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CHAPTER - I

INTRODUCTION

1.1Background of the Study

Banking sector plays an important role in the economic development of the

country. Commercial Banks are one of the vital aspects of this sector, which deals

in the process of channelizing the available resources in the needed sectors. It is

the intermediary between the deficit and the surplus of financial resources.

Financial system contains two components viz: depository financial institutions

and non-depository financial institutions. Commercial Banks and Finance

Companies (in Nepalese context) are the example of depository financial

institutions whereas Employee Provident Fund, Development Banks, Insurance

Companies are the example of non-depository financial institutions. All the

economic activities are directly or indirectly channeled through these banks.

People keep their surplus money as deposits in the banks and hence banks provide

such funds to finance the industrial activities in the form of loans and advances.

Financial institutions play an important role in the proper functioning of an

economy. These institutions act as an intermediary between the individuals who

lend and those who borrow. These institutions accept deposits and provide loans

and advances to those who are in need. They make the flow of investment easier.

Therefore, we cannot deny the role a bank plays in developing an economy. It

pools the funds scattered in the economy and mobilizes them to the productive

sectors. Their main objective is collecting the idle funds, mobilizing them into

productive sectors and causing an overall economic development. Thus, the

bankers have the responsibility of safeguarding the interest of the depositors, the

shareholders and the society as a whole.



13

Development of a nation depends upon various sectors via: trade, industry,

agriculture etc. Hence, to develop these sectors a continuous and adequate supply

of resources is required. In developing countries, especially like ours, there is

always a dearth of capital. The government cannot contribute to the economic

development all alone. Nevertheless, the private sector also cannot reinforce due

to low per capita income and higher propensity to consume of the people. Hence,

due to low income, saving is low which on the other hand results in low capital

formation. Thus, investment is one of the vital aspects in the improvement of the

economic condition of a country.

In general, investment means to pay out money to get more. It is the sacrifice of

current dollar for future dollar. It is geared by two factors: time and risk. The

sacrifice takes place in the present, is certain while the reward comes later, and is

generally uncertain. Investment policy ensures efficient allocation of funds to

achieve the overall objectives. A distinction is often made between investments

and saving. Saving is defined as foregone consumption; investment to restrict to

‘real’ investment of the sort that increases national output in future. Thus,

investment is only possible where there are adequate savings. They are interrelated

and go hand in hand.

The Commercial Bank Act, 2031 B.S. of Nepal has stated, “A commercial bank

means banks which deals in exchanging currency, accepting deposits, giving loans

and doing commercial transactions”

The profit of a bank largely depends upon the lending practices and policies and

investments opportunities in different sectors. The greater the credit created by the

bank the higher will be its profitability. Bank receives funds from various sources

like share capital, reserve funds, retained earnings, bank borrowing, deposits and

other liabilities. These funds cannot be kept idle, they have to be invested in assets
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like cash and bank balance, money at call or short notice, investments, bills

purchased and discount, loans and advances, fixed assets and deferred expenses. It

is because the bank has to repay some liabilities on demand, it also has to give

interest on deposits made by its customers and even the shareholders seek

maximum return. Therefore, the funds received by the bank should be invested in

such a way that they will be readily available to repay and distribute the returns.

Hence, the bank should have enough liquidity and profitability with all the safety

measures. In gist, a right balance should be kept between safety liquidation and

profitability. Investment policy provides banks with several inputs through which

they can handle their investment operations efficiently assuring maximum return

with minimum exposure to risks. Thus, a sound lending and investment policy is

necessary in order to uplift the economic condition of a country. Furthermore,

considering the importance of lending to the individuals, business community and

the society as a whole, it is imperative that the bank meticulously plan its credit

operations

1.2 Development of Banking in Nepal

In the country, the development of banking is relatively recent. The record of

banking system in Nepal gives detail account of mixture of slow and steady

evolution in the financial and global economy of Nepalese life. Involvement of

property owners, rich merchants, shopkeepers and other moneylenders has acted

as fence to institutional credit in presence of unorganized money market.

Though the establishment of banking industry was very recent, some basic bank

operations were in practice even in ancient times. In Nepalese Chronicle, it was

recorded that the new era known as Nepal Sambat was introduced by

Shankhadhar, a Sudra Merchant of Kantipur in 879or 880 A.D. after having paid

all the outstanding debts in the country. In 8th century, Gunakama Dev had

borrowed money to rebuild the Kathmandu valley. Similarly, in 11th century,
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during Malla regime there was evidence of professional moneylenders and

bankers. During the regime of Jayasthiti Malla, caste system was introduced based

on profession. Tankadhari were such caste, who used to provide loans and used to

perform exchange trades. It is further believed that money-lending business,

particularly for financing the foreign trade with Tibet became quite popular during

the reign of Mallas. However, in the absence of any regulatory measures, the

unscrupulous moneylenders were known to have charged exorbitant rates of

interest and other extra dues on loans and advances.

The establishment of the “Tejarath Adda” during the year 1877 A.D. was fully

subscribed by the government of Kathmandu valley, which played a vital role in

the banking system. It helped the public by providing credit facilities at a very low

rate of 5 percent. It provided credit especially on collateral of gold and silver. It

ran successfully for four decades. Hence, the establishment of Tejarath Adda

could be regarded as the foundation stone of banking in Nepal. An institutional

banking system came into existence only in the 19th century with the establishment

of Nepal Bank Ltd. in 1937 A.D. under “ Nepal Bank Act, 1937”.

After the establishment of Nepal Bank Ltd. in 1937, on the long run Commercial

Bank Act was felt, accordingly, it was enacted in 1974 A.D. Hence, the door for

opening commercial banks was opened to the private sector with the establishment

of NABIL Bank in 1985 A.D. Since then, many commercial banks have been

established.

1.3 Profile of the Concerned Bank

Nepal Credit and Commerce Bank Ltd. (NCCB)

Nepal Credit & Commerce Bank Ltd. was established on 14th October 1996 as

Nepal - Bank of Ceylon Ltd. (NBOC), a Joint Venture Commercial Bank between

Bank of Ceylon, Sri Lanka, the Pioneer Bank in Sri Lanka and Nepalese
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Promoters, NB Group (Nepal) Pvt. Ltd. and Nepal Insurance Company Ltd. It

enjoys the reputation of the first Bank with largest authorized capital of NRS. 500

Million.  It also ventured to establish its Head Office outside the capital of the

country at Siddharthanagar, Rupandehi, and the birthplace of LORD BUDDHA

(The Light of Asia) for the first time in the Nepalese context.

NBOC started its operations from Siddharthanagar on October 14, 1996. Within

nine months of its operation NBOC expanded its business through four branches,

Siddharthanagar and Lumbini in Rupandehi, Bag Bazaar in Kathmandu and

Barahbise in Sindhupalchowk. The Name of the Bank has been changed to Nepal

Credit & Commerce Bank Limited on 10th September 2002. This change was

effected due to the transfer of shares and management from Sri Lankan co-venture

to Nepalese Promoters. At present NCCB provides its financial facilities and

services to rural and urban areas of the nation through its 17 branches. The bank

has developed corresponding agency relationship with more than 180 international

banks having worldwide network.

Bankers with the quality service strive for expansion with profitability,

professionalism and personalized Banking Services is the mission statement of the

bank.

The main goal of NCCB is to provide a wide range of banking services and

products in the emerging socio-economic environment within and outside the

country maintaining high standards of integrity and efficiency with excellence.

The services and facilities provided by NCCB are as follows:

Services and Facilities provided by NCCB

Deposits

NCCB provides various types of deposits including savings, current, Fixed and

Call Deposits, Savings Plus, Bal Suraksha Khata (BSK), Mahila Suraksha Khata
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(MSK) Jestha Nagarik Suraksha Khata and Karorpati Khata. Savings Plus deposits

hold the added benefits of interest payable on daily balance and not on monthly

minimum balance. Bal Suraksha, Mahila Suraksha Khata and Jestha Nagarik

Suraksha Khata are special schemes for children, Women and senior citizens of

the country respectively and are entitled to receive 0.5% interest above normal

savings account. In addition to these all the savings deposit holders enjoy facilities

like limitless free withdrawals, personal accidental insurance up to Rs. 500,000/-

and medical expenses reimbursement.

Non-Funded Services

Non-funded facilities are where funds are not involved. NCCB provides non-

funded functions like issue of letters of credit and guarantees, discounting of bills

and remittance facilities. The income from such facilities and services constitute

the key element of the total income of the Bank.

Funded Facilities and services

In funded facilities, funds are directly involved like Term Loan, Working capital

Loans and other loans and advances. NCCB provides various kinds of loans and

advances to its customers like project loans, overdrafts, term loans, personal loans,

hire purchase loans, personal housing loans, car loans, and self employment

schemes for small entrepreneurs, soft loans to facilitate export and import business

etc.

Besides These Core-banking Services the Bank also Provides the Following

Services

NCC Bank is adopting the concept of Universal Banking, in contrast to traditional

bank, which offers wide array of products to its client under one roof. The services

provided by NCC Bank are:
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1. Investment Banking

NCC Bank has recently established investment-banking department in an effort

to enter into Universal Banking and building competitive edge. Investment

banking functions carried out by the banks in the international scenario is:

1 Financial Advisory

2 Project Appraisal

3 Fund Management

4 Managing IPO’s

5 Underwriting

6 Merger and Acquisition

7 Corporate Restructuring

8 Syndication of Funds

Future Plans

The bank strives to provide modern & Efficient & Personalized Banking

facilities within the country to its customers.

The bank also aspires to develop new and modern banking systems and

technologies to provide market oriented facilities and services to its valued

customers.

The Management and staff of the Bank are committed to innovate and introduce

new products in the market in order to provide maximum benefits to its valued

customers.

1.4 Statement of the Problem

In the dawn of new millennium, towards the end of 2005, there are 17 commercial

banks. All these banks have created a cutthroat competition in the financial sector.
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Fluctuating and low interest rates on deposits, poor deposit mobilization etc. has

affected on the return of funds, total assets, total deposits and shareholders’ wealth

position.

Since the liberalization policy of the government, various banks and financial

institutions have been established with a view to reinforce the economic growth of

the country. They have played a pivotal role by accepting deposits and granting

loans. Investment of the collected funds is the most important factor for both

shareholders and the bank as they are the source of earning. Credit extended by

these banks is directly related to the national interest. Therefore, the banks should

have a sound investment policy.

Diana Mc Naughton said, “Investment policy should incorporate several elements

such as regulatory environment, availability of the funds, selection of risks, and

loan portfolio balance and term structure of liabilities”.

Commercial Banks are of utmost importance as they have contributed significantly

to the overall economic development of the country. Yet, after so long since their

establishment and successful operations for almost two decades, they are not free

from problems and hindrances in their avenue. Since, we are concerned with the

sample NCCB we will be discussing about it.

Commercial banks are more interested in providing loans on short-term basis

against movable collaterals. They are reluctant to invest in huge and long term

projects due to safety and security of their loans. Thus, they are following

conservative loan policy based on strong security. Similarly, these banks do not

have a well-organized investment policy. They rely much on the instructions and

guidelines of Nepal Rastra Bank. Even if they have formulated some guidelines,

they fail to implement it due to poor supervision and lack of professionalism.
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Project appraisal method followed by commercial banks is not scientific and

appropriate. Granting loan against insufficient deposits, overvaluation of goods

pledged, land and building mortgaged, risk-averting decision regarding loan

recovery and negligence in recovery of overdue loans are some of the drawbacks

of unsound investment policy. Similarly, loan supervision and follow-up

mechanism is lacking in many commercial banks. Due to this, the portion of non-

performing assets on total loans and advances has been increasing rapidly.

Nepal being an agricultural country needs more investment in this sector.

Nevertheless, commercial banks are rather concerned in industrial and foreign

projects. As a result, the credit extended to this sector is unsatisfactory.

Similarly, the banks are not following the diversification principle i.e. they are not

considering the investment portfolio position. A good portfolio theory indicates

diversification of invest able funds to reduce risks. Hence, the principle “do not

put all the eggs in one basket” really does not apply in context of Nepalese

commercial banks. As a result, many banks today could not recover their loan

because, in the past, a major portion of their investment were made in garment,

carpets and hotel sectors that has now come to the brink of extinction.

Thus, the study mainly focuses on analyzing the different aspects of the bank and

finding the answers to questions such as:

1 Is the bank able to utilize the available funds effectively?

2 How aggressively is the bank lending?

3 What is the proportion on risk free and risky investment on total investment

made by the bank?

4 What is the proportion of Non-performing assets on total loans and advances of

the bank?
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5 What is the relationship of total deposit on total investment and total

investment on total net profit of the bank?

6 What steps should be taken to improve the investment policy of the bank?

7 Is the bank maintaining sufficient liquidity position?

1.5 Objectives of the Study

The main objective of this study is to evaluate the investment policy of NCCB and

to recommend corrective measures, if any, in order to improve its performance.

1 To determine the liquidity and profitability position.

2 To determine loan and advances portfolio management, and deposit

3 To examine total investment and net profit of the bank with the help of

assets management ratios.

4 To examine the proportion of loan loss provision to total loans and

advances and to evaluate the non-performing assets position of the bank.

1.6 Focus of the Study

Banking plays an important role in the economic development of a nation.

Without banking, the development of the nation is a mere thought. It is regarded as

the heart of financial system. People invest their earnings with a hope of getting

good return on their investment. Nevertheless, due to certain circumstances they

loose their hard earnings. Therefore, in order to make the right decision we have to

have a sound investment policy. The study focuses on evaluating the deposit

utilization of the bank in terms of loans and advances and investments and its

contribution in the profitability of the bank. It also focuses on non-performing

assets position of the bank.
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1.7 Significance of the Study

As it is well known fact that the commercial banks can affect the economic

condition of the whole country, the effort is made to highlight the investment

policy of commercial banks expecting that the study can bridge the gap between

deposits and investment policies. In the context of Nepal, there are less availability

of research work, articles and journals in investment policy of commercial banks

and financial institutions. Thus the study will certainly help the management of

NCCB to improve their performance and to take corrective action if necessary.

Moreover, the study will be very useful to various groups in various ways such as,

The research will provide required information to various people and   parties such

as general reader, investors, shareholders, brokers’ financial agencies,

businessmen and general public (depositors, customers).

The study will be helpful to use as pilot work for future research.

The study will help shareholders to make decisions while making investment   on

shares.

1.8 Limitations of the Study

As every coin has two sides, there is no doubt that even this thesis has some

limitations of its own. Here are some of them to begin with,

1 As mentioned earlier, this thesis is mostly based on secondary data (published

annual reports of commercial banks), journals, newspapers, magazines etc and

unpublished thesis.

2 The study covers only 5 years data, beginning from 2063/64 to 2067/68.

3 It only examines the investment policy of the bank and ignores other aspects

for comparison.
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4 To some extent, the data published on the websites may vary sometimes, with

that of the annual reports of commercial banks. So, the data from the websites

are considered as authentic one.

5 The study is meant for academic purpose i.e. partial fulfillment of the

requirement of the Masters of Business Studies (M.B.S.).

6 It has taken into account only certain factors affecting the investment decision.

1.9 Scheme of the Study

The present study has been divided into five chapters as follows:

1 Chapter 1 Introduction

2 Chapter 2 Review of Literature

3 Chapter 3 Research Methodology

4 Chapter 4 Presentation and Analysis of data

5 Chapter 5 Summary, Conclusion and Recommendation

The first chapter highlighted the introduction, statement of problems, objectives,

significant of the problem, limitation of the study and organization of the study.

The second chapter introduces the conceptual framework, reviews the issues

related to the study. Chapter third, research methodology, this chapter includes the

suitable research design and analysis procedures to carry out the objective of the

study. The fourth chapter presents the analysis and interpretation of results of

investment policy of NCC Bank Ltd.
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CHAPTER -II

REVIEW OF LITERATURE

Review of literature is basically a stock taking of available literature in the field of

research. Every possible effort has been made to grasp knowledge and information

that is available from libraries, document collection centre, other information

managing bureaus and concerned commercial banks. This chapter helps to take

adequate feedback to broaden the information to the study. The first part of the

chapter includes the conceptual framework and the second part includes the

review of various related studies.

2.1 Conceptual Framework

This chapter focuses to discuss briefly about the theoretical concept of the

investment and its relation with other subject matter in relation to the banks.

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

when properly organized, aids and facilitates the growth of trade and industry and

hence of national economy. In the modern economy, banks are considered not as a

dealer in money but as the leaders of development. Banks are not just the

storehouses of the country’s wealth but are the reservoirs of resources necessary

for economic development.

Commercial banks deal with others people money. They have to find ways of

keeping their assets liquid so that they could meet the demand of their customers.

In their anxiety to make profit, the bank cannot afford to lock up their funds in

assets, which are not easily releasable. The depositors must be made to understand

that the bank is fully solvent. The depositor’s confidence could be secured only if

the bank is able to meet the demand for cash promptly and fully. The banker has to
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keep adequate cash for this purpose. Cash is an ideal assets and the banker cannot

afford to keep a large possession of his assets in the form of cash. Therefore the

banker has to distribute his assets in such a way that he can have adequate profits

without sacrificing liquidity (Radheswamy and Vasudevan,1979).

