, profitability ratios 

are calculated to measure the operating efficiency of the company. 

 

2.2 Review of Journals and Articles 

The number of banks and financial institutions are increased dramatically 

increased after the democratically elected government adopted the liberal 

and market oriented economic policy.  
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A commercial bank is business organization that receives and holds 

deposit of fund from other makes loans or extends credits and transfers 

funds by written order of deposit (The Encyclopedia American, 1934:75). 

A commercial banker is a dealer in money and substitute for money such 

as cheque or bill of exchange. It also provides a variety of financial 

services (The New Encyclopedia Britannia; 1985). 

 

Commercial Bank Act of Nepal has defined that “A commercial bank is 

one which exchanges money deposits money, accepts deposit, grants 

loans and performs commercial banking functions and which is not a 

bank meant for cooperation, agriculture, industries or for special purpose. 

The Bank and financial development institution ordinance has 

accumulated the five banking acts including commercial bank act, which 

defines the bank with respect to their transaction. This Act trying to 

categories the banking institution in two ways based on their transaction. 

According to this Act Bank is the institution which performs transaction 

under the provisions mentioned on section 47 of this Act. 

 

Consideration of liquidity requires that the bank should be able to pay 

cash on demand. Since bulk of deposit liabilities of commercial banks are 

subject to withdrawal either without notice or a prior notice term, any 

commercial must meet the demand or close its doors go into liquidator. 

To be able to meet withdrawal of deposits, the bank has to maintain cash 

reserves, which will vary as the composition of total deposit changed 

(Vaish, 1978:16). 

 

Every bank strives to minimize its net profit earning by employing its 

surplus cash by lending it to trade and industry against tangible or 
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personal securities in a manner to pay on demand the acquired funds to 

their owners or persons named by them (Vaish, 1978:19). 

 

Further he states the two principle items of the assets portfolio of the 

banks are the advance or bank credit and investment and other securities. 

Many countries have provided for the statutory provision regarding the 

minimum percentage of bank deposit that must be invested in government 

securities. Similarly the central bank may frequently determine the size 

and distribution of the aggregate bank credit in the economy. 

 

Poudel, (2063), in his article financial statement Analysis; An Approach 

to Evaluate Banks performance published in NRB Samachar says that the 

balance sheet, profit and loss account and the accompanying notes are the 

most useful aspect of the bank. We need to understand the major 

characteristics of bank’s balance sheet and profit and loss account. The 

bank's balance sheet is composed of financial claims as liabilities in the 

form of deposits and as assets in the form of loans. Fixed assets accounts 

form a small portion of the total assets. Financial innovations, which are 

generally contingent in nature, are considered as off balance sheet items. 

Interest received on loans/advance and investments paid on deposits are 

the major components of profit and loss account. The other sources of 

income are fee, commission discount and service charge. The users of the 

financial statements of a bank need relevant, reliable and comparable 

information which assist them in evaluating the financial position and 

performance of the bank and which is useful to them in making economic 

decision. The disclosure requirement of the bank’s financial statement has 

been expressly laid down in the concerned Act. Commercial Bank Act 

requires the audited balance sheet and profit and loss account to be 

published in the leading news paper for the information of general public. 
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Karki, (2011), in his article" Banking sector: Opportunities and 

Challenge" published in new business Age asserts that the banking 

sectors of Nepal facing its ultimate test amidst political instability, 

liquidity crises, un favorable policies of the regulating body, sluggish 

economy and various other macro and micro economic factors. There are 

a lot of challenges in the banking sector. Improving the worsening 

liquidity crises that is directly affecting the operation of banks is the 

major challenge for the banking sector in the current scenario. Existing 

level of NPA is not a good sign for smooth growth of the banking sectors. 

There is tough competition with 32 commercial banks and innumerable 

development banks and finance companies. Another challenge is 

strengthening overall financial stability in general and the banking sector 

in particular. Frequent changes and ad-hoc policies due to lack of prudent 

thinking of regulating body has created uncertainty in the banking sector 

and has resulted in weakening banking sector reform. 

 

Nepal’s banking sector flourished over the year despite numerous 

challenges and is trying to be a part with international standards. At the 

same time there are ample opportunities for the banking sector to explore 

the rural markets in Nepal via innovative products such as micro finance, 

mobile banking etc. The banking sector realized the potentials of small 

and medium sized enterprises in the rural sector the tourism and 

hydropower sectors to provide opportunities for the banking sector public 

private partnership concept will be equally describable for poverty 

alleviation, growth and expansion of banking services, especially in the 

rural economy. 
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Finally, the banking sector in Nepal is bound to go through testing times 

with challenges and opportunities galore. A long term clear cut strategy 

by the regulating body and a strong commitment from the banking sector 

is required for the holistic development and growth of this sector. The 

banking sector can bring about tremendous improvement in the coming 

day by giving special performance to the rural along with the urban sector 

. 

Pande ,(2011), in his article" Future of Nepali Banking" published in New 

Business Age says that one of the major areas of development in the past 

two decades in Nepal has been that of the Banks and financial sector. The 

financial sector now operates in a more competitive environment than 

before in the wake of greater financial deregulation and global financial 

integration the biggest challenge before the regulators is of avoiding 

instability in the financial system. The future of banking will undoubtedly 

rest on risk management dynamic. Only those banks that have efficient 

risk management system will survive in the market in long run. The 

effective management of credit risk is a critical component of 

comprehensive risk management essential for long term success of 

banking institution. Factors like skill attitudes and knowledge of the 

human capital play a crucial role in determining the competitiveness of 

the financial sector. The quality of human resources indicates the ability 

of banks to deliver value to consumers. Capital and technology are 

replicable but not the human capital which needs to be treated as a highly 

valuable resource for achieving that competitive edge. 

 

The challenges will continue to be competition due to limited market 

retention of customers and unless volume is increased the possibility of 

profitability due to shrinking margin will be limiting. In order to counter 

these challenges, it is important to have a well equipped R & D 
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department with focus on region specific campaigns rather than national 

media campaigns. The future will also depend on strategic partnership 

with local financial institutions in the rural sector for market penetration. 

He concludes, it is increasingly evident that the economy offers 

opportunities but no security. Therefore, the future will belong to those 

who develop good internal controls, check and balance and a sound 

market strategy along with investment in talent. 

 

2.3 Review of Previous Thesis 

 

Joshi,(1989has conducted a research  “A Study on Financial Performance 

of commercial Banks” analyzed the different ratios of Nepal Arab Bank 

and Rastriya Banajya Bank for the period of five years, concludes that 

liquidity position of commercial bank is sound. Their debt to equity ratio 

is high, which debt on solvency, debt to equity ratio of local commercial 

bank is higher than joint venture bank. Conservative policy is followed by 

commercial banks for assets utilization that is why more investment is 

done in loan and advance. Assets utilization for earning purpose is two 

third of the total assets. The main source of income for the bank is 

interest from loan and advance and overall profitability position of 

NABIL is better than others. Researcher recommends dividend payment 

ratio of commercial banks should be determined keeping in mind the 

share holder’s expectation and growth requirement of the banks. 

 

Bohora, (1992), has conducted a research on comparative study of the 

financial performance of NABIL Bank and Nepal Investment Bank 

limited.  The major objective is to highlight the financial performance and 

role of joint venture banks in the economy. Researcher attempts to 

analyze the financial performance with the help of financial analysis and 
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derives the strength and weakness of two major joint venture banks by 

calculating liquidity ratio. Bohora comes out with some valuable 

suggestions to the joint venture banks which are as follows. 

 Joint venture banks need to make balance between disbursing of 

cash dividend and issuing of bonus shares. 

 These banks need to increase their equity base to maintain their 

capital adequacy. 

 They need to maintain liquidity in the firm of cash reserve ratio as 

per NRB rules. 

 They need to increase operational profit by concentrating in 

consistent earning rather than fluctuating. 

 

Adhikari, (1993), has conducted his thesis on “Evaluating the financial 

performance of Nepal Bank Limited” with basic objective of evaluating 

the financial performance of Nepal Bank Limited, has analyzed the 

different ratios by observing the figure of balance sheet of Nepal bank 

limited for the period of fiscal year 2038/39 to 2046/47. Researcher 

remarks that the bank is not found to have able to utilize its fund 

effectively and efficiently for the set up upliftment of the economy. 

Researcher also states in his report that the bank has been unable to 

utilize its resources (i.e. deposit) on high yielding investment portfolio to 

maximize the return. Operational loss has been found unsatisfactory. 

Hence the bank has suggested managing its investment portfolio 

efficiently. Researcher recommends that the bank should try to mobilize 

resource efficiently by creating new business and services idea which will 

certainly help for better utilization and mobilization of funds and 

resources of NBL. 
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Amatya, (1993), has conducted a research on appraisal of financial 

position of Nepal Bank Limited, he analyzes examines and interprets the 

financial position of the bank from 1980/81 to 1989/90. The study reflects 

that the liquidity position of the bank has found to have adapted the 

conservative financing policy i.e. low position of equity capital has been 

resorted to finance total assets. The bank has successfully operated 

beyond the breakeven point over the study period. Major findings of the 

study are: 

 Regarding the liquidity management, the bank is in better position 

but the banks have been following uniform policy to finance 

current assets and current liabilities. 

 The bank is successful in deposit collection but it has always 

adapted conservative are traditional credit policy. 

 The trade and commerce advances are paying major role in credit 

composition of the bank. Although the reserve of the bank is 

increasing gradually, the reserve plays a nominal role in credit 

expansion control. 

 The major portion of investment of the bank is in government 

securities and the volume of transaction is high in respect but the 

bank does not show higher rate of profit or it shows a decreasing 

trend of profit. 

