CHAPTER - ONE
INTRODUCTION

1.1 Background of the Study

Integrated and steady development of the countrgossible only when competitive
banking service reaches nooks and corns of thetgou@ommercial banks occupies
quite an important place in the framework of evecpnomy because it provides capital
for the development of the industry, trade and hess investing the saving collected as
deposits. Besides these, commercial bank rendeuwsn&rous services to their customer
in view of facilitating their economic and soci#kl All the economic activities of each
and every country are greatly influenced by the memcial banking business of that
country. Commercial banks, by playing active roles/e changed the economic structure

of the world.

Many developing countries like Nepal, there is giwllenge to the nation to eliminate
the mass poverty of the country through gradualelbgpment of those areas and to
provide basic needs to the people who are realty p@or. Keeping in view these
challenges in front of the country, several impatrfarogrammes have been launched but
no vital achievement had got in the past. The dnowift nation is only possible when
saving and investment propensities are done. IraN#épe real income is very low that’s
why the rate of saving is also low so the basidblam is raising the level of saving and
investment. These problems can be solved only vihercountry can grasp the path of

developing commercial banks.

Commercial banks are the heart of financial seethich occupy important place in the
framework of the economy. They hold deposits ofpgbeogovernment and other business
units. They make funds available through their legdand investing activities to
borrower’s individuals, government and businesgsurBy doing so, commercial banks
provide capital for the development of the industiysiness and services. Commercial
banks make sound investment in various sectorseoétonomy, which boost quality and
guantity of investment as well as achieve its owjective of profit maximization. Thus,
well formulated and sound investment policies co@tkd and planned efforts accelerate

the pace of economic growth (Bhandari; 2003: p, 5)



Credit affects the overall development of the counthe volume of credit is directly
related with the place of development of counttgelf. Lending is most fundamental
function of bank. The quality of loan, quality obrpower and quality of securities
determines the health of any banker. The efficiavfdyanker lies in how it multiplies the
deposit of depositors’ safety of funds, liquidity funds, purpose security of loan,
profitability, spread of loan portfolio and compl@e with national interest are some of
the principles that the banker should follow wiglanting loan. Expansion of bank credit
is followed by increase in production, employmesdles and prices. In a developing
economy, the banks offer more and more credit ammlease the resources of the
industries, thereby causing faster economic devedop; banks play a decisive role in the
industrial development of the country. The flowapédit is very much like smooth and
uniform through out the organs of body credit shollbw steadily and evenly through

various sectors of the economy.

Nepalese money market and lending procedure is mergh affected by mass poverty,
landlocked position, low social development, pcditiinstability and frequent changing
policies of the government. Besides these intesnati market plays a vital role while
conduct a business in these days so banks andastfaarizations not only concentrate on

their country but the outside world also.

Investment is primary factor for economic developtr& any country. Investment refers
to as using present money to get long term benefiestment in its broadest sense means
the sacrifice of current money for future money.ordifferent attributes are generally
involved time and risk. The sacrifice takes plat¢hie present and is certain. The reward
or result of sacrifice comes later and the mageitisdgenerally uncertain. Time and risk
are predominates for investment. Such as Investrnirergovernment bonds time is

predominates whereas in common stock time andoogtk are important.

Investment also refers to the expenditure of fufmiscapital goods such as factories,
farm, equipment, livestock and machinery. Capitaddg are used to produce other goods
or services. The main source of investment is gavAndistinction is often made between
investments and saving. Saving is defined as fargoonsumption; investment is
restricted to real investment of the sort that @ases national output in the future. This
definition classified investment as real and finahdnvestments. Real investment

generally involves some kind of tangible assetdhsas land, machinery, or factories.



Financial investment involves contracts writtenpieces of paper, such as common stock

and bonds.

Profitability is a deviation of the term profit, vl explains the ability to make the profit.
Profit is primary a measuring rod of a success lbfisiness enterprises. Profit is essential
for the survival of the business. It is the diffeze between revenue generated and
expenses occurred over the period of time butténen profit has several different
interpretations. It is a basic test of the perfamoeof any business concern. Without
profit a firm could not attract the outside capit®loreover, the owners and creditors
would become concerned about the company’s futodeagtempt to recover their funds.
Owner creditors and management pay close attefdioboosting profit due to the great
importance placed on earning the market place.itBbdfty is a technical term, used to
compare performances analysis of different tradsggtems or different investments
within one system. This is computed for each sysiemvestments being compared over
the same period long enough to include signifi¢aps” and "downs". So analysis of the
profitability of the business is very essential @hican be used to measure the overall

efficiency of the business.

Profitability of the business can be analyzed thfothe financial analysis which refers to
the assessment of the viability and stability @& Business. Profitability of a company is
usually based on the income statement. A propeolydacted profitability analysis
provides invaluable evidence concerning the eampgtential of a company and the
effectiveness of management. While analyzing pabiiity different profitability ratios
are calculated. Profitability ratios provide a défve evaluation of the overall
effectiveness of management based on the retunesaed on sales and investment. The
most widely used profitability measurements arefipnmargin on sales, return-on-

investment ratios, and earnings per share.

1.2 Profile of Standard Chartered Bank Nepal Limitel

Standard Chartered Bank Nepal Limited (earlier kmag Nepal Grindlays Bank Itd.)

came into existence in 2043 (1987) as a joint venbetween ANZ Grindlays and Nepal
Bank Ltd. After acquiring of the Grindlays operatim the region by standard chartered
in July 2001, it has become a subsidiary of Stah@drartered London, which holds 75%
of shareholdings in the company with remaining 2%l by the public shareholders.



The bank has successfully completed 24 years abgesation in Nepal in 2010. The
global network of Standard Chartered Group gives Bank a unique opportunity to

provide truly international banking in Nepal.

The Bank believes- “A satisfied customer is our ingduable award”. The Bank has
been the pioneer in introducing customer focusedyts and services in the country
and aspires to continue to be a leader in intradpoew products in delivering superior
services. It is the first Bank in Nepal that haplemented the Anti- Money Laundering

policy and applied the Know Your Customer' procedom all customer accounts.

1.3  Focus of the Study

Banks have today gained paramount trust of theiguBanking industry offers a wide
range of services addressing the needs of publdifierent walks of life. At present, a
large number of banks are operating in Nepal. Ndliyrthey are rendering a wide range
of services. They are trying to keep up pace vhth changes taking place in the world.
But quantity does not count for quality. The finehénstitutions of all classes ‘A’ to ‘D’
are increasing every year. In a small economyNkeal, it is a question of great concern
as to how so many banks are surviving and reapiofit.pThe concern is not only about
these days but also the sustaiity of the operddanks in future days also. Therefore, this
study will try to concentrate on the strong privaeetor banks of Nepal, i.e., Standard
Chartered Bank Nepal Limited (SCBNL). It will focusn the profitability and

investment.

1.4 Statement of the Problems
In developing countries like Nepal commercial bankave been facing several
challenges, some of them are arising from lacknobath functioning of the economy,
some of them are arising due to confused policy mady of them are arising due to
default of the borrower. Liberalization in the eoary has produced some degree of
opportunities and more than it had created chadsuacertainty. The liberalization of
financial sector demands a new technology of laptiincope with the risky pressures on
the profitability of the banks and financial sedtastitutions.
This study has tried to answer the following reskauestions.

* What is the position of commercial banks regardinvgstment policy and deposit

collection and mobilization?



« What is the trend and their projection regardingestiment and deposit of
SCBNL?
* What is the investment sector of selected commldraiaks?

* What is the impact of investment policy on profiteys?

1.5 Objectives of the Study
The main objective of the present study is to amalthe Impact of investment on
profitability of SCBNL and comparison of such beemethemselves. The study focuses
whether it is backward or forward in investing ftsnd efficiently in industry average.
The specific objectives of the study are given belo
* To find out the investment, deposit and profitapitof SCBNL.
* To analyze the relationship between investment Ritbfitability and comparison
between them.
* To find out the different types of profitabilitytras and interpret them.
* To give the recommendation and suggestions fob#tterment of the selected
commercial banks.
1.6 Significance of the Study
The present study is to find out the investmenicgoand practice of the commercial
bank in Nepal. Any bank can perform its lending dgbr only when it has sufficient
amount to lend it. So first, it should be able adlext sufficient amount in the form of

deposits from different sectors.

In Nepal, there are very few resources, which Hzeen made in the area of investment
policy of commercial banks. Due to this reasonydelw books and resources dealing
with this aspect are found but are not sufficiaihatever the research in the area of

investment policies have been made are also ragpth and detailed.

Investment policy is one of the essential and tlnrfunctions where the whole banking
business is related thus, the study on the majomuoercial banks and especially in their
lending and investment policies carry a great $icgnce to the shareholders of banks, to
the banking professionals, to the students anch&aof banking and commerce. It is
expected that this study will provide some relevfardings, which may help the bankers,

professionals and interested readers too.



This study will be helpful to management of theest#d commercial bank of Nepal to
make effective profit planning strategy for futur€his also will be valuable for

researcher, students who want to investigate the investment and profitability of
the selected commercial bank of Nepal. It wilcabe important to the bank, investors

and stakeholders concerned.

The study enlightens the shareholders, depositoesijtors, NRB, Tax office etc. about

the financial performance of the bank.

The financial agencies including stock exchanged stiock traders interested in the
performance of the bank as well as the customemsi®r and debtors can identify the
better bank to deal with in terms of profitabilisgafety and liquidity.

1.7 Limitations of the Study

This is simply a partial requirement of MBS prograrhere are some limitations, which
weaken the generalization e.g. inadequate coverbiyelustries, period taken, reliability
of statistical tools used and their variations. Tdllowing are the major limitations of the

present studies:

* This study is concern only with the investment arafitability of SCBNL.

* The whole study is based on the secondary datactedl from the banks.

* The study covers the analysis of only five yeansopefrom 2063/64 to 2067/68
and analysis is concerned in some managerial, diahand accounting aspects
and it does not cover the whole areas of the stdgjdzanks.

* Some of statistical as well as financial tools @fnparison and analysis should be
used in the study. Hence, the drawbacks and weslai¢bose tools may have an

adverse effect on the outcome of the study.

1.8 Organization of the Study

The whole study comprised of the five different secutive parts as mentioned below:

Chapter - One: Introduction
This chapter comprises of general background, fafuthe study, brief profile of the
banks under study, significance of the study, dbjes of the study, limitations of the

study and organization of the study.



Chapter - Two: Review of the Literature

This part deals with the reviewing of the variousratures, definitions and concept of
investment and profitability. This also consists tbé review of the related studies,
journals, articles and review of books concerneidivestment and profitability.

Chapter - Three: Research Methodology
This part consists of the research design, totaufaion and sample of the study, nature
and sources of the data, data collection procedurdghe analytical tools and techniques

used in the study.

Chapter - Four: Presentation and Analysis of Data
This part constitutes the tabular and graphicatesgntation of the collected data, their
interpretation and analysis using various finan@al well as statistical tools. Major

findings are also presented at the end of the ehapt

Chapter - Five: Summary, Conclusion and Recommendain
This chapter contains the summary of the wholeyst@md relevant conclusions were
drawn based on the study. A suitable set of recomliaiéons were made at the end of the

chapter.

Similarly, at the front part of the study declaoati acknowledgement, table of contents,

list of table and figure and abbreviation are pnése.



CHAPTER - TWO
REVIEW OF LITERATURE

This chapter is basically concerned with reviewitefature relevant to the topic impact
of investment on profitability. The purpose of mwing of literature is to develop some
expertise in one’s area, to see what new contohutas made and to receive some ideas
for developing a research design. Thus, previouslie$ cannot be ignored as they
provide the foundation of the present study. Thiapter highlights the literature that is
available in concerned subject as to my knowledggearch work, and relevant study on

this topic, review of journals and articles andiegvof thesis work performed previously

2.1 Conceptual Framework

2.1.1 Concept of Commercials Banks

Commercial banks are those, which pool togetherstndng of the community and

arrange them for the productive use. They accepbsies from the public and provide
same deposits to the public as loan and advancdact, they circulate the money and
create credit. The concept of the commercial ban&de the economy strong. And now
it's playing important role to make country econoally strong. According to the

Black’'s law Dictionary “Commercial Bank” means ankaauthorized to receive both
demand and time deposits, to engage in trust svio issue letter of credit, to rent
time-deposit boxes, and to provide similar servid@smmercial Bank means a bank
which operates currency, exchanges transactionsgpte deposits, provides loan,
perform, dealings, relating to commerce excepthidweks which have been specified for

the co-operative, agricultural, industry of simitdher specific object (Bhandari, 2003:5).

Hence, the term commercial bank is used taking mgaof all banking habits. That's
why joint stock banks, member banks, and creditkbamre frequently used
interchangeably with the term commercial banks. Bus$ different than central bank.
Central Bank cannot be interchangeable with othekb. In this way, a commercial bank
is different from a central bank. While the primaidyjective of a commercial bank is the
maximization of profit the central bank is primgritconcerned with the effects of its
operations on the functioning of the economy. Meegp while there may certainly be
many competing commercial banks, there exist onky @entral bank in a country. While

the commercial banks compete against each othercéhtral bank comes out if any;



ordinary banking business for the general pubficomplete if confines itself mainly to

controlling the operations of the banking systermaaantry.

2.1.2 Function of Commercial Banks

Banks can be defined according to the functiong geform. A bank is established with

the prime objective of profit maximization. To aehe this, the bank carries out
functional activities, principally, commercial bankaccepts deposits, provide loan,
primarily to business firms thereby facilitatingethransfer of funds in the economy.
Although, in the yester years banks were viewedcagptor of deposits then provider of
loan, but modern commercial banks have to perfonarall development of trade,

commerce, industry, agriculture including suppdotspriority and deprived sectors. The
growing bank needs and habits of people and cotiygetnvironment has made the
banking sector challenging and their operation oarre underemphasized in present
context of market globalization. Hence, a bank ommercial institution licensed as a
taker of deposits, concerned mainly with the makind receiving payments on behalf of
their customers, accepting deposits, creating mamey making short-term loans to

private individuals, companies and other organirati

Although profit maximization is a major objectivé commercial bank, to achieve this
objective commercial bank performs various funaiamder the mandatory rules and

regulations and directives of NRB and the Bankind financial institution act 2063.

1. Accepting Deposits: -Accepting a deposit is the most important functain
commercial banks. Commercial banks collect moneynfthose who want to
deposit in different types of accounts such as:

* Fixed Deposit Account
* Current Deposit Account
» Saving Account

2. Advancing of Loans: -Commercial banks provide the loans required oritted
various sectors of economy such as industry, trageculture, business-deprived
sector etc. In this way bank creates credit faeditlt provides loans from various
procedures in different form such as:

* Overdraft
» Cash Credit

+ Direct loan with collateral



Discounting of bills of exchange

Loans of money at call and short notice

3. General Utility Functions: - Commercial banks also perform general utility

functions such as:

Issuing of letter of credit to its customers.

Issuing of bank drafts and travelers cheque eictransfer of funds from one
place to another.

Dealing in foreign exchange and financing foreigadé by accepting or
collecting foreign bills of exchange.

Serving as referred to the financial standing aredit worthiness of its
customers.

Underwriting loans to be raised by public bodied anrporations. Providing
safety vaults of lockers for the safe custody dti@bles and securities of the
customers.

