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CHAPTER-1
INTRODUCTION

1.1Background of the Study:

Banks are among the most important financial iastih in the economy and essential
business as it serves in thousands of local towdscaies. It plays an importance role
in the development of the economic position of ¢dourBank is essential to make the
financial position strong of all the financial irgtion. It also plays vital role to

develop the trading, commercial and industrialaefructure of the country.

The word “Bank” is derived from theatin word “Bancus” French word “Banque”
and Italian word “Banca” which refers to bench kaeping lending and exchanging

money or coins in the market place by money lendetsmoney exchangers.

Nepal is a small land locked country with a peritzaipcome of less than $650. There
are so many Nepalese people illiterate only fewpfeeknow the significance of bank
and banking activities. Bank makes a better usmaiey and mobilizes the people’s

saving in productive sector. It helps in every atpef government.
Different scholars have defined Bank.

According to Geoffery Crowther, “A banker is a d&ain debt in his own and other
people the banks business in them to take theafatiher people to offer his own in

exchange and these by to create money.”(An outlimaoney P.417)

Industrialization is an important factor to achmyithe basic objective of country
economic and social progress. Industrialization ardy provides necessary products
and services to the community but also create eynpat opportunities. If facilitates
an effective mobilization of resources of capitaldaskill, which might otherwise
remain unutilized. It also acts as vehicle for éosty innovation and technological

improvement. Industrial development thus has aiplidt effect on the economy.

In ordered to collect the saving and put them iptoductive channels, financial

institutions like banks are a necessity. In theeabs of such institutions, the saving



will not be safely and profitably utilized withirhé economy and will either be
diverted abroad or used for unproductive consumptio speculative activities.

Commercial banks can play a vital role in givindiection to economic development
by financing the requirement of trade and industiie the country. They draw the
community saving into organized sector that can thee allocated among the different
economic activities according to the prioritieglldiown by planning authorities in the
country. At present, there are altogether thirtynowercial banks operating in the
country among which NBL and RBB has occupied widege of business due to
access to most of the corner of the country. Slawbgt of the private banks are also
initiating to move toward every corner of countBut due to prevailing political crisis

they are not being able to meet their objectivagéeh to every corner of the country.
Due to increasing competition banks are forcedntwovate new products to their
customer and they are also shifting from traditiog@rvice procedure to various
sophisticated services like Automatic Teller Maehi(ATM) card , debit card ,

housing loan ,educational loan, vehicle financing.

To depict the performance of any firm financial lges is essential. Past performance
is often a good indicator of future performanceerdfore, all parties are interested to
know the trend of past variable, such as salgsreses, net income, cash flow and
return on investment and so on. Financial analgsibe process of critical judgment

of detail accounting information given in the fisad statements.

Financial analysis is the process of determinirggsiignificant operation and financial
characteristics of a firm from accounting datasibws the relationship between the
various components, which can be finding in theabe¢ sheet, and profit &loss
statement. The analyze statement contain thosematmn which is useful for

management, shareholder, creditors, investors,siteps etc.
1.2 Concept of Commercial Bank.

Commercial bank is a financial institution, whichrisfers monetary sources to users.
In the process of such intermediation, commercaikbdeploys funds raised from

different sources into different assets with a jriabjective of profit generation an



administrative assistancAccording to Commercial Bank Act 2031,“Commercial
banks are those banks which are established uhdematt to perform commercial
function.” The commercial banks pool together tlwisgs of the community and

arrange for their productive uses. They supplyriaia needs of modern business.

According to Grywinski Ronald, “The commercial bamas its own role and
contribution in the economic development. It is esaurce for the economic
development; it maintains economic confidence ofious segments and extends
credit to people.”The new Fashioned Banking, London Howard Business
Review, 1991, P-87

These banks are established to improve people’soatic welfare and facility, to

provide loan to the agriculture, industry and conoaeand to offer banking services
to the people and the country. It provides inteneaburces for developing countries
economy. It collects diversified capital from diféat parts of country through its own

branches.
1.2.1 Function of Commercial Bank

Receiving deposits and giving loans are the twonnhamctions of commercial bank.

Commercial Banks generally perform following fuocts:
a)Accepting deposit:

Accepting deposits by banks is the basic and nmgbitant function. A bank accept
deposits in three forms namely savings, currentfexed deposits. The bank is free to
make use of fixed deposits for granting loans addaaces, as it is aware of the

repayment of such fixed deposits

b) Advancing loans:

After collecting money by way of deposits, a bankeists it or lends it out. Money is
lent to businesspersons and traders usually floort periods only. This is so because

the bank must keep it-self ready to meet the demaindepositors, who have



deposited money for short period. Money is advandig the banks in the form of

allowing on overdrafts creating a deposit of cagtit and discounting bills.

c) Extension of Credits:
They are extending credits to the worthy borrowBemk lending contributes a lot to
the economy in terms of financing agriculture, coenoral and industrial activities of

the nation.

d) Facilities for financing of foreign trade:
The commercial banks arrange for foreign exchangegiired by the business
organizations and travellers, moreover, foreigddraansaction have been facilitating

by the insurance of the commercial letter of credit

e) Creating Money,

As per the directive of the central bank, commértagenk should have ability to create
and dispose money. The power of the commercialibgrdystem to create money is
of great economic significance as it helps to @eatd elastic credit system that is

necessary for the economic progress.

f) Payment Mechanism:
Commercial banks perform this function to trandiend by means of checks and

credit cards facilities and efficient transaction.

g) Safe Custody:
Banks arrange for the safekeeping of ornamentselggwand securities important

documents etc. of its customers in secure vaults.

h) Reference:
They provide references about the financial pasigbtheir customers when required.

They supply this information confidentially. This done when their customer wants



to establish business connections with some nemsfiwithin or outside of the
country.

i) Agency function:

The bank works as an agent of their constituenteyTreceive payments on their
behalf. They collect rents and dividends on theeslktc. they pay insurance premium
and make other payments as instructed by the depmsiThey accept bills of
exchange on behalf of their customers. They pdksfldading or railway receipts to
the purchases of goods when they pay for them. diisunt is passed on to suppliers
of goods.

Besides all this facilities, in case of commerdahks, they issue credit cards and
arrangement for issue Visa International Card. Soafiéem have priority to lent

educated and unemployed youth for small projects.

1.2.2 Private Commercial Banks in Nepal:

Nepal Arab Bank Ltd. (NABIL Bank Ltd.) was thé' joint venture bank established
in 1984 AD, joint ventured with United Arab EmiratBank. Then two other banks,
Nepal Indosuez Bank Ltd. (Nepal Investment Bank.)Lwith Indosuez Bank of
Finance and Nepal Grindlays Bank of London wereal#sthed in 1986 AD.

Himalayan Bank Ltd. joint ventured with Habib BaokPakistan and SBI Bank Ltd.
with State Bank of India was established in 1993. Afverest Bank Ltd. joint
ventured with Punjab National Bank, India (earlyvés joint ventured with United
Bank of India, Calcutta) and Nepal Bangladesh Bam#t. with IFICBank of

Bangladesh were established in 1991 AD., Bank adhiandu joint ventured with
SIAM commercial Bank Public Co., Thailand was ebsded in 1995 AD. And Nepal
Bank of Ceylon joint ventured with Ceylon Bank ofi-Banka was established in
1997 AD. Besides this, Lumbini Bank Ltd., and NI@r& Ltd. are also operating
from 1997 AD and Kumari Bank Ltd. & Siddhartha Bahid. served as a new

commercial bank of Nepali financial market.



All of these banks barely follow the directive apdlicies of Nepal Rastra Bank
(NRB). NRB functions as the central Bank of Nepd&iRB formulates financial and
monetary policies under which, commercial bankgjaricial institutions are

functioning.

Nowadays there are 32 commercial banks operatimfdeali financial market along
with 9 joint venture with foreign investors. Listé licensed commercial banks are

presented below:

Nepal Bank Ltd.

RastriyaBanijya Bank Ltd.

NABIL Bank Ltd.

Nepal Investment Bank Ltd.
Standard Chartered Bank Nepal Ltd.
Himalayan Bank Ltd.

Nepal SBI Bank Ltd.

Nepal Bangladesh Bank Ltd.
Everest Bank Ltd.

10.Bank of Kathmandu Ltd.

11.Nepal Credit & Commerce Bank Ltd.
12.Lumbini Bank Ltd.

13.Nepal industrial & commercial Bank Ltd.
14.Machhapuchhre Bank Ltd.
15.Kumari Bank Ltd.

16.Laxmi Bank Ltd.

17.Siddhartha Bank Ltd.

18.Agriculture Development Bank Ltd.
19.Global Bank Ltd.

20.Citizen Bank International Ltd.

© © N o g B~ W DdPRE

21.Prime Commercial Bank Ltd.
22.Bank of Asia Nepal Ltd.
23.Sunrise Bank Ltd.



24.Grand Bank Nepal Ltd.
25.NMB Bank Ltd.

26.KIST Bank Ltd.

27.Janata Bank Nepal Ltd.
28.Civil Bank Ltd.
29.Commerzé& Trust Bank Ltd.
30.Mega Bank Ltd.
31.Century Bank Ltd.
32.Sanima Bank Ltd.

1.2.3 Brief introduction of Standard Charted Bank Nepal Ltd., Everest Bank
Ltd., NABIL Bank Ltd.& Nepal Investment Bank Ltd.

e Standard chartered bank Nepal Ltd. (SCBNL)

Standard Chartered Bank Nepal Limited has beerparation in Nepal since 1987
when it was initially registered as a joint-ventureration. Today the Bank is an
integral part of Standard Chartered Group havingoamership of 75% in the
company with 25% shares owned by the Nepalese@ulile Bank enjoys the status
of the largest international bank currently op@@tin Nepal. SCBNL has following

capital structure:

» Authorized share capital : Rs 2 billion.
* Issued capital : Rs 1.61billion.
» Paid up capital : Rs 1.61billion

SCBNL offers a full range of banking products amuivies in consumer banking
wholesale and SME Banking catering to a wide ranfyeustomers encompassing
individuals, mid-market local corporate, multinai#ds, large public sector companies,
government corporation, airlines, hotels as wellthteess DO segment comprising of

embassies, aid agencies, NGOs and INGOs.



The Bank has been the pioneer in introducing custdotused products and services.
In is the first Bank in Nepal that has implementieel Anti-Money Laundering policy

and applied the ‘Know Your Customer’ procedure bihe customer accounts.

« FEverest Bank Ltd.(EBL)

Everest Bank Limited (EBL) is established in Newé&h the Joint venture of Punjab
National Bank, India having 20% equity. Everest Bdrnmited (EBL) started its
operations in 1994 with a view and objective ofeexting professionalized and
efficient banking services to various segmentshef gociety. The bank is providing
customer-friendly services through its Branch Nekwv@ll the branches of the bank
are connected through Anywhere Branch Banking &y€#&BBS), which enables
customers for operational transactions from anpdiras.

With an aim to help Nepalese citizens working allrade bank has entered into
arrangements with banks and finance companiesffiereint countries, which enable
quick remittance of funds by the Nepalese citizensountries like UAE, Kuwait,
Bahrain, Qatar, Saudi Arabia, Malaysia, Singapanel, UK.

Recognizing the value of offerings a complete raafjservices, EBL pioneered in
extending carious customer friendly products sustHame Loan, Education Loan,
EBL Flexi Loan, EBL property, plus (Future LeaseniRé), Home Equity Loan,
Vehicle Loan, Loan against Share, Loan against LiBurance policy and loan for
professionals.

EBL was one of the first banks to introduce Any iila Banking System (ABBS) in
Nepal. EBL has introduced branchless banking sydtesntime in Nepal to cover

unbanked sector of Nepalese society.

EBL has following capital structure:
» Authorized share capital: Rs.1.25billion.
* Issued capital :Rs.1.05 billion
e Paid up capital ‘Rs 1.28 billion



Among the private commercial banks, SCBNL, NABIUBN & EBL have achieved
tremendous success in terms of market share affitapitity due to their strength on
service and professionalism. It has been distmigutconstantly bonus to their
shareholders despite of bad economic condition warsdable social environment in
Nepal. However, it cannot always predict that thieaeks will continue to maintain
profitability and stability of earnings. Thus, theanagement of these banks acquires
rational evaluation of the financial performance tbk banks to prepare sound

financial policies.

* NABIL Bank Ltd.

NABIL Bank commenced operations 25 years ago, ah @2July 1984 through Joint
venture with Dubai Bank Ltd. marking a turning pamthe banking history of Nepal.
Banking has been redefined and service remoldéette $hen Banking sector suffered
setbacks and the commencement of NABIL Bank Ltttoduced new philosophies
and best practices to the industry. This in essemgened up a plethora of
opportunities for all: entrepreneurs, industriesdividuals for better future.
Commencing with a team of about 50 staff and 28iong as capital professional
banking evolved thru NABIL in Nepal. NABIL has foliving capital structure:

» Authorized share capital : Rs 2.1 billion.

* Issued capital : Rs 2.03 billion.

» Paid-up capital : Rs 2.03 hillion.

The Bank that started its operations from a snféitteat Durbarmarg has now spread
from Mechi to Mahakali, Hill to Terai serving custers of all strata of society.
Looking back It has great many achievements to fak@e in and looking forward
there are even bigger challenges and opportunifest experience and present
performance has made it confident of taking bigsfeides forward to continue to

leave its mark in the banking industry.



 Nepal Investment Bank Ltd. (NIBL)

Nepal Investment Bank Ltd(NIBL), previously Nepatdbsuez Bank Ltd. was
established as a third joint venture bank betweepalese and French partners ifi 21
January 1986 under the Company Act 1964. The Frgraciner (hold capital of
NIBL) was credit Agricole Indosuez, a subsidiaryooe of the largest banking world,
50% of the shares of Nepal Indosuez Bank Ltd. bgldredit Agricole. Indosuez was
sold to the Nepalese promoters on April 25, 200@&sthe transaction report of
NEPSE. After the investment of shares by Nepalesecs, the name of the company
was changed to Nepal Investment Bank Limited itY A inual General Meeting
(A.G.M.) held on May 31, 2002. NIBL has followinguital structure:

» Authorized share capital : Rs 4 billion.

* Issued capital : Rs 2.4 billion.

» Paid-up capital : Rs 2.4 billion.

Out of total equity shares of NIBL, 15% shares hiojda group of company, 50%
shares by commercial banks, another 15% by finamsatutions and remaining 20%

hold by general public.

1.3 Focus of the study

The study is focused on the comparative study omantial performance of SCBNL,
EBL, NABIL & NIBL. Financial analysis tries to anale profitability and source and
use of funds of these institutions. Financial stere evaluated with the help of
accounting data and financial statements like B\&\& a\c with the help of these
tools we can measure the liquidity, leverage, @gti& profitability in rational way.
Financial analysis is the process of determinirg slgnificant operating &financial
characteristics of a firm from accounting data &indncial statement.

A ratio helps the analyst to make a qualitativegjuént about the banks financial
position and performance. Therefore, the compagtidgment and financial position

between four banks help to analyze strengths amdtness of the banks.
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1.4 Statement of the problem

Nepal is a developing country and its economy is€hmdepends on the agriculture.
Most of the industries are based on the agricultwkich provide employment
opportunities and assist in improving national esogp. Poverty has been a main
problem in the country. Therefore, public entegsisire established but most of the
public enterprises are not able to run in profite& though the government has given
the subsidy to run public enterprises, they are aldé¢ to contribute to society at

desirable rate.

This research will highlight the problems relatiwgh banking sector with respect to
four sample commercial banks they are SCBNL, EBABN. & NIBL.

Commercial banks are recently set up in Nepal bughiort span of time number of
commercial banks are increase rapidly. The firshro@rcial bank in Nepal is Nepal
Bank Limited (established in 1994 B.S.). Howevie available banking business is
not increased to that extent. But there are aggeessompetition between the

commercial Banks in terms of service, interest etc.

The sample banks, which are chosen for the studée® achieved success in terms of
market share and profitability. However it cannigtays predict that these banks will
continue, maintain profitability and stability ohmings. Thus, the management of
bank should evaluate financial performance of tlaks to prepare the sound

financial policies.

Ratio analysis is an analytical tool for evaluatihg financial performance. It is also a
process of determining and interpreting numericgdationship with the help of
financial statement. Management use effective egjras through financial tools and
analysis for achieving optimal goal. Financial gsa satisfies the interest of common
stock holders, equity investors, creditor and manant of the banks.

As every business is established with a view to imae earnings/profits. In the
present competitive environment in banking and e\ssctor it is very difficult to

obtain expected earnings/profits. Every commer@iahk has to follow by the
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regulations and provision made by Nepal Rastra Bahky have to maintain specific
capital structure, infrastructure, cash reservi® ratedit creation limitation, liquidity

ratio etc. The major problems in Nepalese bankewjcs are as follows:

1. What level of ratios has to maintain by bank?

2. What type of role a bank has to play for emergiag business?
3. Whether or not banking sector is able to mainté#iieicbnt ratios?
4

. Do financial ratios indicate any strength and wessnof the banks?

1.5 Objectives of the study

Commercial banks are established with intentioearhing profit so that the wealth
their shareholder is maximized and earning depapds efficient the mobilization of
resources. Financial analysis is tools for meagutite successes of any business
performance. All the detail financial informatiom bank is shown by the financial
analysis. Therefore, the main objectives of thiglgtare to analyze, examine, and
interpret the financial position of SCBNL, EBL, NAB & NIBL with the help of
ratio analysis and other tools. In addition, thedgttries to evaluate the efficiency and
progress of the sample banks comparatively. Theifsp@bjectives of the study can

be pointed out as follow:

1. To study and compare the financial performance@BISL, EBL, NABIL
& NIBLby using various techniques of financial ayss.

2. To evaluate the liquidity, assets management efficy, profitability and
risk position of SCBNL, EBL, NABIL & NIBL.

3. To determine the growth rate of the sample bankenms of deposit, loan
&advances, investment & profitability.

4. To analyze the financial strengths & weakness efstdimple Banks.

1.6 Significance of the study
The banking sector is one of the major sectordhiefcountry. It helps to emerge new

business in industries by providing different faigk to businessmen. It provides
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different facilities so that businessmen can rueirtbbusiness smoothly. At present
context, it offers wide range of facility such asydranch banking facility, Internet
banking & SMS banking, ATMs and Tele-banking, snialsiness enterprises loan,
pre-paid Visa card, L/C, Bank guarantee etc. Thasdacility including other
temporary facility has made people life very congane and easy.

This study has much significance, which are follows

a. Significance to the shareholders:
The study will helpful to aware the shareholdegarding the financial performance
of their banks. The comparison will help them tentfy the productivity of their

funds in each of those two banks.

b. Significance to the outsiders:
The customers (depositors & debtors) financing amgsn stock exchanges and
stockbrokers are interested in the performanceaok® The financial agencies can
identify to which bank they should go and stocklemskand stock exchanges can find

out the relative worth of the stocks of each bank.

c. Significance to the management:
The study will helpful to analyze success and failof these banks comparison to

competitors.

d. Significance to policy makers:
Policy makers at the macro level that is governnagat Nepal Rastriya Bank (NRB)
will also benefit regarding the formulation of flner policies in regard to economic

development through banking institutions.

1.7 Limitation of the study
The study will have some limitations; basically teeidy is done for the partial
fulfilment of Masters of Business Studies. The gtusl completely based on the

secondary data. Some limitations of the study arf®l&ows;
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1. The study is mainly based on the secondary dataghwis derived from
website.

2. The study compares only four commercial banks.

3. The study covers only five fiscal historical dath SCBNL, NABIL,
NIBL& EBL.

4. Statistical tools & financial ratio analysis havelyobeen used to analyze
guantitatively.

5. Time & resources lack are the main limitation of gtudy.

1.8 Organization of the study

The study is divided into five chapters. They asdalows:
a. The first chapter is concern with tirgroduction of the study, which covers
the general background, focus of the study, statéenué the problem,
objectives of the study, significance of the stuldyjtation of the study and

organization of the study.

b. The second chapter i®view of literature. This part deals with different
article, books and relevant thesis related to ftr@nperformance are also

study.

c. The third chapter deals with thesearch methodologywhere process of
research is mention. This part is concern with aede question, research
design, sources of data, population and sampl@, catection procedure &
method of data analysis. In method of data analjtsése are two parts. One is
financial analysis where different ratio analysisncern with financial
performance is study. Another is statistical analyghere different statistical
tool like Arithmetic mean, Standard Deviation, da@ént of variation, trend

analysis, correlation analysis, and simple regoesanalysis are mention.
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d. The fourth chapter idinancial analysis and interpretation of datawhere
different part of ratio analysis is analyzed likspidity ratio, profitability ratio,
assets mgmt ratio & growth ratio. Statistical asayand interpretation of data
where study analyze the trend analysis, correlaiwalysis between different

variable terms like total deposit, investment rrefip and loan & advance.
e. The last chapter is deal witummary, conclusion and recommendation In

this chapter summary of whole chapter & differeggults find in data analysis

and recommendation to bank for nation developmenireluded.
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CHAPTER-2
REVIEW OF LITERATURE

Review of literature is an essential part of allds¢s. It means the study of relevant
topics in the related field of research or revieyirelated research studies and
findings such that all past studies, their condansiand deficiencies may be known
and further research are able to be done. It helpkeck the chance of duplication of
study in present and thus the gap between thequevesearch and current research
can be filled. Scientific research must be basedbast knowledge. The previous
studies cannot be ignored because they providiothelation to the present study. In
other words, there has to be continuity in reseafidhs continuity in research is
ensured by linking the present study with the pastarch studies.

The chapter is categorized under three main headdupceptual framework is
concern with fundamental of supportive text thatl vensure the interpretation
whether it is under the principles and related thdo the topic. Review of related
studies is about the studies of previous theslate® books, and previous researches
in similar topics. The last is research gap, whigl describe the difference between

the previous thesis and current thesis.

2.1. Theoretical Review

2.1.1. Meaning of financial Analysis

Financial Analysis is an evaluation of both a fisnpast financial performance and its
prospectus for the future. Financial statement yamalinvolves the calculation of
various ratios. In mathematics, a ratio is theti@bship between two quantitative
figures. The ratio analysis is the financial togl which the financial strength and
weakness are measured by relating two accountitay Baancial statement analysis
is helpful to the decision maker for finding ouvéaable or unfavorable situation of a
business concern. Therefore, financial analysiscts the financial position of a firm,

which is the process of determinethe operational famancial characteristics of a
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firm. Different types of financial statement anasysan be used on the basis of our
objectives.

According to J.N. Myer, financial statement anayisi largely a study of relationship

among the various financial factors in a businesgliaclosed by the single set of
statement and a study of the trend of these faet®rshown in a series of statement
(Myer 1961, P.4).

It is the process of determining the significaneéi@ing and financial statements. The
goal of such analysis is to determine the efficgenad performance of the firm’s
mgmt, as reflected in the financial records andreggHampton 1998, P.98).

The main function of financial analysis is the mmging of the strengths and

weaknesses of a business undertaking by regro@mdgnalysis of figures contained
in financial statements, by making comparison ofiows components and by

examining their content. This can be used by firdnmoanagers as the basis to plan
future financial requirements by means of forecastand budgeting procedures
(Goyal &Mona Mohan 1997, P.356).

Financial analysis is process of identifying theaficial strength & weakness of the
firm by properly establishing relationship betwettre items of the B/S, which
represents analysis snapshot of the firm’'s findnp@sition analysis at analysis
moment in time and next income statement, that depoalysis summary of the
firm’s profitability overtime(Vanhorn & Watchowtch, 1997, P.120).

Weston, Besley & Brigham have stated that finanstatement analysis involves a
comparison of a firm’'s performance with that of extHfirms in the same line of
business, which often is identified by the firmisdustry classification generally
speaking, the analysis is used to determine tme'sifinancial position in order to

identify its current strengths & weaknesses anduggest actions that might enable
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the firm to take advantage of the strengths andecoit's weaknessegWeaston &
Brigham, 1996,P.193).

Thus, financial analysis stands for the processlaiermining and presenting the
relationship of items and groups of items in theaficial statement it is a way by

which financial stability & health of a concern daa judged.

2.1.2. Significance of financial analysis

Significance of analysis lies on the objectivesfiofancial analysis of any firm.
Different group associated with the concern peedive facts discovered by the
analysis differently. The facts and the relatiopshiconcerning managerial
performance, corporate efficiency, financial stitésg& weaknesses and credit
worthiness are interpreted based on objective enithnd. Such an analysis leads
mgmt of an enterprise to take crucial decisionsargigg operative policies,
investment value of the firm inter-financial corteystem & bargaining strategy for
funds from external sourc¢agrawal, 1993.P.582).

The parties that are benefited by the results aclogsion drown from the analysis of
financial performance can be enumerated as:

e Top management

e Creditors

e Shareholders

e Economist

e Labor union

.  Top management :
The responsibility of the top mgmt is to evaluate
» Are the resources of the firm used effectively affetiently?

* Is the financial condition of the firm sound eno@igh

18



V.

V.

Based on past facts firms can anticipate theiréutdence, top mgmt can measure the
success or otherwise of a company’s operationgrmate the relative efficiency of
various departments; process and products apptasmdividual’'s performance and

evaluate the system of internal audit.

Creditors:
The creditors can find out the financial strengihd capacity of the borrower to meet
their claims. Trade creditors are interested infthma’s ability to meet their claims
over a short span of time, the suppliers of lomgitdebt focus up on the firm’s long-
term solvency and survival. A lending bank throwagtd analysis of these statements
can decide whether the borrower retains the capacirefunding the principle and

paying interest in time or not.

Shareholders:
The shareholders, who have invested their monethenfirm’s shares, are most
concerned about the firms earning. They evaluateetificiency of the mgmt and
determine about the necessity for the change. fgel@ompany, the shareholders
interest is to decide whether to buy, sell, or hibld shares. They wish to buy the
shares in case of sound performance of the firmrevhs they simply intend to hold
the shares in the condition of satisfactory pertomoe. However, they are hurries to

sell the shares in case of poor performance.

Economist:
To diagnose the prevailing status of business aodany, economists analyze the
financial statements of any firm. The governmenéreges analyze them for the

purpose of price regulation; rate setting and sinokher purpose.

Labor union:
Productivity is the synonym of well-motivated lalbouabor unions are interested in
rights and benefits of labour to enhance the mofdhabors. To motivate the labors

they expect increase in wages, fringe benefitssandn. These benefits are affected
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by the company’s profitability condition. Therefotbe union assesses the financial
condition of the firm to determine whether the firgnin the situation or not to make
such facilities availabléSrivastav R.M.1993)

2.1.3. Financial Performance Analysis of Bank:
The users of financial statements of a bank reqeievant, reliable, and comparative
information to evaluate the financial performanasd goosition and hence make

economic decision regarding the bank.

According to N.P. Poudel, traditionally, banks & financial intermediaries to
channel fund from surplus units to deficit unitmalide other non-banking financial
companies, commercial banks do not produce anyigalygoods. They produce loans
and financial innovations to facilitate trade tractsons. Because of special role, they
play in the economy, concerned authorities heaaulate them. Analysis of banks
financial statement is different from threat of ethcompanies due to the special
nature of assets and liabiliti@oudel, 2053.P.66)

B/S, P/L and the accompanying notes are the modelwiaspects of financial
statements of the bank. The bank’s B/S includeasnitral claims as liabilities in the
form of deposit and as assets in the form of lokhsed assets appear in small portion
out of the total assets. Financial innovations,cltdare generally contingent in nature,
are considered as off B/S items. Interest recemedoans, advances & investment
and paid on deposit liabilities are major compos@itP&L a/c. The other sources of
income are fee, commission and discounts, forekghange income, dividend on
investment, other service charge etc.
Following factors affect the evaluation of bankisetall performance.

» The structure of B/S & P/L alc.

» Operating efficiency and internal mgmt system.

 Environmental changes such as changes in technolgmyvernment,

competition, and economy etc.
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* Managerial decisions taken by the top mgmt regardimerest rate lending

policy, exchange rates etc.

2.1.4. Technique of Financial Analysis
The fundamental of the analytical technique isitopdify or reduce the data under
review to the understandable terms. There are waitimols and technique of financial
statement analysis, each of which is used accondimgirpose for which the analysis
is carried out. The widely technique used is aloWs.:

* Ratio analysis.

» Statement of changes in financial position.

» Cash flow statement.

* Among them ratio analysis is used by most compailiesrefore, in this study

we discuss only about ratio analysis.

2.1.5. Types of Ratio Analysis:
A powerful and the most widely used tool of anaysiratio analysis.

A financial ratio is the relationship between twocaunting figures, expressed
mathematically or the term ratio refers to the nuocat or quantitative ratio refers to
the numerical or quantitative relationship betwe®ro variables. This type of
relationship can be expressed as percentage,dimaetnd proportion of numbers.
Financial ratios help us to find the symptoms aflppems. The cause of any problem
may be determined only after locating the symptointe operational and financial
problems of a corporation can be ascertained bynaxag the behaviour of these

ratios. So the ratios are regarded the best irmiEal their performance.

Ratio analysis is the systematic use of ratio terpret the financial statements so that
the strengths and weaknesses of firm as well dsstsrical performance and current
financial condition can be determined. A compamatstudy can be made between
different statistic concerning varied facts of asibess unit with the help of ratio
analysis. Besides, just as the blood pressuree @rd temperatures are the measure

of the health of an individual, so does ratio asslymeasures. The financial
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performance of a firm can be fully x-rayed througdtio analysis(Kothari,
1990.P.487).

Financial ratio is the mathematical relationshigwsen two accounting figures.
“Ratio analysis is a part of the whole processnalgsis of financial statements of any
business or industrial concern especially to takiput and credit decision(Kothari
K.C. 1984) Thus, ratio analysis is used to compare a firfimancial performance
and status to that of other firms of to it overtiniéde qualitative judgment regarding

financial performance of a firm can be done with tielp of ratio analysis.

Ratio analysis is an important way to state meduolngelationships between

components of financial statement. Ratios are gumteshortcuts that one useful in
evaluation the financial position and operationg&afompany and in comparing then
to previous year or two other business concerns.t&tm ratio refers to the numerical
or quantitative relationship between two variabldse rational of ratio analysis lies in
the fact that it makes related information complghan and Jain1996, P.80)

Even though, there are many ratios, only thosesdtave been covered in this study,
which are related to the performance of the baRatid analysis is one of the most
frequently used tools to evaluate the financialltheaperating result and growth.
Financial ratios by themselves do not indicate tpmsiof the institution. A standard or
norms is defined as the indicated quotient of twathematical expressions and as

relationship between two or more thingsVasters Dictionary 1975)

Among the large number of financial ratio existiingy have been categorized into

following group:

» Liquidity Ratio.
» Activity ratio / Assets and investment mgmt.
* Profitability ratio.

* Leverage ratio.
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a. Liquidity Ratios:

Liquidity ratios measure the ability of the firm moeet its current obligations. In fact,
analysis of liquidity needs the preparation of céshigets and cash &fund flow
statement; but liquidity ratios, by establishingetationship between cash and other
current assets to current obligations, providesiiakgmeasure of liquidity. (Pandey,
1979:145) So, liquidity ratio are used to measheedbility of a firm to meet its short-
term obligations and from them the present castesaly as well as ability to remain
solvent in the event of adversities of the samebsaaxamined. It is used to detect the
short-term solvency position of a firm. It providesormation regarding the ability of
a firm to meet its short-term obligations that ans its course of transaction. There
must be a proper balance between liquidity and ¢ddlquidity because the failure of
company meet its obligations, due to lack of ligyidbecause the result in bad credit
Image, loss of creditor’'s confidence of even in wits means resources of a firm is

unnecessarily being tied up as idle assets in guassets, which is earning nothing.

Banks can experience lack of liquidity when castilows (due to deposit withdraws,
loans etc.) exceed cash inflows (new deposits tepayments etc). They can resolve
any cash deficiency either by creating additionabilities or by selling assets
(Madhura, 1989).

To analyze the ability of banks, the following ostiare calculated:

« Current ratio

« Cash & bank balance to total deposit ratio

« Cash & bank balance to current assets ratio

* Loan & advance to current assets ratio

* Investment on government securities to currenttasse

» Fixed deposit to total deposit ratio

b. Activity Ratio:
Activity ratio is concerned with measuring the ei#fncy in assets mgmt and used

to judge how effectively the firm is using its resces. In this sense, these ratios
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are also called efficiency ratio or assets util@a@mgmt ratios. Besides, such
ratios are called turnover because they indicatesgpeed with which assets are
being converted or turned over in to sales. Gre#ter rate of turnover or

conversion, the more efficient the utilization/mgist other things being equal.
(Khan, 1942:140)

It shows how effectively the different forms of atss have been utilized to
increase or generate sales in an accounting péerloetefore, most of these ratios

are calculated on the basis of annual sales.

Now a day these relations are also known as asseingestment mgmt. Activity
or turnover ratios employed to evaluate the efficie with which the firm
manages and utilized its assets. Thus, these @atgossed to measure the bank’s
ability to utilize their available resources. Varsoactivity ratios are used to predict
the effectiveness of asset utilization. Some setkcatios for this research can be
illustrated as follows:

* Loan & advances to total deposit ratio.

* Loan & advances to fixed deposit ratio.

* Loan & advances to total working fund ratio.

» Total investment to total deposit ratio.

* NPA to Total Loan ratio.

. Profitability Ratio:

Profit simply means the reward. Profit is the difiece between total revenue &
total expenses. Return on investment is a veryiarpart of the firm because it
determines the survival, growth, expansion, or eidlwal. The profit earned by
firm must be sufficient to meet all the obligatioRsfuture contingencies. Thus,
profitability ratio is a good measure and indicaiball the operating performances
of the firm. It is a measure of operating efficignihat can be measured by

profitability ratio. The financial manager continusbty evaluates the efficiency of
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the banks in terms of profits. The profitabilitytics in this study are calculated to
measure the operating efficiency and performandeefoanks comparatively.
These ratios are composed of “a group of ratio shgwhe combined effects of
liquidity, assets mgmt and debt mgmt on operategplt”. (Weston, 8th edition:
145). Some major profitability identifying ratiosed in this study ate as follows:

* Net profit to total assets ratio

» Net profit to total deposit ratio

* Net profit to Net worth ratio

» Total Interest earned to total working fund ratio

» Total Interest paid to total working fund ratio

. Leverage ratio:

The use of finance is refers by financial leveragkese ratios are also called
solvency ratios or capital structure ratio. To jadbe long-term financial position
of the firm, these ratios help to measure the ftr@ncontribution of owners and
creditor comparatively. These ratios indicate tin@ation of the capital structure,
which is calculated to measure the company’s ghilitusing debt for the benefit
of shareholders. The leverage ratios show how nuichn enterprise fund are
financed by debt & equity and examine the prospémtsthe future financing.
Also, leverage ratios are used to measure the diratility to meet long-term

obligation generally, assets of the firm age firehby both equity & debt.

In practice, leverage is approached in two wayse @pproach examines balance
sheet ratios and determines the extent to whiclol@d funds have been used to
finance the firm. The other approach measures iies rof debt by income
statement ratios designed to determine the numbdimes fixed charges are
covered by operating profit. These sets of ratie eomplementary, and most
analysts examine botf\Weston & Copland, 9th edition: 203)
Following are ratios, which are used in this study:

* Debt Asset Ratio

* Debt Equity Ratio
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» Coverage Ratio

» Capital Adequacy Ratio
2.2 Review of Book

In this section effort has been has been madedmieme and review of some related
books. Various studies have been conducted on itendial performance of

commercial bank and few are in joint venture banks.

Premila Jain has said that financial appraisal ssiantific evaluation of profitability
and financial strength of any business concernartéial appraisal is the process of
scientifically making a proper critical and comgara evaluation of the profitability
and financial health of a given concern through dbelication of the techniques of
financial statements analysis. A complete finan@ahklysis & interpretation of
financial statements involves the assessment of pasiness performance, an
evaluation of the present condition of the busirsssthe predictions about the future

potential for achieving expected or desired res(ltn 1996, P.36-37)

According to Surendra Pradhan, in his book entftlBasic of financial management”
financial analysis is to analyzed the achievecestants to see if the results meet the
objectives to identify the problems, if any in {h&st or present and likely to be in the
future, and to provide recommendation to solve thproblems
(Pradhan,2000,SP.120).

[.M. Pandey has stated in his book entitled “Finanmanagement”, financial analysis
is the process of determining financial strengthw&aknesses, of a company by
establishing strategic relationship between thepmmants of a B/S & other operative
data.”(Pandey, 1994, P. 500)

E.A. Helfert has stated in his book “Techniquein&hcial Analysis” that, it is both an
analytical & judgmental process that helps answerstijons that have been posed.
Therefore, it is means to end, a part from the iipeanalytical answer, the solutions

to financial problems and issues depend signiflgaoh the views of the parties
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involved in the related importance of the issue andhe nature & reliability of the
information availabléHelfert, 1992, P.2)

2.3. Review of Journals & Articles

Narayan Prasad Poudel has said that, the usefsedinancial statements of bank
need relevant, reliable comparable information,clwhassists them in evaluating the
financial position, and performance of the bank ahdith is useful to them in making
economic decisions. Bank regulating bodies, Stoc&lysis banks, shareholders,
directors, and government have needs of differeetauof financial statements. The
purpose of the analysis of financial statementsddp on the needs of the user. The
bank regulators seek to analyze the financial statgs from safety and stability point
of view and thereby protecting the economic intecésdepositors and public where
as the bank analyses from shareholders point off ylRoudel Narayan Prasad,
2053)

Manohar Krishana Shrestha, in his article, “comnaérdoanks comparative
performance evaluation” concludes that JVBs are, regwerationally more efficient,
having superior performance comprisals with locaiks. Better performance of JVBs
is due to their sophisticated technology, modernkivey method, and skill. Their
better performance is also; due to the governmém&aching policy are rural areas &
financing pees. Local banks are efficient in rugattor. Despite having number of
deficiencies, local banks have to face growing tran#s of socio economic political
system on the bank spectrum and that of issueslaatenges of JVBs commanding

significant banking business of other spect(@hrestha M.K.2047).

B.N Rimal stated in his article entitles “Buildirgffective financial system” poor

mgmt has contributed to banks difficulties. Excesdiranching & staffing poor asset
and liability management & inexact accounting andnagement account systems
have all been a source of weakness. Financiakutisth on developing countries is
plagued by portfolio problem, which in many casesshe result of the poor mgmt,
lending to insider excessive concentration of legdn one geographic area, or in

industry have been important sources of troufiténal B.N.2053)
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Poudel (2053) in the article, present conditiorfio&ncial companies has presented
with compared to the commercial bank the interese iis relatively high that is
provided and accepted by finance companies. Tlandial companies should not be
confined only in the valley. They should extendirttservices to the rural sectors of
hill and terai to reduce regional imbalance. Thdlection of deposit and loan
investment done by the commercial banks also taasusthemselves in the
environment of competitions, they should introduc®vel technology and
equipments’ to collect deposits and investment. yTishould learn from the
drawbacks, failure, and success of commercial baoksnaintain effectively as

alternative status.
2.4 Review of Thesis:

A study has conducted by Sangita Shakya entitledpemative analysis of financial
performance of selected JVBs, a case study of NGBIdsHBL. For the period from
year 1993/94 to 1998/99 the finding drawn from shaedy are HBL is more efficient
in case of liquidity as well as it is more leverdgthn NGBL where as HBL is in
condition from the aspect of capital adequacy,vagtiand profitability ratios. Study
showed positive correlation between loans and amb&ato total debts of both banks.
According to the trend analysis, profit before tdiXNGBL has been increasing at the
higher rate than that of HBL (Shakya Sangita, 2002)

Bhushal Manisha (2004) a thesis entitled “compeeadinalysis of financial status and

performance evaluation of HBL and NABIL bank.”

Objectives

1. To analyze capital adequacy and liquidity positbthe banks
2. To analyze quality of assets and evaluate risk te@yassets
3. To evaluate the level, trend and stability of HBIdaNABIL

Major findings and recommendations:

1. The total capital adequacy ratio is fluctuating

2. Assets composition remained largely in the loaniamdstment
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3. The both banks managerial and operating efficiesiege the total expenses to

total revenue ratio are in decreasing trend

Shrestha Anita (2007) a thesis entitled “Finanp&iformance analysis of commercial
banks of NIBL and NABIL".