Commercial Bank Act 2031 B.S. of Nepal has defined that “A commercial bank is

one which exchanges money, deposits money, accepts deposits ,grant loans and

performs commercial banking functions which is not a bank meant for co-

operative, agriculture, industries or such specific purpose”.

Investment can be defined as the sacrifice of present consumption with

expectation of return in future. Investment takes place at present but return can be

expected in future and it is uncertain too. Uncertainty is measured by risk. Since

there is always involvement of risk in investment, investment operation of

commercial banks is very risky one. Bank came into existence mainly with the

objectives of collecting the idle funds mobilizing them into productive sector and

causing an overall economic development. The bankers have the responsibility of

safeguarding the interest of the depositors, the shareholders and the society as a

whole they are serving. So, banking sector is exposed to a number of risks.

2.1.1 Banking Risks

Normally, Banks confront different kinds of risks, which are categorized as

follows:

Credit Risk

Credit risk arises whenever another party enters into an obligation to make

payment or deliver value to the bank. This type of risk is mostly associated with

lending.
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Liquidity Risk

Liquidity risk arises when bank itself fail to meet its obligation. The bank

required to make payments to the different parties at different times. The failure to

make the payments to the depositors at the time of requirement is known as

liquidity risk.

Yield Risk

It is the risk that bank’s assets may generate less income than expense generated

by its liabilities.

Operational Risk

The failure in the banks procedures or controls, whether from external or internal

causes or as a result of error or fraud within the institution is known as operational

risk.

Market Risk

The risk of loss resulting from movements in the market price of financial

instruments in which the bank has a position is the market risk. Such instruments

include bonds, equities, foreign exchange and associated derivative products.

Interest Rate Risk:

Interest Rate Risk is Uncertainty about Movements in Interest Rate, Which often

Affect Profitability. (Kiran Thapa 2065)

2.1.2 Some Important Terms used in the Study

The study in this section comprises of some important banking terms for which

efforts have been made to clarify the meaning, which is frequently used in this

study, which are given below.
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Deposits

For a commercial bank, deposit is the most important source of liquidity. For a

bank’s financial strength, it is treated as barometer. In the word of Eugene “A

bank’s deposits are the amount that it owes to its customers.” Deposit is the

lifeblood of the commercial bank. Though , they constitute the great bulk of bank

liabilities, the success of a bank greatly depends upon the extent to which it may

attract more and more deposits, for accounting and analyzing purpose , deposits

are categorized in three headings. They are:

a) Current deposits

b) Saving deposits

c) Fixed deposits

Loan and Advances

Loan, advances and overdrafts are the main source of income for a bank. Bank

deposits can cross beyond a desired level but the level of loans, advances and

overdraft will never cross it. The facilities of granting loan, advances and

overdrafts are the main service in which customers of the bank can enjoy.

Fund borrowed from banks are much cheaper than those borrowed from

unorganized moneylenders. The demand for loan has excessively increased due to

cheaper interest rate. Furthermore, an increase in an economic and business

activities always increase the demand for funds. Due to limited resources and

increasing loans, there is some fear that commercial banks and other financial

institutions too may take more preferential collateral while granting loans causing

unnecessary burden to the general customers. Such loans from institutions would

be available on special request only and there is a chance of utilization of

resources in economically less productive fields. There lies the undesired effect of

low interest rate.
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In addition to this, some portion of loan, advances and overdraft includes that

amount which is given to the staff of the bank for house loan, vehicle loan,

personal loans and others, in mobilization of commercial banks funds, loan,

advances and overdraft have occupied a large portion. (website & previous thesis)

Investment on Government Securities, Shares and Debentures

Though a commercial bank can earn some interest and dividend from the

investment on government securities, shares and debentures, it is not the major

portion of income, but it is treated as a second source of banking business. A

commercial bank may extend credit by purchasing government securities bond and

shares for several reasons.

Some of them are given below,

It may want to space its maturities so that the inflow of cash coincide with

expected withdrawals by depositors or large loans demand of the customers.

It may wish to have high grade marketable securities to liquidate, if its primary

source of reserves becomes inadequate.

It may also be forced to invest because the demand for loan has decreased or it is

not sufficient to absorb its excess reserve.

However, investment portfolio of Commercial bank is established and maintained

with a view to the nature of banks liability. This is because depositors may

demand funds in great volume without previous notice to the banks. The

investment must be a type that can be marketed quickly with little or no shrinkage

in value.
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Investment on Other Company’s Shares and Debentures

Due to excess fund but least opportunity of the profitable investment and also to

meet the requirement of NRB directives commercial bank utilizes funds to

purchase shares and debentures of other companies (Financial and non Financial).

Like most commercial banks purchase shares of regional development banks,

NIDC and other development banks.

Other use of Funds

A commercial bank must maintain the minimum bank balance with NRB i.e.8%

for fixed deposit and 6% for current and saving deposit account in local currency.

Similarly, 3% cash balance of all local currency accounts must be maintained by a

commercial bank according to the rules of NRB to have a good liquidity position.

Again, a part of funds should be used for bank balance in foreign bank and to

purchase fixed assets like land, building, furniture, computers and stationery etc.

Off Balance Sheet Activities

These are items like letter of credit, letter of guarantee, commission, bills for

collection etc. Nowadays, these activities are stressfully highlighted by some

economists and finance specialist, to expand the modern transaction of a bank.

These activities are very important, as they are the good source of profit to the

bank though they have high risk. These items are not recognized as assets or

liabilities in Balance Sheet, but are the future purchase or sale of assets, which are

contingent obligation.

2.1.3 Features of Sound Lending and Investment Policy

The income and profit of the bank depends upon its lending procedures, lending

policy and investment of its different securities. The greater the credit created by

the bank, the higher will be the profitability. A sound lending and investment

policy is not only prerequisites for banks’ profitability, but also crucially
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significant for the promotion of commercial savings of a backward country like

Nepal. Some necessities for sound lending and investment policies which must be

considered by the commercial banks can be explained as follows:

a) Profitability

A commercial bank can maximize its volume of wealth through maximization of

return on their investment and lending. So they must invest their funds where they

can gain maximum profit. The profit of commercial banks depends on the interest

rate, volume of loan, its time period and nature of investment in different

securities.

b) Safety and Security

The bank should never invest its funds in those securities, which are too volatile

i.e. which are subject to too much depreciation and fluctuations because a little

difference may cause a great loss. It must not invest its funds into speculative

businessman who may be bankrupt at once and who may earn millions in a minute

also. Security means adequate collateral having good value, which can be easily

sold off if required at any point of time. The bank should accept that type of

securities which are commercial, durable and marketable having fair market value.

For this purpose MAST should be applied while reaching an investment decision,

where MAST stands for,

M = Marketability

A= Ascertainable

S= Stability

T= Transferability

c) Liquidity

Liquidity is the ability of a firm to satisfy its short term obligation when they

become due for payment. People deposit money at the bank in different account
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with confidence that the bank will repay their money when they need. To maintain

such confidence of the depositors, the bank must keep this point in mind while

investing its excess funds in different securities so that it can meet current or short

term obligations when they become due for payment.

d) Purpose of Loan

From the viewpoint of security, a banker should always be known that why a

customer is in need have loan. If a borrower misuses the loan granted by the bank,

it can never repay and bank will posses heavy bad debts. Therefore in order to

avoid this situation each and every bank should demand and examine all the

essential detailed information about the scheme of the project or activities, before

lending.

e) Diversification

A bank should not put all its eggs on the same basket. This saying is very

important to the bank and it should always be careful not to grant loan in only one

sector. To minimize risk, a bank must diversify its investment on different sectors.

Diversification of loan helps to sustain loss according to the law of average

because if securities of a company deprived, there may be appreciation in the

securities of other companies. In this way the loss can be minimized or recovered.

f) Tangibility

Though it may be considered that tangible property does not yield an income apart

from direct satisfaction of possession of property. Many times intangible securities

have lost their value due to price level inflation. A commercial bank should prefer

tangible security to intangible one.

g) Legality

Illegal securities will bring out many problems for the investors. A Commercial
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bank must follow the rules and regulation as well as different directions issued by

NRB, Ministry of Finance, Ministry of Law and other while mobilizing its fund.

h) National Interest

In addition to its own profitability the bank should also consider the national

interest. Even though the bank cannot get maximum return from such investment,

it should carry out its obligation toward the society and the country. The bank is

required to invest on such sectors as per the government and Nepal Rastra Bank’s

instruction. Investment on government bonds, priority and deprived sector lending

are the examples of such investments.

2.2 Review of Related Studies

2.2.1 Review of Books

Financial Institutions are the basic need and they play the vital role in the money

market as well as open market policy system of the business competition world. It

deals with the money, credit instrument and balance between the liquidity,

profitability and safety. Good circulation of money is very important for the bank.

Uneven flow of cash harms the bank as well as the economy. Thus, to collect

funds and utilize it in a good investment should be taken very carefully.

Investment of the fund may be the life and death for the bank. Investment

management of Bank is guided by the investment policy adopted by the bank. The

investment policy of the banks helps the investment operation of the bank to be

efficient and profitable by minimizing the profitable risk. So that an economic

word is attach in economics risk and return theory of future results. It is

challenging task for commercial bank.

Bhagat Bista, in his book “Nepal Ma Aadhunik Banking Byabastha ” has made an

attempt to highlight some of the important factors, which have contributed to the

efficiency, and performance of Joint Venture banks. He concluded in saying that
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The establishment of JV banks a decade ago marks the beginning of modern

banking era in Nepal.

The JV banks have brought many new banking techniques such as

computerization, hypothecation, consortium finance and modern activities into the

economy (Bista, 2048: 44).

“Investment policy fixed responsibility for the investment disposition of the banks

assets in terms of allocating funds for the investment and loan establishing

responsibility for day to day management of those assets” (Baxley, 1987: 12).

There are mainly three concepts of investment.

Economic investment that is an economist’s definition of Investment. Investment

in a more general of extended sense which is used by the man of street. The sense

in which we are going to be very much interested namely financial investment

The problem of investor is to select the funds whose objectives and degree of risk

taking most closely match its own situation. The one that will accomplish for him

what he would wish to do for himself if he could diversify and manage his own

holdings (Valla, 1983: 2).

In the words of S.P Singh “The investment policy of banks are conditioned to

great extent by the national policy framework, every baker has to apply his own

judgment for arriving at a credit decision keeping of course his bankers credit also

in mind” (Singh, 1983: 5).

“A sound investment policy of a bank is such that its funds are distributed in

different types of assets with good probability on the one hand and provides

maximum safety and security to the depositors and banks on the other hand;
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moreover risk in banking sectors tends to be concentrated in the loan portfolio.

When a bank gets into a serious financial trouble its problem usually comes from

the significant amount of loan that have become uncollectible due to

mismanagement, illegal manipulation of loan, misguided leading policy or

unexpected economic downturn. Therefore the bank’s investment policy must be

such that it ensures that it is sound and prudent in order to protect public funds”

(Baidhya, 1997: 46-47).

“Banking the future on Competition” wrote that the commercial banks are

establishing and operating mostly in urban areas. He found that only limited banks

are giving their services in the urban areas. They are not properly analyzing the

credits system. Moreover, only the branch of Nepal and R.B.B are running in rural

areas. He found that due to the lack of Investment avenues, banks are tempted to

invest without proper credit appraisal and personnel guarantee, whose negative

side effects would show color only after four or five years (Sharma, 2000: 13).

“Commercial banks still remain the heart of our financial system holding the

deposits of millions of persons, government and business units. They make funds

available through their lending and investing activities to borrowers, individuals,

business firms and governments. Commercial banks are the most important type of

financial institutions in the nation in terms of aggregate assets.” They further states

that the primary function of commercial banks is the extension of credit to worthy

borrowers. In making credit available, commercial banks are rendering a great

social service. Through their action, production is increased, capital investments

are expanded and a higher standard of living is realized. Although the investment

activities of commercial banks are usually considered separately from lending, the

effects and the social results are the same (Edward, W.R, etc, all, 1980:1-5).Preeti

Singh has defined Investment in this way “Investment is the employment of funds

with the aim of achieving additional income of growth in value” (Singh, 1980:1).
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In the word of Gitman and Johnk, “Investment is any vehicle into which funds can

be placed with the expectation that will preserve or increase in value and generate

positive return” (Gitman, 1990:47).

“The term investment can cover a wide range of activities. It often refers to

investing money in certificates of deposits, bonds, common stock or mutual funds.

More knowledgeable investors would include other financial assets such as

warrants, puts and calls future contracts and convertible securities. Investing

encompasses very conservative positions and aggressive speculation”(Parker,

1988:35).

“Portfolio behavior of commercial banks in Nepal” said the commercial banks

fulfill the credit needs of various sector of the economy including agriculture,

industry, commercial and social service sectors. The lending policy of commercial

banks is based on the profit maximizing of the institution as well as the economic

enhancement of the country (Shrestha, 1995:51-52).

“Management policies of commercial banks” says that lending is the essence of

commercial banking; consequently the formulation and implementation of sound

policies are among the most important responsibilities of bank directors and

management. Well-conceived lending policies and careful lending practices are

essential if a bank is to perform its credit creating function effectively and

minimizing the risk inherent in any extension of credit (Cross, 1963: 87).

In investment decision expenditure and benefit should be measured in cash. In

investment analysis, cash flow is more important than accounting profit. It may

also be pointed out that investment decision affects the firm’s value. The firm’s

value will increase if investments are profitable and add to the shareholders
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wealth. Thus, investment should be evaluated on the basis of a criterion, which is

compatible with the objectives of the shareholders fund maximization. An

investment wills all to the shareholders wealth if it yields benefit in excess to the

minimum benefits as per the opportunity cost of capital (Panday, 1999: 407).

It may be said that a bank must strike a balance between liquidity, profitability and

safety. The secret of successful banking is to distribute resources between the

various forms of assets in such a way as to get a sound balance between liquidity

and profitability so that there in cash (on hand quickly realizable) to meet every

claim for the bank to pay its way and earn profit for its shareholders (Radhaswami,

1979: 24).

Investment management of bank is guided by the investment policy adopted by the

bank. The investment policy of the bank helps the investment operation of the

bank to be efficient and profitable by minimizing the inherent risk. So that an

investment word is attach in economics risk and return theory of future result.

Various authors of above definition views that it is clear that investment means to

trade a known rupee amount today for some expected future stream payments or

benefit. Thus it is the most important functions of commercial banks. Bank has to

be very cautious while investing their funds in various sectors. The success of

bank heavily depends upon the proper management of its invest able funds.

Nowadays, more and more banks have developed formal written lending policies

in recent years. They provide guidance for the lending officers and there by

establish a greater degree of uniformity in lending practices. Since lending is

important both to the bank and to the community it serves, loans policies must be

worked out carefully after considering many factors like as follows.

1 Capital position
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2 Risk and profitably of various types of loans

3 Stability of deposits

4 Economic Condition

5 Influence of Monetary and fiscal policy

6 Ability and experience of banks personnel

7 Credit needs of the area served

Commercial banks have their own investment policy. However, few banks have

followed the written investment policy and few other banks do not follow the

written investment. Those who object to the written investment policy are those

who feel that the economic environment of banking changes so rapidly that a

formal written statement would become dated within a short time. It is true that

banking operates in a changing environment, but changes do not occur rapidly that

they cannot be incorporated into a written policy. The basic factors that will

determine the objectives of a banks investment policy are the income and its

liquidity needs and management willingness to trade liquidity for greater income

opportunity and vice versa which means accepting greater or lesser degree of risk.

Formulation of an investment policy must give cognizance to the entire risk

exposure that bank management is willing to assume as well as risk carried by the

securities that comprise the investment account. One of the acceptable methods of

reducing risk on the investment portfolio of a commercial bank is by

diversification, which is a basic important rule of any investment policy. However

risk cannot be completely avoided by diversification, but hey can be reduced. A

statement of investment policy should designate the person responsible for

handling the investment program. This is fundamental to the efficient operation of

an investment portfolio, is that “too many cooks spoil the stew” Since the board of

directors is responsible for proper investment of the banks funds, periodic report

regarding the investment portfolio should be prepared for the boards use in

evaluating investment management and establishing investment policy. The

investment policy of bank should be reviewed occasionally and modified as
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economic condition change.

Thus we can conclude saying a commercial bank must always mobilize its finds

and other deposits to profitable secured and marketable sector so that it earns a

handsome amount of profit as well as it should be secured and can be converted

into cash as per the requirement.

2.2.2 Review of Relevant Act

Commercial Bank Act 2031 was formulated to facilitate the smooth run of

commercial banks. All the commercial banks are functioning under this act. This

act defines the banks as, “ A commercial bank is one which exchange money,

deposits money, accepts deposits, grants loans and performs commercial banking

function and which is not a bank meant for cooperative, agriculture, industry or for

specific purpose”.