Acting as a trustee and executing the will of teeahsed.

Remittance of money

4. Agency Function: - Apart from the above functions, commercial banksoal

perform agency functions for which they act as agan claim commission on

some facilities such as:

Collection of customer’s money from other banks
Receipt and payment of dividend, interest.
Security brokerage service.

Financial advisory service.

To underwrite the government and private securities

2.2 Concept of Investment

Investment is a present sacrifice for the sakeutiiré benefits. Therefore, investment

always involves risk. Present decision about selgdhe best alternatives should always

take the future risk into consideration. The fetemlatives of investment in the past have

now expanded into hundreds. Hence, the complexitynvestment has also been

increasing day by day. To select the best altara@nd to construct an efficient portfolio,

a wise analysis and decision is required. Befor&imgaany decision on investment we

must be well informed about the factors, which etffmvestment. Investment decision
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related with saving, capital formation, capital Redr risk involve with it, return, inflation

etc.

Investment, in its broadest sense, means the isacof current rupees (dollars) and
resources to the sake of future rupees (dollard) rasources. In other words, it is a
commitment of money and other resources that gre@&d to generate additional money
and resources in the future. Such a commitmenstplkeee in the present and is certain to
occur but the reward comes in the future and alwaggins uncertain. Therefore, every

investment entails some degree of risk.

Investments are made in assets. Assets generalytvar types: real assets (Land,
Building, Factories etc) and financial assets (Kt@onds, T-Bills etc). These two types
of investment are not competitive but complementaighly developed institution for

financial investment greatly facilitating real irstenent (Bhattari, 2005: p, 48).

Country’s growth rate is largely depending on inmeant and commercial banks are key
for investing funds in productive works as theylde#h money. They collect funds and
utilize it in a good Investment, which is not anseaask for them. Therefore an
investment of funds may be the question of life dedth for the bank. They must have

effective and good investment policy to exist iis tworld of competition.

Bank portfolio (loans and investments) of commérbenks has been influenced by the
variable securities rates Investment planning ohmmercial banks in Nepal is directly
traced to fiscal policy of government and heavyutawry procedure of NRB. So the
investments are not made in professional mannevestments planning of the
commercial banks in are not made in professionainea Investment planning of the
commercial banks in Nepal has not been found satmfy in terms of profitability,
safety, liquidity, productivity and Social respdrniity. To overcome this problem, she
has suggested, commercial banks should take theesiment function with proper
business attitude and should perform lending andsiment operation efficiently with
proper analysis of the projects (Bhalla, 2004:9), 7

Total risk of security can be divided into systeimand unsystematic components.
Systematic risk is risk that cannot be diversifaaday for it affects all securities in the
market. Unsystematic risk is unique to the paréicgkecurities and can be eliminated with
efficient diversification. If the assumption of tAPM or APT factor model holds this

11



risk does not matter to investors. As a resultedification of assets by a company in an

effort to reduce volatility would not be a thing\alue.

Inflation is a major concern for investors. But aladge, people have come to fear
significant inflation, particulars when it is ungietable. Capital rationing is likely to

result in investment because depreciation chargesat reflect replacement cost and
firm’s taxes grown at a faster rate than inflatibonestimating cash flows one should take
account of anticipated inflation. Otherwise a ba@ases in using an inflation-adjusted
required return and non-inflation-adjusted cashvélcand there is a tendency to reject

some projects that should be accepted.

From the definition given above, it is clear thatiavestment means to trade a known
rupee amount today for some expected future strednpayments or benefits. A

commercial bank must always mobilize its funds atiger deposits to profitable, secured
and marketable sector so that it earns a handsproard of profit as well as it should be

secured and can be converted into cash as pezdbe@ement.

The investment process describes how an investaidéigo about making decisions with
regard to what marketable securities to inveshaw extensive the investment should be,
and when the investment should be made. A five-giegredure for making these
decisions forms the basis of the investment progessicis, 2003: P,128)

» Set investment policy

» Perform security analysis
» Construct a portfolio

* Revise the portfolio

* Evaluate the performance

2.2.1 Principle of Sound Investment Policy

It is universally known fact that the most impottgnoblem in banking administration is
that of investing its deposits and paid up capitalarious forms of earning assets. This is
also known as portfolio policy. The bank’s portéobeing nothing but an arranged and

digested scheme of its assets.

The funds of banks are generally invested eithénase assets, which are non-profitable,

or those, which are profitable. Non-profitable &ssaclude cash reserve and the dead
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stock and profitable assets includes call moneyestment, advances and loan, cash
credits, overdrafts, discounting of bills and ateepes etc.The guiding principle of

sound investment is as follows:

1. Safety:- Safety would be the first guiding principle of anka so far as its
advances and investment are concerned, becausestheexistence of a bank
depends on the safety of its outstanding, whiclulshoever therefore be sacrifice
to the profit-earning capacity of its advances.sTims led people to believe that a
bank will never advance any loan, unless it isyfgikcured. Such is no doubt the
ideal conception of banking, but as a result ofcdspetition from other banks,
every bank has to grant a certain number of loansstcustomers against their
personal security. In such cases, the bank usestidin and never lends a sum
obviously beyond its customer’s resources. Consgtyygo maintain a banking
concern in sound condition should be above suspi@arupulous care should be
taken that the funds lent out are not subject torek of being lost.

2. Liquidity:- While making advances and investments, the bank saesthat the
money it is lending is not going to be locked up #olong time, which would
make its loans and advances less liquid and mdfieudli to realize in cases of
emergency. A bank can afford to lend funds only &osshort period, as its
liabilities are either payable on demand or at shotice. If it makes advances for
long term there is no likelihood of it being abderécall such loans in time to meet
the demands of its depositors.

3. Diversification of Risk:- It is also necessary to remember that a pruderit ban
must avoid investing all its funds in meeting tleeds of any one industry or any
one group of industries for considerations of gakrest as well as the larger
public good. The imprudence on putting one’s owgsegto one basket cannot be
too often reiterated. Therefore bank should intbsir funds in different field
than investing in same field or sector.

4. Return:- Another important factor that it determines theisiea of the bank
whether or not to grant loan or to make an Investnvell depend upon the
answer to the question whether or not it will géaia return on its investment. A
bank always aims at securing maximum profits fa share- holders. The
difference between borrowings and lending rate tias the gross profit and no

bank ordinarily will think of an advance withousatisfaction margin of profit.
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5. Marketability:- The investments of the bank should be such as eaasily sold
and realized in cash readily. Loans given againstroercial paper representing
goods in transit or against stocks and shares #fkwewn companies are easily
realizable while loans given against immovable propcannot be easily realized.
The bank must make sure that the securities, irclwhe invests his funds, are
easily saleable without appreciable loss.

6. Stability of Price:- The primary object of a bank in buying securitissnbt to
gain by a possible rise in their prices, whichhe aiim of a speculating dabbler.
Therefore the price of the securities should daldido wide fluctuations.

7. Stock Exchange Securities:-This consists of government securities as well as
securities of the joint stock companies. These ritexsi are easily and quickly
realizable. As they are quoted on the stock exabgmsg their values can be easily
ascertained. In case of need, a bank can eithletheeh or pledge them without
any hesitation. But before accepting them, the bemnkhould see that the shares
of the companies are not partly paid, that suffiti@argin has been kept and they
are negotiable. Speculative shares should notdepted (Bhalla, 2004: p, 109).

2.2.2 Investment Alternatives

There are various alternatives for investors:

1. Equity Securities  Common Stock

* Preferred Stock

Short term debt securities * Negotiable certificates of deposit
» Commercial paper
* Banker’s acceptances

* Treasury Bills

2. Intermediate and Long « Government » Treasury Notes
Term Debt Securities securities » Treasury Bonds

» Saving Bonds

* Agency securities

* Municipal » Revenue bonds

Securities » General obligation bonds

» Corporate bonds

3. Hybrid Securities » Convertible preferred stock

14



e Convertible bonds

4. Derivative securities * Options
* Community futures
* Financial futures

e Options in futures

* Rights
¢ Warrants
5. Real Assets * Precious Metal

* Real State

¢ Collectibles

6. International Investment * Multinationals Corporations
» Foreign stocks traded on all local exchange

* American Depository Receipts ( ADRs

7. Other Investment * Pension Funds
Alternatives e Mutual funds

* Closed —end Companies

Source: Bhalla, 2004: p, 97

2.2.3 Investment Uncertainty (Risk)
Every investment involves uncertainties that makeare investment returns risky. Some

of the sources of uncertainty that contribute testment risk are as follows:

1. Interest Rate Risk:- It is defined as the potential variability of returaused by
changes in the market interest rates. In more gétems, if market interest rates
rise, then investment values and market prices falll and vice versa. The
variability of return is the result of change intdrest rate. This interest rate risk
affects the prices of bonds, stocks, real estaikl, guts, calls, future contracts

and other investment as well.

2. Purchasing power Risk:-It is the variability of return an investor suffdysscause
of inflation. The rate of inflation is measured bsing a consumer price indeed
(CPI). The percentage change in the CPU is a widdiywed measure of the rate

of inflation.
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. Bull-Bear Market Risk:- Bull-Bear market risk arises from the variability i
market return resulting from alternating bull andab market forces. When a
security index rises fairly consistently form a Igwint called a trough, for a
period of time, this upward trend is called a butirket. The bull market ends
when the market index reaches a peak and startsvawhrd trend. The period

during which the market declines to the next troiggtalled bear market.

. Default Risk:- It is the portion of an investment’s total risk thasults from
changes in the financial integrity of the investmdyefault risk is the variability
of return that investors experience as a resuthahges in the creditworthiness of
a firm in which they invest. Investor losses froefalilt risk usually result from
security prices falling as the financial integritfya firm weakness. By the time an
actual bankruptcy occurs, the market prices ofttbebled firm’s securities will

already have declined to near zero.

. Liquidity Risk:- It is that portion of an assets total variabilitihieh results from
price discounts given or sales commissions paioraer to sell the asset without
delay. Perfectly liquid are highly marketable andfer no liquidation costs.
Liquid assets are not readily marketable — eitli@mepdiscounts must be given or
sales commissions must be paid, or both of thests gaust be incurred by the
seller. Hence, the more liquid an asset is, thgelathe price discounts and/or

commissions which must be given up by the sellarder to affect a quick sale.

. Callability Risk:- Some bonds and preferred stocks are issued witlo\asppn

that allows the issuer to call them in for repusshalhe portion of a securities
total variability of return that derives from thegsibility that the issue may be
called is the callability risk. Callability risk camand a risk premium that comes
the form of a slightly higher average rate of returhis additional return should

increase as the risk that the issue will be cafletkases.

. Convertibility Risk:- Convertibility risk is that portion of the total fability of
return from a convertible bond or a convertiblef@ned stock that reflects the

possibility that the investment may be convertdd the issuer's common stock.

. Political Risk:- The portion of an asset’s total variability of netucased by
changes in the political environment that affeet #sset's market value. Whether
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the changes that cause political risk are soughtpdijtical or by economic

interests, the resulting variability of return &lled political risk.

9. Industry Risk:- An industry may be viewed as a group of companies t
compete with each other in a market of homogenooadygat. Industry risk is that
portion of an investment’s total variability oftuen caused by events that affect
the products and firms that make up an industrye 3tage of the industry’s life
cycle, international tariffs and/or quotas on theducts produces by an industry,
product or industry related taxes; industry wideébolar union problems,
environmental restrictions, raw material availdpjliand similar factors interact
and affect all the firms in an industry simultanglyu As a result of these
commonalities, the process of the securities issyyledompeting firms tends to

rise and fall together.
2.3  Profit & Profitability

Generally profit is defined as the excess of reeeoner cost. In other words, profit is the
residual income, which is equal to sale proceeasscosts. Profit is the resources left to
the firm for future growth and explanation or redato be distributed to the

entrepreneurship in the form of dividends etc. Bimaple term, profits mean the residual
balance of earning expected to be available wighfitlm that is obtained after deducting

entire expenses, costs, charges and provisiontistahrevenue of a period of time.

It is the lifeblood of each type of business. Bvebusiness organization should earn
profits to survive and grow over the long periodtiofie. Obviously, organization will

have no future if it is unable to make reasonabtditpfrom its operation. As a matter of

fact, the overall efficiency of an organizationreflected in its profits. Profits to the

managements are the test of efficiency and a measumt of control: to the owners, a
measure of worth of their investment; to the ciadit the margin of safety to the
employees; a source of fringe benefits to the Guwent, a measure of fixed paying
capacity and the basis of legislative action; tstamers, a hint to demand for better
quality and price cuts; to a bank, less burden ssouece if finance existence and finally
to the country, profit are index of economic pra@geThus, if an organization fails to
make profit, capital invested erodes and if thisaion prolongs it ultimately cease to

exist.
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Profit has been universally recognized and accepseal measure of business efficiency.
Thus, the larger the profits, the more efficienng @rofitable the business organization is
deemed to be. This criterion has the greater adgarthat it provides a common standard
of measuring the efficiency if different bank. Retjag this, Laxmi Narayan clearly
states, “Profit is the simple, convenient and thestrpopular yardstick of jugging the
efficiency of private and public business entegmisProfit helps in judging the overall
efficiency and is easy to calculate. Even througbfipp maximization, unlike private
enterprise, is not objective of public enterprisgst, profit services as a well accepted
criterion for the judging the overall efficiency piiblic enterprises too” (Narayan, 1980 :
P, 260).

The profit is the ultimate measure of effectivendsgrofitable company is likely to offer
not only security of employment but also promotmnspects, job opportunities and the
intense personnel motivation that comes from basgpciated with success. John Argent
observes, “Profit is the barometer of the succédsusiness. It is, indeed, a magic eye
that mirrors all aspects of entire business orgditins including the quality output.”
(Argent, 1968: P,34)

The term ‘profitability’ is composed of two wordggfit and ability. It reflects the
capacity of a business organization to earn pribfis also referred to as earning capacity
or earning power of the concern investment. Tt term profitability may be taken as
the ability to earn profit. According to Howard ahkighton, “The word profitability may

be defined as the ability of a given investmergdon return on its use.”

It may be mentioned that the term ‘profitability distinguished from the word profit.
Profit refers to the absolute quantum of profit védas profitability alludes to the ability
to earn profit. The former is an absolute measuitself while the latter is a relative one.
According to W.M. Harper, the profitability is alaéve measure. It indicates the most
profitable alternative. The profit, on the othentias an absolute measure. It indicates the
overall amount of profit earned by transaction.tiAe profitability is the relative measure,
it is used to judge the degree of operational iefficy of management. Furthermore, it is
essentially employed to measure the relative efficy of different trading systems or
different investments within one system. In thefipability analysis, the profit making
ability of an organization is measured in termssize of investment in it or its sales

volume. Such an analysis of profitability reveatsvparticularly such a position stand as
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a result of transactions made during the yeas farticularly interesting to the suppliers

of funds who can evaluate their investment and teaessary decision thereon.

The state of profitability is a variable thing likkke temperature and humidity of a day.
The determination of profitability by an accountamtanalyst is very much similar to
temperature reading and study of humidity by a orelegist. A meteorologist records
the weather on daily basis with an intention teedéast its future prospects. Likewise, an
analysis records yearly profit of a bank with awito make prediction of the future

prospects.