Objectives:

1. To conduct cash flow analysis and measures theatpgrefficiency stability
and profitability

2. To point out the weak and strong areas of the legsiperformance

3. To measure the ability to meet the short term and term obligations

4. To analyze financial strength and weakness
Major Findings:

1. Liquidity ratios shows that the liquidity positiai NIBL is better than NABIL
2. NABIL has utilized debt more than NIBL
3. Total deposit and total assets are higher in Nlgdntthat of NABIL

Recommendation:

1. Banks are suffered from liquidity position

2. Bank can earn more by adding debt in its capitatcsire

3. Profitability position of NIBL is much weaker th&ABIL

4. Managerial efficiency and assets utilization positof the sampled banks seem
unsatisfactory

5. Banks are suggested to not limit their activitiaghim the urban area only

Ghimire Pratikshya (2008) a thesis entitled “Finahperformance of JVBs (with
special reference to SCBNL and NABIL bank)

Objectives:

1. To find out operational efficiency of SCBNL and NAB

2. To analyze the different types of risk associatéd the banks
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3. To find out the compliance of NRB directives

4. To provide suggestions and recommendations onasis bf study
Major Findings/Recommendations:

Unable to earn a satisfactory level of profit

Leverage ratio to increase so increasing dept

Unsatisfactory liquidity level

EPS and DPS should increase by increasing MPS

Operating income level is not satisfactory. Soease operating efficiency
CRR are below the standard of NRB directives

o g~ w bR

2.5 Research Gap:

Commercial bank invests its deposit in differenvfppable sector according to the
directives and circulars of NRB and guidelines paticy of their own bank. Financial
analysis statement has to prepare according taliteetions of NRB. NRB’s policy

and guidelines are changing time to time. Thissrmbvers the more recent financial

data and analysis is done within the latest guiésliand curriculum of NRB.

Some researcher has done the comparative studiesnofercial banks. But no
research has been undertaken regarding the comwearanalysis of financial
performance between the SCBNL, EBL, NABIL & NIBLin&ncial analysis is the

major function of every commercial bank for evaingthe financial performance.

This study put its effort to analyze the main iradars of financial performance with
financial and statistical tools for banks. Finahprformance is the major concern of

stakeholders to know the financial situation of blamk.

SCBNL, EBL, NABIL & NIBL are the leading commerciddanks of the country
having the huge market share and its investmernwitees and these banks have
significant impact on developing the economy of ¢bantry. Hence this study fulfills
the prevailing research gap about the in depthyaisabf the financial performance

which is the major concern of the shareholdersstakieholders.
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CHAPTER-3

RESEARCH METHODOLOGY

Introduction:

“Research Methodology is a way to systematicallyesthe research problem. It may
be understood as a science of studying how reséadne scientifically.” (Kothari,
2000:10). “Research methodology refers to the vargequential steps to be adopted
by researcher in studying a problem with certaifect) objects in view.”(Kothari,
1994: 19)

Researchers not only need to know how to develd@aiogests, how to calculate the
mean, mode, median, standard deviation, but th&y réed to know which of these
methods or techniques are relevant and indicateh§ mgsearch mythology basically
describes the methods, processes tools & technigpleed in the entire process of

scientific research.

This study will seek the conclusion to the poinatthvhat position SCBNL, EBL,

NABIL & NIBL have got in the whole commercial bank$ Nepal and recommended
the useful & meaningful points so that all concérean achieve something from this
study. To achieve the basic objectives of the sttigg following methodology has
been adopted which includes research design, métsmirces of data, population &

sample, data collection procedure and methodstafatalysis & so no.
3.1. Research Design

“Research design is the plan, structure, and glyabé investigation conceived so on

to obtain answers to research questions & to cbwameance (Karlinger, 1986:59)

Similarly, “A research design is the arrangementcohdition for collection and
analysis of data in a manner that aims to comb@tevance to the research process

with economy in procedure{Cellith, &Jahoda, 1995:50)
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Some financial & statistical tools have also begpliad to examine facts and
descriptive techniques have been adopted to eeafingncial performance of banks.
To achieve the objective of this study, descripivel analytical research design has

been used.
3.2. Nature and Sources of Data

The study is mainly based on the secondary data.dlta required for analysis are
directly obtained from the B/S & P/L account of cemed banks annual reports.
Supplementary information is collected from librasfy Post Graduate College and
internet. The website of NRB, SCBNL, EBL, NABIL, BIL, Nepal stock exchange &

other bank related sites were the source of r&istdbrmation.

Similarly, various data and information are colétfrom the periodicals, economic
journals, managerial magazines and other publiskedinpublished reports &

documents from various sources and website.
3.3. Population & sample

The large group about which the generalizationaslenis called the population under
study or the universe and small portion on which #tudy is made is called the
sample of the study. There are altogether 32 cowialdranks in Nepal. In this study,
the focus will be on the analytical & comparativady of financial performance of
SCBNL, EBL, NABIL& NIBL. There are so many commeatibanks in the market
but it is impossible to study all of them so fownmmercials bank has been selected
for the analysis among them on the basis of rejoutadf banks and to limit on

organization. So the study is based on sample hasisn the population.

It is not possible to study all the data relatedhwall bank of Nepal. There are
altogether thirty two listed commercial banks ia ttountry and their stocks are traded
actively in stock market. So the financial analysislisted four banks is being
compared with that average of the same, whichelested from population. From the
above listed commercial banks are considered aslgogn. SCBNL, EBL, NABIL &

NIBLare selected sample banks.
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3.4. Data collection procedure

As explained in previous chapters, the main sounfe®condary data are the reports
of banks published in their respective annual garmeeetings and website of relevant
bank. In addition to that, some of the relevantdaie also collected from the non-

bank financial statistics published by the non-besgulation department or NRB.
3.5. Method of data analysis

Various financial & statistical tools have been dige meet the objective of the
research. The data analysis is mainly based oarpadt nature of available data. Due
to limited time & resources, simply analytical sttal tools such as percentage,
graph, and Karl Person’s coefficient of correlateme used in this study. Likewise,
some financial tools such as ratio analysis & trandlysis have also been used for
financial analysis. The various calculated resutstained through financial &
statistical tools are tabulated under the differexgding. Then they are compared with

each other to interpret the results.
3.5.1. Financial Tools

There are various financial tools to measure thiéop®ance of an organization. The

following financial tools have been used for thalgsis:
3.5.1.1. Ratio Analysis

The relationship between two accounting figuresresged mathematically is known
as a financial ratio “Ratio analysis is used to pame a firm’s financial performance
and status to that of other firms or to itself awvee.” From the help of ratio analysis,
the qualitative judgment can be done regardinghftie performance of a firm. In this

study, following ratios are calculated & analyzed.
3.5.1.1.1. Liquidity Ratio

A name denotes the liquidity refers to the rationsen liquid assets and liability. The
ability of firm to meet its obligation in the shddgrm is known as liquidity. It reflects

the short-term strength of the business. In ordeertsure shout-term solvency, the
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company maintain adequate liquidity. But liquiditgtio must be optimum. If the
company maintain unnecessary high liquidity ratiert it may adversely effect in the
profitability of the company will invest all its ssts in safe liquid assets, which can
lose the opportunity to earn high profit. Meansrghedy knows that investing all
assets in safe liquid assets does not have a gbachr As well as, high liquidity may
unnecessary tie up in the current assets. In therdiand if a company does not
maintain adequate liquidity then it will result bad credit ratings, less creditors,
confidence, eventually may lead to bankruptcy. Tls company should endeavor to
maintain proper balance between inadequate liquitnnecessary liquidity for the

survival and for avoiding risk.
1. Current Ratio:

The current ratio is the ration of total currensets to total current liabilities. It is
calculated by dividing current assets by curreabilities, which is presented as

follows:

Current assets

rrent Ratio=
Curre atio Current liabilities

Current assets those assets which can be converteccash & bank balance within
analysis accounting period such as cash & banknbalanvestment in treasury bill,
money at call or placement, loans & advances, lplischased &discount, inter

branch account, other short term loans, receivalgespaid expenses etc.

Current liabilities refer to the short term matgrimbligations. This includes all
deposit liabilities, interbank reconciliation a/bills payable, tax provision, staff

bonus, dividend payable, bank overdrafts, provsi@haccrued expensesas follows:

) Cash & bank balance
Cash & bank balance to total deposit ra'fre—:T

otal deposit

Cash & bank balance includes cash on hand, foiagh on hand, cheques and other
cash items, balance with domestic banks, balante iheforeign banks & other

financial institutions. The total deposits encongpasrrent deposits, fixed deposits,
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investment in other financial institution, money Gdll & short deposit & other
deposits. A high ratio indicates the greater abiid meet their deposits liability &
vice versa. Moreover, too high ratio is unfit, apital will be tied-up & opportunity

cost will be higher.
2. Cash & bank balances to current assets:

Since cash & bank balances are the mist liquidigsadinancial analyst may examine
the ratio of cash & bank balance to current as3étis. ratio shows the percentage of
readily available fund within the banks. It is adated by dividing cash & bank

balances by current assets, which is as follows:

Cash and bank balance
Cash & bank balances to current assets—=
Current assets

A high ratio indicates the sound ability to meegitidaily cash requirements of their
customer deposits & vice versa. Both higher & lovaio is not desirable. The reason
is that if a bank maintain higher ratio of cashhais to pay interest on deposits but
could not invest its cash or current assets iroéitpble area so it may lost opportunity
to earn something. In the opposites, if a bank taairiow ratio of cash, it may fail to
maintain low ratio of cash, it may fail to make th@yment for presented cheques by

its customer. So, sufficient and appropriate caskemve should be maintained

properly.
3. Loan & advance to current assets:

Loan & advances refer to bill purchased & discodntecal and foreign currencies,
loan, advances, and overdraft. Bank loans & adwamace the main assets used for
income generating purpose in commercial banks. fidtis is calculated to find out

the percentage of current assets, invested in i&at/ances by following formula:

Loan & advances
Loan & advance to current assets—=
Current assets
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4. Investment on government securities to current aste

The ratio is calculated in order to find out thegemtage of current assets invested in
government securities i.e. Treasury bill. It carchkulated by dividing investment on

government securities by current assets as follows:

a_elgy\estment on government security

Investment on government securities to currenttssse

Current assets

5. Fixed deposit to total deposit:

Fixed deposit is the high interest charge beariggodit and can be withdrawn only
after the expiry of the period for which these d@fgohave been made. This ratio is
calculated in order to find out the proportion ofal deposit in fixed deposit. It is

calculated by dividing the amount of fixed depoditsthe amount of total deposits

which is given below:

Fixed deposit to total deposiaes GePosits
g P Total deposits

3.5.1.1.2. Activity Ratio (Assets & Investment margement):

Activity ratio evaluates the efficiency with whidhe firm manages & utilizes its
assets. This ratio is also known as turnover rdtioneasures how effectively the
company employees the resources at its commandsFarne creates by the collection
of share as debt from the owner, creditors andidrifgarties. Thus, these ratios are
used to measure the bank’s ability to utilize tlaailable resources. Various activity
ratios are used to predict the effectiveness adtassilization. Some selected ratio for

this research can be illustrated as follows:
1. Loan & advances to total deposit ratio:

This ratio measures the extent to which the bares saiccessful to utilize the
outsider’s fund (total deposit) for the profit gesteng purpose on the loan & advance.
Generally, a high ratio reflects higher efficiertoythe utilization of fund and vice-
versa. It can be calculated by dividing the amooinfoans and advances by the

amount of total deposits, which is given as below:
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Loan & advances

Loan & advances to total deposit ratie—= :
Total deposit

Here, loans and advances refers to total of lodwareces and over draft (i.e. in local
currency plus convertible foreign currency) an@laleposits refer to total of all kind

of deposits.
2. Loans and advances to fixed deposit ratio:

This ratio indicates how many times the amountdeduin loans and advances in
comparison to fixed deposits. Fixed deposits agentlin sources of deposits of bank
and high interest bearing obligation whereas |l@sadvances are the major sources
of investment to generate income for the commetmaaks. This ratio is calculated by

dividing the amount of loans and advances by fotegosits that are given below

Loans and advances

Loans and advances to fixed deposit ratte—=— :
Fixed deposit

3. Loans and advances to total working fund ratio:

Loans and advances is the major components in dte working fund, which
indicates the ability of bank, are successful irbiliming their loan and advances on
the working fund ratio for the purpose of incomegmtion. This ratio is computed

by dividing loan and advances by total working fumtis is given as below:

_ l.oan and advances
Loans and advances to total working fund ratio= ;
Total working fund

Here total working fund includes all assets of atahce sheet items. It other words,
this include C.A., net F.A, investment for develagrhbonds and other investment in
share, debenture and other etc. A high ratio iredua better mobilization of fund as

loan and advances and vice-versa.
4. Total investment to total deposit ratio:

Investment is one of the major forms of credit tedao earn income. This implies the

utilization of firm's deposit of investment in gavenent securities and share,
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debenture of the other companies and banks. Ttiismeasure the event to which the
bank are successful in mobilizing total investmamthe total deposits, the amount of
deposits should be soundly invest as the bank tnasnlty provide interest on its

deposits but also has to declare a handsome duvitteris owners and shareholders.
This ratio can be calculated by dividing total istraent by total deposit. This ratio is

mention as below:

. ) Total investment
Total investment to total deposit ratre?,

otal deposit

Investment consists of investment of governmentiisies, investment on debenture
and bonds, shares in subsidiary companies, shamether companies and other
investment. A high ratio indicates the Bank’s a#icy is more investing on its

deposit and low indicates inability to put its dsp®for the lending activities.
5. NPA to Total Loan Ratio :

This ratio measures the portion of non performmanlin total loan. Non performing
loan consist of Sub-standard, Doubtful and Baddo&tigher the portion of NPA, the
riskiness of assets will also be high. High amoahtnon performing loans also
increase the amount of loan loss provisions whiepatively affects the profitability
too. This ratio measures the overall performance Bainks related to credit

administration and monitoring.

Total NPA

NPA to Total Loan ==————
o totaitoa Total Loan

3.5.1.1.3. Profitability Ratio:

Profit is different between total revenues andltexpenses over a period. Profit is the
ultimate output of a commercial bank and it williveano future if it fails to make
sufficient profits. Therefore, the financial manageontinuously evaluates the
efficiency of the banks in terms of profits. Theofability ratios in this study are

calculated to measure the operating efficiency aedformance of two banks
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comparatively. Higher the profitability ratio, bettthe financial performance of the

bank and vice-versa. Profitability ratio can becaldted by following different ratio.
1. Net profit to total deposit ratio:

Net profit to total deposit ratio evaluates wheth@nagement has been capable to
mobilize and utilize the deposit. It also helpsktow the overall performance and
generation of profit of bank. This ratio is mostpontant to identify whether the
organization is well efficient or not in mobilizings total deposits so that corrective
action could be taken. Higher ratio indicates betiidization of deposit and vice-
versa. Here, NP is profit after taxes and totalodépmeans total amount of deposit in
various account i.e. saving, current, fixed ancehThe return on total deposits ratio
can be computed by diving net profit by total depoBhis can be expresses as

follows:

. ) . Net profit
Net profit to total deposit rathl;—.
otal deposit

2. Net profit to total assets:

Net profit refers the profit after interest anddaxlt is also known as return on total
assets (ROA). This ratio evaluates the efficiendycompany in utilizing and
mobilizing of assets and its survival. It is usefiai measurement of the profitability
of all financial resources invested in the banketsslt also provides the necessary
foundation for the company to deliver a good retomnequity. Higher ROA indicates
higher efficiency in utilization of total assetsdawice-versa. ROA is calculated by

dividing the mount of NP by total assets.

Net profit

Net profit to total assertsr—
otal assets

3. Net profit to net worth ratio:

Net worth or shareholders equity refers to the aw/icéaim on the assets of the bank.
It can be found by deducting total liabilities fratal assets (excluding intangible

assets and accumulated losses). This ratio measheesprofit earned by the
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commercial banks by utilizing owner’'s equity anceréh by generating return on
satisfy the owners. This ratio indicates how wiedl banks have used the resources of
the owners. Higher the ratio indicates sound mamegé efficiency, and wealth
maximization of the banks, which in turn is the Wtleaaximization of the banks. It is

calculated by dividing net profit by net worth. $hs expressed as follows.

. . Net profit
Net profit to net worth ratio=————
Net worth

4. Total interest earned to total working fund ratio:

The ratio shows the earning capacity of a bankoawotal assets (working fund). This
ratio exhibits the extent on which banks are swgfoésn mobilizing their working
funds to generate income as much as possible. igherratio will indicate the high
earning power of the banks on its total assetsalTinterest earned is calculated by
adding the total income from loans, advances, aasllit, overdraft, and government
securities etc. This ratio is calculated by divgliotal interest earned by total working
fund.

Total interest earned

Total interest earned to total working fund rattg= :
Total working fund

5. Total interest paid to total working fund ratio:

The ratio is used to measure the percentage dfitdémest expenses against the total
assets. Higher the ratio, higher will be the intlara of interest expenses on total
assets and vice-versa. Total interest expensesstotize expenses on total deposits,

loans and advances, borrowing and other depogitsrdtio is calculated as follows:

. Total interest paid

Total interest paid to total working fund ratig—= :
Total working fund

3.5.1.1.4 Leverage Ratio:

This ratio is also called solvency ratio or capgtalcture ratio. A firm should have
strong short-term as well as long-term financiakipon. To judge the long term

financial position of the firm, these ratios hefpmeasure the financial contribution of
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owners and creditors comparatively. These ratid&cate the situation of the capital
structure, which is calculated to measure the caoryipaability of using debt for

benefit of shareholders.

Long-term creditors like debenture holders, finahdnstitutions etc. are more
interested to the firm’s long-term financial wealtlebt servicing capacity and
strength & weakness of the concerns. This ratio beygalculated from the balance
sheet items to determine the proportion of delibtal financing. In summary debt,

ratios tell us the relative proportions of cap@ahtribution by creditors and owners.
1. Debt-Assets Ratio:

This ratio exhibits the relationship between crmditfund and owners capital. This
ratio shows the proportion of outside fund usedfimancing total assets. It also
provides security/ financial safety to the outsilethat is potential shareholder,
depositors or investors. Higher debt ratio indisabégher financial risk as well as
increasing claims of outsiders in total assets laner ratio indicates lower financial
risk as well as decreasing claims of outsider ¢lvertotal asset of the firm. Generally,
1:2 ratios are considered good however, no hardastdule is prescribed. This ratio
implies a finance company success in exploitingt delmore profitable areas. This

ratio can be represented as follows:

Total debt

Debt-Assets Ratio=———
Total assets

2. Debt Equity Ratio:

Debt equity ratio examines the relative claimsreidgdors and owners against the firm
assets. Alternatively, the debt equity ratio intksathe combinations of debt capital
and equity capital fund to the total investmenteTiatio is computed by using

following formula:

Debt Equit RatioM
quity Total equity
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2. Capital Adequacy Ratio:

Capital adequacy ratio measures the ratio betwaeitat funds and risk weighted
assets. Capital fund refers the core capital amgplementary capital. Core capital
includes paid-up capital, share premium, non-reddédenpreference share, general
reserve fund, cumulative profit/loss, capital regéon reserve, capital adjustment
fund, and other free reserves, less goodwill, itmest in excess of prescribed limit,
fictitious assets, and investment in securitiescompanies with financial interest.
Supplementary capital includes loan loss provisionpass loan, assets revaluation
reserve, hybrid capital instruments, unsecured rsliated term debt, exchange
equalization fund, additional loan loss provisionjestment adjustment reserve, and
provision for loss on investment.

Similarly risk weighted assets refers to on balastoeet assets and off balance sheet
items which includes balance in domestic and fir@nastitution, balance in foreign
banks, money at call, loan on the guarantee ofnat®nal rated bank, investment in
share debenture and bond, other investments, lndia@dvances, fixed assets, letter of
credit, bid bond, advance payment guarantee anthgemt liabilities.

According to NRB’s directives, commercial banks sgquired to maintain the certain
level of capital fund against the risk-weightededss

To measure the capital adequacy ratio (CAR) follmafiormula is used:

Capital fund

ital A Ratio=
Capital Adequacy Ra O'I‘_otalriskweightedassets

4. Coverage ratio:

Coverage ratio is designed to relate the financharge of a firm to its ability to
service them. It measures the relationship betweleat is normally available from
operation of the banks and the claim of the outsidgdnder this, following ratios are

calculated.
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*Provision for possible losses to loans and advarseatio:

Always loan and advances consist of risk. To minenthe risk to some extent
commercial banks are required to put some percentdgamounts for loan loss
provision against loans and advances.

Provision for possible loan losses

Provision for possible losses to loans and advarates=

Loans and advances

3.5.1.1.5. Growth (Market) Ratio:
This ratio has been measured to know how well ittne i maintaining its economic
and financial position as compared to comparabl&bbinder this growth ratio of
operating profit, NPAT, EPs, DPs, BVs and MVPs hémeen tested for the most
recent five years period.
Valuation ratios are the most comprehensive measafreerformance for the firm is
that they reflect the combined influence of retan risk ratio. Most important ratios
are as follows.

* Market to book ratio

» Dividend yield ratio

* Price earning ratio

1. Market to book ratio (M/B):

To find out M/B ratio, MVPs is divided by book vaer share

. Market value per share
Market to book ratio=
Book value per share

For the calculation of market to book ratio (M/BBYPs is derived by dividing
shareholders equity by the number of shares oulisignThe M/B ratio is relative
measure of how the growth option (for company isd@p&alued) is physical assets.

The greater the expected growth and value placsugh, the higher this ratio M/B

ratio for established companies range from ag & to 0.5 to as high as 8.01.
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2. Dividend yield ratio:
To find out M/B ratio, MVPs is divided by BVPs. Ehiratio evaluates the
shareholders return in relation to the market valtieghe share. So relationship so

annual dividend to share price denotes the rataivalend yield that is as follows:

. : . DPS
Dividend yield ratio =
MVPs

3. Price earning ratio (P/E)
This ratio of a company is simply obtained by dingl the market value price per
share by EPS. “As the name indicates, this ratiabéished the number of times the

price of a stock exceeds the EPS (Schwartzmanrsyivd 984).”

. MVPs
P/E Ratio= -

Ps

This ratio is widely used by the security analysigvaluate the firm’s performance as
accepted by investors. It indicates investor's judgt for expectations about the
firm’s performance. This ratio reflects investoespectation about the growth in the

firm’s earning.

3.5.2. Statistical Tools:

Various statistical tools to this study will be draout to make the conclusion more
reliable according to the available financial ddtar this, following statistical tools
are used.

1. Arithmetic Mean (Average):

Average is statistical constants, which enableousomprehend in a single effort of
the whole. It represents the entire data by a simglue. It provides the gist and gives
eagle view to the huge mass of unwieldy numeriahdGupta, 2001:357). It is

calculated as:
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Where,
X= Arithmetic Average
Y'x= Summation for total values of the variable/obaton

N= Number of items

2. Standard deviation (S.D)
S.D is defined as the positive square root of tlieamof the square of the deviations

taken from the arithmetic mean. It is denoted lhyns.’

Y (X-X)?
S.D @)= ==
where,
X= mean

n= number of item

3. Coefficent of variation (C.V)

C.V is an independent unit. Two distribution canbatterly compared with the help
of C.V for their variability. The series for whithe co-efficient of variation is greater
Is said to be more variable or conversely, lessistent, less uniform, less stable, or
less homogeneous. On the other hand, the serieghioh co-efficient of variation is
less is said to be less variable or more consisteate uniform, more stable or more

homogeneous.

C.V= 2100

where,

C.V= coefficient of variation
o = Standard deviation

X= mean
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4. Correlation Coefficient (r):

Correlation may be defined as the degree of linetionship existing between two

or more variables. Variables are said correlate@nwthe change in value of one
variable results change in another variable. Sinpalgial and multiple are type of

correlation. Correlation may be positive, negativeero. Among the various methods
of finding out coefficient of correlation, karl geEm’s method is applied in the study.
The result of coefficient of correlation is alwdystween +1 and -1.

When,

r =+1; It means there is perfect positive relatiopdetween two variables.

r = 0; it means there is no relationship betweemvariables.

r=-1; It means there is perfect negative relatignbletween two variables.
The Person’s formula is:

- (N xy-Y xXy)
VN E x*=(Z x)2%/N %y~ (X ¥)2

where,

r= coefficient of correlation
x= independent variable
y= dependent variable

N= number of period

5. Probable Error of the co-efficient of correlation:

The probable error of the coefficient of correlatizelps in interpreting its value, with

the help of probable error, it is possible to d@iee the realiability of the value of the

coefficient is so far as it depends on the condgiof random samping. The probable
error of the coefficient of correlation is obtainesifollows:

1-1?

P.E, =0.6745 * —

where,

46



P.E.r= probable error of co-efficient of correlatio
N= number of pair observation
In order to conculde whether the co-efficient ofretation is significant or not the
following points should be kept in mind.
* Ifr<P.E, Itis not at all significant.
» If r>6*P.E, Itis definitely significant.
e |If the P.E is not much and if the ‘r' is 0.5 or moit is generally to be

significant.

6. Coefficient of Determination:

The coefficient of determination is the measurehef degree of linear association or
correlation between two variables, one of whichgeaqs to be independent and other
beng dependent variable. In other words, coeffic@@ndetermination measures the
percentage of total variation in dependent variablee co-efficient of determination
can have value ranging from zero to one. Coefficodérdetermination is the square of
the co-efficient of correlation.

Symbolically,

R® =

where,

R?= coefficient of Determination

R= coefficent of Correlation

7. Trend analysis:

Trend analysis describes the average relationsttipden series where the one series
related to time and other series to the value efviriable. It generally shows that the
line of the best-fit or straight line is obtainednot. The line of the best fit describes
the changes in a given accompanying a unit chamdenie. Another word, it gives
thebest possible mean values of dependent variabke given value of independent
variable. For calculation of the line of the bastdllowing equation should be kept in

mind.
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Y = a+bx

where,

y.= the estimated value of y for given value of xaded from the line of regression
of y on X.

a=intercept

y=mean of y value

b=slope of line/rate of change

x= the variable in time series analysis represemg.t

The term best fit is interpreted in accordance whhprinciple of least squares, which
consists in minimizing the sum of squares of tledwal or the errors of estimates i.e.
the deviation between the given observed value g tariable and their
corresponding estimated values as given by theolitest fit.
This topic will be used to forecast the ratios besw net profit and deposit, net profit
and investment, net profit and loan and advancéseobanks for next five year on the
base of past five years. The analysis is done ufideted factors, which are as
follows.

* The company will remain unchanged as of presenstige.

» Banks will run as of present position.

* The guidelines by NRB for Banks will remain unchadg

» The forecast will be true only when the limitatioofsleast square method are

carried out.

* The main assumption is that other factors are eomst
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CHAPTER -4

DATA PRESENTATION AND ANALYSIS

In this chapter, data of sample banks are presemtedanalysed according to the

objectives set in the introduction chapter. To maldata more realistic and complete

gualitative analysis is done through different fio@l ratio & statistical analysis.

However, there are many ratios but due to someta&ming &constraint, only

selected ratios have been taken for analyzing titeegth& weakness of the sample

banks.

This chapter also helps for presenting a majoririgdproper recommendation for

researcher, which needs to define in next chaptehis way analysis, effort is made

to make proper linkage of every chapter.

In order to find out the strengths & weakness &afinial performance of the sample

banks carious ratios & variable have been calcdlttat are as follows:

4.1. COMPARATIVE FINANCIAL STATEMENTS ANALYSIS:

4.1.1. five year comparative balance sheet of SCBNL

Table No: 4.1
Standard Chartered Bank

Five-year Comparative balance sheet

(NPR In millions)

Particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

e Shareholder

capital/Net worth:

Share capital (paid up capital 413.25 620.78 931.97 1608.26 1610.17
@100 each) 2067.61
Reserve fund 1703.10 1871.76 2120.50 1761.45
A. Total 2116.35 2492.56 3052.471 3369.71 3677.Y8

e Current liabilities:
Deposit ( Except fixed) 21450.53 | 26442.98 | 28770.02 | 26007.65| 27863.00
Other liability 1049.80 503.43 809.78 802.50 912.45
Bills Payable 36.17 87.40 72.94 89.22 65.96
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Proposed and Dividend 341.74 506.37 476.30 769.17 805.08
Payable
Income tax liability 5.60 2.05 4.26 - -
B. Total Current Liability 22883.84) 27542.2 3018B | 27668.54| 29646.49
* Long Term Debt:
Fixed Deposit 3196.50 3301.01 7101.70 9175.08 | 10136.24
Borrowing 400 - 300 - 350
Debenture and Bond - - - -
C. Total 3596.50 3301.01 7401.7( 9175.08 1048624
Total Liability(A+B+C) 28596.69 | 33335.8Q 40587.4f 0243.33| 43810.51
Assets
e Current Assets:
ggﬁﬂ E:I':;‘gg 378.42 | 41488 | 463.35 | 509.03 | 610.69
Money at call & short notice 1642.60 1635.37 2673.82 1420.28 2365.11
Loan.advances& Bills 1761.15 2197.54 2055.55 1669.46 4280.89
purcﬁase 10502.64 | 13718.60 | 13679.76 | 15956.96| 18427.27
Investment(short term ) 13553.23 | 13894.33 | 20227.63 | 19839.02| 17250.19
633.06 1349.32 1341.58 691.55 761.81
other Assets
A. Total current assets 28471.10 33210.04 40441.690086.30| 43695.95
* Fixed Assets:
Fixed assets 125.59 117.27 137.29 118.84 106.07
Investment (long term) - 8.49 8.49 8.49 8.49
Non Banking Assets - - - - -
B. Total 125.59 125.76 145.78 127.03 114.5p
Total (A+B) 28596.69 33335.80] 40587.47) 40213.33 43810.51

Source: Annual Report of the bank

SCBNL'’S paid up capital was Rs. 413.25 in 2006/@7is in increasing steady

through out of study period f/ly 2010/11. On theesthand component of shareholder

capital i.e. reserve funds increased sharply duthegy study period except in fly
2009/10. In fly 2006/07 reserve fund was Rs 1703nilllon, Rs.1871.76 million in

fly 2007/08 & Rs.2120.50 million in f/y 2008/09. @i it was sharply decreased to
Rs.1761.45 million in f/y Rs 2009/10 and again @aged to Rs 2067.61million in f/y
2010/11. So the net worth (Total shareholder’s tefjpalso fluctuated in the study
period mainly depicted in f/y Rs 2008/09 & f/ly 2000.

Current liability has increased throughout the gtpériod except in f/y 2009/10. It
increased from Rs 22883.84 million in fly 2006/@/ Rs 30133.30 million in fly
2008/09. Current liability decreased to Rs 27668Kion in f/ly 2009/10 and again
increased to Rs 29646.49 million in f/ly 2010/11nggerm debt was fluctuating; it
was Rs 3596.50 million in f/ly 2006/07 and Rs 33Q1million in f/ly 2007/08.After
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then it was increased to Rs7401.70 million, Rs Agillion& Rs 10486.24 million
fly 2008/09, fly 2009/10 & fly 2010/11 respectivelyith the effect of shareholder’s
capital deposits &long term debt, total liabiliti®gas Rs 28596.69 million in fly
2006/07 and increased to Rs 40587.47 million in2398/09. However, it decreased
to Rs 40213.33 million in f/y 2009/10 and againreased to Rs 43810.51 million in
fly 2010/11.

Total current assets of SCBNL highly affected by tlban, advances & bills
purchased in the study period. Total current aseeteased from Rs 28471.10million
in fly 2006/07 to Rs 40441.69 million in fly 2008/0and decreased by
Rs355.39millions to reach Rs.40086.30 in fly 20094hd again increased by Rs
3609.65 million to reach Rs 43695.95 million in POM. Fixed assets were in
increasing steady, throughout the study period gxcef/y 2009/10& 2010/11. It was
Rs 125.59 million in f/ly 2006/07, Rs 125.76 mill&Rs145.78 in f/ly 2007/08 & fly
2008/09 respectively. It was decreased by Rs 3hifldn to reach Rs 114.56 million
in f/ly 2010/11.

4.1.2. Five year comparative Balance sheet of EBL

Table No: 4.2
Everest Bank Ltd.
Five-year Comparative balance sheet
(NPR in millions)

particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

» Shareholder capital/Net

worth:

Share capital (paid up capital 1391 57
@100 each) 518 831.40 838.82 1279.61 1721'98
Reserve fund 683.52 1089.84 | 1364.80 | 1479.53 '
A. Total 1201.52 1921.24 2203.62 2759.14 3113/55

» Current liabilities:
Deposit ( Except fixed) 12559.59| 17530.13| 26273.48| 26492.03| 26065.97
Other liability 1634.60 | 720.44 378.57 566.08 559.24
Bills Payable 26.78 49.43 148.66 145,51 49.72
Proposed and Dividend Payable 68.15 140.79 230.52 276.25 576.90
Income tax liability 15.28 41.14 20.52 (1014) 26.90
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B. Total Current Liability 14304.40 18481.93 2708 | 27478.73| 27278.73
* Long Term Debt:
Fixed Deposit 5626.66 6446.18 | 7049.98 | 10440.28 | 15061.93
Borrowing - - 312 404.61 482
Debenture and Bond 300 300 300 300 300
C. Total 5926.66 6746.18 7661.98 11144/89 15843.93
Total Liability(A+B+C) 21432.58| 27149.3% 36917.35 13B2.76| 46236.21
Assets
* Current Assets:
Cash balance 534.10 822.99 944.70 1091.50 | 1049.00
Bank balance 1857.33 | 1844.98 | 5219.67 | 6727.31 | 5073.86
Money at call & short notice - 346.00 - - -
Loan,advancesé& Bills purchase 13664.99| 18339.09| 23884.67| 27556.36| 31057.69
Investment(short term ) 4984.31 | 4974.63 | 5863.55 | 4923.38 | 7659.00
other Assets 222.66 376.22 492.67 536.19 851.47
A. Total current assets 21262.48 26703/91 36405.20834.74| 45691.07
* Fixed Assets:
Fixed assets 170.10 360.51 427.16 463.09 460.26
Investment (long term) - 84.93 84.93 84.93 84.93
Non Banking Assets - - - - -
B. Total 170.10 445.44 512.09 548.02 545.19
Total (A+B) 21432.58 27149.35 36917.35 41382.76| 46236.21

Sources: Annual report of the bank

EBL’s paid up capital was Rs 518 million in f/y ZJ07. But it was increased by
almost 100% in fy 2007/08 due to issue of 1:1 rgjdres &again in f/ly 2009/10& fly
2010/11increased to Rs 1279.61 million& 1391.57liaml respectively. Reserve

funds, however increased

throughout the studyogeimcreased from Rs.683.52

million in fly 2006/07 to Rs 1721.98 million in f/\2010/11, which resulted
increasing/trend in shareholder’s capital. It i@sed from Rs 1201.52 million in fly

2006/07 toRs3113.55in fly

2010/11.

Current liability was increased steady throughbetstudy period. It was Rs 14304.40
million in f/ly 2006/07, Rs 18481.93 million in f3007/08,Rs 27051.75 million in fly
2008/09 and Rs 27478.73 million in 2009/10. It wlasreased by Rs.200 million to
Rs.27278.73 million in 2010/11. Whereas long-tergbtdalso increased steady
throughout the period increased from Rs 5926.66liamilin f/ly 2006/07 to
Rs15843.93 million in f/ly 2010/11.

5
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Total current assets consist of cash balance, batknce, money at call & short

notice, loan, advances & bills purchased and o#issets. However, around 65% of

total current assets covered by amount of loanamcks & bill purchased. Total
current assets was Rs 21262.48 million, Rs 26703ifibn, Rs 36405.26 million, Rs
40834.74 million & Rs 45691.02 million during f/@6/07, f/ly2007/08, fly 2008/09,
fly 2009/2010 & fly 2010/11 respectively. Total mmt assets increased steadily

during the period.

Total fixed assets increased from Rs170.10 millionf/ly 2006/07 to Rs.545.19

million in f/y 2010/11. It was increased by Rs 3@b.million to reach Rs 545.19
million in f/y2010/11. Total assets for the studgripd increased from Rs.21432.58
million in f/y 2006/07 to Rs.46236.21 million inyf2010/11.

4.1.3. Five year comparative Balance sheet of NABIL

Table No: 4.3

NABIL

Bank Ltd.

Five-year Comparative balance sheet

(NRP In millions)

particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

* Shareholder capital/Net

worth:
S@hf‘ég e(;ac‘?]';a' (paid up capital yq1 65 | 6g9.22 | 965.75 | 2028.77 | 2029.77
1565.39 | 1747.98 | 2164.49 | 1807.93 | 2536.75

Reserve fund
A. Total 2057.04 2437.2 3130.24 3836.7 4566.52

* Current liabilities:
Deposit ( Except fixed) 18910.93| 23450.96| 29037.55| 31699.54| 32855.28
Other liability 378.45 465.94 502.90 644.29 859.41
Bills Payable 83.52 238.42 463.14 425.44 415.77
Proposed and Dividend Payable 509.42 437.37 361.32 434.74 608.93
Income tax liability - 38.77 80.23 24.90 44.10
B. Total Current Liability 19882.32 24631.46 30446 | 33228.91| 34783.49

* Long Term Debt:
Fixed Deposit 4431.46 | 8464.09 | 8310.71 | 14711.16| 16840.83
Borrowing 882.57 1360 1681.31 74.9 1650.60
Debenture and Bond - 240 300 300 300
C. Total 5314.03| 10064.09 10292.02 15086/06 18291.4
Total Liability(A+B+C) 27253.39| 37132.7% 43867.40 21%1.67| 58141.44

53



Assets

e Current Assets:
Cash balance 270.41 511.43 674.40 635.99 744.59
Bank balance 1129.42 | 2159.72 | 2698.12 764.11 1691.96
Money at call & short notice 563.53 1952.36 | 552.89 3118.14 | 245251
Loan,advances& Bills purchas¢ 15545.78| 21365.05| 27589.93| 32268.87| 38034.10

Investment(short term ) 8945.31 | 9939.76 | 10826.38| 13703.02| 13081.21

other Assets 512.05 606.39 864.69 882 1201.98

A. Total current assets 26966.50 36534(71 43206.401372.13| 57206.35
* Fixed Assets:

Fixed assets 286.89 598.04 660.99 779.54 935.09

Investment (long term) - - - - -
Non Banking Assets

B. Total 286.89 598.04 660.99 779.54 935.09

Total (A+B) 27253.39] 37132.7%5 43867.40 5215167 43844

Sources: Annual report of the bank

NABIL’'S paid up capital was Rs. 491.65 in 2006/Q7s in increasing steady through
out of study period f/y 2010/11. On the other handhponent of shareholder capital
l.e. reserve funds increased sharply during thdysperiod except in f/ly 2009/10. In
fly 2006/07 reserve fund was Rs 1565.39 million,1R47.98million in f/y 2007/08 &
Rs 2164.49million in f/ly 2008/09. Then it was shamecreased to Rs 1807.93million
in f/y Rs 2009/10 and again increased to Rs 253aillién in f/y 2010/11. But the net

worth (Total shareholder’s capital) is in incregsirend throughout the study period.

Current liability has increased throughout the gtyeriod. It increased from Rs
19882.32 million in f/ly 2006/07 to Rs 34783.49 ol in f/y 2010/11. Long-term
debt also seems increasing ; it was Rs 5314.08milh f/y 2006/07 and increased by
Rs 4750.06 million to reach Rs 10064.09million g 2007/08. After then it was
increased to Rs10292.02million, Rs 15086.06mill&rRs 18791.43 million in fly
2008/09, fly 2009/10 & fly 2010/11 respectively. tivihe effect of shareholder’s
capital deposits & long term debt, total liabilgievas Rs 27253.39 million in fly
2006/07 and increased gradually to reach Rs 37%3®illion, Rs 43867.40 million,
Rs 52151.67 million and Rs 58141.44 million in 2907/08, fly 2008/09, fly 2009/10
and f/ly 2010/11 respectively.

Total current assets of NABIL highly affected by floan, advances & bills purchased

in the study period. Total current assets increagedgressively from Rs
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26966.50million in f/y 2006/07 to Rs57206.35milliam f/y 2010/11. Fixed assets
were also in increasing steady, throughout theyspetiod. It was Rs 286.89million
in f/ly 2006/07, Rs 598.04million, Rs 660.99 milljoRs 779.54million & Rs 935.09

million in f/y 2007/08, f/ly 2008/09, f/y 2009/10 #y 2010/11 respectively.