NRB Rules Regarding Fund Mobilization of Commercial Bank

To mobilize bank's deposit in different sectors of the different part of the nation to

prevent them from the financial problems, central bank may establish a legal

framework by formulating various rules and regulation. These directives must

have direct or indirect impact while making decision to discuss those rules and

regulation which are formulated by NRB in terms of investment and credit to

priority sector, deprived sector, other institution, single borrower limit, CRR loan

loss provision, capital adequacy ratio, interest spread, and productive sector

investment. A commercial bank is directly related to the fact that how much fund

must be collected as paid up capital while being established at a certain place of

the nation, how much fund is needed to expand the branch and counters, how

much flexible and helpful the NRB rules are also important. But we discuss only

those, whose are related to investment function of commercial banks. The main

provisions established by NRB in the form of prudential norms in above relevant
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area are briefly discussed here under.(NRB Rules 2061)

Provision for Credit to the Priority Sector

NRB requires commercial banks to extend loan and advance, amounting at least to

12 % of their total outstanding credit to the priority sector. Commercial banks

credit to the deprived sector is also a part of priority sector credit. Under priority

sector, credit to agriculture, credit to the cottage and small industries and credit.

Under priority sector, credit to service are counted commercial bank loan to the

co-operatives licensed by the NRB is also be computed as the priority sector credit

from the fiscal year 1995/96 onwards.

Cash Reserve Requirement (CRR)

Commercial banks shall maintain liquid assets (also called cash reserve) in such

proportion of the domestic deposits liabilities as the NRB may prescribe. The cash

reserve Ratio requirement, after the amendment of NRB policy is fixed at 4.5% of

their fixed deposits and 7% of other deposits, which should be balanced with

NRB, along 2% of local currency deposits as the vault cash requirement

(Monetary Policy for FY 2004/05, clause: 39).

Directives to Raise Capital Funds (CAR)

The commercial banks under operation and having low capital base have been

directed to raise their capital funds at a minimum level of Rs. 50000 million with 5

year of period i.e. by the end of FY 2000/ 01. Moreover, the commercial banks are

allowed to include paid up capital and reserves for meeting the minimum capital

requirement but they have to deduct the net loss from such funds if they are in

loss.

The review of above relevant literature has contributed to enhance the

fundamental understanding and knowledge, which is required to make this study
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meaningful and purposive.

2.2.3 Review of Articles and Research Papers

This part of the study deals with the examination and reviewing of some related

research papers, articles and journals published in different magazines,

newspapers, World Bank discussion papers and economic journals and other

related books and publications. However, there is not much articles published

related to investment management in Nepal. As the country is poor and there is not

much avenues for investment in different sectors due to the current scenario of the

country, the study and application of investment management is still in infant

stage except for some joint venture commercial banks.

Mr.Shiba Raj Shrestha (1998), banking operation department has given an

insight on the, “Portfolio management in commercial banks; theory and practice.”

He has highlighted following issues in the article. The portfolio management is

essential both for individuals and for institutional investors. Investors would like

to select a best mix of investment assets subject to following aspects:

1 Good liquidity with adequate safety of investment

2 Flexible investment

3 Maximum tax concession

4 Certain capital gains

5 Economic, efficient and effective investment mix

6 Higher return compared with alternative opportunities available   according

to the risk class of investors

In view of above aspects, following strategies can be adopted:

1 Do not hold any single security i.e. try to have a portfolio of different

securities.

2 Do not put all the eggs in one basket i.e. try to have a diversified
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investment.

3 Choose such a portfolio of securities, which ensures maximum return with

minimum risk or lower return but with added objective of wealth

maximization.

4 However, Mr. Shrestha has also presented following approach to be

adopted for designing a good portfolio and its management:

5 To find out the risk of the securities depending upon the attitude of investor

towards risk.

6 To identify securities for investment to refuse volatility of return and risk.

7 To find out the invest able assets (generally securities) having scope for

better returns depending upon individual characteristics like age, health,

need, liquidity, tax liability, disposition.

8 To develop an alternative investment strategy for selecting a better portfolio

that will ensure a trade-off between risk and return with a view to attach the

primary objective of wealth maximization at lower risk.

Mr. Shrestha has presented two types of investment analysis techniques i.e.:

fundamental analysis and technical analysis to consider any securities such as

equity, debentures or bonds and other money and capital market instruments. He

has suggested that the banks having international network can also offer access to

global financial markets. He has pointed out the requirements of skilled work

force, research and analysis team and proper management information system

(MIS) in any commercial bank to get success in portfolio management and

customer’s confidence.

According to him, the portfolio management activities of Nepalese commercial

banks at present are in promising stage. However, on the other hand, most of the

banks are not doing such activities so far because of the following reasons:
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1 Unawareness of the clients about the service available

2 Hesitation of taking risk by the clients to use such facilities

3 Lack of proper techniques to run such activities in the best and successful

manner

4 Less developed capital market and availability of fewer financial

instruments in the financial markets.

Dr.Sunity Shrestha (1998), in her article, “Lending operation of commercial

banks of Nepal and its impact on GDP”, has presented with the objectives to make

an analysis of contribution of commercial bank’s lending to the gross domestic

product (GDP) of Nepal. She has set hypothesis that there has been positive

impact of lending of commercial banks to the GDP. In research methodology, she

has considered GDP as the dependent variable and various sectors of lending viz:

agriculture, industry, commerce, service and general and social sectors as the

independent variables. A multiple regression technique has been applied to

analyze the contribution. The multiple regression analysis has shown that all the

variables except service sector lending have a positive impact on GDP. Thus, in

conclusion she has accepted that there has been positive impact by lending of

commercial banks in various sectors of economy, except service sector

investment.

Prabhakar Ghimire (1999), has published an article in which he has mentioned

that most of the commercial banks of Nepal are ready to pay the penalty instead of

investing in rural, priority sectors, poverty stricken and deprived areas. In the

directives of Nepal Rastra Bank, it is clearly mentioned that all the commercial

banks (under NRB) should invest 12% of its total investments to the priority

sectors. Out of this 12%, they should invest 3% to the lower class of compatriots.

However, these commercial banks are unable to meet the requirements of NRB.

In the light of above, foreign joint venture banks use to justify that they do not
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have any network among these priority areas. So, if investment is made to these

areas, operation cost will be high, that exceeds the penalty cost if investment is not

made. That is why they are even ready to pay penalty rather than invest in priority

sectors.

Krishna D. Bhattarai (2003), has presented an article about the “Non-

Performing Assets (NPA) Management”. According to him, a loan is a very easy

term for a borrower when he has already taken and for a lender not availed. It is

equally difficult for a borrower to avail and for lender to recover. From a banker’s

view, it is just like a stone to roll down from the top of the hill while sanctioning,

but too difficult to roll back the same stone to the top of the hill while recovering.

A loan not recovered within the given timeframe either in the form of interest

servicing or principal repayment is called non-performing loan. There are other

parameters as well to quantify a NPL. Security not to the extent of loan amount

with specified safety margin, value of security not realizable, possession not as per

the requirement of bank, conflict of charges are some of the reasons which causes

difficulties while recovering the loan.

According to him, NPL of a bank is like a cancer in a human body, which will

collapse the entire bank if not taken care in time. This is an important discipline in

banking to prevent the entire NPL or avoid situation for a loan to turn into NPL.

Loan for banks is very essential to generate revenue for operational expenses as

well as to provide return to the shareholders.

When a loan advanced from good money turns into a bad loan, the chances of

shareholders return as well as the survival of the bank is at stake. Ailing banks

cannot portray a better image in public. When a public looses the confidence on a

bank and does not deposit, the bank will be in the verge of extinction. Therefore,

deposits are the essence for a bank. A loan disbursed as good loan does not turn
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into bad overnight. It has certain course to turn into bad. An efficient bank

management can recover the loan before turning it into bad and can save itself

from the unwanted catastrophe. A general survey reveals following reasons why a

good loan turns into a bad one:

Situational Problems

1 Poor analysis of project and its capital requirement leading to a situation of

over/under capitalized.

2 Problem in managing the unit.

3 Faulty evaluation of loan and security.

4 Mismatch in demand and supply leading over inventory or under inventory.

5 Actual modus operandi is very different from the projection and unit unable

to cope with the situation.

6 Sudden change in internal and external environment and project not being

able to run according to its plan.

7 Collection of receivables unnecessarily delayed resulting delay in re-order

and chances of business penetration by other competitors.

Intentional Problems

8 Intention to flee without settling the loan.

9 Intention to cheat the bank.

10 Intention to auction the property.

11 To relieve from other debts.

12 Malicious acts of both the bank staffs and the borrower.

13 To show other creditors of his bankruptcy this is unmanageable.

14 To waive interest/ penal interest or avail discount on loan if paid in later

stage when bank offers such facilities.

In conclusion, a borrowing may reflect one or all the above signals that may cause
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harm to the bank. There are few ways to protect bank from intentional defaulter

but for those default caused by situations we can reschedule or restructure their

facilities and help them to meet their debt obligation as per the cash flow they are

having. Even an authentic loan that has been sanctioned with a good intention may

turn into bad due to lack of proper management and carelessness. The bank will

have to face heavy consequences in such a case. When a good loan, with all effort

to protect it, turns into bad and the borrower’s ability is not sufficient to repay it,

he then tries to hide it from the bank and wants to be relieved temporarily. Such

situations give some signals to the bank and these signals are called danger

signals.

A bank must be one-step further than its customers must. It must collect all the

relevant information that are required by the borrower for the establishment of a

business and be rigid to give loan than to give his own money without any

security. When a borrowing unit is not able to serve the debt from the source

explored, the documentations are merely a decree to enforce legal action against

him. Nevertheless, what gets realized when everything is lost. A jail and

punishment does not satisfy the interest of bank. Therefore, he is of the view that

the bank should always keep in mind the formula Know Your Customers (KYC)

before giving loans.

The security given by a borrower may be ample for the exposure. However, the

borrower from other source of business may not be able to generate substantial

earning to service the debt. Bank has the right to auction the property and liquidate

the loan but in doing so realization from the auction of the property is always less

than the value of the assets. This will serve neither the purpose of bank nor the

borrower instead cause loss to both.

2.2.4 Review of Master’s Degree Thesis
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Various students have conducted studies regarding the various aspects of

commercial banks such as financial performance, lending policy, investment

policy, interest rate structure, resources mobilization etc. Some of them which

seem relevant to the present study are briefly described below.

Samiksha Thapa (2000), conducted a study on “A comparative study on

investment policy of Nepal Bangladesh Bank Limited and other Joint Venture

bank.” On her study the major objectives were:

1 To evaluate the liquidity, assets management, efficiency profitability and

risk position of NB banks in comparison to NABIL and NGBL.

2 To analyze the ratio relationship between loan and advances and total

investment with other financial variables of Sample Banks.

3 To examine the fund mobilization and investment policy of NB bank

through off balance sheet and on- balance sheet activities in comparison to

the other two banks.

4 To study the various risk in investment

5 To analyze the deposit utilization trend and its projection for next five years

of sample banks.

6 To provide the suggestion for improving the investment policy of NB bank

on the basis of findings of analyses.

The major findings of her study on the basis of primary and secondary data are as

follows.

1 The liquidity position of NB bank is comparatively better that that of

NABIL and NGBL It has the highest cash and bank balance to total

deposits, cash and bank balance to current assets ratio. It has good deposits

collection and has made enough loan and advances, however made the

negligible amount of investment in government securities.
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2 The NB bank is not in better position regarding its on balance as well-as off

balance activities in comparing to NABIL and NGBL. It does no follow

any definite policy regarding the management of asset.

3 The profitability position of NB bank is comparatively worse than that of

NABIL and NGBL. Must maintain the high profit margin for the well being

in future.

4 NB bank has maintained high growth rate in comparison to other banks

though it is not successful to make enough investment.

5 At last she concludes that there is significant relationship between deposit

and loan an advances and outside assets and net profit of NB bank, NABIL

bank and NGBL but no significant relationship between the deposits and

investment.

6 The position of NB bank in regard to utilization of the fund to earn profit is

not better in compare to NABIL and NGBL.

7 NB bank has not provided ATM facility, credit facility, any branch bank

facilities and web site etc. Though these facilities are being offered by

NABIL and NGBL.

Upendra Tuladhar (2000) has studied on “A Study on the Investment Policy of

Nepal Grindlays Bank Limited in comparison to other joint ventures banks of

Nepal”.  His study has covered the following objective.

1 To study the liquidity, efficiency of assets management and profitability

position.

2 To evaluate the growth ratios of loan and advances and total investment

with respective growth rate of total deposits and net profit.

3 To perform an empirical study of the customers view and ideas regarding

the existing services and adopted investment policy of the joint ventures

banks.



48

The study is done through secondary data but in some aspects of the study primary

data are also collected through questionnaire survey of 100 respondents.

Researcher had found the following findings of the research from the study, which

are as follows.

1 From the analysis of primary data concerning in which sector should JVBs

invest.

2 28.37% of the respondents emphasize on education sector as the potential

investment sector

3 26.24% was given preference to the deprived sectors

4 18.44% gave emphasize on the industrial sectors

5 16% gave to the tourism sectors

6 16% agriculture sector

7 4.25% gave priority on construction sector

Above conclusions were drawn from the primary data and the following

conclusions were drawn from the secondary data which are as follows.

1 Nepal Grind lays bank has maintained consistent and successful liquidity

than NABIL bank and Himalayan Bank ltd

2 The mean of total investment to total deposits ratio of SCBNL is higher

than the other JVBs.

3 The mean of the loan and advances to total deposits ratio of SCBNL is less

and inconsistent that NABIL and Himalayan BankLtd

4 Loans and advances to working fund ratio of SCBNl were found less than

the mean ratio of other banks.

5 Investment on government securities to working fund ratio of SCBNL has

the highest mean ratio that the other banks.

6 SCBNL used to perform highest off balance sheet operation than the other

JVBs. It means used to give priority to provide letter of credit, guarantee
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and others.

7 The profitability position of SCBNL is higher than NABIL bank and

Himalayan Bank ltd as well.  It used to provide interest to the customers for

different activities consistently.

8 The volume of growth rate of loan and advances found higher than that of

NABIL bank but lower than Himalayan Bank

9 The growth ratio of net profit of SCBNL seemed to be more satisfactory

then NABIL but in case of Himalayan bank it seemed very high.

Lila Prasad Ojha (2002), conducted a study on “Lending practices: A study on

NABIL, SCB Nepal Ltd and Himalayan bank Ltd” with the following objectives.

Determine the liquidity position, the impact of deposits in liquidity and its effect in

lending practices.

1 To measure the banks lending strength.

2 To analyze the portfolio behavior of lending and measuring the ratio and

volume of loans and advances made in agriculture, priority and productive

sectors.

3 To measure the lending performances in quality, efficiency its contribution

in total income.

The research findings of the study conducted with the secondary data are as

follows.

1 The liquidity position has revealed the mean current ratio of all the three

banks is not widely varied.

2 The measurement of liquidity strength has revealed that the total liability to

total assets of SCBNL has the highest ratio. The high ratio is the result of

high volume of shareholder equity in the liability mix. Himalayan bank ltd

has high volume of saving and fixed deposits in comparing to current
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deposits resulting to low ratio of non- interest bearing deposits to total

deposits ratio as compared to the mean ratio.

3 The loans and advances and investment to deposits ratio has shown that

NABIL Bank ltd has deployed the highest proportion of its total deposits in

earning activities, which indicate that in fund mobilizing activities NABIL

bank is significantly better.

4 The mean volume of net assets and deposits is highest in SCBNL with

moderate variation. The volume of net assets of Himalayan bank is the least

due to the low share capital, reserve and surplus in its capital mix. Whereas

volume contributed by Himalayan Bank is highly appreciable as compared

to its net assets.

5 The portfolio analysis has revealed that the flow of loans and advances in

agriculture sector is the lowest priority sectors among these commercial

banks. The contribution of all the banks in industrial sector is appreciable.

The contribution by Himalayan Bank in industrial sector is the greatest than

that of SCBNL

6 The lending in commercial purpose is highest in case of NABIL Bank Ltd.

and least in case of SCBNL. SCBNL has the highest contribution in service

sector.

7 The performance of SCBNL is significantly better than other two banks in

case of Profitability. EPS is highest in case of SCBNL.

Dina Shrestha (2003), conducted the study on “Investment Analysis of

Commercial Banks, A comparative study on HBL and Nepal SBI” The main

objectives of the thesis are as follows:

1 To evaluate the liquidity, assets management, efficiency, profitability and

risk position of Himalayan Bank in comparison to that of Nepal SBI.

2 To study the relationship between investment and deposits of the banks.

3 To analyze investment trend, deposits trend and total income and their
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projection for next five years.

4 Analysis of the study is as follows.

5 Various financial, accounting and statistical tools have been used to achieve

the objective of the study. Simple analytical statistical tools are also used.

Similarly some financial tools are also used.

Major findings of the study and recommendation are as follows.

1 Both the banks should maintain required current ratio, as the current ratio

of both banks is not sufficient.

2 They have to consider more on the liquidity of the deposits as they are for

the sake of the bank’s reputation.

3 Recommended to increase SBI investment and to increase their profitability

in future to compete with other banks.

4 As banks have invested less on shares of other companies so recommended

to mobilize its fund for business and industries for industrial support.

5 As ratio of interest income to total income is too high in both banks thus its

income should not be limited to interest earned from loan.

6 Also recommended to diversify business to more income generating areas

like foreign exchange business, remittance and other commission based

business.

