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CHAPTER–I 

INTRODUCTION 

1.1 Background of the Study    

The wave of rising expectation and ambition of people at present context of society, 

realized the need for cyclone socio-economic development in the nation building process. 

The government felt to impart a dynamic role and charge the public sector with greater 

responsibility in fulfilling national goals and objectives. With this realization the 

government mushroomed into a number of establishments like agriculture, industry, 

commerce, public works, transport, and other sectors. In this circumstance, banking was 

seen as major industry to uplift the economic conditions of public, and country and the 

world as well. Therefore the government was forced to adopt a liberal economic policy 

regarding operation of banks. About the financial liberalization process it and said that 

"the interest rate deregulation curtailment or elimination of directed credits, lifting entry 

and exit barriers for financial intermediaries, restructuring of banking system and 

institution for regulatory and supervisory mechanism is some of the key components of 

such liberalization". This led to the influx of commercial banks in Nepal.  

Some time in the past gold smith use to store peoples good and change nominal rate 

against the deposited their valuable good for the security rather than earning. An efficient 

system of financial institution is obviously necessary not only for industrialization but 

also help for optimum utilization of financial resources of the community and economic 

prosperity “Tejarath Adda” is the father of modern banking s Nepal Rastra Bank system 

in Nepal which delivered a good service to government staffs and general public. In 

reality, the concept of modern banking was introduced when “Nepal Bank Limited” was 

established when in 1994 B.S. Since 1994 B.S. NBL carried out the functions as a 

commercial bank. The mobilization and implementation of efficient and effective 

monetary policy to upgrade the banking system was essential. For that Nepal Rastra Bank 

was established in 2013 BS. as per Nepal Rastra Bank Act 2013 BS. Since 2013 BS, it 

has been functioning as the government‟s bank and has contributed to the growth of 
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financial sector. Up to this date 29 commercial bank, 78 development banks and 47 

finance companies are providing service as financial institution in Nepal. 

Imbalance economic development of a country became on the pace to economic 

prosperity. The imbalance economic development is resulted when the resources 

scattered throughout the economy are not mobilized properly. To remove such imbalance 

and gaps a mechanism works in the economy that is called financial market. Financial 

market is an important market mechanism for an economy that facilities in mobilization 

the financial resources from capital surplus units (CSUs) to capital deficit units (CDUs) 

in a more efficient and effective manner. It consists of the money market and capital 

market. Money market refers to the market for the short-term high quality dept 

instruments having maturity period equal to or less than one year. The major types bills, 

commercial papers, banker‟s acceptance, repurchase agreements, certificate of deposits 

etc. (Subedi, 2004). 

After the restoration of multiparty system, the first elected government (2047 BS) 

encouraged the process of globalization. In order to accelerate the process of economic 

liberalization and globalization, the government enforced the foreign Investment and 

Technology Transfer Act 2049 and Foreign Investment and one window policy 2049. As 

per the arrangement in policies, license should be taken from the related department for 

technology transfer. Technology can be transferred in case of cottage industries with the 

fixed asset constituting up to twenty million rupees. Foreign investors should pay 15% 

tax on earning (Subedi, 2004).  

Similarly the government enforced „Industrial Enterprises Act 2049‟, formulated new 

„Industrial Policy 2049‟ and „Commercial Policy 2049‟. The policies include one window 

provision for internal and foreign investors, non-nationalization of new industries, 

implementation of full convertibility of Nepalese currency on current account etc. Non 

requirement of license for the establishment of the industries other than having social cost 

was another aspect of the policy. 
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In the similar way, the government enforced the „Privatization Act 2050‟ including its 

regulations and guidelines. The government developed various criteria for promoting 

private sector organizations. They include management contract, partial privatization, and 

lease contract, asset selling and selling of shares. In case, the public enterprises are to be 

privatized, the government has the policy of selling 5% of shares to the employees of 

enterprise, 25% to the general public and management shares to the competent party or 

individuals (Shrestha, 2003:25). 

“The Nepalese financial system comprises of commercial banks, Development banks, 

finance companies, co-operatives societies, non government organizations (permitted to 

perform limited banking activities), insurance companies, Nepal stock exchange, citizen 

investment trust, employee‟s provident find and postal saving service. However, 

information in this thesis is necessary about the effort that the commercial banks are 

contributing for the up boost of the Nepalese economy which is under the direct 

regulation of Nepal Rastra Bank “(NRB Bulletin, 2014). 

“There are 29 commercial banks in the country as of mid- March 2014. The number of 

commercial bank branches operating in the country reached to 752 including 45 

commercial bank branches and 107 other non commercial bank branched of ADB/N in 

mid March 2012. Of the total bank branches more than 46 percent bank branches are 

concentrated in the central region. By the end of mid March 2012, 309 branches are being 

operated in this region. In the eastern, western, mid-western and far western region 169, 

164, 61 and 54 bank branches are in operation respectively. 

1.1.1 Profile of Nepal Bangladesh Bank 

Nepal Bangladesh Bank Limited (NB Bank) is a leading “A” class commercial bank 

licensed by Nepal Rastra Bank. NB Bank was incorporated in Nepal and registered with 

office of company register (50-050/51) dated January 14, 1994 as a public company 

limited by shares. NB Bank was established in 6th June 1994 as joint venture with 

International Finance Investment and Commerce Bank Limited (IFIC) and Bank Asia 

Limited Bangladesh with local ownership of 59.09 % and foreign ownership of 40.91 %. 
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Shares of the bank are listed in Nepal Stock Exchange Ltd. since 1995. The bank has 

been providing full-fledged commercial banking services to entire segments of Nepalese 

economy including manufacturing, commercial, trade finance, consumer loan etc. 

through its 34 branches spread over all the five development regions of the country.  

It has provided a milestone in the banking history of Nepal by starting an era of modern 

banking with customer satisfaction. The bank is providing customer-friendly services 

through its Branch Network. All the branches of the bank are connected through 

Anywhere Branch Banking System (ABBS), which enables customers to do all their 

transactions from any branches other than where they have their account. is the pioneer in 

introducing many products and marketing concepts in banking sector. Deposit schemes of 

NBBL are : Saving, Saving Plus, Saral Bachat Khata, Grihini Bachat Khata, Current 

Account, Privileged Current Account, Sharedhani Bachat khata, Fixed Deposit, 

Employee saving account, NB Anniversary Account, Bal bachat khata etc. Similarly, 

Loan schemes of NBBL are: Export finance, Import finance, Term Loan, Working 

Capital, Demand Loan, Contract Loan, HP Loan, Housing Loan, Education Loan, Loan 

against FDR, Loan against Bond/Guarantee, Consortium Loan, Gold Loan etc. 

The Vision of the bank is “The Bank for Everyone” and Mission is “to offer financial 

services and become the “bank for everyone” by dedicating the progress and growth of 

the bank community, customers, employees and stockholders by: 1) Fulfilling financial 

expectation of all level of society. 2) Providing excellent customer services by offering 

personalized quality services and products. 3) Giving reasonable returns to all related 

stakeholders. 4) Using the latest technology aimed at customer satisfaction and act as an 

effective catalyst for socio-economic developments. 4) Maintaining high standard 

corporate governance in all levels. 

NB Bank Limited, with its head office in Kamaladi, Kathmandu is the pioneer in 

introducing many products and marketing concepts in banking sector. It has provided a 

milestone in the banking history of Nepal by starting an era of modern banking with 

customer satisfaction. At present, the bank is providing services to its clients through 34 

http://www.everestbankltd.com/branch_network.php
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branches that are spread all over the country. The present capital structure of bank is as 

follows: 

Authorized Capital:   NRS 5,000,000,000 

Issued Capital:   NRS 2,838,368,800 

Paid up Capital:   NRS 2,431,368,800 

With this capital structure and its strong management system, the Bank always strives 

positioning itself in the hearts and minds of the customers. 

1.2 Statement of the Problem 

Commercial banks are helping to finance and support the industrial development and 

business houses in the country. It is because industrialization is one of the alternatives 

which help to develop the economy of a nation. But it has been common to signal out 

“Under-development” as one of the major hindrances of the industrial development. It is 

true to a greater extent and it is also true that land-lockedness has been one of the strong 

factors in this case. Lack of infrastructural support has been strongly believed to be 

another set of reasons. Apart from that, joint venture banks for the safe lending of the 

public saving are faced with a number of problems. 

Agriculture is the backbone of the economy and the livelihood of more than 80 percent of 

total population associated with this sector. Manufacture industries and big trading 

business are the best choices of the commercial banks for the investment but these sectors 

are small in quantity. The growth of the trading business and manufacturing industries 

means the economy growth and side by side it helps in reduction of under and 

unemployment problem. But these industries and business houses are not doing progress 

in their own fields. Current situation of the economy are not in their favor, as the result 

these big business are moving towards liquidation. The basic objective of the commercial 

is to collect small savings and make huge investments. New concept of the lending has 

emerged in the Nepalese market like housing loan, vehicle loan, flexi loan, education 
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loan, professional loan etc. These retail lending is not productive for the nation, and only 

the borrower is getting benefited in these type of lending. 