4.1.4. Five year comparative Balance sheet of NIBL

Table No: 4.4
Nepal Investment Bank Ltd.

Five-year Comparative balance sheet

(NPR In millions)
particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11
Capital & Liabilities
» Shareholder capital/Net
worth:
S@hfgg e;i‘;\';a' (paid up capital g1 35 | 1903.02 | 2407.07 240910 | 301137
Reserve fund 1076.77 | 1482.87 | 1500.77 5176.99 2148.39
A. Total 1878.12 2686.79 3907.84 4585.39 515976
* Current liabilities:
Deposit ( Except fixed) 16972.17| 26507.5 | 35064.72| 33269.58| 31759.82
Other liability 347.52 488.40 709.98 860.37 1117.66
Bills Payable 32.40 78.84 82.34 38.14 8.25
Proposed and Dividend Payable 43.65 93.47 485.45 602.27 602.27
Income tax liability 0.30 24.08 38.30 37.20 -
B. Total Current Liability 17396.04 27192.29 3638D| 34807.56 33488
* Long Term Debt:
Fixed Deposit 7516.69 | 7944.23 | 11633.37| 16825.15| 18378.31
Borrowing - - 38.80 37.31 280.76
Debenture and Bond 800 1050 1050 1050 1050
C. Total 8316.69 8994.23 12722.17 17912/46 19709.07
Total Liability(A+B+C) 27590.85| 38873.31 53010.80 735.41| 58356.83
Assets
* Current Assets:
Cash balance 763.98 1464.48 | 1833.46 | 1525.44 | 1718.67
Bank balance 1677.53 | 2290.46 | 6084.54 | 5090.45 | 6421.70
Money at call & short notice 362.97 - - - 150
Loan,advances& Bills purchase 17286.43| 26996.65| 36241.21| 40318.31| 41095.51
Investment(short term ) 6505.68 | 6874.02 | 7399.81 | 8635.53 | 7423.11
other Assets 233.67 276.85 390.65 399.43 439.39
A. Total current assets 26830.26 37902/46 51949.65969.16| 57248.38
* Fixed Assets:
Fixed assets 759.46 970.10 1060.75 | 1136.25 | 1108.45
Investment (long term) - - - - -
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Non Banking Assets 1.13 0.75 0.38 -

B. Total 760.59 970.85 1061.13 1136.45 1108.45

Total (A+B) 27590.85| 38873.31 53010.§0 57105/41 56833

Sources: Annual report of the bank

NIBL'’s paid up capital was Rs 801.35million in f2006/07. It was increased by Rs
2210.02 in the study period to reach Rs 3011.3fomiin f/y 2010/11.Reserve
funds, however increased throughout the studyogdeimcreased from Rs 1076.77
million in f/ly 2006/07 to Rs 2148.39 million in f8010/11, which resulted increasing
trend in shareholder’s capital. It increased from1878.12 million in f/y 2006/07 to
Rs5159.76 in fly 2010/11.

Current liability was increased steady in the fitsee years of the study period and
seems decreasing in last two years of the studggdt was Rs 17396.04 million in
fly 2006/07, Rs27192.29 million in f/ly 2007/08, B880.79 million in f/y 2008/09
and it was decreased by Rs 1573.23 million and ®9.56 million to reach Rs
34807.56 million and Rs 33488 million in f/ly 2000/And 2010/11 respectively.
Whereas long-term debt also increased steady thomighe period increased from
Rs 27590.85 million in f/ly 2006/07 to Rs58356.83iom in f/y 2010/11.

Total current assets consist of cash balance, batknce, money at call & short
notice, loan, advances & bills purchased and aibsets. However, more than 70% of
total current assets covered by amount of loanamcks & bill purchased. Total
current assets was Rs 26830.26 million, Rs 37902i#lion, Rs 51949.67 million, Rs
55969.16 million & Rs 57248.38 million during f/y 0@6/07,f/y2007/08,fly
2008/09,fly 2009/2010 & fly 2010/11 respectivelyotdl current assets increased
steadily during the period.

Total fixed assets increased from Rs 760.59 milliorf/y 2006/07 to Rs1108.45
million in fly 2010/11. It was increased by Rs 3RB&. million to reach
Rs1108.45million in f/ly 2010/11. Total assets foe study period increased from Rs
27590.85 million in f/y 2006/07 to Rs.58356.83 ioifi in f/y 2010/11.
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4.1.5 Five year comparative profit & loss a/c of SBNL

Table No

.4.5

Standard chartered bank Itd.

Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year
2006/07 | 2007/08| 2008/09 2009/1p 2010/11

Income:
Interest income 1411.98 | 1591.20| 1887.22| 2042.11| 2718.70
Commission & discount 221.22 | 276.43 | 235.47 | 338.30 | 321.77
Other operating income 28.78 32.59 33.19 34.48 36.75
Exchange gain 309.09 | 345.65 | 480.03 | 458.56 | 387.13
Other income 29.65 92.33 123.18 94.55 73.60
A. total income 2000.72 2338.20 2759.09 2968|00 373b
Expenses:
B. interest expenses 413.06 | 471.73 | 543.79 | 575.74 | 1003.10
C. gross profit (A-B) 1587.66 1866.47 2215.30 2362, 2534.85
Less: other operation expenses:
Staff expenses 199.78 | 225.26 | 253.06 | 312.96 | 365.99
Office /other operation expenses | 228.45 | 230.57 | 276.33 | 295.30 | 305.21
D. total other operating expenses 428.23 45583 .3929 608.26 671.20
E. operating profit (C-D) 1159.43 1410.64 1685.91784.00| 1863.65
Less: non operating expenses:
Loss from extra ordinary activity 491 28.04 15.36 17.02 22 76
Exchange loss
Bad debt written off
ggx:z:gﬂ Ig[ gtoaiffc'ﬁ“'ﬁssses 36.81 | 69.89 | 56.63 | 76.97 | 82.74
Provision for income tax 101.61 | 119.34 | 146.72 | 153.64 | 159.83

o : 324.43 | 374.45 | 442.09 | 450.50 | 479.15
Provision for non banking assets i i i i i
F. Total non operating expenses 467.76 59172 0660.8698.13 744.48
Net profit after tax(E-F) 691.67 818.92 1025.11 3688 | 1119.17

Sources: Annual report of the bank

Income consists of interest income, commission&alisit, other operating income,

exchange gain & other income, interest income &dfédte major part of the income.
SCBNL earned Rs 2000.72 million in f/ly 2006/07,Z38.20 million in f/y 2007/08,
Rs 2759.09 million in f/y 2008/09, Rs 2968 milliam f/y 2009/10 and Rs 3537.95

million of total income in f/ly 2010/11. It was ireased throughout of study period.

Major part of expenses is interest expenses. It Ras413.06 million, Rs 471.73
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million, Rs 543.79 million, Rs 575.74 million anaR003.10 million in f/ly 2006/07,
2007/08, 2008/09, 2009/10 and 2010/11 respectively.

After deducting staff expenses & office expensesgarss profit, operating income
realized. It increased steady throughout the spelyod increased from Rs1159.43
million in f/y 2006/07 to Rs1863.65in f/ly 2010/14et profit after tax realized after
deducting non-operating expenses, which consisiisagge loss, bad debt written off,
provision for possible losses, provision for stadhus, provision for income tax etc. It
was Rs 691.67 million, Rs 818.92 million, Rs 1025million, Rs 1085.87 million &

Rs 1119.17 million in fly 2006/07, 2007/08 ,2008/02009/10 & 2010/11

respectively.
4.1.4 Five year comparative profit & loss a/c of EB

Table No. 4.6
Everest bank limited
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/10 2010/11
Income:
Interest income 1144.41 | 1548.66 | 2186.81 | 3102.45| 4331.03
Commission & discount 117.72 | 150.26 | 202.09 | 208.12 | 203.47
Other operating income 67.97 79.14 106.40 | 142.32 | 148.06
Exchange gain 28.40 64.45 62.53 47.88 46.26
Other income 13.2 24.73 13.05 95.89 57.77
A. total income 137152 1867.24 2570.88 3596/66 86409
Expenses:
B. interest expenses 517.17 | 632.61 | 1012.87 | 1572.79 | 2535.88
C. gross profit (A-B) 854.35 1234.683 1558.01 20Z3|82250.71
Less: other operation expenses:
Staff expenses 86.12 157.96 | 186.92 | 226.36 | 293.13

Office /other operating expenses | 177.55 | 233.77 | 292.01 | 352,51 | 383.11

D. total other operating expenses 263.67 391{73 .9878 578.87 676.24

E. operating profit (C-D) 590.68 842.90 1079.08 8900 | 1574.47

Less: non operating expenses:
Loss from extra ordinary activity 0.80 19.00 5.55 61.19 12.05
Exchange loss -

Bad debt written off - - - - -
Provision for possible losses 89.70 99.34 93.08 77.01 98.30
Provision for staff bonus 45.47 65.87 89.13 118.80 | 133.10
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Provision for income tax 158.30 | 207.47 | 25259 | 356.23 | 399.71
Provision for non banking assets - - -

F. Total non operating expenses 294.27 391/68 84(0.3613.23 643.16

Net profit after tax(E-F) 296.41 451.22 638.73 g31.| 931.31

Sources: Annual report of the bank

EBL earned Rs 1371.52 million in f/ly 2006/07, R&$124 million in f/ly 2007/08,Rs
2570.80 million in f/ly 2008/09,Rs 3596.66 million f/y 2009/10 and Rs 4786.59
million of total income in f/y 2010/11 . It was ireased throughout the study period.
Major part of the expenses is interest expensesciéased from Rs517.17million in
fly 2006/07 to Rs.2535.88miillion in f/ly 2010/11.

After deducting staff expenses & office expensesgarss profit, operating income
realized. Operating income, increased steady tlmowigthe study period increased
from Rs.590.68 million in f/ly 2006/07 to Rs.1574willion in f/ly 2010/11. Gross
profit was Rs.854.35in f/y 2006/07 and it was iased throughout the period. NPAT
realized after deducting non- operating expensés;hwconsists exchange loss, bad
debt written off, provision for possible lossesp\psion for staff bonus, provision for
income tax etc. It was Rs 296.41 million in f/ly 3007, Rs 451.22 million in fly
2007/08,Rs.638.73 million in f/ly 2008/09, Rs 83l.mifllion in f/ly 2009/10 and
Rs.931.31 million in f/y 2010/11. However, totatome increased steady & sharply
during the period, its effect has not seen in tHeAN. NPAT in EBL increased
gradually during the study period.

4.1.7Five year comparative profit & loss a/c of NAB-

Table No. 4.7
NABIL bank Itd.
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/1p 2010/11
Income:
Interest income 1587.76 | 1978.70| 2798.49| 4049.71| 5254.03
Commission & discount 150.61 | 159.32 | 179.69 | 215.48 | 290.86
Other operating income 87.57 94.36 144.16 | 184.02 | 183.44
Exchange gain 209.93 | 196.49 | 251.92 | 276.96 | 276.10
Other income 56.95 75.17 56.33 80.54 17.23
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A. total income 2092.82 2504.04 3430.59 4806\71 21686

Expenses:

B. interest expenses 555.71 | 758.44 | 1153.28 | 1960.11| 2955.43
C. gross profit (A-B) 1537.11 1745.60 2277.31 2806, 3066.23
Less: other operation expenses:

Staff expenses 240.16 | 262.91 | 339.90 | 366.94 | 454.04

Office /other operation expenses | 188.18 | 220.75 | 265.16 | 334.19 | 401.43

D. total other operating expenses 428.34 483|166 .0605 701.13 855.47

E. operating profit (C-D) 1108.77 1261.94 1672.2514247 | 2210.76

Less: non operating expenses:
Loss from extra ordinary activity
Exchange loss

Bad debt written off

Provision for possible losses
Provision for staff bonus
Provision for income tax
Provision for non banking assets

14.21 64.06 45.72 355.83 | 109.47
99.51 108.90 | 147.87 | 162.52 | 190.94
321.09 | 34252 | 447.62 | 486.08 | 569.73

F. Total non operating expenses 434.81 515]48 ©41.21004.43| 870.14

Net profit after tax(E-F) 673.96 746.46 1031.04 104 | 1340.62

Sources: Annual report of the bank

NABIL earned Rs 2092.82 million in f/ly 2006/07, F€2.04 million in f/ly 2007/08,
Rs3430.59 million in f/ly 2008/09,Rs.4806.71 millionf/ly 2009/10 and Rs 6021.66
million of total income in f/y 2010/11. It was ireased throughout of study period.
Major part of expenses is interest expenses. It R&s555.71million, Rs 758.44
million, Rs 1153.28 million, Rs 1960.11 million, caiRs 2955.43 million in 2006/07,
2007/08, 2008/09, 2009/10 and 2010/11 respectively.

After deducting staff expenses & office expensesgarss profit, operating income
realized. It increased steady throughout the spehod increased from Rs 1108.77
million in f/ly 2006/07 to Rs 2210.76 million in f/2010/11. Net profit after tax
realized after deducting non-operating expenses;hwbonsists exchange loss, bad
debt written off, provision for possible lossesp\psion for staff bonus, provision for
income tax etc. It was Rs 673.96 million, Rs 746#iBion, Rs 1031.04 million, Rs

1141.04 million & Rs 1340.62 million in f/ly 2006/02007/08 ,2008/09, 2009/10&
2010/11 respectively.
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4.1.4 Five year comparative profit & loss a/c of NBL

Table No. 4.8
Nepal Investment bank limited
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/1p 2010/11
Income:
Interest income 1584.99 | 2194.28 | 3267.94 | 4653.52 | 5803.44
Commission & discount 163.90 | 215.29 | 262.79 | 242.89 | 269.43
Other operating income 47.32 66.38 87.57 168.31 | 152.98
Exchange gain 135.36 | 165.84 | 185.33 | 224.06 | 228.08
Other income 68.20 108.62 | 117.61 60.61 115.03
A. total income 1999.77 2750.41 3921.24 534939 686%6
Expenses:
B. interest expenses 685.53 | 992.16 | 1686.97 | 2553.85| 3620.34
C. gross profit (A-B) 1314.24 1758.26 2234.27 2%@5| 2948.62
Less: other operation expenses:

Staff expenses 145.37 | 187.15 | 225.72 | 279.85 | 326.54
Office /other operating expenses 243.43 | 313.15 | 413.88 | 433.60 | 456.06
D. total other operating expenses 388.8 500,30 6639. 713.45 782.60
E. operating profit (C-D) 925.44) 1257.95 1594.67 8209 | 2166.02

Less: non operating expenses:

Loss from extra ordinary activity - - - - 52.86
Exchange loss - - - - -
Bad debt written off - - - - -
Provision for possible losses 129.72 | 135.99 | 166.20 93.06 267.33
Provision for staff bonus 72.34 102 129.86 | 180.82 | 167.80
Provision for income tax 221.98 | 323.23 | 397.98 | 542.26 | 501.39
Provision for non banking assets - - - - -

F. Total non operating expenses 424.04 561/22 694.0816.14 989.38
Net profit after tax(E-F) 501.40 696.73 900.63 1265/ 1176.64

Sources: Annual report of the bank

NIBL earned Rs 1999.77 million total income in 2906/07, Rs2750.41 million in fly
2007/08,Rs3921.24 million in f/ly 2008/09,Rs5349:3dlion in f/ly 2009/10 and
Rs.6568.96 million of total income in f/ly 2010/11t was increased throughout the
study period. Major part of the expenses is inteexpenses. It increased from Rs
685.53 million in f/y 2006/07 to Rs.3620.34 millianf/y 2010/11.

After deducting staff expenses & office expensesgarss profit, operating income

realized. Operating income, increased steady tlnmowigthe study period increased
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from Rs 925.44 million in f/y 2006/07 to Rs.2166.0@lion in f/y 2010/11. Gross
profit was Rs.1314.24 in fly 2006/07 and it wasr@ased throughout the period.
NPAT realized after deducting non- operating expenwhich consists exchange loss,
bad debt written off, provision for possible losga®vision for staff bonus, provision
for income tax etc. It was Rs 501.40 million in &#5/07, Rs696.73 million in fly
2007/08, Rs900.63 million in f/ly 2008/09,Rs1265.8lion in f/y 2009/10 and
slightly decreased to Rs 1176.64 million in f/y 01 . However, total income
increased steady & sharply during the period. NHATNIBL increased gradually
during the study period except in f/ly 2010/11.

4.2 Ratio Analysis

Ratio analysis is the expression of the relatign&l@tween the mutually independent
figures. It shows the quantitative relation betwe®o variables. Simply it is

calculated as dividing one variable by anotheraldda. There are various types of
financial ratio which are used by different fieldrfdifferent purpose; Such as
creditors, investor, financial institutions, & mameanent of the firm. In this analysis

following ratio are analyze & interpret for the péise year for the sample banks.
4.2.1 Liquidity Ratio

A bank should maintain its satisfactory liquiditpgtion to satisfy the shout-term
credit needs of the community, to meet demanddéposits, withdraws, pay maturity
obligation in time and convert non-cash assets @atsh to satisfy immediate needs
without loss to bank & consequent impact in long puofit. Liquidity ratio measures

the shout-run solvency of the firm.
1. Current Ratio:

Current ratio indicates the ability of the compamyneet its current obligation. This is
the broad measurement of liquidity position of Banks. In other words, it measures
the availability for current assets for meetingreat liability. This ratio is also known

as working capital.Following table shows the corapige current ratio for five years.
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current assets

Current Ratio= —
current liability

Table No:4.9
Current Ratio
Year\Banks SCBNL EBL NABIL NIBL

2006/07 1.244 1.486 1.356 1.542
2007/08 1.206 1.445 1.483 1.394
2008/09 1.342 1.346 1.419 1.428
2009/10 1.449 1.486 1.546 1.608
2010/11 1.474 1.675 1.645 1.710
Mean 1.343 1.488 1.490 1.536
S.D. 0.118 0.119 0.112 0.130
CV (%) 8.80 8.03 7.50 8.44

(Refer Annex A-1)

The comparative numerical value of four commerbeahks in terms of current ratio,
mean, standard deviation and co-efficient of vamathave been presented in the
above table. The mean current ratio of SCBNL 213, 3vhich is lowest than that of
other banks whereas NIBL has the highest curretd iae. 1.536 in average. It

indicates that NIBL is in strong position to mehe tshort-term obligation of the
stakeholders. Whereas NABIL has the lower standakdation and C.V than others;
which shows that NABIL is more consistent in conmgam to other banks for

maintaining the current ratio. Though SCBNL and NhBe in better liquidity

position;they are inconsistent for maintaining therent ratio as they have higher
Standard Deviation and C.V. The clear outlook ainsacan be presented in the

diagram as below:
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Figure: 4.1
Current Ratio
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2. Cash and bank balance to total deposit ratio:

The main purpose of this ratio is to examine theklsaliquidity capacity on the basis
of cash & bank balance. The following table shohes tash& bank balance to total

deposit ratio of selected sample banks.

Cagh and bank balance

Cash and bank balance to total depostt= ,
Total deposits
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Cash and bank balance to total deposit ratio

Table No:4.10

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.082 0.131 0.060 0.100
2007/08 0.069 0.111 0.084 0.109
2008/09 0.087 0.185 0.090 0.170
2009/10 0.055 0.212 0.030 0.132
2010/11 0.078 0.149 0.049 0.162

Mean 0.074 0.158 0.063 0.135
S.D. 0.013 0.041 0.025 0.031
CV (%) 17.24 25.73 39.56 23.13

(Refer Annex A-2)

This table shows the fluctuating cash & bank badatactotal deposit ratio of sample

banks. The mean cash & bank balance to total degaig of EBL is 0.158 which is

the highest among other banks whereas NABIL haddwest mean cash & bank
balance to total deposit ratio among other barks(0.063. SCBNL has the lowest
S.D. & C.V. (i.e. 17.24% and 0.013 respectivelyjtlzahers which shows it is more

consistent for maintaining cash & bank balance irequents. NABIL has higher C.V.

among others which indicates the inconsistency ABNL for maintaining cash and

bank balance in comparison to other banks.

The below diagram shows the position of cash & Haallknce maintained by sample

banks in comparison to total deposits.
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Figure:4.2
Cash and bank balance to total deposit ratio
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3. Cash and bank balance to current assets ratio:

This ratio measures at what level of cash &bankrze they have out of total current
assets.The cash & bank balance are the most |lmgsdts in terms of other current

assets. It also shows that the bank ability totpaie depositors.

C_as_h & bank balance

Cash & bank balance to current assets ratio=
Current assets

Table No:4.11
Cash and bank balance to current assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.071 0.112 0.052 0.091
2007/08 0.062 0.100 0.073 0.099
2008/09 0.078 0.169 0.078 0.152
2009/10 0.048 0.191 0.027 0.118
2010/11 0.068 0.134 0.043 0.142
Mean 0.065 0.141 0.055 0.121
S.D. 0.011 0.038 0.021 0.027
CV (%) 17.09 27.15 38.78 22.04

(Refer Annex A-3)
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The mean cash & bank balance to current assets fatiSCBNL, EBL, NABIL&
NIBL are 0.065, 0.141, 0.055 & 0.121 respectivélBL has the highest mean ratio
among others. The standard deviation & C.V. of SCB(i.e. 0.011 & 17.09
respectively) is lowest among the other banks Wwhstiows SCBNL is most
consistent for maintaining cash balance in compari® current assets. The clear

outlook of same can be presented in diagram below:

Figure: 4.3
Cash and bank balance to current assets ratio
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4. Loan and advances to current assets ratio:

This ratio measures the amount of investment in lRadvance out of total current
assets. This ratio shows the liquidity positiorthe# banks in loans & advance are also
liquid assets. If it were invested, in higher retarea then it would be profitable for
the banks.

Loan & advances

Loan & advances to current assets rate=
Current assets
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Table No:4.12
Loan & advance to current assets ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.369 0.643 0.576 0.644
2007/08 0.413 0.687 0.585 0.712
2008/09 0.338 0.656 0.639 0.698
2009/10 0.398 0.675 0.628 0.720
2010/11 0.422 0.680 0.665 0.718

Mean 0.388 0.668 0.619 0.698
S.D. 0.034 0.018 0.037 0.032
CV (%) 8.84 2.72 6.02 4.52

(Refer Annex A-4)

The above table shows that the average of thedoadvances to current assets ratio

for SCBNL, EBL, NABIL& NIBL are 0.388, 0.668, 0.61Q 0.698 respectively and
that indicates NIBL has highest & SCBNL has lowsastan ratio. EBL has the lowest
S.D. of 0.018 & lowest C.V. of 2.72, which showslEBs more consistent among

other banks in utilizing its current assets. Thevabdata can also be presented in the

diagram below:

Figure: 4.4
Loan & advance to current assets ratio
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5. Short term investment to current assets:
This ratio measures the portion of short term itwesit in current assets. Banks

have to maintain a good investment mix to manage liguidity position.

. Short term Investment
Short term investment to current assets=
Current assets

Table N0:4.13
Short term Investment to current assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.476 0.234 0.332 0.242
2007/08 0.418 0.186 0.272 0.181
2008/09 0.500 0.161 0.251 0.142
2009/10 0.495 0.121 0.267 0.154
2010/11 0.395 0.168 0.229 0.130
Mean 0.457 0.174 0.270 0.170
S.D. 0.048 0.041 0.038 0.045
CV (%) 10.40 23.81 14.24 26.32

(Refer Annex A-5)

The above table shows the ratio of short term iimeest to current assets of the four banks
for the 4 year period. It shows the mean ratio ©BSIL is highest and mean ratio of NIBL
is lowest in comparison to others. The highest madin of SCBNL 0.457 suggests that
SCBNL has invested more in short term securitiesoimparison to other three banks. The
lowest C.V. of SCBNL i.e. 10.40 also shows the mooeasistency ofSCBNL than other

banks in comparison of short-term investment teesurassets ratio.

The clear outlook of same can be presented below:
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Figure: 4.5
Short term investment to current assets ratio
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6. Fixed deposit to total deposit ratio :

This ratio measures the proportion of fixed deposit of total deposit a bank has
collected. This analysis is useful to bank for lkdagn investment strategy. If a bank
is able to know this ratio, it may invest the fixéelposit amount proportion in long-

term investment sector for higher return.

Fixed deposit

Fixed deposit to total deposit ratte=—"—""
Total deposit
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Table No:4.14

Fixed deposit to total deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.130 0.309 0.190 0.307
2007/08 0.111 0.269 0.265 0.231
2008/09 0.198 0.212 0.223 0.249
2009/10 0.261 0.283 0.317 0.336
2010/11 0.267 0.366 0.339 0.367

Mean 0.193 0.288 0.267 0.298
S.D. 0.072 0.057 0.062 0.057
CV (%) 37.31 19.67 23.42 19.25

(Refer Annex-Ab)

The above table shows the ratio of fixed depostbtal deposit for the sample banks
over the 4 year period. Mean ratio of SCBNL is Istvand that of NIBL is highest
among all other banks, which suggest that NIBL hesntained higher portion of
fixed deposit in comparison to other banks. The. &uidl C.V. of SCBNL is highest
(i,e. 0.072 & 37.31 respectively) and that of NIB lowest (i.e. 0.057 & 19.25
respectively) among other banks which shows SCBMLmost inconsistent in
maintaining the portion of fixed deposit in totapbsit and NIBL is most consistent

in doing so.

The above data can also be presented in the didugbow:
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Figure: 4.6
Fixed deposit to total deposit
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4.2.2 Activity Ratios or Assets and Investment Marmgement Ratio:

Banks must be able to manage its assets very we#latn high return to satisfy
customers and for its own existence. Assets mgatit predicts how efficiently banks
manage the resources at its command. The followssgets management ratios are

used in this study for comparison of the bank.
1. Loan and advances to total deposit ratio:

This ratio measures the extent to which the banksaccessful to mobilize the total
deposits on loans and advances for the purposesahe generation. The following
table exhibits the ratio of loan& advances to toigbosits of the banks throughout the

study period.

Loan and advances

Loan and advances to total deposit ratte= :
Total deposit
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Table No:4.15
Loan and advances to total deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.43 0.75 0.67 0.71
2007/08 0.46 0.76 0.67 0.78
2008/09 0.38 0.72 0.74 0.78
2009/10 0.45 0.75 0.70 0.80
2010/11 0.48 0.76 0.77 0.82

Mean 0.441 0.747 0.707 0.778
S.D. 0.040 0.018 0.044 0.044
CV (%) 8.97 2.43 6.18 5.64

(Refer Annex A-7)

From above comparative table, we can see the averamean of the ratio, Loan and
Advances to Total Deposit, SCBNL 0.441, EBL 0.7MABIL 0.707 & NIBL 0.778
and that indicate comparatively SCBNL has the Iawaesd NIBL has highest on
average. Comparatively it shows the fund utilizatad NIBL is more and SCBNL is
less than other banks. It also says NIBL is momas$ed on utilizing the fund. In the
same table we can see Standard Deviation of rétibeobanks, SCBNL 0.040, EBL
0.018, NABIL 0.044 and NIBL 0.044.1t is the averafjgctuation in ratio over the
period of five years as in the table. The clealomkt of same can be presented in

diagram as below:
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Figure: 4.7
Loan and advances to total deposit
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2. Loan and advances to fixed deposit ratio:

This ratio measures the effectiveness of mobilizman & advance in respect with

fixed deposit. Fixed deposits are high interestribgaobligation whereas loan &

advance are the major sources of investment torgemecome for the commercial

banks. The following table displays the ratio aio&advances to fixed deposit ratio

of sample banks.

Loan and advances to fixed deposit ratte=

Loan and advances

Fixed deposit
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Table No:4.16

Loan and advances to Fixed deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 3.29 2.43 3.51 2.30
2007/08 4.16 2.84 2.52 3.40
2008/09 1.93 3.39 3.32 3.12
2009/10 1.74 2.64 2.19 2.40
2010/11 1.82 2.06 2.26 2.24

Mean 2.585 2.673 2.761 2.689
S.D. 1.084 0.494 0.613 0.531
CV (%) 41.92 18.47 22.19 19.74

(Refer Annex A-8)

The above table shows the mean ratio of NABIL ghkst and SCBNL is lowest than
that of other banks. Highest S.D. & C.V. of SCBNIe(1.084 & 41.90 respectively)
indicates the inconsistency of SCBNL among othetsreas lowest S.D. & C.V. of
EBL (i.e. 0.494 & 18.47 respectively) indicates tonsistency of EBL in comparison

to others. The clear outlook of same can be predantdiagram as below:

Figure: 4.8
Loan and advances to Fixed deposit
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3. Loan and advances to total assets ratio:

This ratio measures the proportion of investmenbam & advance out of total assets.

Total assets of any organization are very impor@ndifferent purpose & so far how
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the total assets formation is important. Loan &atbes is current assets investment

of an organization, which is utilized for shortfteobligation.

Loan and advances

Loan and advances to total assets ratte=
Total assets

Table No: 4.17
Loan and advances to Total Assets
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.37 0.64 0.57 0.63
2007/08 0.41 0.68 0.58 0.69
2008/09 0.34 0.65 0.63 0.68
2009/10 0.40 0.67 0.62 0.71
2010/11 0.42 0.67 0.65 0.70
Mean 0.387 0.660 0.610 0.683
S.D. 0.034 0.016 0.036 0.033
CV (%) 8.88 2.49 5.89 4.80

(Refer Annex A-9)

The above table shows loan & advances to totaltasséio. The mean ratio of
SCBNL, EBL, NABIL & NIBL are 0.387, 0.660, 0.610 &.683 respectively, which
indicates NIBL has highest and SCBNL has lowest medio among others.This
indicates, NIBL has invested more in loan and adearthan other banks with respect
to total assets. The S.D. and C.V. of EBL is lowgst 0.016 & 2.49 respectively)
among other banks which shows that EBL is moreister® in terms of investing in

loan & advances in comparison to other banks.

The complete picture of loan & advances to totaktsratio can be presented in the

diagram below:
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Figure: 4.9
Loan and advances to Total Assets
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4. Total investment to total deposit

The main purpose of this ratio is to measure sstokgess in mobilizing the deposit in
investment. The investment to total deposit rafiaglitfierent banks in the study period

are mentioned in the following table.

) Total investment
Total investment to total depostt= ;
Total deposit

Table No:4.18
Total investment to total deposit
Year\Banks SCBNL EBL NABIL NIBL

2006/07 0.55 0.27 0.38 0.27
2007/08 0.47 0.21 0.31 0.20
2008/09 0.56 0.18 0.29 0.16
2009/10 0.56 0.14 0.30 0.17
2010/11 0.45 0.19 0.26 0.15
Mean 0.520 0.197 0.309 0.189
S.D. 0.055 0.051 0.045 0.047
CV (%) 10.48 25.72 14.64 24.94

(Refer Annex A-10)
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Above table shows the ratio of total investmentcomparison to total deposit. The
mean ratio of SCBNL is 0.520 which is highest thiaat of other banks, that indicates
the fund utilisation of SCBNL in respect to totaveéstment is highest in comparison
other banks. Similarly, SCBNL has lowest C.V..(16.48) and EBL has highest C.V.
(i.e. 25.72) which shows that SCBNL is more comsiy using the fund in investment
and EBL is more inconsistent in doing so with congmn to other banks.The clear

outlook of same can be presented in diagram asvbelo

Figure: 4.10
Total investment to total deposit
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5. NPA to Total Loan

This ratio measures the portion of non performmank in total loans. Non performing

loan consist of Substandard, Doubtful and Bad lo&uwbstandard, Doubtful and Bad

loans are to be categorized as per the overduegitygiariod of loan and advances, and
certain percentage of loan loss provisions to bata@iaed in each category as per the
NRB directives. The NPA to Total Loan should besl#gan or equal to 5% .

Total NPA
NPA to Total Loan =——
Total Loan
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Table No0.4.19
NPA to total Loan

Year\Banks SCBNL EBL NABIL NIBL
2006/07 1.83 0.80 1.15 2.44
2007/08 0.92 0.68 0.75 1.15
2008/09 0.66 0.48 0.81 0.59
2009/10 0.62 0.46 1.51 0.68
2010/11 0.63 0.35 1.81 0.96

Mean 0.931 0.553 1.208 1.164
S.D. 0.518 0.183 0.454 0.748
CV (%) 55.65 33.02 37.55 64.22

(Refer Annex A-11)

From above table mean NPA to Total Loan ratio oBSC, EBL, NABIL& NIBL is
0.931, 0.553, 1.208 &1.164 respectively. Highesameatio of NIBL shows that non
performing loan of NIBL is higher than other bankéereas lowest mean ratio of EBL
shows that non performing loan of EBL is lower tlwhers. Likewise Highest S.D. &
C.V. of NIBL (i.e. 0.748 & 64.22 respectively) anodwest S.D. and C.V. of EBL
(i.e.0.183 & 33.02) indicates the more inconsisyeot NIBL & more consistency of
EBL in maintaining the portion of NPA with compaorsto other banks.

The above data can also be presented in the didugbow:
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Figure: 4.11
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4.2.3 Profitability ratio:

The main objective of a bank is to make profit pdawg different types of services to
its customers. To meet those objectives likewiggad liquidity position meet fixed

interest obligation,

overcome the future contingesic grab the

investment

opportunities, business expansion etc. they must safficient profit. Profitability

ratios are the best indicators of overall efficignio this study, mainly those ratios are

presented which are related with profit as welfuasl mobilization. The following are

profitability ratios those are relevant in thisdyju

1. Net profit to Total Deposit Ratio

Net Profit

Net profit to Total Deposit Ratig=

O—
Total Deposits
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Table No:4.20
Net profit to Total Deposit Ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 2.81 1.63 2.89 2.05
2007/08 2.75 1.88 2.34 2.02
2008/09 2.86 1.92 2.76 1.93
2009/10 3.09 2.25 2.46 2.53
2010/11 2.95 2.26 2.70 2.35

Mean 2.890 1.989 2.629 2.174
S.D. 0.131 0.270 0.225 0.252
CV (%) 4.52 13.56 8.55 11.58

(Refer Annex A-12)

Above table shows the net profit to total depoatior of four banks for five years
period. The mean ratio of SCBNL is 2.890, whickiighest among other banks, which
indicates that SCBNL has better performance inzutd) deposits to earn a higher profit
than other banks. Likewise, EBL has lowest meaio @it 1.989, which indicates that
earning of EBL is lower than other banks in comgamito total deposits. SCBNL is
also maintaining more consistency in net profitdtal deposit ratio than other banks,
which is indicated by lowest S.D. & C.V. of banke(i0.131 & 4.52 respectively).The

above data can also be presented in the diagraawbel
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Figure: 4.12
Net profit to Total Deposit Ratio
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2. Net profit to Total Assets Ratio

This ratio is a measuring tool of profitability Wwirespect to each financial resources
investment of the assets. The following comparatatde shows the return on total

assets ratio of different banks recorded over dysperiod.

Net profit to Total Assets R t'q,—y et Profit

et profit to Total Assets Rati = al Assets

Table No:4.21

Net profit to Total Assets Ratio
Year\Banks SCBNL EBL NABIL NIBL

2006/07 2.42 1.38 2.47 1.82
2007/08 2.46 1.66 2.01 1.79
2008/09 2.53 1.73 2.35 1.70
2009/10 2.70 2.01 2.19 2.22
2010/11 2.55 2.01 2.31 2.02
Mean 2.531 1.760 2.265 1.908
S.D. 0.109 0.264 0.175 0.208
CV (%) 4.30 15.03 7.74 10.88

(Refer Annex A-13)
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The above table shows that all banks have fluctlueddo throughout the study period.
Average ratio of SCBNL, EBL, NABIL& NIBL are 2.5311.760, 2.265 & 1.908
respectively. SCBNL has the highest and EBL haddivest mean ratio. From the above
statement it can be concluded that the all bantéBtgrave been increasing in comparison
to previous year, except of NIBL in 2010/11. Sin&&BNL has a highest mean ratio,
which determined that SCBNL is successful in earnthe net profit with efficient
utilization of total assets with comparison to otlanks. In addition, SCBNL is also
successful to maintain the consistency profit, Wh& shown by lower S.D. &C.V. (i.e.
0.109 &4.30 respectively).

The above data can also be presented in the digazbow:
Figure: 4.13
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3. Net profit to Net Worth

This ratio is used to measure the successfulnesaraing the profit with respect to the
shareholder’'s equity. The following table presehis net profit to net worth ratio of

sample banks.

Net Profit

Net profit to Net Worth=————
Net Worth
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Table No:4.22

Net profit to net worth

Year\Banks SCBNL EBL NABIL NIBL
2006/07 32.68 24.67 32.76 26.70
2007/08 32.85 23.49 30.63 25.93
2008/09 33.58 28.99 32.94 23.05
2009/10 32.22 30.15 29.74 27.61
2010/11 30.43 29.91 29.36 22.80

Mean 32.355 27.440 31.085 25.218
S.D. 1.182 3.128 1.677 2.177
CV (%) 3.65 11.40 5.40 8.63

(Refer Annex A-14)

From the above table again SCBNL has highest mato (i.e. 32.355) than that of
other banks, which defines that SCBNL has a bettétievement on increasing net
profit by mobilizing on resources of shareholdeeguity. SCBNL has more
consistency than other banks too, though it hag$v\8.D. & C.V. (i.e. 1.182 & 3.65
respectively) among other sample banks. The abat@ chn also be presented in the

diagram below:

Figure: 4.14
Net profit to Net Worth
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4. Total Interest earned to Total Assets ratio:

The ratio shows the earning capacity of a bank®ototal assets. This ratio exhibits the
extent on which banks are successful in mobiliingir working funds to generate
income as much as possible. The following tablevshihe comparative ratios of banks

for the different periods.

Interest Earned
Total Interest earn to Total Assets ratto=

Total Assets
Table No:4.23
Total Interest earned to Total Assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 4.94 5.34 5.83 5.74
2007/08 4.77 5.70 5.33 5.64
2008/09 4.65 5.92 6.38 6.16
2009/10 5.08 7.50 7.77 8.15
2010/11 6.21 9.37 9.04 9.94
Mean 5.129 6.766 6.867 7.130
S.D. 0.623 1.671 1.517 1.872
CV (%) 12.15 24.70 22.09 26.26

(Refer Annex A-15)

From the above table reveals, the total interesteghto total assets ratio. The mean
ratio of SCBNL is lowest (i.e. 5.129) & that of NIHs highest (i.e. 7.130) among all
banks, which indicates that on an average NIBLdased more interest and SCBNL
has earned less interest in comparison. Since .De&C.V. of SCBNL (i.e. 0.623 &
12.15 respectively) is significantly lower than tthed EBL, NABIL & NIBL which
shows the good or more consistency in earning asteby mobilizing total assets

effectively. The clear picture of same can alspitasented in the diagram below:
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Figure: 4.15
Total Interest earned to Total Assets ratio
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5. Total Interest Paid to Total Assets Ratio:

The ratio is used to measure the percentage dfitiémest expenses against the total
assets. The following are the comparative ratiaureg of the banks recorded in

different periods.