Tanka Kumar Raya (2003), conducted the study on “Investment policy and

analysis of commercial banks in Nepal:A comparative study of Standard

Chartered Bank ltd with Nepal Investment Bank and Nepal Bangladesh Bank ltd. ”

The main objectives of his thesis are as follows:

1 To discuss fund mobilization and investment policy in respect to its fee

based off balance sheet transaction and fund based on balance sheet

transaction.
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2 Evaluation of the liquidity, efficiency, profitability and risk position.

3 To evaluate the growth ratios of loans and advances, total investment with

financial variables

4 To analyze the trends of deposits utilization towards total investment.

5 For this study the financial, accounting and statistical tools have been used.

Here, simple analytical tools such as percentage graph, Karl Pearson’s

coefficient of correlation, regression, and the method of least square and

test of hypothesis are used.

The above analysis has the following findings in his research.

1 SCBL is comparatively better than NIBL and NIBL has the lowest cash and

bank balance deposits.

2 SCBL has good deposits collection. Has made enough investment on

government securities but maintained low investment policy.

3 The on balance sheet operation is average successful but the off balance

sheet transaction has been strongly maintained by the SCBL

4 SCBL has successfully maintained and managed its assets towards income

generating activities.

5 The profitability ratio of SCBNL is comparatively higher position than the

other banks.

6 Thus in conclusion, SCBNL are recommended not to give much

importance to the government securities and diversify the investment policy

on more yield-based funds.

7 SCBL is recommended to collect a large variety of deposits through

schemes

8 It is strongly recommended to follow liberal lending policy and maintain

more stability on the investment policy.

9 At times the banks focuses much of its attention to one sector leaving the

other sectors untouched so recommended to touch all the sectors and
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balance it effectively so as to have the optimal performance of the bank.

Manoj Bhandari (2004), conducted the study on “Investment policy of

commercial banks with special reference to Nepal SBI bank ltd.” The main

objectives of his thesis are as follows:

1 To evaluate the liquidity, assets management efficiency, portfolio

management and profitability position of the banks.

2 To analyze deposit utilization and its relationship with total investment and

net profit of the bank.

3 To determine the growth rate of the bank in terms of deposits, loans and

advances, investment and profitability of the bank.

4 To determine the proportion of loan loss provision to total loans and

advances and to evaluate the non – performing assets of the bank.

5 To determine the proportion of the investment made by bank in risky and

risk free assets and evaluate off balance sheet operation of the bank.

6 To suggest measures to improve the investment policy of bank.

With the help of the secondary data the study was conducted and the followings

are the recommendations that are suggested by him.

1 Liquidity position of bank is found to be high, thus the bank is

recommended to look upon new areas of lending and investment.

2 To compromise between the liquidity and credit needs of rural

economy, the bank is highly recommended to expand its credit in this

area.

3 As the amount of investments made by the bank is found very little and

also inconsistent during the period, the bank is recommended to increase

the investment, which help to utilize the idle funds into income

generation as well as minimizes risk and also helps to maintain optimal

level of liquidity.
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4 Increasing amount of investment in government securities also helps the

bank to maintain an equilibrium level of risk free an risky assets.

5 The portion of OBS transactions is found decreasing in comparison to

loans and advances. Nowadays most of the commercial banks are

getting more benefits and increasing their earning through the enactment

of fee based OBS transaction. Thus recommended to give more priority

to increase fee based OBS transactions to generate more income.

6 Although the bank has been decreasing the proportion of non

performing loans to total loans and advances during the study period,

the bank is advised to give more attention to decrease the level as it can

to meet the international standard.

7 The bank is advised to examine carefully from time to time the portfolio

management strategies to maintain equilibrium in the portfolio of loans

and investment and make continuous efforts to explore new,

competitive and high yielding investment opportunities to optimizes the

return.

8 The bank is recommended not to expand the business in the industrial

and commercial sectors heavily instead it is advised to give more focus

to increase its volume of credit to other sectors.

9 The bank has to concentrate on customer oriented lending policy to

sustain the competitive banking business.

10 The bank should be careful in increasing profit in real sense to maintain

the confidence of shareholders, depositors, its customers and general

public.

11 Since the total deposits of the bank is decreased during the study period

the bank is recommended to formulate appropriate polices to attract the

deposits to increase the funding sources to make funds available for

investing at competitive rates.

12 The bank is recommended to adopt innovative approach to marketing.



55

The business of bank should be customer oriented.

13 The lack of reliable lending opportunities and fear of loosing the

principle in rural sectors, has been keeping these banks to less oriented

towards the lending function. Hence it is recommended that the

government and the NRB should take appropriate action to initiate the

commercial banks to attract to flow credit in rural economy so that we

can expect the increase in the priority and deprived sector lending by the

banks. Posing of the compulsion of the directives does not create long

term healthy lending practices unless the commercial banks are not self

motivated to flow the credit in this sectors.

2.3 Research Gap

Investment in different sectors is made on the basis of the directives and circulars

of Nepal Rastra Bank as well as the investment guidelines and policy of the

concerned commercial bank. The directives of NRB change over time. NRB

makes necessary amendments in prevailing directives and circulars and

communicates to commercial banks. Commercial banks should follow these

directives and circulars. Furthermore their own investment guidelines and policies

should be in live with NRB directives and circulars. So, the up to dated study over

the change of time frame is major concern for the researcher and concerned

organization as well as industry as a whole. This study covers the most recent

financial data. NRB circulars and guidelines than that of studies previously

conducted.

Portfolio management is the major part of the bank’s investment policy. The

optimum diversification of loan and advances reduced the default risk of credit. It

is the major concern of stakeholders to know the portfolio behavior of the bank.

This study puts its effort to find out the proportion of total loan and advances of

the bank disbursed to different sectors of economy and analyze the diversification
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of its investment.  No case study has yet been conducted about the investment

policy of NCC BANK LTD. Some comparative studies are previously done but in-

depth study about the bank is not found. Investment function is the major function

the commercial bank. NCC BANK LTD is one of a leading joint venture bank and

its investment activity has significant impact on the national economy. Hence, this

study fulfills the prevailing research gap about the in depth analysis of the

investment policy pursued by the organization, which is the major concern of

public shareholders and other stakeholders.
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CHAPTER - III

RESEARCH METHODOLOGY

3.1 Introduction

“Research Methodology is a way to systematically solve the research

problem.”(Kothari, 1990:10) Research methodology describes the method and

process applied in the entire subject of the study. It may be understood as a science

of studying how research is done significantly. It is very necessary for the

researcher to know not only the research method or technique but also the

methodology. Research method refers to the methods/ways that are used in

conducting research or performing research operations. In other words, research

methods are those methods, which are used by the researcher during the course of

studying his/her problems.  Research methodology is a way to solve the research

problem systematically. The research methodology is wider than that of research

methods i.e. research method is a part of research methodology. The research

methodology considers the logic behind the methods used in the context of

research study and explains why particular technique or method is used. It also

highlights about how the research problem has been defined, what data have been

collected, what particular method has been adopted, why the hypothesis has been

formulated etc.

3.2 Research Design

A research design is purely and simply the framework or plan for a study that

guides the collection and analysis of data.

“Research Design means an overall framework or plan for the collection and

analysis of data” (Wolf and Pant, 2003:74).
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A research design is the arrangement of conditions for collection and analysis of

data that aims to combine relevance to the research purpose. Research design is

the plan, structure and strategy of investigation conceived so as to obtain answers

to the research questions and to control variance (Kerlinger, 1986:275).

A true research design is basically concerned with various steps to collect the data

for analysis and draw a relevant conclusion. Descriptive and analytical research

design has been used in this study. Descriptive research is essentially a fact finding

approach relative largely to the present, and abstracting generalizations by the

cross-sectional study of the current situations. In other words, a descriptive

research identifies problems or justifies current conditions and practices to make

comparisons and evaluations in making future plans and decisions. In the present

study,   few topics related questions are also presented to the banks for the primary

data collection. Some financial and statistical tools have been applied to examine

facts and descriptive techniques have been adopted to evaluate the investment

policy of the concerned bank.

3.3 Population and Sample

The population refers to the industries of the same nature and its services and

product in general. Thus, the total commercial banks constitute the population of

the data and the bank that is selected under study constitutes the sample for the

study. So from the population of various commercial banks operating in Nepal the

bank taken as sample is,

NEPAL CREDIT AND COMMERCE BANK LTD.(NCC BANK LTD.)

The study covers the data of 5 years only beginning from fiscal year 2063/64 to

2067/68.

3.4 Sources of Data

As we all know, data are collected from the two sources, which is based on
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secondary. The secondary sources of data are those that have been used from

published sources or used by someone previously. The annual reports of the

concerned bank are the major secondary sources of data.

All the secondary data are compiled, processed and tabulated in the time series as

per the need and objective. Formal and informal talks with the concerned

authorities of the bank were also helpful to obtain the additional information of the

related problem.

3.5 Data Analysis Tools

Presentation and Analysis of the collected data is the core of the research work.

The collected raw data are first presented in systematic manner in tabular forms

and are then analyzed by applying different financial and statistical tools to

achieve the research objective. Besides theses some graph charts and tables have

been presented to analyze and interpret the findings of the study. Likewise some of

the tools applied are as follows.

3.5.1 Financial Tools

It helps to analyze the financial strength and weakness of a firm. Tools like ratio

analysis are used for financial analysis. Even though there are many ratios to

analyze and interpret the financial statement. Only those ratios that are related to

the investment operation of the banks have been covered in this study. Financial

ratios are the mathematical relationship between two accounting figures. Ratio

analysis is a part of the whole process of analysis of financial statement of any

business or industrial concern especially to take output and credit decision.

Thus ratio analysis is used to compare a firm’s financial performance and status to

that of other firms or to it overtime. The qualitative judgment regarding financial

performance of a firm can be done with the help of ratio analysis. Before we
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examine the main liquidity ratios in detail, we should be clear what a ratio is, and

what it is designed to tell us. Ratios express one thing in terms of another or, most

often, as a percentage of another; they are a numerical expression of the

relationship between two values. Their usefulness in analysis is as a tool that

allows us to compare aspects of a bank’s performance, either internally, over time

or with those of other banks, or with industry benchmarks. In the present study,

the researcher has attempted to compare the aspects of NCC BANK’S

performance regarding investment policy over time by analyzing various ratios.

3.5.1.1Liquidity Ratios

These ratios are used to judge the ability of banks to meet its short-term liabilities

that are likely to mature in the short period. It measures the speed with which bank

assets can be converted into cash to meet deposit withdrawal and other current

obligations. The following ratios are evaluated under liquidity ratios.

1. Liquid Assets Ratio

The liquid asset ratio is the basic measure of asset liquidity. The ratio indicates

what percentage of total assets consists of instruments that can easily be sold in

times of crisis. The criterion is liquidity, therefore high quality items having short

maturities that can easily be converted into cash are included here (i.e.  Cash,

deposits with the central bank, treasury bills, and government securities).This ratio

is computed by dividing total liquid assets and deposits with banks by total assets.

It is presented as,

Liquid Asset Ratio= AssetsTotal

Banks withDepositsAssetsLiquidTotal 

2. Cash and Bank Balance to Current Asset Ratio

This ratio examines the bank's liquidity capacity on the basis of its most liquid

assets i.e. cash and balance. This ratio reveals the ability of the bank to make the
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quick payment of its customer deposits. A high ratio indicates the sound ability to

meet their daily cash requirements of their customer deposits and vice versa. This

ratio can be calculated by using the following formula:

Cash and Bank Balance to Current Assets = AssetsCurrent

BalanceBankandCash

In the present study cash and bank balance represent total of local currency,

foreign currencies, cheques in hand and various bank balance in local as well as

foreign banks.

Both higher and lower ratio is not desirable. The reason is that is a bank maintains

higher ratio of cash, it has to pay interest on deposits and some earnings may be

lost. In contrast, if a bank maintain low ratio of cash, it may fail to make the

payment for presented cheques by its customer. So, sufficient and appropriate cash

reserve should be maintained properly.

3. Cash and Bank Balance to Total Deposit Ratio

Cash and bank balance are the most current liquid assets. This ratio measures the

percentage of most liquid fund with the bank to make immediate payment to the

depositor. This ratio is computed by dividing cash and bank balance by the total

deposit. It is presented as,

Cash and Bank Balance to Total Deposit = DepositTotal

BalanceBankandCash

Cash and bank balance includes cash on hand, foreign cash on hand, cheques and

other cash items, balance with domestic and foreign banks. The total deposits

consist of current deposit, saving deposit, fixed deposit, money at call or short

notice and other deposit.
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4. Investment on Government Securities to Current Assets

Investment on government securities on current assets ratio reflects the current

assets invested on government securities, treasury bills and development bonds.

This ratio can be computed by dividing investment on government securities by

current assets. This ratio can be calculated by applying the following formula.

Invest.on Govt. Sec.to Current Assets = AssetsTotal

SecuritiesGovt.OnInvest.

Where, Investment on government securities includes treasury bills, development

bonds, saving bonds, government securities.

This ratio examines that portion of a commercial bank's current assets, which is

invested on different Govt. securities. More or less commercial bank is interested

to invest their collected fund on different securities issued by government in

different times to utilize their excess funds and or for other purpose. Though

government securities are not so liquid as cash and bank balance of commercial

bank, they can easily be sold in the market or they can be converted into cash in

other ways.

5. Loans and Advances to Current Assets Ratio

Loan and advances are also included in the current assets of commercial bank

because generally they provide short-term loan, advance, overdraft, and cash

credit. The ratio can be computed in following way:

Loan and advance to Current Asset Ratio = AssetsCurrent

AdvancesandLoan

In the present study loan and advance represent to local and foreign bills

discounted purchased and loan, cash credit and overdraft in local currency as well

as inconvertible foreign currency.
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To make high profit by mobilizing its fund in the best way, a commercial bank

should not keep its all collected funds as cash and bank balance but they should be

invested as loan and advance to the customers. If sufficient loan and advances

cannot be granted, it should pay interest on those unutilized deposit funds and may

lose some earning. But high loan and advances may also be harmful to keep the

bank in most liquid position because they can only be collected at the time of

maturity only.

3.5.1.2Assets Management Ratio / Activity Ratio

It measures the proportion of various assets and liabilities in balance sheet. The

proper management of assets and liabilities ensures its effective utilization. The

banking business converts the liability into assets by way of its lending and

investing function. Assets management ratio measures how efficiently the bank

manages the resources at its command. The following are the various ratios

relating to assets and liability management, which are used to determine the

efficiency of the subjected bank in managing its assets. The ratios related to assets

management are presented as:

1. Loan and Advances to Total Deposit

This helps to find out, how successfully the banks are utilizing their total deposit

on loans and advances for profit generating purpose. Greater ratio implies the

better utilization of total deposits; this can be obtained by dividing loans and

advances to total deposits, which can be stated as

Loans and Advances to Total Deposit = DepositTotal

AdvancesandLoan

2. Total Investment to Total Deposit Ratio

Investment is one of the major credits created to earn income. This implies the

utilization of firm’s deposits on investment in government securities and shares

and debentures of other companies and banks.
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The total investment consists of investment on government securities, investment

on debentures and bonds, shares in other companies and other investment. It can

be computed as follows.

Total Investment to Total Deposit Ratio = DepositTotal

InvestmentTotal

3. Loans and Advances (to Working Fund) Ratio

Loan and advances is the major component in the total working fund (total assets),

which indicates the ability of bank to channels its deposits in the form of loans and

advances to earn high return.

Here total-working funds includes, all assets as of on balance sheet items. Includes

current assets and other fixes assets, loans for development of banks and other

miscellaneous assets but excludes off balance sheet items. The ratio is calculated

as,

Loan & Advances to Total Working Fund Ratio = Fund WorkingTotal

Advances&Loans

4. Investment on Government Securities to Total Working Fund Ratio

This ratio shows that banks investment on government securities i.e comparison to

the total working fund. A high ratio indicates better mobilization of fund as

investments on government securities and vice versa. This ratio calculated by

dividing investment on government securities by total working fund. This is

presented as:

Funds WorkingTotal

SecuritiesGovt.Invest.on
RatioFund WorkingTotal tosec.Govt.onInvest. 

Here, investment on government securities includes treasury bills and

development bond etc. Total working fund includes all asset of on balance sheet

items i. e. (Total asset – Bill for collection). Current assets, net fixed assets, loans

for development banks and other miscellaneous assets but excludes off- balance
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sheet items such as letter of credit (L.C) letter of Guarantee etc.

5. Investment on Shares and Debentures to Total Working Fund Ratio

This ratio shows the banks investment in shares and debenture of the subsidiary

and other companies in terms of total working fund. This ratio is computed by

dividing shares and debentures by total working fund. This can be shown as,

Invest. on Share & Deb. to Total Working Fund Ratio Fund WorkingTotal

Debenture&ShareonInvestment


Where,

Numerator includes investment on debentures, bonds and shares of the other

companies.

3.5.1.3Profitability Ratio

Profits are the lifeblood of any commercial firm. By making adequate earnings, a

bank, like any other firm, will be able-barring exceptional circumstances- to

maintain solvency, survive, and, in a suitable environment, grow and prosper.

Robust profits enable a bank to build up its capital internally through retained

income and thereby absorb economic shocks, attract outside capital and to earn its

way out of problems. Ample earning provides the bank with the wherewithal

(resources) to make investments that may be necessary for it to flourish within a

competitive environment. A commercial bank’s ability to generate profit and

thereby become self-sustaining is critical to its longer term credit worthiness.