The problem of the study has been laid on the issues related to the comparative strength 

and weakness of some banks pertaining to their respective Investment policies and their 

implementation. For the sake of simplicity and due to limited time allocated for the 

research only Nepal Bangladesh Bank Limited has been taken for the study. 

To solve such type of problems the investment policy of banks should be effective. The 

purpose of the study is to analyze and examine how far the present investment policy and 

procedure of joint venture banks is effective in encouraging the entrepreneurs to invest in 

different industrial and business sectors in different regions. In this regard, however, 

experience of banks reveals not encouraging relationship between investment policy and 

industrial development of the country.  

There are many explicit problems in the commercial banks like inadequate capital than 

prescribed by Nepal Rastra Bank, high non performing assets and interest suspense 

resulting from the poor investment policies. Similarly, the more severe regulatory 

provisions are likely to be implemented by NRB in future. Further, banks are likely to be 

challenged by the global financial institutions after 2010 AD as per the WTO provisions. 

Thus it is crucial to analyze whether the banks are taking precautions and developing 

strategy to meet such challenges. Thus the economic analysis of the Nepal Bangladesh 

Bank Limited is very crucial as bad quality of assets and inadequate capital has led 

bankruptcy in various East Asian and other countries.  Since NBBL has been able to 

maintain its position as one of the market leaders in the banking industry, it cannot be 

predicated that the Nepal Bangladesh Bank Limited would continue to maintain 

profitability and stability of earning because of the tough competition in this sector and 

poor performance of the assets invested by Nepal Bangladesh Bank Limited may led the 

bank to bankruptcy at any time in future. 

The bank cannot live without managing its liquidity position. This liquidity position 

depends on the management of disbursement loan in time and their self-standing capacity 
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or all expenses. A bank or any financial institute can disburse necessary amount to their 

borrowers and collect the entire disbursement amount in time if there is a good loan 

management system without effective and proper loan management on enterprise can 

accomplish its predetermined goals and objectives. Hence, it is the life blood of any 

financial institutions. 

It is good and positive matter to all Nepalese that we can get loan from that kind of bank. 

But it is the NBBL‟s program sufficient to provide adequate loan for all Nepalese? Why 

the banks are only cited on the urban areas? Why don‟t they want to expand there branch 

in the rural and remote area? What is the problem for this? 

This research paper attempts to show the effective application of loan management within 

the conceptual framework of loan disbursement and collection procedure. Beside this the 

present study, intends to explore the following basis research question seeks to bridge 

banking institutions. 

a) What is the performing and non-performing loan held in respect the total loan? 

b) What would be the total loan recovery with respect the total loan disbursed and 

outstanding loan of NBBL? 

1.3 Objectives of the Study 

The basis objective of the study is to analyze the loan management aspects, which is 

related to disbursing loan and their recovery. For that the study is to analyze and examine 

efficiency and effectiveness in disbursing and recovering the loan of NBBL. To achieve 

this objective, the following specific objectives have been set. 

a) To analyze the performing and non-performing loans in the  total loans of NBBL  

b) To analyze the total loan recovery with respect the total loan disbursed and 

outstanding loan of NBBL. 
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1.4 Significance of the Study  

NBBL is one of the major financial institutions supporting to the rural and urban people 

for institutional credit. Many lending agencies are present in Nepal but agricultural 

financing problem has not been solved yet. This study provides some information to 

analyze the data and some occurring problems for specific field. This study tries to focus 

the NBBL‟s disbursement and collection procedure so that all Nepalese farmers and other 

entrepreneur can get some knowledge about receiving the institutional credit form NBBL 

easily. 

In the context of Nepal, very few studies and research have been made related to loan 

disbursement and collection procedure of NBBL. Out of this, there is some importance of 

the study. 

a) To the bank (NBBL) 

b) To the targeted entrepreneur and farmers. 

c) To the policy makers 

d) To the interested person and scholars. 

1.5 Limitations of the Study 

Today world is dynamic, every things existing here are of limit character. Likewise, this 

study is also surrounded by limitations. This study is for the partial fulfillment of Master 

of Arts in Economics of T.U., so it may not be useful for the other aspects. The 

limitations of the study are as follows: 

a) Though, there are 29 commercial banks operating in Nepal, this study 

considers only one commercial bank, i.e. Nepal Bangladesh Bank Limited 

for the study. 

b) The study period covers only 5 years. 

c)  This study focuses mainly on credit portfolio of NBBL. 

d) The data used in the study are secondary based on the information 

provided by the bank 
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1.6  Organization of the Study 

This study is organized into five chapters. The first chapter being the introduction chapter 

includes general background, statement of problem, objectives of the study, significance 

of the study and limitation of the study.  

Second chapter is about the Review of Literature through different relevant books, 

journals, unpublished dissertations. 

The third chapter is research methodology which includes types of research, research 

design, population and samples, nature and source of data, data collection procedure and 

data processing and analysis procedure.  

The forth chapter is the main body of research which is data presentation and analysis. 

The data from the Nepal Bangladesh Bank Limited has been taken into reference. 

Various comparative tables are used for presentation of data. Various statistical tools 

have been used for analysis of data. At the time of presenting the data this chapter is 

divided into two parts, the first part defines primary data collected from the interview 

with the concerned personnel at the banks and field visit report prepared by the researcher 

and finally, discussed with major findings.  

Finally, fifth chapter contains summary, conclusion and recommendation for further 

improvement. Besides these, bibliography and annex are also included. 
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CHAPTER-II 

REVIEW OF LITERATURE 

2.1 Theoretical Concept 

The review of literature is the important aspects of planning of the study. The main focus 

of the study is how to find out the work, which have to done in the area of the research 

problem and what has not been done in the field of research study undertaken. In this 

study, the review of literature covers the review of analysis of financial condition of 

NBBL. Review of literature provides the foundation of developing a comprehensive 

theoretical framework for which hypothesis can be developed for testing. The literature 

survey also minimizes the risk of pursing the dead ends in research. The main purpose of 

reviewing the literature is to develop some expertise in one‟s are to se what new 

contribution can be made end to receive some ideas for developing a research design. 

2.1.1 Concept of Credit 

In the field of banking transaction, the term credit is referred to the loan. Credit is the 

amount of money lent by the creditor (bank) to the borrower (customers) either on the 

basis of security or without security. 

Sum of money lent by a bank” credit and advances is an important item on the asset side 

of the Balance sheet. Bank earns interest on credit and advances which is one of the 

major sources of income for banks. “Bank prepares credit portfolio, otherwise it will not 

only add bad debts but also affect profitability adversely. 

2.1.2 Types of Credit 

The different types of credit are as follows: 
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1. Cash Credit 

The credit is not given directly cash but deposit account is being opened on the name of 

the creditor and amount credited to that account. In this way, every bank loan creates 

deposit. 

2. Term Credit 

Money lent in lump sum to the borrowers is term loan. It is principal form of medium 

term debt financing having maturities of 1 to 8 years. The term loans are usually repaid in 

level amounts over the period of the loan, either a large final “Balloon Payment” or just a 

single “Bullet Payment” at maturity. 

Barely 2 Myres urge that bank loans with maturities exceeding years are called term 

loans. The firm agrees to pay interest based on the banks prime rate and to repay 

principal in the regular installments. 

3. Overdraft 

It is an agreement by which the bank allows the customer to draw over and above the 

current account balance. Interest on overdraft is charged on debit balance on daily basis. 

4. Working Capital Credit 

It means the difference value between current assets and current liabilities. It is granted to 

the customers to meet their working capital gap for supporting production process. A 

natural process develops where in funds moving through the cycle are generated to reply 

a working capital. 

5. Installment Credit 

It is well know installment policy. These days most of the financial institution applied 

this policy for the disbursement of loans in vehicles and home appliances. 
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6. Housing Credit 

Financial institution adopts this policy as residential building, commercial complex, 

construction of warehouse etc. It is given to those who have regular income or can earn 

revenue from housing project itself. 

7. Project Credit 

It is granted to the customer as per project viability. The borrower own self invest certain 

proportion to the project from their equity and rest will be financed by bank. Construction 

credits are short-term credits made to developers for the purpose of completing proposed 

projects. Maturities on construction credit range from 12 months to as long as 5 years 

depending on the size of the specific project. 

8. Consortium Credit 

No single financial institution grant loan to the project due to single borrower limit or 

other reason and two or more such institutions may consent to grant credit facility to the 

project of which is applies as consortium loan. It reduces the risk of project among them. 

Financers have equal charge on the projects assets. 

9. Credit Cards and Revolving line of Credit 

Banks are more singly utilizing change cards and revolving lines of credit to make 

unsecured customer credit. Revolving credit line lowers the cast of making credit since 

operating and processing cost are produced. Once the credit line is established, the 

customer can borrow and repay according to his needs and the bank can provide the fund 

to the customer at lower cost. 