 

Gurung, (1996), study on “A financial study of joint venture Banks in 

Nepal”, a comparative study of NGBL (Standard Chartered Bank limited) 

and Nepal Investment Bank Limited has analyzed the financial 

performance of two joint venture banks, with the help of various 

profitability ratios like return on total assets, return on total deposit, and 

return on net worth and capital adequacy ratio like debt to equity ratio, 

long term debt to net worth ratio, coverage ratio. After analyzing the 
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financial statement, the study reveals that the liquidity position, in term of 

current ratio of both banks, is below normal standard 2:1, which indicates 

the unsatisfactory liquidity position. Profitability ratio of both banks 

reveals losses during gestation period. However they have managed to 

maintain a position of return in the subsequent years. According to 

Gurung, activity ratio of both banks shows that they are efficient in 

utilizing their total assets. 

 

Poudel, (2000), in his thesis entitled "A Comparative Analysis of 

Financial Performance between Nepal Bank limited and standard 

Chartered Bank Limited" has drawn some major findings. Although the 

liquidity position of NBL is better than SCBL, the current asset of these 

banks is adequate to meet the current liabilities. SCBNL has better credit 

position than NBL in terms of short term investment. It is also found that 

NBL has better turn over and highly levered than SCBNL. Joint venture 

banks such as SCBNL is fast growing the overall profitability higher but 

government owned commercial banks such as NBL has higher 

expenditure and the profit making capacity is lower and gradually 

decreasing. 

 

Pathak, (2001), his thesis entitled "A Comparative Study on Financial 

Performance between and HBL". He concludes that the short term 

solvency position of both banks is found below the normal standard and 

NGBL seems relatively better than that of HBL. Both banks have been 

utilizing most part of their total assets in profit generating purpose but 

comparing both banks, NGBL has better performance than HBL for 

utilizing assets. Return on investment comparatively decides that HBL 

has idle deposit due to lower return as compared with NBGL. 
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Joshi, (2002), has conducted a study on "A comparative study on 

financial performance of Nepal SBI bank and Nepal Bangladesh bank". 

The major findings of the study are as follows: 

 Analysis of liquidity position of these commercial banks shows 

different position; here the average current ratio of SBI bank is 

greater than that of NBB bank. Therefore, the liquidity position of 

SBI bank is in normal position. 

 Analysis of profitability of these two banks is also different. The 

overall calculation seems to be better for NBB. Through certain 

ratio like divided per share, dividend payout ratio etc. is better for 

SBI bank. Form the calculation NBB seems to tackle their 

investment more efficiently. 

 Analysis of turnover of these two banks NBB has better turnover 

than SBI, in term of loan and advance to total deposit ratio. Thus 

NBB has better utilization of resources income generating activities 

than SBI bank. 

 Going through net profit to total deposit ratio it can be said that 

NBB seems to be more successful in mobilizing its customers 

saving in much more productive sectors. NBB has slightly riskier 

debt financing position in comparison to SBI Bank. 

 

Luintel, (2003), in his thesis "A study on financial performance Analysis 

of Nepal Bank limited", the major findings that the NBL has not 

maintained a balanced ratio among its deposit liabilities during the second 

period of the study. As compared the second periods with the first period, 

the bank is seemed to be unable to utilize its high cost resources in high 

yielding investment portfolio. During both the periods, there is negative 

operating profit for two years. But both the years of the first period enjoys 

positive net profits due to the non operating incomes. Hence, there is 
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demarcation between operational and non operational activities of the 

bank and perform once and result of the first period shows that the bank 

is more inclined towards non-operating activities. Furthermore, the 

liquidity position of the bank is also not satisfactory during both periods. 

It is even worse during the second period. Various current ratios have 

fluctuated during both periods. It shows lack of specific policy of holding 

various types of current assets. Thus, it can be said that the financial 

position of the NBL is worse during the second period due to its in 

efficiency in risk management the overall financial position of the bank is 

unsatisfactory during the both periods. 

 

Gupta, (2004), has conducted "A study of financial performance analysis 

of Everest Bank Limited" with the basic objective of examining the 

financial statement of the bank and analyzes them to see the financial 

soundness of the bank. Researcher finds that the bank is able to maintain 

liquidity position to meet the daily cash requirement. It has made enough 

investment on government securities but less in risky assets. Further 

researcher finds that the bank has sound position regarding the 

mobilization of the total deposit on loan and advance but decreasing trend 

regarding the mobilization of total deposit as investment. Also he finds 

that the bank has average position towards the utilization of working fund 

on loan and advance. 

 

Sapkota, (2005), research work "An Analysis of Financial Performance of 

Nepal Investment Bank limited and Bank of Kathmandu limited" 

concludes that the financial performance of such types of commercial 

bank is improved year by year after the foreign partner withdraws its 

share. In addition, researcher concludes that financial performance of 

both banks are seemed  satisfactory, in comparison profitability position, 
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turn over position, capital structure position, capital adequacy position 

and other indicators (i.e. P/E ratio, MVPS to BVPS) are better in NIBL 

where as assets quality position is better in BOK than NIBL. There is 

highly positive relation of total deposit with loan and advance, 

performing assets and net profit in both banks, but negative relation 

between loan and advances with net profit in BOK. The main financial 

indicator shows the positive trend in both banks. 

 

Poudel, (2006), carries out a study on "comparative analysis of financial 

performance between NBL and RBB". The basic objectives that the study 

has provide comparative financial performance of the NBL and RBB. In 

that study, financial tools and statistical tools are used to evaluate the 

performance of banks. In financial tools are liquidity, activity, and 

profitability structure income and expenditure ratios. Further the 

researcher uses the least square method to find out the trend of different 

financial indicators like earning per share, dividend per share and net 

profit, market value per share. The different financial indicators finds that 

the performance of NBL better than RBB. 

 

Rana, (2007), research work “comparative financial performance analysis 

of Nabil bank limited and Himalayan bank limited” concludes that both 

banks have utilized its deposit very efficiently on loan and advances, but 

its return on investment of both banks is not satisfactory. It is found that 

both banks are using more debt in the capital structure and both banks are 

able to earn high return on share holder’s equity. 

 

Thapa,(2008), carries out a study on the topic of "A study of financial 

performance of Nepal SBI Bank limited" concludes that the loan advance 

to total deposit ratio shows a fluctuating trend over the study period. The 
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bank becomes most success full in utilizing the depositors fund to earn 

profit by providing loan and advance. The price earnings ratio is high and 

Banks have properly utilized the high interest bearing profit. 

 

Thapa, (2009), carries out a study on "comparative analysis of financial 

performance of Standard Chartered Bank and Himalayan Bank limited" 

has concluded with the general objectives to generalize the financial 

performance of the selected banks. Researcher concludes that the 

liquidity position of HBL is better than SCBNL. She reveals that HBL is 

in a position with respect to meeting customer requirement than SCBNL. 

Further both the banks have successfully managed their assets towards 

different income generation on activities. Researcher recommends 

adopting innovative approach to marketing in the light of growing 

competition in the banking sector, the business of the bank should be 

customer oriented. The bank is also required to explore the new market 

areas. 

Both the banks are highly leveraged, comparatively HBL seems relatively 

more. Thus, they both have lower ratio of share holder’s equity over total 

claims of creditors. Earnings per share trend of the banks are found to be 

decreasing. Researcher suggests both banks to utilize its resources in 

more profitable sector. Further she recommends to invest in the most 

earning assets like loan and advance and to reduce the operating expenses 

to maximize profit. 

 

Bhandari, (2010), study entitled "A comparative financial performance 

analysis of Himalayan Bank limited and Everest Bank limited" concludes 

that the liquidity position of both banks is below the normal standard; 

comparatively this ratio of Everest bank is better on an average. Both the 

banks are found to be efficient in utilize most of their total assets. Based 
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on the findings of analysis, the research suggest finding out the root cause 

of week liquidity position to improve the liquidity position of both banks. 

Similarly both the banks are suggested to maintain proper balance of total 

debt to share holder’s fund. Researcher also suggests that both banks 

should utilize the resources more efficiently for profit generating sectors. 

 

Shakya's, (2011), study entitled "Financial performance of SBI Bank Ltd 

and Everest Bank Ltd" concludes that the liquidity position of these banks 

is sound. Nepal SBI Bank has better utilization of resources in income 

generating activity than Everest Bank Ltd. Interest earned to total assets 

and return on net worth ratio of Everest Bank is higher than SBI Bank. 

This study concludes overall profitability position of Everest Bank is 

better than Nepal SBI Bank. 
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CHAPTER-THREE 

RESEARCH METHODOLOGY 

 

This is the most sensitive part of research and the base on which our 

conclusion is drawn. A systematic research study requires a proper 

methodology to achieve the set objectives. The first part of this chapter 

relates to the research design, whereas, the second part describes the 

population and sample. The nature and sources of data and methods of 

analysis are placed on third and fourth part of the chapter. The most 

significant aspect of the chapter, which in depth has analyzed the data 

analysis tool used in the research, has been included in the fourth part. 

 

3.1 Research Design 

Research design is the organized way of research methods and technique 

used in the entire study. It is the plan structure and strategy of 

investigation conceived so as to obtain research questions and to control 

variance. This research is based on descriptive analytical technique.  The 

main objective of this research is to evaluate the financial performance of 

Nepal Bank Limited. Useful research design can produce the answer to 

the proposed research question. The research design is an integrated 

frame that guides the researcher in planning and executing the research 

works. 