When considering earnings and profitability, it must be remembered that an

increase in profits does not necessarily mean an increase in profitability. Output

must always be related to inputs, whether those inputs are measures in terms of

shareholder’s fund or the assets the bank holds. Though external support, by the

government for example, may underpin a bank’s creditworthiness, a reasonable
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level of profitability is always a positive factor in assessing its credit standing.

Profitability ratios are very helpful to measure the overall efficiency of operations

of a firm. It is a true indicator of the financial performance of any institution. It is

notable that higher the profitability ratios better the financial performance and vice

versa. The various profitability ratios can be obtained through the following ways.

1. Return on Total Assets Ratio

Return on total assets measures net profit against total assets, which for a Bank

consists largely of financial assets such as loans. Return on assets indicates how

effectively the bank’s assets are being managed to generate revenues. In other

words, return on assets measures the efficiency with which an enterprise is

employing its assets.

Return on total assets ratio measure the profitability with respect to the total assets.

In the present study, this ratio is calculated and analyzed to measure the

profitability of all financial resources invested in the banks assets, A higher ratio

usually indicates efficiently in utilizing its overall resources and vice versa. The

ratio can be computed by following process:

Return to Total Assets Ratio = AssetsTotal

ProfitNet

2. Return on Loan & Advances Ratio

Return on loan and advances ratio shows how efficiently the banks and the other

financial institutions have utilized their resources to earn good return from

providing loan and advances. This ratio is computed by dividing net profit/loss by

the total amount of loan and advances. This can be shown as,

Return to loan and Advances Ratio = Advances&Loan

ProfitNet
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3. Total Interest Earned on Total Assets Ratio

Total interest earned on total assets ratio shows how much interest the bank has

generated by mobilizing its assets. Interest occupies significant place in income for

the banks. Generally, banks earn interest through the provision of loans and

advances, overdrafts and investments in securities. The ratio can be calculated in

the following way,

Total interest earned on Total Assets Ratio = AssetsTotal

EarnedInterestTotal

3.5.1.4 Risk Ratios

Risk taking is the prime business of bank’s investment management. It increases

effectiveness and profitability of the bank. These ratios indicate the amount of risk

associated with the various banking operation which ultimately influences the

investment policy of the bank.

1. Credit Risk Ratio

It measures the possibility that the loan will not be repaid or that investment will

deteriorate in quality or go into default with consequent loss to the bank. By

definition it is expressed as the percentage of non – performing loan to total loans

and advances. This is stated as,

Credit Risk Ratio = AssetsTotal

AdvancesandLoansTotal

2. Liquidity Risk Ratio

Poor liquidity is the proximate cause of bank failure , and the analysis of  a bank’s

liquidity position is a crucial part of the bank credit analyst’s role in determining

overall creditworthiness. Adequate liquidity can allow an otherwise weak bank to

continue operating. However ,even a good bank with, say, a clean balance sheet,

sound management and making solid returns, can quickly face severe problems

and ultimately collapse if liquidity weakens or dries up.
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A bank’s liquidity management policy will aim to ensure that the bank has

sufficient funds available to meet its operational needs, as well as to ensure

compliance with regulatory guidelines. Liquidity risk includes the risk associated

with an increase in funding costs and the risk of being unable to honor deposit

withdrawls, make repayments at maturity of other liabilities and being unable to

liquidate apposition in a timely manner and at a reasonable cost.

It measures the liquidity for the deposits. The bank must invest its deposits in

loans and advances to earn profit because loans and advances cover very high risk.

If the bank keeps more idle cash accepting more deposits then bank will not be in

any liquidity risk position but might not earn sufficient return too. Thus the

liquidity risk is calculated by the following formula

Liquidity Risk Ratio = DepositsTotal

BalanceBankandCash

3.5.1.5Growth Ratio

Growth ratios are directly related to the fund mobilization and investment of a

commercial bank. It represents how well the commercial banks are maintaining

the economic position.

To examine and analyze following growth ratios are calculated in this study.

1. Growth ratios of Loan and Advances

2. Growth ratio of Total Investment

3. Growth ratio of Deposits

4. Growth ratio of Net Profit

3.5.2 Statistical Tools / Statistical Analysis

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 & advances or investment on other companies.
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Ranges of statistical tools are also used to analyze the collected data and to

achieve the objectives of the study. Simple analytical tools such as standard

deviation, Karl Pearson’s coefficient of correlation, trend analysis adopted which

are as follows:

A) Arithmetic Mean (Average)

It represents the entire data by a single value. It provides the gist and gives the

bird's eye view of the huge mass of unwieldy numerical data. It is calculated as:

X = N

X

Where: X = Arithmetic mean

N = Number of observations

X = Sum of observations

B) Standard Deviation

Standard deviation is an important and widely used to measure dispersion. A

standard deviation is the positive square root of the arithmetic mean of the squares

of the deviations of the given observations from their arithmetic mean. It is

denoted by the letter  (sigma). In this study standard deviation of different ratios

are calculated.

 
N

XX
—x  


where,x = Standard  deviation of X

N =  No. of observations.

3.5.2.1Coefficient of Correlation Analysis

Coefficient of correlation analysis is the mathematical method of measuring the

degree of association between the two variables i.e. one dependent and another

independent. This analyzes, identifies and interprets the relationship between two
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or more variables. In the case of highly correlated variables, the effect of one

variable may have effect on other variable. The study is to find out the relationship

between the following variables.

1. Coefficient of correlation between deposit and loans and advances

2. Coefficient of correlation between deposit and total investment

3. Coefficient of correlation between total investment and net profit.

The coefficient of correlation can be calculated by the following formula.

Coefficient of correlation (r) = 


22 yx

xyr

N

r1
0.6745P.Er.

2


The result of coefficient is always between –1 to +1, when r=+1, it means there is

significant relationship between two variables and when r=-1, It means there is no

significant relationship between two variables

3.5.2.2 Trend Analysis

Under this topic we analyze and interpret the trend of deposits, loan and advances,

investment and net profit of HBL that helps to make forecasting for next five

years. The following trend value analyses have been used in this study.

1. Trend analysis of total deposit

2. Trend analysis of loan and advances

3. Trend analysis of total investment

4. Trend analysis of loan loss provision

The trends of related variables can be calculated as, Y= a + bx
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CHAPTER - IV

DATA PRESENTATION AND ANALYSIS

This is an analytical chapter, which primarily deals with the presentation and

analysis of data collected from various sources with view to measure the various

dimensions of the problems of the study that particularly affects the investment

management and fund mobilization of NCC BANK LTD.

4.1 Measuring the Liquidity Position of the Bank

A commercial bank must maintain its liquidity position satisfactory to satisfy the

credit needs of the community, to meet demands for deposits withdrawal, pay

maturity obligation in time and convert non cash assets into cash to satisfy

immediate needs without loss to the bank and without consequent impact on long

run profitability of the bank. To measure the liquidity position of the bank, the

following measures of liquidity ratio has been calculated and a brief analysis of

the same has been done as below.

4.1.1. Liquid Assets Ratio

The liquid asset ratio is the basic measure of asset liquidity. The ratio indicates

what percentage of total assets consists of instruments that can easily be sold in

times of crisis. The criterion is liquidity, therefore high quality items having short

maturities that can easily be converted into cash are included here (i.e.  Cash,

deposits with the central bank, treasury bills, and government securities).This ratio

is computed by dividing total liquid assets and deposits with banks by total assets.

This ratio is presented as,

Liquid Asset Ratio= AssetsTotal

Banks withDepositsAssetsLiquidTotal 
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Table 4.1

Liquid Assets Ratio (%)

Bank/FY NCCB

2063/64 79.52%

2064/65 88.61%

2065/66 87.76%

2066/67 73.93%

2067/68 80.29%

Mean 82.02%

S.D. 6.10

C.V. 0.07

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A1)

The above table shows that the mean, standard deviation and coefficient of

variation of liquid assets ratio of NCCB has fluctuating trend. The highest ratio is

88.61% in 2064/65 and lowest ratio is 73.93% in 2065/67. The mean ratio of the

study period is 82.02% and the C.V. between them is 0.07.

4.1.2 Cash & Bank Balance to Current Assets Ratio

Cash & bank balance to current assets ratio reflects the portion of cash and bank

balance in total of current assets. Cash & bank balance are the most liquid current

assets. This ratio measures the percentage of most liquid fund with the bank to

make immediate payment. This ratio is calculated by dividing the cash & bank

balance by current asset. Cash and bank balance is composed of cash at hand,

deposits with the central bank, deposits with other banks and financial institutions.

Current assets is total liquid assets which consists of cash and bank balance,

deposits with the central bank, deposits with other banks and financial institutions,

money at call, loans and advances and bills purchased.
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Table 4.2

Cash and Bank Balance to Current Asset Ratio

Bank/FY NCCB

2063/64 18.32

2064/65 10.81

2065/66 14.39

2066/67 16.99

2067/68 20.33

Mean 16.16

S.D. 3.70

C.V. 0.25

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A2)

The above table shows that the mean, standard deviation and coefficient of

variation of cash and bank balance to current assets ratio of NCCB has fluctuating

trend. The highest ratio is 20.33% in 2067/68 and lowest ratio is 10.81% in

2064/65. The mean ratio of the study period is 16.16% and the C.V. between them

is 0.25.

4.1.3. Cash & Bank Balance to Total Deposits Ratio

Cash & bank balance are the most liquid current assets, which is said to be the first

defense of every bank. This ratio measures the availability of a bank's highly

liquid and immediately available fund to meet its unanticipated calls on all type of

deposits. This ratio is computed by dividing cash & bank balance by total deposits.

Higher ratio shows higher liquidity position and ability to cover the deposits and

vice versa.
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Cash and bank balance is composed of cash at hand, deposits with the central

bank, deposits with other banks and financial institutions Total deposits means

current deposits, saving deposits and fixed deposits as well as call money deposits

and certificate of deposits.

Cash & bank balance to total deposit ratio of NCC BANK from the fiscal year

2063/64 TO 2067/68 are given below. (See on Annexure-A3)

Table 4.3

Cash & Bank Balance to Total Deposit Ratio

Bank/FY NCCB

2063/64 16.21

2064/65 10.00

2065/66 11.84

2066/67 11.66

2067/68 20.19

Mean 13.98

S.D. 3.98

C.V. 0.30

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A3)

The ratio of cash & bank balance to total deposit ratio is in increasing trend. NCCB has

lowest ratio at FY 2064/65 with 10% and the highest ratio of 20.19% at FY 2067/68. The

mean ratio of the study period is 13.98% with standard deviation of 3.98% and

coefficient of variation of 0.30.

4.1.4. Investment on Government Securities to Current Assets Ratio

Investment on government securities to current assets ratio reflects the current

assets invested on government securities, treasury bills and development bonds.
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Though the government securities are not so liquid as cash & balance, they can be

easily sold in the market or they can be easily converted into cash in other ways

and they are risk free too.

This ratio shows that out of total current assets, how much percentage of it has

been occupied by the investment on government securities. This ratio is calculated

by dividing the amount invested on government securities by current assets.

Table 4.4

Investment on Govt. securities to Current Asset Ratio

Bank/FY NCCB

2063/64 9.67

2064/65 5.30

2065/66 10.12

2066/67 14.19

2067/68 7.16

Mean 9.28

S.D. 4.38

C.V. 0.42

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A4)

NCCB has lowest ratio at FY 2064/65 with 5.30% and the highest ratio of 14.98%

at FY 2066/67.The mean ratio of the study period is 9.28% with standard

deviation of 4.38% and coefficient of variation of 0.42.

According to the NRB directives issued, there shall be no restriction as to

investments by the banks in the securities of His Majesty’s Government and

securities issued by Nepal Rastra Bank. Bank and finance companies can purchase
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and get endorsed (transferred) in their name only those HMG securities which

were primarily issued by NRB.

4.1.5. Loan & Advances to Current Assets Ratio

It shows the relationship between loan & advances to current assets ratio or it

shows the bank's liquidity capacity of discounting and purchasing the bills and

loans, cash credit and overdraft facilities to the customers. To make high profit by

mobilizing its fund in the best way, bank should invest its fund as loan and

advances to the customers. If sufficient loan and advances cannot be granted, it

has to pay interest on those unutilized deposit funds and may loose some earnings.

But high loan and advance may also be harmful to keep the bank in most liquid

position because they can only be collected at the time of maturity. Thus, a bank

must maintain its loan and advance in appropriate level.

This ratio is computed by dividing loan and advance by current assets.  The Table

4.5 below shows the ratio of loan & advances to current assets ratio of NCCB .

Table 4.5

Loan and Advance to Current Asset Ratio (%)

Bank/FY NCCB

2063/64 89.06

2064/65 98.07

2065/66 108.27

2066/67 114.77

2067/68 72.65

Mean 96.56

S.D. 18.47

C.V. 0.20

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A5)
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The loan & advances to current assets ratio of the NCCB is in fluctuating trend

with mean ratio of 96.56% and C.V. of 0.20, which shows that the ratio seems to

be consistent and less variable.

4.2. Profitability Ratios

One of the major objectives of the commercial bank is to earn more profit.

Management and shareholders of the bank expect reasonable and more return.

Efficiencies of any firm can be measured in terms of profit. Profitability ratio

indicates public acceptances of the service of the bank. In this study, the

profitability ratios are computed by relating the profits of banks to their

investment. To measure the profitability of NCC BANK, following ratios have

been calculated and analyzed.

4.2.1. Return on Total Assets Ratio

Return on total assets ratio measure the profitability with respect to total assets. In

the present study, this ratio is calculated and analyzed to measure the profitability

of all financial resources invested in the bank’s assets. A higher ratio usually

indicates efficiency in utilization of its overall resources and vice-versa. This ratio

is computed by dividing Net Profit by total assets.

The below Table shows the ratio of net profit to total assets of NCCB from fiscal

year 2063/64 to 2067/68.
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Table 4.6

Return on Total Assets Ratio (%)

Bank/FY NCCB

2063/64 5.11

2064/65 (7.46)

2065/66 (8.86)

2066/67 (1.92)

2067/68 6.51

Mean (1.32)

S.D. 5.79

C.V. (18.56)

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-B1)

The above table explains that the ratios are fluctuating with overall decreasing

trend ranging between (7.46%) in 2064/2065 to 6.51% in 2067/68. The mean ratio

is found to be (1.32%) with (18.56) C.V between them which indicates that the

ratios are variable and inconsistent during the period of study.  The above Table

4.6 shows that the return on total assets ratios is in fluctuating trend. It is negative

figure in FY2063/64 then is in decreasing trend and in increasing trend in year

2067/68 respectively.

4.2.2 Return on Loan & Advances Ratio

Return on loan advance ratio measures the earning capacity of a commercial bank

on its mobilized fund based loan and advances. A high ratio indicates greater

success to mobilize fund as loan and advances and vice versa.

Return on loan & advances ratio shows how efficiently the bank has utilized their

resources to earn good return from providing loan and advances. This ratio can be

computed by dividing net profit/loss by the total amount of loan and advances.
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The below table shows that the ratio of net profit to the total amount of loan and

advances of NCCB from fiscal year 2063/64 to 2067/68.

Table 4.7

Return on Loan & Advances Ratio

Bank/FY NCCB

2063/64 0.07

2064/65 (0.08)

2065/66 (9.65)

2066/67 (2.27)

2067/68 9.44

Mean (0.49)

S.D. 7.30

C.V. 11.37

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-B2)

The above table explains that the ratios are fluctuating with negative figure in 0.08

in 2064/65 and 9.44 in 2067/68 and overall decreasing trend ranging between

(9.65%) in 2065/66 to( 2.27)% in 2066/67. The mean ratio is found to be (0.49) %

with 11.37 of C.V between them which indicates that the ratios are variable and

inconsistent during the period of study.

4.2.3 Total Interest Earned on Total Working Fund Ratio

Total interest earned on total assets ratio shows how much interest the bank has

generated by mobilizing its assets. Interest occupies significant place in income for

the banks. Generally, banks earn interest through the provision of loans and

advances, overdrafts and investments in securities. In other words, this ratio

reflects the extent to which the bank is successful in mobilizing its total assets to

generate high income as interest .A high ratio is an indicator of high earning
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power of the bank’s total asset and vice-versa. This ratio is computed by dividing

total interest earned by total working fund.

Table 4.8

Total Interest Earned on Total Working Fund Ratio (%)

Bank/FY NCCB

2063/64 7.31

2064/65 7.83

2065/66 8.76

2066/67 7.86

2067/68 7.00

Mean 7.75

S.D. 1.90

C.V. 0.27

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-B3)

Total interest income from total working fund ratio of NCCB has followed fluctuating

trend. It is ranging from 7.83% to 8.76% during the study period. The mean ratio is found

to be 7.75% in the review period with standard deviation of 1.90% and coefficient of

variation of 0.27.