Change cards and credit lines tied to demand deposit accounts are the two most common 

revolving credit agreements. 
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10. Letter of Credit (L/C) 

It is used on behalf of the customer (buyer, importer) in favor of the support (seller) for 

the import of goods, services starting to pay certain sum of money on the submission of 

certain documents complying the stipulated terms and conditions as per the agreement of 

L/C.   

2.1.3 Procedure of lending  

Every bank has its own set of procedures to be followed before providing loan. Similarly, 

NBBL has its own procedures to be followed while providing loan. Individuals, co-

operative or corporate body willing to obtain the loan from NBBL should fill up the 

prescribed loan application provided by the bank. The application form should be 

accompanied with the supporting documents such as certificate of land ownership, receipt 

of land revenue payment or certificate of government registration for corporate and co-

operative organization. 

After getting the receipt of the complete loan application form filled by the customers, 

the bank, employee visit the borrower's in their places-and inspect about the project site 

and security of assets, the suitability or the project and also gather information crucial to 

the economic analysis of the project. 

The bank advances loans given only to those borrowers. whose project seems to appear 

technically feasible and economically viable as per decision made by the loan committee. 

2.1.4 Recovery Policies and Procedures of NBBL 

The NBBL not only has its lending policies and procedures but also its own set of 

recovery policies and procedures. NBBL provides the loan for many purposes to small 

farmers and there are different terms of loan of which are mostly collected in their 

maximum lending period, The collection of loan made by NBBL from borrower very 

much depends on the Purpose they have spent. The loan installment payment period may 

be extended depending upon some specific circumstances. NBBL has a loan recovery 
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manual 1993, which was issued in 1993 under the NBBL loan recovery rules and 

regulations act1976, and NBBL act 1967. This loan recovery manual 1993, help to 

collects the loan amount effectively with in its loan installment period. 

The policies and procedure of loan recovery of NBBL has taken into different 

consideration like. 

- Objectives of loan recovery manual 1993.  

- Authority of bank, if breaking the agreement  

- Provision of interest  

- Penalty of interest 

- Provision for memorandum letters  

- Provision for project 

- Correction of payment period 

- Borrowers name publication in magazine 

- Provision for auction of collateral 

- Doubtful loan 

- Remission of loan. 

2.2 Empirical Review  

Pradhan (2009) on his article has presented a short glimpse on investment in different 

sectors, its problem and prospects through his article. On this he has expressed that, 

“Deposit is the life blood of any financial institutions, and be it commercial bank, finance 

company, co-operative or non- government organization.” He also added, in 

consideration of 12 commercial banks and nearly three dozens of finance companies, the 

latest figure does produce a strong felling that a serious review must be made of problems 

and prospects of deposit sector. Expected few joint banks, other organizations rely 

heavily on the businessman deposit receiving and credit disbursement.  

Pradhan has mentioned that deposit mobilization carried out effectively is in the interest 

of depositors, society, financial sectors and the nation. Lower level of deposit rising 
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allows squeezed level of loan delivery leaving more room to informal sector. That is why 

higher priority to deposit mobilization has all the relevance. 

Bhatta (2012) in his article has given more emphasis on Nepalese financial market sector. 

He has mentioned the financial crisis occurred in China, Mexico, South Asia, Russian 

Federation, Equador Brazil and Argentina. This crisis affected all these economic by 

posing negative effects in their real output. He had also focused on Nepalese financial 

market, which is directly affected by the national and international events. The most 

affected event was 11, September incident in USA, have added more to the fragility in 

the global financial market. In present context in many parts of the world, the move 

towards liberalization is getting its momentum on one hand and the process of economic 

development is being threatened due to various unanticipated incidents on the other. He 

has defined a financial crisis is a description to financial market in which adverse 

selection and moral hazard problems become much worse, so that financial markets are 

unable to efficiently channel funds to those who have the most productive investment 

opportunities. 

Shrestha (2014) has conducted a study on Nepal Rastara Bank Guidelines on Investment 

Policy of Commercial Banks in Nepal. Bank in good position to meet the daily cash 

requirement as bank maintain the average cash and bank balance in respect to total 

deposit. The performance of NIBL regarding deposit collection, granting loan and 

advances and investment is quite satisfactory but does not seem to follow a definite 

policy. NIBL has not efficiently utilized its equity capital hence return on equity is not 

satisfactory because of lack of sound investment policy for mobilization of its equity 

capital. Interest earned to total operating income of NIBL is high. However, bank failed 

to maintain net profit on the study. From the analysis of coefficient of correlation, there is 

positive and significant relation between total deposit and loan and advances and current 

assets and current liabilities and loan loss provision and loan advances but there is 

negative and no significant relationship between outside assets and net profit. Trend 

analysis and projection for next year of total deposits, loan and advances, investment and 

net profits are in increasing trend. 
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Pandit (2014) has conducted on Investment Policy Analysis of Joint Venture Bank 

Liquidity position of SBI Bank is slightly good position in compare to other banks i.e. 

BOK and NBBL. The liquidity of Banks is not so satisfactory so banks should improve 

their liquidity position to meet the current obligation. At the study of assets management 

ratio shows that SBI Bank is not better position regarding its on balance activities. The 

profitability position of SBI is not satisfactory that the other banks. Risk ratio of BOK is 

the highest at all and the capital risk ratio of NBBL is highest of all. It indicates that BOK 

and NBBL must be careful about risk. Growth ratio of SBI and BOK have not successful 

to increase their sources of fund, NBBL has success to maintain its higher rate of total 

deposit. Trend analysis of total deposits, loan and advances, total investment and net 

profit and projection of next 5 years of SBI, BOK and NBBL reveals that, SBI has 

increasing trend values in total deposit, total investment and loan and advances of BOK 

and NBBL has increasing trend value of all types of trend analysis.  

Lamichhane (2015) has conducted a study on Investment Policy of Commercial Bank in 

Nepal. The research finding of the NBBL is comparatively better than NABIL and BO, 

NBBL has the highest cash and bank balance to total deposit, cash and bank balance to 

current assets ratio. NABIL has the lowest liquidity position than that of other two banks. 

NBBL has good deposit collection and has made enough investment on government 

securities but it has maintained moderate investment policy on loan & advances. From 

the analysis of assets management ratio or activity ratio, it can be concluded that NBBL 

is comparatively average or in between successful in compared to NABIL and BOK. The 

total investment of NBBL is in between in compared to other two banks. In the study, 

loan & advances to total deposit is higher in BOK but total investment to total deposit is 

higher in NABIL. Investment on shares and debentures to total working fund ratio is 

higher in BOK. But the coefficient of variation is higher in NBBL. In analysis of 

profitability, total interest earned to total outside assets of NBBL is lower at all. 

Subedi (2015) has conducted study on comparative study of financial performance 

between Himalayan Bank limited and Everest Bank Limited. The mean and total loans 

and Advances to total saving deposit ratio of NBBL is greater than that of HBL and the 

coefficient of variation between the ratios of HBL is less than NBBL. It means that the 
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ratio of HBL is less than NBBL is more uniform than NBBL. According to analysis, it 

found that NBBL is more employing its saving deposit in term of loans and advances 

than that of HBL. So, loans and advances to total saving deposit ratio appear better in 

NBBL than HBL.  

The mean total investment to total deposit ratio of NBBL is significantly greater than that 

of HBL but the coefficient of variation between the ratio of HBL but the NBBL. It means 

that the variability of the ratios of HBL is more consistent than that of NBBL. According 

to analysis, it if found that NBBL is more successful in utilizing its resources an 

investment.  However, he failed to give his overall conclusion regarding the superiority 

of the financial performance of these two banks during the period of the study (2006-

2011). He has also put several recommendations out of which few important 

recommendation are outlined here.  

The liquidity of a bank may be affected by external as well as internal factors such as the 

interest ratio, supply and demand position of loans, saving to investment situation, central 

bank requirements and the growth or slackening tending policies management capability. 

HBL has maintained the ratio of cash and bank balance to total deposit considerably 

lower than that of NBBL. So, NBBL is recommended to increase cash and balance to 

meet loan demand.  

Shrestha (2015) has conducted study on profitability analysis of Standard Chartered Bank 

Nepal Limited and NABIL Bank Limited.”  SCBNL had more consistent operating 

efficiency ratio than NABIL bank limited during the study period. Both of the banks data 

showed that more than 90% of their total liabilities paid interest. These banks showed 

that smaller portion of their interest bearing interest bearing liabilities paid as interest 

expenses.  Both the banks‟ weighted average cost of deposit ratio was found to be at 

decreasing rate. NABIL bank had lower EPS than SCBNL, which indicated that the 

performance of SCBNL was better than NABIL. SCBNL was paying more dividend than 

NABIL bank limited during the study period. The amount of dividend was almost double 

for SCBNL than NABIL. It meant that NABIL was in need of fund, so it was paying 

fewer dividends and adding more amounts under the head of retained earnings. Among 
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the total income, more than 75% of the income came from interest sector. That indicated 

the main source of income was interest for both the banks.  The operating expenses ratio 

over total expenses comprised of more than 40% for both the banks. NABIL had 

fluctuating return on total assets than SCBNL. SCBNL had higher return on equity than 

NABIL. Return on equity of NABIL was more fluctuating than that of SCBNL. SCBNL 

had higher return on equity ratio than that of NABIL. 