 

3.2 Population and Sample 

For the purpose of this study, population will be defined in term of 

number of commercial bank operation in Nepal. Total no. of commercial 

bank was 32. These 32 commercial banks totally form the population of 

study. The bank included in the study is one in number. The selection is 

based on convenience sample  methods. The bank included in the study is 
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Nepal Bank Limited. The financial statements of the last five years (i.e. 

from FY 2063/64 to FY 2067/68) have been taken as sample data for 

analyzing the financial performance. 

 

3.3 Nature and Sources of Data 

This study is mainly based on secondary data of the concerned banks. 

The basic purpose of the study is to fulfill the requirement for the degree 

of master of business studies. The sources of secondary data has been 

collected from annual reports, bulletins, financial statistics, articles, 

journal and annual balance sheet of Nepal Bank Limited as well as the 

website. 

 

3. 4 Methods of Analysis 

To achieve the objectives of this study, various financial and statistical 

tools have been used. The analysis of data will be done according to the 

pattern of data available. Due to limited time and resources, simple 

analytical statistical tools such as mean, coefficient of correlation and 

coefficient of correlation of probable error (PE) are used in this study. 

Likewise, some financial tools such as ratio analysis and trend analysis 

have also been used for financial analysis. The various calculated results 

obtained through financial and statistical tools are tabulated under the 

different headings. Then they are compared with each other to interpret 

the results. 

 

3.4.1 Financial Tools 

Financial tools are used to examine the strength and weakness of banks. 

In this study, financial tools like ratio analysis have been used. 

 

 



 39 

Ratio Analysis 

Ratio is the mathematical relationship between two accounting figures. 

Financial ratio analysis is designed to determine the relative strengths and 

weakness of business operations. It also provides a frame work for 

financial planning and control. Financial analysis concentrates on 

financial statement analysis, which highlights the key aspects of firms 

operation. Financial statements analysis involves a study of the 

relationship between income statement and balance sheet accounts how 

these relationship changes over time and how a particular firm compares 

with other firms in its industry various types of ratios are available to 

evaluate the firm’s financial performance various types of financial ratios 

are as follows. 

 

A. Liquidity Ratio 

The purpose of this ratio is to test the solvency position for the payment 

of short term liabilities. Solvency position or liquidity denotes ability for 

payment of short term liabilities. Liquidity ratio measures the firm’s 

ability to fulfill short term commitment out of its liquid assets. Assets are 

liquid if they are either cash or relatively easy to convert into cash. Under 

liquidity ratio there are following ratios 

 

I. Current ratio 

Current ratio measures the extent to which the claims of short term 

creditors are covered by short term assets. It shows the relationship 

between current assets and current liabilities.  

Mathematically it is presented as current ratio =
Current assets

Current liabilities
 

Whereas current assets includes case and bank balance, money at call or 

short notice, loan and advance , investment on government securities bills 
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purchase and other assets. On the other hand, current liabilities include 

borrowing, deposit, bills payable, purposed and dividend payable, income 

tax liabilities and other liabilities. The widely accepted standard of 

current ratio is 2:1 but accurate standard depends on circumstance in case 

of seasonal business ratio. 

 

II. Cash and bank balance to total deposit ratio 

Cash and bank balance is the most liquid current asset of a firm. This 

ratio calculated to find out whether cash and bank balance in hand is 

sufficient to cover its current calls margined to total deposit. 

Mathematically it is presented as 

Cash and bank balance to total deposit ratio=
DepositsTotal

balancebankandCash
 

 III. NRB balance to total deposit ratio 

NRB balance to total deposit ratio shows the percentage of amount 

deposited by the bank in NRB as compared to the total deposit. The 

formula used for computing this ratio is as 

NRB balance to total deposit ratio=
NRB balance

Total deposit
 

 

B. Profitability Ratios 

Profitability ratios measure the success of the firm in earning, net return 

on sales or on investment. It is the indicator of the financial performance 

of any institution. This implies that higher the profitability ratio, better 

the financial performance of institutions and vice versa. Profitability 

position can be evaluated through following different way. 
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I. Return on total assets 

It measures the return on all the firm’s assets after interest and taxes. This 

ratio established the relationship between net profit and total assets. It is 

calculated dividing return on net profit/loss by total assets and can 

expressed as 

Return on Assets=
Net profit 

Total assets
 

 

I. Return on equity 

 It is the ratio between net incomes and share holder's equity. It measures 

the rate of return on share holder’s investment. It is the best measure of 

the company’s success in fulfilling its goal it can be calculated by using 

the following formula. 

Return on equity=
Net profit 

Share holder equity
 

 

II. Return on loan and advance ratio 

Return on loan and advance ratio shows how efficiency of the banks and 

finance companies have utilized their resource to earn good return from 

provided loan and advance. This ratio is computed to divide net profit by 

the total amount of loan and advance. It can be mentioned as: 

Return on loan and advance ratio=
Net profit 

Total deposit
 

 

III. Return on total deposit ratio 

Major financial source of a bank is deposit collection, and deposits are 

mobilized for loan and advances, investment etc to earn profit. The ratio 

shows the relation of net profit earned by the bank with the total deposit 

accumulated. Higher ratio is the index of sound profitability position. The 
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ratio of computed by dividing net profit after tax by total deposit. It can 

be mentioned as: 

Return on total deposit=
depositTotal

ofitPrNet

 

C. Leverage Ratio 

Leverage ratio also known as capital structure ratio or Debt management 

ratio or long term slovenly ratio of capital structure ratios. The term 

solvency implies the ability of a business to meet its long term debt. It 

measures the extent to which firm is using debt financing. Under leverage 

ratio there are following ratio. 

 

 

 

I.  Debt ratio (Total debt to total assets ratio) 

The ratio includes between total debt and total assets. It is known as debt 

assets ratio. It measures the percentage of the firm’s assets financed by 

creditors. The formula to compute this ratio as: 

Debt ratio=
assetsTotal

debtTotal
 

 

II. Debt equity ratio 

The debt equity ratio measures the long term financial solvency of a firm. 

This ratio indicates the relationship between total debt and total equity. 

Mathematically it is presented as:  

Debt equity ratio=
equityTotal

debtTotal
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III. Share holder’s equity to total assets ratio 

This ratio explains the percentage of share holders equity used in total 

assets. Share holders equity is the combination of paid up capital and 

reserve fund. This ratio can be computed by using following formula. 

Shareholders' equity to total assets=
Shareholders equity

Total assets
 

 

D. Assets management ratio/Activity Ratio 

Assets management ratios are also known as activity ratios or efficiency 

ratio or performance ratio. A set's of ratio which measure, how effectively 

a firm is managing its assets and whether or not the level of those assets 

is properly related to the level of operations. The following financial 

ratios are calculated under assets management ratios. 

 

 

 

I. Investment on total deposit ratio 

This ratio measures the mobilization amount of total deposits on 

investment. Mathematically it is presented as: 

Investment to total deposit = 
Total investment

Total deposit
 

 

II. Investment to total assets ratio 

It measures the percentage of total assets mobilize in investment. This 

ratio computed by using the following formula. 

Investment to total assets=
assetsTotal

InvestmentTotal
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III. Loan and advance to total assets ratio 

This ratio measures the extent to which the bank is successful in utilizing 

outsides funds in the form of extending loan advance. A high ratio 

represents the ability to utilize the deposit. This ratio computed by using 

the following formula. 

Loan and advance to total asset=
assetsTotal

advanceandLoan

 

 

 

IV. Loan and advance to total deposit ratio  

This ratio also measures the contribution of total deposit on only loan and 

advance in investment. The formula used to find out this ratio is 

Loan and advance to total deposit=
depositTotal

advanceandLoan

 

 

 

3.4.2 Statistical Tools 

Statistical tools help to find out the trends of financial position of the 

bank. It also analyzes the relationship between variables and helps banks 

to make appropriate investment policy regarding to profit maximization 

and deposit collection, fund utilization through providing loan and 

advances. Ranges of statistical tools are also used to analyze the collected 

data and to achieve the objective of the study. Simple analytical tools 

such as arithmetic mean, Karl Pearson’s coefficient of correlation, 

probable error and trend analysis adopted which are as follows 
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Arithmetic mean 

 

Arithmetic mean or simply a ‘Mean’ of a set of observation is the sum of 

all observations divided by the number of observations. Arithmetic mean 

is also known as arithmetic mean in general, X1, X2, ... Xn are the given 

number of observation, then their arithmetic mean can be derived by 

following way. 

 

N

x...xx
x n21 
  

Where, 

X= Variables 

x = Arithmetic Mean 

N= Number of observation 

Arithmetic mean is a single value of selection which represents them in 

average. Mean is one of the useful tools to find out the average value of 

the given data. 

 

Coefficient of correlation (r) 

Correlation says just degree of relationship between two or more 

variables. The coefficient of correlation measures the relationship 

between the two sets of figures. Two variables are said to be correlated if 

the change in one variable results in a correlated if the change in one 

variable result in a corresponding change in the other variable. There is 

positive and negative correlation. If the values of the two variables 

deviate in the same direction i.e. increase in the values of one variable 

results, on an average in a corresponding increase in the value of the other 

value or if decrease in the values of one variable results, on an average in 

a corresponding decrease in the values of other variable correlation is said 
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to be positive or direct. On the other hand, correlation is said to be 

negative or inverse if the variables deviate in the opposite direction i.e. 

increase (decrease) in the value of one variable results on the average, in 

a corresponding decrease (increase) in the value of the other variable. The 

relationship between two variables Says 'X' and 'Y' and is defined by 

correlation coefficient (r) 

 

   2222 YYN.N

Y.XXYN
r




  

 

Where 

N = No. of pair observation 

X = Dependent variable 

Y = Independent variable 

The value of ‘r’ lies between -1 to +1 and  

If r =1, there is perfect positive relationship 

If r = -1, there is perfect negative relationship 

If r = 0, there is no correlation at all. 