_ JInterest Paid
Total Interest Paid to Total Assets Ra{i(’%‘otal Assels

Table No:4.24
Total Interest Paid to Total Assets Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 1.44 2.41 2.04 2.48
2007/08 1.42 2.33 2.04 2.55
2008/09 1.34 2.74 2.63 3.18
2009/10 1.43 3.80 3.76 4.47
2010/11 2.29 5.48 5.08 6.20
Mean 1.584 3.354 3.110 3.779
S.D. 0.396 1.327 1.307 1.573
CV (%) 25.03 39.56 42.02 41.62

(Refer Annex A-16)
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The above table shows the comparative analysistalf interest paid to total assets. The
table reflects that NIBL has higher mean ratio 9f78, which indicates that it has paid
larger interest than other banks. But measuring tloasistency, SCBNL has
successfully maintained more consistency levelctvhs indicated by its lower S.D.
&C.V. of 0.396 & 25.03 respectively.The above datn also be presented in the

diagram below:

Figure: 4.16
Total Interest Paid to Total Assets Ratio
7.00
6.00 /)(
5.00 P
2 4.00 f —&—SCBNL
[
“ 300 —m—-EBL
: NABIL
2.00 +— /
—>=NIBL
‘ ‘ - +
1.00
0.00 T T T T 1
2006/07 2007/08 2008/09 2009/10 2010/11
Year

4.2.4. Leverage Ratio or Capital Structure Ratio:

Leverage ratio is also one of the major ratiosriovk about the financial performance
of any institution. This ratio reveals the propontiof funds used by the institution
either from the creditor side or from owner sideorder to maintain healthy financial
position, any institutions need to maintain propeaportion of debt and equity capital.
A capital structure of an institution is very impant in terms of sustainability liquidity

and profitability.
1. Debt- equity Ratio:

High debt equity ratio indicates more use of mofmesn creditor’s side and vice versa.
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X . Total Debt
Debt-equity Ratio=

Total Equity
Table No:4.25
Debt- equity Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 12.51 16.84 12.25 13.69
2007/08 12.37 13.13 14.24 13.47
2008/09 12.30 15.75 13.01 12.57
2009/10 10.93 14.00 12.59 11.50
2010/11 10.91 13.85 11.73 10.31
Mean 11.806 14.714 12.765 12.306
S.D. 0.810 1.529 0.947 1.412
CV (%) 6.86 10.39 7.42 11.47

(Refer Annex A-17)

From above comparative table, we can see the avevagnean of the Debt-Equity
ratio, SCBNL 11.806, EBL 14.714, NABIL 12.765 & NIB12.306 and that indicate
comparatively SCBNL has the lowest and EBL has désglon average. Comparatively
it shows that fund raised by debt for EBL is monel &CBNL is less than other banks.
It also says EBL has higher debt cost and lowegstment from equity fund. The lower
debt brings a lower cost of the banks. In the stahke we can see C.V. of ratio of the
banks, SCBNL 6.86, EBL 10.39, NABIL7.42 and NIBL.47Z. SCBNL has lowest &

NIBL has highest C.V. which indicates, SCBNL is maronsistent on maintaining

debt-equity ratio.

The clear outlook of same can be presented in alags below:
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Figure: 4.17
Debt- equity Ratio
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2. Debt-Assets Ratio:

It measures proportion of the creditors’ funds ubgdthe institution to acquire the
assets. The increased proportion of debt indicdtedigh level of risk. The high level
of riskin the sense, that the debt financing needgilar payment of interest in any

condition of institution financial status and ecomo. The debt-assets ratios are as

follows:-
. Total Debt
Debt-Assets Ratio=———
Total Assets

89



Table No:4.26
Debt-Assets Ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.93 0.94 0.92 0.93
2007/08 0.93 0.93 0.93 0.93
2008/09 0.92 0.94 0.93 0.93
2009/10 0.92 0.93 0.93 0.92
2010/11 0.92 0.93 0.92 0.91

Mean 0.922 0.936 0.927 0.925
S.D. 0.005 0.006 0.005 0.008
CV (%) 0.55 0.64 0.52 0.88

(Refer Annex A-18)

The above table shows that the ratio of allbanlesraot much fluctuated. EBL has
highest mean ratio of 0.936, so as SCBNL has lowestn ratio of 0.922 and NABIL
& NIBL have 0.927 & 0.925 respectively. The highestan ratio indicates, the debt
financing of EBL is higher than that of other bankdowever, measuring the
consistency NABIL is more successful in maintainaognsistency with the lowest C.V.
of 0.52.

The clear outlook of same can be presented in alags below:
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Figure: 4.18
Debt-Assets Ratio
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3. Coverage Ratio:

This ratio measures the proportion of possible lmmses out of the total loans and

advance invested.

.. Provision for possible loan losses
Loan loss provision to Total loan & advances—= E

Total loan &advances

Table No:4.27
Provision for loan losses to loan and advances
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.03 0.03 0.02 0.03
2007/08 0.02 0.03 0.02 0.02
2008/09 0.01 0.02 0.01 0.02
2009/10 0.01 0.02 0.02 0.02
2010/11 0.01 0.02 0.02 0.02
Mean 0.017 0.025 0.021 0.020
S.D. 0.006 0.004 0.004 0.005
CV (%) 34.42 17.79 18.52 24.92

(Refer Annex A-19)
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From the above comparative table the ratios dbatlks are fluctuating. The mean ratio
of EBL is higher than other banks, which is not dgdor the bank. The higher ratio
indicates the larger amount of losses for the lmanlof loan & advances invested. EBL
has more consistency due to its lower C.V. of 1% 7®an other banks. The clear

outlook of same can be presented in diagram asvbelo

Figure: 4.19
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4. Capital adequacy ratio:

Capital adequacy ratio indicates strength of chpi@e of the institution. The capital

adequacy ratios of the sampled banks are as fallows

Capital Fund
otal Risk Weighted Assets

Capital adequacy rati%
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Table No:4.28
Capital adequacy ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 15.71 11.19 12.04 12.17
2007/08 14.00 11.44 11.10 10.18
2008/09 14.70 11.34 10.70 11.24
2009/10 14.51 10.77 10.50 10.55
2010/11 14.22 10.43 10.58 10.91

Mean 14.627 11.033 10.985 11.009
S.D. 0.660 0.424 0.633 0.760
CV (%) 4.51 3.84 S5.77 6.90

(Refer Annex A-20)

The above comparative table shows the capital asgguatio of sample banks for the five-
year period. The mean ratio of SCBNL (i.e. 14.6&7highest among other banks, which
shows the bank is in more comfortable position mintaining capital adequacy. However,
all the banks are successful to maintain sufficeagital adequacy ratio of more than 10%,
the minimum requirement set by Nepal Rastra Bamlcéonmercial banks. Measuring the
consistency, EBL seems more consistent in maimginapital adequacy ratio with lowest
S.D. & C.V. of 0.424 & 3.84 respectively. The cleartlook of same can be presented in

diagram as below:
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Figure: 4.20
Capital adequacy ratio
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4.2.4.Growth ratio

1. Price Earnings Ratio:

. Market Value Per Share
P/E Ratio=

Earning Per Share
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Table No:4.29

P/E RATIO
Year\Banks SCBNL EBL NABIL NIBL

2006/07 35.25 30.99 36.84 27.63
2007/08 51.77 34.11 45.53 42.34
2008/09 54.64 24.55 43.19 37.09
2009/10 42.23 16.27 28.45 13.42
2010/11 25.90 13.15 17.72 10.54

Mean 41.958 23.815 34.343 26.204

S.D. 11.835 9.063 11.410 14.050
CV (%) 28.21 38.05 33.22 53.62

(Refer Annex A-21)

The above table shows average P/E ratio of foukda®CBNL 41.958, EBL 23.815,
NABIL 34.343 & NIBL 26.204, SCBNL has highest an®IE has lowest ratio on
average. The highest ratio of SCBNL suggest thhast higher market value per share
than other banks, whereas NABIL, NIBL & EBL aretlme second, third and fourth
position respectively. Measuring the consistencgBEL is more consistent with
lowest C.V. of 28.21 and NIBL seems to be more mststent with highest C.V. of

53.62.The clear outlook of same can be presentd@dgram as below:
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Figure: 4.21
P/E RATIO
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2.Market to Book Ratio:
. Market Value Per Share
Market to Book Ratio=
Book Value Per Share
Table No0:4.30
Market to Book Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 11.52 8.65 12.08 7.39
2007/08 17.01 9.73 14.90 10.99
2008/09 18.35 7.11 15.12 8.57
2009/10 13.61 491 9.00 3.71
2010/11 7.88 3.94 5.56 3.01
Mean 13.674 6.869 11.333 6.733
S.D. 4,219 2.444 4.073 3.349
CV (%) 30.85 35.58 35.94 49.74

(Refer Annex A-22)

The above table shows that this ratio of SCBNL 738,6s highest among other banks,
whereas NIBL has the lowest ratio 6.733. Higheroraf SCBNL suggests that the

bank’s growth rate in terms of share value is highan other banks and lower ratio of
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NIBL suggests that the bank’s growth rate in tewhshare value is less than other
banks in comparison. Similarly, SCBNL has more ¢iracy than other banks which
can be measured by the lowest C.V. i.e. 30.85%.

Figure: 4.22
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Table No0:4.31
Dividend Yield Ratio
YeanBanks SCBNL EBL NABIL NIBL
2006/07 2.20 1.23 2.77 1.74
2007/08 1.90 0.96 1.90 1.67
2008/09 1.66 1.22 1.74 1.44
2009/10 2.13 1.84 2.94 3.55
2010/11 2.78 0.91 2.40 9.71
Mean 2.137 1.234 2.347 3.619
S.D. 0.416 0.370 0.526 3.507
CV (%) 19.49 29.96 22.43 96.89

(Refer Annex A-23)
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From above table the mean dividend vyield ratio ©BSIL, EBL, NABIL & NIBL are
2.137, 1.234, 2.347& 3.619 respectively. NIBL haes highest dividend yield ratio and
EBL has the lowest of it. Higher ratio of NIBL irudites that it is providing higher
dividend with respect to its market value per shiteasuring the consistency, SCBNL
IS maintaining more consistency with lowest C.V168f49 and NIBL seems to be more
inconsistent than other banks, since it has higkeBt & C.V. of 3.507 & 96.89

respectively.

Figure: 4.23
Dividend Yield Ratio
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4.3. Statistical Analysis:
4.3.1 Coefficient of Correlation Analysis:

The analysis has been made to measure the degfieeanf relationship between two
variables in the bank. The tool is used to prethietrelationship between deposits and
loan and advances, deposits and investment, ineestamd net profit and net profit to
loan and advance. Under this study, Karl’'s Persoadfficient of correlation is being

used. The result of coefficient of correlation iways between +1 and -1, when r=+1, it
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means there is perfect relationship between tw@bkes and vice versa. When r=0, it

means there is no relationship between two vargable

4.3.1.1Correlation between Total Deposits and LoaAdvances:

The coefficient of correlation between deposits &ahs and advances measures the
degree of relationship between these two variakEEposit is the main tool for
developing the banking performance of the banksewise, the loan and advances are
the key part to mobilize the collected depositst fos study, deposit is taken as
independent variable (x) and loan and advancesatien as dependent variables (y).
Following table shows the r, r2, P.E (r) betweepaitsand loan& advances of the

sample banks.

Table N0:4.32

Correlation between Total Deposits and Loan Advance

Evaluation SCBNL EBL NABIL NIBL
Crieteria
r 0.8794 0.9967 0.9894 0.9975
r2 0.7733 0.9934 0.9790 0.9949
P.E (n) 0.0684 0.0020 0.0063 0.0015
6* P.E (n) 0.4103 0.0119 0.0381 0.0091
Si;ﬁ;;ieclaorfce Significant Significant Significant Significant

(Refer Annex A-24, A-25, A-26 & A-27)

The coefficient of correlation for SCBNL, EBL, NABI& NIBL banks are 0.8794,
0.9967, 0.9894 and 0.9975 respectively. The cdroslecoefficient for EBL & NIBL
are almost +1, which indicates there is perfectigifive correlation between the total
deposits and loan and advances for these two bévtkige testing 6* P.E(r) for all four
banks found to be significant as the value ofsrgreater than value of 6*P.E. (r) which
implies that there found to be perfect correlatietween the total deposits and loan and
advances. It shows that all four sample banks aalde in loan and advances

mobilizing its total deposits efficiently.
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4.3.1.2 Correlation between Total Deposits (x) anlshvestment:

Investment is also a major part of banks to mobittze collected deposits to maximize
the profit of banks investing in different profitabareas like shares and debenture,
bond, government securities and other investmemeréfore, it is important to study
the relation between the total deposits and investni-or this analysis, deposit is taken
as independent variable (x) and investment (y)alemn as dependent variable. The
following table shows the coefficient of correlatibetween deposits and investment, r2,
P.E (r) and 6*P.E (r).

Table No: 4.33
Correlation between Total Deposits and Investment
Evaluation Criteria SCBNL EBL NABIL NIBL

r 0.8087 0.6904 0.9644 0.8123
r2 0.6540 0.4766 0.9301 0.6598
P.E (r) 0.1044 0.1579 0.0211 0.1026
6* P.E (r) 0.6261 0.9472 0.1265 0.6157

Level of Significance| Significant Insignificant Significant Significant

(Refer Annex A-28, A-29, A-30 & A-31)

The coefficient of correlation of SCBNL, EBL, NABIE NIBL are 0.8087, 0.6904,
0.9644 & 0.8123 respectively. NABIL has higher dsgof correlation between total
deposits and investment. While testing 6*P.E(r) SICBNABIL & NIBL all three
banks found to be significant as the value of srgreater than value of 6*P.E(r) and
EBL found to be insignificant as the value of ‘s less than 6*P.E(r). It shows that
SCBNL, NABIL & NIBL are capable to mobilize theiregosits in investment but EBL
IS not capable to do so.

4.3.1.3 Correlation between Investment and Net praf

Without profit, banks cannot sustain in the marHet.maximize the profit investment
is done in different profitable area. Net profittlsee key to survival of the banks.

Therefore, it is necessary to measure the degreelationship between these two
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variables. For this study, investment (x) is taksnndependent variable and net profit

(y) is taken as dependent variable. Following tablews the relationship between two

variables.
Table No:4.34
Correlation between Investment and Net profit

Evaluation Crieteria SCBNL EBL NABIL NIBL
r 0.8414 0.6688 0.9068 0.8942
r2 0.7080 0.4473 0.8222 0.7996
P.E (n 0.0881 0.1667 0.0536 0.0605
6* P.E (1) 0.5285 1.0004 0.3218 0.3628
Level of Significance| Significant Insignificant Significant Significant

(Refer Annex A-32, A-33, A-34 & A-35)

The coefficient of correlation of SCBNL, EBL, NABIand NIBL are 0.8414, 0.6688,
0.9068 & 0.8942 respectively. The higher value afrelation coefficient for NABIL
indicates the higher degree of correlation betwéemet profit & investment, while
lower value of correlation coefficient for EBL irgdites the lower degree of correlation
between its net profit & investment. While testi6tf.E (r) of SCBNL, NABIL &
NIBL found to be significant as the value of ‘r'hsgher than 6*P.E (r) for these banks
whereas EBL is found to be insignificant as theugadf ‘r' is lower than the value of
6*P.E (r). EBL is found to be weak in earning thet profit through the investment
where as other three banks found successful to m&triprofit by mobilizing fund in

investment.
4.3.1.4 Correlation between Loan & Advances and Neirofit:

Loan and Advances helps in earning the profit. Beatns the profit by mobilizing the
deposits in Loan & Advances. Therefore, it is neaeg to study the relation between
these two variables. For this study loan & advarigess taken as independent variable
and net profit (y) is taken as dependent variabhe following table shows r2, P.E (r)

and 6*P.E (r) between loan & advances and nettprofi
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Table No: 4.35
Correlation between Loan & Advances and Net profit

Evaluation Crieteria SCBNL EBL NABIL NIBL
r 0.8876 0.9968 0.9885 0.9575
r2 0.7879 0.9935 0.9772 0.9167
P.E (n) 0.0640 0.0019 0.0069 0.0251
6* P.E (n) 0.3839 0.0117 0.0412 0.1507
Level of Significance | Significant Significant Significant Significant

(Refer Annex A-36, A-37, A-38 & A-39)

The coefficient of correlation for the sample barikend to be almost ‘1’, which
indicates there is proportion relationship betwtenloan &advances and net profit for
all four banks. While testing 6*P.E (r) for SCBNEBL, NABIL & NIBL, found to be
significant as the value of ‘r’ for these bankgyreater than 6*P.E (r), which implies
that there found to be perfect correlation betwibenloan & advances and net profit. It

shows that all four banks are successful in mdhgizheir fund in loan and advances.

4.3.2 Trend Analysis:

The main objective of this part is to analyze ttead of prospective net profit in future
by analyzing the trend of past net profit of thenksm Banks utilize the deposit by
releasing investment in loan and advances in @iffeprofitable areas for maximizing
the profit. A bank can invest in share and debenhond, government securities and

provide the loan and advances in different scheme.

This topic will be used to forecast the ratios lestw net profit and deposit, net profit

and investment, net profit and loan & advance$efiianks for the next five years.
4.3.2.1 Trend Analysis of Total Deposit:

This analysis will analyze total deposit of ban&sfive years from 2006/07 to 2010/11
and projection for five years i.e. 2011/12 to 2485/The following table shows the

trend values of net profit to net deposit of bafttsen years.
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Table No: 4.36
Trend Analysis of Total Deposit

Banks

Year SCBNL (total EBL (total NABIL (total NIBL (total

deposits) deposits) deposits) deposits)
2006/07 24,647.03 18,186.25 23,342.39 24,488.86
2007/08 29,743.99 23,976.31 31,915.05 34,451.73
2008/09 35,871.72 33,323.46 37,348.26 46,698.09
2009/10 35,182.73 36,932.31 46,410.70 50,094.73
2010/11 37,999.24 41,127.90 49,696.11 50,138.13
2011/12 42,331.89 48,361.04 57,903.43 61,256.77
2012/13 45,546.21, 54,244.97 64,623.74 67,950.92
2013/14 48,760.52 60,128.90 71,344.05 74,645.08
2014/15 51,974.84 66,012.83 78,064.36 81,339.23
2015/16 55,189.15 71,896.76 84,784.67 88,033.39

(Refer Annex A-40, A-41, A-42 & A-43)

The above table shows that trend values of all ks are in increasing trend. The
projection of NIBL is highest among other banks l&MNABIL, EBL & SCBNL are in
second, third and fourth position respectively. Hivve data can be presented in the

diagram below:

Figure: 4.24
Trend Analysis of Total Deposit
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4.3.2.2 Trend Analysis of Loan and Advances:

This analysis will show the trend values of loanl @ulvances of banks for the study

period and then forecast for the following five geaThe trend values of loan &

advances of the banks are presented in the folptable.

Table N0:4.37
Trend Analysis of Loan and Advances
Banks
Year | SCBNL (Loan| EBL (Loan & | NABIL (Loan & | NIBL (Loan &
& Advances) Advances) Advances) Advances)

2006/07 10,502.64 13,664.99 15,545.78 17,286.43
2007/08 13,718.60 18,339.09 21,365.05 26,996.65
2008/09 13,679.76 23,884.67 27,589.93 36,241.21
2009/10 15,956.96 27,556.36 32,268.87 40,318.31
2010/11 18,427.27 31,057.69 38,034.10 41,095.51
2011/12 19,883.33 36,101.36 43,724.88 50,669.57
2012/13 21,692.09 40,501.63 49,312.93 56,763.55
2013/14 23,500.86 44,901.90 54,900.98 62,857.53
2014/15 25,309.62 49,302.16 60,489.02 68,951.51
2015/16 27,118.38 53,702.43 66,077.07 75,045.50

(Refer Annex A-44, A-45, A-46 & A-47)

The comparative table shows that forecast valwa dbur banks are in increasing trend
of loan and advances. Among them EBL has highestdtivalue and SCBNL has

lowest trend value of loan and advances.
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Figure: 4.25

Trend Analysis of Loan and Advances
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4.3.2.3 Trend Analysis of Investment:

The following table is the analysis for trend vauef investment for next five year

according to past five year’s analysis.

Table No0:4.38
Trend Analysis of Investment
Year Banks
SCBNL EBL NABIL NIBL
(Investment) (Investment) (Investment) (Investment)

2006/07 13,553.23 4,984.31 8,945.31 6,505.68
2007/08 13,902.82 5,059.56 9,939.76 6,874.02
2008/09 20,236.12 5,948.48 10,826.38 7,399.81
2009/10 19,847.51 5,008.31 13,703.02 8,635.53
2010/11 17,258.68 7,743.93 13,081.21 7,423.11
2011/12 20,966.35 7,389.32 14,909.65 8,446.54
2012/13 22,301.91 7,936.11 16,113.16 8,806.18
2013/14 23,637.47 8,482.91 17,316.67 9,165.82
2014/15 24,973.08 9,029.71 18,520.17 9,525.45
2015/16 26,308.59 9,576.51 19,723.68 9,885.09

(Refer Annex A-48, A-49, A-50 & A-51)
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The above comparative table shows the trend valti@svestment from year 2006/07
to 2010/11 actual data and next five year foredastiows the effect of investment to
the net profit.

Figure: 4.26
Trend Analysis of Investment
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4.4 Major Findings of the Study

The major findings of the study are derived onlihsis analysis of selected commercial
banks, which are given below.
4.4.1 Liquidity Ratio

The liquidity position of selected commercial bankgeals that:

1. The average current ratio of all banks are almastesi.e. SCBNL 1.343, EBL
1.488, NABIL 1.490 & NIBL 1.536. It shows that dur banks have maintained
good current ratio. In comparison, NIBL is in golguidity position than others
with higher mean ratio, while NABIL seems to be maronsistent because of

maintaining lower C.V. and Standard Deviation to#mers.
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2. The average ratio of cash and bank balance to tepbsit of SCBNL, EBL,
NABIL& NIBL are 0.074, 0.158, 0.063& 0.135 respemly. It reveals that on an
average basis EBL has more liquid to serve its sieg@s in time with enough cash
in hand. NABILis found to be holding less cash and than other banks.

3. The average ratio of cash and bank balance torduaissets of NABIL is lesser than
that of other banks. It indicates that NABIL hasim@ned comparatively lower
portion of cash & bank balance with respect toenirassets. However, SCBNL has
maintained more consistency than other banks, lsec&CBNL has lower Standard
Deviation & C.V. than other banks.

4. The loan and advance to total current assets oplsapanks SCBNL, EBL, NABIL
& NIBL are 0.388, 0.668, 0.619& 0.698 respectivédlean ratio of NIBL is higher
than other banks, which indicates NIBL has provideore loan & advances than
other banks. SCBNL has lowest average ratio, whiggest SCBNL use to provide
rationally less loan & advances than that of otmenks.EBL has more consistency
in maintaining this ratio than other banks becausas lowest Standard Deviation
& C.V.

5. The mean ratio of short term investment to curessets of SCBNL 0.457 is higher
than that of other banks. It states that SCBNL higder portion of short term
investment than other banks and SCBNL also hastenaed more consistency than
others with lower C.V. of 10.40%.

6. The mean ratio of fixed deposit to total deposiioraf SCBNL, EBL, NABIL&
NIBL are 0.193, 0.288, 0.267& 0.298 respectivefycbmparison the mean ratio of
EBL, NABIL & NIBL are almost same while SCBNL haswest mean ratio. Which
indicates EBL, NABIL & NIBL has maintained more &a deposits in total deposit
mix, that gives these banks more opportunity teegtvtheir deposit in long term

investment sector than SCBNL.

4.4.2 Activity Ratio:
The activity ratio of selected commercial bankseds that:
1. In comparison, NIBL has highest and SCBNL has Idwesan ratio of loan &

advances to total deposit. It implies that NIBL hes®d higher percentage of
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total deposit into loan and advances than othekd$aver the study period.
Similarly, SCBNL has used lower percentage of tateposit into loan and
advances over the study period than other bankg. iEBnore consistent with
lower S.D. & C.V.

2. The mean ratio of loan & advances to fixed depofill the banks are almost
same. EBL has maintained more consistency in nzatgiloan & advances
effectively with respect to fixed deposit becaushkas lower S.D. & C.V. (i.e.
0.494 & 18.47% respectively).

3. The average ratio of loan & advances to total asseSCBNL, EBL, NABIL&
NIBL are 0.387, 0.660, 0.610& 0.683 respectivelyndlicates that EBL, NABIL
& NIBL have used higher percentage of total assetoan & advances than
SCBNL over the study period. Likewise, SCBNL hasditower percentage of
total assets into loan & advances than other banks.

4. The average ratio of total investment to total dgpaf SCBNL, EBL, NABIL&
NIBL are 0.520, 0.197, 0.309& 0.189 respectivetyniplies that on an average
SCBNL has used 52% of total deposit into investmethich is higher than that
of other banks. Similarly, on an average EBL hasdu$8.9% of total deposit
into investment, which is lowest among other banks.

5. The mean ratio of NPA to Total Loan of SCBNL, EBWABIL & NIBL are
0.931%, 0.553%, 1.208% & 1.164 % respectivelyhtvss that NIBL has higher
portion of non- performing loan than other bankdiioch means the credit
administration, credit monitoring, credit evaluatiand credit recovery system of
NIBL is not so good among other banks. Whereas, B84 shown good credit
administration, credit monitoring, credit evaluatiand credit recovery system
than other banks with lowest mean ratio. However,NPA to Total Loan of all
sample banks is below 5%, which is an indicatiogadd credit administration

as per the NRB directives.

4.4.3 Profitability Ratio:
1. The average ratio of net profit to total depositSEBNL, EBL, NABIL &
NIBLare2.890%, 1.989%, 2.629%&2.174% respectivéiymplies that, on an
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average basis, SCBNL has earned the highest pageerie.2.890%) of net
profit by utilizing its total deposit than otherrda. Likewise, EBL has earned
the lowest percentage (i.e. 1.989%) of net profitutilizing its total deposit
over the entire study period. Measuring the coesist, SCBNL has maintained
more consistency than other banks to make moret gretause it has lowest
S.D. & C.V. than that of other banks.

. The average ratio of net profit to total assetSGBNL, EBL, NABIL & NIBL
are 2.53%, 1.76%, 2.27%& 1.91% respectively. Vieeds that, on an average
basis, SCBNL has earned higher percentage (i.88%.5f net profit by
utilizing its total assets than other banks. Sirtylaon an average basis, EBL
has earned lowest 1.76% of net profit against e af total assets over the
entire study period. The above ratio shows howcieffitly the sample banks
have utilized their available assets over the spghod. Among the four sample
banks, EBL has the lowest ratio i.e. 1.76%. It nsethiat EBL has not mobilized
its assets into profit generating projects thareobanks.

. SCBNL has the highest & NIBL has the lowest avenag® of net profit on net
worth (i.e.32.35% & 25.22% respectively). It im@iehat, on an average basis,
SCBNL has provided the higher percentage (i.e. 88)7 of return to its
shareholder by utilizing the shareholders fund agntre four sample banks.
The above ratio shows how much the sample banks hiNzed the available
fund of shareholders into profit generation oves #tudy period. Among the
sample banks, EBL has the lower ratio.

. The average ratio of total interest earned to &dakts of SCBNL, EBL, NABIL
& NIBL are5.13%, 6.77%, 6.87%&7.13% respectively.irhplies that, on an
average basis NIBL has earned the higher percefitag&.13%) of net interest
by utilizing its total assets in to interest geti@g projects. Among the four
sample banks, SCBNL has the lowest ratio (i.e.%)13t means that SCBNL
has not mobilized its assets into interest genegairojects.

. The average ratio of total interest paid to totHeds of SCBNL, EBL, NABIL
& NIBL are 1.58%, 3.35%, 3.11% & 3.78%respectivelihe ratio of EBL,

NABIL & NIBL are almost similar, which indicatesélke three banks have paid
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interest in a similar ratio, whereas SCBNL has Istvatio than other banks,
which indicates SCBNL has paid lower interest daltassets in comparison to

others.

4.4.4 Leverage Ratio:

1. EBL has the highest average debt-equity ratio of Ldimes among four sample
banks. It implies that EBL has highly leverage whimeans debt capital
financing is more than 14.71 times of its sharedoldquity over the study
period, whereas SCBNL, NABIL & NIBL have lower tindhat of EBL i.e.
11.81 times, 12.77 times & 12.31 times respectively

2. The average ratio of total debt to total assetafidiour sample banks are almost
same. It means all four banks have similar portibdebt into total assets. While
measuring the consistency, NABIL has maintainedemoamsistency because it
has lowest Standard Deviation & C.V. than thattblo banks.

3. The coverage ratio for EBL is higher than that tfeo banks, which indicates
larger amount of possible losses for the bank. Aklbeas to be careful in lending
to minimize its possible losses. SCBNL has lowestecage mean ratio than
other banks that indicates the lower amount of iptesosses. Moreover, EBL is
maintaining its consistency, which is indicateditsyilower c.v.

4. The mean capital adequacy ratio of SCBNL, EBL, NIAR NIBL are 14.63%,
11.03%, 10.99% & 11% respectively. It indicated tie capital adequacy ratio
of all sample banks are above the standard sethbyNRB directives i.e.
minimum of 10% for commercial banks. EBL is moreasigtent in maintaining
its capital adequacy in comparison to other bamkczabse it has lowest Standard
Deviation & C.V. (i.e. 0.424 & 3.84% respectively).

4.4.5 Growth Ratio:
1. The average price-earning ratio of SCBNL, EBIABIL& NIBL are 41.96,
23.82, 34.34 & 26.20. It implies that SCBNL hashag price-earning ratio than
that of other banks. It also means that SCBNL'skeiaprice per share is 41.96

times greater than its earning per share.
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2. The average market to book value ratio of SCBERBL, NABIL & NIBL are

13.67, 6.87, 11.33 & 6.73 respectively. SCBNL hhs highest mean ratio,
which indicates that SCBNL's market value per shareigher than that of all
other sample banks in comparison to book valueipare.

NIBL has the highest and EBL has the lowestd#ind yield ratio than that of
other banks. It means NIBL has provided dividendg®hareholders in a higher
ratio, whereas EBL has provided dividend in a lovegio in comparison to other
banks. Likewise, SCBNL is more consistent in dutting dividend to its
shareholders because it has maintained a lowest &.¥9.49% among other
banks.

4.4.6 Correlation coefficient

The positive correlation between deposit and loaad&ances are found of all
four banks. The correlation between the depositlead & advances are perfect
as there is significance between them. It means dlasample banks have
provided the loans & advances from its deposit. KBaare successful in
mobilizing the deposit in loan& advances.

There is positive correlation between the deposd avestment of all four
sample banks. It shows that SCBNL, NABIL & NIBL maweffectively
mobilized its deposit on investment.But EBL has affectively mobilized its
deposit on investment since the correlation betwieereposit and investment is
not insignificant.

SCBNL, NABIL & NIBL are successful in earning thestnprofit from its
investment, which means that there is a positiveretation between the
investment and net profit in these three banks. EEBhiled to earn the net profit
from its investment since the correlation betwdenibhvestment and net profit is
not significant.

All the sample banks are successful in earningnigteprofit by mobilizing the
loan & advances. The correlation between the load8ances and net profit are

found to be perfectly positive.
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4.4.7 Trend analysis:

Loan & advances, investment and total deposit chdsnk have increasing trend at
the end of fiscal year 20011/12 to 20015/16. On dtieer hand, average growth of
deposits and loan advances for NIBL is higher amoitgr banks; likewise, average

growth of investment for SCBNL is higher among othanks.
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CHAPTER -5
SUMMARY, CONCLUSION AND RECOMMENDATION

This chapter is the most important for the reseaedause this chapter is the extract of
all the previously discussed chapters. This chaptersists of mainly three parts:
summary, conclusion, and recommendations. In suppent, revision or summary of
all four chapters is made. In conclusion, the rtefsam the research is summed up and
the recommendation is made based on the result exmkrience of thesis.
Recommendation is made for improving the presd¢nason to the concerned parties

as well as further research.
5.1 Summary:

The economic development of a country cannot beyimea without the development
of commerce and industry. The role of commercialldsain the economic growth of
nation can be estimated to be prominent. The Vieajlenging job of commercial banks
is to collect the scattered idle resources fromdmmall savers. Actually, commercial
banks pool the fund in the sizable volume in orttefeed the fund requirement of
productive sector promote trade and industrialaratn the country there by raising the
employment opportunity and earned to the labors emaderials suppliers to such

industries and traders.

Commercials banks of course contribute a lot toddneelopment of the economy of the
country. Thus, to remain in the front line of theegt contributor of the economy, the
banks have sustainable existence and growth theessdtor the sustainable existence

and growth of a bank, it must have reasonable tatafity.

Under this study, the researcher has tried to cthervarious aspects of selected
commercial banks covering the period of five yefaosn 2006/07 to 2010/11. In the
first introduction chapter, the study report hasdrto give history & introduction of

banking and its relation to the economy, brief fpeobf the concerned banks, general
concepts of financial statement and the statemkeptablem, objectives of the study

and its limitation. During the research work, esiga review of various literature
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books, past thesis, journals have been studied camdulted. In addition, as per
requirement, internet materials from relevant wieglssare searched. These works are

complied in the second chapter titled “Review detature” of this report.

For this study, the researcher has gathered theireglgdata from annual reports
published by the concerned joint venture bankstler last five years. In addition,
internet website of Nepal Stock Exchange is usednéressary data. The study is
totally based on the secondary sources of dataramgired have been collected by

using various published sources.

In the third chapter titled Research methodologyjous financial and statistical tools
have been taken into consideration. In financialstovarious ratios are used and
similarly in statistical tools such as mean, stadd#eviation, coefficient of variation,
correlation coefficient, coefficient of determir@ti probable error are used to analyze
the data.

Data relating to activities of the banks have bedtected and presented in figures and
tabular form as far as possible are tried to erpméted in the study report in logical
ways. Data are then analyzed applying various Gisnand statistical tools and
findings of the study have been listed in a system@aanner. All these works are

complied in the fourth chapter titled “Data Pres¢inn and Analysis” of the study.

Finally, the summary, conclusion, and recommendatitade by the research are

presented in the current chapter titled “summanypctusion,& recommendations”.
5.2 Conclusions:

This study reveals that the liquidity position dBIEis comparatively better than other
banks. EBL has maintained higher cash & bank balaodotal deposits; cash & bank
balance to current assets ratio and good currént @CBNL also has maintained good
liquidity position with lowest investment in loan &vances and highest short term
investment. NABIL has maintained lowest cash & bdmdance and short term

investment is also in a lower side therefore, bigyi position of NABIL found not so
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good in comparison to other banks. NIBL has momgodi collection than other banks

and it has made less fund utilisation in short tearmestment.

Analyzing the activity ratio it can be conclude@tttsCBNL & NIBL has successfully
managed their assets towards profit generatingiesi. NIBL has higher ratio of loan
& advances to total deposits; loan & advancesxedfideposits and loan & advances to
total assets than other banks, whereas SCBNL hadaimed higher total investment to
total deposits ratio than other banks. NIBL hakzei its fund by providing more loan
& advances, likewise SCBNL has utilized its fund rogking more investments. EBL
has shown good credit administration system witieeloNPA to Total Loan ratio and
also has maintained more consistency in utilizitegfund in loan & advances by

maintaining lower C.V. and Standard Deviation.

In terms of profitability, SCBNL has earned morefirthan other banks. SCBNL has
higher ratio of net profit to total deposits; nebf to total assets; net profit to net
worth and lower ratio of total interest paid toalohssets. SCBNL has mainly focused
on profit from investment rather than from loan aatvances so that it has maintained
more profitability despite of lowest interest incenNIBL has higher ratio of interest
earned and interest paid which indicates that & ballected more deposits and

disbursed more loan and advances in comparisotinér banks.

From leverage ratio it is found that, EBL has higdebt-equity ratio; debt to total
assets ratio & loan loss provision to total loator&BL has utilized more debt in its
capital structure in comparison to total equitygliBr ratio of loan loss provision for
EBL indicates higher amount of possible losses titaer banks. All four sample banks
have maintained a good capital adequacy ratio@shhve maintained ratio more than
10% i.e. a minimum standard set by NRB for comnatréianks through capital

adequacy framework.

Analyzing growth ratio, SCBNL has higher P/E ratiod market to book value ratio,
which means the bank has maintained a better groovitmaximize its shareholders
wealth. However, NIBL has provided more dividenol$t$ shareholders with respect to

its market value per share.
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There is higher degree of significance between tgposits & loan, total deposits &
investments, loan & net profit and investment & peofit of SCBNL, NABIL and
NIBL in comparison to EBL. EBL has successfullylia&d its total deposits in loan &
advances but it has failed to generate more phafin investment in comparison to
other banks.

Making projection for next five years, based on tlaga of last five years, it is found

that total deposits, loan & advances and investseinall banks are in increasing trend.
In comparison, increasing trend of total depogiis @tal loans for NIBL is higher than

that of other banks and SCBNL has higher increasimd of total investments among
others.

5.3. Recommendation:

Based on the analysis interpretations and conclgsicome of the major
recommendations related to financial performancearfple banks are mentioned as

follows:

» On the basis of liquidity ratio analysis it is falthat sample commercial banks
do not have standard current ratio i.e.2:1. Neede#s, it is not considered so
bad from the point of view of working capital sidEBL seems to have held
more cash and bank balance than other banks, veh&@BNL has made more
short-term investment than other banks. To maintéguidity in perfect
condition commercial banks should invest the iddaposit in short term
investments and have to maintain enough cash k&aldac meet current

requirement.

» On the basis of activity ratio analysis it is fourlng banks have emphasized on
issuing loan & advances. EBL, NABIL and NIBL haveolilized their fund
more as loan & advances but on the other hand SCB&#_utilized its fund
more as total investments. Being profit earningtitm$on banks have to
mobilize their funds in to more profit generatimgas with proper diversification

of assets and effective risk management.
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> Profit is a key element for success of any businélse bank also cannot sustain
without profit. So they should keep in the mind foofit maximization but in
long term business, commercial banks also shouldcdr&cerned with the
shareholders wealth maximization. NIBL has earnedemnterest income and
bear more interest expenses in comparison to dblamks because it has
collected more deposits and provided more loan $aades than other banks.
But SCBNL has maintained better profitability ratio comparison to others.
Despite of having lower interest income SCBNL hasned more profit by
mobilizing funds more as investment. Banks are sstagl to apply effective

portfolio diversification to minimize risk and mamize profit.

» All sample banks have maintained higher debt-eqgratio and higher debt to
total assets ratio. The higher portion of debthie tapital structure is not good
for the banks. Therefore, banks are suggesteddease the debt financing to
maintain a healthy capital structure. However,th# banks have maintained
good capital adequacy ratio. They have maintaihectapital requirement as per

the capital adequacy framework set by NRB.

> Portfolio management is very important for everyesior. In each investment,
risk is involved. Risk is the chance of loss or Haiability of the returns of a
period. The greater the variability of the retupmsject will be riskier. So it is
kept in mind while investing in the project whiclowd be lower risk and higher
return. Portfolio management plays vital role walividing total investment in
different areas. Portfolio management of the basgets means allocation of
funds in different components of banking assetsnigadifferent degrees of risk
and varying rate of return in such a way that tbeflacting goal of maximum
yield and minimum risk can be achieved. So, padfanditions of SCBNL,
EBL, NABIL and NIBL should be examine carefully frotime to time and
alteration should be made to maintain equilibriumthe portfolio condition as
far as possible. So, it can be said “all eggs shout be kept in the same

basket”. The bank should make continuous effortexplore new, competitive
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and high vyielding investment opportunities to opten their investment

portfolio.

Banks are suggested to manage their assets e#figcto minimize the possible
losses. Effective project appraisal, credit adnaign, credit monitoring &
evaluation and credit recovery system are the ndasthfor minimizing and
controlling credit risk. In comparison all the barde in comfortable position by

maintaining lower ratio of loan loss provision thghout the study period.

SCBNL has maintained a higher growth in comparisonother banks by
maintaining higher P/E ratio and higher Market twoB value ratio. The market
value per share of SCBNL is higher among other bahkoughout the study
period, which suggests that bank is more successfuimaximizing its
shareholders wealth. By proper utilisation of fuadsl effective assets-liabilities
management a bank can maintain consistent prdiitaband maximize

shareholders wealth.

By the help of dividend yield ratio investors tadecisions to invest or not in a
particular company’s share. Higher dividend yielttia is preferable. High
dividend yield ratio encourages the investors test. Similarly low dividend
yield ratio discourages. NIBL has maintained higtesidend yield ratio than

that of other banks despite of having lower earmiegshare.

Most of the private commercial banks have mainlgufed their services to
prime customers such as multinational companieg, dmrporate houses,
institutional depositors, large-scale industriesanafacturers and exporters.
Small depositors and lenders are far from reacthefbanking facilities from
private commercial banks. Therefore, all banks khoarget small depositors
and small entrepreneur also for promoting and nmibg small investor’s funds

and to develop small-scale businesses.
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> In the light of growing competition in the bankisgctor, the business of the
bank should be customer oriented. It should stregand activate its marketing
function, as it is an effective tool of attractingd retaining customers. For this
purpose, the banks should develop an "Innovatiyeageh to Bank Marketing”
and formulate new strategies of serving customera more convenient and

satisfactory way.

» Although all banks taken in the study have expantthedt branches over the
country but all of these banks do not have brancheke rural areas of the
country. Their branches are limited to the urbansab-urban areas only.
Therefore, banks are recommended to open brancheasal areas too to help in

economic development of the country.
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CHAPTER-1
INTRODUCTION

1.1Background of the Study:

Banks are among the most important financial iastih in the economy and essential
business as it serves in thousands of local towdscaies. It plays an importance role
in the development of the economic position of ¢dourBank is essential to make the
financial position strong of all the financial irgtion. It also plays vital role to

develop the trading, commercial and industrialaefructure of the country.