Research Gap  

Going through the above study, it can be said that economic analysis of loan management 

is an important element for every commercial banks as it helps in managing the problem 

of NPA and Loan Loss Provisioning, which is raising problem for banking sector. 

Various researches have been found relating to the Loan Management of NBBL, but all 

the previous research works are fully focused on the loan disbursement, collection and 

outstanding. Here, in this study deposit collection of the bank and its impact on loan 

disbursement also included because bank can only disburse the loan if it has sufficient 

deposit i.e. the more the deposit the more the loan disbursement. Another fact of the 

previous researches is that they are focused on loan related to development banking. As 

we know, now NBBL has changed its function toward commercial banking also. So this 

research work has tried to include overall loan management of NBBL. Therefore, this 

study is useful to the concern bank as well as different persons: such as shareholders, 

investors, policy makers, stockbrokers, state of government etc. 
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CHAPTER -THREE 

RESEARCH METHODOLOGY 

This chapter describes the methodology employed to carry out this study. Research 

methodology is the process of systematically solving the research problems. The main 

objectives of this study are to examine the major components of the assets and capital of 

the Everest Bank Limited and highlighting the important facts on the basis of the 

relationship among these various components of assets and capital. To achieve these 

objectives, the study requires an appropriate research methodology. Therefore, this 

chapter highlights about the methodology adopted in the process of present study.  

Research means to research the problems again and again to find out something more 

about the problem (Kothari, 1990: 10).  

Methodology refers the various steps that are generally adopted by a researcher in 

studying his research problem along with the logic behind it. Thus, research methodology 

is a way to systematically solve the research problem (Wolf and Pant, 2002: 203). 

An appropriate choice of research methodology is a difficult task, which is, must 

necessary to support the study in realistic term with sound empirical analysis. So that , 

the study uses the following research methodology like research design, population and 

sample, data collection procedure, methods of data analysis, methods of presentation, etc. 

Detail explanations of the above points are given which seems appropriate to understand 

methodology in detail. 

3.1 Research Design  

Research design is a plan of structure and strategy of investigation conceived so as to 

obtain answer to research questions and to control variances (Kerlinger, 1986: 275). A 

research design is the arrangement of conditions for collection and analysis of data in a 

manner that aims to combine relevance to the research purpose with economy in 

procedure  
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Research design decides the fate of the proposal and its outcome. If the design is the 

whole outcome and report will be faulty and undependable. Therefore, the research 

design is methodologically prepared. The study has used two types of research design 

such as Analytical research design and Descriptive research design. 

An analytical research design is used to analyze the presented data and facts to be 

specific. In the context of NBBL, the different types of financial and statistical tools and 

techniques are to be used. The descriptive research design is used to show the causes of 

increasing or decreasing the financial variations. Thus the study is based on the wide 

range of variables and factors influencing the assets and capital structure of NBBL and 

data relating to financial analysis are presented in such manner that the research becomes 

more informative. 

3.2 Population and Sample 

The entire number of commercial banks functioning is the population of this study. There 

are 32 commercial banks operating in the country. For the analysis of financial 

performance and analysis only one bank i.e. Everest Bank Limited is taken purposively 

as the sample. 

3.3 Sources of Data 

The main sources of data for this study are secondary data. According to the requirement, 

published balance sheets, profit and loss A/C and other related statements of account as 

well as annual report of the bank have also been collected for the last five years. For the 

purpose of study, various related books, booklets magazines, journals, newspapers and 

thesis made in this field have been referred. Personal queries, discussion and 

consultations are also done.  

3.4 Data Collection Technique 

Secondary data were used for the preparation of this report. Necessary and required data 

were collected from the corporate department of NBBL. Concerned personnel of the 
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respected department were in contact.  For primary data interview, field visit, and 

personal observation have been considered for gathering the information. And for 

secondary data, annual report of NBBL, related academic books and literature, bank‟s 

internal reports, files and others have been considered for making this report authentic 

and more realistic. The concerned personnel provided all the consolidated data records as 

per the requirement of the report. The data compiled were classified and tabulated to the 

need of the study. 

  3.5 Data Analysis Tools 

Relevant statistical tools and financial tools are used to find out the best appropriate 

outcomes as per designed objectives of the present study. The present research has used 

mix of following tools in the analysis. Data collected are analyzed using financial tools 

and statistical tools. 

3.5.1. Statistical Tools  

Brief explanations of the statistical tools used in this study are given below. 

 Arithmetic Mean (Mean) 

The simple or arithmetic average in which all the observations are treated equally, is the 

sum of all the individual numbers divided by the number of observations. 

 Mean  X  
n

XXXX n..........321 
  

Where X = mean 

X1, X2, X3  to Xn are given set of observations up to the period n 

n =  number of items observed. 
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 Standard Deviation  

In order to indicate the variability of the individual observations, standard deviation is 

used in this study. Standard deviation is a function of the differences between each 

individual score and the overall mean score. Standard deviation measures the dispersion 

or variability around the mean. Standard deviation is always a positive number and is 

superior to the mean deviation.  

The equation for the computation of the standard deviation )(  is 

 
1

2







n

XX
  

X = The average (mean) 

Xn = The individual observation 

n  =  Total number of observation 

 Coefficient of Variation (CV) 

When two frequency distribution have the same arithmetic mean, the variability of these 

two distributions may be compared by calculating their respective standard deviations. 

The one with the higher standard deviation will be more variable. CV is used for 

comparing the homogeneity, uniformity and variability of two or more distributions.  

Coefficient of Variation is a relative measure of dispersion and is defined as the ratio of 

the standard deviation divided by the mean. That is,  

 CV = X



*100 

It is usual for the risk/return model. It shows the return per unit of risk. 
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3.5.2. Financial Tools 

Financial ratios are computed and interpreted from two perspectives. They are complied 

for a number of years to perceive trends, which is usually known as time-series analysis. 

Next, they are compared at a given time for sample JVBs, known as cross-sectional 

analysis. Some of the selected tools are explained as below. 

Current Ratio 

Current ratio is the ratio of current assets to current liabilities. It is a measure of liquidity. 

Current Ratio = 
sLiabilitieCurrent

AssetsCurrent
 

Current assets include normally those assets of a firm, which are converted into cash 

within one year. These assets of a firm includes cash, bank balance, investment in 

treasury bills, discounts, overdrafts, short term advances loans, foreign currency loan, 

bills for collection, customer acceptance, stock, receivable and prepaid expenses. 

Similarly current liabilities include those liabilities of a firm which are paid within one 

year, like current payments, cash margin, current deposits, saving deposits, inter bank 

reconciliation accounts, bills payable, provision for overdraft, accrued expenses, bills for 

collection, customer acceptance, outstanding expenses, dividend payable, and provision 

for taxation. Although there is no hard and fast rule for measuring this ratio, 

conventionally a CR ratio of 2:1 is considered satisfactory. 

Activity Ratio 

Activity ratio is concerned with measuring the efficiency in assets management. 

Sometimes, these ratios are called efficiency ratios or assets utilization or turnover ratio. 

Because they indicate the speed with which assets are converted or turned over into sales. 

This ratio involves a relationship between sales and assets. Greater the rate of turnover or 

conversion, the more efficient the utilization and management of assets.  
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Cash and bank balance 

Current & saving deposits 

Cash and bank balance 

Total deposits 

If the available assets are not utilized, the investment upon them will be idle and profit 

will also decrease, on the other hand, insufficient investment causes less production, less 

sales, less profit etc. So, proper balance on sales and assets is important for a firm. 

Various ratios are used to compute the efficiency of a firm. 

i) Cash and Bank Balance to Current Saving Deposit Ratio (CBB/CSDR) 

This ratio is calculated by dividing cash and bank balance by current and saving deposit 

i.e  

CBB/CSDR=  

Cash and bank balance comprise of cash in hand foreign cash in hand, cheque and cash 

items, balance with domestic banks and balance held in foreign banks. Current and 

saving deposits consist all types of deposits excluding fixed deposits. 

The ratio measures the ability of bank to meet its immediate obligations. High ratio 

indicates liquidity positions of bank. However to high ratio is not good enough is not 

good as reveals the under utilization of funds. 

Cash and bank balance comprise of cash in hand, foreign cash in hand, cheques and other 

cash items, balance with domestic banks and balance held in foreign banks. Current and 

saving deposits consist of all types of deposit excluding fixed deposit. 

ii) Cash and Bank Balance to Total Deposit Ratios 

The ratio shows the proportion of total deposits held as most liquid assets ratios shows 

the strong liquidity position of the bank. But too high ratio is not favorable for the bank 

because it produces adverse effect in profitability due to idleness of high interest bearing 

fund. This ratio is calculated by dividing cash and bank balance by total deposit i.e.  