 

Probable Error (P.E) of correlation coefficient 

The probable error is an old measure of ascertain the reliability of the 

value of Persian coefficient of correlation. If r is the calculated correlation 

coefficient in a sample of n pairs of observation then its standard error 

usually denoted by S.E (R) is given by 

 

SE (r) = 
n

r1 2
 

P.E (r) = 
n

r1
6745.0

2
  
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The probable error is used to test whether the calculated value of sample 

correlation coefficient is significant or not. A few rules for the 

interpretation of the significance of correlation coefficient are as follows 

a. If r < P.E. (r) then the value of r is not significant i.e. insignificant 

b. If r > P.E. (r) then r is definitely significant  

The probable error is may lead to fallacious conclusions particularly 

when r the number of pains observations, is small. 

 

Trend Analysis 

Trend analysis is a very useful and commonly applied tool to forecast the 

future event in quantitative terms, on the basis of its tendencies dependent 

variable in the past period. The straight line trend implies that irrespective 

of the seasonal and cyclic as well as irregular fluctuation, the trend value 

increase or decrease by absolute amount per unit of time. The linear trend 

values from a series in arithmetic progression. 

The tools that are used to show gradually increase or decrease of variable 

of variable over a period of time is known as analysis. With the help of 

trend analysis the tendency of variables over the period can be seen 

clearly. 
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CHAPTER - FOUR 

PRESENTATION AND ANALYSIS OF DATA 

 

In this part of thesis, data and information regarding over all financial 

performance of NBL are presented and analyzed. This is analytical 

chapter, where the researcher has analyzed and evaluated major financial 

items, which mainly affect the financial management. 

 

  4.1 Financial Tools  

 Financial analysis is the process of identifying the financial strength and 

weakness of the organization presenting the relationship between the 

items of balance sheet. For the purpose of this study, mainly ratio analysis 

has been used. Various financial ratios related to the financial 

management are presented and discussed to evaluate and analyzed the 

performance of bank (NBL). Various financial ratios are calculated and 

data will be analyzed with the help of these ratios. The important and 

needed financial ratios which are to be calculated for the purpose of these 

studies mentioned below; Liquidity ratio, leverage ratio, assets 

management ratio and profitability ratio. 

 

4.1.1 Liquidity Ratio 

Ratio analysis is the quantitative relation of two mathematical variables. 

Ratio is taken to judge an accounting figure in relation to the other 

accounting figure liquidity ratio presents liquidity position of a firm. The 

purpose of this ratio is to test the solvency position for the payment of 

share term liabilities. Liquidity position is calculated taking relation to the 

different portfolios of the firm. It may vary based on nature of business. 



 49 

In this study, following ratios are mentioned of the concern financial 

institutions. 

 I) Current Ratio 

Current ratio measures Short terms liabilities maturity before one year. 

This is a best measurement tool to analyze liquidity to discharged current 

obligation. The ratio obtained by following formula. 

 Current ratio =   
Current assets

Current liabilities
 

 

Table 4.1 

                       Current assets and current liabilities                  (RS.000) 

      *Source: Annual Report 

Figure 4.1 

 Current ratio                  
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0.86
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0.9

2063/64 2064/65 2065/66 2066/67 2067/68

Ratios (times)

Ratios (times)

Fiscal year 

Fiscal year current assets current 

liabilities 

Ratios (times) 

2063/64 36207175 45506309 0.80 

2064/65 38139600 48061746 0.80 

2065/66 44510097 52413422 0.85 

2066/67 42863210 49341582 0.87 

2067/68 48820292 55635240 0.88 

Average   0.84 
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The above table and figure shows current ratios. The highest ratio 0.88 is 

in FY 2067/68 and lowest rate 0.80 in FY 2063/64 and 2064/65. The 

average ratio during the study period is 0.84. The ratio is below the 

average in FY 2063/64 and 2065/66. Whereas the ratio is above the 

average is in FY 2065/66, 2066/67 and 2067/68. This ratio is slightly 

increasing during the study period. 

II) Cash and bank balance to total deposit ratio:  

Cash and bank balance consist of cash balance, balance with NRB and 

balance with bank and financial institutions. This ratio measures the 

ability of bank highly liquid or immediate fund to meet it unanticipated 

calls on all types of deposit. This ratio calculated as: 

 

Cash and bank balance to total deposit ratio = 
Cash and bank balance 

Total deposit
 

Table 4.2 

                  Cash and bank balance and total deposit            (RS 000) 

 
Fiscal year Cash and bank 

balance 

Total deposit Ratio (times) 

2063/64 7117293 39014204 0.182 

2064/65 6616992 41829391 0.158 

2065/66 9171790 45194232 0.202 

2066/67 10141280 42882039 0.236 

2067/68 12013865 46808435 0.256 

Average   0.207 

*Sources: Annual report 
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Figure 4.2 

Cash and bank balance to total deposit ratio 

 

 

 

The above table and figure shows the ratio of cash and bank balance to 

total deposit ratio. The highest ratio 0.256 is in FY 2067/68 and lowest 

ratio of 0.15 % in FY 2064/65. The ratio is below the average in FY 

2063/64, 2064/65 and 2065/66 where as the ratio is above the average in 

FY 2066/67 and 2067/68 i.e. 0.236 And 0.256. Higher ratio indicates the 

higher ability to meet the daily cash requirement. It is clear that the bank 

readiness to meet customers requirement. 

 

III) NRB balance to total deposit ratio: 

NRB balance to total deposit ratio shows the percentage of amount 

deposited by the bank in NRB as compared to the total deposit. It is 

insure the smooth functioning and sound liquidity position of the bank. 

This ratio measure whether the bank is following the direction or not.   

The formula used for computing this ratio is as follows:  

NRB balance to total deposit ratio = 
NRB balance

Total deposit
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Table 4.3 

                             NRB balance and total deposit              (Rs000) 

 

Fiscal year NRB 

balance 

Total deposit Ratio(times) 

2063/64 5224859 39014204 0.13 

2064/65 4430641 41829391 0.11 

2065/66 6619700 45194232 0.15 

2066/67 7493117 42882039 0.17 

2067/68 9343275 46808435 0.20 

Average   0.15 

      *Sources: Annual report  

 

 

Figure 4.3 

  NRB balance to total deposit ratio 
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ratio 0.11 times in FY 2064/65. The ratio is below the average in first two 

FY i.e. 0.13, and 0.11.Whereas the ratio are above the average in FY 

2066/67 and 2067/68 i.e.0.17 and 0.20 times respectively. It is found that 

the ratio is in increasing trend. 

 

4.1.2 Profitability Ratio: 

Profitability ratio measures the success of the firm. Profit is the indicator 

of the financial performance of an institution. Higher the profitability 

ratios better the financial performance and vice versa. Profitability 

position can be evaluated following different way. 

I) Return on Assets: 

This ratio establishes the relationship between net profit and total assets. 

It measures the return on the entire firm's after interest and tax. 

Increasing ratio is favorable for the organization.  It is calculated 

dividing return on net profit/loss by total assets and can expressed as: 

Return on assets = 
Net profit

Total assets
 

 

Table 4.4 

                           Net profit and total assets                  (Rs 000) 
Fiscal year Net profit Total assets Ratio % 

2063/64 226952 39258793 0.578 

2064/65 239214 42053444 0.568 

2065/66 894214 47559110 0.880 

2066/67 249382 44736652 0.557 

2067/68 128346 51158657 0.251 

Average   0.7668 

    *Sources: Annual report 
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Figure 4.4 

Return on assets 

 
 

The above table and figure shows the earning power against the total 

assets available in NBL during the study period. The ratio is in 

fluctuating trend in study period. The mean or average ratio is 0.7668%. 

The ratio above the average is 1.880% FY 2065/66. However, remaining 

FY2063/64, 2064/65, 2066/67, and 2067/68 the ratio below the average 

i.e.0.578%, 0.568%, 0.557%.0.251%respectively.after analyzing this 

table , it can clearly notified that NBL is earn nominal profit utilized  of 

its total assets. 

 

 II) Return on equity: 

It is the ratio of net income and share holders equity. It measures the rate 

of return on share holders' investment Management objective is to 

generate the maximum return on shareholders' investment in the firm. 

ROE is therefore the best single measure of company's success in 

fulfilling its goal. Mathematically, it is presented as follows: 

Return on equity = 
Net profit after tax

Shareholder equity
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Table 4.5 

              Net profit and shareholders' equity             (Rs 000) 

 
Fiscal year Net profit Shareholder 

equity 

Ratio(times)  Ratio % 

2063/64 226952 380382 0.596 59.6 

2064/65 239214 380382 0.628 62.8 

2065/66 894254 380382 2.35 235 

2066/67 249382 380382 0.655 65.5 

2067/68 128346 380382 0.337 33.7 

Average   0.9132 91.32 

*Sources: Annual report 

 

Figure 4.5 

Return on equity 
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which is in FY 2065/66. However, FY 2063/64, 2064/65, 2066/67 and 

2067/68 the ratio below average i.e. 59.6%, 62.8%, 65.5% and 33.7% 

respectively. It shows that, sound profitability position of NBL as 

compare to the shareholders equity. 

