PROFITABILITY AND LIQUIDITY POSITION OF COMMERCIAL BANKS
OF NEPAL
(With Reference to HBL and EBL)

By
JIBAN ADHIKARI
Shanker Dev Campus
Campus Roll No. : 623/063
T.U. Regd. No.: 7-1-39-390-96
Second Year Exam Symbol No.: 2835

A Thesis Submitted to:
Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of the requirement for the Degree of
Master of Business Studies (M.B.S)

Kathmandu, Nepal
April, 2013



RECOMMENDATION
Thisisto certify that the thesis

Submitted by:
JIBAN ADHIKARI

Entitled:

PROFITABILITY AND LIQUIDITY POSITION OF COMMERCIAL BANKS
OF NEPAL
(With Reference to HBL and EBL)

has been prepared as approved by this Department in the prescribed format of the
Faculty of Management. This thesisis forwarded for examination.

Asso. Prof. Dr. Shilu Manandhar Bajracharya Prof. Dr. Kamal Degp Dhakal ~ Asso. Prof. Prakash Singh Pradhan
(Thesis Supervisor) (Head, Resear ch Department) (Campus Chief)



VIVA-VOCE SHEET

We have conducted the viva—voce of the thesis presented

by:
JIBAN ADHIKARI

Entitled:

PROFITABILITY AND LIQUIDITY POSITION OF COMMERCIAL BANKS
OF NEPAL
(With Reference to HBL and EBL)

And found the thesis to be the original work of the student and written
according to the prescribed format. We recommend the thesisto be

accepted as partial fulfillment of the requirement for the degree of

Master of Business Studies (MBYS)

Viva-Voce Committee

Head, Research Department

Member (ThesiSSUpervisor) e,

Member (External Expert) e,



DECLARATION

| hereby declare that the work reported in this thesis entitled “Profitability and
Liquidity Position of Commercial Banks of Nepal (With Reference to HBL and
EBL)” submitted to Office of the Dean, Faculty of Management, Tribhuvan
University, is my original work done in the form of partial fulfilment of the
requirement for the degree of Master of Business Studies (MBS) under the
supervision of Asso. Prof. Dr. Shilu Manandhar Bajracharya of Shanker Dev
Campus, T.U.

Jiban Adhikari
Shanker Dev Campus
Campus Roll No. : 623/063
T.U. Regd. No.: 7-1-39-390-96
Second Year Exam Symbol No.: 2835



TABLE OF CONTENTS

Recommendation
Viva-Voce Sheet
Declaration
Acknowledgement
Table of Contents
List of Tables

List of Figures
Abbreviations

CHAPTER -l INTRODUCTION
1.1 Background of the Study

1.2 Functions of Commercial Bank

1.3 Focus of the Study

1.4 Statement of the Problem

1.5 Objective of the Study

1.6 Limitations of the Study

1.7 Need of the Study

1.8 Organization of the Study

CHAPTER -1 REVIEW OF LITERATURE

2.1 Conceptual Review
2.1.1 Liquidity Management

2.1.2 Importance of Liquidity Management

2.1.3 Liquidity Risk

2.1.4 Early Warning Indicators of Liquidity Risk
2.1.5 Relationship of Liquidity Risk to Other Banking Risks

2.1.6 Profit & Profitability
2.1.7 Need for Profit

Page No.

~N o oo oo~ W o

10
11
12
14
17
17



2.1.8 Profitability of Commercial Banks 18

2.1.9 Theories of Profit 19
2.2 Review of Thesis 20
2.3 Research Gap 27
CHAPTER -I11 RESEARCH METHODOLOGY
3.1 Research Design 28
3.2 Population and Sample 29
3.3 Sources of Data 29
3.4 Data Processing and Presentation Procedure 29
3.5 Data Analysis Tools 30

3.5.1 Financia Tools 30

3.5.2 Statistical Tools 34

CHAPTER -1V PRESENTATION AND ANALYSISOF DATA

4.1 Financial Ratio Analysis 38
4.1.1 Liquidity Position 38
4.1.2 Profitability Ratio 46

4.2 Statistical Analysis 62
4.2.1 Coefficient of Correlation Analysis 62

4.3 Mgjor Findings 66

CHAPTER -V SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary 68
5.2 Conclusion 69
5.3 Recommendations 70
Bibliography

Appendices






TableNo Title Page No.
41  Current Ratio 39
4.2  Cash and Bank Balance to Total Deposit 40
4.3  Cash Reserve Ratio 42
4.4  Fixed Deposit to total Deposit Ratio 44
45  Current Deposit to total Deposit Ratio 45
4.7 Net Profit 47
4.8  Net Profit Margin 49
4.9  Return on Total Assets Ratio 50
4.10 Return on Equity Ratio 52
411 Interest Incometo Loan and Advance 53
412 Return on total Deposit ratio 55
4.13 Earnings per Share 57
4.17 Interest Coverage Ratio 58
4.18 Interest Incometo Total Income Ratio 60
419 Staff Expenses per Employee 61
4.20 Correlation and Regression Analysis between Investment and Net Profit 63
4.21 Correlation analysis between Total Deposit and Net Profit 64
4.22 Correlation Analysis between Loan and Advance and Net Profit 64

LIST OF TABLES



LIST OF FIGURES

Figure No Title Page No.
41  Current Ratio 40
4.2  Cash and Bank Balance to Total Deposit 42
4.3  Cash Reserve Ratio 43
4.4  Fixed Deposit to total Deposit Ratio 45
45  Current Deposit to total Deposit Ratio 46
4.7  Net Profit 48
4.8 Net Profit Margin 50
4.9  Returnon Total Assets Ratio 51
4.10 Return on Equity Ratio 52
411 Interest Incometo Loan and Advance 54
412 Return on total Deposit Ratio 56
4.13 Earnings per Share 57
4.17 Interest Coverage Ratio 59
4.18 Interest Incometo Total Income Ratio 60

419 Staff Expenses per Employee 61



ABBREVIATIONS

C.V. : Coefficient of Variation
CA : Current Assets

CAR : Capital Adequacy Ratio
CL : Current Liabilities

CR : Current Ratio

CRR : Cash Reserve Ratio

D/E : Debt Equity Ratio

DPR : Dividend Payout Ratio
EBL : Everest Bank Limited
FD : Fixed Deposit

HBL : Himalayan Bank Limited
IE : Interest Expenses

I : Interest Income

LA : Loan and Advances

NABIL : Nepal Arab Bank Limited
NIBL : Nepal Investment Bank Limited
NPAT : Net Profit after Tax

NPL : Non Performing Loan
NRB : Nepal Rastra Bank

NSBI : Nepal SBI Bank Limited
NW : Net Worth

ROA : Return on Assets

ROD : Return on Deposit

S.D. : Standard Deviation

TA : Total Assets

TD : Total Deposits