The word “Bank” is derived from theatin word “Bancus” French word “Banque”
and Italian word “Banca” which refers to bench kaeping lending and exchanging

money or coins in the market place by money lendetsmoney exchangers.

Nepal is a small land locked country with a peritzaipcome of less than $650. There
are so many Nepalese people illiterate only fewpfeeknow the significance of bank
and banking activities. Bank makes a better usmaiey and mobilizes the people’s

saving in productive sector. It helps in every atpef government.
Different scholars have defined Bank.

According to Geoffery Crowther, “A banker is a d&ain debt in his own and other
people the banks business in them to take theafatiher people to offer his own in

exchange and these by to create money.”(An outlimaoney P.417)

Industrialization is an important factor to achmyithe basic objective of country
economic and social progress. Industrialization ardy provides necessary products
and services to the community but also create eynpat opportunities. If facilitates
an effective mobilization of resources of capitaldaskill, which might otherwise
remain unutilized. It also acts as vehicle for éosty innovation and technological

improvement. Industrial development thus has aiplidt effect on the economy.

In ordered to collect the saving and put them iptoductive channels, financial

institutions like banks are a necessity. In theeabs of such institutions, the saving



will not be safely and profitably utilized withirhé economy and will either be
diverted abroad or used for unproductive consumptio speculative activities.

Commercial banks can play a vital role in givindiection to economic development
by financing the requirement of trade and industiie the country. They draw the
community saving into organized sector that can thee allocated among the different
economic activities according to the prioritieglldiown by planning authorities in the
country. At present, there are altogether thirtynowercial banks operating in the
country among which NBL and RBB has occupied widege of business due to
access to most of the corner of the country. Slawbgt of the private banks are also
initiating to move toward every corner of countBut due to prevailing political crisis

they are not being able to meet their objectivagéeh to every corner of the country.
Due to increasing competition banks are forcedntwovate new products to their
customer and they are also shifting from traditiog@rvice procedure to various
sophisticated services like Automatic Teller Maehi(ATM) card , debit card ,

housing loan ,educational loan, vehicle financing.

To depict the performance of any firm financial lges is essential. Past performance
is often a good indicator of future performanceerdfore, all parties are interested to
know the trend of past variable, such as salgsreses, net income, cash flow and
return on investment and so on. Financial analgsibe process of critical judgment

of detail accounting information given in the fisad statements.

Financial analysis is the process of determinirggsiignificant operation and financial
characteristics of a firm from accounting datasibws the relationship between the
various components, which can be finding in theabe¢ sheet, and profit &loss
statement. The analyze statement contain thosematmn which is useful for

management, shareholder, creditors, investors,siteps etc.
1.2 Concept of Commercial Bank.

Commercial bank is a financial institution, whichrisfers monetary sources to users.
In the process of such intermediation, commercaikbdeploys funds raised from

different sources into different assets with a jriabjective of profit generation an



administrative assistancAccording to Commercial Bank Act 2031,“Commercial
banks are those banks which are established uhdematt to perform commercial
function.” The commercial banks pool together tlwisgs of the community and

arrange for their productive uses. They supplyriaia needs of modern business.

According to Grywinski Ronald, “The commercial bamas its own role and
contribution in the economic development. It is esaurce for the economic
development; it maintains economic confidence ofious segments and extends
credit to people.”The new Fashioned Banking, London Howard Business
Review, 1991, P-87

These banks are established to improve people’soatic welfare and facility, to

provide loan to the agriculture, industry and conoaeand to offer banking services
to the people and the country. It provides inteneaburces for developing countries
economy. It collects diversified capital from diféat parts of country through its own

branches.
1.2.1 Function of Commercial Bank

Receiving deposits and giving loans are the twonnhamctions of commercial bank.

Commercial Banks generally perform following fuocts:
a)Accepting deposit:

Accepting deposits by banks is the basic and nmgbitant function. A bank accept
deposits in three forms namely savings, currentfexed deposits. The bank is free to
make use of fixed deposits for granting loans addaaces, as it is aware of the

repayment of such fixed deposits

b) Advancing loans:

After collecting money by way of deposits, a bankeists it or lends it out. Money is
lent to businesspersons and traders usually floort periods only. This is so because

the bank must keep it-self ready to meet the demaindepositors, who have



deposited money for short period. Money is advandig the banks in the form of

allowing on overdrafts creating a deposit of cagtit and discounting bills.

c) Extension of Credits:
They are extending credits to the worthy borrowBemk lending contributes a lot to
the economy in terms of financing agriculture, coenoral and industrial activities of

the nation.

d) Facilities for financing of foreign trade:
The commercial banks arrange for foreign exchangegiired by the business
organizations and travellers, moreover, foreigddraansaction have been facilitating

by the insurance of the commercial letter of credit

e) Creating Money,

As per the directive of the central bank, commértagenk should have ability to create
and dispose money. The power of the commercialibgrdystem to create money is
of great economic significance as it helps to @eatd elastic credit system that is

necessary for the economic progress.

f) Payment Mechanism:
Commercial banks perform this function to trandiend by means of checks and

credit cards facilities and efficient transaction.

g) Safe Custody:
Banks arrange for the safekeeping of ornamentselggwand securities important

documents etc. of its customers in secure vaults.

h) Reference:
They provide references about the financial pasigbtheir customers when required.

They supply this information confidentially. This done when their customer wants



to establish business connections with some nemsfiwithin or outside of the
country.

i) Agency function:

The bank works as an agent of their constituenteyTreceive payments on their
behalf. They collect rents and dividends on theeslktc. they pay insurance premium
and make other payments as instructed by the depmsiThey accept bills of
exchange on behalf of their customers. They pdksfldading or railway receipts to
the purchases of goods when they pay for them. diisunt is passed on to suppliers
of goods.

Besides all this facilities, in case of commerdahks, they issue credit cards and
arrangement for issue Visa International Card. Soafiéem have priority to lent

educated and unemployed youth for small projects.

1.2.2 Private Commercial Banks in Nepal:

Nepal Arab Bank Ltd. (NABIL Bank Ltd.) was thé' joint venture bank established
in 1984 AD, joint ventured with United Arab EmiratBank. Then two other banks,
Nepal Indosuez Bank Ltd. (Nepal Investment Bank.)Lwith Indosuez Bank of
Finance and Nepal Grindlays Bank of London wereal#sthed in 1986 AD.

Himalayan Bank Ltd. joint ventured with Habib BaokPakistan and SBI Bank Ltd.
with State Bank of India was established in 1993. Afverest Bank Ltd. joint
ventured with Punjab National Bank, India (earlyvés joint ventured with United
Bank of India, Calcutta) and Nepal Bangladesh Bam#t. with IFICBank of

Bangladesh were established in 1991 AD., Bank adhiandu joint ventured with
SIAM commercial Bank Public Co., Thailand was ebsded in 1995 AD. And Nepal
Bank of Ceylon joint ventured with Ceylon Bank ofi-Banka was established in
1997 AD. Besides this, Lumbini Bank Ltd., and NI@r& Ltd. are also operating
from 1997 AD and Kumari Bank Ltd. & Siddhartha Bahid. served as a new

commercial bank of Nepali financial market.



All of these banks barely follow the directive apdlicies of Nepal Rastra Bank
(NRB). NRB functions as the central Bank of Nepd&iRB formulates financial and
monetary policies under which, commercial bankgjaricial institutions are

functioning.

Nowadays there are 32 commercial banks operatimfdeali financial market along
with 9 joint venture with foreign investors. Listé licensed commercial banks are

presented below:

Nepal Bank Ltd.

RastriyaBanijya Bank Ltd.

NABIL Bank Ltd.

Nepal Investment Bank Ltd.
Standard Chartered Bank Nepal Ltd.
Himalayan Bank Ltd.

Nepal SBI Bank Ltd.

Nepal Bangladesh Bank Ltd.
Everest Bank Ltd.

10.Bank of Kathmandu Ltd.

11.Nepal Credit & Commerce Bank Ltd.
12.Lumbini Bank Ltd.

13.Nepal industrial & commercial Bank Ltd.
14.Machhapuchhre Bank Ltd.
15.Kumari Bank Ltd.

16.Laxmi Bank Ltd.

17.Siddhartha Bank Ltd.

18.Agriculture Development Bank Ltd.
19.Global Bank Ltd.

20.Citizen Bank International Ltd.

© © N o g B~ W DdPRE

21.Prime Commercial Bank Ltd.
22.Bank of Asia Nepal Ltd.
23.Sunrise Bank Ltd.



24.Grand Bank Nepal Ltd.
25.NMB Bank Ltd.

26.KIST Bank Ltd.

27.Janata Bank Nepal Ltd.
28.Civil Bank Ltd.
29.Commerzé& Trust Bank Ltd.
30.Mega Bank Ltd.
31.Century Bank Ltd.
32.Sanima Bank Ltd.

1.2.3 Brief introduction of Standard Charted Bank Nepal Ltd., Everest Bank
Ltd., NABIL Bank Ltd.& Nepal Investment Bank Ltd.

e Standard chartered bank Nepal Ltd. (SCBNL)

Standard Chartered Bank Nepal Limited has beerparation in Nepal since 1987
when it was initially registered as a joint-ventureration. Today the Bank is an
integral part of Standard Chartered Group havingoamership of 75% in the
company with 25% shares owned by the Nepalese@ulile Bank enjoys the status
of the largest international bank currently op@@tin Nepal. SCBNL has following

capital structure:

» Authorized share capital : Rs 2 billion.
* Issued capital : Rs 1.61billion.
» Paid up capital : Rs 1.61billion

SCBNL offers a full range of banking products amuivies in consumer banking
wholesale and SME Banking catering to a wide ranfyeustomers encompassing
individuals, mid-market local corporate, multinai#ds, large public sector companies,
government corporation, airlines, hotels as wellthteess DO segment comprising of

embassies, aid agencies, NGOs and INGOs.



The Bank has been the pioneer in introducing custdotused products and services.
In is the first Bank in Nepal that has implementieel Anti-Money Laundering policy

and applied the ‘Know Your Customer’ procedure bihe customer accounts.

« FEverest Bank Ltd.(EBL)

Everest Bank Limited (EBL) is established in Newé&h the Joint venture of Punjab
National Bank, India having 20% equity. Everest Bdrnmited (EBL) started its
operations in 1994 with a view and objective ofeexting professionalized and
efficient banking services to various segmentshef gociety. The bank is providing
customer-friendly services through its Branch Nekwv@ll the branches of the bank
are connected through Anywhere Branch Banking &y€#&BBS), which enables
customers for operational transactions from anpdiras.

With an aim to help Nepalese citizens working allrade bank has entered into
arrangements with banks and finance companiesffiereint countries, which enable
quick remittance of funds by the Nepalese citizensountries like UAE, Kuwait,
Bahrain, Qatar, Saudi Arabia, Malaysia, Singapanel, UK.

Recognizing the value of offerings a complete raafjservices, EBL pioneered in
extending carious customer friendly products sustHame Loan, Education Loan,
EBL Flexi Loan, EBL property, plus (Future LeaseniRé), Home Equity Loan,
Vehicle Loan, Loan against Share, Loan against LiBurance policy and loan for
professionals.

EBL was one of the first banks to introduce Any iila Banking System (ABBS) in
Nepal. EBL has introduced branchless banking sydtesntime in Nepal to cover

unbanked sector of Nepalese society.

EBL has following capital structure:
» Authorized share capital: Rs.1.25billion.
* Issued capital :Rs.1.05 billion
e Paid up capital ‘Rs 1.28 billion



Among the private commercial banks, SCBNL, NABIUBN & EBL have achieved
tremendous success in terms of market share affitapitity due to their strength on
service and professionalism. It has been distmigutconstantly bonus to their
shareholders despite of bad economic condition warsdable social environment in
Nepal. However, it cannot always predict that thieaeks will continue to maintain
profitability and stability of earnings. Thus, theanagement of these banks acquires
rational evaluation of the financial performance tbk banks to prepare sound

financial policies.

* NABIL Bank Ltd.

NABIL Bank commenced operations 25 years ago, ah @2July 1984 through Joint
venture with Dubai Bank Ltd. marking a turning pamthe banking history of Nepal.
Banking has been redefined and service remoldéette $hen Banking sector suffered
setbacks and the commencement of NABIL Bank Ltttoduced new philosophies
and best practices to the industry. This in essemgened up a plethora of
opportunities for all: entrepreneurs, industriesdividuals for better future.
Commencing with a team of about 50 staff and 28iong as capital professional
banking evolved thru NABIL in Nepal. NABIL has foliving capital structure:

» Authorized share capital : Rs 2.1 billion.

* Issued capital : Rs 2.03 billion.

» Paid-up capital : Rs 2.03 hillion.

The Bank that started its operations from a snféitteat Durbarmarg has now spread
from Mechi to Mahakali, Hill to Terai serving custers of all strata of society.
Looking back It has great many achievements to fak@e in and looking forward
there are even bigger challenges and opportunifest experience and present
performance has made it confident of taking bigsfeides forward to continue to

leave its mark in the banking industry.



 Nepal Investment Bank Ltd. (NIBL)

Nepal Investment Bank Ltd(NIBL), previously Nepatdbsuez Bank Ltd. was
established as a third joint venture bank betweepalese and French partners ifi 21
January 1986 under the Company Act 1964. The Frgraciner (hold capital of
NIBL) was credit Agricole Indosuez, a subsidiaryooe of the largest banking world,
50% of the shares of Nepal Indosuez Bank Ltd. bgldredit Agricole. Indosuez was
sold to the Nepalese promoters on April 25, 200@&sthe transaction report of
NEPSE. After the investment of shares by Nepalesecs, the name of the company
was changed to Nepal Investment Bank Limited itY A inual General Meeting
(A.G.M.) held on May 31, 2002. NIBL has followinguital structure:

» Authorized share capital : Rs 4 billion.

* Issued capital : Rs 2.4 billion.

» Paid-up capital : Rs 2.4 billion.

Out of total equity shares of NIBL, 15% shares hiojda group of company, 50%
shares by commercial banks, another 15% by finamsatutions and remaining 20%

hold by general public.

1.3 Focus of the study

The study is focused on the comparative study omantial performance of SCBNL,
EBL, NABIL & NIBL. Financial analysis tries to anale profitability and source and
use of funds of these institutions. Financial stere evaluated with the help of
accounting data and financial statements like B\&\& a\c with the help of these
tools we can measure the liquidity, leverage, @gti& profitability in rational way.
Financial analysis is the process of determinirg slgnificant operating &financial
characteristics of a firm from accounting data &indncial statement.

A ratio helps the analyst to make a qualitativegjuént about the banks financial
position and performance. Therefore, the compagtidgment and financial position

between four banks help to analyze strengths amdtness of the banks.
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1.4 Statement of the problem

Nepal is a developing country and its economy is€hmdepends on the agriculture.
Most of the industries are based on the agricultwkich provide employment
opportunities and assist in improving national esogp. Poverty has been a main
problem in the country. Therefore, public entegsisire established but most of the
public enterprises are not able to run in profite& though the government has given
the subsidy to run public enterprises, they are aldé¢ to contribute to society at

desirable rate.

This research will highlight the problems relatiwgh banking sector with respect to
four sample commercial banks they are SCBNL, EBABN. & NIBL.

Commercial banks are recently set up in Nepal bughiort span of time number of
commercial banks are increase rapidly. The firshro@rcial bank in Nepal is Nepal
Bank Limited (established in 1994 B.S.). Howevie available banking business is
not increased to that extent. But there are aggeessompetition between the

commercial Banks in terms of service, interest etc.

The sample banks, which are chosen for the studée® achieved success in terms of
market share and profitability. However it cannigtays predict that these banks will
continue, maintain profitability and stability ohmings. Thus, the management of
bank should evaluate financial performance of tlaks to prepare the sound

financial policies.

Ratio analysis is an analytical tool for evaluatihg financial performance. It is also a
process of determining and interpreting numericgdationship with the help of
financial statement. Management use effective egjras through financial tools and
analysis for achieving optimal goal. Financial gsa satisfies the interest of common
stock holders, equity investors, creditor and manant of the banks.

As every business is established with a view to imae earnings/profits. In the
present competitive environment in banking and e\ssctor it is very difficult to

obtain expected earnings/profits. Every commer@iahk has to follow by the

11



regulations and provision made by Nepal Rastra Bahky have to maintain specific
capital structure, infrastructure, cash reservi® ratedit creation limitation, liquidity

ratio etc. The major problems in Nepalese bankewjcs are as follows:

1. What level of ratios has to maintain by bank?

2. What type of role a bank has to play for emergiag business?
3. Whether or not banking sector is able to mainté#iieicbnt ratios?
4

. Do financial ratios indicate any strength and wessnof the banks?

1.5 Objectives of the study

Commercial banks are established with intentioearhing profit so that the wealth
their shareholder is maximized and earning depapds efficient the mobilization of
resources. Financial analysis is tools for meagutite successes of any business
performance. All the detail financial informatiom bank is shown by the financial
analysis. Therefore, the main objectives of thiglgtare to analyze, examine, and
interpret the financial position of SCBNL, EBL, NAB & NIBL with the help of
ratio analysis and other tools. In addition, thedgttries to evaluate the efficiency and
progress of the sample banks comparatively. Theifsp@bjectives of the study can

be pointed out as follow:

1. To study and compare the financial performance@BISL, EBL, NABIL
& NIBLby using various techniques of financial ayss.

2. To evaluate the liquidity, assets management efficy, profitability and
risk position of SCBNL, EBL, NABIL & NIBL.

3. To determine the growth rate of the sample bankenms of deposit, loan
&advances, investment & profitability.

4. To analyze the financial strengths & weakness efstdimple Banks.

1.6 Significance of the study
The banking sector is one of the major sectordhiefcountry. It helps to emerge new

business in industries by providing different faigk to businessmen. It provides
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different facilities so that businessmen can rueirtbbusiness smoothly. At present
context, it offers wide range of facility such asydranch banking facility, Internet
banking & SMS banking, ATMs and Tele-banking, snialsiness enterprises loan,
pre-paid Visa card, L/C, Bank guarantee etc. Thasdacility including other
temporary facility has made people life very congane and easy.

This study has much significance, which are follows

a. Significance to the shareholders:
The study will helpful to aware the shareholdegarding the financial performance
of their banks. The comparison will help them tentfy the productivity of their

funds in each of those two banks.

b. Significance to the outsiders:
The customers (depositors & debtors) financing amgsn stock exchanges and
stockbrokers are interested in the performanceaok® The financial agencies can
identify to which bank they should go and stocklemskand stock exchanges can find

out the relative worth of the stocks of each bank.

c. Significance to the management:
The study will helpful to analyze success and failof these banks comparison to

competitors.

d. Significance to policy makers:
Policy makers at the macro level that is governnagat Nepal Rastriya Bank (NRB)
will also benefit regarding the formulation of flner policies in regard to economic

development through banking institutions.

1.7 Limitation of the study
The study will have some limitations; basically teeidy is done for the partial
fulfilment of Masters of Business Studies. The gtusl completely based on the

secondary data. Some limitations of the study arf®l&ows;
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1. The study is mainly based on the secondary dataghwis derived from
website.

2. The study compares only four commercial banks.

3. The study covers only five fiscal historical dath SCBNL, NABIL,
NIBL& EBL.

4. Statistical tools & financial ratio analysis havelyobeen used to analyze
guantitatively.

5. Time & resources lack are the main limitation of gtudy.

1.8 Organization of the study

The study is divided into five chapters. They asdalows:
a. The first chapter is concern with tirgroduction of the study, which covers
the general background, focus of the study, statéenué the problem,
objectives of the study, significance of the stuldyjtation of the study and

organization of the study.

b. The second chapter i®view of literature. This part deals with different
article, books and relevant thesis related to ftr@nperformance are also

study.

c. The third chapter deals with thesearch methodologywhere process of
research is mention. This part is concern with aede question, research
design, sources of data, population and sampl@, catection procedure &
method of data analysis. In method of data analjtsése are two parts. One is
financial analysis where different ratio analysisncern with financial
performance is study. Another is statistical analyghere different statistical
tool like Arithmetic mean, Standard Deviation, da@ént of variation, trend

analysis, correlation analysis, and simple regoesanalysis are mention.
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d. The fourth chapter idinancial analysis and interpretation of datawhere
different part of ratio analysis is analyzed likspidity ratio, profitability ratio,
assets mgmt ratio & growth ratio. Statistical asayand interpretation of data
where study analyze the trend analysis, correlaiwalysis between different

variable terms like total deposit, investment rrefip and loan & advance.
e. The last chapter is deal witummary, conclusion and recommendation In

this chapter summary of whole chapter & differeggults find in data analysis

and recommendation to bank for nation developmenireluded.
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CHAPTER-2
REVIEW OF LITERATURE

Review of literature is an essential part of allds¢s. It means the study of relevant
topics in the related field of research or revieyirelated research studies and
findings such that all past studies, their condansiand deficiencies may be known
and further research are able to be done. It helpkeck the chance of duplication of
study in present and thus the gap between thequevesearch and current research
can be filled. Scientific research must be basedbast knowledge. The previous
studies cannot be ignored because they providiothelation to the present study. In
other words, there has to be continuity in reseafidhs continuity in research is
ensured by linking the present study with the pastarch studies.

The chapter is categorized under three main headdupceptual framework is
concern with fundamental of supportive text thatl vensure the interpretation
whether it is under the principles and related thdo the topic. Review of related
studies is about the studies of previous theslate® books, and previous researches
in similar topics. The last is research gap, whigl describe the difference between

the previous thesis and current thesis.

2.1. Theoretical Review

2.1.1. Meaning of financial Analysis

Financial Analysis is an evaluation of both a fisnpast financial performance and its
prospectus for the future. Financial statement yamalinvolves the calculation of
various ratios. In mathematics, a ratio is theti@bship between two quantitative
figures. The ratio analysis is the financial togl which the financial strength and
weakness are measured by relating two accountitay Baancial statement analysis
is helpful to the decision maker for finding ouvéaable or unfavorable situation of a
business concern. Therefore, financial analysiscts the financial position of a firm,

which is the process of determinethe operational famancial characteristics of a
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firm. Different types of financial statement anasysan be used on the basis of our
objectives.

According to J.N. Myer, financial statement anayisi largely a study of relationship

among the various financial factors in a businesgliaclosed by the single set of
statement and a study of the trend of these faet®rshown in a series of statement
(Myer 1961, P.4).

It is the process of determining the significaneéi@ing and financial statements. The
goal of such analysis is to determine the efficgenad performance of the firm’s
mgmt, as reflected in the financial records andreggHampton 1998, P.98).

The main function of financial analysis is the mmging of the strengths and

weaknesses of a business undertaking by regro@mdgnalysis of figures contained
in financial statements, by making comparison ofiows components and by

examining their content. This can be used by firdnmoanagers as the basis to plan
future financial requirements by means of forecastand budgeting procedures
(Goyal &Mona Mohan 1997, P.356).

Financial analysis is process of identifying theaficial strength & weakness of the
firm by properly establishing relationship betwettre items of the B/S, which
represents analysis snapshot of the firm’'s findnp@sition analysis at analysis
moment in time and next income statement, that depoalysis summary of the
firm’s profitability overtime(Vanhorn & Watchowtch, 1997, P.120).

Weston, Besley & Brigham have stated that finanstatement analysis involves a
comparison of a firm’'s performance with that of extHfirms in the same line of
business, which often is identified by the firmisdustry classification generally
speaking, the analysis is used to determine tme'sifinancial position in order to

identify its current strengths & weaknesses anduggest actions that might enable
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the firm to take advantage of the strengths andecoit's weaknessegWeaston &
Brigham, 1996,P.193).

Thus, financial analysis stands for the processlaiermining and presenting the
relationship of items and groups of items in theaficial statement it is a way by

which financial stability & health of a concern daa judged.

2.1.2. Significance of financial analysis

Significance of analysis lies on the objectivesfiofancial analysis of any firm.
Different group associated with the concern peedive facts discovered by the
analysis differently. The facts and the relatiopshiconcerning managerial
performance, corporate efficiency, financial stitésg& weaknesses and credit
worthiness are interpreted based on objective enithnd. Such an analysis leads
mgmt of an enterprise to take crucial decisionsargigg operative policies,
investment value of the firm inter-financial corteystem & bargaining strategy for
funds from external sourc¢agrawal, 1993.P.582).

The parties that are benefited by the results aclogsion drown from the analysis of
financial performance can be enumerated as:

e Top management

e Creditors

e Shareholders

e Economist

e Labor union

.  Top management :
The responsibility of the top mgmt is to evaluate
» Are the resources of the firm used effectively affetiently?

* Is the financial condition of the firm sound eno@igh
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V.

V.

Based on past facts firms can anticipate theiréutdence, top mgmt can measure the
success or otherwise of a company’s operationgrmate the relative efficiency of
various departments; process and products apptasmdividual’'s performance and

evaluate the system of internal audit.

Creditors:
The creditors can find out the financial strengihd capacity of the borrower to meet
their claims. Trade creditors are interested infthma’s ability to meet their claims
over a short span of time, the suppliers of lomgitdebt focus up on the firm’s long-
term solvency and survival. A lending bank throwagtd analysis of these statements
can decide whether the borrower retains the capacirefunding the principle and

paying interest in time or not.

Shareholders:
The shareholders, who have invested their monethenfirm’s shares, are most
concerned about the firms earning. They evaluateetificiency of the mgmt and
determine about the necessity for the change. fgel@ompany, the shareholders
interest is to decide whether to buy, sell, or hibld shares. They wish to buy the
shares in case of sound performance of the firmrevhs they simply intend to hold
the shares in the condition of satisfactory pertomoe. However, they are hurries to

sell the shares in case of poor performance.

Economist:
To diagnose the prevailing status of business aodany, economists analyze the
financial statements of any firm. The governmenéreges analyze them for the

purpose of price regulation; rate setting and sinokher purpose.

Labor union:
Productivity is the synonym of well-motivated lalbouabor unions are interested in
rights and benefits of labour to enhance the mofdhabors. To motivate the labors

they expect increase in wages, fringe benefitssandn. These benefits are affected
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by the company’s profitability condition. Therefotbe union assesses the financial
condition of the firm to determine whether the firgnin the situation or not to make
such facilities availabléSrivastav R.M.1993)

2.1.3. Financial Performance Analysis of Bank:
The users of financial statements of a bank reqeievant, reliable, and comparative
information to evaluate the financial performanasd goosition and hence make

economic decision regarding the bank.

According to N.P. Poudel, traditionally, banks & financial intermediaries to
channel fund from surplus units to deficit unitmalide other non-banking financial
companies, commercial banks do not produce anyigalygoods. They produce loans
and financial innovations to facilitate trade tractsons. Because of special role, they
play in the economy, concerned authorities heaaulate them. Analysis of banks
financial statement is different from threat of ethcompanies due to the special
nature of assets and liabiliti@oudel, 2053.P.66)

B/S, P/L and the accompanying notes are the modelwiaspects of financial
statements of the bank. The bank’s B/S includeasnitral claims as liabilities in the
form of deposit and as assets in the form of lokhsed assets appear in small portion
out of the total assets. Financial innovations,cltdare generally contingent in nature,
are considered as off B/S items. Interest recemedoans, advances & investment
and paid on deposit liabilities are major compos@itP&L a/c. The other sources of
income are fee, commission and discounts, forekghange income, dividend on
investment, other service charge etc.
Following factors affect the evaluation of bankisetall performance.

» The structure of B/S & P/L alc.

» Operating efficiency and internal mgmt system.

 Environmental changes such as changes in technolgmyvernment,

competition, and economy etc.
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* Managerial decisions taken by the top mgmt regardimerest rate lending

policy, exchange rates etc.

2.1.4. Technique of Financial Analysis
The fundamental of the analytical technique isitopdify or reduce the data under
review to the understandable terms. There are waitimols and technique of financial
statement analysis, each of which is used accondimgirpose for which the analysis
is carried out. The widely technique used is aloWs.:

* Ratio analysis.

» Statement of changes in financial position.

» Cash flow statement.

* Among them ratio analysis is used by most compailiesrefore, in this study

we discuss only about ratio analysis.

2.1.5. Types of Ratio Analysis:
A powerful and the most widely used tool of anaysiratio analysis.

A financial ratio is the relationship between twocaunting figures, expressed
mathematically or the term ratio refers to the nuocat or quantitative ratio refers to
the numerical or quantitative relationship betwe®ro variables. This type of
relationship can be expressed as percentage,dimaetnd proportion of numbers.
Financial ratios help us to find the symptoms aflppems. The cause of any problem
may be determined only after locating the symptointe operational and financial
problems of a corporation can be ascertained bynaxag the behaviour of these

ratios. So the ratios are regarded the best irmiEal their performance.

Ratio analysis is the systematic use of ratio terpret the financial statements so that
the strengths and weaknesses of firm as well dsstsrical performance and current
financial condition can be determined. A compamatstudy can be made between
different statistic concerning varied facts of asibess unit with the help of ratio
analysis. Besides, just as the blood pressuree @rd temperatures are the measure

of the health of an individual, so does ratio asslymeasures. The financial
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performance of a firm can be fully x-rayed througdtio analysis(Kothari,
1990.P.487).

Financial ratio is the mathematical relationshigwsen two accounting figures.
“Ratio analysis is a part of the whole processnalgsis of financial statements of any
business or industrial concern especially to takiput and credit decision(Kothari
K.C. 1984) Thus, ratio analysis is used to compare a firfimancial performance
and status to that of other firms of to it overtiniéde qualitative judgment regarding

financial performance of a firm can be done with tielp of ratio analysis.

Ratio analysis is an important way to state meduolngelationships between

components of financial statement. Ratios are gumteshortcuts that one useful in
evaluation the financial position and operationg&afompany and in comparing then
to previous year or two other business concerns.t&tm ratio refers to the numerical
or quantitative relationship between two variabldse rational of ratio analysis lies in
the fact that it makes related information complghan and Jain1996, P.80)

Even though, there are many ratios, only thosesdtave been covered in this study,
which are related to the performance of the baRatid analysis is one of the most
frequently used tools to evaluate the financialltheaperating result and growth.
Financial ratios by themselves do not indicate tpmsiof the institution. A standard or
norms is defined as the indicated quotient of twathematical expressions and as

relationship between two or more thingsVasters Dictionary 1975)

Among the large number of financial ratio existiingy have been categorized into

following group:

» Liquidity Ratio.
» Activity ratio / Assets and investment mgmt.
* Profitability ratio.

* Leverage ratio.
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a. Liquidity Ratios:

Liquidity ratios measure the ability of the firm moeet its current obligations. In fact,
analysis of liquidity needs the preparation of céshigets and cash &fund flow
statement; but liquidity ratios, by establishingetationship between cash and other
current assets to current obligations, providesiiakgmeasure of liquidity. (Pandey,
1979:145) So, liquidity ratio are used to measheedbility of a firm to meet its short-
term obligations and from them the present castesaly as well as ability to remain
solvent in the event of adversities of the samebsaaxamined. It is used to detect the
short-term solvency position of a firm. It providesormation regarding the ability of
a firm to meet its short-term obligations that ans its course of transaction. There
must be a proper balance between liquidity and ¢ddlquidity because the failure of
company meet its obligations, due to lack of ligyidbecause the result in bad credit
Image, loss of creditor’'s confidence of even in wits means resources of a firm is

unnecessarily being tied up as idle assets in guassets, which is earning nothing.

Banks can experience lack of liquidity when castilows (due to deposit withdraws,
loans etc.) exceed cash inflows (new deposits tepayments etc). They can resolve
any cash deficiency either by creating additionabilities or by selling assets
(Madhura, 1989).

To analyze the ability of banks, the following ostiare calculated:

« Current ratio

« Cash & bank balance to total deposit ratio

« Cash & bank balance to current assets ratio

* Loan & advance to current assets ratio

* Investment on government securities to currenttasse

» Fixed deposit to total deposit ratio

b. Activity Ratio:
Activity ratio is concerned with measuring the ei#fncy in assets mgmt and used

to judge how effectively the firm is using its resces. In this sense, these ratios
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are also called efficiency ratio or assets util@a@mgmt ratios. Besides, such
ratios are called turnover because they indicatesgpeed with which assets are
being converted or turned over in to sales. Gre#ter rate of turnover or

conversion, the more efficient the utilization/mgist other things being equal.
(Khan, 1942:140)

It shows how effectively the different forms of atss have been utilized to
increase or generate sales in an accounting péerloetefore, most of these ratios

are calculated on the basis of annual sales.

Now a day these relations are also known as asseingestment mgmt. Activity
or turnover ratios employed to evaluate the efficie with which the firm
manages and utilized its assets. Thus, these @atgossed to measure the bank’s
ability to utilize their available resources. Varsoactivity ratios are used to predict
the effectiveness of asset utilization. Some setkcatios for this research can be
illustrated as follows:

* Loan & advances to total deposit ratio.

* Loan & advances to fixed deposit ratio.

* Loan & advances to total working fund ratio.

» Total investment to total deposit ratio.

* NPA to Total Loan ratio.

. Profitability Ratio:

Profit simply means the reward. Profit is the difiece between total revenue &
total expenses. Return on investment is a veryiarpart of the firm because it
determines the survival, growth, expansion, or eidlwal. The profit earned by
firm must be sufficient to meet all the obligatioRsfuture contingencies. Thus,
profitability ratio is a good measure and indicaiball the operating performances
of the firm. It is a measure of operating efficignihat can be measured by

profitability ratio. The financial manager continusbty evaluates the efficiency of
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the banks in terms of profits. The profitabilitytics in this study are calculated to
measure the operating efficiency and performandeefoanks comparatively.
These ratios are composed of “a group of ratio shgwhe combined effects of
liquidity, assets mgmt and debt mgmt on operategplt”. (Weston, 8th edition:
145). Some major profitability identifying ratiosed in this study ate as follows:

* Net profit to total assets ratio

» Net profit to total deposit ratio

* Net profit to Net worth ratio

» Total Interest earned to total working fund ratio

» Total Interest paid to total working fund ratio

. Leverage ratio:

The use of finance is refers by financial leveragkese ratios are also called
solvency ratios or capital structure ratio. To jadbe long-term financial position
of the firm, these ratios help to measure the ftr@ncontribution of owners and
creditor comparatively. These ratios indicate tin@ation of the capital structure,
which is calculated to measure the company’s ghilitusing debt for the benefit
of shareholders. The leverage ratios show how nuichn enterprise fund are
financed by debt & equity and examine the prospémtsthe future financing.
Also, leverage ratios are used to measure the diratility to meet long-term

obligation generally, assets of the firm age firehby both equity & debt.

In practice, leverage is approached in two wayse @pproach examines balance
sheet ratios and determines the extent to whiclol@d funds have been used to
finance the firm. The other approach measures iies rof debt by income
statement ratios designed to determine the numbdimes fixed charges are
covered by operating profit. These sets of ratie eomplementary, and most
analysts examine botf\Weston & Copland, 9th edition: 203)
Following are ratios, which are used in this study:

* Debt Asset Ratio

* Debt Equity Ratio
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» Coverage Ratio

» Capital Adequacy Ratio
2.2 Review of Book

In this section effort has been has been madedmieme and review of some related
books. Various studies have been conducted on itendial performance of

commercial bank and few are in joint venture banks.

Premila Jain has said that financial appraisal ssiantific evaluation of profitability
and financial strength of any business concernartéial appraisal is the process of
scientifically making a proper critical and comgara evaluation of the profitability
and financial health of a given concern through dbelication of the techniques of
financial statements analysis. A complete finan@ahklysis & interpretation of
financial statements involves the assessment of pasiness performance, an
evaluation of the present condition of the busirsssthe predictions about the future

potential for achieving expected or desired res(ltn 1996, P.36-37)

According to Surendra Pradhan, in his book entftlBasic of financial management”
financial analysis is to analyzed the achievecestants to see if the results meet the
objectives to identify the problems, if any in {h&st or present and likely to be in the
future, and to provide recommendation to solve thproblems
(Pradhan,2000,SP.120).

[.M. Pandey has stated in his book entitled “Finanmanagement”, financial analysis
is the process of determining financial strengthw&aknesses, of a company by
establishing strategic relationship between thepmmants of a B/S & other operative
data.”(Pandey, 1994, P. 500)

E.A. Helfert has stated in his book “Techniquein&hcial Analysis” that, it is both an
analytical & judgmental process that helps answerstijons that have been posed.
Therefore, it is means to end, a part from the iipeanalytical answer, the solutions

to financial problems and issues depend signiflgaoh the views of the parties
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involved in the related importance of the issue andhe nature & reliability of the
information availabléHelfert, 1992, P.2)

2.3. Review of Journals & Articles

Narayan Prasad Poudel has said that, the usefsedinancial statements of bank
need relevant, reliable comparable information,clwhassists them in evaluating the
financial position, and performance of the bank ahdith is useful to them in making
economic decisions. Bank regulating bodies, Stoc&lysis banks, shareholders,
directors, and government have needs of differeetauof financial statements. The
purpose of the analysis of financial statementsddp on the needs of the user. The
bank regulators seek to analyze the financial statgs from safety and stability point
of view and thereby protecting the economic intecésdepositors and public where
as the bank analyses from shareholders point off ylRoudel Narayan Prasad,
2053)

Manohar Krishana Shrestha, in his article, “comnaérdoanks comparative
performance evaluation” concludes that JVBs are, regwerationally more efficient,
having superior performance comprisals with locaiks. Better performance of JVBs
is due to their sophisticated technology, modernkivey method, and skill. Their
better performance is also; due to the governmém&aching policy are rural areas &
financing pees. Local banks are efficient in rugattor. Despite having number of
deficiencies, local banks have to face growing tran#s of socio economic political
system on the bank spectrum and that of issueslaatenges of JVBs commanding

significant banking business of other spect(@hrestha M.K.2047).

B.N Rimal stated in his article entitles “Buildirgffective financial system” poor

mgmt has contributed to banks difficulties. Excesdiranching & staffing poor asset
and liability management & inexact accounting andnagement account systems
have all been a source of weakness. Financiakutisth on developing countries is
plagued by portfolio problem, which in many casesshe result of the poor mgmt,
lending to insider excessive concentration of legdn one geographic area, or in

industry have been important sources of troufiténal B.N.2053)
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Poudel (2053) in the article, present conditiorfio&ncial companies has presented
with compared to the commercial bank the interese iis relatively high that is
provided and accepted by finance companies. Tlandial companies should not be
confined only in the valley. They should extendirttservices to the rural sectors of
hill and terai to reduce regional imbalance. Thdlection of deposit and loan
investment done by the commercial banks also taasusthemselves in the
environment of competitions, they should introduc®vel technology and
equipments’ to collect deposits and investment. yTishould learn from the
drawbacks, failure, and success of commercial baoksnaintain effectively as

alternative status.
2.4 Review of Thesis:

A study has conducted by Sangita Shakya entitledpemative analysis of financial
performance of selected JVBs, a case study of NGBIdsHBL. For the period from
year 1993/94 to 1998/99 the finding drawn from shaedy are HBL is more efficient
in case of liquidity as well as it is more leverdgthn NGBL where as HBL is in
condition from the aspect of capital adequacy,vagtiand profitability ratios. Study
showed positive correlation between loans and amb&ato total debts of both banks.
According to the trend analysis, profit before tdiXNGBL has been increasing at the
higher rate than that of HBL (Shakya Sangita, 2002)

Bhushal Manisha (2004) a thesis entitled “compeeadinalysis of financial status and

performance evaluation of HBL and NABIL bank.”

Objectives

1. To analyze capital adequacy and liquidity positbthe banks
2. To analyze quality of assets and evaluate risk te@yassets
3. To evaluate the level, trend and stability of HBIdaNABIL

Major findings and recommendations:

1. The total capital adequacy ratio is fluctuating

2. Assets composition remained largely in the loaniamdstment
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3. The both banks managerial and operating efficiesiege the total expenses to

total revenue ratio are in decreasing trend

Shrestha Anita (2007) a thesis entitled “Finanp&iformance analysis of commercial
banks of NIBL and NABIL".