 

III)  Return on loan and advance ratio: 

Return on loan and advance ratio shows how efficiently the banks and 

financial companies have utilized their resource to earn good return from 

provided loan and advance. It can be mentioned as: 

Return on loan and advance ratio = 
Net profit after tax

Total loan and advance
 

 

 

 

Table 4.6 

                             Net profit and loan and advance          (Rs 000)           

Fiscal year Net profit Loan and 

advance 

Ratio(times) Ratio % 

2063/64 226952 11058477 0.021 2.1 

2064/65 239214 13251962 0.018 1.8 

2065/66 894214 17614898 0.051 5.1 

2066/67 249382 23560955 0.011 1.1 

2067/68 128346 24671281 0.005 0.5 

Average   0.0212 2.12 

*Sources: Annual report 
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Figure 4.6 

Return on loan and advance ratio 

 

 

 

The above table and figure shows the ratio of net profit and loan and 

advance of NBL for financial year 2063/64 to 2067/68. The average ratio 

is 2.12%. The ratio above the average is 5.1% of FY 2065/66. However 

the ratio below the average are 2.1%, 1.8%, 1.1% and 0.5% for the FY 

2063/64,2064/65, 2066/67 and 2067/68 respectively. This ratio is in 

fluctuating trend during the study period. it shows that the bank is not 

able to earn good return from providing loan and advance, which effects 

its profitability position. 

 

IV) Return on total deposit ratio: 

This ratio show the relation of net profit earned by the bank with the 

total deposit accumulated. Higher ratio shows the index of sound 

profitability position. It can be mentioned as: 

Return on total deposit ratio = 
Net profit

Total deposit
 

 

 

0

0.01

0.02

0.03

0.04

0.05

0.06

2063/64 2064/65 2065/66 2066/67 2067/68

Ratio

ratio

Fiscal year 



 58 

Table 4.7 

                                  Net profit and total deposit                     (Rs 000) 

Fiscal year Net profit Total 

deposit 

Ratio(times) Ratio % 

2063/64 226952 39014204 0.0058 0.58 

2064/65 239214 41829391 0.0057 0.57 

2065/66 894214 45194232 0.0197 1.97 

2066/67 249382 42882039 0.0058 0.580 

2067/68 128346 46808435 0.0027 0.27 

Average   0.00794 0.794 

*Sources: Annual report 

 

Figure 4.7 

Return on total deposit ratio 
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The above table and figure shows the ratio between net profit and total 

deposit of NBL for financial year 2063/64 to 2067/68.The average ratio is 

0.794%. The ratio above average is 1.97% in FY 2065/66.However, the 

ratio below the average are 0.58%, 0.57%, 0.58% and 0.27% for the FY 

2063/64,  2064/65, 2066/67 and 2067/68 respectively.  It is found that the 

ratio is in fluctuating trend during the study period. It shows that the bank 

is unable to mobilize its fund for income generating sectors.   

4.1.3 Leverage ratio  

Leverage ratio also known as capital structure ratio. The long term 

solvency position of the bank can be measured by using this ratio. In this 

category we examine the following ratios. 

I)  Debt ratio 

This ratio established the relationship between total debt and total 

assets. It is also known as debt assets ratio. It measures the percentage 

of the fixed assets financed by creditors. Higher debt ratio generally 

means that the firm must pay a higher interest rate on its borrowing. 

The formula to compute this ratio as: 

Debt ratio = 
Totaldebt

Total assets
 

Table 4.8 

                                Total debt and total assets                     (RS 000) 

 

Fiscal year Total debt Total assets Ratio(times) Ratio % 

2063/64 4550639 39258793 1.16 116 

2064/65 48061746 42053444 1.14 114 

2065/66 52413422 47559110 1.10 110 

2066/67 49341582 44736652 1.10 110 

2067/68 55635240 51158657 1.08 108 

Average   1.116 111.6 

*Sources: Annual report 
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Figure 4.8 

Debt ratio 

 

 

The above table and figure shows the total debt to total assets ratio of 

NBL. Under the study period, it has found that the ratio is slightly 

decreasing year by year. The average ratio of study period has found 

111.6%. the ratio is below the average in FY 2065/66, 2066/67 and 

2067/68 which is 110% ,110% and 108%.respectively and the ratio is 

above the average is 116% and 114% in FY 2063/64 and 2064/65 

respectively. 

 II) Debt equity ratio 

Debt equity ratio measures the long term solvency of a firm. This is 

ratio indicates the relationship between total debt and total equity. It is 

used to measure the financial risk of the firm and creditors.  High debt 

equity ratio indicates greater contribution at a firms financing by debt 

holders than those of equity holders. Creditors view point, high debt 

equity ratio of affirm is riskier to them.  Mathematically it is presented 

as: 

Debt equity ratio = 
Total debt

Shareholder equity
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Table 4.9 

                 Total debt and shareholders' equity                (Rs000) 

Fiscal year Total debt Shareholder 

equity 

Ratio(times) 

2063/64 4550639 380382 119.63 

2064/65 48061746 380382 126.35 

2065/66 52413422 380382 137.79 

2066/67 49341582 380382 129.71 

2067/68 55635240 380382 146.26 

Average   131.95 

*Sources: Annual report 

Figure 4.9 

Debt equity ratio 
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average is 137.79 times and 146.26 times in FY 2065/66 and 2067/68 

respectively. It shows that the bank is used more amount of debt capital 

as compare to equity capital. Which is adversely affects profitability 

position and sound performance. 

 

III) Shareholder equity to total assets ratio: 

This ratio explains the percentage of shareholder used in total asset. 

This ratio can be computed by using the following formula; 

 

Shareholder equity to total assets ratio =  
Shareholder equity

Total assets
 

 

 

Table 4.10 

                     Shareholder equity and total assets               (Rs 000) 

 

Fiscal year Shareholder 

equity 

Total assets Ratio %  

2063/64 380382 39258793 0.97 

2064/65 380382 42053444 0.90 

2065/66 380382 47559110 0.80 

2066/67 380382 44736652 0.85 

2067/68 380382 51158657 0.74 

Average   0.852 

*Sources: Annual report 
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Figure 4.10 

Shareholder equity to total assets ratio 

 

 

The above table and figure shows the shareholders equity to total assets 

ratio. The average of shareholders equity to total assets ratio of NBL 

during study period is 0.852%. This ratio is in fluctuating trend. The 

ratio above the average is 0.97% and 0.90% in FY 2063/64 and 

2064/65. The ratio below the average is 0.80, 0.85 and 0.74 in FY 

2065/66 2066/67 and 2067/68 respectively. 
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Generally, higher turnover shows the efficient management of the 

company and vice versa. Following financial ratio are calculated under 

assets management ratio.  
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investment. Mathematically it is presented as; 
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Investment on total deposit ratio = 
Total investment

Total deposit
 

 

Table 4.11 

                Total investment and total deposit           (Rs000) 

Fiscal 

year 

Total 

investment 

Total 

deposit 

Ratio(times) Ratio % 

2063/64 16072179 39014204 0.412 41.2 

2064/65 16570755 41829391 0.396 39.6 

2065/66 13397559 45194232 0.296 29.6 

2066/67 5784372 42882039 0.135 13.5 

2067/68 7585544 46808435 0.162 16.2 

Average   0.280 28.0 

      *Sources: Annual report 
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Table and figure 4.7 shows the ratio between total investment and total 

deposit. It gives the picture of how the deposit is mobilized in 

investment sector. The ratio is in decreasing trend. Average ratio of 

studying period is found 28.02%. The ratio is above the average is 41.2, 

39.6 and 29.6 in FY 2063/64, 2064/65 and 2065/66 respectively and 

below the average is 13.5 and 16.2 in FY 2066/67 and 2067/68 

respectively. It shows that the bank is unable to manage its total deposit 

for investment.  

 

 II) Investment to total assets ratio: 

It measures the percentage of total assets mobilized in investment. It is 

computing by using the following formula. 

Investment to total assets ratio = 
Total investment

Total assets
 

 

Table 4.12 

                  Total investment and total assets          (Rs 000) 

Fiscal 

year 

Total 

investment 

Total 

assets 

Ratio(times) Ratio % 

2063/64 16072179 39258793 0.409 40.9 

2064/65 16570755 42053444 0.394 39.4 

2065/66 13397559 47559110 0.282 28.2 

2066/67 5784372 44736652 0.129 12.9 

2067/68 7585544 51158657 0.148 14.8 

Average   0.2724 27.24 

     *Sources: Annual report 
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Figure 4.12 

Investment to total assets ratio 

                   

 
 

 

Above table and figure shows the ratio between total investments and 

total assets. It shows the ratio decreasing trend. The ratio above the 

average is in first three FY 2063/64, 2064/65 and 2065/66 i.e. 40.9, 

39.4% and 28.2% respectively. However, the last two FY 2066/67 and 

2067/68 the ratio is under the average i.e. 12.9% and 14.8% respectively. 

 

 III) Loan and advance to total assets ratio: 

This ratio measures the extent to which the bank is successful in utilizing 

fund in the farm of extending loan and advance. A high ratio represents 

the ability to utilize the deposit. It is computed by using following 

formula: 

 

Loan and advance to total assets ratio =  
Loan and advance

Total assets
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Table 4.13 

             Total loan and advance and total assets                    (Rs 000) 

 
Fiscal year Loan and 

advance 

Total assets Ratio (times) Ratio  % 

2063/64 11058477 39258793 0.282 28.2 

2064/65 13251962 42053444 0.315 31.5 

2065/66 17614898 47559110 0.370 37.0 

2066/67 23560955 44736652 0.527 52.7 

2067/68 24671281 51158657 0.482 48.2 

Average   0.3952 39.52 

*Sources: Annual report 

 

Figure 4.13 

Loan and advance ratio 
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ratio are below the average i.e. 28.2%, 31.5% and 37% respectively. The 

ratio is in fluctuating trend. 

 

IV) Loan and advance to deposit ratio: 

This ratio is calculated to find out how successfully the banks and 

finance companies are utilizing their total deposit on loan and advance 

for the purpose of earning profit.  