The purpose of profitability measurement is towbkether a bank has effectively used its
resources to achieve its profitability objectiv@$ie profitability objectives refer not to

the maximum profit the business can produce balhe¢ominimum it must produce. The

minimum profit is the profit at the minimumate required for the desired type of
investment in the bank. However, there must noérmaugh profit to yield the capital in

the market rate of return on money, which is alyesuthk in business, but also to provide
additional capital needed to cover the cost ofistayn business.

2.3.1 Meaning of Profit

Profit, from Latin means “to make progress”. Idefined in various ways. In economics,
profit is the concept of reward of the entrepreniurrisk taking and management. In
business operations, it is the gain from manufaogur merchandising and selling
operations after all expenses are met. Since piofdadded to net worth, it may be
measured by the increase in net worth over thah@fprevious accounting period. The
amount of concern’s profit thus may be determinetianly through the profit and loss
statement but also by the comparison of the easneglus or net worth in the balance
sheet which, however, is the residue of profitseraftlividends and any other
appropriations and does not reveal details of gsuaf income and expenses, which are
found in profit and loss account. In speculatiangactions, profit is the excess of the net
selling price over the costs (including all chajgethe security or commodities traded

in.

Profit is a motivating factor behind many manadeaietivities. Much has been written
about the role (as opposed to the method of calon)aof profit. Profit plays three roles
in the capitalistic society. Profit is the finarcr@ward of risk taking; profit is the

financial reward for having monopoly powertoft is the financial reward for the
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efficient management. The promise of profit progigestrong incentive to owners and
managers to act efficiently. "Profit is essent@l évery enterprise to survive in the long
run as well as to maintain capital adequacy thraegained earning. It is also necessary
to accept market for both debts and equity to g®vyunds for increased assistance to the

productive sectors” (Robinson, 1981: P, 22).

Account and economics are two disciplines in whoofit is viewed in different concept.
Pure economic profit is the increase in wealth t@atinvestor has from making an
investment, taking into consideration all costsoagged with that investment including
the opportunity cost of capital. Accounting prastthe difference between retail sales
price and the costs of manufacture. A key diffigulh measuring either definition of
profit is in defining costs. Accounting profit mdye positive even in competitive

equilibrium when pure economic profits are zero.

In economics, a firm is said to be making an ecaic profit when its revenue exceeds
the total (opportunity) cost of its inputs. Accardito Adam Smith (The father of
economics), “Profit is the sum remaining after fheyment of all wages (wage) in
economics includes payments to officers of corpanat to proprietors, to partners and to
farmers, as well as to what we today term(labamyi eent on the unimproved value of

land, as the return to capital.”

Profit in the accounting sense is the net figureddference between all types of
measurable revenues and all measurable costscdurang, profit is expressed only on
explicit and measurable accounting terms and onbthak value basis. However, in
economics, profit is measured in the realizablenser‘Profit in the accounting sense is
the excess of revenue receipts over the costsradun producing this revenue. This
concept of profit is also known as residual concBpt, in economics, both implicit and
explicit costs are deducted from total sales regemudetermining profits.” (Charles,
1999: P, 122) As a matter of fact over the yeaesetthas been quite an evolution as to
what particular items should be deducted from gnessme to arrive at an “accounting”
profit. Thus, “accounting” profit is a concept ofammade legislation, of the courts, of
the Security of Exchange Commission, of accountirggnizations; a concept, which has
always been in evolution. “Economic” profit on thther hand, is a concept of a natural
law of economics, and like the law of gravitatiomshremained and will remain

unchanged over the ages. However, the profit urdiecussion is concerned with
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accounting profit, which in a simple language, he tpositive and fruitful difference
between two revenues and total expenses over adpefitime, Multiple meaning of the
word "profits” have always been troublesome. Actants have made energetic efforts in
recent years to discard the word for that purposkta refer to the conventional concept
as business income a natural term at avoids amyapverith economic theory. The most

important points of difference between the econtsraad accountants are as follows:

* The inclusiveness of costs i.e. what should beraat&d from revenue to get
profit.

* Meaning of depreciation

* The treatment of capital gains and losses

* The price level basis of valuation of assets aaloilities

* Although there may be arguments in favor and agirdit generating almost all
firms require earning it. Their rate of earningfeli§ from firm to firm and time to

time.

2.3.2 Theories of Profit

Economists have propounded several theories ofitprdb explain profits of
entrepreneurs. Most of the theories are centereith@ontroversy about the role of the
entrepreneur. In the following section some of finedamental theories of profit have

reviewed in brief.

1. Theory of Risk and Uncertainty Bearing- It was F.B. Hawley who first
developed the theory of risk bearing and concluthed profit is a reward of the
entrepreneurs for bearing risks. But, the theads picked up b Professor F.H.
Knight who divided risk into insurable risk andcertainties. Thus according to
Knight, profit is a reward to the entrepreneur fiss non-transferable function of
bearing non-insurable risk and uncertainties.

2. Dynamic Theory of Profit:- This theory was propounded by J.B. Clark.
According to this theory, 'dynamic changes' in étenomy are the basic causes
of emergence of profits. There is no profit in gtatic economy as no changes
take place. In a dynamic economy there are consthahges in population,
capital, methods of production and industrial spt These changes multiply

wants of consumers, which earn profits to the @némreur.
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3.

Innovation theory of profit:- Joseph Schumpeter singled out 'innovation' from
the dynamic theory of profits and developed econanyg innovation in the
changing world gives rise to profits. In his viewbkge entrepreneur plays an
important role of introducing innovation in an eoamy and profits are the
rewards for his role as an innovator. The innovatmould be changes or

techniques that reduces cost of production or as@e demand for the product.

2.3.3 Need For Profit
Profit is necessary for the following reasons:

1.

Measurement of Performance: Profit is only factor to measure the management
efficiency, productivity and performance. Profittiee most widely used yardstick
to see what really is to be achieved and wherditines to go in the future.
Premium to cover costs of staying in BusinessBusiness environment is full of
risks and uncertainties. to grasp the globally giman technologies, to stay in the
market uncertainties, to replace and acquire siss&t enhancing business scope
etc. require a profit margin.

Ensuring Supply of Future Capital:- Profit is necessary to plough back in the
investments like innovations, business expansiod self-financing. It also
attracts investors for further investment.

Return to the investors- Shareholders provide equity capital to the bessn
because they expect the entity will provide retiarriheir funds at least equal or
above market rate of return. To maintain the shadens expectation, it is most
important that a firm should earn sufficient profib that it can distribute

dividends.

2.3.4 Profitability of Commercial Banks

Banks today are under great pressure tooperfto meet the objectives of their

stockholders, employees, depositors, and borrowusgomers, while somehow keeping

government regulators satisfied that the bank’scigs, loans, and investments are
sound” (Rose, 1991: P, 155) The majority of thedseef the stakeholders are related

with the profitability of the banks. For example, ctase the bank earns profits, the

investors get dividends, employees get bonus, govent gets benefits in forms of taxes

etc. Thus, the foremost objective of the bankésgrofit maximization. As other types

of business entity, commercial banks are also iadgy the profit.
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The major source of funds of the bank is the pub&posit. Commercial banks invest
public deposits on those sectors where they camdtie maximum income or higher rate
of return as the bank is liable to pay certain gitenterest to the public in their deposit.
Hence the investment or granting of loan and adwdrycthem are highly influenced by
profit margin. Generally the profit of commerciark depends upon the interest rate of
the bank, volume of loan provided, time period o&r, and nature of investment in
different securities. However, the bank at the sam®e has to ensure that their

investment is safe from default.

Aspiration of profit to commercial banks seem readide as the bank has to cover all the
expenses as interest to the depositors and otmeinistiative costs, they should make
payment in the form of dividend to the shareholdere contributed to build up the

banks capital and keep aside for the provisionrasdrves. For this the bank calculates
the cost of fund and likely return, if the spreagnough irrespective of risk involved and

absorbs its liquidity obligations, it will go ahe#a investment.

A successful bank is one who invests must of itglfuin different earning asset standing
safely from the problem of liquidity i.e. keepin@sh reserve to meet day-to- day
requirements of the depositors. After all the comuia¢ bank is simply a business
corporation organized for the purpose of maximizimg value of the shareholders wealth
invested in the firm at an acceptable level of.ri8& bank has to make a crucial decision
regarding a mixture of liquidity and profitabilitpause lower the liquidity higher the
profitability and higher the liquidity lower the gfitability and both are equally
important, banks cannot afford to ignore any ohthe

2.4 Legal Provision

Banks and Financial Institutions Regulation Departnent NRB (Directives No. 8/068)
“Provisions relating to Investmentsfollowing Directives have been issued with regard
to investment of financial resourceta licensed institution having exercised the pswe
conferred by Section 79 of the Nepstra Bank Act, 2002.

1. Implementation of Investment Policy and Proceduwgmn Approval The
licensed institutions shall implement the policassd procedures regarding the

investment in Government of Nepal securities, Ndpastra Bank bonds, and
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other corporate bodies’ share and debentures only upen agsproval of

investment policy androcedures by the Board of Directors.

. Provision for Investment in Government of Nepal Bies and Nepal Rastra

Bank Bonds There shall be no restriction as to investment lwy licensed

institutions in thesecurities of Government of Nepal and Nepal RaBaak

bonds.

. Provisions for Investment in Shares and Debenturefdorporate Bodies

» Licensed Institutions shall invest only in the ssarand debentures of
corporate bodies listed in the Nepal Stock Exchaftgr the public issues of
shares. Provided that, where the investment has foeele in the shares and
debentures of corporate bodies which are not ligtethe stock exchange,
and if such listing is not completed within one rydeom the date of
investment, a provision of equivalent to the wharbeount of such investment
be provided and credited to Investment AdjustmezgdRve by creating such
reserve fund. The outstanding amount in such Resgmall not be utilized
for any other purpose till the said shares andr#exsiof the corporate body
are listed. With respect to investment in newlgrmgd corporate body that
where such company is not listed in stock exchamigjgin two years from
the date of operation or investment being madepaigion of equivalent to
the whole amount of such investment be providedaedited to Investment
Adjustment Reserve.

» While carrying out projects such as land develogmkmd purchase and
housing construction for residential purpose anié sad management of
such houses and land pursuant to clause (ad) ebsation (2) of Section 47
of the Banks and Financial Institutions Act, 2006the class "B" licensed
institutions and pursuant to clause (u) of sub-i8edi3) of the same Section
of the same Act, licensed institution shall notestvmore than twenty-five
percent of the core capital of immediately precgamonth.

» While investing in housing construction and landelepment by a licensed
institution, it may invest an amount not exceediag percent of the core
capital maintained immediately preceding monthfdéind to have been
invested more than the limit, the core capital Isbal maintained having
deducted the amount equal to the exceeded invesfroem the core capital.

While making such investment, investment shall laelenonly in the building
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construction and land development companies that baen incorporated as
public companies.

» Licensed institutions may invest in shares and r&#esi of any one corporate
body up to 10 percent of its core capital maintdiaeimmediately preceding
trimester and not exceeding the cumulative amot@istioh investment in all
the companies by more than 30 percent of its capital. Similarly, while
investing in shares and debentures of corporateebolly a licensed
institution, investment shall be made not exceedidgercent of the paid up
capital of the institution in which the investmest being made and not
exceeding 25 percent of the same in case of indtmade in class "D"
institutions. Any amount of investment made in esscef this limit, for the
purpose of calculation of the capital fund, shal deducted from the Core
capital fund.

» Chairperson/member of a parent company shall noallmsved to be the
chairperson or number of the subsidiary companycalse of Directors who
are Directors in the subsidiary company prior su&énce of these Directives
on May 10, 2010, he/she shall have to move frobefbre the upcoming first
general meeting of the parent company or within yesr of issuance of this
directive, whichever is earlier.

4. Provision for Review of Investment Portfolios

» Licensed institutions shall review its investmermrtfolios on half-yearly
basis. With respect to such review, a statememt fitee Internal Auditor of
the licensed institution certifying that the invesits are made according to
the existing investment policy and according tc tBirectives be obtained
and ‘shall also be approved by the managementeofnt$titution within 1
(one) month from the close of the half yearly périd copy of the approval
of the management of the institution shall be stteahiwithin Falgun 15 (end
of February) and Bhadra 15 (end of August) of datal year to this Bank's
Bank and Financial Institutions Regulation Deparitn@nd concerned
Supervision Department.

5. Valuation of Shares and Debentures

» The investments of the licensed institutions inregand debentures shall be

separated company wise according to Directives Rdom3.1, 8.2 and 8.3. It

shall be shown in its assets having evaluatedntiagenually based on the
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purchase price or the market price, whicheverssde Provided that, where
the market price of any company's shares or deleffalis below the cost
price, the difference amount has to be debitetheédProfit and Loss Account
and credited to provision for loss in investmerdaamt.

» Moreover, while evaluating investment, it shall @ato be evaluated
according to the provision made in Points 2 and2(Biwvestment Policy) of
Directives No. 4/067 and the details thereof shalprepared in the format of
Nepal Rastra Bank Directive form No. 8.2.

6. Provisions Relating to Purchase/lnvestment in FixedAssets (House/Land)

For Own Purpose

» The banks of financial institutions incorporatedl am operation under the B
to F1A shall be allowed to purchase/invest in tixed assets. (house/land)
for the self purpose in the case they meet theviatlg terms and conditions:

> Entire pre-operating expenses of the bank/finanksditution is written off.

» The first general meeting is completed upon isdughares to general public
as refund to in the Memorandum of Association/Aescof Association.

» The institution is in profit at the time of purcleasf the property.

» The capital fund is adequate according to the MDires issued by this Bank.
Moreover, in case of purchase of investment in fitked assets without
meeting the said terms and conditions; the amoqguivalent to that to be
deducted while calculating the core capital fund.

7. Additional Arrangement Regarding Investment

» Licensed institutions shall not invest in any sbarsecurities and hybrid
capital instruments issued by any other institundrfA", "B" and "C" class
licensed by this Bank.Provided that, this clauseads applicable in case of
share investment in class "D" institution and ineoof share investment with
approval from this Bank.

» The core capital maintained in the Directives reato investment means, the
core capital maintained at the immediately precgdinmester except

specifically stated otherwise.

Banks and Financial Institutions Regulation Departnent NRB (Directives No.
16/068),“Provisions Relating to Collection of Financial Resmes” following Directives

have been issued, having exercised the powers rcedf®y Section 79 of the Nepal

26



Rastra Bank Act, 2002, with regard to the financedources to be collected by the

institutions licensed by this Bank.

1. Limit for Mobilization of Financial Resources

» The "A" Class licensed institutions may mobilizedncial resources without
any limitation.Provided that in case of borrowingpe third of the total
deposit liability in maximum may be mobilized.

» The "B" Class licensed institutions may mobilizeaincial resources (with or
without interest of all types of deposits, borroggarand debt instruments) up
to twenty times of their Core capital fund. Proddbat in case of borrowing
one third of the total deposit liability in maximummay be mobilized.

» The "C" Class licensed institutions may mobilizeaficial resources (with or
without interest of all types of deposits, borroggarand debt instruments) up
to fifteen times of their Core capital fund. Praaabthat in case of borrowing,
one third of the total deposit liability in maximummay be mobilized.