4.3. Assets Management Ratio

Assets management ratio or activity ratios are employed to evaluate the efficiency

with which the firm manage and utilize its assets. The efficiency with which the

assets are used would be reflected in the speed and rapidity with which the assets

are converted into revenues. The greater the rate of turnover or conversion, the

more efficient is the management or utilization of assets.
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4.3.1. Loans & advances to Total Deposits Ratio

This ratio actually measures the extent to which the bank is successful to mobilize

the total deposits on loan and advances for the purpose of profit generation. A high

ratio of loan and advances indicates better mobilization of collected deposits and

vice versa. But it should be noted that too high ratio may not be favorable. This

ratio is calculated by dividing loan and advance by total deposits. The below Table

4.6 shows the loans & advances to total deposits ratio of NCC BANK from fiscal

year 2063/64 to 2067/68.

Table 4.9

Loan and Advance to Total Deposit Ratio (%)

Bank/FY NCCB

2063/64 78.78

2064/65 90.66

2065/66 89.12

2066/67 78.80

2067/68 72.14

Mean 81.90

S.D. 6.99

C.V. 0.09

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C1)

The above Table 4.9 shows that the loans & advances to total deposit ratios are in

fluctuating trend. It is not necessary that the increment in deposit increases the

loan and advances.  The increased deposit may be deployed in other investment

areas too.  But in case of NCCB, the investment in loan and advances has been

increasing along with the increase in deposits. The average mean ratio is 81.90%

with standard deviation of 6.99% and coefficient of 0.09.  The C.V. between the

ratios shows that the ratios are satisfactorily consistent over the study period. It



82

shows that the ratios are consistent and less variable.

4.3.2. Loan & Advances to Total Working Fund Ratio

Loans & advances is an important part of total assets (total working fund).

Commercial banks must be very careful in mobilizing the total assets as loan &

advances in appropriate level to generate profit. This ratio reflects the extent to

which the commercial banks are successful in mobilizing their assets as loans &

advances for the purpose of income generation. A higher ratio indicates better in

mobilization of funds as loans & advances and vice versa.

This ratio is calculated by dividing loan and advances by total working fund. The

below Table 4.10 shows the loans & advances to total working fund of NCC

BANK for the fiscal year 2063/64 to 2067/68 .

Table 4.10

Loan and Advance to Working Fund Ratio (%)

Bank/FY NCCB

2063/64 70.82

2064/65 86.90

2065/66 91.78

2066/67 84.85

2067/68 64.08

Mean 79.68

S.D. 12.32

C.V. 0.16

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C2)

Referring to the above Table 4.10, we can see that NCCB has fluctuating ratios of

loan and advances to working fund. The standard deviation is 12.32% and
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coefficient of variation is 0.16, which shows that the loan & advances to working

capital fund is less variable.

4.3.3. Total Investment to Total Deposit Ratio

Total investment to total deposit ratio indicates how properly firm’s deposits have

been invested on government securities and shares and debentures of the other

companies. This ratio can be computed by dividing the total investment by total

amount of deposit collections.

In the process of portfolio management of bank assets, various factors such as

availability of fund, liquidity requirement, central bank's norm etc are to be

considered in general. A high ratio is the indicator of high success to mobilize the

banking fund as investment and vice versa.

Table 4.11

Total investment to Total Deposit Ratio (%)

Bank/FY NCCB

2063/64 9.64

2064/65 6.04

2065/66 8.94

2066/67 19.02

2067/68 25.97

Mean 13.92

S.D. 8.03

C.V. 0.52

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C3)

In the table 4.11, NCCB has increasing trend regarding the ratios during the study
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period. The mean value of NCCB is 13.92% and standard deviation of 8.03% with

the coefficient of variation 0.52, which reveals that the investment policy is in

average position.

4.3.4. Investment on Government Securities to Total Working Fund Ratio

This ratio measures the contribution made by investment on government securities

in total working fund of the bank. Besides mobilizing its major portion of funds in

the form of loans and advances, banks invests their funds in purchasing different

types government securities. They do so mainly to utilize the excess funds for

income generation without taking more risk and to maintain the adequate level of

liquidity since these securities are more liquid assets than loans and advances. A

high ratio indicates better mobilization of fund as investments on government

securities. Investment on government securities to total working fund ratio shows

how much part of total investment is there on government securities in percentage.

This ratio can be computed by dividing investment on government securities by

total working fund.

Table 4.12

Investment on Government Securities to Total Working Fund Ratio (%)

Bank/FY NCCB

2063/64 7.69

2064/65 4.69

205/66 8.58

2066/67 10.49

2067/68 6.32

Mean 7.55

S.D. 3.46

C.V. 0.40

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C4)
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Investment on government securities to total working fund ratio is in fluctuating

trend during the study period. The mean ratio is found to be 7.55% and standard

deviation is 3.46% with 0.40 of C.V. between them, which indicates that the ratios

are variable and not consistent during the study period.

4.3.5. Investment on Shares and Debentures to Total Working Fund Ratio:

This ratio measures the contribution made by investment on shares and debentures

in total working fund of the bank. Nowadays commercial banks invest its fund not

only on government securities, but also invest on the shares and debenture of other

different types of companies. A high ratio indicates better mobilization of fund as

investments on shares & debentures and vice versa.

Investment on shares and debentures to total working fund ratio shows the

investment on shares and debentures of financial institutions and other companies

out of total working fund. This ratio can be computed by dividing shares and

debentures by total working fund

Table 4.13

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

Bank/FY NCCB

2063/64 2.27

2064/65 2.41

2065/66 2.59

2066/67 2.76

2067/68 1.87

Mean 2.38

S.D. 2.20

C.V. 1

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C5)
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Investment on shares and debentures to total working fund ratio is in fluctuating

trend during the study period. The mean ratio is found to be 2.38% and standard

deviation is 2.20% with 1 of C.V. between them.

Banks may invest in shares and securities of any one organized institution not

exceeding 10 % of the paid up capital of such organized institution. Any amount

of investment made in excess of this limit, for the purpose of calculation of the

capital fund, shall be deducted from the Core capital Fund.

Bank shall invest in the shares and securities of organized institutions, which are

already listed in the stock exchange, or arrangement exists for listing within one

year.

4.4. Measuring Activity or Performing Ratios

In this section, the lending efficiency in terms of quality of turnover is measured.

Not all of the bank’s customers will pay back the loans extended in full. In bank

jargon, not all loans will perform. Some will perform for a time and then become

non- performing. When a particular borrower is unable or unwilling to pay the

loan extended by the bank then the loan is referred to as overdue. After a certain

period of time, an overdue loan may become non- accruing or non -performing,

subject to the definitions utilized by the bank and the regulatory authority that

supervises it. A non- performing loan is one form of non- performing asset. Such

problem asset become burden to a bank and a bank with an increasing proportion

of problem asset can be said to be experiencing deterioration of its asset quality.

Non-performing loans are undesirable for the banks. Simply put; loans are the

assets out of which a bank generates its profits. Because margins on bank loans are

low-money is , after all , merely a commodity- and because banks are so highly

leveraged, the complete loss of a single bad loan can wipe out the profits

generated from dozens of performing loans. Here different ratios are used to
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analyze the lending efficiency of the bank. For this purpose different variables of

balance sheet and profit and loss account have been established. The following

ratios are analyzed for this purpose.

4.4.1 Non-Performing Loans to Total Loans and Advances Ratio

This ratio measures the proportion of non- performing loans on the total volume of

loans and advances. This ratio reflects the quantity of quality assets that the bank

is holding. It signifies the degree to which a bank is lending money to borrowers

who are not paying it back. Higher ratio reflects the bad performance of the bank

in mobilizing loans and advances and bad recovery rate and vice versa. This ratio

is computed by dividing the non- performing loans by total loans and advances.

The non-performing assets for commercial banks should be in single digit i.e. less

than 10% Table 4.14

Non-Performing Loans to Total Loans and Advances Ratio (%)

Bank/FY NCCB

2063/64 12.72

2064/65 8.64

2065/66 21.89

2066/67 15.53

2067/68 18.91

Mean 15.53

S.D. 7.80

C.V. 0.58

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-D1)

The above table shows that the ratios are in the fluctuating trend during the study

period. The mean ratio is found to be 15.53% with standard deviation of 7.80. The

coefficients of variation between the ratios are 0.58, which shows that the ratios

are inconsistent
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4.4.2 Loan Loss Provision to Total Loan and Advances Ratio

The ratio of loan loss provision to total loans and advances describes the quality of

assets that a bank is holding. Nepal Rastra bank has classified pass loan as

performing loan and other three loans as non-performing loans. This volume of

non-performing loan is called non-performing assets (NPA) of the commercial

banks. Loan loss provision set aside for performing loan is defined as general loan

loss provision and loan loss provision set aside for non-performing loan is defined

as specific loan loss provision. The provision for loan loss reflects the increasing

probability of non- performing loans in the volume of total loan and advances.

Loan loss provision on the other hand signifies the cushion against future

contingencies created by the default of the borrowers. The lower ratio signifies the

good quality of assets in the total volume of loan and advances. Similarly, the

higher ratio signifies the relatively more risky assets in the volume of loans and

advances. This ratio shows how efficiently the bank manages its loans and

advances and makes effort for timely recovery of loans. This ratio is calculated by

dividing the loan loss provision by total loans and advances.

Table 4.15

Loan Loss Provision to Total Loan and Advances Ratio (%)

Bank/FY NCCB

2063/64 9.45

2064/65 9.85

2065/66 21.29

2066/67 19.66

2067/68 (6.39)

Mean 10.77

S.D. 11.39

C.V. 1.16

Source:  Financial statement of bank 2063/64 to 2067/68 (See on Annexure-D2)
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The above table shows that the loan loss provision to total loan and advances ratios are in

the fluctuating trend during the study period. The mean ratio is found to be 10.77% with

standard deviation of 11.39%.The coefficient of variation between the ratios is 1.16

which indicates that the ratios are less consistent and more variable during the study

period.

4.5. Trend Analysis

Under this topic, we analyze and interpret the trend of deposits, loan & advances,

investment and net profit of NCCB that helps to make forecasting for next five

years. The following trend value analysis has been used in this study.

4.5.1. Trend Analysis of Total Deposits

Here, an effort has been made to calculate the trend values of total deposits of

NCCB for five years from FY 2063/64 and forecasted the same for next five years

till 2072/73. The following table shows the trend values of total deposits of NCCB

for 10 years from 2063/64 to 2077/78.

Table 4.16

Trend Analysis of Total Deposits (Rs. In Million)

Year ( t) Trend Values yc = a + bx

2063/64 5987.70

2064/65 6630.94

2065/66 6619.58

2066/67 6500.34

2067/68 7320.24

2068/69 7372.11

2069/70 7625.56

2070/71 7879.01

2071/72 8132.46

2072/73 8385.91

(See Annexure –E1)
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From the above table, it is clear that the total deposit of NCCB is in increasing

trend. Other things remaining same, the total deposits of the bank will be

Rs.8385.91 million in the FY 2072/73, which is the highest under the study period.

This can be shown with help of the following figure as well.

Figure 4.1

Trend Values of Total Deposits of NCCB

4.5.2. Trend Analysis of Loan & Advances

Here, the trend values of total loan & advances from FY 2063/64 to 2067/68 and

the forecast for next five years from 2068/69 to 2072/73 have been done.



91

Table 4.17

Trend Analysis of Loan & Advances (Rs. In Million)

Year ( t) Trend Values yc = a + bx

2063/64 4717.30

2064/65 6011.90

2065/66 5899.16

2066/67 5122.22

2067/68 5281.05

2068/69 5477.67

2069/70 5501.45

2070/71 5525.23

2071/72 5549.01

2072/73 5572.79

(See Annexure –E2)

The above table shows that the loan & advances of NCCB is in increasing trend.

Other things remaining same, total loan & advances of NCCB in FY 2072/73 will

be Rs.5572.79 million, which is the highest under the study period. This can be

shown with help of the following figure as well.



92

Figure 4.2

Trend Values of Loan& Advances of NCCB

4.5.3. Trend Analysis of Total Investment

Here, an attempt has been made to analyze the trend values of total investment of NCCB

for five years from FY 2063/64 to 2067/68  and forecasted the same for next five years

till 2072/73. The following table shows that the trend values of total investment of NCCB

for 10 years from FY 2063/64 to 2072/73.

Table 4.18

Trend Analysis of Total Investment (Rs. In Millions)

Year ( t) Trend Values yc = a + bx

2063/64 573.98

2064/65 400.34

2065/66 591.64

2066/67 1236.62

2067/68 1900.76

2068/69 1987.64

2069/70 2336.63

2070/71 2685.62

2071/72 3034.61

2072/73 3383.60

(See Annexure-E3)
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From the above table it is clear that the total investment of NCCB is in increasing

trend. Other things remaining same, total investment of the bank in FY 2072/73

will be Rs.3383.60 million, which is the highest under the study period. This can

be shown with help of the following figure as well.

Figure 4.3

Trend Values of Total Investment of NCCB

4.5.4. Trend Analysis of Loan Loss Provision

Here, an attempt has been made to analyze the trend values of loan loss provision

of NCCB for five years from FY 2063/64 to 2067/68 and forecasted the same for

next five years till 2072/73. The following table shows that the trend values of

loan loss provision of NCCB for 10 years from FY 2063/64 to 2072/73.
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Table 4.19

Trend Analysis of Loan Loss Provision (Rs. In Million)

Year ( t) Trend Values yc = a + bx

2063/64 445.67

2064/65 592.17

2065/66 1240.33

2066/67 1006.33

2067/68 (337.41)

2068/69 648.99

2069/70 668.81

2070/71 688.63

2071/72 708.45

2072/73 728.27

(See Annexure –E4)

From the above table it is clear that the loan loss provision of NCCB is in

decreasing trend. Other things remaining same, the loan loss provision of the bank

in FY 2072/73 will be Rs 728.27 million, which is the lowest under the study

period. This can be shown with help of the following figure as well.
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Figure 4.4

Trend Values of Loan Loss Provision of NCCB

4.6. Coefficient of Correlation Analysis

Coefficient of correlation analysis is the mathematical method of measuring the

degree of association between the two variables i.e. one dependent and another

independent. This analysis interprets and identifies the relationship between two or

more variables. In the case of highly correlated variables, the effect of none

variable may have effect on other correlated variable. Under this topic, this study

tries to find out relationship between the following variables:

1. Coefficient of correlation between deposit and loan & advances.

2. Coefficient of correlation between total deposit and total investment

3. Coefficient of correlation between total investment and net profit.

The above analysis tools analyze the relationship between these relevant variables

and helps the bank to make appropriate polices regarding deposit collection, fund
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utilization (loan & advances) and profit maximization.

To find out those relationships, the following formula is used:

Coefficient of correlation (r) = 


22 yx

xy

N

r1
0.6745P.Er.

2


The result of coefficient is always between –1 to +1, when r = +1, it means there is

significant relationship between two variables and when –1, it means there is no

significant relationship between two variables.

4.6.1. Coefficient of Correlation between Total Deposits and Loan &

Advances

Deposits have played a very important role in the performance of a commercial

bank and similarly loan & advances are important to mobilize the collected

deposits. Coefficient of correlation between deposit and loan & advances measure

the degree of relationship between these two variables. In this analysis, deposit is

independent variable (X) and loan & advances are dependent variable (Y). The

main objective of computing 'r' between these two variables is to justify whether

deposits are significantly used as loan & advances in a proper way or not. The

table shows the value of 'r', Probable Error (P.Er.) and 6P.Er.between total deposits

and loan & deposits.

Table 4.20

Coefficient of Correlation between Total Deposits and Loan & Advances

Correlation

coefficient(r)
P. Er. 6 x P.Er Remarks

0.38 0.26 1.56 r>6 x P.Er.

(See Annexure –F1)
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The above table shows correlation coefficient (r) between total deposits and loan

and advance of the bank id 0.38 i.e perfectively positive and probable error

multiplied by six found to be 1.56. Since r>6 x PE r, it is significant and there is

correlation between total deposits and loan & advance in NCCB.

4.6.2. Coefficient of Correlation between Total Deposits and Total Investment

Coefficient of correlation between total deposit and total investment measure the

degree of relationship between these two variables. In this analysis, deposit is

independent variable (X) and investment is dependent variable (Y). The main

objective of computing 'r' between these two variables is to justify whether

deposits are significantly used as investment in a proper way or not. The table

shows the value of 'r', Probable Error (P.Er.) and 6 x P.Er. between total deposits

and total investment.

Table 4.21

Coefficient of Correlation between Total Deposits and   Total  Investment

Correlation

coefficient(r)
P. Er. 6 x P.Er Remarks

0.34 0.27 1.60 r6 x P.Er.

(See Annexure–F2)

The above table shows correlation coefficient (r) between total deposits and total

investment of the bank is 0.34 i.e positive and probable error multiplied by six

found to be 1.60. Since r  6P x E r, it is significant and there is correlation

between total deposits and loan & advance in NCCB.

4.6.3. Coefficient of Correlation between Total Investment and Net Profit

Coefficient of correlation between total investment and net profit measure the

degree of relationship between these two variables. In this analysis, total
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investment is independent variable (X) and net profit is dependent variable (Y).

The main objective of computing 'r' between these two variables is to find out

whether investment and net profit is significantly correlated or not. The table

shows the value of 'r'. Probable Error (P.Er.) and 6 x P.Er. between total

investment and net profit.

Table 4.22

Coefficient of Correlation between Total Investment and Net Profit

Correlation coefficient P. Er. 6 x P.Er. Remarks

0.68 0.16 0.97 r>6x P.Er.