 

Loan and advance to total deposit ratio = 
Total loan and advance

Total deposit
 

 

Table 4.14 

                Loan and advance to total deposit ratio              (Rs 000) 

Fiscal year Loan and 

advance 

Total deposit Ratio(times) Ratio % 

2063/64 11058477 39014204 0.283 28.3 

2064/65 13251962 41829391 0.317 31.7 

2065/66 17614898 45194232 0.390 39.0 

2066/67 23560955 42882039 0.549 54.9 

2067/68 24671281 46808435 0.527 52.7 

Average   0.413 41.7 

*Sources: Annual report 
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Figure 4.14 

Loan and advance to total deposit ratio 

 

 

 

The above table and figure shows the ratio between loan and advance to 

total deposit. The average ratio is 41.3%. Over the study period, first 

three FY 2063 to 2065/66 is below the average i.e. 28.3%, 31.7% and 

39%. However, the last two FY 2066/67and 2067/68 are above the 

average which are 54.9% and 52.7%. This ratio is in increasing trend in 

first four FY and slightly decreasing the last year. 
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Table 4.15 

Summary Table 

 

  Name Ratio(average) 

A) Liquidity ratio - 

I )Current ratio 0.84 

ii) Cash and bank balance to total deposit ratio 0.207 

iii)NRB balance to total  deposit ratio 0.15 

B) Profitability ratio - 

i) Return on assets 0.007668 

ii) Return on equity 0.9132 

iii) Return on loan and advance ratio 0.0212 

iv) Return on total deposit ratio 0.00794 

C) Leverage ratio - 

i) Debt ratio  1.116 

ii) Debt equity ratio 131.95 

iii) Shareholders equity to total assets ratio 0.852 

D) Assets management ratio - 

i) Investment to total deposit ratio 0.0028 

ii) Investment to total assets ratio 0.272 

ii) Loan and advance to total assets ratio 0.3952 

iv) Loan and advance to total deposit ratio 0.413 

        *source previous table 

 

4.1.5 Analysis of Assets Compositions 

Any items of economic value owned by an individual or corporation 

especially which could be converted to cash is called assets. Assets 

composition of the bank consist of cash and bank balance, money at call 

or short notice, investment , loan and advance, fixed assets, non banking 
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assets, and other assets . Assets composition helps to determine the 

soundness of a bank, and hence it provides to determine the capability of 

the bank to earn profit. The following table and figure shows the assets 

composition of NBL. 

 

Table no 4.16 

Assets compositions of NBL 

 
         FY 

 

Assets 

2063/64 2064/65 2065/66 2066/67 2067/68 

Amount % 

 

Amount % 

 

Amount % 

 

Amount % 

 

Amount % 

cash and 

bank 

balance 

711293  18.13 6616992 15.73 9171790 19.29 10141280 22.67 12013865 23.48 

money at 

call or 

short 

notice 

200000 0.51 - - 400000 0.84 - - 400000 0.78 

Investment 16072179 40.94 16570755 39.40 13397559 28.17 5784372 12.93 7585544 14.83 

Loan and 

advance 

11058477 28.17 13251962 31.51 17614898 37.04 23560955 52.67 24671281 48.22 

Fixed 

assets 

205768 0.52 207527 0.50 249393 0.52 301488 0.67 334956 0.66 

Other 

assets 

4605074 11.73 5406205 12.86 6725468 14.14 4948555 11.06 6153006 12.03 

Total 

assets 

39258791 100 42053441 100 47559108 100 44736650 100 51158655 100 

*Sources: Annual report 
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Figure no 4.15 

Assets compositions of NBL 

 

 
 

The above table and figure shows the assets composition of NBL from 

the fiscal year 2063/64 to 2067/68. The value of cash and bank balance is 

in fluctuating position. It decreases in FY2064/65 as compare to 

FY2063/64 after that, it is in increasing trend. Money at call or short 

notice is fluctuated. There is no any money in the FY 2064/65 and 

2066/67.Investment of the bank is in increasing trend up to FY 2064/65 

after than it is continuously decreasing. Loan and advances of the bank is 

in increasing trend in study period. Due to increment of loan and advance 

there will be chances of bad loan in the bank. Fixed assets of the NBL is 

slightly increasing year by years. NBL has not found non banking assets 

during the study period. Other assets are found in fluctuating trend. It 

increases up to FY 2065/66 and slightly decreases in FY 2066/67, hence 

it is increasing in FY 2067/68. As a whole total assets of the bank is in 
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increasing trend up to FY 2065/66 hence, it is decreasing in FY2066/67 

hence, it is increasing in FY2067/68. 

 

  4.1.6 Analysis of fund collection and mobilization 

Basic function of the bank and financial institution is to collect fund and 

use of these funds for income generating purpose. The major sources of 

fund are current deposit, saving deposit, fixed deposit, and other deposit 

such as major uses of funds are loan and advance a, investment in various 

sector. The greater amount of mobilization of fund shows the better 

performance of the bank. The following table and figure shows the fund 

collection and mobilization of NBL. 

  

 

 

 

Table no 4.17 

               Fund collection and mobilization of NBL               (Rs 000) 

 
Fiscal 

year 

Fund 

collection 

(Deposit) 

Investment Loan and 

advance 

Total Fund 

mobilization 

(investment + loan and 

advance) 

% 

2063/64 39014204 16072179 11058477 27130656 69.54 

2064/65 41829391 16570755 1325196 29822717 71.30 

2065/66 45194232 13397559 17614898 31012457 68.62 

2066/67 42882039 5784372 23560955 29345327 68.43 

2067/68 46808435 7585544 24671281 32256825 68.91 

average     69.34 

*Sources: Annual report 
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Figure no 4.16 

Fund collection and mobilization of NBL 

 

 

 

The above table and figure shows the condition of fund collection and 

mobilization amount of NBL. The highest mobilized amount 71.30% in 

FY 2064/65 and lowest mobilized Amount was 68.43% in FY 2066/67. 

The average mobilized amount during the study period is found 69.36%. 

More than 30% amount is found in reserve position which indicates that 

the bank is unable to utilized its fund effective and efficient way. 

 

 4.2 Statistical Tools 

4.2.1 Coefficient of Correlation Analysis 

Correlation says just degree of relationship between two or more 

variables. Coefficient of correlation measures the relationship between 

the two set of figure. It is denoted by 'R' and ranges from +1 to -1. 

Coefficient of correlation has been studies to find out whether the 

available variables are correlated or not. 
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In this chapter correlation between total deposit and total investment, 

total deposit and net profit have been calculated. Then the result have 

analyzed and interpreted and significance of correlation has been tested 

using Karl Pearson correlation of co-efficient interpretation of correlation 

coefficient. 

It lies always between +1 to -1 

When r = +1, there is perfect positive correlation between two variables. 

When r = -1 there is perfect negative correlation. 

When r = 0 there is no correlation (variable are uncorrelated). 

When r lies, between 0.7 to 0.999, there is high degree of positive 

correlation. 

When r lies between -0.7 to 0.999 there is high degree of negative 

correlation. 

When r lies, between 0.5 to 0.699, there is moderate degree of 

correlation. 

When r is less than 0.5 there is low degree of correlation. 

 

Probable Error 

If r < 6PE, then the value of r is not significant. 

If r > 6PE, then the value of r is significant. 

If other situation happens, nothing can be concluded with certainty. 

 

4.2.1.1 Correlation between total deposit and total investment 

Coefficient of correlation between total deposit and total investment 

measures the degree of relationship between these variables. Here deposit 

is taken as independent variable (x) and total investment is dependent 

variable (Y).The purpose of computing correlation between deposit and 

total investment to find out whether, deposit is significantly used as the 
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investment or not. The following table shows the value of PE and 6PE of 

NBL during the study period. 

 

Table 4.18 

Correlation between total deposit and total investment 

 

Bank r R2 PE 6PE 

NBL 0.5109 0.2610 0.2229 1.3374 

*See annex- 1 

The coefficient of correlation r between total deposit and total investment 

of NBL is 0.5109, which indicates a moderate correlation between 

deposit and investment. Coefficient of the determination (r2) is 0.2610. 

This means 26.10% of variation of the dependent variable has been 

explained by independent variable. The value of r i.e. 0.5108 is less than 

6times PE. This states that there is not significant relationship between 

deposit and total investment. In other words, the investment is not 

correlated to the total deposit of NBL in the study period. This means that 

there is not much increment of investment with respect to the increment 

in the total deposit. 

 

 4.2.1.2 Correlation coefficient between total deposit and loan and 

advance 

 The coefficient of correlation between deposit and loan and advance 

measure the degree of relationship between them. In our study we have 

taken deposit as on independent variable denoted by (x) and total loan 

and advance dependent variable (Y). The main objective of calculating r 

between these two variable is to justify whether deposit are significantly 

used as loan and advance or not. 
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The following table shows the value of r, R2, PE and 6PE between total 

deposit and loan and advance of NBL during the study period. 

 

 

Table 4.19 

Correlation between total deposit & loan and advance 

*See annex -2 

The coefficient of correlation between total deposit and loan and advance 

is 0.7914which indicates positive correlation between total deposit and 

loan and advance .Coefficient of determination (R2) is 0.5175. This 

means 51.75%of the variation of dependent variable has been explained 

by independent variable. The value of 'r' i.e. 0.7194 is less than six times 

of its P.E. This states that there is not significant relationship between 

total deposit and loan and advance. 

 

4.2.1.3 Correlation coefficient between total deposit and net profit 

Correlation coefficient between deposit and net profit is the degree of 

relationship between total deposit and net profit. In our study we have 

taken deposit as independent variable denoted by(x) and net profit 

dependent variable (Y). the purpose of this coefficient of correlation is to 

justify whether the banks significantly utilization of deposit for income 

generating purpose as not and whether there is any relationship between 

these variables or not.  