» The "D" Class licensed institutions may mobilizeaincial resources up to
thirty times of Core capital fund. Provided thategt in cases of clause 12 of
these Directives, collection of deposits from noammbers shall not be

allowed.

Explanation:"Financial resources” means funds collected froougrmembers by way

of deposit, borrowing and debentures.

> For the purpose of monitoring the limit of mobilian of financial resources,
the core capital fund maintained at the last quartetl g¥e considered as the
base.
2. Limit for Institutional Deposit Collection
The "A", "B", and "C" Class licensed institutionsayncollect institutional deposits
from a single firm, company or any corporate bodiesexceeding twenty percent

of its total deposit.

3. Preparation and Application of Rules and Proceduregor Deposit Collection
and Payment
» The licensed institutions shall prepare and appliesr and procedures
covering the types, period, and so on of the dépadisat the institution is to

accept and implement. Such Rules and procedurdt shasubmitted to
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Banks and Financial Institution Regulation Deparithn@nd concerned
Supervision Department of this Bank.

» The licensed institutions shall submit the detaflslormant deposit accounts
which is not in operation for the last ten yeard ant claimed, to this Bank
within one month from the close of each of thedlsears.

» The licensed institutions shall submit the detaifsunpaid dividend not
collected by the shareholder or his/her heir fqyeaiod of five years from
date of declaration to this Bank within one montbnf the closure of the
fiscal year.

» The licensed institutions shall publish, at leastey the particulars of
inoperative deposit accounts or unclaimed depositsunpaid dividend
mentioned under Sub-Clauses (1) or (2) above in rthdonal level
newspapers within one month of the above-mentigreztbd. If the amount
is not claimed even after such publication, the amdas to be deposited
into the account as directed by this Bank.

» The licensed institution may open saving accouny am cases of natural
person, or organizations/ associations (includiogt®# Saving Banks) which
have been established with not profit making oljectin cases of saving
accounts opened by other organizations /institgti@xcept natural persons
and not profit-making organizations, the accouragehto be closed without
delay. Moreover, according to the acceptable bankiorms, the concerned
institution shall have to distinguish the accouhts have to be issued cheque
book and that have not to be issued cheque booklesetwlie books have to be
issued accordingly. Provided that the said prowmsishall not prohibit the
non-natural persons such as organizations, assmEatcompanies to open
accounts earning interests other than saving atsoun

4. Borrowing

» The licensed institutions may borrow funds from Ksmrand financial
institutions,individual, firm, company and corporate body noteading the
limit prescribedn Clause (1) above.

» Notwithstanding anything contained in Sub-clauseibve, the licensed
institutions all take approval of this Bank for bmwing funds or accepting
financial assistance from foreign government or enmational

organizations/institutions.
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5. Provisions Relating to Deposit Transaction
» Licensed banks and financial institutions shall bhetallowed to maintain
deposits and have loan transaction in financiditutons which have been
mobilizing deposit and carrying out loan transawdicaccording to other
prevailing laws. Provided that this provision shadit apply in cases of the
financial institutions established with objectived @arrying out bulk
transaction of micro-finance.
6. Share Deposit scheme may be operated
The licensed banks and financial institution (bgiag to classes 'A’, 'B', 'C' and
'D’) may operate shares deposit schemes subjethetdollowing terms and

conditions:-

» In case the saving depositors under the sharessilepcheme desire to
purchase the shares (promotes group) of the sampaoy, they have to be
eligible to become promoters according to the Barksl Financial
Institutions Act, 2006, the unified Directives issufrom this Bank and the
provisions made in the policy for providing license

» The depositors desiring to change the deposit aelte under the shares
deposit scheme into ordinary shares (promoterspjrdne provisions and
processes referred to in the prevailing laws majatd securities transactions
have to be complied with and at the time of givthg shares of promoter
group to the depositors in such a way, the bankdiaancial institution shall
have to provide the promoter shares to them onér abtaining an approval
from the Nepal Securities Board as well.

> It shall have to be clearly stated in the interpalicies /Byelaws of the
concerned companies that it must be publicizegidnlic information to the
saving depositors desiring to purchase promoteugsehares being involved
in the scheme that shares of promoters group mayubehased only after
fulfilling the required processes having abidedtbg laws and Directives
relating securities subject to the Banks and Fii@nastitutions Act, 2006,

policy provisions made by this Bank and other pilexglaws.

Banks and Financial Institutions Regulation Departnent NRB (Directives No.
15/068),Provisions Relating to Interest Rategbllowing Directives have been issued,

having exercised the powers conferred by Sectioof I8e Nepal Rastra Bank Act, 2002,
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with regard to the interest to be paid for the d#goand interest to be charged for loans

and advances by the licensed institutions.

1. Provisions Relating to Interest Rates
The "A", "B" and "C" Class licensed institutionsaihbe free to fix interest rates
for both deposits and lending, including fixatiod types of interest and

procedures on their own.

2. Prohibition for Fixing Flat Rate of Interest
The licensed institutions other than "D" Classitobns shall not be allowed to
fix flat interest rates on the loan and advances.

3. Interest Rate to be approved
Licensed institutions shall implement the intenedes for deposits and lending,
procedures for calculation of interest, penal eger commission and service
charges only after approval. The institutions magreéase the interest rate for
deposits up to a point of 0.5 percent over the iphbd rates, but in case of
interest rate on lending it should not be highantpublished rate.

Interest rate may be fixed on the agreement betweaak or financial institution
and customer in the case of perpetual fund or e aaf deposit having the
maturity period of more than five years. No proersiof published interest rate
shall be applicable in case of timstitutional deposit to be collected on the basis
of bidding.

4. Submission of Return on Interest Rate
The licensed institutions shall compulsorily fulmibe statements of interest rates
on deposits and lending to Banks and Financial itiigtns Regulation
Department and the concerned Supervision Departofeahts Bank within seven
days of the end of each quarter. Moreover, thedied institutions shall submit all
provisions and procedures relating to interesisrateording to Clause 3 above at
the time of beginning of the implementation andnges made thereto within

seven days.

5. Interest Rates to be published
The national level "A", "B", and "C" Class licensgttitutions shall publish the

particulars according to Clause 4 above at the timeach amendment made in
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the interest rates on deposit and lending in natiahaily newspapers.The
regional/ district level institutions shall publishe particulars of changes in the
requirement of about the minimum level of balanoebe maintained in the
regional/district level newspapers. Provided thet tD" Class institutions may

publish the rates putting the information on itéic@board.

6. Provisions of recording interest income
The interest accruals on loan and advances shaidegnized as income on cash
basis only. The interest accrued but not realinechsh shall be recognized in the
year of cash realization and the account shallelsenciled accordingly. Interest
receivable for a period shall be debited to "indereceivable account” and credit

to "interest suspense account”.

7. Provisions relating to providing interest

In situation where interest on credit/lending bykeand financial institutions on
a quarterly basis, interest shall be credited ¢osdivings account of depositors at
least on every 3/3 months basis. Interest to beiged to depositors shall be
provided at least on average deposit balance okwaenth, quarter or other
duration on the basis of which the interest habdaalculated according to the
policy of the concerned bank and financial insitatto provide interest on
deposit liability.

(Note: "Average deposit balance" means the aveddgdaily closing balance to be

maintained after the end of daily transaction. &xample, the procedures according to
which licensed banks and financial institutions @sehave calculated interest on the
remaining amount of credit and lending, the sanuceuiures shall be applied in the
calculation of the interest.)

8. Action for Non-Compliance of provisions relating tointerests rate
If the licensed institutions are found not compdyinith the Directives relating to

branch/ offices, actions may be initiated underNlepal Rastra Bank Act, 2002.

2.5 Review of Related Research
Bajracharya (1995), “Rastriya Banijya Bank: A comparative performanaglgt states
the growth of commercial banks is not consistemi; growth of local banks and JVBs.

The mobilization of rural savings is better in cadelocal banks. Credit expansion is
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decreased in local banks than JVBs. Credipodit ratio is better in JVBs. Non
performing loan is greater in local banks and pabifiity is greater in JVBs. Local banks
are forced to open and continue their branchesiral areas therefore the competition
among the local banks and JVBs is not healthy.

Dhungana (1998),“Problem encountered by the Nepalese financialtesys, NRB
Samachar, Annual Publication, 2053 B.S., highlightee major weakness of the banking
sector, mainly of RBB and NBL. According to the teri the financial sector is
dominated by banking sector and which in turn, esnohated by two old government
owned banks. These two banks constitute the largestponent of total deposit of
banking system. These two banks suffer from varipusblems, which results the
unsound health of the banking industry of Nepale Tiajor weaknesses of these banks
are.

» Concentration of loan to limited borrowers

» Large number of branches with limited transaction

» Inefficient staff and absence of manpower develagraad planning

* Poor supervision and follow up after credit disleangnt

» Insufficient records and bookkeeping

* No application of modern banking equipments in bardaches

* To improve the productivity and quality of bankisgctor the authorities have

created a new environment given raise to JVBs.

Kunt and Harry (1999), in the journalWorld Bank Policy Research Working Paper No.
1900. under the topi¢Determinants of Commercial Bank Interest Marginsida
Profitability: Some International Evidencesays that differences in interest margins
andbank profitability reflect a variety of determiris: bank characteristics,
macroeconomic conditions, explicit and implicit kamaxation, deposit insurance
regulation, overall financial structure, andlarlying legal and institutional indicators.
A larger ratio of bank assets to gross domestidyrband a lower market concentration
ratio lead to lower margins and profits, contrajlifor differences in bank activity,
leverage, and the macroeconomic environment. Foreamks have higher margins and
profits than domestic banks in developing countrnésle the opposite holds in industrial
countries. Also, there is evidence that the corgotax burden is fully passed onto bank

customers, while higher reserve requirements areespecially in developing countries.
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In the report and recommendation of the presidérisian Development Bank to the
board of directors on a Proposed loan and techagsistance grant to the Nepal for the
corporate and financial governance project pubtisine2000 A.D. clearly discussed on
the financial difficulties of State-Owned Financlaktitutions. The report states that all
state-owned financial intermediaries face finandifficulties, although the extent of the
problems is difficult to assess in the absencesbiélsle financial information. The poor
performance can be attributed to deficiencies irvegoance, lack of commercial
orientation and managerial skills, as well as ima@ee policies. Financial record keeping
and auditing are not of international standards$erfral monitoring, evaluation, and
supervision are weak, as is the system of appramshfollow-up on loans. The problems
are most acute for the two government-controllethroercial banks, RBB and NBL,
which dominate the banking system with about 70cemr of total assets. A recent
international audit indicates that both banks susterious, critical shortfalls in all key
areas, and that both are technically insolventh wigative worth estimated at up to 7
percent of GDP. Although deposits are presumedetaniplicitly guaranteed by the
Government, a systemic banking or fiscal crisis |l@doemerge if problems remain

unaddressed. World Bank assistance in this arebdeasrequested.

2.6 Review of Unpublished Thesis
Khadgi (2006), conducted the study ohnvestment Policy Analysis of SCBNL Bank
Ltd.” and submitted to Shanker Dev Campus in partiallluént of the requirement of

Degree of Master in Business Studies.The main tbgscof the study are:

» To study the resource mobilization and investmetitp of SCBNL Bank.
» To find out the relationship between deposit an&tment trends of the bank.
* To evaluate profitability, risk, liquidity and assenanagement of the bank.
» To find out the current and future investing stggtef SCBNL Bank.
« To provide suggestions to improve investmenticpaand performance of
SCBNL Bank based on the findings of the study.
The study concluded that,

* The liquidity position of SCBNL bank is below themal level. The return on
assets ratios has a fluctuating trend with medn wdt2.02% on an average. The
C.V. of 32.67% shows that the ratio seems incoasisand variable during the
study period.
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The return on loan and advances ratios is in isongarend with the mean value
of 4.34% in an average. The ratio seems to bevisable and consistent.

The interest earned to total assets ratios is ¢ne@sing with mean of 6.47% in an
average. The ratio during the study period seem®beoconsistent and less
variable.

The interest earned to total outside assets réfiound to be 8.37% in an average
during the study period. The C.V. of 23.17% indésatthat the ratios are
consistent.

The analysis shows that the SCBNL Bank has ave8&8y®6 income margin from
outside assets. If the margin is higher than @b&ind, the bank will be on profit.
The interest paid to working fund ratios is in d&ging trend with 2.54% in an
average during the study period. The ratio seem®¥eoconsistent and less

variable.

Sapkota (2007),completed the studyProfitability Benchmarking of NB Bankand

submitted to Shanker Dev Campus in partial fulfdhm of the requirement of Degree of

Master in Business Studies.The main objectiveb®fttudy are as follows.

To examine the profitability situation of the JVnaindustry as a whole and
sample banks.

To analyze the profitability trend of NB Bank areetJV bank industry over the
last five years.

To ascertain the comparative position of profitépibf NB Bank with respect to
other JV Banks.

The Major findings of the study were;

NB Bank’s past and present earning generating pates assessed as low in
many parameters of profitability in comparison be tindustry as well as other
joint venture banks in the country.

The risk inherent in the loans and advances is.higje contribution of interest
income to total income in year 2062/63 is 78.59%levthe rest contribute only
21.4%. So, the bank should look to increase théb&sed income as it provides
safe and good returns.
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The credit deposit ratio of the bank stands at T%e year 2062/63. Although
this is good from the profitability aspect, theruld be potential problems of
liquidity.

The net profit of the NB Bank had registered siigatifiit growth in the early years
posting increases upto 8.6% in the first two yediawvever, in the previous three

years, it decreases sharply.

Sanjel (2008),has carried out a research work on the tdpinalysis of Investment

Policy of Commercial Bank™The main objective of the present study is to ymekthe

liquidity position as well as the investment poliagtopted by NBBL, HBL and SCBNL

and comparison of such between themselves. Preddetibankers are facing a huge

tension of liquidity and this is not a good sigt@kard the performance of the banks. The

study focuses whether it is backward or forwardinwesting its fund efficiently in

industry average. The specific objectives of thelgiare given below;

To evaluate the liquidity, assets management, ieffay and profitability of

HBL,NBBL and SCBNL

To analyze the deposit utilization trend of the HBIBBL and SCBNL.

To analyze the relationship between total investméitn other financial variables
of HBL, NBBL and SCBNL and comparison between them.

To recommend the package of workable suggestiodspassible guidelines to
improve investment policy of HBL, NBBL and SCBNLd®l on the finding of
the study.

Based on this study, her major findings were;

The mean ratio & CV of current ratio of SCBNL igistactory. Only the SCBNL
seems capable of paying current obligations. The td HBL seems improving
but the NBBL ' trend is deteriorating.

The mean ratio & CV of cash and bank balance tal @é¢posit ratio of HBL is
higher. Higher ratio of HBL shows that it is able serve the demand of its
customers i.e. it is operating at the lower riskeTmean ratio of SCBNL and
NBBL are lower than HBL but seems satisfactory. tba basis of CV it can be
conducted that the ratio of SCBNL and NBBL are mooasistent than that of
HBL.
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The mean ratio and CV of cash and bank balancartertt assets ratio of HBL in
higher. NBBL takes place after HBL. SCBNL is alsdisfactory position and has
more consistent on the ratios. The ability of HBLnake the quick payment of its
customer deposits on the basis of its most ligagets i.e. cash & bank balance is
higher.