(See Annexure –F3)

The above table shows correlation coefficient( r) between total  investment and net

profit of the bank is 0.68 ie positive and probable error multiplied by six found to

be 0.97 Since r > 6 x PE r, it is significant and there is correlation between

investment and net profit in NCCB.

4.6.4.Coefficient of Correlation between Loan Loss Provision and Loan and

Advances

The correlation between loan loss provision and loan& advances measures the

degree of relationship between these two variables. The value of (r) explains

whether there is significant relationship between these two variables or not. In this

analysis, loan & advances is independent variable and loan loss provision is

dependent variable.

Table 4.23

Coefficient of Correlation between Loan Loss Provision and Loan &

Advances

Correlation Coefficient P. Er. 6x P.Er. Remarks

0.32 0.27 1.62 r<6×P.Er.

(See Annexure-F4)
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The above table shows correlation coefficient(r) between loan loss provision and

loan and advances is 0.32 and probable error multiplied by six found to be 1.62

since r < 6 x PE r, it is insignificant and there is no correlation between loan loss

provision and loan and advances.

4.7. Major Findings

The preceding chapter have discussed and explored the facts and matters for the

various parts of the study. Analytical part, which is the heart of the study, makes

an analysis of various aspects of the investment policy of NCCB by using some of

important financial as well as statistical tools.

Having completed the basic analysis required for the study, the final and most

important task of the researcher is to enlist finding issues and gaps of the study

and give suggestions for further improvement. This would be meaningful to the

top management of the bank to initiate action and achieve the desire 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 that are derived on the basis of financial data analysis of

NCCB are presented below:

4.7.1 Findings from the Liquidity Ratios Analysis

A.1 From the analysis of the liquidity assets ratio, it can be said that the bank has

sound ability to meet their short term obligation though the ratios are in the

fluctuating trend in the year 2067/68 it is in decrease ratio. The highest ratio is

88.61% in the FY 2064/65 whereas the lowest ratio is 73.93% in the FY 2066/67.

In general, the liquidity ratio analysis of the bank over the five years period

indicates that the bank has been able to meet its short term obligations and has

satisfactory liquidity position.
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A.2 The cash & bank balance to current assets ratio of NCCB has increasing trend.

The mean ratio for the study period is 16.16% and the C.V. between them is 0.25.

On the basis of C.V. the ratios seems to be less variable and consistent. It indicates

that NCCB is in better position in maintaining its cash & bank balance to meet its

daily requirements to make the payments on customers' deposits withdrawal.

A.3 The cash & bank balance to total deposits ratio of NCCB has fluctuating

trend. The mean ratio for the study period is 13.98% with standard deviation of

3.98 % and coefficient of variation of 0.29, which shows that the ratios are

consistent. The above analysis indicates that the cash & bank balance position of

NCCB with respect to total deposit is better to serve its customers deposit

withdrawal demands. It implies the satisfactory liquidity position of NCCB.

A.4 The investment on government securities to current assets ratio of NCCB has

the fluctuating trend. The mean ratio of the study period is 9.28% with standard

deviation of 4.38 % and coefficient of Variation of 0.42. According to the NRB

directives issued, there is no restriction for the commercial banks to investment in

the securities of Nepal Government and securities issued by Nepal Rastra Bank.

Investment on government securities is the secondary defense mechanism for

commercial banks. It shows the proportion of additional source of liquidity in

addition to cash and bank balance in total current assets. From the analysis of

investment on government securities to current assets ratio, NCCB's investment in

government securities can be considered as healthy.

A.5 The loan & advances to current assets ratio of the NCCB is in fluctuating

trend with mean ratio of 96.56% and C.V. of 0.20 which shows that the ratio

seems to be consistent and less variable.
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4.7.2. Findings from Profitability Ratios

B.1 Net profit to total asset ratios is fluctuating during the study period. The ratios

range between (7.46) % in 2064/65 and 6.51% in 2067/68. The mean of the ratios

is found to be (1.32) % in negative figure with (18.56) C.V. which is also in

negative figure between them, which indicates that the ratios are variable and

inconsistent during the study period. The return on assets of the bank is in negative

figure which indicates the earning capacity of the bank assets and utilization of its

assets is not good.

B.2 Net profit to loan and advances ratio is fluctuating with overall fluctuating

trend. The mean ratio is found to be 0.49 % with 11.37 of CV between them. This

indicates that the ratios are variable and inconsistent during the period of study.

B.3 .The interest earned to total working fund of NCCB has fluctuating trend. The

mean ratio is found to be 7.75% and coefficient of variation between them is

0.27during the study period. The ratios are consistent and less variable.

4.7.3. Findings from Assets Management Ratio Analysis

C.1 Loan & advances to total deposit ratio of NCCB is in fluctuating trend with

mean ratio 81.90% and C.V. of 0.09. The C.V. between the ratios shows that the

ratios are satisfactorily consistent over the study period. Loan and advances is the

banks' most risky asset. High level of risk is not desirable for commercial banks as

the default in loans can increase the loan loss provision and hence decrease the

profit.

C.2.The mean ratio of loan & advances to total working fund is79.68% and the

C.V. between them is 0.16, which shows that the ratios are consistent over the

study period. This shows that loan and advances comprises in average of the total

assets of the bank which shows that the bank does not comprises loan & advances.
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Loan & advances is the most risky and most productive assets of the bank. High

ratio suggests high risk and eventually yields high return for the bank but NCCB

has not adopted high risk policy towards the mobilization of its fund to risky

assets.

C.3. Total investment to total deposit ratios is in fluctuating trend during the study

period. The mean ratio of investment to total deposit is 13.92%. The C.V of 0.52

which shows that the ratios are less consistent and more variable. The figures

suggest that the bank has mobilized significant amount of its total deposits in

government securities and shares and debentures of other companies.

C.4. Investment on government securities to total working fund ratio is in

fluctuating trend during the study period. The mean ratio is found to be 7.75%

with 0.40 C.V. between them, which indicates that the ratios are variable and not

consistent during the study period. Investment on government securities is the risk

free investment for the commercial banks. This ratio shows the proportion of risk

free assets in the total assets of bank. The Analysis shows that the bank has

mobilized about less than one fifth of fund on government securities i.e. low

productive and risk free sector.

The investment in government securities depends upon the flow of money in the

economy and hence there could be fluctuations in this type of investment as most

of the commercial banks tend to bid in low discount rate when they have large

volume of idle deposits.

C.5. Investment on shares and debentures to total working fund ratio is in

fluctuating trend during the study period. The mean ratio is found to be 2.38%

with 1 C.V. between them, which indicates that the ratios are variable and not

consistent during the study period.  So NCCB has invested very less percentage of



103

total working fund into shares and debentures of other companies.

4.7.4. Findings from Activity or Performing Ratios

D.1. Non- performing loan to total loan and advances ratio shows that the ratios

are in the fluctuating trend during the study period. The mean ratio is found to be

15.53% with standard deviation of 7.80%. The coefficient of variation between the

ratios is 0.58 which shows that the ratios are inconsistent.

This is the proportion of nonperforming asset of commercial bank and NPA is

major problem nowadays. Commercial banks should maintain its NPA, within a

level. In Nepalese context NPA should be below 10%.otherwise the bank will be

in serious trouble. The mean NPA level of NCCB over 5 year study period is

18.91% which is higher than the standard level. So, the bank should give prior

attention towards NPA management.

D.2. the loan loss provision to total loan and advances ratios are in the fluctuating

trend during the study period. The mean ratio is found to be 10.77% with standard

deviation of 11.39%.The coefficient of variation between the ratios is 1.16 which

indicates that the ratios are less consistent and more variable during the study

period.

The loan loss provision is the cushion against future defaults by borrowers. But in

short term, it affects the profitability of the bank. Higher ratio is the indication of

the low quality of productive asset. The loan loss provision for performing loan is

1% and higher ratio than 1% indicates that the bank has certain proportion of

nonperforming loan .the decreasing trend of loan loss provision during the study

period indicates that the quality of loans becoming upgrading year by year i.e. it

seems that amount of non- performing loan is decreasing.
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4.6.6. Finding from Trend Analysis

From the trend analysis of total deposit, loan and advances and investment shows

that they are in increasing trend. Total value projected for total deposit, loan and

advances and investment are Rs. 8385.91 million, Rs.5572.79 million, and

Rs3383.60 million respectively. Though total deposit, loan and advances and

investment are in increasing trend, because of the high rate of non-performing

assets, the bank has been able to generate desired profit during the study period.

4.6.7. Findings from the Correlation Analysis

The correlation between total deposits and total loan & advances shows that the

correlation (r) between deposits and loan & advances of the bank is 0.38 and

probable error multiplied by six is found to be 0.26 Since r >6 x P. Er. It is

significant and there is correlation between total deposits and loan & advance in

NCCB. Correlation (r) is positive and near to 1. So, it is inferred that there is

positive correlation between total deposits and loan & advances during the study

period. It means the increase and decrease of total deposit of the bank strongly

affects the volume of loan & advances.

The correlation between total deposit and total investment shows that the

correlation coefficient (r) between total deposits and total investment of the bank

is 0.24 and probable error multiplied by six is found to be 1.60. Since r6xP.Er, it

is significant and there is positive correlation between total deposit and total

investments during the study period in NCCB.

The correlation between total investment and net profit shows that the correlation

coefficient (r) between total investment and net profit of the bank is 068 and

probable error multiplied by six is found to be 0.97. Since r6 x P.Er, it is

significant and there is positive correlation between total investment and net profit

during the study period in NCCB.
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The correlation between loan loss provision loan loss provision and loan and

advances shows that the correlation coefficient (r) between loan loss provision and

loan and advances of the bank is 0.32 and probable error multiplied by 6 is found

to be 1.62.since r  6 x P.Er, it is insignificant and there is positive correlation

between loan loss provision and loan and advances.
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CHAPTER – V

SUMMARY, CONCLUSION & RECOMMENDATIONS

5.1 Summary

Investment management of a bank is guided by the investment policy adopted by

the bank. The investment policy of bank helps the investment operation of the

bank to be efficient and profitable by minimizing the inherent risk. The investment

is the most important function of commercial banks. A healthy development of

any commercial bank depends upon its investment policy. A good investment

policy attracts both borrowers and lender, which helps to increase the volume and

quality of deposits, loans and investment.

Investment refers to buying of shares, stocks and bond of the capital market. In

terms of banking, investment means purchasing of stocks, securities, treasury bills

etc. A commercial bank should mobilize its deposits and other funds to secured,

profitable and marketable sector so that it can be easily liquidated when necessary.

Therefore when loan investments are made, it should analyze all the aspects of

good lending practices so that it would gain profit on the transaction of loan.

Investment policy provides guidelines to handle their investment operation

smoothly ensuring maximum return with minimum exposure towards risk.

Main investment of the banks is lending its collected fund in different sector of

economy. The formulation of sound lending policies for all banks should have

adequate and careful consideration over community needs, size of loan portfolio,

character of loan, credit worthiness of borrower and asset pledged to security

borrowing, interest rate policy. Lending affects the company’s profitability and

liquidity, so it is one of the crucial decisions for the commercial banks.

The major source of income of a bank is interest income from loans and
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investments and fee based income. Loan is not the money market investment but it

is considered as the investment of the bank. Loan and advances provided by

commercial banks are very risky. Risk of non- repayment of loan is known as

credit risk or default risk. Performing loans have multiple benefits to the society

by helping the growth of economy while non-performing loans even erodes

existing capital. The directions and guidance provided by Nepal Rastra Bank- are

the major policy statements for Nepalese commercial banks. So commercial banks

have to follow these policies to utilize their funds. Thus proper utilization of the

resources has become relevant and current issue for the banks.

As there has been a number of commercial bank established, the research has

taken into consideration to a single bank only i.e.

‘Nepal Credit and Commerce Bank Ltd.’

The main objective of the study has been to determine the investment policy of

NCCB and to suggest measures to improve the investment policy of the bank. The

study has been constrained by various common limitations. The study has been

based on secondary data from F/Y 2063/2064 to 2067/2068. The data had been

basically obtained from annual reports and financial statements, official records,

various published reports and relevant unpublished master's degree thesis. Besides

these, personal contacts with the bank personnel have also been made.

Financial as well as statistical tools have been used in order to analyze and

interpret the data and information. Under financial analysis, various financial

ratios related to the investment function of commercial banks i.e. liquidity ratio,

asset management ratio, activity ratio, loan and advances portfolio evaluation,

profitability ratio and growth ratio have been analyzed and interpreted. To find out

the effect of Investment portfolio on capital adequacy, a separate analysis on

capital adequacy and investment portfolio was assessed.  Under statistical analysis,
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some relevant statistical tools i.e. co-efficient of correlation and trend analysis

have been used. These analyses give clear picture of the performance of the bank

with regard to its investment operation and policy.

In this study, the word investment is conceptualized as the investment of income,

savings, or other collected funds. The term investment covers the wide range of

activities. It is only possible where there is an adequate saving. Investment policy

is an important ingredient of overall national economic development because it

ensures efficient allocation of fund to achieve the materials and economic well

being of the society as a whole.

The primary objective of the joint venture bank is always to earn profit by

investing or granting loan & advances to people associated with trade, business

and industry etc. That means they are required to mobilize their sources properly

to acquire profit. How well a bank manages its investment has a great deal to do

with the economic health of the country because the bank loans support the growth

of new business and trade empowering the economic activities of the economy.

The income and profit of the bank depends upon its lending procedures, lending

policy and investment of its fund in different securities. The greater the credit

created by the bank, the higher will be the profitability. They should revise its

policy time to time to sustain in a competitive business environment.

5.2 Conclusion

From the overall analysis of investment policy of NCCB with the help of financial

and statistical tools the problems set for the study is answered as under, which is

the main objective of this study.

1. The relation of total deposit is positive to total investment i.e. if total
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deposit increases, bank’s loan & advances, investment on government

securities, shares and debentures of other companies also increases.

2. The bank has sound ability to meet their short term obligations and has

satisfactory liquidity position. The analysis of liquidity ratios shows that the

bank holds enough amounts of liquid assets in the form of cash and bank

balance, government securities, treasury bills etc.

3. It has been observed that the loan loss provision of the bank is in negative

figure due to the high proportion of nonperforming assets on total loan and

advances. In the Nepalese context, NPA should be in single digit to be

considered as satisfactory.

4. The major source of fund of the bank is deposit from its customers and it is

in increasing trend. Similarly, the bank’s utilization of its fund in the form

of investment are also in increasing trend with satisfactory and high growth

rate respectively.  The net profit of the bank has been in negative growth

rate but it is on positive growth in year 2067/68 due to low degree of

nonperforming assets.

5.3 Recommendations

On the basis of analysis, findings, issues and gaps of the study, following

recommendation can be made to overcome weakness, inefficiency and to

revitalize and improve present fund mobilization and investment policy of NCCB.

1. The liquidity position of a bank can be affected by external as well as internal

factors. The affecting factors can be interest rates, supply as well as demand

position of deposits and loan, investment situation, central bank's directive, the

lending policies, capability of management, strategic planning and funds flow

situations.
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Liquidity position of NCCB is found to be fair enough.  It is obvious that the

holder of highest deposit among the private sector commercial bank have been

facing challenges to maintain its liquidity position.  Therefore, NCCB is

recommended to increase the investments in the government securities, which

helps to utilize funds into income generating asset as well as minimizes risk and

also helps to maintain optimal level of liquidity.

2. The management of the bank should work in the interest of its owners such as

promoters and share holders.  Therefore, the bank must always analyze and

investigate thoroughly on every investment opportunities.  The bank must also

have the research team to hunt for the new areas of opportunity. All these facts,

be it very general and simple, can increase the profit.

3. The proportion of non-performing assets on total loan and advances of the

bank is above the standard level. In the Nepalese context too, NPA should be

within the single digit to be considered as satisfactory. The NPA level of the

bank is higher than these standards. So, the management of the bank should

give its due attention to manage the NPA level within the satisfactory level.

4. Bank can gain more Net Profit if it can reduce its non-performing asset.

Because non-performing asset decrease Net profit of the bank. On the basis of

findings, the bank has decreasing its large amount of loan in fiscal year

2064/65 being apportioned as non-performing assets (NPA). Hence, the bank is

in profit in this year but there is still an urgent need to work out a suitable

mechanism through which the default loans can be realized.

5. Regarding NPA, the bank must focus on credit risk management. The analysis

of the project and feasibility studies before granting credit facility can reduce

the default. In addition to this, corporate ethics and a strong corporate culture

with high degree of awareness of credit risk should be present. As a

prerequisite, establishing adequate policies and procedures is advisable.
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6. To lower the magnitude of non-performing assets, and to effect

necessary reform in the debt recovery, the bank should initiate steps on

establishing Assets Management Corporation (AMC) and on

strengthening the capacity of Debt Recovery Tribunal.

7. Loan default in commercial bank is the result of various factors such as

lack of the necessary skills for the project appraisal, political influences,

improper collateral evaluation, irregular supervision and lack of

entrepreneurial attitude. The proper scrutiny of the documents presented

is the most for preventing any critical conditions in the future. Political

backing is highly prevailing in each and every sectors of Nepalese

investment. Commercial banks should always keep a distance from

these influences.