 Cash and Bank Balance to Total Deposit Ratios =  
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Fixed deposit 

Total Deposit 

Total debt 

Equity 

Total debt 

Total assets 

iii) Fixed deposit to total deposit ratio 

The ratio shows that what percentage to total deposit has been collected as fixed deposit. 

High indicate ratio better opportunity available to the bank to invest in sufficient profit 

generating long term loans. Low ratio means the bank should invest the fund of low cost 

in short term. This ratio is calculated by dividing fixed deposit by total deposit i.e.  

Fixed deposit to total deposit ratio =  

Leverage Ratio 

The long term financial position of the firm is judged by the leverage or capital structure 

ratios. The leverage ratio is calculated to measure the financial risk and the firm‟s ability 

to use debt of the benefit of the shareholders. These ratios measures the proportion of 

outsides fund and owner‟s capital used in the bank. The following ratios are used. 

i) Total Debt to Equity ratio 

The ratio shows the mix of the firms operations due to the increasing interference and 

pressure from creditors. Low ratios implies a greater claims of owner that the outsider. In 

this situation owner are less benefited economic activities are good enough. There fore 

the ratio should neither too high or too low. This ratio is calculated by dividing total debt 

by equity i.e  

Total debt to Equity ratio =  

ii) Total debt to Total Assets Ratio 

This ratio shows the contribution of creditors for financing the assets of the bank. A high 

ratio indicates that the greater proportion of the bank‟s been financed through the 

outsider‟s fund. The ratio should be neither too high nor too low. This ratio is calculated 

by dividing total debt by total assets i.e.  

Total debt to total assets ratio =  
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Total debt 

Total capital 

Net worth 
Total Debt 

Net worth 
Total Assets 

iii) Debt to Total Capital Ratio 

Total capital is the sum of interest bearing debt and net shareholder‟s equity. It shows the 

proportion of debt in total capital employed by the bank. High ratio indicates greater 

claim of creditors. On the contrary, low ratio is the indication of lesser claim of outsider‟s 

for the sound solvency position; the ratio should not be too high or bank too low. This 

ratio is calculated by dividing total debt by total capital i.e.  

Debt to total capital ratio =  

Capital Adequacy Ratio 

This ratio measures the sufficiency of funds or capital maintained by the firms. In order 

words it helps to decide whether the existing capital is adequate or there of firm in long 

run. Over and under capitalization both have adverse effects on profitability of the firms. 

Therefore, the commercial banks have been selected to retain sufficient ratio by the 

central bank. As per the directive the ratio should be 85% of their total risk weighted 

assets and total of balance sheet transaction. Here, capital fund refers to core capital and 

supplementary capital. Commercial banks can not declare and distribute dividends until 

they met capital adequacy ratio. 

i) Net Worth to total Debt Ratio 

The ratio the percentage of the net worth in relation to the total deposits collected in the 

bank. The ratio is a yardstick to see whether the bank has maintained in the capital fund 

according to the directive of NRB.  

NW/TD =    

ii) Net worth to total Assets Ratio 

Net worth includes share capital and shareholder‟s fund with respect to the credit. High 

ratio shows that the firm has adequate capital which is the index of safety. Moreover a 

bank with higher ratio is less affected by the instability of the financial market. 
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Net worth to total Assets Ratio= 

 

Turnover Ratio 

Turnover ratio is employed to evaluate the efficiency of the firm that manages and 

investments. So it sells the same. High ratio depicts the managerial efficiency in utilizing 

the resources. They show the sound profitability position of the bank. Low ratio is the 

result of the insufficient utilization of resources. The following ratios have been tested. 

i) Loans and advance to Total deposit Ratio 

The ratio indicates the proportion of total deposits invested in loans and advances. High 

ratio means the greater use of deposit for investing loans and advances. But very high 

ratio shows poor liquidity position  

Loan and advance to total deposits ratio = 
DepositsTotal

AdvanceandLoan
 

Loans and advance refers to the total amount of loan and advance and overdraft (i.e. in 

local currency plus convertible foreign currencies) and total deposit refers the total of all 

kinds of deposits. 

ii) Loans and Advances to Fixed Deposit Ratio 

This ratio represents how many times the funds are used is loans and advances against 

fixed deposits. Fixed deposits are long term interest bearing obligation and loan and 

advances are the main sources of earning of the bank. This ratio can be computed by 

dividing loans and advance by fixed deposits. 

Loan and advance to fixed deposits ratio = 
DepositsFixed

AdvanceandLoan
  

A high ratio indicates idle cash balance i.e. cash is not being utilized properly. 
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Investment 
Total Deposit 

The ratio indicates what percentage of fixed deposit has been for loans and advances. 

Since fixed deposit carry high rate of interest, funds so collected need to be invested in 

such sector which yield at least sufficient return to meet the obligations. High ratio means 

utilization of the fixed deposit in form of loan.                                                    

iii) Loans and advances to saving Deposit Ratio 

This ratio examines how many times the funds are used to loans and advance against 

saving deposits. Saving deposits are interest bearing short term obligation and loan and 

advance are the major sources of generating income. This can be computed as dividing 

loan and advance by saving deposits. 

Loan and Advance to saving deposits ratio = 
DepositsSaving

AdvanceandLoan
 

The ratio measured what percent of saving deposit has been used as loans and advances. 

Saving deposit also being as interest bearing. High ratio indicates greater utilization of 

saving deposit in loans and advances.                       

iv) Investment to Total Deposit Ratio 

Investment comprises investment in Nepal Government treasury bills, development 

bonds, shares and others. The bank has been shows how efficiently the major resource of 

bank has been mobilized. High ratio reveals that the managerial efficiency regarding the 

utilization of deposits. A low ratio is the result of less efficiency in use of funds. This 

ratio is calculated by dividing investment by total deposit i.e. 

 Investment to Total Deposit Ratio= 

 

v)  Performing assets to Total Assets Ratio (%) 

Performing assets to total assets shows the percentage of total assets invested in 

performing assets i.e. for incoming generating purpose. Performing assets consists of 

loans and advance; bills purchased and discounted investment and money at call or short 
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Return 
Total assets 

Return 
Net worth 

notice. Performing assets represents those total assets that are invested in the form of loan 

and advance like: bills purchased and discounted investment and money on the short call. 

This ratio can be computed by dividing performing assets by total assets. 

Performing assets to total assets ratio = 
AssetsTotal

AssetsgPerfor min
 

This ratio shows how much the banks are successful in utilizing their assets for profit 

generating purpose. Generally higher ratio represents the higher efficiency in utilizing 

assets and vice- versa 

Profitability Ratio 

Profit is the difference between revenues and expenses over a period of time. Profit is the 

should earn profits to survive and grow over a long period of time. To measure the 

profitability of the NBBL, a number of ratios have been calculated and analyzed below. 

i) Return on total assets Ratio 

Net profit refers to the profit after deduction of interest and tax. Total assets mean the 

assets that appear in assets side of balance sheet. It measures the sufficiency of bank in 

utilization of the overall operation. High ratio indicates the success of management in 

overall operation. Lower the ratio means in-sufficiency operation of the bank. This ratio 

is calculated by dividing return by total assets i.e. 

Return on total assets Ratio= 

 

ii)  Return on Net Worth 

This ratio tested to check the profitability of the owner‟s investment. It reflects the extent 

to which objective of business is accomplished. The ratio is of great interest to present as 

well as prospective shareholders and also of great significance of management which has 

the responsibility of maximizing the owner‟s welfare.  This ratio is calculated by dividing 

return by total assets i.e. 
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Interest earned 
Total assets 

Interest expenses 
Total interest income 

Return on net worth= 

 

iii) Interest Earned to Total Assets Ratio 

Interest is the main source of income of a bank. Interest is earned on the loan, advances 

and investment made by the bank. The difference between the amount of interest earned 

and interest paid will be operating margin of the bank. On the other side, total assets 

refers to the total working fund or total utilization of fund by the bank, which is collected 

from various sources. Interest earned and total assets have a deep relationship. The 

amount or ratio of interest earned shows how efficiently and effectively the bank has 

utilized its assets. 

Interest earned to total assets Ratio= 

 

 

iv) Total Interest Expenses to total interest income Ratio 

Total interest expenses consist of interest expenses incurred for deposit, borrowing and 

loan taken by the bank. Total interest income includes interest income received from 

loans and advances, cash, credit, overdraft, government securities, and the inter bank 

loans and other investments. The ratio always shows the percentage of interest expenses 

incurred in relation to income realized. Lower rate is favorable from profitability point of 

view. 

Total Interest expenses to total interest income Ratio= 

 

v) Staff Expenses to Total Income Ratio 

Staff expenses include the salary and allowance, contribution to PF and gratuity fund, 

staff training expenses and other expenses made for staff. 



 32 

Staff expenses 
Total income 

Total Earning  
No. of equity shares outstanding 

Market value per share  
Earning per share 

The ratio measures the proportion of income spent for the staff, whose contribution is of 

great significant in the success of the bank. High ratio indicates that the major proportion 

of the total income is used for the staff expenses. From the firm‟s point of view, low ratio 

is advantageous. But the staff prefer high ratio, as it is the result of higher level of 

facilities and benefits provided to them. 