The mean ratio & CV of investment in governmentusgies to current assets
ratio of SCBNL has been found higher and more ctest. SCBNL has better
position, HBL has average and NBBL from the poihtview of investment in

government securities is poor.

Shrestha (2010)has carried out a research work on the tépigact of Investment on

Economic DevelopmentThe main objective of this study attempts to assles role and

impact of investment on economic development ofcthentry.

The main objectives of this study are as follows:

To analyze the present position of commercial baegarding investment policy.
To analyze investment trend and their projectiosedécted commercial banks.
To identify investment sector of selected comméituzaaks.

To assess the impact of investment policy on perémice.

To make the suggestion, recommendation of the study

The major findings of this study are;

Mean ratio of HBL investment to total commerciahksa investment is 10.64%
which is extremely higher than that of other battksotal commercial banks. The
portion of HBL Investment is increasing every yaarthe Total Investment of

Commercial banks.

NSBL has invested most of their fund in governmeadurities than other banks.
Likewise NIBL. HBL, SCBNL and NIBL has started toviest in other sector from

FY 2062.

All the banks has invested fewer funds to sharecapital of other company. The
commercial banks mostly invest on government seesyiNRB bond and share
and debentures of other company.

The mean ratio of Investment of Total deposit oftHB 31.60% which is higher

than other banks. Likewise NIBL, BoKL, SCBNL and BIS Loan and advances

is also another type of Investment of Commerciakba
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» Growth ratio of deposits of SCBNL is 31.31% whichhigher than that other
banks and HBL has 8.72% which is lower growth ratiaeposit. All the banks

are increasing their deposit.

Lamsal (2011)has carried out a research work on the togiobilization of Deposit &
Investment of Nabil Bank LimitedThe major objective of the study is to analyze the
deposit and investment position of NABIL bank ahd tther specific objectives are as

follows.

* To explore the deposit and investment trend of NABI
* To assess the impact of interest rate on depokgtction by the NABIL.
* To examine the relationship between deposit anesiment of NABIL.

» To compare the performance of deposit and investofddABIL.
The major findings of this study are as follows.

* The current deposit, saving deposit, and margirosie@re in fluctuating trend
over the study period and the call deposit anddfideposit are in increasing trend
over the study period.

* The total deposit of NABIL is in increasing tremdkY 2063/064 the total deposit
IS Rs.19347.39 millionand then increase by 20.65% in the fiscal yeadZ1&5,
32.73% in FY 2065/066, 17.02% in FY 2066/067 an®@% in FY 2067/068.

» Current deposit to total deposit ratio is in fluting trend the highest CD to TD
ratio is 17.03% in FY 2067/068 and the lowest rago14.55% in the FY
2065/066.

* The saving deposit to total deposit ratio is inrdasing trend, the highest SD to
TD ratio is 45.33% in FY 2062/63 and the lowesiorag 29.33% in FY 2067/068.

* The fixed deposit to total deposit ratio is in E&sing trend except FY 2067/068.
The highest FD to TD ratio is 33.99% in the FY 2@&8 and the lowest ratio is
17.83% in the FY 2063/064.

* The mean value of CD to TD, SD to TD and FD to TB 20.90, 54.95 and 15.90
respectively and standard deviation is 4.15, 14rk%56.99 respectively.

e Growth ratio of total deposit of NABIL during theepod of study is 24%. So, it

can be said that NABIL has the satisfactory positioterm of collection deposit.
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Growth ratio of total credit is 25% under the pdriof study which is high in

compared to the growth ratio of total deposit24%.

Shrestha (2012),in her study A Comparative Study on Investment Policy of Joint
Venture Banks’has studied primarily of four commercial banks Hmalayan Bank
Ltd., Nepal SBI Bank Ltd., and Everest Bank LtdB&nk of Kathmandu Ltd. The main

objectives of her studies are as follows.

» To compare, analysis & evaluate the investmentcpobf these four
commercial banks.
* To evaluate, liquidity, activity & portfolio ratiosf these banks.

» To find out the deposit collection & the effectiwss of fund mobilization.
The Conclusion of the research study is as follows:

* HBL is more successful in mobilizing the fund inoper way in
comparison to other three commercial banks.

» All these banks should have to increase the depoBéction, investment
in securities shares & debentures.

* All banks should be in rural areas & have to takectives marketing
strategy for their promotion.

* New technologies have to be introducing so to dgvelew banking

system.

2.7 Research Gap

Since so many years the study has been done otopine investment analysis and
Profitability analysis. Most of the studies areated with investment , deposit and
profitability. They mainly focus on the data avall However, such special study
related to impact of investment on profitabilityadysis has been limited. In this study,
the researcher has attempted to evaluate the ingfaictvestment on profitability of
Nepalese commercial bank, in order to know sometloaut the practical experience of
impact of investment on profitability analysis. 8us study will be fruitful to those
interested persons, students, scholars, stakehdladl Society, teachers, businessmen

and government for academically as well as polexspective.
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The study has been different from other studies has follows different types of tools
and techniques. This study follows the financialtoas well as statistical tools for data
analysis and presentation, financial tools likefedént types of ratios, profitability
position analysis, growth ratio analysis and dtiaastools like correlation analysis, trend
analysis, and probable error etc.
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CHAPTER - THREE
RESEARCH METHODOLOGY

A systematic study needs to follow a proper methugio to avhieve pre determine
objective. Research methodology may be definechayStematic process that is adopted
by the researcher in studying problem with certaective and view”. In other word,
research methodology describes the methods an@gs@pplied in the entire aspect of
the study focus of data, data gathering instrunagrt procedure, data tabulating and
processing and methods of analysis. It is reallgethod of critical thinking by defined
and redefining the problems, formulating hypothesisuggested solution and collecting

and organizing and evaluating data, making dedn@iw making conclusions.

Research methodology is a path from which we calvesaesearch dilemma
systematically to accomplish the basic objectivettod study. It consists of a brief
explanation of research design, nature and sowfcdata, method of data collection and

methods of tools used for analyzing data.

3.1 Research Design

A research design is the arrangement of condifionsollection and analysis of data that
aim to combine relevance to the research purpote egonomy in procedure. Research
design is the plan, structure and strategy of igason conceived so as to obtain
answers to research questions and to objectivhi®fstudy.To achieve the objective of

this study, descriptive and analytical researcligiesas been used.

It is the process which gives us an appropriate teageach research goal. It includes
definite procedures and techniques which guide ufiiceent way for analyzing and

evaluating the study.This study is carried out Bing both quantitative and qualitative
analysis methods.Mostly, secondary data has beesh fos analysis, but the discussion
and personal interview with the concerned emplopédise selected bank is also used for
gualitative analysis. Hence, research design of $hiidy is based on descriptive and

analytical method.

3.2 Population and Sample
There are 32 commercial banks in Nepal accordinR®B . Out of these, SCBNL is
selecte to analyze working capital management. d@heual financial report is the

population of the study.It is quite difficult to @gt the whole population in this study,
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sample of the 5 years financial statements are ftakihe study.The sample of the study

comprise financial ststement, balance sheet arfit grinss a/c of SCBNL.

3.3 Nature and Source of Data

For the purpose of this study, data are collectathiy from the secondary source. The
secondary data are based on the second hand infonm&econdary data were gathered
much more quickly than primary. Secondary source laulletins and newspapers of
selected banks, annual reports, official documeeference material collected from

library. The data published in the annual repoftthe respected banks, various journal,
periodicals and reports published by central bant te article, books and news

published in the respective subjects shall be takienconsideration. So any mistakes and
misrepresentation will affect the outcome of thedgt Thus it is assumed that all of data

here in are correct and accurate.

3.4 Method of Data Collection

It indicates the sources of data and how they ci@tkIn this study data are collected
through published sources.They were collected ftloencorrespondent offices and their
respective websites.The annual reports of SCBNLBNblications,the data regarding
the profile of SCBNL and other related documentsreweollected from internet
websites.Unpublished master's thesis, books, Eseapers, articles,journals have been
collected mainly form Centre Library of Tribhuvamiversity, library of Shanker Dev
Campus and NRB Magazines and newspapers were fsnogemed authorities.

After collecting data, as necessarily required,ytheere separated and analyzed
presentation and analysis of the collected dathesmain theme of the research work.
Collected data were first presented in systemia@nner in tabular forms and then
analyzed by applying different financial and stated tools to achieve the research
objectives. Besides these, some graph, chartsadnbelsthave been presented to analyze

and interpret the finding of the study.

3.5 Method of Data Analysis

Method of data analysis is the raw data procestngnique to find out the result for
making decision. Financial as well as statistioalg are used to analyais of data.

3.5.1 Financial Tools
Financial analysis is the process of identifying fimancial strengths and weaknesses of
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the organization by properly establishing relatlops between the items of the balance

sheet and the profit and loss account.

Ratio analysis is a powerful tool of financial aysaé. A ration is designed as the
indicated quotient of two mathematical expressiand as the relationship between two
or more variables. In financial analysis, ratiocused as a benchmark for evaluating the
financial position and performance of a firm.Theaficial tools used in this study are as

follows.

a. Percentage Change: 70 find out the changing positions of different@mt this
ratio is used. This ratio is calculated to meashesacceleration or retardation of
any variables to the company is to take the swetalection. It is calculated in

following way:

Amount of This Year - Amount of Last Year
Annual percentage change—=

Amount of Last Year

b. Credit Deposit Ratio: - To find out the effective utilization of availab$®urces

this CD ratio is used and to find out CD ratio deling formula is used.

Credit

Credit deposit ratio (CD Ratio) Deposit

Where, cash and bank balance includes cash on Haraign cash on hand,
cheques and other cash items, balance held abiaddl deposits consist of
deposits on current account, saving account, fixecbunt, money at call and

short notice and other deposits.

c. Total Investment to Total Deposit Ratio:- Investment is one of the major
sources of earning of profit. This ratio indicabtesv properly firm’s deposits have
been invested on government securities and shardsdabentures of other

companies. This ratio is computed by using follagyviormula:

Total Investment toTotal Deposit/2tal/nvestment
Total Deposit

Where, total investment includes investment on gawvent securities, investment
on debentures and bonds, share in subsidiary caegpashares in other

companies and other investments.

d. Net Profit Margin:- The ratio signifies the effectiveness of expenses

management and cost control and gives the diredtothe management for
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service pricing policies. It means how much of toéaenue has been declared as
net profit after all the charges are over up. Thghdér ratio means the

management has been able to control its operatomsés and maintain efficiency.

. . Net Profit After Tax
Net Profit Margin = -
Total Operating Income

e. Return on Total Assets (ROTA):-The ratio is a primary indicator of managerial
efficiency. It indicates how efficiently the assetsre utilized by the bank. The
ratio measures how far the management has utiéitethe assets of the bank for
profit generating activities. Higher ROTA indicatésgher efficiency in the
utilization of the total assets and vice versa.

Net Profit After T
Rrturn on Total Assets (ROTA) = rofit After Tax

Total Assets

f. Return on Equity (ROE):- Equity refers to the owner’s claim of a bank. The
excess amount of total asset over outsider’s ltadslis known as shareholder’s
equity. It is also known as net worth. This rati@asure how prudently the
management has employed shareholder’s fund kedpengterest of shareholders
and maximize their net worth. It is the measurenoénhe rate of return available
to the bank’s shareholders. The ratio provides ahmpany to deliver a good
return on equity. This ratio is calculated by dimgl net profit by total equity

capital.

Net Profit After Tax

Rrturn on Equity (ROE) “Shareholder Equity

g. Return on Loans & Advances:-This ratio shows the return on loans and
advances during the year. Higher ratio of net inedamloans & advance is

better.

Net Profit After Tax
Loans & Advance

Return on Loans & Advances

3.5.2 Statistical Tools
Statistical tools are used to analyzed the relabgnbetween two or more variables and
to find how these variables are related.In thiglgfiollowing statistical tools are used.
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a. Arithmetic Mean or Average:-The mean or average value is a single value
within the range of the data that is used to represll the values in the
series.Since an average is somewhere within thgerahthe data, it is also called

a measure of central value. It is calculated by;

Mean(X) = %

Where,
X = Arithmetic Mean
X = Sum of values of all items, and,
N = Number of items

b. Standerd Deviation:- The standard deviation is the measure that is roibsh
used to describe variability in data distributidnsan be thought of as a rough
measure of the average amount by which observatieviate on either side of the
mean.Denoted by Greek letter's (read as sigma)datd deviation is extremely
useful for judging the representatives of the m&iandard deviation is calculated

as;

Standerd deviatiof) = Z(Xl\:i)z
Where,
o = Standerd deviation
Y(X—X)? = Sum of squares of the deviations
measured from arithmetic average.
N = Number of items

c. Coefficient of Correlation:- Correlation is a statistical tool design to meaasthe
degree of association between two or more varidhlesher word if the changes
in one variable affects the changes in other véejtien the variable are said to be
co-related when it is used to measure the reldtiprisetween two variables, then
it is called simple correlation.The coefficientaafrrelation measures the degree of
relationship between to sets of figures. Amonguéigous methods of finding out

coefficient of correlation, Karl Pearson's methsdpplied in the tudy.The result
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of coefficient of correlation is always lie betweeh and -1.The formula for the

calculation of coefficient of correlation betweera®d Y is given below.

Y X1Xo

‘/ZXIZ ¥ x,2

r=

Where,
r = Correlation coefficient
XXy = % - X1
Yx, = Xo- X5

Under this topic,Karl Pearson's correlation coéffit is used to measure the degree of

relationship between the following variables.

1. Coefficient of correlation between Total Investmantl Net Profit.

2. Coefficient of correlation between Total Depositidman & Advances.
The interpretation of calculated valve of correatcofficient by following way.

If r = 0, then there is no correlation between ajales.
If r > 0, then there is positive correlation betwemriables.
If r <0, then there is negative relation betweanables.

If r = +1,then there is perfect positive correlatio

YV V. V V V

If r = -1, then there is perfect negative correlati

d. Coefficient of Determination (r?):- The coefficient of determination is a measure
of the degree of linear association or correlati@tween two variables one of
which happens to be independent and other beingndigmt variable. In other
words coefficient of determination measures thecqaiage total variation
independent variables explained by independentabi®s. Zero to one is the
ranging measurement of this coefficient of multigiterminations. If R2 is equal
to 0.75, which indicates that the independent emused in, regression model
explained 75% of the total variation in the dependeriable. If the regression
line is a perfect estimator R2 will be equal to when there is no correlation the

value of Rz is zero.
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e. Probable Error of Coefficient. of Correlation:- The probable error is a measure
of as certainty the reliability of the value of adPson’s coeff. Of correlation. If
the probable error is added to and subtract fraencteff. of correlation, it would
gives two such limits within which we can reasonadatcept the value of coeff. of
correlation to vary. The formulae for finding otlnet probable error of the Karl

Pearson’s coeff. of correlation is:
P.E(r) = 0.6745 x 1-ra/n
Where,
P.E(r) = probable error of coeff. of correlation.
r = Coefficient of correlation.
n = No. of pairs observation.

If r <6 P.E(r), the value of ‘r’ is not significano matter how high r value.i.e. there is no
evidence of correlation between the variables.