Objectives:

1. To conduct cash flow analysis and measures theatpgrefficiency stability
and profitability

2. To point out the weak and strong areas of the legsiperformance

3. To measure the ability to meet the short term and term obligations

4. To analyze financial strength and weakness
Major Findings:

1. Liquidity ratios shows that the liquidity positiai NIBL is better than NABIL
2. NABIL has utilized debt more than NIBL
3. Total deposit and total assets are higher in Nlgdntthat of NABIL

Recommendation:

1. Banks are suffered from liquidity position

2. Bank can earn more by adding debt in its capitatcsire

3. Profitability position of NIBL is much weaker th&ABIL

4. Managerial efficiency and assets utilization positof the sampled banks seem
unsatisfactory

5. Banks are suggested to not limit their activitiaghim the urban area only

Ghimire Pratikshya (2008) a thesis entitled “Finahperformance of JVBs (with
special reference to SCBNL and NABIL bank)

Objectives:

1. To find out operational efficiency of SCBNL and NAB

2. To analyze the different types of risk associatéd the banks
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3. To find out the compliance of NRB directives

4. To provide suggestions and recommendations onasis bf study
Major Findings/Recommendations:

Unable to earn a satisfactory level of profit

Leverage ratio to increase so increasing dept

Unsatisfactory liquidity level

EPS and DPS should increase by increasing MPS

Operating income level is not satisfactory. Soease operating efficiency
CRR are below the standard of NRB directives

o g~ w bR

2.5 Research Gap:

Commercial bank invests its deposit in differenvfppable sector according to the
directives and circulars of NRB and guidelines paticy of their own bank. Financial
analysis statement has to prepare according taliteetions of NRB. NRB’s policy

and guidelines are changing time to time. Thissrmbvers the more recent financial

data and analysis is done within the latest guiésliand curriculum of NRB.

Some researcher has done the comparative studiesnofercial banks. But no
research has been undertaken regarding the comwearanalysis of financial
performance between the SCBNL, EBL, NABIL & NIBLin&ncial analysis is the

major function of every commercial bank for evaingthe financial performance.

This study put its effort to analyze the main iradars of financial performance with
financial and statistical tools for banks. Finahprformance is the major concern of

stakeholders to know the financial situation of blamk.

SCBNL, EBL, NABIL & NIBL are the leading commerciddanks of the country
having the huge market share and its investmernwitees and these banks have
significant impact on developing the economy of ¢bantry. Hence this study fulfills
the prevailing research gap about the in depthyaisabf the financial performance

which is the major concern of the shareholdersstakieholders.
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CHAPTER-3

RESEARCH METHODOLOGY

Introduction:

“Research Methodology is a way to systematicallyesthe research problem. It may
be understood as a science of studying how reséadne scientifically.” (Kothari,
2000:10). “Research methodology refers to the vargequential steps to be adopted
by researcher in studying a problem with certaifect) objects in view.”(Kothari,
1994: 19)

Researchers not only need to know how to develd@aiogests, how to calculate the
mean, mode, median, standard deviation, but th&y réed to know which of these
methods or techniques are relevant and indicateh§ mgsearch mythology basically
describes the methods, processes tools & technigpleed in the entire process of

scientific research.

This study will seek the conclusion to the poinatthvhat position SCBNL, EBL,

NABIL & NIBL have got in the whole commercial bank$ Nepal and recommended
the useful & meaningful points so that all concérean achieve something from this
study. To achieve the basic objectives of the sttigg following methodology has
been adopted which includes research design, métsmirces of data, population &

sample, data collection procedure and methodstafatalysis & so no.
3.1. Research Design

“Research design is the plan, structure, and glyabé investigation conceived so on

to obtain answers to research questions & to cbwameance (Karlinger, 1986:59)

Similarly, “A research design is the arrangementcohdition for collection and
analysis of data in a manner that aims to comb@tevance to the research process

with economy in procedure{Cellith, &Jahoda, 1995:50)
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Some financial & statistical tools have also begpliad to examine facts and
descriptive techniques have been adopted to eeafingncial performance of banks.
To achieve the objective of this study, descripivel analytical research design has

been used.
3.2. Nature and Sources of Data

The study is mainly based on the secondary data.dlta required for analysis are
directly obtained from the B/S & P/L account of cemed banks annual reports.
Supplementary information is collected from librasfy Post Graduate College and
internet. The website of NRB, SCBNL, EBL, NABIL, BIL, Nepal stock exchange &

other bank related sites were the source of r&istdbrmation.

Similarly, various data and information are colétfrom the periodicals, economic
journals, managerial magazines and other publiskedinpublished reports &

documents from various sources and website.
3.3. Population & sample

The large group about which the generalizationaslenis called the population under
study or the universe and small portion on which #tudy is made is called the
sample of the study. There are altogether 32 cowialdranks in Nepal. In this study,
the focus will be on the analytical & comparativady of financial performance of
SCBNL, EBL, NABIL& NIBL. There are so many commeatibanks in the market
but it is impossible to study all of them so fownmmercials bank has been selected
for the analysis among them on the basis of rejoutadf banks and to limit on

organization. So the study is based on sample hasisn the population.

It is not possible to study all the data relatedhwall bank of Nepal. There are
altogether thirty two listed commercial banks ia ttountry and their stocks are traded
actively in stock market. So the financial analysislisted four banks is being
compared with that average of the same, whichelested from population. From the
above listed commercial banks are considered aslgogn. SCBNL, EBL, NABIL &

NIBLare selected sample banks.
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3.4. Data collection procedure

As explained in previous chapters, the main sounfe®condary data are the reports
of banks published in their respective annual garmeeetings and website of relevant
bank. In addition to that, some of the relevantdaie also collected from the non-

bank financial statistics published by the non-besgulation department or NRB.
3.5. Method of data analysis

Various financial & statistical tools have been dige meet the objective of the
research. The data analysis is mainly based oarpadt nature of available data. Due
to limited time & resources, simply analytical sttal tools such as percentage,
graph, and Karl Person’s coefficient of correlateme used in this study. Likewise,
some financial tools such as ratio analysis & trandlysis have also been used for
financial analysis. The various calculated resutstained through financial &
statistical tools are tabulated under the differexgding. Then they are compared with

each other to interpret the results.
3.5.1. Financial Tools

There are various financial tools to measure thiéop®ance of an organization. The

following financial tools have been used for thalgsis:
3.5.1.1. Ratio Analysis

The relationship between two accounting figuresresged mathematically is known
as a financial ratio “Ratio analysis is used to pame a firm’s financial performance
and status to that of other firms or to itself awvee.” From the help of ratio analysis,
the qualitative judgment can be done regardinghftie performance of a firm. In this

study, following ratios are calculated & analyzed.
3.5.1.1.1. Liquidity Ratio

A name denotes the liquidity refers to the rationsen liquid assets and liability. The
ability of firm to meet its obligation in the shddgrm is known as liquidity. It reflects

the short-term strength of the business. In ordeertsure shout-term solvency, the
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company maintain adequate liquidity. But liquiditgtio must be optimum. If the
company maintain unnecessary high liquidity ratiert it may adversely effect in the
profitability of the company will invest all its ssts in safe liquid assets, which can
lose the opportunity to earn high profit. Meansrghedy knows that investing all
assets in safe liquid assets does not have a gbachr As well as, high liquidity may
unnecessary tie up in the current assets. In therdiand if a company does not
maintain adequate liquidity then it will result bad credit ratings, less creditors,
confidence, eventually may lead to bankruptcy. Tls company should endeavor to
maintain proper balance between inadequate liquitnnecessary liquidity for the

survival and for avoiding risk.
1. Current Ratio:

The current ratio is the ration of total currensets to total current liabilities. It is
calculated by dividing current assets by curreabilities, which is presented as

follows:

Current assets

rrent Ratio=
Curre atio Current liabilities

Current assets those assets which can be converteccash & bank balance within
analysis accounting period such as cash & banknbalanvestment in treasury bill,
money at call or placement, loans & advances, lplischased &discount, inter

branch account, other short term loans, receivalgespaid expenses etc.

Current liabilities refer to the short term matgrimbligations. This includes all
deposit liabilities, interbank reconciliation a/bills payable, tax provision, staff

bonus, dividend payable, bank overdrafts, provsi@haccrued expensesas follows:

) Cash & bank balance
Cash & bank balance to total deposit ra'fre—:T

otal deposit

Cash & bank balance includes cash on hand, foiagh on hand, cheques and other
cash items, balance with domestic banks, balante iheforeign banks & other

financial institutions. The total deposits encongpasrrent deposits, fixed deposits,
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investment in other financial institution, money Gdll & short deposit & other
deposits. A high ratio indicates the greater abiid meet their deposits liability &
vice versa. Moreover, too high ratio is unfit, apital will be tied-up & opportunity

cost will be higher.
2. Cash & bank balances to current assets:

Since cash & bank balances are the mist liquidigsadinancial analyst may examine
the ratio of cash & bank balance to current as3étis. ratio shows the percentage of
readily available fund within the banks. It is adated by dividing cash & bank

balances by current assets, which is as follows:

Cash and bank balance
Cash & bank balances to current assets—=
Current assets

A high ratio indicates the sound ability to meegitidaily cash requirements of their
customer deposits & vice versa. Both higher & lovaio is not desirable. The reason
is that if a bank maintain higher ratio of cashhais to pay interest on deposits but
could not invest its cash or current assets iroéitpble area so it may lost opportunity
to earn something. In the opposites, if a bank taairiow ratio of cash, it may fail to
maintain low ratio of cash, it may fail to make th@yment for presented cheques by

its customer. So, sufficient and appropriate caskemve should be maintained

properly.
3. Loan & advance to current assets:

Loan & advances refer to bill purchased & discodntecal and foreign currencies,
loan, advances, and overdraft. Bank loans & adwamace the main assets used for
income generating purpose in commercial banks. fidtis is calculated to find out

the percentage of current assets, invested in i&at/ances by following formula:

Loan & advances
Loan & advance to current assets—=
Current assets
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4. Investment on government securities to current aste

The ratio is calculated in order to find out thegemtage of current assets invested in
government securities i.e. Treasury bill. It carchkulated by dividing investment on

government securities by current assets as follows:

a_elgy\estment on government security

Investment on government securities to currenttssse

Current assets

5. Fixed deposit to total deposit:

Fixed deposit is the high interest charge beariggodit and can be withdrawn only
after the expiry of the period for which these d@fgohave been made. This ratio is
calculated in order to find out the proportion ofal deposit in fixed deposit. It is

calculated by dividing the amount of fixed depoditsthe amount of total deposits

which is given below:

Fixed deposit to total deposiaes GePosits
g P Total deposits

3.5.1.1.2. Activity Ratio (Assets & Investment margement):

Activity ratio evaluates the efficiency with whidhe firm manages & utilizes its
assets. This ratio is also known as turnover rdtioneasures how effectively the
company employees the resources at its commandsFarne creates by the collection
of share as debt from the owner, creditors andidrifgarties. Thus, these ratios are
used to measure the bank’s ability to utilize tlaailable resources. Various activity
ratios are used to predict the effectiveness adtassilization. Some selected ratio for

this research can be illustrated as follows:
1. Loan & advances to total deposit ratio:

This ratio measures the extent to which the bares saiccessful to utilize the
outsider’s fund (total deposit) for the profit gesteng purpose on the loan & advance.
Generally, a high ratio reflects higher efficiertoythe utilization of fund and vice-
versa. It can be calculated by dividing the amooinfoans and advances by the

amount of total deposits, which is given as below:
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Loan & advances

Loan & advances to total deposit ratie—= :
Total deposit

Here, loans and advances refers to total of lodwareces and over draft (i.e. in local
currency plus convertible foreign currency) an@laleposits refer to total of all kind

of deposits.
2. Loans and advances to fixed deposit ratio:

This ratio indicates how many times the amountdeduin loans and advances in
comparison to fixed deposits. Fixed deposits agentlin sources of deposits of bank
and high interest bearing obligation whereas |l@sadvances are the major sources
of investment to generate income for the commetmaaks. This ratio is calculated by

dividing the amount of loans and advances by fotegosits that are given below

Loans and advances

Loans and advances to fixed deposit ratte—=— :
Fixed deposit

3. Loans and advances to total working fund ratio:

Loans and advances is the major components in dte working fund, which
indicates the ability of bank, are successful irbiliming their loan and advances on
the working fund ratio for the purpose of incomegmtion. This ratio is computed

by dividing loan and advances by total working fumtis is given as below:

_ l.oan and advances
Loans and advances to total working fund ratio= ;
Total working fund

Here total working fund includes all assets of atahce sheet items. It other words,
this include C.A., net F.A, investment for develagrhbonds and other investment in
share, debenture and other etc. A high ratio iredua better mobilization of fund as

loan and advances and vice-versa.
4. Total investment to total deposit ratio:

Investment is one of the major forms of credit tedao earn income. This implies the

utilization of firm's deposit of investment in gavenent securities and share,
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debenture of the other companies and banks. Ttiismeasure the event to which the
bank are successful in mobilizing total investmamthe total deposits, the amount of
deposits should be soundly invest as the bank tnasnlty provide interest on its

deposits but also has to declare a handsome duvitteris owners and shareholders.
This ratio can be calculated by dividing total istraent by total deposit. This ratio is

mention as below:

. ) Total investment
Total investment to total deposit ratre?,

otal deposit

Investment consists of investment of governmentiisies, investment on debenture
and bonds, shares in subsidiary companies, shamether companies and other
investment. A high ratio indicates the Bank’s a#icy is more investing on its

deposit and low indicates inability to put its dsp®for the lending activities.
5. NPA to Total Loan Ratio :

This ratio measures the portion of non performmanlin total loan. Non performing
loan consist of Sub-standard, Doubtful and Baddo&tigher the portion of NPA, the
riskiness of assets will also be high. High amoahtnon performing loans also
increase the amount of loan loss provisions whiepatively affects the profitability
too. This ratio measures the overall performance Bainks related to credit

administration and monitoring.

Total NPA

NPA to Total Loan ==————
o totaitoa Total Loan

3.5.1.1.3. Profitability Ratio:

Profit is different between total revenues andltexpenses over a period. Profit is the
ultimate output of a commercial bank and it williveano future if it fails to make
sufficient profits. Therefore, the financial manageontinuously evaluates the
efficiency of the banks in terms of profits. Theofability ratios in this study are

calculated to measure the operating efficiency aedformance of two banks
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comparatively. Higher the profitability ratio, bettthe financial performance of the

bank and vice-versa. Profitability ratio can becaldted by following different ratio.
1. Net profit to total deposit ratio:

Net profit to total deposit ratio evaluates wheth@nagement has been capable to
mobilize and utilize the deposit. It also helpsktow the overall performance and
generation of profit of bank. This ratio is mostpontant to identify whether the
organization is well efficient or not in mobilizings total deposits so that corrective
action could be taken. Higher ratio indicates betiidization of deposit and vice-
versa. Here, NP is profit after taxes and totalodépmeans total amount of deposit in
various account i.e. saving, current, fixed ancehThe return on total deposits ratio
can be computed by diving net profit by total depoBhis can be expresses as

follows:

. ) . Net profit
Net profit to total deposit rathl;—.
otal deposit

2. Net profit to total assets:

Net profit refers the profit after interest anddaxlt is also known as return on total
assets (ROA). This ratio evaluates the efficiendycompany in utilizing and
mobilizing of assets and its survival. It is usefiai measurement of the profitability
of all financial resources invested in the banketsslt also provides the necessary
foundation for the company to deliver a good retomnequity. Higher ROA indicates
higher efficiency in utilization of total assetsdawice-versa. ROA is calculated by

dividing the mount of NP by total assets.

Net profit

Net profit to total assertsr—
otal assets

3. Net profit to net worth ratio:

Net worth or shareholders equity refers to the aw/icéaim on the assets of the bank.
It can be found by deducting total liabilities fratal assets (excluding intangible

assets and accumulated losses). This ratio measheesprofit earned by the
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commercial banks by utilizing owner’'s equity anceréh by generating return on
satisfy the owners. This ratio indicates how wiedl banks have used the resources of
the owners. Higher the ratio indicates sound mamegé efficiency, and wealth
maximization of the banks, which in turn is the Wtleaaximization of the banks. It is

calculated by dividing net profit by net worth. $hs expressed as follows.

. . Net profit
Net profit to net worth ratio=————
Net worth

4. Total interest earned to total working fund ratio:

The ratio shows the earning capacity of a bankoawotal assets (working fund). This
ratio exhibits the extent on which banks are swgfoésn mobilizing their working
funds to generate income as much as possible. igherratio will indicate the high
earning power of the banks on its total assetsalTinterest earned is calculated by
adding the total income from loans, advances, aasllit, overdraft, and government
securities etc. This ratio is calculated by divgliotal interest earned by total working
fund.

Total interest earned

Total interest earned to total working fund rattg= :
Total working fund

5. Total interest paid to total working fund ratio:

The ratio is used to measure the percentage dfitdémest expenses against the total
assets. Higher the ratio, higher will be the intlara of interest expenses on total
assets and vice-versa. Total interest expensesstotize expenses on total deposits,

loans and advances, borrowing and other depogitsrdtio is calculated as follows:

. Total interest paid

Total interest paid to total working fund ratig—= :
Total working fund

3.5.1.1.4 Leverage Ratio:

This ratio is also called solvency ratio or capgtalcture ratio. A firm should have
strong short-term as well as long-term financiakipon. To judge the long term

financial position of the firm, these ratios hefpmeasure the financial contribution of
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owners and creditors comparatively. These ratid&cate the situation of the capital
structure, which is calculated to measure the caoryipaability of using debt for

benefit of shareholders.

Long-term creditors like debenture holders, finahdnstitutions etc. are more
interested to the firm’s long-term financial wealtlebt servicing capacity and
strength & weakness of the concerns. This ratio beygalculated from the balance
sheet items to determine the proportion of delibtal financing. In summary debt,

ratios tell us the relative proportions of cap@ahtribution by creditors and owners.
1. Debt-Assets Ratio:

This ratio exhibits the relationship between crmditfund and owners capital. This
ratio shows the proportion of outside fund usedfimancing total assets. It also
provides security/ financial safety to the outsilethat is potential shareholder,
depositors or investors. Higher debt ratio indisabégher financial risk as well as
increasing claims of outsiders in total assets laner ratio indicates lower financial
risk as well as decreasing claims of outsider ¢lvertotal asset of the firm. Generally,
1:2 ratios are considered good however, no hardastdule is prescribed. This ratio
implies a finance company success in exploitingt delmore profitable areas. This

ratio can be represented as follows:

Total debt

Debt-Assets Ratio=———
Total assets

2. Debt Equity Ratio:

Debt equity ratio examines the relative claimsreidgdors and owners against the firm
assets. Alternatively, the debt equity ratio intksathe combinations of debt capital
and equity capital fund to the total investmenteTiatio is computed by using

following formula:

Debt Equit RatioM
quity Total equity
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2. Capital Adequacy Ratio:

Capital adequacy ratio measures the ratio betwaeitat funds and risk weighted
assets. Capital fund refers the core capital amgplementary capital. Core capital
includes paid-up capital, share premium, non-reddédenpreference share, general
reserve fund, cumulative profit/loss, capital regéon reserve, capital adjustment
fund, and other free reserves, less goodwill, itmest in excess of prescribed limit,
fictitious assets, and investment in securitiescompanies with financial interest.
Supplementary capital includes loan loss provisionpass loan, assets revaluation
reserve, hybrid capital instruments, unsecured rsliated term debt, exchange
equalization fund, additional loan loss provisionjestment adjustment reserve, and
provision for loss on investment.

Similarly risk weighted assets refers to on balastoeet assets and off balance sheet
items which includes balance in domestic and fir@nastitution, balance in foreign
banks, money at call, loan on the guarantee ofnat®nal rated bank, investment in
share debenture and bond, other investments, lndia@dvances, fixed assets, letter of
credit, bid bond, advance payment guarantee anthgemt liabilities.

According to NRB’s directives, commercial banks sgquired to maintain the certain
level of capital fund against the risk-weightededss

To measure the capital adequacy ratio (CAR) follmafiormula is used:

Capital fund

ital A Ratio=
Capital Adequacy Ra O'I‘_otalriskweightedassets

4. Coverage ratio:

Coverage ratio is designed to relate the financharge of a firm to its ability to
service them. It measures the relationship betweleat is normally available from
operation of the banks and the claim of the outsidgdnder this, following ratios are

calculated.
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*Provision for possible losses to loans and advarseatio:

Always loan and advances consist of risk. To minenthe risk to some extent
commercial banks are required to put some percentdgamounts for loan loss
provision against loans and advances.

Provision for possible loan losses

Provision for possible losses to loans and advarates=

Loans and advances

3.5.1.1.5. Growth (Market) Ratio:
This ratio has been measured to know how well ittne i maintaining its economic
and financial position as compared to comparabl&bbinder this growth ratio of
operating profit, NPAT, EPs, DPs, BVs and MVPs hémeen tested for the most
recent five years period.
Valuation ratios are the most comprehensive measafreerformance for the firm is
that they reflect the combined influence of retan risk ratio. Most important ratios
are as follows.

* Market to book ratio

» Dividend yield ratio

* Price earning ratio

1. Market to book ratio (M/B):

To find out M/B ratio, MVPs is divided by book vaer share

. Market value per share
Market to book ratio=
Book value per share

For the calculation of market to book ratio (M/BBYPs is derived by dividing
shareholders equity by the number of shares oulisignThe M/B ratio is relative
measure of how the growth option (for company isd@p&alued) is physical assets.

The greater the expected growth and value placsugh, the higher this ratio M/B

ratio for established companies range from ag & to 0.5 to as high as 8.01.
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2. Dividend yield ratio:
To find out M/B ratio, MVPs is divided by BVPs. Ehiratio evaluates the
shareholders return in relation to the market valtieghe share. So relationship so

annual dividend to share price denotes the rataivalend yield that is as follows:

. : . DPS
Dividend yield ratio =
MVPs

3. Price earning ratio (P/E)
This ratio of a company is simply obtained by dingl the market value price per
share by EPS. “As the name indicates, this ratiabéished the number of times the

price of a stock exceeds the EPS (Schwartzmanrsyivd 984).”

. MVPs
P/E Ratio= -

Ps

This ratio is widely used by the security analysigvaluate the firm’s performance as
accepted by investors. It indicates investor's judgt for expectations about the
firm’s performance. This ratio reflects investoespectation about the growth in the

firm’s earning.

3.5.2. Statistical Tools:

Various statistical tools to this study will be draout to make the conclusion more
reliable according to the available financial ddtar this, following statistical tools
are used.

1. Arithmetic Mean (Average):

Average is statistical constants, which enableousomprehend in a single effort of
the whole. It represents the entire data by a simglue. It provides the gist and gives
eagle view to the huge mass of unwieldy numeriahdGupta, 2001:357). It is

calculated as:
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Where,
X= Arithmetic Average
Y'x= Summation for total values of the variable/obaton

N= Number of items

2. Standard deviation (S.D)
S.D is defined as the positive square root of tlieamof the square of the deviations

taken from the arithmetic mean. It is denoted lhyns.’

Y (X-X)?
S.D @)= ==
where,
X= mean

n= number of item

3. Coefficent of variation (C.V)

C.V is an independent unit. Two distribution canbatterly compared with the help
of C.V for their variability. The series for whithe co-efficient of variation is greater
Is said to be more variable or conversely, lessistent, less uniform, less stable, or
less homogeneous. On the other hand, the serieghioh co-efficient of variation is
less is said to be less variable or more consisteate uniform, more stable or more

homogeneous.

C.V= 2100

where,

C.V= coefficient of variation
o = Standard deviation

X= mean
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4. Correlation Coefficient (r):

Correlation may be defined as the degree of linetionship existing between two

or more variables. Variables are said correlate@nwthe change in value of one
variable results change in another variable. Sinpalgial and multiple are type of

correlation. Correlation may be positive, negativeero. Among the various methods
of finding out coefficient of correlation, karl geEm’s method is applied in the study.
The result of coefficient of correlation is alwdystween +1 and -1.

When,

r =+1; It means there is perfect positive relatiopdetween two variables.

r = 0; it means there is no relationship betweemvariables.

r=-1; It means there is perfect negative relatignbletween two variables.
The Person’s formula is:

- (N xy-Y xXy)
VN E x*=(Z x)2%/N %y~ (X ¥)2

where,

r= coefficient of correlation
x= independent variable
y= dependent variable

N= number of period

5. Probable Error of the co-efficient of correlation:

The probable error of the coefficient of correlatizelps in interpreting its value, with

the help of probable error, it is possible to d@iee the realiability of the value of the

coefficient is so far as it depends on the condgiof random samping. The probable
error of the coefficient of correlation is obtainesifollows:

1-1?

P.E, =0.6745 * —

where,
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P.E.r= probable error of co-efficient of correlatio
N= number of pair observation
In order to conculde whether the co-efficient ofretation is significant or not the
following points should be kept in mind.
* Ifr<P.E, Itis not at all significant.
» If r>6*P.E, Itis definitely significant.
e |If the P.E is not much and if the ‘r' is 0.5 or moit is generally to be

significant.

6. Coefficient of Determination:

The coefficient of determination is the measurehef degree of linear association or
correlation between two variables, one of whichgeaqs to be independent and other
beng dependent variable. In other words, coeffic@@ndetermination measures the
percentage of total variation in dependent variablee co-efficient of determination
can have value ranging from zero to one. Coefficodérdetermination is the square of
the co-efficient of correlation.

Symbolically,

R® =

where,

R?= coefficient of Determination

R= coefficent of Correlation

7. Trend analysis:

Trend analysis describes the average relationsttipden series where the one series
related to time and other series to the value efviriable. It generally shows that the
line of the best-fit or straight line is obtainednot. The line of the best fit describes
the changes in a given accompanying a unit chamdenie. Another word, it gives
thebest possible mean values of dependent variabke given value of independent
variable. For calculation of the line of the bastdllowing equation should be kept in

mind.
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Y = a+bx

where,

y.= the estimated value of y for given value of xaded from the line of regression
of y on X.

a=intercept

y=mean of y value

b=slope of line/rate of change

x= the variable in time series analysis represemg.t

The term best fit is interpreted in accordance whhprinciple of least squares, which
consists in minimizing the sum of squares of tledwal or the errors of estimates i.e.
the deviation between the given observed value g tariable and their
corresponding estimated values as given by theolitest fit.
This topic will be used to forecast the ratios besw net profit and deposit, net profit
and investment, net profit and loan and advancéseobanks for next five year on the
base of past five years. The analysis is done ufideted factors, which are as
follows.

* The company will remain unchanged as of presenstige.

» Banks will run as of present position.

* The guidelines by NRB for Banks will remain unchadg

» The forecast will be true only when the limitatioofsleast square method are

carried out.

* The main assumption is that other factors are eomst
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CHAPTER -4

DATA PRESENTATION AND ANALYSIS

In this chapter, data of sample banks are presemtedanalysed according to the

objectives set in the introduction chapter. To maldata more realistic and complete

gualitative analysis is done through different fio@l ratio & statistical analysis.

However, there are many ratios but due to someta&ming &constraint, only

selected ratios have been taken for analyzing titeegth& weakness of the sample

banks.

This chapter also helps for presenting a majoririgdproper recommendation for

researcher, which needs to define in next chaptehis way analysis, effort is made

to make proper linkage of every chapter.

In order to find out the strengths & weakness &afinial performance of the sample

banks carious ratios & variable have been calcdlttat are as follows:

4.1. COMPARATIVE FINANCIAL STATEMENTS ANALYSIS:

4.1.1. five year comparative balance sheet of SCBNL

Table No: 4.1
Standard Chartered Bank

Five-year Comparative balance sheet

(NPR In millions)

Particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

e Shareholder

capital/Net worth:

Share capital (paid up capital 413.25 620.78 931.97 1608.26 1610.17
@100 each) 2067.61
Reserve fund 1703.10 1871.76 2120.50 1761.45
A. Total 2116.35 2492.56 3052.471 3369.71 3677.Y8

e Current liabilities:
Deposit ( Except fixed) 21450.53 | 26442.98 | 28770.02 | 26007.65| 27863.00
Other liability 1049.80 503.43 809.78 802.50 912.45
Bills Payable 36.17 87.40 72.94 89.22 65.96
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Proposed and Dividend 341.74 506.37 476.30 769.17 805.08
Payable
Income tax liability 5.60 2.05 4.26 - -
B. Total Current Liability 22883.84) 27542.2 3018B | 27668.54| 29646.49
* Long Term Debt:
Fixed Deposit 3196.50 3301.01 7101.70 9175.08 | 10136.24
Borrowing 400 - 300 - 350
Debenture and Bond - - - -
C. Total 3596.50 3301.01 7401.7( 9175.08 1048624
Total Liability(A+B+C) 28596.69 | 33335.8Q 40587.4f 0243.33| 43810.51
Assets
e Current Assets:
ggﬁﬂ E:I':;‘gg 378.42 | 41488 | 463.35 | 509.03 | 610.69
Money at call & short notice 1642.60 1635.37 2673.82 1420.28 2365.11
Loan.advances& Bills 1761.15 2197.54 2055.55 1669.46 4280.89
purcﬁase 10502.64 | 13718.60 | 13679.76 | 15956.96| 18427.27
Investment(short term ) 13553.23 | 13894.33 | 20227.63 | 19839.02| 17250.19
633.06 1349.32 1341.58 691.55 761.81
other Assets
A. Total current assets 28471.10 33210.04 40441.690086.30| 43695.95
* Fixed Assets:
Fixed assets 125.59 117.27 137.29 118.84 106.07
Investment (long term) - 8.49 8.49 8.49 8.49
Non Banking Assets - - - - -
B. Total 125.59 125.76 145.78 127.03 114.5p
Total (A+B) 28596.69 33335.80] 40587.47) 40213.33 43810.51

Source: Annual Report of the bank

SCBNL'’S paid up capital was Rs. 413.25 in 2006/@7is in increasing steady

through out of study period f/ly 2010/11. On theesthand component of shareholder

capital i.e. reserve funds increased sharply duthegy study period except in fly
2009/10. In fly 2006/07 reserve fund was Rs 1703nilllon, Rs.1871.76 million in

fly 2007/08 & Rs.2120.50 million in f/y 2008/09. @i it was sharply decreased to
Rs.1761.45 million in f/y Rs 2009/10 and again @aged to Rs 2067.61million in f/y
2010/11. So the net worth (Total shareholder’s tefjpalso fluctuated in the study
period mainly depicted in f/y Rs 2008/09 & f/ly 2000.

Current liability has increased throughout the gtpériod except in f/y 2009/10. It
increased from Rs 22883.84 million in fly 2006/@/ Rs 30133.30 million in fly
2008/09. Current liability decreased to Rs 27668Kion in f/ly 2009/10 and again
increased to Rs 29646.49 million in f/ly 2010/11nggerm debt was fluctuating; it
was Rs 3596.50 million in f/ly 2006/07 and Rs 33Q1million in f/ly 2007/08.After
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then it was increased to Rs7401.70 million, Rs Agillion& Rs 10486.24 million
fly 2008/09, fly 2009/10 & fly 2010/11 respectivelyith the effect of shareholder’s
capital deposits &long term debt, total liabiliti®gas Rs 28596.69 million in fly
2006/07 and increased to Rs 40587.47 million in2398/09. However, it decreased
to Rs 40213.33 million in f/y 2009/10 and againreased to Rs 43810.51 million in
fly 2010/11.

Total current assets of SCBNL highly affected by tlban, advances & bills
purchased in the study period. Total current aseeteased from Rs 28471.10million
in fly 2006/07 to Rs 40441.69 million in fly 2008/0and decreased by
Rs355.39millions to reach Rs.40086.30 in fly 20094hd again increased by Rs
3609.65 million to reach Rs 43695.95 million in POM. Fixed assets were in
increasing steady, throughout the study period gxcef/y 2009/10& 2010/11. It was
Rs 125.59 million in f/ly 2006/07, Rs 125.76 mill&Rs145.78 in f/ly 2007/08 & fly
2008/09 respectively. It was decreased by Rs 3hifldn to reach Rs 114.56 million
in f/ly 2010/11.

4.1.2. Five year comparative Balance sheet of EBL

Table No: 4.2
Everest Bank Ltd.
Five-year Comparative balance sheet
(NPR in millions)

particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

» Shareholder capital/Net

worth:

Share capital (paid up capital 1391 57
@100 each) 518 831.40 838.82 1279.61 1721'98
Reserve fund 683.52 1089.84 | 1364.80 | 1479.53 '
A. Total 1201.52 1921.24 2203.62 2759.14 3113/55

» Current liabilities:
Deposit ( Except fixed) 12559.59| 17530.13| 26273.48| 26492.03| 26065.97
Other liability 1634.60 | 720.44 378.57 566.08 559.24
Bills Payable 26.78 49.43 148.66 145,51 49.72
Proposed and Dividend Payable 68.15 140.79 230.52 276.25 576.90
Income tax liability 15.28 41.14 20.52 (1014) 26.90
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B. Total Current Liability 14304.40 18481.93 2708 | 27478.73| 27278.73
* Long Term Debt:
Fixed Deposit 5626.66 6446.18 | 7049.98 | 10440.28 | 15061.93
Borrowing - - 312 404.61 482
Debenture and Bond 300 300 300 300 300
C. Total 5926.66 6746.18 7661.98 11144/89 15843.93
Total Liability(A+B+C) 21432.58| 27149.3% 36917.35 13B2.76| 46236.21
Assets
* Current Assets:
Cash balance 534.10 822.99 944.70 1091.50 | 1049.00
Bank balance 1857.33 | 1844.98 | 5219.67 | 6727.31 | 5073.86
Money at call & short notice - 346.00 - - -
Loan,advancesé& Bills purchase 13664.99| 18339.09| 23884.67| 27556.36| 31057.69
Investment(short term ) 4984.31 | 4974.63 | 5863.55 | 4923.38 | 7659.00
other Assets 222.66 376.22 492.67 536.19 851.47
A. Total current assets 21262.48 26703/91 36405.20834.74| 45691.07
* Fixed Assets:
Fixed assets 170.10 360.51 427.16 463.09 460.26
Investment (long term) - 84.93 84.93 84.93 84.93
Non Banking Assets - - - - -
B. Total 170.10 445.44 512.09 548.02 545.19
Total (A+B) 21432.58 27149.35 36917.35 41382.76| 46236.21

Sources: Annual report of the bank

EBL’s paid up capital was Rs 518 million in f/y ZJ07. But it was increased by
almost 100% in fy 2007/08 due to issue of 1:1 rgjdres &again in f/ly 2009/10& fly
2010/11increased to Rs 1279.61 million& 1391.57liaml respectively. Reserve

funds, however increased

throughout the studyogeimcreased from Rs.683.52

million in fly 2006/07 to Rs 1721.98 million in f/\2010/11, which resulted
increasing/trend in shareholder’s capital. It i@sed from Rs 1201.52 million in fly

2006/07 toRs3113.55in fly

2010/11.

Current liability was increased steady throughbetstudy period. It was Rs 14304.40
million in f/ly 2006/07, Rs 18481.93 million in f3007/08,Rs 27051.75 million in fly
2008/09 and Rs 27478.73 million in 2009/10. It wlasreased by Rs.200 million to
Rs.27278.73 million in 2010/11. Whereas long-tergbtdalso increased steady
throughout the period increased from Rs 5926.66liamilin f/ly 2006/07 to
Rs15843.93 million in f/ly 2010/11.

5
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Total current assets consist of cash balance, batknce, money at call & short

notice, loan, advances & bills purchased and o#issets. However, around 65% of

total current assets covered by amount of loanamcks & bill purchased. Total
current assets was Rs 21262.48 million, Rs 26703ifibn, Rs 36405.26 million, Rs
40834.74 million & Rs 45691.02 million during f/@6/07, f/ly2007/08, fly 2008/09,
fly 2009/2010 & fly 2010/11 respectively. Total mmt assets increased steadily

during the period.

Total fixed assets increased from Rs170.10 millionf/ly 2006/07 to Rs.545.19

million in f/y 2010/11. It was increased by Rs 3@b.million to reach Rs 545.19
million in f/y2010/11. Total assets for the studgripd increased from Rs.21432.58
million in f/y 2006/07 to Rs.46236.21 million inyf2010/11.

4.1.3. Five year comparative Balance sheet of NABIL

Table No: 4.3

NABIL

Bank Ltd.

Five-year Comparative balance sheet

(NRP In millions)

particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11

Capital & Liabilities

* Shareholder capital/Net

worth:
S@hf‘ég e(;ac‘?]';a' (paid up capital yq1 65 | 6g9.22 | 965.75 | 2028.77 | 2029.77
1565.39 | 1747.98 | 2164.49 | 1807.93 | 2536.75

Reserve fund
A. Total 2057.04 2437.2 3130.24 3836.7 4566.52

* Current liabilities:
Deposit ( Except fixed) 18910.93| 23450.96| 29037.55| 31699.54| 32855.28
Other liability 378.45 465.94 502.90 644.29 859.41
Bills Payable 83.52 238.42 463.14 425.44 415.77
Proposed and Dividend Payable 509.42 437.37 361.32 434.74 608.93
Income tax liability - 38.77 80.23 24.90 44.10
B. Total Current Liability 19882.32 24631.46 30446 | 33228.91| 34783.49

* Long Term Debt:
Fixed Deposit 4431.46 | 8464.09 | 8310.71 | 14711.16| 16840.83
Borrowing 882.57 1360 1681.31 74.9 1650.60
Debenture and Bond - 240 300 300 300
C. Total 5314.03| 10064.09 10292.02 15086/06 18291.4
Total Liability(A+B+C) 27253.39| 37132.7% 43867.40 21%1.67| 58141.44
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Assets

e Current Assets:
Cash balance 270.41 511.43 674.40 635.99 744.59
Bank balance 1129.42 | 2159.72 | 2698.12 764.11 1691.96
Money at call & short notice 563.53 1952.36 | 552.89 3118.14 | 245251
Loan,advances& Bills purchas¢ 15545.78| 21365.05| 27589.93| 32268.87| 38034.10

Investment(short term ) 8945.31 | 9939.76 | 10826.38| 13703.02| 13081.21

other Assets 512.05 606.39 864.69 882 1201.98

A. Total current assets 26966.50 36534(71 43206.401372.13| 57206.35
* Fixed Assets:

Fixed assets 286.89 598.04 660.99 779.54 935.09

Investment (long term) - - - - -
Non Banking Assets

B. Total 286.89 598.04 660.99 779.54 935.09

Total (A+B) 27253.39] 37132.7%5 43867.40 5215167 43844

Sources: Annual report of the bank

NABIL’'S paid up capital was Rs. 491.65 in 2006/Q7s in increasing steady through
out of study period f/y 2010/11. On the other handhponent of shareholder capital
l.e. reserve funds increased sharply during thdysperiod except in f/ly 2009/10. In
fly 2006/07 reserve fund was Rs 1565.39 million,1R47.98million in f/y 2007/08 &
Rs 2164.49million in f/ly 2008/09. Then it was shamecreased to Rs 1807.93million
in f/y Rs 2009/10 and again increased to Rs 253aillién in f/y 2010/11. But the net

worth (Total shareholder’s capital) is in incregsirend throughout the study period.

Current liability has increased throughout the gtyeriod. It increased from Rs
19882.32 million in f/ly 2006/07 to Rs 34783.49 ol in f/y 2010/11. Long-term
debt also seems increasing ; it was Rs 5314.08milh f/y 2006/07 and increased by
Rs 4750.06 million to reach Rs 10064.09million g 2007/08. After then it was
increased to Rs10292.02million, Rs 15086.06mill&rRs 18791.43 million in fly
2008/09, fly 2009/10 & fly 2010/11 respectively. tivihe effect of shareholder’s
capital deposits & long term debt, total liabilgievas Rs 27253.39 million in fly
2006/07 and increased gradually to reach Rs 37%3®illion, Rs 43867.40 million,
Rs 52151.67 million and Rs 58141.44 million in 2907/08, fly 2008/09, fly 2009/10
and f/ly 2010/11 respectively.

Total current assets of NABIL highly affected by floan, advances & bills purchased

in the study period. Total current assets increagedgressively from Rs
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26966.50million in f/y 2006/07 to Rs57206.35milliam f/y 2010/11. Fixed assets
were also in increasing steady, throughout theyspetiod. It was Rs 286.89million
in f/ly 2006/07, Rs 598.04million, Rs 660.99 milljoRs 779.54million & Rs 935.09

million in f/y 2007/08, f/ly 2008/09, f/y 2009/10 #y 2010/11 respectively.

4.1.4. Five year comparative Balance sheet of NIBL

Table No: 4.4
Nepal Investment Bank Ltd.