Staff Expenses to Total Income Ratio= 

vi) Earning Per Share Ratio 

The value of a firm increases with the increase in earning per share. Earning per share, 

commonly used as EPS is the total amount earned by a share during a year and calculated 

by dividing total net profit earned by a firm during a year by total number of outstanding 

ordinary shares. Hence, higher the amount of net profit higher will be the amount of EPS. 

Net profit is that part of a firm‟s income which remains after paying all compulsory 

charges on which the share holders have the full claim. As it is the amount earned by a 

share of total capital, higher EPS indicates a firm‟s better position and vice versa. The 

EPS ratio is the percentage of EPS on face value per share. Following table shows the 

EPS ratios of the NBBL for the entire period of study: 

Higher ratio shows the favorable condition of the bank. 

 

Earning Per Share (EPS):= 

 

 

 

vii) Price Earning Ratio 

It is another type of market value ratios used to analyze the financial position of the 

NBBL. This ratio indicates the percentage of the market value of shares on the EPS of a 

firm and calculated by dividing the market value per share by the EPS.  

Higher ratio shows the favorable condition of the bank. 
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Price Earning Ratio= 

 

viii) Loan Loss Coverage Ratio 

There are two types of loan good and bad. Good loan is the one, where the borrowers pay 

back the amount within stipulated time. Bad loan are such where debtors do not pay back 

the loan amount within time limit. Bank has to make certain kind of provision in order to 

of bank‟s own safety and security. Since bank‟s fund is tied up in loan loss provision 

bank must attempt to minimize proportion of loan loss provision to total lending credit 

investment. Mathematically: 

            Loan Loss Provision to total lending 
Lending Total           

Provision LossLoan  Total
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CHAPTER -FOUR 

DATA PRESENTATION AND ANALYSIS 

This chapter includes the presentation, analysis and interpretation of data collected from 

various sources in order to achieve the objectives of this study. The basic objective of this 

part of study is to analyze the investment policy of Everest Bank Limited in respect of it s 

investment of funds on assets, the return from the assets created from liabilities and the 

future trend of the financial statistics. 

4.1 Financial Analysis  

4.1.1 Ratio Analysis 

Ratio Analysis is used to compare a firm‟s financial performance and status to that of 

other firms or to itself overtime .Ratio analysis is one of the important tools broadly used 

in financial position analysis of a firm. A ratio analysis is a mathematical relationship 

between two related items expressed in quantitative form. A ratio may be expressed in 

proportion, in rate or items, or in percentage. Hence, analysis of financial statement with 

the help of ratio may be termed as ratio analysis. It implies the process of computing, 

determining and presenting the relationship of items or groups of items of financial 

statements (i.e. income statement and balance sheet). The ratio analysis also involves the 

comparison and interpretation of these ratios and the use of them for future projection. 

For this research study, the ratio analysis has been taken as an important tool. Hence, 

various types of ratios have been calculated for the financial position analysis. The ratios 

which can be used for financial position analysis of a bank have been mentioned in brief 

bellow. 

4.1.1.1 Liquidity Ratio 

The short-term creditors of the firm are interested in the short-term solvency or liquidity 

of a firm. But liquidity implies, from the viewpoint of utilization of the funds of the firm 

that funds are idle or they earn very little. A proper balance between the two 
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contradictory requirements, i.e. liquidity ratios measures the ability of a firm to meet its 

short-term obligations and reflect the short-term financial strength or solvency of a firm. 

Therefore, liquidity is a pre-requisite for the very survival of a firm .According to the 

nature of the business of the firm; various ratios may be calculated to indicate their 

liquidity position. Below here have been calculated some liquidity ratios which have been 

thought to be important to indicate the liquidity position of a bank and have been used to 

analyze the financial position of Everest Bank Limited in terms of its liquidity. 

i. Current Ratio (CR) 

It is the ratio of total current assets to total current liabilities and calculated by dividing 

total current assets by ordinary course of business, be converted into cash within a short 

period of time, normally not exceeding one year. The current assets of a bank include 

cash and bank balances, money at call and short notice, bills discounted and purchased, 

short term investment, interest receivable etc. simultaneously, the current ,liabilities of a 

firm represent those liabilities that have short-term maturing obligations to be met, as 

originally contemplated, within a year. The current liabilities of a bank may include 

deposit under various account, bills payable, tax payable, dividend and bonus payable, 

interest payable, short-term loan etc. 

Current Ratio = 
sLiabilitieCurrent

AssetsCurrent
 

Current assets of joint venture bank refers to cash and near cash items ( i.e. cash and bank 

balance, money at call and short notice, loans and advances, cash credit, bills discounted, 

investment, interest receivables, miscellaneous current assets) and current liabilities are 

deposits (i.e. saving, fixed, current, call and short deposit, other bill‟s payable. 

Miscellaneous liabilities) Following table shows the current ratios of NBBL, 
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Table 4.1
 

Current Assets to Current Liabilities Ratio 

         (In million) 

Fiscal Year Current Assets Current Liabilities Ratio 

2006/07 6189.2 885.6 6.959 

2007/08 6915 1076.1 6.426 

2008/09 9520 1143.2 8.328 

2009/10 11756 894.031 13.149 

2010/11 16474 1744.87 9.441 

Total 44.333 

Standard Deviation (σ) 2.385 

Mean 8.867 

C.V. 23.901 
 

Source- Appendix -A   

Table 4.1 reveals current ratios of the NBBL for the period of five years, i.e. from FY 

2006/2007 to 2010/11.and the ratio of Everest bank is in between 6.959 to 9.441. It is 

also observed that the ratios in all the banks have been fluctuating over the years. 

Looking at the above ratios, it is concluded that the banks are not maintaining the 

standard ratio of 2:1 though the ratios has been fixed for the manufacturing companies. 

However, for financial companies, low CA ratio is the indication of good investment and 

indicates that there is no idle cash balance or other non-productive assets in the bank. It 

also shows that the bank‟s liquidity position is not sound.   

As a conventional rule, a current ratio of 2 to 1 or more is considered satisfactory.  This 

rule is based on the logic that in a worse situation, even if the value of current assets 

becomes half, the firm will be able to meet its obligations. The CR represents a margin of 

safety for creditors. The trend of the above ratios indicates that the bank has not been 

maintaining liquidity properly to the sufficient level however considering the nature of 

business and marketability of current assets the ratio is positive. 

Calculating the average return (or arithmetic mean) over a given number of periods will 

generate an expected return on the asset. Standard deviation measures the dispersion or 

variability around the mean. A large standard deviation indicates that the data points are 
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far from the mean and a small standard deviation indicates that they are clustered closely 

around the mean. 

ii. Cash and Bank Balance to Current Assets Saving Deposit Ratio 

Cash and bank balance comprise of cash in hand, foreign cash in hand, cheques and other 

cash items, balance with domestic banks and balance held in foreign banks. Current and 

saving deposits consist of all types of deposit excluding fixed deposit. 

They should maintain adequate cash and bank balance to meet the unexpected as well as 

heavy with drawls of deposit. High ratio indicates sound liquidity position of the bank. 

However, too high ratio is not good enough as it reveals the under utilization of funds. 

Table 4.2 

Cash and Bank Balance to Current saving Deposit (%) 

         (In million) 

Fiscal Year Cash & Bank Balance Current 

saving 

Deposit 

Ratio 

2006/07 1139.57 3694.6 0.308 

2007/08 631.80 4596.55 0.137 

2008/09 1049.99 5867.67 0.179 

2009/10 1552.97 8075.01 0.192 

2010/11 2391.42 10703.23 0.223 

Average (X) 0.208 

Standard Deviation (σ) 0.057 
 

Source- Appendix-A 

The table 4.2 shows that out of total current assets, cash and saving deposit represents 

0.308 percent in FY 2006/07, which is highest of all during the study period. In FY 

2007/08, it has decreased to 0.137 percent. It has again increased to 0.179 percent in FY 

2008/09. In FY 2009/10 it has again increased to 0.192 percent and, however, in FY 

2010/11 it has increased to 0.223 percent. 
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The average of the cash and bank balance to current saving deposit ratio is 0.208 percent. 

It can be said that out of current saving deposit bank normally holds cash and bank 

balance at an average of 0.28 percent. Higher the balance reflects the banks ability to 

meet the unexpected l the profitability of the bank. 

The study period shows the standard deviation of 0.057 % reflecting that the cash holding 

of Everest bank fluctuated considerably over the study period. 

iii. Cash and Bank Balance to Total Deposit Ratios 

The ratio shows the proportion of total deposits held as most liquid assets ratios shows 

the strong liquidity position of the bank. But too high ratio is not favorable for the bank 

because it produces adverse effect in profitability due to idleness of high interest bearing 

fund. 