If r > 6 P.E(r), the value of r is significant,.i@rrelation is significant.

f. Least Square Linear Trend Analysis:-Trend analysis has been a very useful
and commonly applied statistical tool to forechst future events in quantitative
terms. On the basis of tendencies in the dependerables in the past periods,
the future trend is predicted. This analysis takeshistorical data as the basis of
forecasting. This method of forecasting the futurend is based on the
assumptions that the past tendencies of the varaia@ repeated in the future or
the past events affect the future events signifigairhe future trend is forecasted

by using the following formula.
Y =a+ bx
where,

Y = the dependent variable
a = the origin i. e. arithmetic mean
b = the slope coefficient i. e. rate of change

X= the independent variable
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CHAPTER- IV
PRESENTATION & ANALYSIS OF DATA

To find the answer of research problem, the caléatata are necessary to present and
analyze by processing. This chapter will presest data on table & figure.The main
objective of the study is to present data and aealhem with the helps of various
financial and statistical tools.This chapter cotssisf analysis and presentation of
empirical data.The important variables are verysdgse and taken into consideration,so
this chapter will present the analysis of compos@iftdeposit an investment. The major
ratio for the study is profitability ratio.The valiles of the ratio indicated above are also
tried to study in details.

4.1 Deposit Position Analysis

Deposits are the main sources of resources to mesting demands of financial

existence. The existence of commercial banks basobepends upon the mobilization of
deposits. It is important that commercial bank’east policy is the essential policy for
its existence. The growth of bank depends primandgn the growth of its deposit. The
commercial banks may function well when they haveugh deposit. Higher the volume
of deposit, higher will be the volume of lendingdamvestment which again creates

higher volume of profit.

There is a great need of such deposit in develogiogntries. Banks being the
intermediate accepts this sort of money and helghannelize this in productive sector.
So the importance of banks and financial interméeias higher too and so SCBNL also

tries to mobilize as much as possible deposit to geore profit.
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Table: 4.1
Deposit Position of SCBNL

Rs. In Millions

Year Current Saving Fixed Margin Call Total %

(B.S) Deposit | Deposi Deposit | Deposit | Deposit | Deposit | Changes
2064/065 | 4681.94 | 14597. | 2136.30| 509.42 1135.69 23061.05 -
2065/066 | 4794.53 | 15244.31 | 3196.49| 486.10 925.51 24647.01 6.88
2066/067 | 6174.56 | 17856.1. | 3301.01 474.04 1938.2%5 29743.99 20.68
2067/068 | 5752.1 19146.( 7101.70 251.24 2973.06 35224.1 18.42
2068/069 | 9763.15| 12430.. | 9175.07| 377.96| 3563.24 35309.52 0.24

Source: Anual Reports of SCBNL frc2064/065 to 2068/069

Figure: 4.1
Deposit Position of SCBNL

Rs. In Millions

40000 -
35000 -
30000 -
25000 A
20000 A
15000 -
10000 -

v

a
|

5002 :’_ ! _l
o

—

6 A
¢
& 3
S

1

1

/\
4
>

Fiscal Years

—

el
\Q‘o

HCu

M Fix

i

)
©
D

rrent Deposit

Saving Deposit

ed Deposit

= W Margin Deposit

m Call Deposit

Total Deposit

Source table 4.1 andyfire 4.1 shows the deposit position of SCBNL. total deposit of
SCBNL in 2063/64s Rs.23061.05million. During the next five year the total deposi
SCBNL is in increasig trend. In the fiscal ye«2068/069the total deposit of SCBNL

Rs. 35309.52million. The currnt deposit, saving deposit, fixed deposit and nme

deposit are in fluctuating trenand call deposit is in increasirigend ove the study

period.
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Figure: 4.2
Trend of Total Deposit of SCBNL
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Source figure 4.2 shows the total deposit of SCBNib increasing trend in FY 2064/065
the total deposit is R23061.05million and then increase by 6.88% in the fiscahrye
2065/066, 20.68% in FY 2066/067, 18.42% in FY 2068/and 0.24% in FY 2068/069.

4.1.1 Different Types of Deposit to Total Deposit &ios

This ratio measures the proportion of differentetyyd deposit it total deposit. There are
mainly three type of deposit in commercial bankeuirent deposit is a running account
with amounts being paid into and drawn out of tbeoant continuously. These accounts

are also called demand deposits or demand liaslisince the banker is under an

obligation to pay money in such deposits on demand.

The saving deposit bears the features of both efcthrent and fixed period’s deposits.
Saving accounts are mainly meant for non-tradirgjauers who have some potential for
saving and who don’t have numerous transactionsriagttheir account. While opening

the account the minimum compensating balance diffeording to the banks rule.

Fixed account means as account of amounts depdsitadbank for certain period of

time. The customers opening such account depaasitioney in the account for a fixed

period.
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Table: 4.2

Different Types of Deposito Total Deposit Ratios of SCBNI

Rs. In Millions

Year Current | Saving Fixed Total CDto SD to FD to
(B.S) Deposit | Deposit | Deposit | Deposit TD TD TD
2064/065| 4681.94| 14597." | 2136.30| 23061.05 20.30 63.3( 9.26
2065/066| 4794.53| 15244.3i| 3196.49 | 24647.01 19.45 61.8¢ 12.97
2066/067| 6174.56| 17856.1. | 3301.01| 29743.99 20.76 60.0¢ 11.10
2067/068| 5752.1 | 19146.( | 7101.70| 35224.1 16.33] 54.3¢ 20.16
2068/069| 9763.15| 12430.. | 9175.07| 35309.52 27.65 35.2( 25.98

Mean 20.90 54.9¢ 15.90

S.C() 415 | 11.5¢ 6.99

Source: Anual Reports of SCBNL fra2064/065 to 2068/069

Figure: 4.3

Trend of Different Types of Deposito Total Deposit Ratios of SCBNI
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Source table 4.2nd figur¢ 4.3 shows thenajor types of deposit and their proportior

the total deposit are shown. Current deposit @ e posit ratio is in fluctuating trend t
highest CDto TD ratio is 27.65% in F*2068/069 and the lowesatio is 16.33% in th
FY 2067/068.The saving deposit to total deposit ratio is inrdasing trend, the highe
SDto TD ratio is 63.30% in FY 2063/ and the dwest ratio is 35.20% in F2068/069.
Similarly, the fixed deposit to total deposit rati® in increasing trend except F
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2066/067. The highest FD to TD ratio is 25.98%hie@ EY 2068/069 and the lowest ratio
is 9.26% in the FY 2064/065. In each fiscal yeasirgp deposit to total deposit ratio is
higher than other ratios it means the proportiorsafing deposit is higher than other
deposit of the banks.

4.2 Investment Pattern of SCBNL

Investment usually means the sacrifice of the atirraoney for future money. The
sacrifice takes place in the present and the res@mks later, if at all, and the magnitude
is generally uncertain. However, Shrestha (2002ciiees investment as utilization of
saving for something that is expected to producgfitpor benefits. Investment is
employment of funds to achieve added income or trow value. It involves the
commitment of resources put off from current congtiom with hope of capitalizing
some benefits in future. It includes both real assed financial asset .Real asset
investment denotes the tangible assets like bgldand, machinery, factory and the like.
On the other hand, financial asset investment atdg papers representing an indirect
claim to real asset held by someone else. .Nevesghereal asset is less liquid than

financial asset.

“Investment is any vehicle into which funds canpb@ced with the expectation that will
preserve or increase in value and generated pesiiturns” (Gitman & Joehnk, 1990:
265).

“Investment is the current commitment of funds #operiod of time to derive a future
flow of funds that will compensate the investingtuor the time funds are committed,
for the expected rate of inflation and also for ent&inty involved in the future flow of
the fund$§( Frank & Reilly, 1972: 299)

The above definitions describe that an investmsrthé allocation and mobilization of

funds for a certain time period to acquire someaekenefit or extra attachment with

mobilized fund.
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Table: 4.3
Investment Pattern of SCBNL

Rs. In Millions

Sector 2064/065| 2065/066| 2066/067| 2067/06¢ | 2068/069
Nepal Govt. T-bills 7210.5 | 5995.10 7157.78 9050.9¢ | 7878.57
Nepal Govt. Saving Bon 1296.54| 1046.077 917.15 917.1¢ 648.15
Nepal GovtOther Securitie 128.83 66.76 62.73| 30.62 4.79
Local licensed Institutior - - - 250.6: 380.0
Foreign Banks 4190.34| 4603.35 5675.04 9895.7: | 10844.95
Corporate Share 15.34 44.94 106.04| 106.9: 106.93
Corporate Debentures & Bor - - 8.49 8.5 -
Total Investment 12841.55| 13556.23| 13927.2 | 20260.! | 19871.89
Less: Provisions 3.00 3.00 24.37 | 24.38 24.37
Net Investments 12838.55| 13553.23| 13902.82| 20236.1. | 19847.51

Source: Annual Reports of SCBNL fr2064/065 to 2068/069
Figure: 4.4
Trend of total Investment of SCBNL
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Sourcetable 4.3 shows the investment pattern of SCBNeg,rtiajor sector of investme

are Nepal Govt. T-billsNepal Govt. Saving Bon, and Nepal Govt. Other Securit,

Local licensed Institutior, Foreign Banks, Corporate Shamed Corporate Debentures

Bonds The SCBNL invest the high amount in the Nepaltgtreasur bills in each year

except the yeaR067/06; it is risk free assets for investment. The inwesit trend ir
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treasure bills is in fluctuating trend over thedstiperiod, the amount of investment in
each year is Rs. 7210.5, 59995.10, 7157.73, 90p@0®MB.57 respectively in each year
respectively.

The second highest investment sector of SCBNLnsido banks, the amounted invested
by SCBNL in foreign banks are Rs. 4190.34, 4603535/5.04, 9895.71, 10844.95
million respectively in each year. The trend ofestment in foreign bank is in increasing
each year.

The third investment sector is Nepal governmeningglbonds which holds Rs. 1296.54,
1046.07, 917.15, 917.15, 648.15 million each yeapectively. The trend of investment
is in fluctuating over the study period.

Investment in the corporate share is in increasiagd over the study period and the
investment in the corporate bond is only the figeslr 2066/067 & 2067/068. Investment
in Nepal government other securities is decreasiey the study period and other sector
investment are in fluctuating trend over the stpdyiod. The total investment of SCBNL

is in increasing trend over the study period extieptyear 2068/069.

Table: 4.4
Investment Pattern of SCBNL in Percentage

Rs. In Percentage

Sector 2064/065 2065/066| 2066/067| 2067/068| 2068/069
Nepal Govt. T-bills 56.1 49.2 514 44.7 39.6
Nepal Govt. Saving Bonds 10.1 8.7 6.6 4.6 3.3
Nepal Govt. Other Securities 1.32 0.5 0.5 0.1 -
Local licensed Institutions - - - 1.3 1.9
Foreign Banks 32.6 41.0 40.7 48.8 54.6
Corporate Share 0.2 0.3 0.8 0.5 1.0
Corporate Debentures & Bongls - - 0.1 - -

Total 100 100 100 100 100

Source: Appendix VI
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Figure: 4.5
Investment Pattern of SCBNL in 2064/065
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In the fiscal year 2064/065 the major proportion afestment of SCBNL hold by Nepal
government treasury bills which holds 56% out ¢éatinvestment and the other sector of
investment are Nepal government saving bonds, OGgkeurities and Foreign banks
which holds 10%, 1% & 33% respectively.

Figure: 4.6
Investment Pattern of SCBNL in 2065/066
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The above figure show that the major proportiomaéstment of SCBNL hold by Nepal
government treasury bills which holds 49% out détenvestment in 2065/066 and the
other sector of investment are Nepal governmentngabonds, Other securities &
corporate share and Foreign banks which holds19%a& 41% respectively
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Figure: 4.7
Investment Pattern of SCBNL in 2066/067
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In the fiscal year 2066/067 the major proportion afestment of SCBNL hold by Nepal
government treasury bills which holds 51% out ¢atinvestment and the other sector of
investment are Nepal government saving bonds, Oibkeurities, corporate share &
debenture and Foreign banks which holds 7%, 2% % d€spectively.

Figure: 4.8
Investment Pattern of SCBNL in 2067/068
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Source figure 4.8 show that the major proportionirafestment of SCBNL hold by
Foreign banks which holds 48% out of total investinia the fiscal year 2067/068 and
the other sector of investment are Nepal governnsemtng bonds, Other securities,
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corporate share & Local licensed institution ang&egovernment treasury bills which
holds 5%, 1%, 2% & 44% respectively.
Figure: 4.9
Investment Pattern of SCBNL in 2068/069
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Source figure 4.9 shows that the major proportibrineestment of SCBNL hold by
Foreign banks which holds 54% out of total investima the fiscal year 2068/069 and
the other sector of investment are Nepal governrsaving bonds, corporate share, Local
licensed institution and Nepal government treasilty which holds 3%, 1%, 2% & 40%

respectively.

4.3 Analysis of Credit Position

The total credit is the loan and advance and imvest. Loan is the sum of the money
that will be repay by the borrower. Investment &fimed simply to be the sacrifice of

current consumption for future consumption whogerti objective is to increase future

wealth. The general public gets attracted to take land advances from the bank if the
interest rate is lower. The bank provides loarh®deneral public for different purposes

like industry, trade, commerce etc.
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Table: 4.5

Credit Position of SCBNL

Rs. In Millions

Year Loan & Advance Investment Total Credit %

(B.S) (@) (b) (at+b) Changes
2064/065 8935.4: 12838.55 21773.97 -
2065/066 10502.6- 13553.23 24055.87 10.48
2066/067 13718.5! 13902.82 27621.41 14.82
2067/068 13679.7! 20236.12 33915.88 22.79
2068/069 15956.91 19847.51 35804.47 5.57

year. It is shown in the following ye
Figure: 4.10

Source: Annual Reports of SCBNL fr2064/065 to 2068/069

The source table 4.8hows the overall credit position of SCBNL. The gaments o
total credit are loan and advance and investmeat &nd advance is in increasing ex
the year 2066/06@nd the investment is in also increasing trend @ixites yea2067/068.
And the oveall position of total credit is increasing trendeo the study period. In the F
2063/064the amount of total investment is F21773.97million and then the followini
yare total credit increase by 10.48, 14.82, 22.1i@ a.75% respectivy than previous

Trend Loan & Advance, Investment & Total Credit Postion of SCBNL

Rs. In Millions

40000
35000
30000
25000
20000
15000
10000
5000
0

41—
E & & &
A\ o o
> DYDY
Fiscal Years

M Loan & Advance (a)

Investment (b)

M Total Credit (a+b)

57




4.4  Credit Deposit Ratio

The total credit is the loan and advance and imvest. Loan is the sum of the money
that will be repay by the borrower. Investment &imked simply to be the sacrifice of

current consumption for future consumption whogerti objective is to increase future

wealth.
. o . l Credi
Credit deposit ratio (CD Ratio) = M
Total Deposit
Table: 4.6
Computation of CD Ratio
Rs. In Millions
Year (B.S) Total Credit (C) Total Deposit (D) CD Raio (C/D)
2064/065 2177397 23061.05 94.42
2065/066 24055.87 24647.01 97.6
2066/067 27621.41 29743.99 92.86
2067/068 33915.88 35224.1 96.29
2068/069 35804.47 35309.52 98.62

Source: Annual Reports of SCBNL from 2064/065 82169

Source table 4.6 it can be said that there is atgreelationship between deposits and
credit. Increase in deposits leads to increaseeitvan and advance, but immense increase
in the deposits leads to a little bit increaseonl and advance. The above analysis shows
that more than 90% of the deposited amount has Iseeneeded to mobilize the
resources. Its highest ratio is 98.62 and lowest i@ 92.86. The higher amount of
deposit of this bank than credit is due to the trart®n of this bank in deposit collection.
The bank successes to attract people to deposit sheings. Higher the CD ratio
indicates the more effective working policy of thenk. So that, higher utilization of the

resources in the bank means good managing idgadioy of the bank.
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Figure: 4.11
Trend of CD Ratio
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4.5 Profitability Ratio Analysis

Profitability ratios measure the overall performamaf the bank by determining t
effectiveness of the bank in generating profit asthblishing relationship between pr:
andassets. Profitability ratio indicates the degresudcess in achieving desired prc
Various profitability ratios are calculated to mesthe efficiency of the bank. Succ
and failure of the bank depends upon its profitgbishowing how efficierly it is
utilizing its deposit, assets, equity etc. In thtisdy to measure how effectively the firrr
being operated and managed, return on loan & a@yaeturn on total deposits, return

total assets and return on equity ratio are caled

Retun on loan & advance measures the earning capatigommercial banks on i
deposits mobilized on loan and advances. Mostiy laad advances include loan, ¢

credit, overdrafts bills purchased and discoui

Return on total deposits ratio refleche extent to which the banks have been succe
in mobilizing its total deposit. Total deposit dfet bank is its creditor ship. The pr
objective of the bank is collected more deposit atilization in various sectors i.e.

earn high profit thereyomaximizing return on its total deposi

59



Return on total assets ratio is calculated to retlea profitability of the banks with

respect to total assets. It measures the profitalof all financial resources invested in
the bank’s assets.