Five-year Comparative balance sheet

(NPR In millions)
particular Fiscal year
2006/07 2007/08 2008/09 2009/10 2010/11
Capital & Liabilities
» Shareholder capital/Net
worth:
S@hfgg e;i‘;\';a' (paid up capital g1 35 | 1903.02 | 2407.07 240910 | 301137
Reserve fund 1076.77 | 1482.87 | 1500.77 5176.99 2148.39
A. Total 1878.12 2686.79 3907.84 4585.39 515976
* Current liabilities:
Deposit ( Except fixed) 16972.17| 26507.5 | 35064.72| 33269.58| 31759.82
Other liability 347.52 488.40 709.98 860.37 1117.66
Bills Payable 32.40 78.84 82.34 38.14 8.25
Proposed and Dividend Payable 43.65 93.47 485.45 602.27 602.27
Income tax liability 0.30 24.08 38.30 37.20 -
B. Total Current Liability 17396.04 27192.29 3638D| 34807.56 33488
* Long Term Debt:
Fixed Deposit 7516.69 | 7944.23 | 11633.37| 16825.15| 18378.31
Borrowing - - 38.80 37.31 280.76
Debenture and Bond 800 1050 1050 1050 1050
C. Total 8316.69 8994.23 12722.17 17912/46 19709.07
Total Liability(A+B+C) 27590.85| 38873.31 53010.80 735.41| 58356.83
Assets
* Current Assets:
Cash balance 763.98 1464.48 | 1833.46 | 1525.44 | 1718.67
Bank balance 1677.53 | 2290.46 | 6084.54 | 5090.45 | 6421.70
Money at call & short notice 362.97 - - - 150
Loan,advances& Bills purchase 17286.43| 26996.65| 36241.21| 40318.31| 41095.51
Investment(short term ) 6505.68 | 6874.02 | 7399.81 | 8635.53 | 7423.11
other Assets 233.67 276.85 390.65 399.43 439.39
A. Total current assets 26830.26 37902/46 51949.65969.16| 57248.38
* Fixed Assets:
Fixed assets 759.46 970.10 1060.75 | 1136.25 | 1108.45
Investment (long term) - - - - -
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Non Banking Assets 1.13 0.75 0.38 -

B. Total 760.59 970.85 1061.13 1136.45 1108.45

Total (A+B) 27590.85| 38873.31 53010.§0 57105/41 56833

Sources: Annual report of the bank

NIBL'’s paid up capital was Rs 801.35million in f2006/07. It was increased by Rs
2210.02 in the study period to reach Rs 3011.3fomiin f/y 2010/11.Reserve
funds, however increased throughout the studyogdeimcreased from Rs 1076.77
million in f/ly 2006/07 to Rs 2148.39 million in f8010/11, which resulted increasing
trend in shareholder’s capital. It increased from1878.12 million in f/y 2006/07 to
Rs5159.76 in fly 2010/11.

Current liability was increased steady in the fitsee years of the study period and
seems decreasing in last two years of the studggdt was Rs 17396.04 million in
fly 2006/07, Rs27192.29 million in f/ly 2007/08, B880.79 million in f/y 2008/09
and it was decreased by Rs 1573.23 million and ®9.56 million to reach Rs
34807.56 million and Rs 33488 million in f/ly 2000/And 2010/11 respectively.
Whereas long-term debt also increased steady thomighe period increased from
Rs 27590.85 million in f/ly 2006/07 to Rs58356.83iom in f/y 2010/11.

Total current assets consist of cash balance, batknce, money at call & short
notice, loan, advances & bills purchased and aibsets. However, more than 70% of
total current assets covered by amount of loanamcks & bill purchased. Total
current assets was Rs 26830.26 million, Rs 37902i#lion, Rs 51949.67 million, Rs
55969.16 million & Rs 57248.38 million during f/y 0@6/07,f/y2007/08,fly
2008/09,fly 2009/2010 & fly 2010/11 respectivelyotdl current assets increased
steadily during the period.

Total fixed assets increased from Rs 760.59 milliorf/y 2006/07 to Rs1108.45
million in fly 2010/11. It was increased by Rs 3RB&. million to reach
Rs1108.45million in f/ly 2010/11. Total assets foe study period increased from Rs
27590.85 million in f/y 2006/07 to Rs.58356.83 ioifi in f/y 2010/11.

56



4.1.5 Five year comparative profit & loss a/c of SBNL

Table No

.4.5

Standard chartered bank Itd.

Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year
2006/07 | 2007/08| 2008/09 2009/1p 2010/11

Income:
Interest income 1411.98 | 1591.20| 1887.22| 2042.11| 2718.70
Commission & discount 221.22 | 276.43 | 235.47 | 338.30 | 321.77
Other operating income 28.78 32.59 33.19 34.48 36.75
Exchange gain 309.09 | 345.65 | 480.03 | 458.56 | 387.13
Other income 29.65 92.33 123.18 94.55 73.60
A. total income 2000.72 2338.20 2759.09 2968|00 373b
Expenses:
B. interest expenses 413.06 | 471.73 | 543.79 | 575.74 | 1003.10
C. gross profit (A-B) 1587.66 1866.47 2215.30 2362, 2534.85
Less: other operation expenses:
Staff expenses 199.78 | 225.26 | 253.06 | 312.96 | 365.99
Office /other operation expenses | 228.45 | 230.57 | 276.33 | 295.30 | 305.21
D. total other operating expenses 428.23 45583 .3929 608.26 671.20
E. operating profit (C-D) 1159.43 1410.64 1685.91784.00| 1863.65
Less: non operating expenses:
Loss from extra ordinary activity 491 28.04 15.36 17.02 22 76
Exchange loss
Bad debt written off
ggx:z:gﬂ Ig[ gtoaiffc'ﬁ“'ﬁssses 36.81 | 69.89 | 56.63 | 76.97 | 82.74
Provision for income tax 101.61 | 119.34 | 146.72 | 153.64 | 159.83

o : 324.43 | 374.45 | 442.09 | 450.50 | 479.15
Provision for non banking assets i i i i i
F. Total non operating expenses 467.76 59172 0660.8698.13 744.48
Net profit after tax(E-F) 691.67 818.92 1025.11 3688 | 1119.17

Sources: Annual report of the bank

Income consists of interest income, commission&alisit, other operating income,

exchange gain & other income, interest income &dfédte major part of the income.
SCBNL earned Rs 2000.72 million in f/ly 2006/07,Z38.20 million in f/y 2007/08,
Rs 2759.09 million in f/y 2008/09, Rs 2968 milliam f/y 2009/10 and Rs 3537.95

million of total income in f/ly 2010/11. It was ireased throughout of study period.

Major part of expenses is interest expenses. It Ras413.06 million, Rs 471.73
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million, Rs 543.79 million, Rs 575.74 million anaR003.10 million in f/ly 2006/07,
2007/08, 2008/09, 2009/10 and 2010/11 respectively.

After deducting staff expenses & office expensesgarss profit, operating income
realized. It increased steady throughout the spelyod increased from Rs1159.43
million in f/y 2006/07 to Rs1863.65in f/ly 2010/14et profit after tax realized after
deducting non-operating expenses, which consisiisagge loss, bad debt written off,
provision for possible losses, provision for stadhus, provision for income tax etc. It
was Rs 691.67 million, Rs 818.92 million, Rs 1025million, Rs 1085.87 million &

Rs 1119.17 million in fly 2006/07, 2007/08 ,2008/02009/10 & 2010/11

respectively.
4.1.4 Five year comparative profit & loss a/c of EB

Table No. 4.6
Everest bank limited
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/10 2010/11
Income:
Interest income 1144.41 | 1548.66 | 2186.81 | 3102.45| 4331.03
Commission & discount 117.72 | 150.26 | 202.09 | 208.12 | 203.47
Other operating income 67.97 79.14 106.40 | 142.32 | 148.06
Exchange gain 28.40 64.45 62.53 47.88 46.26
Other income 13.2 24.73 13.05 95.89 57.77
A. total income 137152 1867.24 2570.88 3596/66 86409
Expenses:
B. interest expenses 517.17 | 632.61 | 1012.87 | 1572.79 | 2535.88
C. gross profit (A-B) 854.35 1234.683 1558.01 20Z3|82250.71
Less: other operation expenses:
Staff expenses 86.12 157.96 | 186.92 | 226.36 | 293.13

Office /other operating expenses | 177.55 | 233.77 | 292.01 | 352,51 | 383.11

D. total other operating expenses 263.67 391{73 .9878 578.87 676.24

E. operating profit (C-D) 590.68 842.90 1079.08 8900 | 1574.47

Less: non operating expenses:
Loss from extra ordinary activity 0.80 19.00 5.55 61.19 12.05
Exchange loss -

Bad debt written off - - - - -
Provision for possible losses 89.70 99.34 93.08 77.01 98.30
Provision for staff bonus 45.47 65.87 89.13 118.80 | 133.10
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Provision for income tax 158.30 | 207.47 | 25259 | 356.23 | 399.71
Provision for non banking assets - - -

F. Total non operating expenses 294.27 391/68 84(0.3613.23 643.16

Net profit after tax(E-F) 296.41 451.22 638.73 g31.| 931.31

Sources: Annual report of the bank

EBL earned Rs 1371.52 million in f/ly 2006/07, R&$124 million in f/ly 2007/08,Rs
2570.80 million in f/ly 2008/09,Rs 3596.66 million f/y 2009/10 and Rs 4786.59
million of total income in f/y 2010/11 . It was ireased throughout the study period.
Major part of the expenses is interest expensesciéased from Rs517.17million in
fly 2006/07 to Rs.2535.88miillion in f/ly 2010/11.

After deducting staff expenses & office expensesgarss profit, operating income
realized. Operating income, increased steady tlmowigthe study period increased
from Rs.590.68 million in f/ly 2006/07 to Rs.1574willion in f/ly 2010/11. Gross
profit was Rs.854.35in f/y 2006/07 and it was iased throughout the period. NPAT
realized after deducting non- operating expensés;hwconsists exchange loss, bad
debt written off, provision for possible lossesp\psion for staff bonus, provision for
income tax etc. It was Rs 296.41 million in f/ly 3007, Rs 451.22 million in fly
2007/08,Rs.638.73 million in f/ly 2008/09, Rs 83l.mifllion in f/ly 2009/10 and
Rs.931.31 million in f/y 2010/11. However, totatome increased steady & sharply
during the period, its effect has not seen in tHeAN. NPAT in EBL increased
gradually during the study period.

4.1.7Five year comparative profit & loss a/c of NAB-

Table No. 4.7
NABIL bank Itd.
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/1p 2010/11
Income:
Interest income 1587.76 | 1978.70| 2798.49| 4049.71| 5254.03
Commission & discount 150.61 | 159.32 | 179.69 | 215.48 | 290.86
Other operating income 87.57 94.36 144.16 | 184.02 | 183.44
Exchange gain 209.93 | 196.49 | 251.92 | 276.96 | 276.10
Other income 56.95 75.17 56.33 80.54 17.23
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A. total income 2092.82 2504.04 3430.59 4806\71 21686

Expenses:

B. interest expenses 555.71 | 758.44 | 1153.28 | 1960.11| 2955.43
C. gross profit (A-B) 1537.11 1745.60 2277.31 2806, 3066.23
Less: other operation expenses:

Staff expenses 240.16 | 262.91 | 339.90 | 366.94 | 454.04

Office /other operation expenses | 188.18 | 220.75 | 265.16 | 334.19 | 401.43

D. total other operating expenses 428.34 483|166 .0605 701.13 855.47

E. operating profit (C-D) 1108.77 1261.94 1672.2514247 | 2210.76

Less: non operating expenses:
Loss from extra ordinary activity
Exchange loss

Bad debt written off

Provision for possible losses
Provision for staff bonus
Provision for income tax
Provision for non banking assets

14.21 64.06 45.72 355.83 | 109.47
99.51 108.90 | 147.87 | 162.52 | 190.94
321.09 | 34252 | 447.62 | 486.08 | 569.73

F. Total non operating expenses 434.81 515]48 ©41.21004.43| 870.14

Net profit after tax(E-F) 673.96 746.46 1031.04 104 | 1340.62

Sources: Annual report of the bank

NABIL earned Rs 2092.82 million in f/ly 2006/07, F€2.04 million in f/ly 2007/08,
Rs3430.59 million in f/ly 2008/09,Rs.4806.71 millionf/ly 2009/10 and Rs 6021.66
million of total income in f/y 2010/11. It was ireased throughout of study period.
Major part of expenses is interest expenses. It R&s555.71million, Rs 758.44
million, Rs 1153.28 million, Rs 1960.11 million, caiRs 2955.43 million in 2006/07,
2007/08, 2008/09, 2009/10 and 2010/11 respectively.

After deducting staff expenses & office expensesgarss profit, operating income
realized. It increased steady throughout the spehod increased from Rs 1108.77
million in f/ly 2006/07 to Rs 2210.76 million in f/2010/11. Net profit after tax
realized after deducting non-operating expenses;hwbonsists exchange loss, bad
debt written off, provision for possible lossesp\psion for staff bonus, provision for
income tax etc. It was Rs 673.96 million, Rs 746#iBion, Rs 1031.04 million, Rs

1141.04 million & Rs 1340.62 million in f/ly 2006/02007/08 ,2008/09, 2009/10&
2010/11 respectively.
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4.1.4 Five year comparative profit & loss a/c of NBL

Table No. 4.8
Nepal Investment bank limited
Five-year Comparative profit & loss account

(Rs in millions)

Particular Fiscal year

2006/07 | 2007/08| 2008/09 2009/1p 2010/11
Income:
Interest income 1584.99 | 2194.28 | 3267.94 | 4653.52 | 5803.44
Commission & discount 163.90 | 215.29 | 262.79 | 242.89 | 269.43
Other operating income 47.32 66.38 87.57 168.31 | 152.98
Exchange gain 135.36 | 165.84 | 185.33 | 224.06 | 228.08
Other income 68.20 108.62 | 117.61 60.61 115.03
A. total income 1999.77 2750.41 3921.24 534939 686%6
Expenses:
B. interest expenses 685.53 | 992.16 | 1686.97 | 2553.85| 3620.34
C. gross profit (A-B) 1314.24 1758.26 2234.27 2%@5| 2948.62
Less: other operation expenses:

Staff expenses 145.37 | 187.15 | 225.72 | 279.85 | 326.54
Office /other operating expenses 243.43 | 313.15 | 413.88 | 433.60 | 456.06
D. total other operating expenses 388.8 500,30 6639. 713.45 782.60
E. operating profit (C-D) 925.44) 1257.95 1594.67 8209 | 2166.02

Less: non operating expenses:

Loss from extra ordinary activity - - - - 52.86
Exchange loss - - - - -
Bad debt written off - - - - -
Provision for possible losses 129.72 | 135.99 | 166.20 93.06 267.33
Provision for staff bonus 72.34 102 129.86 | 180.82 | 167.80
Provision for income tax 221.98 | 323.23 | 397.98 | 542.26 | 501.39
Provision for non banking assets - - - - -

F. Total non operating expenses 424.04 561/22 694.0816.14 989.38
Net profit after tax(E-F) 501.40 696.73 900.63 1265/ 1176.64

Sources: Annual report of the bank

NIBL earned Rs 1999.77 million total income in 2906/07, Rs2750.41 million in fly
2007/08,Rs3921.24 million in f/ly 2008/09,Rs5349:3dlion in f/ly 2009/10 and
Rs.6568.96 million of total income in f/ly 2010/11t was increased throughout the
study period. Major part of the expenses is inteexpenses. It increased from Rs
685.53 million in f/y 2006/07 to Rs.3620.34 millianf/y 2010/11.

After deducting staff expenses & office expensesgarss profit, operating income

realized. Operating income, increased steady tlnmowigthe study period increased
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from Rs 925.44 million in f/y 2006/07 to Rs.2166.0@lion in f/y 2010/11. Gross
profit was Rs.1314.24 in fly 2006/07 and it wasr@ased throughout the period.
NPAT realized after deducting non- operating expenwhich consists exchange loss,
bad debt written off, provision for possible losga®vision for staff bonus, provision
for income tax etc. It was Rs 501.40 million in &#5/07, Rs696.73 million in fly
2007/08, Rs900.63 million in f/ly 2008/09,Rs1265.8lion in f/y 2009/10 and
slightly decreased to Rs 1176.64 million in f/y 01 . However, total income
increased steady & sharply during the period. NHATNIBL increased gradually
during the study period except in f/ly 2010/11.

4.2 Ratio Analysis

Ratio analysis is the expression of the relatign&l@tween the mutually independent
figures. It shows the quantitative relation betwe®o variables. Simply it is

calculated as dividing one variable by anotheraldda. There are various types of
financial ratio which are used by different fieldrfdifferent purpose; Such as
creditors, investor, financial institutions, & mameanent of the firm. In this analysis

following ratio are analyze & interpret for the péise year for the sample banks.
4.2.1 Liquidity Ratio

A bank should maintain its satisfactory liquiditpgtion to satisfy the shout-term
credit needs of the community, to meet demanddéposits, withdraws, pay maturity
obligation in time and convert non-cash assets @atsh to satisfy immediate needs
without loss to bank & consequent impact in long puofit. Liquidity ratio measures

the shout-run solvency of the firm.
1. Current Ratio:

Current ratio indicates the ability of the compamyneet its current obligation. This is
the broad measurement of liquidity position of Banks. In other words, it measures
the availability for current assets for meetingreat liability. This ratio is also known

as working capital.Following table shows the corapige current ratio for five years.
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current assets

Current Ratio= —
current liability

Table No:4.9
Current Ratio
Year\Banks SCBNL EBL NABIL NIBL

2006/07 1.244 1.486 1.356 1.542
2007/08 1.206 1.445 1.483 1.394
2008/09 1.342 1.346 1.419 1.428
2009/10 1.449 1.486 1.546 1.608
2010/11 1.474 1.675 1.645 1.710
Mean 1.343 1.488 1.490 1.536
S.D. 0.118 0.119 0.112 0.130
CV (%) 8.80 8.03 7.50 8.44

(Refer Annex A-1)

The comparative numerical value of four commerbeahks in terms of current ratio,
mean, standard deviation and co-efficient of vamathave been presented in the
above table. The mean current ratio of SCBNL 213, 3vhich is lowest than that of
other banks whereas NIBL has the highest curretd iae. 1.536 in average. It

indicates that NIBL is in strong position to mehe tshort-term obligation of the
stakeholders. Whereas NABIL has the lower standakdation and C.V than others;
which shows that NABIL is more consistent in conmgam to other banks for

maintaining the current ratio. Though SCBNL and NhBe in better liquidity

position;they are inconsistent for maintaining therent ratio as they have higher
Standard Deviation and C.V. The clear outlook ainsacan be presented in the

diagram as below:
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Figure: 4.1
Current Ratio
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2. Cash and bank balance to total deposit ratio:

The main purpose of this ratio is to examine theklsaliquidity capacity on the basis
of cash & bank balance. The following table shohes tash& bank balance to total

deposit ratio of selected sample banks.

Cagh and bank balance

Cash and bank balance to total depostt= ,
Total deposits
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Cash and bank balance to total deposit ratio

Table No:4.10

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.082 0.131 0.060 0.100
2007/08 0.069 0.111 0.084 0.109
2008/09 0.087 0.185 0.090 0.170
2009/10 0.055 0.212 0.030 0.132
2010/11 0.078 0.149 0.049 0.162

Mean 0.074 0.158 0.063 0.135
S.D. 0.013 0.041 0.025 0.031
CV (%) 17.24 25.73 39.56 23.13

(Refer Annex A-2)

This table shows the fluctuating cash & bank badatactotal deposit ratio of sample

banks. The mean cash & bank balance to total degaig of EBL is 0.158 which is

the highest among other banks whereas NABIL haddwest mean cash & bank
balance to total deposit ratio among other barks(0.063. SCBNL has the lowest
S.D. & C.V. (i.e. 17.24% and 0.013 respectivelyjtlzahers which shows it is more

consistent for maintaining cash & bank balance irequents. NABIL has higher C.V.

among others which indicates the inconsistency ABNL for maintaining cash and

bank balance in comparison to other banks.

The below diagram shows the position of cash & Haallknce maintained by sample

banks in comparison to total deposits.
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Figure:4.2
Cash and bank balance to total deposit ratio
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3. Cash and bank balance to current assets ratio:

This ratio measures at what level of cash &bankrze they have out of total current
assets.The cash & bank balance are the most |lmgsdts in terms of other current

assets. It also shows that the bank ability totpaie depositors.

C_as_h & bank balance

Cash & bank balance to current assets ratio=
Current assets

Table No:4.11
Cash and bank balance to current assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.071 0.112 0.052 0.091
2007/08 0.062 0.100 0.073 0.099
2008/09 0.078 0.169 0.078 0.152
2009/10 0.048 0.191 0.027 0.118
2010/11 0.068 0.134 0.043 0.142
Mean 0.065 0.141 0.055 0.121
S.D. 0.011 0.038 0.021 0.027
CV (%) 17.09 27.15 38.78 22.04

(Refer Annex A-3)
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The mean cash & bank balance to current assets fatiSCBNL, EBL, NABIL&
NIBL are 0.065, 0.141, 0.055 & 0.121 respectivélBL has the highest mean ratio
among others. The standard deviation & C.V. of SCB(i.e. 0.011 & 17.09
respectively) is lowest among the other banks Wwhstiows SCBNL is most
consistent for maintaining cash balance in compari® current assets. The clear

outlook of same can be presented in diagram below:

Figure: 4.3
Cash and bank balance to current assets ratio
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4. Loan and advances to current assets ratio:

This ratio measures the amount of investment in lRadvance out of total current
assets. This ratio shows the liquidity positiorthe# banks in loans & advance are also
liquid assets. If it were invested, in higher retarea then it would be profitable for
the banks.

Loan & advances

Loan & advances to current assets rate=
Current assets
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Table No:4.12
Loan & advance to current assets ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.369 0.643 0.576 0.644
2007/08 0.413 0.687 0.585 0.712
2008/09 0.338 0.656 0.639 0.698
2009/10 0.398 0.675 0.628 0.720
2010/11 0.422 0.680 0.665 0.718

Mean 0.388 0.668 0.619 0.698
S.D. 0.034 0.018 0.037 0.032
CV (%) 8.84 2.72 6.02 4.52

(Refer Annex A-4)

The above table shows that the average of thedoadvances to current assets ratio

for SCBNL, EBL, NABIL& NIBL are 0.388, 0.668, 0.61Q 0.698 respectively and
that indicates NIBL has highest & SCBNL has lowsastan ratio. EBL has the lowest
S.D. of 0.018 & lowest C.V. of 2.72, which showslEBs more consistent among

other banks in utilizing its current assets. Thevabdata can also be presented in the

diagram below:

Figure: 4.4
Loan & advance to current assets ratio
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5. Short term investment to current assets:
This ratio measures the portion of short term itwesit in current assets. Banks

have to maintain a good investment mix to manage liguidity position.

. Short term Investment
Short term investment to current assets=
Current assets

Table N0:4.13
Short term Investment to current assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.476 0.234 0.332 0.242
2007/08 0.418 0.186 0.272 0.181
2008/09 0.500 0.161 0.251 0.142
2009/10 0.495 0.121 0.267 0.154
2010/11 0.395 0.168 0.229 0.130
Mean 0.457 0.174 0.270 0.170
S.D. 0.048 0.041 0.038 0.045
CV (%) 10.40 23.81 14.24 26.32

(Refer Annex A-5)

The above table shows the ratio of short term iimeest to current assets of the four banks
for the 4 year period. It shows the mean ratio ©BSIL is highest and mean ratio of NIBL
is lowest in comparison to others. The highest madin of SCBNL 0.457 suggests that
SCBNL has invested more in short term securitiesoimparison to other three banks. The
lowest C.V. of SCBNL i.e. 10.40 also shows the mooeasistency ofSCBNL than other

banks in comparison of short-term investment teesurassets ratio.

The clear outlook of same can be presented below:
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Figure: 4.5
Short term investment to current assets ratio

0.60

o V

0.40
o 0.30 =—@—SCBNL
‘g ——EBL
o

0.20 - NABIL

=& NIBL
0.10
0.00 T T T T 1
2006/07 2007/08 2008/09 2009/10 2010/11
Year

6. Fixed deposit to total deposit ratio :

This ratio measures the proportion of fixed deposit of total deposit a bank has
collected. This analysis is useful to bank for lkdagn investment strategy. If a bank
is able to know this ratio, it may invest the fixéelposit amount proportion in long-

term investment sector for higher return.

Fixed deposit

Fixed deposit to total deposit ratte=—"—""
Total deposit
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Table No:4.14

Fixed deposit to total deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.130 0.309 0.190 0.307
2007/08 0.111 0.269 0.265 0.231
2008/09 0.198 0.212 0.223 0.249
2009/10 0.261 0.283 0.317 0.336
2010/11 0.267 0.366 0.339 0.367

Mean 0.193 0.288 0.267 0.298
S.D. 0.072 0.057 0.062 0.057
CV (%) 37.31 19.67 23.42 19.25

(Refer Annex-Ab)

The above table shows the ratio of fixed depostbtal deposit for the sample banks
over the 4 year period. Mean ratio of SCBNL is Istvand that of NIBL is highest
among all other banks, which suggest that NIBL hesntained higher portion of
fixed deposit in comparison to other banks. The. &uidl C.V. of SCBNL is highest
(i,e. 0.072 & 37.31 respectively) and that of NIB lowest (i.e. 0.057 & 19.25
respectively) among other banks which shows SCBMLmost inconsistent in
maintaining the portion of fixed deposit in totapbsit and NIBL is most consistent

in doing so.

The above data can also be presented in the didugbow:
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Figure: 4.6
Fixed deposit to total deposit
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4.2.2 Activity Ratios or Assets and Investment Marmgement Ratio:

Banks must be able to manage its assets very we#latn high return to satisfy
customers and for its own existence. Assets mgatit predicts how efficiently banks
manage the resources at its command. The followssgets management ratios are

used in this study for comparison of the bank.
1. Loan and advances to total deposit ratio:

This ratio measures the extent to which the banksaccessful to mobilize the total
deposits on loans and advances for the purposesahe generation. The following
table exhibits the ratio of loan& advances to toigbosits of the banks throughout the

study period.

Loan and advances

Loan and advances to total deposit ratte= :
Total deposit
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Table No:4.15
Loan and advances to total deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.43 0.75 0.67 0.71
2007/08 0.46 0.76 0.67 0.78
2008/09 0.38 0.72 0.74 0.78
2009/10 0.45 0.75 0.70 0.80
2010/11 0.48 0.76 0.77 0.82

Mean 0.441 0.747 0.707 0.778
S.D. 0.040 0.018 0.044 0.044
CV (%) 8.97 2.43 6.18 5.64

(Refer Annex A-7)

From above comparative table, we can see the averamean of the ratio, Loan and
Advances to Total Deposit, SCBNL 0.441, EBL 0.7MABIL 0.707 & NIBL 0.778
and that indicate comparatively SCBNL has the Iawaesd NIBL has highest on
average. Comparatively it shows the fund utilizatad NIBL is more and SCBNL is
less than other banks. It also says NIBL is momas$ed on utilizing the fund. In the
same table we can see Standard Deviation of rétibeobanks, SCBNL 0.040, EBL
0.018, NABIL 0.044 and NIBL 0.044.1t is the averafjgctuation in ratio over the
period of five years as in the table. The clealomkt of same can be presented in

diagram as below:
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Figure: 4.7
Loan and advances to total deposit
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2. Loan and advances to fixed deposit ratio:

This ratio measures the effectiveness of mobilizman & advance in respect with

fixed deposit. Fixed deposits are high interestribgaobligation whereas loan &

advance are the major sources of investment torgemecome for the commercial

banks. The following table displays the ratio aio&advances to fixed deposit ratio

of sample banks.

Loan and advances to fixed deposit ratte=

Loan and advances

Fixed deposit
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Table No:4.16

Loan and advances to Fixed deposit

Year\Banks SCBNL EBL NABIL NIBL
2006/07 3.29 2.43 3.51 2.30
2007/08 4.16 2.84 2.52 3.40
2008/09 1.93 3.39 3.32 3.12
2009/10 1.74 2.64 2.19 2.40
2010/11 1.82 2.06 2.26 2.24

Mean 2.585 2.673 2.761 2.689
S.D. 1.084 0.494 0.613 0.531
CV (%) 41.92 18.47 22.19 19.74

(Refer Annex A-8)

The above table shows the mean ratio of NABIL ghkst and SCBNL is lowest than
that of other banks. Highest S.D. & C.V. of SCBNIe(1.084 & 41.90 respectively)
indicates the inconsistency of SCBNL among othetsreas lowest S.D. & C.V. of
EBL (i.e. 0.494 & 18.47 respectively) indicates tonsistency of EBL in comparison

to others. The clear outlook of same can be predantdiagram as below:

Figure: 4.8
Loan and advances to Fixed deposit
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3. Loan and advances to total assets ratio:

This ratio measures the proportion of investmenbam & advance out of total assets.

Total assets of any organization are very impor@ndifferent purpose & so far how

75



the total assets formation is important. Loan &atbes is current assets investment

of an organization, which is utilized for shortfteobligation.

Loan and advances

Loan and advances to total assets ratte=
Total assets

Table No: 4.17
Loan and advances to Total Assets
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.37 0.64 0.57 0.63
2007/08 0.41 0.68 0.58 0.69
2008/09 0.34 0.65 0.63 0.68
2009/10 0.40 0.67 0.62 0.71
2010/11 0.42 0.67 0.65 0.70
Mean 0.387 0.660 0.610 0.683
S.D. 0.034 0.016 0.036 0.033
CV (%) 8.88 2.49 5.89 4.80

(Refer Annex A-9)

The above table shows loan & advances to totaltasséio. The mean ratio of
SCBNL, EBL, NABIL & NIBL are 0.387, 0.660, 0.610 &.683 respectively, which
indicates NIBL has highest and SCBNL has lowest medio among others.This
indicates, NIBL has invested more in loan and adearthan other banks with respect
to total assets. The S.D. and C.V. of EBL is lowgst 0.016 & 2.49 respectively)
among other banks which shows that EBL is moreister® in terms of investing in

loan & advances in comparison to other banks.

The complete picture of loan & advances to totaktsratio can be presented in the

diagram below:
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Figure: 4.9
Loan and advances to Total Assets
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4. Total investment to total deposit

The main purpose of this ratio is to measure sstokgess in mobilizing the deposit in
investment. The investment to total deposit rafiaglitfierent banks in the study period

are mentioned in the following table.

) Total investment
Total investment to total depostt= ;
Total deposit

Table No:4.18
Total investment to total deposit
Year\Banks SCBNL EBL NABIL NIBL

2006/07 0.55 0.27 0.38 0.27
2007/08 0.47 0.21 0.31 0.20
2008/09 0.56 0.18 0.29 0.16
2009/10 0.56 0.14 0.30 0.17
2010/11 0.45 0.19 0.26 0.15
Mean 0.520 0.197 0.309 0.189
S.D. 0.055 0.051 0.045 0.047
CV (%) 10.48 25.72 14.64 24.94

(Refer Annex A-10)
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Above table shows the ratio of total investmentcomparison to total deposit. The
mean ratio of SCBNL is 0.520 which is highest thiaat of other banks, that indicates
the fund utilisation of SCBNL in respect to totaveéstment is highest in comparison
other banks. Similarly, SCBNL has lowest C.V..(16.48) and EBL has highest C.V.
(i.e. 25.72) which shows that SCBNL is more comsiy using the fund in investment
and EBL is more inconsistent in doing so with congmn to other banks.The clear

outlook of same can be presented in diagram asvbelo

Figure: 4.10
Total investment to total deposit
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5. NPA to Total Loan

This ratio measures the portion of non performmank in total loans. Non performing

loan consist of Substandard, Doubtful and Bad lo&uwbstandard, Doubtful and Bad

loans are to be categorized as per the overduegitygiariod of loan and advances, and
certain percentage of loan loss provisions to bata@iaed in each category as per the
NRB directives. The NPA to Total Loan should besl#gan or equal to 5% .

Total NPA
NPA to Total Loan =——
Total Loan
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Table No0.4.19
NPA to total Loan

Year\Banks SCBNL EBL NABIL NIBL
2006/07 1.83 0.80 1.15 2.44
2007/08 0.92 0.68 0.75 1.15
2008/09 0.66 0.48 0.81 0.59
2009/10 0.62 0.46 1.51 0.68
2010/11 0.63 0.35 1.81 0.96

Mean 0.931 0.553 1.208 1.164
S.D. 0.518 0.183 0.454 0.748
CV (%) 55.65 33.02 37.55 64.22

(Refer Annex A-11)

From above table mean NPA to Total Loan ratio oBSC, EBL, NABIL& NIBL is
0.931, 0.553, 1.208 &1.164 respectively. Highesameatio of NIBL shows that non
performing loan of NIBL is higher than other bankéereas lowest mean ratio of EBL
shows that non performing loan of EBL is lower tlwhers. Likewise Highest S.D. &
C.V. of NIBL (i.e. 0.748 & 64.22 respectively) anodwest S.D. and C.V. of EBL
(i.e.0.183 & 33.02) indicates the more inconsisyeot NIBL & more consistency of
EBL in maintaining the portion of NPA with compaorsto other banks.

The above data can also be presented in the didugbow:
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Figure: 4.11

NPA to total loan
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4.2.3 Profitability ratio:

The main objective of a bank is to make profit pdawg different types of services to
its customers. To meet those objectives likewiggad liquidity position meet fixed

interest obligation,

overcome the future contingesic grab the

investment

opportunities, business expansion etc. they must safficient profit. Profitability

ratios are the best indicators of overall efficignio this study, mainly those ratios are

presented which are related with profit as welfuasl mobilization. The following are

profitability ratios those are relevant in thisdyju

1. Net profit to Total Deposit Ratio

Net Profit

Net profit to Total Deposit Ratig=

O—
Total Deposits
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Table No:4.20
Net profit to Total Deposit Ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 2.81 1.63 2.89 2.05
2007/08 2.75 1.88 2.34 2.02
2008/09 2.86 1.92 2.76 1.93
2009/10 3.09 2.25 2.46 2.53
2010/11 2.95 2.26 2.70 2.35

Mean 2.890 1.989 2.629 2.174
S.D. 0.131 0.270 0.225 0.252
CV (%) 4.52 13.56 8.55 11.58

(Refer Annex A-12)

Above table shows the net profit to total depoatior of four banks for five years
period. The mean ratio of SCBNL is 2.890, whickiighest among other banks, which
indicates that SCBNL has better performance inzutd) deposits to earn a higher profit
than other banks. Likewise, EBL has lowest meaio @it 1.989, which indicates that
earning of EBL is lower than other banks in comgamito total deposits. SCBNL is
also maintaining more consistency in net profitdtal deposit ratio than other banks,
which is indicated by lowest S.D. & C.V. of banke(i0.131 & 4.52 respectively).The

above data can also be presented in the diagraawbel
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Figure: 4.12
Net profit to Total Deposit Ratio
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2. Net profit to Total Assets Ratio

This ratio is a measuring tool of profitability Wwirespect to each financial resources
investment of the assets. The following comparatatde shows the return on total

assets ratio of different banks recorded over dysperiod.

Net profit to Total Assets R t'q,—y et Profit

et profit to Total Assets Rati = al Assets

Table No:4.21

Net profit to Total Assets Ratio
Year\Banks SCBNL EBL NABIL NIBL

2006/07 2.42 1.38 2.47 1.82
2007/08 2.46 1.66 2.01 1.79
2008/09 2.53 1.73 2.35 1.70
2009/10 2.70 2.01 2.19 2.22
2010/11 2.55 2.01 2.31 2.02
Mean 2.531 1.760 2.265 1.908
S.D. 0.109 0.264 0.175 0.208
CV (%) 4.30 15.03 7.74 10.88

(Refer Annex A-13)
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The above table shows that all banks have fluctlueddo throughout the study period.
Average ratio of SCBNL, EBL, NABIL& NIBL are 2.5311.760, 2.265 & 1.908
respectively. SCBNL has the highest and EBL haddivest mean ratio. From the above
statement it can be concluded that the all bantéBtgrave been increasing in comparison
to previous year, except of NIBL in 2010/11. Sin&&BNL has a highest mean ratio,
which determined that SCBNL is successful in earnthe net profit with efficient
utilization of total assets with comparison to otlanks. In addition, SCBNL is also
successful to maintain the consistency profit, Wh& shown by lower S.D. &C.V. (i.e.
0.109 &4.30 respectively).

The above data can also be presented in the digazbow:
Figure: 4.13

Net profit to Total Assets Ratio
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3. Net profit to Net Worth

This ratio is used to measure the successfulnesaraing the profit with respect to the
shareholder’'s equity. The following table presehis net profit to net worth ratio of

sample banks.

Net Profit

Net profit to Net Worth=————
Net Worth
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Table No:4.22

Net profit to net worth

Year\Banks SCBNL EBL NABIL NIBL
2006/07 32.68 24.67 32.76 26.70
2007/08 32.85 23.49 30.63 25.93
2008/09 33.58 28.99 32.94 23.05
2009/10 32.22 30.15 29.74 27.61
2010/11 30.43 29.91 29.36 22.80

Mean 32.355 27.440 31.085 25.218
S.D. 1.182 3.128 1.677 2.177
CV (%) 3.65 11.40 5.40 8.63

(Refer Annex A-14)

From the above table again SCBNL has highest mato (i.e. 32.355) than that of
other banks, which defines that SCBNL has a bettétievement on increasing net
profit by mobilizing on resources of shareholdeeguity. SCBNL has more
consistency than other banks too, though it hag$v\8.D. & C.V. (i.e. 1.182 & 3.65
respectively) among other sample banks. The abat@ chn also be presented in the

diagram below:

Figure: 4.14
Net profit to Net Worth
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4. Total Interest earned to Total Assets ratio:

The ratio shows the earning capacity of a bank®ototal assets. This ratio exhibits the
extent on which banks are successful in mobiliingir working funds to generate
income as much as possible. The following tablevshihe comparative ratios of banks

for the different periods.

Interest Earned
Total Interest earn to Total Assets ratto=

Total Assets
Table No:4.23
Total Interest earned to Total Assets ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 4.94 5.34 5.83 5.74
2007/08 4.77 5.70 5.33 5.64
2008/09 4.65 5.92 6.38 6.16
2009/10 5.08 7.50 7.77 8.15
2010/11 6.21 9.37 9.04 9.94
Mean 5.129 6.766 6.867 7.130
S.D. 0.623 1.671 1.517 1.872
CV (%) 12.15 24.70 22.09 26.26

(Refer Annex A-15)

From the above table reveals, the total interesteghto total assets ratio. The mean
ratio of SCBNL is lowest (i.e. 5.129) & that of NIHs highest (i.e. 7.130) among all
banks, which indicates that on an average NIBLdased more interest and SCBNL
has earned less interest in comparison. Since .De&C.V. of SCBNL (i.e. 0.623 &
12.15 respectively) is significantly lower than tthed EBL, NABIL & NIBL which
shows the good or more consistency in earning asteby mobilizing total assets

effectively. The clear picture of same can alspitasented in the diagram below:
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Figure: 4.15
Total Interest earned to Total Assets ratio
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5. Total Interest Paid to Total Assets Ratio:

The ratio is used to measure the percentage dfitiémest expenses against the total
assets. The following are the comparative ratiaureg of the banks recorded in

different periods.