Table 4.3 

Cash and Bank Balance to Total Deposit Ratio (%) 

(In million) 

Fiscal Year Cash & Bank 

Balance 

Total Deposit Ratio 

2006/07 1139.6 6695 17.022 

2007/08 631.8 8063 7.835 

2008/09 1050 100097.7 10.398 

2009/10 1552.9 13802.4 11.251 

2010/11 2391.3 18186.2 13.149 

Average (X) 11.931 

Standard Deviation (σ) 3.066 

Source- Appendix-A 

 

It is clear from the table 4.3 that the ratio of cash and bank balance to total deposit is in 

increasing trend except in FY 2007/08. The highest of this ratio for the period is 17.022 

percent in FY 2006/07 and the lowest being 7.835 percent in FY 2007/08. 

 

iv. Fixed deposit to total deposit ratio 
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The ratio shows that what percentage to total deposit has been collected as fixed deposit. 

High indicate ratio better opportunity available to the bank to invest in sufficient profit 

generating long term loans. Low ratio means the bank should invest the fund of low cost 

in short term. 

Table 4.4 

Fixed Deposit to Total Deposit Ratio 

         (In million) 

Fiscal Year Fixed deposit Total Deposit Ratio 

2006/07 1846.430 6695.0 27.579 

2007/08 2339.53 8063.9 29.012 

2008/09 3079.860 10097.7 30.501 

2009/10 4242.350 13802.4 30.736 

2010/11 5626.660 18186.2 30.939 

Average (X) 29.754 

Standard Deviation (σ) 1.281% 

Source: Appendix-A 

 

Table 4.4 shows fixed deposit to total deposit ratios of the bank for 5 years each. During 

the whole period of study FY 2006/07 shows the lowest ratio. For the year, this ratio is 

27.579%, During FY 2007/08, this ratio has increased to 29.012%, during FY 2008/09 it 

has again reached to 30.501%. During 2009/10, ratio has gone up to 30.736% and in FY 

2010/11 it again increased to 30.939%. The table shows relatively high fluctuation in the 

ratios during every year. Due to the high difference between the averages of the ratio i.e. 

29.754 %. 

4.1.1.2 Leverage Ratio 

The long term financial position of the firm is judged by the leverage or capital structure 

ratios. The leverage ratio is calculated to measure the financial risk and the firm‟s ability 

to use debt of the benefit of the shareholders. These ratios measures the proportion of 

outsides fund and owner‟s capital used in the bank. The following ratios are used. 
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i. Total Debt to Equity ratio 

The ratio shows the mty in the firms operations due to the increasing interference and 

pressure from creditors. Low ratios implies a greater claims of owner that the outsider. In 

this situation owner are less benefited economic activities are good enough. There fore 

the ratio should neither too high or too low. 

Table 4.5 

Total Debt to Equity Ratio 

       (In million) 

Fiscal Year Total Debt Total Equity Ratios 

2006/07 6695.5                         612.8            10.926 

2007/08 8063.9                         680.3            11.853 

2008/09                             10097                        832.6            12.127 

2009/10 14102.4                        962.8            14.647 

2010/11 18486.2                      1201.5            15.386 

Average (X)           12.988 

Standard Deviation (σ)            1.719 
 

Source: Appendix-B  

Table 4.5 shows the total debt to total equity ratios for 5 years (FY 2006/07 to FY 

2010/11).  The ratio in FY 2006/07 is 10.926%. In FY 2007/08 the ratio is 11.853% 

which is more than in previous year. In FY 2008/09, the ratio has further increased to 

12.127%. It is clear that total debt to equity ratio it has increased every year by certain 

percentage. The average is12.988% and the standard deviation is 1.719%. 
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ii) Total debt to Total Assets Ratio 

This ratio shows the contribution of creditors is financing the assets of the bank. A high 

ratio indicates that the greater proportion of the bank‟s been financed through the 

outsider‟s fund. The ratio should be neither too high nor too low 

                 Table 4.6 

Total Debt to Total Assets Ratio 

                                                                                                      (In million) 

Fiscal Year Total Debt Total Assets Ratios 

2006/07 6695.5 8193.4 0.817 

2007/08 8063.9 9820.3 0.821 

2008/09 10097 12073.5 0.836 

2009/10 14102.4 16294 0.865 

2010/11 18486.2 21851.1 0.846 

Average (X) 0.837 

Standard Deviation (σ) 0.018 
 

Source: Appendix-B 

Table 4.6 shows the t FY 2006/07 is 0.817%. In FY 2007/08 the ratio is 0.821% which is 

more than in previous year. In FY 2008/09, the ratio has further increased to 3%. It is 

clear that total debt to total assets has increased every year by certain percentage but the 

increase in debt is higher than increase in total assets. This means fund mobilization of 

the bank in total debt increased in this year. The average of 0.837% of total assets has 

been mobilized as total debt. The standard deviation is 0.018%. 

iii. Debt to Total Capital Ratio 

Total capital to the sum of interest bearing debt and net shareholder‟s equity. It shows the 

proportion of debt in total capital employed by the bank. High ratio indicates greater 

claim of creditors. On the contrary, low ratio is the indication of lesser claim of outsider‟s 

for the sound solvency position; the ratio should not be too high or bank too low. 

 

Table 4.7 

Total debt to Total capital Ratio 
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       (In million) 

Fiscal Year Total debt Total capital Ratios 

2006/07 6695.5 8193.4 0.817 

2007/08 8063.9 9820.3 0.821 

2008/09 10097 12073.5 0.836 

2009/10 14102.4 16294 0.865 

2010/11 18486.2 21851.1 0.846 

Average (X) 0.837 

Standard Deviation (σ) 0.018 
 

Source: Appendix-B 

It is noticeable in the above table that Total dept for the five years has increased gradually 

as a result total capital has also increased simultaneously except in the FY 2006/07. In FY 

2006/07 the ratio is 0.871% but in FY 2007/08 it has increased to 0.821%. In FY 2008/09 

it has again increased to 0.836% and in FY 2009/10 it increased to 0.865% respectively. 

But in FY 2010/11 it decreased to 0.846% .The average ratio is 0.837% and standard 

deviation is 0.018%. 

iv. Interest Coverage Ratio 

The ratio is also known as times interest earned ratio and is used to test test the debt 

servicing capacity of the bank. It shows the number of times of times the interest charges 

are covered by funds that are ordinarily available may full without causing any 

embarrassment to the regarding the payment of interest. Higher ratio is desirable but too 

high ratio indicates the firm is very conservative in using debt. 
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Table 4.8 

Interest Coverage Ratio (%) 

(In million) 

Fiscal Year Net profit before 

interest 

tax(NPBIT) 

Interest charge Ratio 

2006/07 504.3 530.28 0.951 

2007/08 632.8 560.810 1.128 

2008/09 674.8 632 1.068 

2009/10 854.5 903.42 0.946 

2010/11 1025.1 1144.410 0.896 

Average (X) 0.998 

Standard Deviation (σ) 0.086% 
 

Source: Appendix-B 

Table 4.8 shows the interest coverage ratios of the bank for 5 years. The ratio has 

increased every year. The ratio in FY 2006/07 is 0.951 percent and in FY 2007/08, the 

ratio is 1.128 percent. The ratio in FY 2005, FY 2009/10 and FY 2010/11 is 1.068, 0.946 

and 0.896 percent respectively. The average of the ratios for the study period is 0.998 

percent and its standard deviation 0.086 %. 

v) Capital Adequacy Ratio 

Capital adequacy reflects the financial health of the commercial bank in terms of total 

shareholders equity in the sense that the depositors‟ interest has been protected.  If the 

bank has lower ratio then the bank needs to either inject more capital or diversify the 

assets into the less risky assets so that the interest of the public is always taken care of. 

Nepal Rastra Bank, a central bank of Nepal, determines the minimum ratio to be 

maintained by the commercial banks from time to time. Similarly the Directive number 

four of Nepal Rastra Bank regulation circular has determined the weights to be assigned 

to the assets and the required ratio.  