Net Profit margin ratio signifies the effectivenesk expenses management and cost
control and gives the direction to the managemensérvice pricing policies. It means
how much of total revenue has been declared aproét after all the charges are over
up. The higher ratio means the management hasdi@erio control its operational costs
and maintain efficiency.
Table: 4.7
Profitability Ratios

Rs. In Percentage

Year (B.S) | ROLA (%) | ROTD (%) | ROTA (%) |ROTE (%) | NPM (%)
2064/065 7.37 2.86 2.56 37.55 37.6
2065/066 6.59 2.81 2.42 32.68 3455
2066/067 5.97 2.75 2.46 32.85 34.94
2067/068 7.49 2.90 2.56 33.58 36.84
2068/069 6.80 3.09 2.70 32.22 36.47

Mean 6.84 2.88 2.54 33.78 36.08
SD 0.62 0.13 0.11 2.17 1.29

Source: Appendix VII & VIII

During the study period of 5 years from 2063/62@67/68, the highest return on loan &
advance ratio of SCBNL is 7.49 percentages in Z6aind that of lowest is 5.97
percentages in 2065/66. It means the bank eard®pércentages in 2066/67 and 5.97

percentage in 2065/66 by giving loan. Over the wiueriod the loan & advance ratio of
SCBNL is in fluctuating trend.

The highest return on total deposit ratio of SCBNL3.09 percentages in 2067/68 and
that of lowest is 2.81 percentages in 2064/65.dans the bank earned 3.09 percentages
in 2067/68 and 2.81 percentages in 2064/65 byzungi deposit. Over the study period
the return on total deposit ratio of SCBNL is indiuating trend.
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The profitability earned by the bank from utilizati of totd assets and total equity
SCBNL is 2.56 percentages in 065, 2.42 percentages in 064/686d then increing up
to 2.70 percentages in 067.it shows that the bank effectiveness in utilizataf total
assets is increasing each y

Figure: 4.12
Trend of ROLA, ROTD & ROTA Ratios
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Figure: 4.13
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40
35 _%ﬁ % —
30
&
8 2 —o—ROLA (%)
c
g 20 ROTD (%)
T 15 —&—ROTA (%)
10 —>¢=ROTE (%)
5 ¢ —— ; —=NPM (%)
0 [e——s I = — "
2064/065 2065/066 2066/067 2067/068 2068/069
Fiscal Years

61



Source figure 4.13 shows that the highest returtotal equity ratio of SCBNL is 37.55
percentages in 2063/64 and that of lowest is 3p&2entages in 2067/87. The bank
effectiveness in utilization of total equity isflactuating trend over the study period each
year. The net profit margin of the bank is in ira=®g trend over the study period except
the year 2068/0697.

4.6 Trend Analysis
Under this topic, trend analysis of deposit coltattand its utilization of SCBNL are
studied during the period of time. The objectivetlis topic is to forecast the total

deposit and credit for the next five years.

4.6.1 Trend Analysis of Total Investment and Net Rufit
Under this topic, trend values of the total investinand net profit of SCBNL, for the
period of study has been calculated and forecdstetthe next 5 years, from 2068/69 to

2072/73. The following table presents the trencugabf the total investment and net

profit.
Table: 4.8
Forecasted Trend Value of Total Investment and Ne®rofit
Rs. In Millions

Year Trend Line & Trend Value

(B.S) Net Profit (Y) = 31672.74 + 6813.26 X Investment {¥= 9912.18 + 1686.58
2068/069 1212.365 22320.94
2069/070 1331.132 24397.43
2070/071 1449.899 26473.92
2072/072 1568.666 28550.41
2072/073 1689.433 30626.90
2073/074 1806.200 32703.39

Source: Appendix I, Il & IlI
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Figure: 4.14

Forecasted Trend Line of Total Investment and NeProfit
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Source table 4.8 and figure 4.14 show the incrgasend of net profit and investment of
SCBNL. ‘Y’ has shown the trend value of net pro8ince, the calculated value of ‘b’ is
positive; it is found that the bank’s net profitmereasing with time. It shows that the net
profit increasing by RsL18.767million every year. On the basis of this calculatid can
be forecasted that the bank’s net profit will be R&2.365million in the year 2068/69
and it will be Rs. 1806.2 million in the year 20023. Source figure 4.15 shows that ‘Y’
has shown the trend value of total investment. &intbhe calculated value of ‘b’ is
positive, it is found that the bank’s investmentnisreasing with time. It shows that the
investment increasing by R&76.49million every year. On the basis of this calculatio
it can be forecasted that the bank’s total investméll be Rs.22320.94million in the
year 2068/69 and it will be Rs. 32703.39 milliorthe year 2072/073.

4.7 Correlation Analysis

4.7.1 Correlation Coefficient between Total Deposit& Total Investment:-
Correlation coefficient between total deposit aoiltinvestment measures the degree of
relationship between total deposit and total inwesit. For the analysis of coefficient
correlation, deposit is an independent variable (M)ile investment is dependent
variable(Y).
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Table: 4.9

Correlation Coefficient between Total Deposit & Toal Investment

Evaluation Criteria
Name r f PE(r)| 6P.E(r Remarks Relationship

High Degree of
SCBNL | 0.937| 0.879| 0.052 0.313 Significanr Positive Correlation
Source: Appendix IV

Source table 4.9 describes the relationship betweth deposit and total investment
during the period of study. The coefficient of @ation (r) between total deposit and
investment is 0.937. This figure shows the positagsociation between deposit and
investment. It means deposit and investment botvenmwvards same direction.

The coefficient of determination®ris 0.879 it shows that 87.9% of the variatiorttie
dependent variable (i.e. total investment) has leegtained by the independent variable

(i.e. total deposit).

The value of P.E. (r) is 0.052 and 6.P.E (r) isl8.3The value of correlation coefficient
(r) is greater than six times of probable error. Therefate value of ‘r’ is significant. It
reveals that there is significant relationship lestwthe deposit collection and investment

extension

There is positive relationship between total depasd total investment. It shows that by
increasing the deposit, the amount of investment lw&a increased. Therefore both the
deposit and investment are very much interrelaiédis it can be concluded that if the
deposit is collected more, it increases the investraccordingly.

4.7.2 Correlation Coefficient between Total Investrant & Net Profit: - Correlation
coefficient between total Investment and net proféasures the degree of relationship
between total Investment and net profit. For thalysis of coefficient correlation,

investment is an independent variable (X) whileprefit is dependent variable(Y)
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Table: 4.10

Correlation Coefficient between Total Investment ad Net Profit

Evaluation Criteria
Name r f PE(r)| 6P.E(r) Remarks Relationship

High Degree of
NABIL | 0.963| 0.927] 0.032 0.195 Significant Positive Correlation

Source: Appendix V

Source table 4.10 describes the relationship betvietal investment and net profit

during the period of study. The coefficient of aation (r) between investment and net
profit is 0.963. This figure shows the high degm@fe positive association between

investment and net profit. It means investment aedprofit both move towards same

direction.

The coefficient of determination®ris 0.927 it shows that 92.7% of the variatiorthie
dependent variable (i.e. net profit) has been éexgthby the independent variable (i.e.

total investment).

The value of P.E. (r) is 0.032 and 6.P.E (r) i98.1The value of correlation coefficient
(r) is greater than six times of probable error (6.P.E (r). Thamtrue value of ‘r’ is
significant. It reveals that there is significaatationship between the investment and net
profit. There is positive relationship between kataestment and net profit. It shows that
by increasing the investment, the amount of nefitpcan be increased. Therefore both
the investment and net profit are very much intateel. Thus it can be concluded that if

the increase in investment, it increases the rodit@ccordingly.

4.8 Major Findings
* The current deposit, saving deposit, fixed depasitl margin deposit are in
fluctuating trend over the study period and the daposit is in increasing trend
over the study period.
» The total deposit of SCBNL is in increasing trend=ly 2064/065 the total deposit
is Rs. 23061.05 million and then increase by 6.88%e fiscal year 2065/066,
20.68% in FY 2066/067, 18.42% in FY 2067/068 artfi® in FY 2068/069.
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Current deposit to total deposit ratio is in fluating trend the highest CD to TD
ratio is 27.65% in FY 2068/069 and the lowest rag016.33% in the FY
2067/068. The saving deposit to total deposit raion decreasing trend, the
highest SD to TD ratio is 63.30% in FY 2063/64 #mel lowest ratio is 35.20% in
FY 2068/069. Similarly, the fixed deposit to totiposit ratio is in increasing
trend except FY 2066/067. The highest FD to TDorasi 25.98% in the FY
2068/069 and the lowest ratio is 9.26% in the F842065.

The major sectors of investment are Nepal Govtill$;bNepal Govt. Saving
Bonds, and Nepal Govt. Other Securities, Localnisesl Institutions, Foreign
Banks, Corporate Share, and Corporate Debentuisngs.

The investment trend in treasure bills is in flating trend over the study period,
the amount of investment in each year is Rs. 728B9995.10, 7157.73, 9050.99,
7878.57 respectively. Investments in foreign baaks Rs. 4190.34, 4603.35,
5675.04, 9895.71, 10844.95 million respectivelgath year.

Investment in the corporate share is in increasiegd over the study period and
the investment in the corporate bond is only teedi year 2066/067 & 2067/068.
Investment in Nepal government other securitieslasreasing over the study
period and other sector investment are in fluchgatrend over the study period.
The total investment of SCBNL is in increasing ttever the study period except
the year 2068/069.

The components of total credit are loan and advamtk investment, loan and
advance is in increasing except the year 2066/0@l7tlae investment is in also
increasing trend except the year 2067/068. Ancbtiezall position of total credit
is increasing trend over the study period.

More than 90% of the deposited amount has beenesded to mobilize the
resources. Its highest ratio is 98.62 and loweast ra 92.86. The higher amount
of deposit of this bank than credit is due to thestriction of this bank in deposit
collection. Higher the CD ratio indicates the meffective working policy of the
bank. So that, higher utilization of the resourdesthe bank means good
managing ideas or policy of the bank.

The highest return on loan & advance ratio of SCBHEIL7.49 percentages in
2066/67 and that of lowest is 5.97 percentagesOBb/56. It means the bank
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earned 7.49 percentages in 2066/67 and 5.97 pagmemh 2065/66 by giving
loan.

The highest return on total deposit ratio of SCBAIB.09 percentages in 2067/68
and that of lowest is 2.81 percentages in 2064taGBeans the bank earned 3.09
percentages in 2067/68 and 2.81 percentages in&D64 utilizing deposit.

The profitability earned by the bank from utilizatiof total assets and total equity
of SCBNL is 2.56 percentages in 063/64, 2.42 pdaggs in 064/65 and then
increasing up to 2.70 percentages in 067/68.

The highest return on total equity ratio of SCBNL3i7.55 percentages in 2063/64
and that of lowest is 32.22 percentages in 206TH8.bank effectiveness in
utilization of total equity is in fluctuating treraer the study period each year.
The net profit increasing by R$18.767million every year. On the basis of this
calculation, it can be forecasted that the banlkes profit will be Rs.1212.365
million in the year 2068/69 and it will be Rs. 18Dénillion in the year 2072/073.
The investment increasing by R€76.49million every year, it can be forecasted
that the bank’s total investment will be R2320.94million in the year 2068/69
and it will be Rs. 32703.39 million in the year 20073.

The coefficient of correlation (r) between totabdsit and investment is 0.937.
This figure shows the positive association betweéeposit and investment. The
coefficient of determination 9y is 0.879 it shows that 87.9% of the variation in
the dependent variable (i.e. total investment) h&en explained by the
independent variable (i.e. total deposit). The gabhi P.E. (r) is 0.052 and 6.P.E
(r) is 0.313. The value of correlation coefficidn) is greater than six times of
probable error. Therefoteue value of ‘r’ is significant.

The coefficient of correlation (r) between investiand net profit is 0.963. This
figure shows the high degree of positive assoaiatietween investment and net
profit. The coefficient of determination®fris 0.927 it shows that 92.7% of the
variation in the dependent variable (i.e. net pydfias been explained by the
independent variable (i.e. total investment). Tlaue of P.E. (r) is 0.032 and
6.P.E (r) is 0.195. The value of correlation caméint (r) isgreater than six times

of probable error (6.P.E, r). Therefaree value of ‘r’ is significant.
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CHAPTER-V
SUMMARY, CONCLUSION & REOCMMENDATION

In this chapter, summary and conclusion of thears$eas well as recommendations are
presented separately. After summarizing and comngjuthe research, recommendations
are suggested for the effective utilization of fundgenerate high profit. The researcher
has tried to give suggestions and recommendatmtieetSCBNL based on this research.

5.1 Summary

The economic development of every country is alwaysasured by its economic
indicators. Therefore, every country has given emshon the development of its
economy. Nowadays the financial institutions aewad as catalyst in the process of the
economic growth. The mobilization of domestic reses is one of the key factors in the
economic development of a country. Banking sectaysp an important role in the
economic development of the country. Commerciakbaare one of the vital aspects of
this sector, which deals with the process of chiimgpehe available resources in the
needed sector. It is the intermediary between thBcitd and surplus of financial
resources. Financial institutions like banks areessity to collect scattered savings and
put them into productive channels. In the absericguch institutions it is possible that

the saving will not be safely and profitably utd within the country.