_ JInterest Paid
Total Interest Paid to Total Assets Ra{i(’%‘otal Assels

Table No:4.24
Total Interest Paid to Total Assets Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 1.44 2.41 2.04 2.48
2007/08 1.42 2.33 2.04 2.55
2008/09 1.34 2.74 2.63 3.18
2009/10 1.43 3.80 3.76 4.47
2010/11 2.29 5.48 5.08 6.20
Mean 1.584 3.354 3.110 3.779
S.D. 0.396 1.327 1.307 1.573
CV (%) 25.03 39.56 42.02 41.62

(Refer Annex A-16)
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The above table shows the comparative analysistalf interest paid to total assets. The
table reflects that NIBL has higher mean ratio 9f78, which indicates that it has paid
larger interest than other banks. But measuring tloasistency, SCBNL has
successfully maintained more consistency levelctvhs indicated by its lower S.D.
&C.V. of 0.396 & 25.03 respectively.The above datn also be presented in the

diagram below:

Figure: 4.16
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4.2.4. Leverage Ratio or Capital Structure Ratio:

Leverage ratio is also one of the major ratiosriovk about the financial performance
of any institution. This ratio reveals the propontiof funds used by the institution
either from the creditor side or from owner sideorder to maintain healthy financial
position, any institutions need to maintain propeaportion of debt and equity capital.
A capital structure of an institution is very impant in terms of sustainability liquidity

and profitability.
1. Debt- equity Ratio:

High debt equity ratio indicates more use of mofmesn creditor’s side and vice versa.
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X . Total Debt
Debt-equity Ratio=

Total Equity
Table No:4.25
Debt- equity Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 12.51 16.84 12.25 13.69
2007/08 12.37 13.13 14.24 13.47
2008/09 12.30 15.75 13.01 12.57
2009/10 10.93 14.00 12.59 11.50
2010/11 10.91 13.85 11.73 10.31
Mean 11.806 14.714 12.765 12.306
S.D. 0.810 1.529 0.947 1.412
CV (%) 6.86 10.39 7.42 11.47

(Refer Annex A-17)

From above comparative table, we can see the avevagnean of the Debt-Equity
ratio, SCBNL 11.806, EBL 14.714, NABIL 12.765 & NIB12.306 and that indicate
comparatively SCBNL has the lowest and EBL has désglon average. Comparatively
it shows that fund raised by debt for EBL is monel &CBNL is less than other banks.
It also says EBL has higher debt cost and lowegstment from equity fund. The lower
debt brings a lower cost of the banks. In the stahke we can see C.V. of ratio of the
banks, SCBNL 6.86, EBL 10.39, NABIL7.42 and NIBL.47Z. SCBNL has lowest &

NIBL has highest C.V. which indicates, SCBNL is maronsistent on maintaining

debt-equity ratio.

The clear outlook of same can be presented in alags below:
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Figure: 4.17
Debt- equity Ratio
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2. Debt-Assets Ratio:

It measures proportion of the creditors’ funds ubgdthe institution to acquire the
assets. The increased proportion of debt indicdtedigh level of risk. The high level
of riskin the sense, that the debt financing needgilar payment of interest in any

condition of institution financial status and ecomo. The debt-assets ratios are as

follows:-
. Total Debt
Debt-Assets Ratio=———
Total Assets
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Table No:4.26
Debt-Assets Ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.93 0.94 0.92 0.93
2007/08 0.93 0.93 0.93 0.93
2008/09 0.92 0.94 0.93 0.93
2009/10 0.92 0.93 0.93 0.92
2010/11 0.92 0.93 0.92 0.91

Mean 0.922 0.936 0.927 0.925
S.D. 0.005 0.006 0.005 0.008
CV (%) 0.55 0.64 0.52 0.88

(Refer Annex A-18)

The above table shows that the ratio of allbanlesraot much fluctuated. EBL has
highest mean ratio of 0.936, so as SCBNL has lowestn ratio of 0.922 and NABIL
& NIBL have 0.927 & 0.925 respectively. The highestan ratio indicates, the debt
financing of EBL is higher than that of other bankdowever, measuring the
consistency NABIL is more successful in maintainaognsistency with the lowest C.V.
of 0.52.

The clear outlook of same can be presented in alags below:
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Figure: 4.18
Debt-Assets Ratio
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3. Coverage Ratio:

This ratio measures the proportion of possible lmmses out of the total loans and

advance invested.

.. Provision for possible loan losses
Loan loss provision to Total loan & advances—= E

Total loan &advances

Table No:4.27
Provision for loan losses to loan and advances
Year\Banks SCBNL EBL NABIL NIBL
2006/07 0.03 0.03 0.02 0.03
2007/08 0.02 0.03 0.02 0.02
2008/09 0.01 0.02 0.01 0.02
2009/10 0.01 0.02 0.02 0.02
2010/11 0.01 0.02 0.02 0.02
Mean 0.017 0.025 0.021 0.020
S.D. 0.006 0.004 0.004 0.005
CV (%) 34.42 17.79 18.52 24.92

(Refer Annex A-19)
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From the above comparative table the ratios dbatlks are fluctuating. The mean ratio
of EBL is higher than other banks, which is not dgdor the bank. The higher ratio
indicates the larger amount of losses for the lmanlof loan & advances invested. EBL
has more consistency due to its lower C.V. of 1% 7®an other banks. The clear

outlook of same can be presented in diagram asvbelo

Figure: 4.19
Provision for loan losses to loan and advances
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4. Capital adequacy ratio:

Capital adequacy ratio indicates strength of chpi@e of the institution. The capital

adequacy ratios of the sampled banks are as fallows

Capital Fund
otal Risk Weighted Assets

Capital adequacy rati%
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Table No:4.28
Capital adequacy ratio

Year\Banks SCBNL EBL NABIL NIBL
2006/07 15.71 11.19 12.04 12.17
2007/08 14.00 11.44 11.10 10.18
2008/09 14.70 11.34 10.70 11.24
2009/10 14.51 10.77 10.50 10.55
2010/11 14.22 10.43 10.58 10.91

Mean 14.627 11.033 10.985 11.009
S.D. 0.660 0.424 0.633 0.760
CV (%) 4.51 3.84 S5.77 6.90

(Refer Annex A-20)

The above comparative table shows the capital asgguatio of sample banks for the five-
year period. The mean ratio of SCBNL (i.e. 14.6&7highest among other banks, which
shows the bank is in more comfortable position mintaining capital adequacy. However,
all the banks are successful to maintain sufficeagital adequacy ratio of more than 10%,
the minimum requirement set by Nepal Rastra Bamlcéonmercial banks. Measuring the
consistency, EBL seems more consistent in maimginapital adequacy ratio with lowest
S.D. & C.V. of 0.424 & 3.84 respectively. The cleartlook of same can be presented in

diagram as below:
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Figure: 4.20
Capital adequacy ratio
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4.2.4.Growth ratio

1. Price Earnings Ratio:

. Market Value Per Share
P/E Ratio=

Earning Per Share
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Table No:4.29

P/E RATIO
Year\Banks SCBNL EBL NABIL NIBL

2006/07 35.25 30.99 36.84 27.63
2007/08 51.77 34.11 45.53 42.34
2008/09 54.64 24.55 43.19 37.09
2009/10 42.23 16.27 28.45 13.42
2010/11 25.90 13.15 17.72 10.54

Mean 41.958 23.815 34.343 26.204

S.D. 11.835 9.063 11.410 14.050
CV (%) 28.21 38.05 33.22 53.62

(Refer Annex A-21)

The above table shows average P/E ratio of foukda®CBNL 41.958, EBL 23.815,
NABIL 34.343 & NIBL 26.204, SCBNL has highest an®IE has lowest ratio on
average. The highest ratio of SCBNL suggest thhast higher market value per share
than other banks, whereas NABIL, NIBL & EBL aretlme second, third and fourth
position respectively. Measuring the consistencgBEL is more consistent with
lowest C.V. of 28.21 and NIBL seems to be more mststent with highest C.V. of

53.62.The clear outlook of same can be presentd@dgram as below:
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Figure: 4.21
P/E RATIO
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2.Market to Book Ratio:
. Market Value Per Share
Market to Book Ratio=
Book Value Per Share
Table No0:4.30
Market to Book Ratio
Year\Banks SCBNL EBL NABIL NIBL
2006/07 11.52 8.65 12.08 7.39
2007/08 17.01 9.73 14.90 10.99
2008/09 18.35 7.11 15.12 8.57
2009/10 13.61 491 9.00 3.71
2010/11 7.88 3.94 5.56 3.01
Mean 13.674 6.869 11.333 6.733
S.D. 4,219 2.444 4.073 3.349
CV (%) 30.85 35.58 35.94 49.74

(Refer Annex A-22)

The above table shows that this ratio of SCBNL 738,6s highest among other banks,
whereas NIBL has the lowest ratio 6.733. Higheroraf SCBNL suggests that the

bank’s growth rate in terms of share value is highan other banks and lower ratio of
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NIBL suggests that the bank’s growth rate in tewhshare value is less than other
banks in comparison. Similarly, SCBNL has more ¢iracy than other banks which
can be measured by the lowest C.V. i.e. 30.85%.

Figure: 4.22
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3. Dividend Yield Ratio:
Dividend Per Sh
Dividend Yield Ratiom——————— T 2197
Market Value Per Share
Table No0:4.31
Dividend Yield Ratio
YeanBanks SCBNL EBL NABIL NIBL
2006/07 2.20 1.23 2.77 1.74
2007/08 1.90 0.96 1.90 1.67
2008/09 1.66 1.22 1.74 1.44
2009/10 2.13 1.84 2.94 3.55
2010/11 2.78 0.91 2.40 9.71
Mean 2.137 1.234 2.347 3.619
S.D. 0.416 0.370 0.526 3.507
CV (%) 19.49 29.96 22.43 96.89

(Refer Annex A-23)
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From above table the mean dividend vyield ratio ©BSIL, EBL, NABIL & NIBL are
2.137, 1.234, 2.347& 3.619 respectively. NIBL haes highest dividend yield ratio and
EBL has the lowest of it. Higher ratio of NIBL irudites that it is providing higher
dividend with respect to its market value per shiteasuring the consistency, SCBNL
IS maintaining more consistency with lowest C.V168f49 and NIBL seems to be more
inconsistent than other banks, since it has higkeBt & C.V. of 3.507 & 96.89

respectively.

Figure: 4.23
Dividend Yield Ratio
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4.3. Statistical Analysis:
4.3.1 Coefficient of Correlation Analysis:

The analysis has been made to measure the degfieeanf relationship between two
variables in the bank. The tool is used to prethietrelationship between deposits and
loan and advances, deposits and investment, ineestamd net profit and net profit to
loan and advance. Under this study, Karl’'s Persoadfficient of correlation is being

used. The result of coefficient of correlation iways between +1 and -1, when r=+1, it
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means there is perfect relationship between tw@bkes and vice versa. When r=0, it

means there is no relationship between two vargable

4.3.1.1Correlation between Total Deposits and LoaAdvances:

The coefficient of correlation between deposits &ahs and advances measures the
degree of relationship between these two variakEEposit is the main tool for
developing the banking performance of the banksewise, the loan and advances are
the key part to mobilize the collected depositst fos study, deposit is taken as
independent variable (x) and loan and advancesatien as dependent variables (y).
Following table shows the r, r2, P.E (r) betweepaitsand loan& advances of the

sample banks.

Table N0:4.32

Correlation between Total Deposits and Loan Advance

Evaluation SCBNL EBL NABIL NIBL
Crieteria
r 0.8794 0.9967 0.9894 0.9975
r2 0.7733 0.9934 0.9790 0.9949
P.E (n) 0.0684 0.0020 0.0063 0.0015
6* P.E (n) 0.4103 0.0119 0.0381 0.0091
Si;ﬁ;;ieclaorfce Significant Significant Significant Significant

(Refer Annex A-24, A-25, A-26 & A-27)

The coefficient of correlation for SCBNL, EBL, NABI& NIBL banks are 0.8794,
0.9967, 0.9894 and 0.9975 respectively. The cdroslecoefficient for EBL & NIBL
are almost +1, which indicates there is perfectigifive correlation between the total
deposits and loan and advances for these two bévtkige testing 6* P.E(r) for all four
banks found to be significant as the value ofsrgreater than value of 6*P.E. (r) which
implies that there found to be perfect correlatietween the total deposits and loan and
advances. It shows that all four sample banks aalde in loan and advances

mobilizing its total deposits efficiently.
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4.3.1.2 Correlation between Total Deposits (x) anlshvestment:

Investment is also a major part of banks to mobittze collected deposits to maximize
the profit of banks investing in different profitabareas like shares and debenture,
bond, government securities and other investmemeréfore, it is important to study
the relation between the total deposits and investni-or this analysis, deposit is taken
as independent variable (x) and investment (y)alemn as dependent variable. The
following table shows the coefficient of correlatibetween deposits and investment, r2,
P.E (r) and 6*P.E (r).

Table No: 4.33
Correlation between Total Deposits and Investment
Evaluation Criteria SCBNL EBL NABIL NIBL

r 0.8087 0.6904 0.9644 0.8123
r2 0.6540 0.4766 0.9301 0.6598
P.E (r) 0.1044 0.1579 0.0211 0.1026
6* P.E (r) 0.6261 0.9472 0.1265 0.6157

Level of Significance| Significant Insignificant Significant Significant

(Refer Annex A-28, A-29, A-30 & A-31)

The coefficient of correlation of SCBNL, EBL, NABIE NIBL are 0.8087, 0.6904,
0.9644 & 0.8123 respectively. NABIL has higher dsgof correlation between total
deposits and investment. While testing 6*P.E(r) SICBNABIL & NIBL all three
banks found to be significant as the value of srgreater than value of 6*P.E(r) and
EBL found to be insignificant as the value of ‘s less than 6*P.E(r). It shows that
SCBNL, NABIL & NIBL are capable to mobilize theiregosits in investment but EBL
IS not capable to do so.

4.3.1.3 Correlation between Investment and Net praf

Without profit, banks cannot sustain in the marHet.maximize the profit investment
is done in different profitable area. Net profittlsee key to survival of the banks.

Therefore, it is necessary to measure the degreelationship between these two
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variables. For this study, investment (x) is taksnndependent variable and net profit

(y) is taken as dependent variable. Following tablews the relationship between two

variables.
Table No:4.34
Correlation between Investment and Net profit

Evaluation Crieteria SCBNL EBL NABIL NIBL
r 0.8414 0.6688 0.9068 0.8942
r2 0.7080 0.4473 0.8222 0.7996
P.E (n 0.0881 0.1667 0.0536 0.0605
6* P.E (1) 0.5285 1.0004 0.3218 0.3628
Level of Significance| Significant Insignificant Significant Significant

(Refer Annex A-32, A-33, A-34 & A-35)

The coefficient of correlation of SCBNL, EBL, NABIand NIBL are 0.8414, 0.6688,
0.9068 & 0.8942 respectively. The higher value afrelation coefficient for NABIL
indicates the higher degree of correlation betwéemet profit & investment, while
lower value of correlation coefficient for EBL irgdites the lower degree of correlation
between its net profit & investment. While testi6tf.E (r) of SCBNL, NABIL &
NIBL found to be significant as the value of ‘r'hsgher than 6*P.E (r) for these banks
whereas EBL is found to be insignificant as theugadf ‘r' is lower than the value of
6*P.E (r). EBL is found to be weak in earning thet profit through the investment
where as other three banks found successful to m&triprofit by mobilizing fund in

investment.
4.3.1.4 Correlation between Loan & Advances and Neirofit:

Loan and Advances helps in earning the profit. Beatns the profit by mobilizing the
deposits in Loan & Advances. Therefore, it is neaeg to study the relation between
these two variables. For this study loan & advarigess taken as independent variable
and net profit (y) is taken as dependent variabhe following table shows r2, P.E (r)

and 6*P.E (r) between loan & advances and nettprofi
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Table No: 4.35
Correlation between Loan & Advances and Net profit

Evaluation Crieteria SCBNL EBL NABIL NIBL
r 0.8876 0.9968 0.9885 0.9575
r2 0.7879 0.9935 0.9772 0.9167
P.E (n) 0.0640 0.0019 0.0069 0.0251
6* P.E (n) 0.3839 0.0117 0.0412 0.1507
Level of Significance | Significant Significant Significant Significant

(Refer Annex A-36, A-37, A-38 & A-39)

The coefficient of correlation for the sample barikend to be almost ‘1’, which
indicates there is proportion relationship betwtenloan &advances and net profit for
all four banks. While testing 6*P.E (r) for SCBNEBL, NABIL & NIBL, found to be
significant as the value of ‘r’ for these bankgyreater than 6*P.E (r), which implies
that there found to be perfect correlation betwibenloan & advances and net profit. It

shows that all four banks are successful in mdhgizheir fund in loan and advances.

4.3.2 Trend Analysis:

The main objective of this part is to analyze ttead of prospective net profit in future
by analyzing the trend of past net profit of thenksm Banks utilize the deposit by
releasing investment in loan and advances in @iffeprofitable areas for maximizing
the profit. A bank can invest in share and debenhond, government securities and

provide the loan and advances in different scheme.

This topic will be used to forecast the ratios lestw net profit and deposit, net profit

and investment, net profit and loan & advance$efiianks for the next five years.
4.3.2.1 Trend Analysis of Total Deposit:

This analysis will analyze total deposit of ban&sfive years from 2006/07 to 2010/11
and projection for five years i.e. 2011/12 to 2485/The following table shows the

trend values of net profit to net deposit of bafttsen years.
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Table No: 4.36
Trend Analysis of Total Deposit

Banks

Year SCBNL (total EBL (total NABIL (total NIBL (total

deposits) deposits) deposits) deposits)
2006/07 24,647.03 18,186.25 23,342.39 24,488.86
2007/08 29,743.99 23,976.31 31,915.05 34,451.73
2008/09 35,871.72 33,323.46 37,348.26 46,698.09
2009/10 35,182.73 36,932.31 46,410.70 50,094.73
2010/11 37,999.24 41,127.90 49,696.11 50,138.13
2011/12 42,331.89 48,361.04 57,903.43 61,256.77
2012/13 45,546.21, 54,244.97 64,623.74 67,950.92
2013/14 48,760.52 60,128.90 71,344.05 74,645.08
2014/15 51,974.84 66,012.83 78,064.36 81,339.23
2015/16 55,189.15 71,896.76 84,784.67 88,033.39

(Refer Annex A-40, A-41, A-42 & A-43)

The above table shows that trend values of all ks are in increasing trend. The
projection of NIBL is highest among other banks l&MNABIL, EBL & SCBNL are in
second, third and fourth position respectively. Hivve data can be presented in the

diagram below:

Figure: 4.24
Trend Analysis of Total Deposit
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4.3.2.2 Trend Analysis of Loan and Advances:

This analysis will show the trend values of loanl @ulvances of banks for the study

period and then forecast for the following five geaThe trend values of loan &

advances of the banks are presented in the folptable.

Table N0:4.37
Trend Analysis of Loan and Advances
Banks
Year | SCBNL (Loan| EBL (Loan & | NABIL (Loan & | NIBL (Loan &
& Advances) Advances) Advances) Advances)

2006/07 10,502.64 13,664.99 15,545.78 17,286.43
2007/08 13,718.60 18,339.09 21,365.05 26,996.65
2008/09 13,679.76 23,884.67 27,589.93 36,241.21
2009/10 15,956.96 27,556.36 32,268.87 40,318.31
2010/11 18,427.27 31,057.69 38,034.10 41,095.51
2011/12 19,883.33 36,101.36 43,724.88 50,669.57
2012/13 21,692.09 40,501.63 49,312.93 56,763.55
2013/14 23,500.86 44,901.90 54,900.98 62,857.53
2014/15 25,309.62 49,302.16 60,489.02 68,951.51
2015/16 27,118.38 53,702.43 66,077.07 75,045.50

(Refer Annex A-44, A-45, A-46 & A-47)

The comparative table shows that forecast valwa dbur banks are in increasing trend
of loan and advances. Among them EBL has highestdtivalue and SCBNL has

lowest trend value of loan and advances.

104



Figure: 4.25
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4.3.2.3 Trend Analysis of Investment:

The following table is the analysis for trend vauef investment for next five year

according to past five year’s analysis.

Table No0:4.38
Trend Analysis of Investment
Year Banks
SCBNL EBL NABIL NIBL
(Investment) (Investment) (Investment) (Investment)

2006/07 13,553.23 4,984.31 8,945.31 6,505.68
2007/08 13,902.82 5,059.56 9,939.76 6,874.02
2008/09 20,236.12 5,948.48 10,826.38 7,399.81
2009/10 19,847.51 5,008.31 13,703.02 8,635.53
2010/11 17,258.68 7,743.93 13,081.21 7,423.11
2011/12 20,966.35 7,389.32 14,909.65 8,446.54
2012/13 22,301.91 7,936.11 16,113.16 8,806.18
2013/14 23,637.47 8,482.91 17,316.67 9,165.82
2014/15 24,973.08 9,029.71 18,520.17 9,525.45
2015/16 26,308.59 9,576.51 19,723.68 9,885.09

(Refer Annex A-48, A-49, A-50 & A-51)
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The above comparative table shows the trend valti@svestment from year 2006/07
to 2010/11 actual data and next five year foredastiows the effect of investment to
the net profit.

Figure: 4.26
Trend Analysis of Investment
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4.4 Major Findings of the Study

The major findings of the study are derived onlihsis analysis of selected commercial
banks, which are given below.
4.4.1 Liquidity Ratio

The liquidity position of selected commercial bankgeals that:

1. The average current ratio of all banks are almastesi.e. SCBNL 1.343, EBL
1.488, NABIL 1.490 & NIBL 1.536. It shows that dur banks have maintained
good current ratio. In comparison, NIBL is in golguidity position than others
with higher mean ratio, while NABIL seems to be maronsistent because of

maintaining lower C.V. and Standard Deviation to#mers.
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2. The average ratio of cash and bank balance to tepbsit of SCBNL, EBL,
NABIL& NIBL are 0.074, 0.158, 0.063& 0.135 respemly. It reveals that on an
average basis EBL has more liquid to serve its sieg@s in time with enough cash
in hand. NABILis found to be holding less cash and than other banks.

3. The average ratio of cash and bank balance torduaissets of NABIL is lesser than
that of other banks. It indicates that NABIL hasim@ned comparatively lower
portion of cash & bank balance with respect toenirassets. However, SCBNL has
maintained more consistency than other banks, lsec&CBNL has lower Standard
Deviation & C.V. than other banks.

4. The loan and advance to total current assets oplsapanks SCBNL, EBL, NABIL
& NIBL are 0.388, 0.668, 0.619& 0.698 respectivédlean ratio of NIBL is higher
than other banks, which indicates NIBL has provideore loan & advances than
other banks. SCBNL has lowest average ratio, whiggest SCBNL use to provide
rationally less loan & advances than that of otmenks.EBL has more consistency
in maintaining this ratio than other banks becausas lowest Standard Deviation
& C.V.

5. The mean ratio of short term investment to curessets of SCBNL 0.457 is higher
than that of other banks. It states that SCBNL higder portion of short term
investment than other banks and SCBNL also hastenaed more consistency than
others with lower C.V. of 10.40%.

6. The mean ratio of fixed deposit to total deposiioraf SCBNL, EBL, NABIL&
NIBL are 0.193, 0.288, 0.267& 0.298 respectivefycbmparison the mean ratio of
EBL, NABIL & NIBL are almost same while SCBNL haswest mean ratio. Which
indicates EBL, NABIL & NIBL has maintained more &a deposits in total deposit
mix, that gives these banks more opportunity teegtvtheir deposit in long term

investment sector than SCBNL.

4.4.2 Activity Ratio:
The activity ratio of selected commercial bankseds that:
1. In comparison, NIBL has highest and SCBNL has Idwesan ratio of loan &

advances to total deposit. It implies that NIBL hes®d higher percentage of
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total deposit into loan and advances than othekd$aver the study period.
Similarly, SCBNL has used lower percentage of tateposit into loan and
advances over the study period than other bankg. iEBnore consistent with
lower S.D. & C.V.

2. The mean ratio of loan & advances to fixed depofill the banks are almost
same. EBL has maintained more consistency in nzatgiloan & advances
effectively with respect to fixed deposit becaushkas lower S.D. & C.V. (i.e.
0.494 & 18.47% respectively).

3. The average ratio of loan & advances to total asseSCBNL, EBL, NABIL&
NIBL are 0.387, 0.660, 0.610& 0.683 respectivelyndlicates that EBL, NABIL
& NIBL have used higher percentage of total assetoan & advances than
SCBNL over the study period. Likewise, SCBNL hasditower percentage of
total assets into loan & advances than other banks.

4. The average ratio of total investment to total dgpaf SCBNL, EBL, NABIL&
NIBL are 0.520, 0.197, 0.309& 0.189 respectivetyniplies that on an average
SCBNL has used 52% of total deposit into investmethich is higher than that
of other banks. Similarly, on an average EBL hasdu$8.9% of total deposit
into investment, which is lowest among other banks.

5. The mean ratio of NPA to Total Loan of SCBNL, EBWABIL & NIBL are
0.931%, 0.553%, 1.208% & 1.164 % respectivelyhtvss that NIBL has higher
portion of non- performing loan than other bankdiioch means the credit
administration, credit monitoring, credit evaluatiand credit recovery system of
NIBL is not so good among other banks. Whereas, B84 shown good credit
administration, credit monitoring, credit evaluatiand credit recovery system
than other banks with lowest mean ratio. However,NPA to Total Loan of all
sample banks is below 5%, which is an indicatiogadd credit administration

as per the NRB directives.

4.4.3 Profitability Ratio:
1. The average ratio of net profit to total depositSEBNL, EBL, NABIL &
NIBLare2.890%, 1.989%, 2.629%&2.174% respectivéiymplies that, on an

108



average basis, SCBNL has earned the highest pageerie.2.890%) of net
profit by utilizing its total deposit than otherrda. Likewise, EBL has earned
the lowest percentage (i.e. 1.989%) of net profitutilizing its total deposit
over the entire study period. Measuring the coesist, SCBNL has maintained
more consistency than other banks to make moret gretause it has lowest
S.D. & C.V. than that of other banks.

. The average ratio of net profit to total assetSGBNL, EBL, NABIL & NIBL
are 2.53%, 1.76%, 2.27%& 1.91% respectively. Vieeds that, on an average
basis, SCBNL has earned higher percentage (i.88%.5f net profit by
utilizing its total assets than other banks. Sirtylaon an average basis, EBL
has earned lowest 1.76% of net profit against e af total assets over the
entire study period. The above ratio shows howcieffitly the sample banks
have utilized their available assets over the spghod. Among the four sample
banks, EBL has the lowest ratio i.e. 1.76%. It nsethiat EBL has not mobilized
its assets into profit generating projects thareobanks.

. SCBNL has the highest & NIBL has the lowest avenag® of net profit on net
worth (i.e.32.35% & 25.22% respectively). It im@iehat, on an average basis,
SCBNL has provided the higher percentage (i.e. 88)7 of return to its
shareholder by utilizing the shareholders fund agntre four sample banks.
The above ratio shows how much the sample banks hiNzed the available
fund of shareholders into profit generation oves #tudy period. Among the
sample banks, EBL has the lower ratio.

. The average ratio of total interest earned to &dakts of SCBNL, EBL, NABIL
& NIBL are5.13%, 6.77%, 6.87%&7.13% respectively.irhplies that, on an
average basis NIBL has earned the higher percefitag&.13%) of net interest
by utilizing its total assets in to interest geti@g projects. Among the four
sample banks, SCBNL has the lowest ratio (i.e.%)13t means that SCBNL
has not mobilized its assets into interest genegairojects.

. The average ratio of total interest paid to totHeds of SCBNL, EBL, NABIL
& NIBL are 1.58%, 3.35%, 3.11% & 3.78%respectivelihe ratio of EBL,

NABIL & NIBL are almost similar, which indicatesélke three banks have paid
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interest in a similar ratio, whereas SCBNL has Istvatio than other banks,
which indicates SCBNL has paid lower interest daltassets in comparison to

others.

4.4.4 Leverage Ratio:

1. EBL has the highest average debt-equity ratio of Ldimes among four sample
banks. It implies that EBL has highly leverage whimeans debt capital
financing is more than 14.71 times of its sharedoldquity over the study
period, whereas SCBNL, NABIL & NIBL have lower tindhat of EBL i.e.
11.81 times, 12.77 times & 12.31 times respectively

2. The average ratio of total debt to total assetafidiour sample banks are almost
same. It means all four banks have similar portibdebt into total assets. While
measuring the consistency, NABIL has maintainedemoamsistency because it
has lowest Standard Deviation & C.V. than thattblo banks.

3. The coverage ratio for EBL is higher than that tfeo banks, which indicates
larger amount of possible losses for the bank. Aklbeas to be careful in lending
to minimize its possible losses. SCBNL has lowestecage mean ratio than
other banks that indicates the lower amount of iptesosses. Moreover, EBL is
maintaining its consistency, which is indicateditsyilower c.v.

4. The mean capital adequacy ratio of SCBNL, EBL, NIAR NIBL are 14.63%,
11.03%, 10.99% & 11% respectively. It indicated tie capital adequacy ratio
of all sample banks are above the standard sethbyNRB directives i.e.
minimum of 10% for commercial banks. EBL is moreasigtent in maintaining
its capital adequacy in comparison to other bamkczabse it has lowest Standard
Deviation & C.V. (i.e. 0.424 & 3.84% respectively).

4.4.5 Growth Ratio:
1. The average price-earning ratio of SCBNL, EBIABIL& NIBL are 41.96,
23.82, 34.34 & 26.20. It implies that SCBNL hashag price-earning ratio than
that of other banks. It also means that SCBNL'skeiaprice per share is 41.96

times greater than its earning per share.
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2. The average market to book value ratio of SCBERBL, NABIL & NIBL are

13.67, 6.87, 11.33 & 6.73 respectively. SCBNL hhs highest mean ratio,
which indicates that SCBNL's market value per shareigher than that of all
other sample banks in comparison to book valueipare.

NIBL has the highest and EBL has the lowestd#ind yield ratio than that of
other banks. It means NIBL has provided dividendg®hareholders in a higher
ratio, whereas EBL has provided dividend in a lovegio in comparison to other
banks. Likewise, SCBNL is more consistent in dutting dividend to its
shareholders because it has maintained a lowest &.¥9.49% among other
banks.

4.4.6 Correlation coefficient

The positive correlation between deposit and loaad&ances are found of all
four banks. The correlation between the depositlead & advances are perfect
as there is significance between them. It means dlasample banks have
provided the loans & advances from its deposit. KBaare successful in
mobilizing the deposit in loan& advances.

There is positive correlation between the deposd avestment of all four
sample banks. It shows that SCBNL, NABIL & NIBL maweffectively
mobilized its deposit on investment.But EBL has affectively mobilized its
deposit on investment since the correlation betwieereposit and investment is
not insignificant.

SCBNL, NABIL & NIBL are successful in earning thestnprofit from its
investment, which means that there is a positiveretation between the
investment and net profit in these three banks. EEBhiled to earn the net profit
from its investment since the correlation betwdenibhvestment and net profit is
not significant.

All the sample banks are successful in earningnigteprofit by mobilizing the
loan & advances. The correlation between the load8ances and net profit are

found to be perfectly positive.
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4.4.7 Trend analysis:

Loan & advances, investment and total deposit chdsnk have increasing trend at
the end of fiscal year 20011/12 to 20015/16. On dtieer hand, average growth of
deposits and loan advances for NIBL is higher amoitgr banks; likewise, average

growth of investment for SCBNL is higher among othanks.
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CHAPTER -5
SUMMARY, CONCLUSION AND RECOMMENDATION

This chapter is the most important for the reseaedause this chapter is the extract of
all the previously discussed chapters. This chaptersists of mainly three parts:
summary, conclusion, and recommendations. In suppent, revision or summary of
all four chapters is made. In conclusion, the rtefsam the research is summed up and
the recommendation is made based on the result exmkrience of thesis.
Recommendation is made for improving the presd¢nason to the concerned parties

as well as further research.
5.1 Summary:

The economic development of a country cannot beyimea without the development
of commerce and industry. The role of commercialldsain the economic growth of
nation can be estimated to be prominent. The Vieajlenging job of commercial banks
is to collect the scattered idle resources fromdmmall savers. Actually, commercial
banks pool the fund in the sizable volume in orttefeed the fund requirement of
productive sector promote trade and industrialaratn the country there by raising the
employment opportunity and earned to the labors emaderials suppliers to such

industries and traders.

Commercials banks of course contribute a lot toddneelopment of the economy of the
country. Thus, to remain in the front line of theegt contributor of the economy, the
banks have sustainable existence and growth theessdtor the sustainable existence

and growth of a bank, it must have reasonable tatafity.

Under this study, the researcher has tried to cthervarious aspects of selected
commercial banks covering the period of five yefaosn 2006/07 to 2010/11. In the
first introduction chapter, the study report hasdrto give history & introduction of

banking and its relation to the economy, brief fpeobf the concerned banks, general
concepts of financial statement and the statemkeptablem, objectives of the study

and its limitation. During the research work, esiga review of various literature
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books, past thesis, journals have been studied camdulted. In addition, as per
requirement, internet materials from relevant wieglssare searched. These works are

complied in the second chapter titled “Review detature” of this report.

For this study, the researcher has gathered theireglgdata from annual reports
published by the concerned joint venture bankstler last five years. In addition,
internet website of Nepal Stock Exchange is usednéressary data. The study is
totally based on the secondary sources of dataramgired have been collected by

using various published sources.

In the third chapter titled Research methodologyjous financial and statistical tools
have been taken into consideration. In financialstovarious ratios are used and
similarly in statistical tools such as mean, stadd#eviation, coefficient of variation,
correlation coefficient, coefficient of determir@ti probable error are used to analyze
the data.

Data relating to activities of the banks have bedtected and presented in figures and
tabular form as far as possible are tried to erpméted in the study report in logical
ways. Data are then analyzed applying various Gisnand statistical tools and
findings of the study have been listed in a system@aanner. All these works are

complied in the fourth chapter titled “Data Pres¢inn and Analysis” of the study.

Finally, the summary, conclusion, and recommendatitade by the research are

presented in the current chapter titled “summanypctusion,& recommendations”.
5.2 Conclusions:

This study reveals that the liquidity position dBIEis comparatively better than other
banks. EBL has maintained higher cash & bank balaodotal deposits; cash & bank
balance to current assets ratio and good currént @CBNL also has maintained good
liquidity position with lowest investment in loan &vances and highest short term
investment. NABIL has maintained lowest cash & bdmdance and short term

investment is also in a lower side therefore, bigyi position of NABIL found not so
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good in comparison to other banks. NIBL has momgodi collection than other banks

and it has made less fund utilisation in short tearmestment.

Analyzing the activity ratio it can be conclude@tttsCBNL & NIBL has successfully
managed their assets towards profit generatingiesi. NIBL has higher ratio of loan
& advances to total deposits; loan & advancesxedfideposits and loan & advances to
total assets than other banks, whereas SCBNL hadaimed higher total investment to
total deposits ratio than other banks. NIBL hakzei its fund by providing more loan
& advances, likewise SCBNL has utilized its fund rogking more investments. EBL
has shown good credit administration system witieeloNPA to Total Loan ratio and
also has maintained more consistency in utilizitegfund in loan & advances by

maintaining lower C.V. and Standard Deviation.

In terms of profitability, SCBNL has earned morefirthan other banks. SCBNL has
higher ratio of net profit to total deposits; nebf to total assets; net profit to net
worth and lower ratio of total interest paid toalohssets. SCBNL has mainly focused
on profit from investment rather than from loan aatvances so that it has maintained
more profitability despite of lowest interest incenNIBL has higher ratio of interest
earned and interest paid which indicates that & ballected more deposits and

disbursed more loan and advances in comparisotinér banks.

From leverage ratio it is found that, EBL has higdebt-equity ratio; debt to total
assets ratio & loan loss provision to total loator&BL has utilized more debt in its
capital structure in comparison to total equitygliBr ratio of loan loss provision for
EBL indicates higher amount of possible losses titaer banks. All four sample banks
have maintained a good capital adequacy ratio@shhve maintained ratio more than
10% i.e. a minimum standard set by NRB for comnatréianks through capital

adequacy framework.

Analyzing growth ratio, SCBNL has higher P/E ratiod market to book value ratio,
which means the bank has maintained a better groovitmaximize its shareholders
wealth. However, NIBL has provided more dividenol$t$ shareholders with respect to

its market value per share.
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There is higher degree of significance between tgposits & loan, total deposits &
investments, loan & net profit and investment & peofit of SCBNL, NABIL and
NIBL in comparison to EBL. EBL has successfullylia&d its total deposits in loan &
advances but it has failed to generate more phafin investment in comparison to
other banks.

Making projection for next five years, based on tlaga of last five years, it is found

that total deposits, loan & advances and investseinall banks are in increasing trend.
In comparison, increasing trend of total depogiis @tal loans for NIBL is higher than

that of other banks and SCBNL has higher increasimd of total investments among
others.

5.3. Recommendation:

Based on the analysis interpretations and conclgsicome of the major
recommendations related to financial performancearfple banks are mentioned as

follows:

» On the basis of liquidity ratio analysis it is falthat sample commercial banks
do not have standard current ratio i.e.2:1. Neede#s, it is not considered so
bad from the point of view of working capital sidEBL seems to have held
more cash and bank balance than other banks, veh&@BNL has made more
short-term investment than other banks. To maintéguidity in perfect
condition commercial banks should invest the iddaposit in short term
investments and have to maintain enough cash k&aldac meet current

requirement.

» On the basis of activity ratio analysis it is fourlng banks have emphasized on
issuing loan & advances. EBL, NABIL and NIBL haveolilized their fund
more as loan & advances but on the other hand SCB&#_utilized its fund
more as total investments. Being profit earningtitm$on banks have to
mobilize their funds in to more profit generatimgas with proper diversification

of assets and effective risk management.
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> Profit is a key element for success of any businélse bank also cannot sustain
without profit. So they should keep in the mind foofit maximization but in
long term business, commercial banks also shouldcdr&cerned with the
shareholders wealth maximization. NIBL has earnedemnterest income and
bear more interest expenses in comparison to dblamks because it has
collected more deposits and provided more loan $aades than other banks.
But SCBNL has maintained better profitability ratio comparison to others.
Despite of having lower interest income SCBNL hasned more profit by
mobilizing funds more as investment. Banks are sstagl to apply effective

portfolio diversification to minimize risk and mamize profit.

» All sample banks have maintained higher debt-eqgratio and higher debt to
total assets ratio. The higher portion of debthie tapital structure is not good
for the banks. Therefore, banks are suggesteddease the debt financing to
maintain a healthy capital structure. However,th# banks have maintained
good capital adequacy ratio. They have maintaihectapital requirement as per

the capital adequacy framework set by NRB.

> Portfolio management is very important for everyesior. In each investment,
risk is involved. Risk is the chance of loss or Haiability of the returns of a
period. The greater the variability of the retupmsject will be riskier. So it is
kept in mind while investing in the project whiclowd be lower risk and higher
return. Portfolio management plays vital role walividing total investment in
different areas. Portfolio management of the basgets means allocation of
funds in different components of banking assetsnigadifferent degrees of risk
and varying rate of return in such a way that tbeflacting goal of maximum
yield and minimum risk can be achieved. So, padfanditions of SCBNL,
EBL, NABIL and NIBL should be examine carefully frotime to time and
alteration should be made to maintain equilibriumthe portfolio condition as
far as possible. So, it can be said “all eggs shout be kept in the same

basket”. The bank should make continuous effortexplore new, competitive
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and high vyielding investment opportunities to opten their investment

portfolio.

Banks are suggested to manage their assets e#figcto minimize the possible
losses. Effective project appraisal, credit adnaign, credit monitoring &
evaluation and credit recovery system are the ndasthfor minimizing and
controlling credit risk. In comparison all the barde in comfortable position by

maintaining lower ratio of loan loss provision thghout the study period.

SCBNL has maintained a higher growth in comparisonother banks by
maintaining higher P/E ratio and higher Market twoB value ratio. The market
value per share of SCBNL is higher among other bahkoughout the study
period, which suggests that bank is more successfuimaximizing its
shareholders wealth. By proper utilisation of fuadsl effective assets-liabilities
management a bank can maintain consistent prdiitaband maximize

shareholders wealth.

By the help of dividend yield ratio investors tadecisions to invest or not in a
particular company’s share. Higher dividend yielttia is preferable. High
dividend yield ratio encourages the investors test. Similarly low dividend
yield ratio discourages. NIBL has maintained higtesidend yield ratio than

that of other banks despite of having lower earmiegshare.

Most of the private commercial banks have mainlgufed their services to
prime customers such as multinational companieg, dmrporate houses,
institutional depositors, large-scale industriesanafacturers and exporters.
Small depositors and lenders are far from reacthefbanking facilities from
private commercial banks. Therefore, all banks khoarget small depositors
and small entrepreneur also for promoting and nmibg small investor’s funds

and to develop small-scale businesses.
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> In the light of growing competition in the bankisgctor, the business of the
bank should be customer oriented. It should stregand activate its marketing
function, as it is an effective tool of attractingd retaining customers. For this
purpose, the banks should develop an "Innovatiyeageh to Bank Marketing”
and formulate new strategies of serving customera more convenient and

satisfactory way.

» Although all banks taken in the study have expantthedt branches over the
country but all of these banks do not have brancheke rural areas of the
country. Their branches are limited to the urbansab-urban areas only.
Therefore, banks are recommended to open brancheasal areas too to help in

economic development of the country.
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