8. Portfolio management of bank assets basically means allocation of funds into

different components of banking assets having different degrees of risk and

varying rate of return in such a way that the conflicting goal of maximum yield

and minimum risk can be achieved. So, portfolio condition should be examined

from time to time and attention should be given to maintain equilibrium in the

portfolio condition as far as possible. The bank should make continuous efforts

to explore new, competitive and high yielding investment opportunities to

optimize its investment portfolio.

9. The bank should be careful in increasing net profit in a real sense to maintain

the confidence of shareholders, depositors, its customers and the general

public. Although the sources of fund and its utilization have been increasing

and also the total income of the bank has been increasing the satisfactory level,

the bank has not been able to gain the optimum profit in compare to its

contemporary banks. Therefore the bank is recommended to decrease the

expenses by controlling the operating expenses as well as by collecting the
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interest free deposits.

10. The bank is recommended to adopt innovative approach for marketing, in

the light of growing competition in the banking sector. The business of the

bank should be customer oriented. It should strengthen and activate its

marketing function, as it is an effective tool to attract and retain the

customers. For this purpose, the bank should develop an innovative

approach to bank marketing and formulate new strategies of serving

customers in a more convenient and satisfactory way by optimally utilizing

the modern technology and offering new facilities to the customers at

competitive prices.
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Annex

Annexure-A1

Liquid Assets Ratio

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

Total Liquid Assets 5296.47 6130.38 5448.32 4462.90 7269.31

Total Assets 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio(%) 79.52% 88.61% 84.76% 73.93% 88.21%

Annexure-A2

Cash and Bank Balance to Current Assets Ratio

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

Cash &Bank Balance 970.39 662.70 783.96 758.16 1477.83

Current Assets 5296.47 6130.38 5448.32 4462.90 7269.31

Ratio(%) 18.32% 10.81% 14.39% 16.99% 20.33%

Annexure-A3

Cash and Bank Balance to Total Deposit Ratio

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

Cash &Bank Balance 970.39 662.70 783.96 758.16 1477.83

Total Deposit 5987.70 6630.94 6619.58 6500.34 7320.24

Ratio (%) 16.21% 10% 11.84% 11.66% 20.19%
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Annexure-A4

Investment on Government Securities to Current Assets Ratio

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

Government Securities 511.94 324.73 551.59 633.24 520.68

Current Assets 5296.47 6130.38 5448.32 4462.90 7269.31

Ratio(%) 9.67% 5.30% 10.12% 14.19% 7.16%

Annexure-A5

Loan and Advances to Current Assets Ratio

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

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Current Assets 5296.47 6130.38 5448.32 4462.90 7269.31

Ratio(%) 89.06% 98.07% 108.27% 114.77% 72.65%

Annexure-B1

Return on Total Assets Ratio

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

Net Profit 3.41 (5.16) (569.74) (115.93) 498.76

Total Assets 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio (%) 5.11% (7.46)% (8.86)% (1.92)% 6.51%
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Annexure-B2

Return on Loan & Advance Ratio

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

Net Profit 3.41 (5.16) (569.74) (115.93) 498.76

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Ratio (%) 0.07% (0.08)% (9.65)% (2.27)% 9.44%

Annexure-B3

Total Interest Earned on Total Working Fund Ratio

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

Total Interest Earned 486.83 541.85 562.78 474.41 576.61

Total Working Fund 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio (%) 7.31% 7.83% 8.76% 7.86% 7.00%

Annexure-C1

Loan and Advances to Total Deposit Ratio

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

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Total Deposit 5987.70 6630.94 6619.58 6500.34 7320.24

Ratio (%) 78.78% 90.66% 89.12% 78.80% 72.14%
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Annexure-C2

Loan and Advances to Total Working Fund Ratio

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

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Total Working Fund 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio (%) 70.82% 86.90% 91.78% 84.85% 64.08%

Annexure-C3

Total Investment to Total Deposit Ratio

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

Total Investment 573.98 400.34 591.64 1236.62 1900.76

Total Deposit 5987.70 6630.94 6619.58 6500.34 7320.24

Ratio (%) 9.59% 6.04% 8.94% 19.02% 25.97%

Annexure-C4

Investment on Government Securities to Total Working Fund Ratio

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

Government Securities 511.94 324.73 551.59 633.24 520.68

Total Working Fund 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio (%) 7.69% 4.69% 8.58% 10.49% 6.32%
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Annexure-C5

Investment on Shares and Debenture to Total Working Fund Ratio

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

Shares and Debentures 151.07 166.42 166.42 166.42 154.19

Total Working Fund 6660.78 6918.08 6427.70 6036.67 8241.33

Ratio (%) 2.27% 2.41% 2.59% 2.76% 1.87%

Annexure-D1

Non –Performing Loan to Total Loan and Advances Ratio

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

NPA 600.05 519.26 1274.92 795.65 998.57

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Ratio (%) 12.72% 8.64% 21.89% 15.53.% 18.91%

Annexure-D2

Loan Loss Provision to Loan and Advances Ratio

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

Loan Loss Provision 445.67 592.17 1240.33 1006.87 -337.41

Loan and Advances 4717.30 6011.90 5899.16 5122.22 5281.05

Ratio (%) 9.45% 9.85% 21.29% 19.66% (6.39%)
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E. Trend Analysis

E.1 Trend of Total Deposit

E.1.1Growth Ratios of Deposits

Bank/FY 2063/64 2064/65 2065/66 2066/67 2067/68 Growth Rate(%)

NCCB 5987.70 6630.94 6619.58 6500.34 7320.24 5.15%

Growth rate can be calculated as follows:

Here,

Dn = total deposit in nth year

Do = total deposit in initial year

g= growth rate

We have,

Dn = D0 (1+g) n

D2067/68 = D2063/65(1+g) 5-1

7320.24 = 5987.70(1+g) 4

1+g= 1.0515

g =   5.15%

E.1.2 Trend Analysis of Total Deposit (Rs. In Million)

Year (t) Total Deposit(y) x=t-2065/66 x2 xy Yc =a+bx

2063/64 5987.70 -2 4 -11975.40 6104.86

2064/65 6630.94 -1 1 -6630.94 6358.31

2065/66 6619.58 0 0 0 6611.76

2066/67 6500.34 1 1 6500.34 6865.21

2067/68 7320.24 2 4 14640.48 7118.66

N=5 ∑y=33058.80 ∑x =0 ∑x2=10 ∑xy=2534.48
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We have, N=5 ∑x =0, ∑x2=10, ∑y=33058.80, ∑xy=2534.48

Since, ∑x =0, so
N

Y
a  =

5

80.33058
= 6611.76




2X

XY
b =

10

48.2534
=253.45

Y= a + bx

=6611.76+253.45x

Trend Values of Total Deposit of NCC BANK (2067/68 - 2072/73)

Year(t) X yc = a+bx

2068/69 3 7372.11

2069/70 4 7625.56

2070/71 5 7879.01

2071/72 6 8132.46

2072/73 7 8385.91

The equation of the trend line is bxaYc 

E.2 Trend of Loan and Advances

E.2.1 Growth Ratios of Loan and Advances

Bank/FY 2063/64 2064/65 2065/66 2066/67 2067/68 Growth Rate (%)

NCCB 4717.30 6011.90 5899.16 5122.22 5281.05 2.86%

Growth rate can be calculated as follows:

Here,

Dn = total loans & advances in nth year

Do = total loans & advances in initial year



124

g= growth rate

We have,

Dn = D0 (1+g) n

D2067/68 = D2063/64(1+g) 5-1

5281.05 = 4717.30(1+g) 4

1+g= 1.02862

g =  2.86%

E.3.2 Trend Analysis of Loan and Advances (Rs. In Million)

Year (t) Loan and Advances(y) X=t-2065/66 X2 xy Yc =a+bx

2063/64 4717.30 -2 4 -9434.60 5358.77

2064/65 6011.90 -1 1 -6011.90 5382.55

2065/66 5899.16 0 0 0 5406.33

2066/67 5122.22 1 1 5122.22 5430.11

2067/68 5281.05 2 4 10562.10 5453.89

N=5 ∑y=27031.63 ∑x =0 ∑x2=10 ∑xy=237.82

We have, N=5 ∑x =0, ∑x2=10, ∑y=27031.63, ∑xy=237.82

Since, ∑x =0, so
N

Y
a  =

5

63.27031
= 5406.33




2X

XY
b =

10

82.237
=23.78

Y= a + bx

=5406.33+23.78x
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Trend Values of Loan and Advances of NCC BANK (2067/68 - 2072/73)

Year(t) X yc = a+bx

2068/69 3 5477.67

2069/70 4 5501.45

2070/71 5 5525.23

2071/72 6 5549.01

2072/73 7 5572.79

The equation of the trend line is bxaYc 

E.3. Trend Analysis of Total investment

E.3.1.Growth Ratios of Total Investment

Bank/FY 2063/64 2064/65 2065/66 2066/67 2067/68 Growth Rate(%)

NCCB 573.98 400.34 591.64 1236.62 1900.76 34.90%

Growth rate can be calculated as follows:

Here,

Dn = total investment in nth year

Do = total investment  in initial year

g= growth rate

We have,

Dn = D0 (1+g) n

D2067/68 = D2063/64(1+g) 5-1

1900.76 =573.98(1+g) 4

1+g= 1.3490

g =  34.90 %



126

E.3.2. Trend Analysis of Total investment (Rs. In Million)

Year (t) Total Investment(y) x=t-2065/66 x2 xy Yc =a+bx

2063/64 573.98 -2 4 -1147.96 242.69

2064/65 400.34 -1 1 -400.34 591.68

2065/66 591.64 0 0 0 940.67

2066/67 1236.62 1 1 1236.62 1289.66

2067/68 1900.76 2 4 3801.52 1638.65

N=5 ∑y=4703.34 ∑x =0 ∑x2=10 ∑xy=3489.84

We have, N=5 ∑x =0, ∑x2=10, ∑y=4703.34, ∑xy=3489.94

Since, ∑x =0, so
N

Y
a  =

5

34.4703
= 940.67




2X

XY
b =

10

94.3489
=348.99

Y= a + bx

= 940.67+348.99x

Trend Values of Total Investment of NCC BANK (2067/68 - 2072/73)

Year(t) X yc = a+bx

2068/69 3 1987.64

2069/70 4 2336.63

2070/71 5 2685.62

2071/72 6 3034.61

2072/73 7 3383.60

The equation of the trend line is bxaYc 
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E.4 Trend Analysis of Loan Loss Provision

E.3.1.Growth Ratios of Loan Loss Provision

Bank/FY 2063/64 2064/65 2065/66 2066/67 2067/68 Growth Rate(%)

NCCB 445.67 592.17 1240.33 1006.87 (337.41) 34.90%

Growth rate can be calculated as follows:

Here,

Dn = total investment in nth year

Do = total investment  in initial year

g= growth rate

We have,

Dn = D0 (1+g) n

D2067/68 = D2063/64(1+g) 5-1

(337.41) = 445.67(1+g) 4

1+g = 1.349

g =  (193.00) %

E.4. 2Trend Analysis of Loan Loss Provision (Rs. In Million)

Year (t) Loan Loss Provision(y) X=t-2065/66 X2 xy Yc =a+bx

2063/64 445.67 -2 4 -891.34 549.89

2064/65 592.17 -1 1 -592.17 569.71

2065/66 1240.33 0 0 0 589.53

2066/67 1006.87 1 1 1006.87 609.35

2067/68 -337.41 2 4 -674.82 629.17

N=5 ∑y=2947.63 ∑x=0 ∑x2=10 ∑xy=198.18
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We have, N=5 ∑x =0, ∑x2=10, ∑y=2947.63, ∑xy=198.18

Since, ∑x =0, so
N

Y
a  =

5

63.2947
= 589.53




2X

XY
b =

10

18.198
=19.82

Y= a + bx

=589.53+19.82x

Trend Values of Loan Loss Provision of NCC BANK (2067/68 - 2072/73)

Year(t) X yc = a+bx

2068/69 3 648.99

2069/70 4 668.81

2070/71 5 688.63

2071/72 6 708.45

2072/73 7 728.27

The equation of the trend line is bxaYc 
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F. Coefficient of Correlation Analysis

F.1 Coefficient of Correlation between Total Deposit and Loan and Advances

Coefficient of Correlation between Total Deposit and Loan and Advances

(Rs. In Million)

Fy Deposit (X) Loan and
Advances(Y)

x= X - X Y= Y - Y xy x2 y2

2060/64 5987.70 4717.30 -624.06 -689.03 429996.06 389450.88 474762.34

2064/65 6630.94 6011.90 19.18 605.57 11614.83 367.87 366715.02
2065/66 6619.58 5899.16 7.82 492.83 3853.93 61.15 242881.41
2066/67 6500.34 5122.22 -111.42 -284.11 31655.54 12414.42 80718.49

2067/68 7320.24 5281.05 708.48 -125.28 -88758.37 501943.91 15695.08

N=5 x=33058.80 y=27031.63 xy=388362 x2  =904238.23 y2  =1180772.34

X =
N

X =
5

80.33058
= 6611.76

 
 


N

XX
x

425.85

Y =
N

Y =
5

63.27031
= 5406.33

 
 


N

YY
y 485.96




22 yx

xy
r

= 388362

950.91X1086.63

r = 0.38

6.P.E.r =  6×0.26

=  1.56

P.Er. = 0.6745 × 1-r2

√N

=   0.6745 × 0.8556
2.236068

P. Er.  = 0.26
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F.2 Coefficient of Correlation between Total Deposit and Total Investment

Coefficient of Correlation between Total Deposit and Total Investment

(Rs. In Million)

Fy Deposit (X) Investment(Y) x= X - X y= Y - Y xy x2 y2

2063/64 5987.70 573.98 624.06 -366.69 -228836.56 389450.88 134461.56

2064/65 6630.94 400.34 19.18 -540.33 -10363.53 367.87 291956.51

2065/66 6619.58 591.64 7.82 -349.03 -2729.42 61.15 121821.94

2066/67 6500.34 1236.62 -111.42 295.95 -32974.75 12414.42 87586.40

2067/68 7320.24 1900.76 708.48 960.09 680204.56 501943.91 921772.81

N=5 x=33058.80 y=4703.34 405300.30 x2 904238.23  y 2 1557599.2

We have, X =
N

X =
5

80.33058
= 6611.76

 
 


N

XX
x

425.26

Y =
N

Y =
5

34.4703
= 940.67

 
 


N

YY
y 558.14




22 yx

xy
r

= 405300.30

1186771.96

r = 0.34

6.P.E.r =  6×0.27

=  1.60

P.Er. = 0.6745× 1-r2

√N

=   0.6745 × 0.8844
2.236068

P. Er.  = 0.27
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F.3 Coefficient of Correlation between Total Investment and Net Profit

Coefficient of Correlation between Total Investment and Net Profit

(Rs. In Million)

Fy Investment( X) Net Profit (Y) x= X - X y= Y - Y xy x2 y2

2063/64 573.98 3.41 -366.69 41.14 -15085.63 134461.56 1692.50

2064/65 400.34 -5.16 -540.33 32.57 -17598.55 291956.51 1060.80

2065/66 591.64 -569.74 -349.03 -532.01 185687.45 121821.94 283034.64

2066/67 1236.62 -115.93 295.95 -78.20 -23143.29 87586.40 6115.24

2067/68 1900.76 498.76 960.09 536.49 515078.68 921772.81 287821.52

N=5 x=4703.34 y=-188.66 644938.66 1557599.22 579724.70

We have,

X =
N

X =
5

34.4703
= 940.67

 
 


N

XX
x

558.14

Y =
N

Y =
5

66.188
= -37.73

 
 


N

YY
y 340.51




22 yx

xy
r

= 644938.66

1248.04X761.40

r = 0.68

6.P.E.r =  6×0.16

= 0.97

P.Er. = 0.6745× 1-r2

√N

=   0.6745 × 0.5376
2.236068

P. Er.  = 0.16
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F.4 Coefficient of Correlation between Loan Loss Provision and Loan and
Advances

Coefficient of Correlation between Loan Loss Provision and Loan and
Advances

(Rs. In Million)

Fy Loan  Loss
Provision (X)

Loan &
Advance (Y)

x= X - X y= Y - Y xy x2 y2

2063/64 445.67 4717.30 -143.86 -689.03 99123.86 20695.70 474762.34

2064/65 592.17 6011.90 2.64 605.57 1598.70 6.97 366715.02

2065/66 1240.33 5899.16 650.80 492.83 320733.76 423540.64 242881.41

2066/67 1006.87 5122.22 417.34 -284.11 118570.47 174172.68 80718.49

2067/68 -337.41 5281.05 -926.94 -125.28 116127.04 859217.76 15695.08

N=5 x=2947.63 y=27031.63 419012.89 1477633.75 1180772.34

We have,

X =
N

X =
5

63.2947
= 589.53

 
 


N

XX
x

543.62

Y =
N

Y =
5

63.27031
= 5406.33

 
 


N

YY
y 485.97




22 yx

xy
r

= 419012.89

1215.58X1086.63

r = 0.32

6.P.E.r =  6×0.27

=1.62

P.Er. = 0.6745× 1-r2

√N

=   0.6745    x 0.8976
2.236068

P. Er.  = 0.27