Banks today are under great pressure to meet tlectnes of their stockholders,
employees, depositors, and borrowing customerslevdamehow keeping government
regulators satisfied that the bank’s policies, &aand investments are sound. The
majority of the needs of the stakeholders areedlatith the investment and profitability
of the banks. Thus, the foremost objective of thakis is the profit maximization. As
other types of business entity, commercial banksatso inspired by the profit. In this
age of great competition, only the profitable ban&a sustain for a long time. Financial
policies of any concern are directly or indirecthfluenced by its investment and
profitability. Thus, it is a base for a bank’s sual, growth and expansion.

Investment and Profitability analysis is one of #ey tools for financial decision and
assist in making plan before using sophisticateedasting and budgeting procedure. The
value of this approach is the quantitative relgtishich can be used to diagnose strengths
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and weakness in a bank performance. Such anatys@nsiderable things for the bank’s
common stock holders, investors, bondholders anerst The objective of the study is to
find out and analyze the impact of investment oofifability Position of SCBNL. To
fulfill the main objectives following specific oljaves are formulated.

* To find out the trend of investment, deposit andfipability of SCBNL.

» To analyze the pattern of investment of SCBNL.

* To analyze the relationship between investment Ritbfitability and comparison

between them.

» To find out the different types of profitabilitytras and interpret them.

To fulfill these objectives, the whole study consed of the five different consecutive
parts as mentioned.The first chapter compriseenéal background, focus of the study,
brief profile of the banks under study, significaraf the study, objectives of the study,
limitations of the study and organization of thedst

In the second chapter, reviewing of the variousrditures, definitions and concept of
investment and profitability are included.This atsmnsists of the review of the related
studies, journals, articles and review of booksceoned to investment and profitability.

The third part consists of the research desigial fmapulation and sample of the study,
nature and sources of the data, data collectionepitwres and the analytical tools and

techniques used in the study.

The fourth part constitutes the tabular and gragdhiepresentation of the collected data,
their interpretation and analysis using variougificial as well as statistical tools. Apart

from it, summary of the major findings are alsosar@ed at the end of the chapter.

The last chapter contains the summary of the whtidy and relevant conclusions are
drawn based on the study. A suitable set of recomlisiéons are made at the end of the

chapter.

5.2 Conclusion

It can be concluded from the observance and amsabfsabove data the SCBNL should
move as per the direction given by the central b&akk should have optimum policy to
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collect the deposit in various accounts. Depogitésmajor organ of commercial banks to
live in the industry. Higher the deposit higherIvideé the chance of the mobilization of
working fund and profit there to. Bank should inves different sector very carefully,
while advancing loan because loan is the blood avhroercial banks for survival. If
commercial banks do not apply sound investmentcpati will be in great trouble in
future to collect it in time. Hence the possibilty bankruptcy there too. Bank should
invest their fund in various portfolios after theegp study of the project to be safe from
being bankruptcy. If banks concentrate the investnrefew organizations, there is high
chance of default risk. Diversifications are indeexbd to all the business houses but it
has seen immense importance to commercial banksrdification of investment is very
much important to commercial bank than other bissn@uses because banks use the
money to other people for the benefit of its owmdAastly is can be said that banks
are important for the nation. It helps ime tcapital formation to the nations, which is

the most important element for the economic grasvttihe country.

Profit is lifeblood of each type of business. Bvebusiness organization should earn
profits to survive and grow over the long periodtioie. Obviously, organization will

have no future if it is unable to make reasonabtditpirom its operation. As a matter of

fact, the overall efficiency of an organizationreflected in its profits. Profits to the

managements are the test of efficiency and a measumt of control: to the owners, a
measure of worth of their investment; to the ciadit the margin of safety to the
employees; a source of fringe benefits to the Guwent, a measure of fixed paying
capacity and the basis of legislative action; tstamers, a hint to demand for better
guality and price cuts; to a bank, less burden semogce if finance existence and finally
to the country, profit are index of economic pra@geThus, if an organization fails to
make profit, capital invested erodes and if thisation prolongs it ultimately cease to

exist.

5.3 Recommendation
Suggestions are the output of the whole studyelpshto take corrective action in the
activities in future. Different analyses are dooatrive at this step. On the basis of above

analysis and findings of the study following sudgges and recommendations may be
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referred to overcome weakness, inefficiency to $twent and profitability and for

corrective action for the concern authorities aticepresearchers.

In the light of growth competition in the bankingcsors, the business of the banks
should be customer oriented. It should focus ndt towards big clients but also
towards small clients. They should treat everyntliequally. They should bring
different schemes to focus the customers like,em®e interest rate, bank credit
policies, bank loan insurance policies, eveningnters, social responsibilities
etc.

The bank should initiate a good step for maintagnihe increasing trend of
deposit collection as well as mobilization of ithel bank should launch several
customer oriented programs to raise the deposgatisfied rate. For this purpose,
the foremost step to be take is the bank can iseré@e interest rate on deposit
and further it can launch several latest techne®@i the banking field like Credit
Cards, e-banking etc.

The Bank should find out new areas/sectors forstimg collected deposits from
which it can generate maximum profit. In context present scenario of the
country, health and education can be considerg¢keaest sector for investment,
which are more secure and can generate a redsqrabht.

Majority of commercial banks have been found tghuit oriented ignoring their
social responsibility, which is not a proper stggtéo sustain in long run. So all
the banks are suggested to render their semesn in the rural areas
providing special loans to the deprived and ggaectors, which might further
intensify the goodwill of the banks in future.

The liberal policy of NRB to establish nefimancial institution and bank,
branch is challenging to the profit the banks aclhalso promoting unhealthy
competition. So Nabil is suggested to make a fampetition in the market and
should adopt the policy to live and let to live erth which make them to compel
to think the optimum policy in turn.

Ethics of staff impresses the customers arghte interest to improve the
performance of the company. Hence, full co-peratiom staff must be obtained.
Customers satisfactions are affected by the sem\peevided by the bank, which
will effect the collection of deposits. The bankosld also provide the training

programmed to the employees for the professionaldpment.

71



Since the national economy is approaching towaetdession period, all the
financial institutions should work towards impmng the economic
development of the country. The financial instisughould encourage internal
business, industries and export rather than impsotas to reduce the outflow of
currencies.

The bank has to create the conductive environmentttie revival of sick
investment and has to analyze the necessity obilMimg additional resource to
revive the overall banking sector.

Further studies can be conducted by using othganaration as sample, by using

other sophisticated tools and techniques, by usihgr aspects as well.
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Appendix |

Trend Analysis of Net Profit

The trend line Y =a +bX  ---- S — (A)

Let's assume that middle year be 3, then X =t -3

Year t Total Deposit X=1t-3 XY X2
Y)

2064/065 1 658.76 -2 -1317.52 4
2065/066 2 691.66 -1 -691.66 1
2066/067 3 818.92 0 0 0
2067/068 4 1025.11 1 1025.11 1
2068/069 5 1085.87 2 2171.74 4

Total Y. y=4280.32 Y. X=0 Y. xy=1187.67 2. x2=10
Since Y X =0

The two normal equations obtained from the abowagons will be
>Y =na mmmmmmmmmmeeeeees ()
YXY = by X? ST — -- (ii)

Since, n = number of years under study = 5, theevaf ‘a’ and ‘b’ can be calculated by
solving equation (i) and (ii).

From equation (i)
>Y =na
Or, 4280.32=5x a
Or, a = 856.064
Again, from equation (ii)
YXY = by X?
Or, 1187.67~=b x 10
Or, b =118.767
Now, putting the value of ‘a’ and ‘b’ in the equatiof trend line (A),
Y =a+bX
Or, Y = 856.064 + 118.767X
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Appendix Il
Trend Analysis of Total Investment

The trend line Y =a +bX  ---- S — (A)

Let's assume that middle year be 3, then X =t -3

Year t Total Investment | X=1t-3 XY X2
(Y)
2064/065 1 12841.55 -2 -25683.1 4
2065/066 2 13556.23 -1 -13556.23 1
2066/067 3 13927.2 0 0 0
2067/068 4 20260.5 1 20260.5 1
2068/069 5 19871.89 2 39743.78 4
Total 2. y=80457.37 2X=0 | Y xy=20764.95 ) x2=10
Since Y X =0

The two normal equations obtained from the abowagons will be
>Y =na mmmmmmmmmmeeeeees ()
YXY = by X? ST — -- (ii)

Since, n = number of years under study = 5, theevaf ‘a’ and ‘b’ can be calculated by
solving equation (i) and (ii).

From equation (i)
>Y =na
Or, 80457.37=5x a
Or, a=16091.47
Again, from equation (ii)
YXY = by X?
Or, 20764.95 b x 10
Or, b =2076.49
Now, putting the value of ‘a’ and ‘b’ in the equatiof trend line (A),
Y =a+bX
Or, Y =16091.47 + 2076.49 X
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Appendix Il

Forecasted Trend Value of Total Investment and Ne&Profit

Year Trend Line & Trend Value

Net Profit (Y) = 31672.74 + 6813.26 X Investment Y= 9912.18 + 1686.58 X
2068/069 856.064 + 118.7873= 1212.365 16091.47 + 2076.49 x 3= 22320.9
2069/070 856.064 + 118.7874= 1331.132 16091.47 + 2076.49 x 4= 24397.4
2070/071 856.064 + 118.787H= 1449.899 16091.47 + 2076.49 x 5= 26473.9
2072/072 856.064 + 118.787= 1568.666 16091.47 + 2076.49 x 6= 28550.4
2072/073 856.064 + 118.7877= 1689.433 16091.47 + 2076.49 x 7= 30626.9
2073/074 856.064 + 118.7878= 1806.200 16091.47 + 2076.49 x 8= 32703.3
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Appendix IV

Calculation for Mean value, & Correlation between Total Deposit &
Total Investment of SCBNL

= O

Year Deposit Investment | X;=X1-X1 | Xa=X2-X, X1 . X2 X412 X2
(X1) (X2)
2064/065 | 23,061.05|  12841.55  -6,536/08 -3,249.92 2421776.26 531,812,027.10 164,905,406.4
2065/066 | 24,647.01|  13556.23  -4,95012 -2,538.24 5482772.17 607,475,101.94 183,771,371.8
2066/067 | 29,743.99 13927.2 146.86  -2,164.27  -35/623 884,704,941.12 193,966,899.84
2067/068 |  35,224.10 20260.5|  5,626.97 4,169,03  2363%6 | 1,240,737,220.81 410,487,860.2
2068/069 | 35,309.52|  19871.89  5,712.39 3,780042  B1198.43 | 1,246,762,202.6 394,892,012.1
XX, = XXz = X X1.Xz = Y X2 = XXz2 =

N1=5
N:=5 | 147985.67| 80457.37 0.00 0.00 | 78,527,874.79] 4,511,491,493.60 1,348,023,550.48

For Total Deposit,

S\ _ 2 X 147985.67
Mean(X) ==—  =——— =29597.13
N, 5
For Investment
Sy _ 2 X 80457.37
Mean(X) ===  =—"- =16091.47
N, 5
Correlation between Deposit & Investment,
Y X1Xp

For Probable Error,

PE = 0.6745¢

(r2) = ———
A ’Z X12 Y x;2

78,527,874.79

=0.937

B 1/4,511,491,493.60 X 1,348,023,550.48

r2=0.9372=0.879

1-r
VN

2

1_
= 0.6745X——

6PE =6 x 0.052 = 0.313
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Appendix V

Calculation for Mean value & Correlation between Tdal Investment &
Net Profit of SCBNL

Year Investment | Net Profit X1=X1-X1 Xa=X3-X; X1 . X2 X412 X32
(X4) (X2)
2064/065| 12841.55 658.76 -3,249.90 -197.30 6410P23. | 164,905,406.40 433,964.74
2065/066| 13556.23 691.66 -2,535.24 -164.40 4162804.| 183,771,371.81 478,393.56
2066/067| 13927.2 818.92 -2,164.27 -37.14 80,389.79 193,966,899.84 670,629.97
2067/068| 20260.5 1025.11 4,169.08 169.05 704,757.17 410,487,860.25 1,050,850.51
2068/069| 19871.89 1085.87 3,780.4P 229.81 868,862.2 394,892,012.17 1,179,113.66
Y X1 = XXz = Y Xq. Xz = Y X4%= Y X5?
N1 =5
N.=5 | 80,457.37| 4,280.32 0.00 0.00 2,711,936.50 | 1,348,023,550.48 3,812,952.43
For Total Investment,
= XX 80,457.37
Mean(X) ==— = =16091.47
N, 5
For Net Profif
= X 4,280.32
Mean(X) ==—  =—-"—"" =856.06
N,
Correlation between Total Investment & Net Profit,
_ Y X1X2
(riz) =
,’ZX12 szz
2,711,936.50

For Probable Error,

PE = 0.6745¢

B 4/1,348,023,550.48 x 3,812,952.43

r2=0.9632 = 0.927

1-r?

VN

= 0.6745¢

6PE =6 x 0.032 = 0.195
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Appendix VI

Computation of Percentage Investment of SCBNL

Sector 2064/065 2065/066 2066/067 2067/068 2067/08
Rs. % Rs. % Rs. % Rs. % Rs. %
Nepal Govt. T-bills 7210.5 56.1 5995.1( 49(2 7187//51.4 9050.99 447 7878.57 3916
Nepal Govt. Saving | 1296.54 | 10.1 1046.07 8.7 917.1% 616 917.15 4. 1648.| 3.3
Bonds
Nepal Govt. Other | 128.83 | 1.32 66.76 0.5 62.73 0.6 30.62 0|1 4.79 -
Securities
Local licensed - - - - - - 250.61 13 380.0 1.9
Institutions
Foreign Banks 4190.34 326 4603.3p 41.0 5675/04 409895.71 48.8 10844.95 54.6
Corporate Share 15.34 0.2 44.94 3 106.04 0.8 3206/9 0.5 106.93 1.0
Corporate Debenture| - - - - 8.49 0.1 8.5 - - -
& Bonds
Total Investment 12841.55 13556.23 13927.2 20260.5 9811.89
Less: Provisions 3.00 3.00 24.37 24.38 24.37
Net Investments 12838.55 13553.23 13902.82 20236.12 | 19847.51

Percent Amount =

Sector Wise Amount

Total Amount

Appendix: VII

Computation Of Return On Loan & Advance Ratio
And Return On Total Deposit Ratio of SCBNL

Year Total Loan & Net Return On Loan & Return On Total
Deposit Advance Income Advance Deposit

(TD) (LA) (NI) (ROLA = NI/LA) (ROTD = NI/TD)

063/64 23061.03 8935.42 658.76 7.37% 2.86%
064/65 24647.02 10502.64 691.67 6.59% 2.81%
065/66 29743.99 13718.6 818.92 5.97% 2.75%
066/67 35350.82 13679.76 1025.11 7.49% 2.90%
067/68 35182.72 15956.95 1085.87 6.80% 3.09%
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Appendix: VI

Computation Of Return On Total Assets Ratio
And Return On Total Equity Ratio of SCBNL

Year Net Total Total Return On Total Return On Total
Income Assets Equity Assets Equity

(NI (TA) (TE) (ROTA = NI/TA) (ROTE = NI/TE)

063/64 658.76 25767.35 1754.13 2.56 37.55
064/65 691.67 28596.69 2116.35 2.42 32.68
065/66 818.92 33335.79 2492.54 2.46 32.85
066/67 1025.11 40066.57 3052.47 2.56 33.58
067/68 1085.87 40213.32 3369.71 2.70 32.22
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