 

 

 

Bank r R2 PE 6PE 

NBL 0.7194 0.5175 0.1455 0.873 
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Table 4.20 

Correlation between total deposit and net profit 

 

Bank r R2 PE 6PE 

NBL 0.2435 0.0592 0.837 1.7022 

See annex-3 

The coefficient of correlation 'r' between total deposit and net profit is 

0.2435 which indicates low degree of correlation. Coefficient of 

determination (R2) is 0.0592. This means 5.92% of the variations of the 

dependent variable has been explained by independent variable the value 

of r i.e. 0.2435 is less than 6 times of its PE. This states that there is not 

significant relationship between deposit and net profit. 

 

4.2.2 Trend Analysis  

Trend analysis, present or future analysis is utilized to see the movement 

of upward or downward by the help of given numerical value of some 

specified period of time. Here trend analysis of deposit and net profit of 

the bank are done. The forecast is made for the five years. These are the 

based on the following assumptions.  

The main assumption is that other things are remaining the same. 

The forecast will be true only when a limitation of least square method is 

carried out. 

The bank will run is present stage. 

Nepal Rastra bank will not change its guideline to the commercial banks. 

 

I) Analysis of trend value of total deposit 

Under this topic an effort has been made to calculate the trend value of 

total deposit for five year from 2063/64 to2067/68 and forecast for next 
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five year till FY 2072/73.The following table shows the trend value of 10 

year from 2063/64 to 2o72/73. 

 

Table 4.21 

        Trend value of total deposit                   

 

Fiscal year x=t-2065/66 Trend value Yc= 43145.4+1664.1x 

2063/64 -2 39817.2 

2064/65 -1 41481.3 

2065/66 0 43145.4 

2066/67 1 44809.5 

2067/68 2 46473.6 

2068/69 3 48137.7 

2069/70 4 49801.8 

2070/71 5 51465.9 

2071/72 6 53130 

2072/73 7 54794.1 

  * See annex 4 

 

 

Figure 4.17 

Trend value of total deposit 
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The above table and figure shows the trend value of total deposit. It is 

clear that trend value is in increasing trend. If other things remain 

unchanged, total deposit is predicted to be RS5479.1 million at the end of 

FY 2072/73. 

 

II) Analysis of trend value of net profit 

 Under this topic, an effort has been made to calculate the trend value of 

net profit for five years from 2063/64 to 2067/68 and forecast for next 

five year till FY 2072/73.  

The following table shows the trend value of net profit. 

Table 4.21 

Trend value of net profit 

 

Fiscal year x=t-2065/66 trend value YC=34+7x 

2063/64 -2 20 

2064/65 -1 27 

2065/66 0 34 

2066/67 1 41 

2067/68 2 48 

2068/69 3 55 

2069/70 4 62 

2070/71 5 69 

2071/72 6 76 

2072/73 7 83 

  * See annex-5   

 

 

 

 



 81 

Figure 4.18 

Trend value of net profit 

 

                         

 

 

The above table and figure shows the trend value of net profit. It is clear 

that net profit of NBL is in increasing trend if other things remain 

unchanged. It is predicted that net profit is Rs 83 million at end of FY 

2072/73.    

 

4.3 Major findings of the study 

Having completed the basic analysis required for the study, the final and 

most important task of research is to enlist the findings, issue the gap of 

the study and give suggestions for further improvement. This would be 

meaningful to the top management of the bank to indicate action and 

achieve the desired result. The objective of the researcher is not only to 

point errors and mistakes but also to correct them and give directions for 

further growth and improvement. The main findings of the study derive 

from the analysis of financial data of NBL are given below. 
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 From the analysis of liquidity ratio of NBL it is found that overall 

liquidity position is satisfactory. 

  Net profit to total assets ratio is found that average of 0.7668%. It 

shows that the profitability position is very poor position 

(unsatisfactory) with respect to total assets. 

 Return on equity is found that average of 91.32%. It shows that 

sound profitability position of the bank in composition to 

shareholder equity (paid in capital). 

 Return on loan and advance ratio is very poor position, it is found 

that the average of 2.10%. 

 The capital adequacy position in term of total debt to total assets 

ratio is in average 111.6%. Likewise, total debt to shareholders 

equity ratio is in average 131.35 times, it shows that the bank has 

very low equity capital as compared to other capital which 

adversely affects its profitability.  

 Shareholder equity to total assets ratio is average of 0.852%. It 

shows that NBL is utilizing low shareholder equity. It shows that 

the contribution of shareholders equity to total assets is very 

nominal.  

 The activity in term of investment to total deposit ratio is in 

decreasing trend during the study period. The average of 

investment to total deposit ratio is 28.02%. Along with investment 

to total assets is also in decreasing trend during first four FY and 

slightly increasing in the last years. The average ratio of investment 

to total assets ratio is 27.24%. Theses ratio shows that NBL's 

investment is very poor position with respect to the total deposit 

and total assets. 
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 Loan and advance to total assets ratio (landing amount) of NBL is 

in poor position. The average of this ratio was found 39.52%. The 

average of loan and advance to total deposit ratio is found 41.3%. 

This ratio shows that, the bank holds fund rather than investment. 

 This study shows that the assets composition of NBL is in 

fluctuating trend. Cash and bank balance of NBL is also in 

fluctuating trend. Money at call or short notice, investment and 

other assets is also in fluctuating trend. Loan and advance of NBL 

is in increasing trend over the study period.      

 Fund collection and mobilization of NBL is not satisfactory. Near 

about 30% of its fund is in reserve. It is inversely affects 

profitability position. 

 Correlation coefficient analysis(r) and probable error (PE) measure 

the relationship between two variables. The measurement criterion 

is 6 times of its P.E. with compared to correlation coefficient. 

Thus, correlation between deposit and investment correlation 

between deposit and loan and advance and correlation between 

deposit and not profit are not correlated (not significant). 

 Trend analysis and projection for next five years reveals that 

deposit and net profit both are in increasing trend total deposit and 

net profit of NBL is predicted to be Rs 54794 million and 830 

million respectively 
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Chapter Five 

Summary, Conclusions and Recommendations 

 

This chapter is an accomplished, specific and indicative enclose which 

contains summary and conclusion of finding and recommendations .Brief 

introduction to all chapters of the study and genuine information of the 

present situation under the topic of the study is defined on summary. 

Conclusion is analysis of a applicable data by using various financial and 

statistical tools, which present strength, weakness, opportunities and 

threats of the bank. And suggestions are obtainable in recommendation 

which is arranged on the based from findings and conclusions.  

 

5.1 Summary: 

Finance is the art and science of managing money. It affects every 

person's and organization. Financial performance means financial 

activities performed by every financial institution.  A study of financial 

performance is a basic process which provides information of liquidity 

position, earning capacity, efficiency in operation, profitability position 

and source and use of capital. Ratio analysis is a powerful tool of 

financial performance. It is defined as the systematic use of ratio to 

interpret the financial statement, so that the strength and weakness of a 

firm as well as its historical performance and current financial condition 

can be determined. 

 

A financial institution is the life blood of economic development of the 

country. Financial institution acts as a catalyst in the process of economic 

growth of the country. The evolution of the organized financial system in 

Nepal has a more recent history than in other countries of the world. In 
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Nepalese context, the history of development of modern banks started 

from the establishment of Nepal Bank Limited in 1994 kartik 30 B S 

(1937 AD). Nowadays, there are 32 commercial banks operating in 

Nepalese financial market. For the better performance of CBs successful 

formulation and effective implementation of investment policy is the 

prime requisite. 

 

The role of commercial bank is capital formation and its utilization in 

proper way. The bank can contribute to the process of capital investment 

to trade, commerce and agriculture for the economic development of 

nation. Nowadays, the banking institutions are not free from 

competitions. Prevailing the country as well as international market, 

various international and domestic unrest and threats have affected the 

financial sectors. All sectors of the economy have also affected.  

 

The primary objective of this study is to analyze the overall financial 

performance of NBL. Other objectives are to examine the overall 

performance of NBL in term of liquidity, profitability, activity and 

leverage ratio to study the achievement of NBL. To provide suggestion 

and recommendation for the improvement of future performance and 

maximum utilization of its fund is another objective of this study.   

 

At last, we can conclude that the financial analysis is done to determine 

the banks financial position in order to identify its current strength and 

weakness. And to suggest than which might enable the firm to take 

advantage of its strength and correct its weakness. This study is about the 

financial performance of NBL based on its financial data of five years. 

By using financial and statistical tools, the overall financial performance 

of the bank has tried to analyze. The various ratios have revealed the 
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financial condition of the bank over the five years such as liquidity ratio, 

leverage ratio, activity ratio and profitability ratio have been used. 

Correlation analysis helps to establish the relationship between to 

variables which can be useful to know how one variable affect another 

variable. Likewise, trend analysis is used to find out the trend of very 

important element like total deposit and net profit on the basis of past 

data of the bank. This can be used in predicting the value of these 

elements. After the analyzing and interpretation of data, various findings 

are shown in previous chapter. From these findings conclusion have 

drawn which are presented below. 

    

5.2 Conclusions: 

On the basis of analysis and interpretation of various data indicating the 

performance of the bank, the following conclusions are derived. 

 

 Nepal bank limited has maintained its liquidity position as directed 

by Nepal Rastra Bank, so the bank is in better position with respect 

to meeting customer's daily cash requirement. 

 Analysis of profitability ratio, it is conclude that the overall 

profitability position is not satisfactory, which adversely affects its 

smooth functioning and better performance.  

 The efficiency of the bank in term of net profit is not satisfactory 

because net profit is slightly increasing in first three fiscal years, 

along with slightly decreasing in last two FY.  

 Analysis of leverage ratio or debt management ratio, it is 

concluded that the bank has used more amount of debt capital as 

comparison to the equity capital and few amount of equity capital 

on its total assets. Efficiency of assets management of NBL is 
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found in very poor position during the study period which is 

analyzed by the assets management ratio. 

 The bank has not maximum utilization of its resource, for income 

generating purpose i.e. investment and loan and advance. The 

investment portfolio of the bank has not managed efficiently as to 

maximize its return.  

  This study shows that the assets composition of NBL is in 

fluctuating trend. This shows that there is no consistency of assets. 

The increasing trend of loan and advance and fluctuating trend of 

other assets shows that, the bank is unable to manage and utilize its 

assets for income generating purpose. 

  Fund collection and mobilization of NBL is not satisfactory, 

30%of its fund is in reserve position it indicates that the bank is 

unable to utilized its fund effective and efficient way.  

 In the statistical analysis, deposit and net profit, deposit and loan 

and advance and deposit and investment are not correlated. Trend 

value of total deposit and net profit are in increasing trend. 

 

5.3 Recommendations: 

On the basis of analysis of findings, following recommendations are 

made. The bank can make use of these recommendations to overcome 

their weakness, inefficiency and improve their present condition. 

 

 Current ratios of the bank are found below the standard so it is 

recommended that the bank should increase the current assets to 

meet short term obligation of the bank, otherwise there may arise 

question to the credit worthiness of the bank at any point of time. 
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 The liquidity position of the bank is relatively more than the 

minimum requirement criteria of NRB, so it is recommended that 

the excess amount of minimum criteria showed invest in income 

generating sectors. 

 The net profit of NBL is slightly in increasing trend in first four FY 

and then decreasing in last FY. Therefore the bank should look 

forward to maximize the profit through good lending and sound 

management. 

 The leverage ratio of NBL is in very high position (i.e. average 

111.6%), it is recommended that NBL should decrease its debt 

position and increase its equity position more and more for future 

contingency. 

 Shareholder equity to total ratio of NBL is very weak, so it is 

recommended that the bank should increase its shareholders equity 

on its total assets for sound performance.  

 Assets management ratio measures the achievement towards the 

income generating activities of the bank. The bank should invest its 

excess balance of liquid funds for income generating sector. 

 Profit earned of Nepal Bank Limited is not satisfactory, so it is 

recommended that the bank should be very careful in increasing 

profit in a real to maintain the confidence of shareholders deposit 

and its all customers. 

 Profit is generated from proper use of assets. This is reflected 

ROA. It is recommended that the bank should effective utilization 

of fund for profit generate. 

 The main source of commercial bank is collecting deposit from 

public who don’t need that fund recently. So it is recommended to 
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collect more amount as deposit through large variety of deposits 

scheme and facilities. 

 It is recommends that the bank has to diversify its assets 

composition equally in different sectors, which helps risk can be 

minimized. Total loan and advance may turn into bad debt loan 

which is risky for bank solvency. 

 Fund mobilization is not satisfactory, so it is recommends that 

maximum utilization of its fund for income generating purpose. 

 Correlation between deposit and investment, deposit and loan and 

advance, and deposit and net profit are not correlated. This is very 

serious matter and the main causes of over liquidity. It is 

recommends that the bank maintains its liquidity position and 

utilize its resources. 

 The bank should adopt efficient and modern management concept 

to make more capable to their activities as well as fulfill the 

growing demand of financial services.  
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ANNEX -1 
Correlation coefficient between total deposit and investment 

 (Rs 000000000) 

The correlation coefficient: 

             r=
𝑵 ∑ 𝑿𝒀–∑ 𝑿.∑ 𝒀

√𝑵 ∑ 𝑿𝟐−(∑ 𝑿)𝟐√𝑵 ∑ 𝒀𝟐−(∑ 𝒀)𝟐
 

                        =
𝟓𝒙𝟕𝟕𝟎𝟗 − 𝟐𝟏𝟑𝒙𝟏𝟕𝟕

√𝟓𝒙𝟗𝟏𝟎𝟕 − ∑(𝟐𝟏𝟑)𝟐  𝒙√𝟓𝒙𝟗𝟓𝟓𝟓 − (𝟏𝟕𝟕)𝟐
 

                =        
844

12.88𝑥128.24
 

                =   0.5109 

               R2 = 0.2610 

    P.E. (r) = .6745×
(1−r2)

√n
 

             =     .6745×
(1−0.26102)

√5
 

              = 0.229 

     6PE = 103374 

ANNEX -2 

Coefficient correlation between total deposit and loan and advance 

(Rs 000000000) 

Fiscal year Deposit (X) Loan and 

advance(Y) 

X2 Y2 XY 

2063/64 39 11 1521 212 429 

2064/65 41 13 1681 169 533 

2065/66 45 17 2025 289 765 

Fiscal 

year 
Deposit(

X) 
Investment(

Y) 
X2 Y2 XY 

2063/6

4 
39 16 1521 256 624 

2064/6

5 
41 16 1681 256 656 

2065/6

6 
45 13 2025 169 585 

2066/6

7 
42 57 1764 3249 2394 

2067/6

8 
46 75 2116 5625 3450 

n=5 X= 213 Y= 177 ∑ 𝑿𝟐 =91

07 

∑ 𝒀𝟐=95

55 

𝑿𝒀 =77

09 
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2066/67 42 23 1764 529 966 

2067/68 46 24 2116 5760 1104 

 X =213 88 9107 1684 3797 

      

 

The correlation coefficient: 

r=
𝑵 ∑ 𝑿𝒀–∑ 𝑿.∑ 𝒀

√𝑵 ∑ 𝑿𝟐−(∑ 𝑿)𝟐√𝑵 ∑ 𝒀𝟐−(∑ 𝒀)𝟐
 

                        =
𝟓𝒙𝟑𝟕𝟗𝟕 − 𝟐𝟏𝟑𝒙𝟖𝟖

√𝟓𝒙𝟗𝟏𝟎𝟕 − ∑(𝟐𝟏𝟑)𝟐  𝒙√𝟓𝒙𝟏𝟔𝟖𝟒 − (𝟖𝟖)𝟐
 

                =        
241

334.9865
 

                = 0.7194 

             r2 = 0.5175 

    P.E. (r) = .6745×
(1−r2)

√n
 

                =     .6745×
(1−0.51752)

√5
 

   = 0.1455 

6PE = 0.873 
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ANNEX-3 
Correlation coefficient between total deposit and net profit 

(Rs 00000000) 

Fiscal year Deposit(X) Net profit(Y) X2 Y2 XY 

2063/64 390 2 152100 4 780 

2064/65 418 2 174724 4 836 

2065/66 451 8 203401 64 3608 
2066/67 428 2 183184 4 856 
2067/68 468 1 219024 1 468 
 X2155 Y 932433 77 6548 
 

 

The correlation coefficient: 

r=
𝑵 ∑ 𝑿𝒀–∑ 𝑿.∑ 𝒀

√𝑵 ∑ 𝑿𝟐−(∑ 𝑿)𝟐√𝑵 ∑ 𝒀𝟐−(∑ 𝒀)𝟐
 

                        =
𝟓𝒙𝟔𝟓𝟒𝟖 − 𝟐𝟏𝟓𝟓𝒙𝟏𝟓

√𝟓𝒙𝟗𝟑𝟐𝟒𝟑𝟑 − ∑(𝟐𝟏𝟓𝟓)𝟐  𝒙√𝟓𝒙𝟕𝟕 − (𝟏𝟓)𝟐
 

                =        
415

1703.643155
 

                = 0.2435 

             r2 = 0.0592 

    P.E. (r) = .6745×
(1−r2)

√n
 

               =     .6745×
(1−0.05922)

√5
 

 = 0.2837 

6PE = 0.1.7022 
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ANNEX-4 

Trend value of total deposit 

(Rs 000000) 
Fiscal year Total deposit(Y) x=t-2065/66 X2 XY 

2063/64 39014 -2 4 (78028) 
2064/65 41829 -1 1 (41829) 
2065/66 45194 0 0 0 
2066/67 42882 1 1 42882 
2067/68 46808 2 4 93616 
n=5 215727 0 10 16614 
 

The normal equation of fitting 

Y =na + bX   

where X =0 

a = 
∑ 𝒀

𝑛
     =   

215727

5
   =43145.4 

XY =aX + X2  

where X =0 

   b = 
∑ 𝑿𝒀

X2 
    = 

16641

10
   = 1664.1 

The equation of straight line trend is 

  Yc = a + bX 

Putting the value of 'a' and 'b' in equation Yc = a+bx  

Yc= 43145.4 +1664.1 X 
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ANNEX-5 
Trend value of net profit 

(Rs 0000000) 
Fiscal year Net profit(Y) x=t-2065/66 X2 XY 

2063/64 22 -2 4 (44) 
2064/65 23 -1 1 (23) 
2065/66 89 0 0 89 
2066/67 24 1 1 24 
2067/68 12 2 4 24 
 170 0 10 70 
 

The normal equation of fitting 

Y =na + bX   

where X =0 

a = 
∑ 𝒀

𝑛
     =   

170

5
   =34 

XY =aX + X2  

where X =0 

   b = 
∑ 𝑿𝒀

X2 
    = 

70

10
   = 7 

The equation of straight line trend is 

  Yc = a + bX 

Putting the value of 'a' and 'b' in equation Yc = a+bx  

Yc= 34 +7 X 
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