                                                         Table 4.9  

            Capital Adequacy Ratio 
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         (In million) 

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

A)Core Capital      

1. Paid Up Capital 315000 315000 315000 378000 378000 

2. Share Premium 6427 6427 6427 6427 6427 

3. Non Redeemable 

Preference Share 

140000 140000 140000 140000 140000 

4. General Reserve Fund 64458 91946 126107 173566 232848 

5. Accumulated profit    108640 130547 

5. Capital Adjustment Funds 31500 63000 94500 132300 170100 

6. Retained Earning 40850 46896 70533 7226 13226 

7. Bonus Shares Yet To Be 

Capitalized 

  63000 - 113400 

8.Less: 

Investment in shares in 

underwriting Arrangements 

   (13414) (13414) 

Total Core Capital(A) 598235 663269 815567 932745 1171133 

      

B) Supplementary Capital      

1. Loan Loss Provision 71338 86560 114945 97572 137506 

2. Exchange Fluctuation 

Reserve 

14590 15824 15824 16650 16968 

3. Assets Revaluation 

Reserve 

     

4. Hybrid Capital 

Instrument 

     

5. Unsecured Subordinated 

Term Debt 

  300000 300000 300000 

6. Interest Rate Fluctuation 

Fund 

     

7. Other Free Reserves  1226 1226   
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8.Provision against 

Investment 

   805 805 

9. Additional lone loss 

provision 

   43567 49703 

Total Supplementary 

Capital(B) 

85928 103610 431995 458594 504982 

      

C) Total Capital(A+B) 684163 766879 1247562 1391339 1696115 

Total Risk Weighted Assets 5707030 6924807 9195588 11273293 14976737 

Core Capital % to Risk 

Weighted Assets 

10.50% 9.58%   8.87% 8.21% 7.8% 

Total Capital % to Risk 

Weighted Assets 

11.99% 11.07% 13.57% 12.3% 11.2% 

Minimum Capital 

Requirement: 

     

Total Capital 10.00% 11.00% 11.00%   

Core Capital  5.00% 5.50%   5.50%   

Total Capital 

Fund(Excess/Short) 

1.99% 0.07% 2.57%   

Core Capital Fund( 

Excess/Short) 

5.50% 4.08% 3.37%   

  

Source: Appendix-B 

The table 4.9 shows that the bank has always been able to maintain adequate capital as 

prescribed by Nepal Rastra Bank from time to time. The ratio of capital to risk weighted 

assets have always exceeded the capital requirement as prescribed by Nepal Rastra Bank 

over all the fiscal year under study which shows that the bank is complying with the 

regulations meticulously and depositors interest has simultaneously protected.  

vi) Net Worth to total Debt Ratio 



 46 

The ratio the percentage of the net worth in relation to the total deposits collected in the 

bank. The ratio is a yardstick to see whether the bank has maintained in the capital fund 

according to the directive of NRB. 

 

                    Table 4.10 

Net worth to Total debt Ratio (%) 

         (In million) 

Fiscal Year Net worth Total Deposit Ratio 

2006/07 472.8 6695 0.071 

2007/08 540.3 8063.9 0.067 

2008/09 692.6 10097.7 0.069 

2009/10 822.8 13802.4 0.060 

2010/11 1106.6 18186.2 0.061 

Average (X) 0.065 

Standard Deviation (σ) 0.004 
 

Source: Appendix-B 

The ratio was 0.071 % in the FY 2006/07 which has consistently been decreased in the 

consecutive fiscal year and has reached 0.069% in the FY 2008/09. The average of the 

ratio over the study period is 0.065 % and the standard deviation is 0.004%. 

vii) Net worth to total Assets Ratio 

Net worth includes share capital and shareholder‟s fund with respect to the credit. High 

ratio shows that the firm has adequate capital which is the index of safety. Moreover a 

bank with higher ratio is less affected by the instability of the financial market. 

Table 4.11 

Net worth to Total Assets Ratio (%) 

         (In million) 

Fiscal Year Net worth Total Assets Ratio 

2006/07 472.8 8193.4 0.058 

2007/08 540.3 9820.3 0.055 
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2008/09 692.6 12073.5 0.057 

2009/10 822.8 16294 0.050 

2010/11 1106.6 21851 0.051 

Average (X) 0.054 

Standard Deviation (σ) 0.003 
 

Source: Appendix-B 

The ratio was 0.058% in the FY 2006/07 which decreased to 0.057% in the FY 2008/09. 

And over two consecutive periods it decreased to 0.050% and 0.051% respectively. The 

average of the ratio is 0.054% and standard deviation is 0.003%. 

viii) Turnover Ratio 

Turnover ratio is employed to evaluate the efficiency of the firm that manages and 

utilized its assets to measure the effectiveness of the investment that are used to produce 

profit. Unlike other manufacturing concerns that bank produces loans, advances and other 

investments. So it sells the sa sound profitability position of the bank. Low ratio is the 

result of the insufficient utilization of resources. The following ratios have been tested. 

ix) Loans and advance to Total deposit Ratio 

The ratio indicates the proportion of total deposits invested in loans and advances. High 

ratio means the greater use of deposit for investing loans and advances. But very high 

ratio shows poor liquidity position  

Table 4.12   

  Loans and Advance to Total deposit Ratio (%) 

         (In million) 

Fiscal Year Loans & Advance Total Deposit Ratio 

2006/07 5049.6 6695 0.754 

2007/08 6095.8 8063.9 0.756 

2008/09 7900 10097.7 0.782 

2009/10 10136.2 13802.4 0.734 

2010/11 14082.7 18186.2 0.774 
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Average (X) 0.760 

Standard Deviation (σ) 0.017 

 

Source: Appendix-C 

 

 From the table 4.12, the ratio was 0.754% in FY 2006/07 and it increased to 0.756% in 

FY 2007/08, it further increased to 0.782% in FY 2008/09. The ratio decreased to 0.734% 

in FY 2009/10 and increased to 0.774% in FY 2010/11 resulting in the standard deviation 

of 0.017% over the study period. And the average of Everest Bank is 0.760%. 

x) Loans and Advances to Fixed Deposit Ratio 

The ratio indicates what percentage of fixed deposit has been for loans and advances. 

Since fixed deposit carry high rate of interest, funds so collected need to be invested in 

such sector which yield at least sufficient return to meet the obligations. High ratio means 

utilization of the fixed deposit in form of loan. 

                                                   Table 4.13 

  Loans and Advances and Fixed Deposit Ratio (%) 

         (In million) 

Fiscal Year Loans and 

advances  

Fixed deposit Ratio 

2006/07 5049.6 1846.430 2.735 

2007/08 6095.8 2339.530 2.606 

2008/09 7900 3079.860 2.565 

2009/10 10136.2 4242.350 2.389 

2010/11 14082.7 5626.660 2.503 

Average (X) 2.560 

Standard Deviation (σ) 0.114 
 

Source: Appendix-C 

From the table 4.13, the ratio was 2.735% in FY 2006/07 and it decreased to 2.606% in 

FY 2007/08, it further decreased to 2.565% in FY 2008/09. The ratio decreased to 
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2.389% in FY 2009/10 and increased to 2.503% in FY 2010/11 resulting in the standard 

deviation of 0.114% over the study period. And the average of Everest Bank is 2.560%. 

xi) Loans and advances to saving Deposit Ratio 

The ratio measured what percent of saving deposit has been used as loans and advances. 

Saving deposit also being as interest bearing. High ratio indicates greater utilization of 

saving deposit in loans and advances. 

                      Table 4.14 

Loans and Advances to Saving Deposit Ratio (%) 

       (In million) 

Fiscal Year Loans & Advances Saving Deposit Ratio 

2006/07 5049.6 3012.750 1.676 

2007/08 6095.8 4354.870 1.400 

2008/09 7900 5632.450 1.403 

2009/10 10136.2 6929.3 1.463 

2010/11 14082.3 9029.3 1.560 

Average (X) 1.500 

Standard Deviation (σ) 0.150 
 

Source: Appendix-C 

In the FY 2006/07, the ratio is 1.676%.In the four consecutive years of FY 2007/08 to FY 

2008/09 the ratios are 1.400%, 1.403%, 1.463% and1.560% respectively. An average of 

Everest bank is 1.500%. Standard deviation ratio is 0.150%. NBBL has used greater 

amount of saving deposit as loans and advances. 

xii) Investment to Total Deposit Ratio 

Investment comprises investment in Nepal Government treasury bills, development 

bonds, shares and others. The bank has been shows how efficiently the major resource of 

bank has been mobilized. High ratio reveals that the managerial efficiency regarding the 

utilization of deposits. A low ratio is the result of less efficiency in use of funds. 
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    Table 4.15 

                       Investment of Total Deposit Ratio (%) 

       (In million) 

Fiscal Year Investment Total Deposit Ratio 

2006/07 1654 6695 0.247 

2007/08 2535.7 8063.9 0.314 

2008/09 2128.9 10097.7 0.211 

2009/10 4200.5 13802.4 0.304 

2010/11 4984.3 18186.2 0.274 

Average (X) 0.270 

Standard Deviation (σ) 0.038 
 

Source: Appendix-C 

From the table 4.15, the ratio was 0.247% in FY 2006/07 and it increased to0.314% in 

FY 2007/08, it further decreased to 0.211% in FY 2008/09. The ratio increased to 0.304% 

in FY 2009/10 and decreased to 0.274% in FY 2010/11 resulting in the standard 

deviation of 0.038% over the study period. And the average of Everest Bank is 0.270%. 

xiii)  Performing assets to Total Assets Ratio (%) 

Performing assets to total assets shows the percentage of total assets invested in 

performing assets i.e. for incoming generating purpose. Performing assets consists of 

loans and advance; bills purchased and discounted investment and money at call or short 

notice.     

Table 4.16 

Performing Assets to Total Assets Ratio (%) 

       (In million) 

Fiscal Year Performing Assets Total Assets Ratio 

2006/07 6703.6 8193.4 0.818 

2007/08 8818.9 9820.3 0.898 

2008/09 10598.9 12073.5 0.878 

2009/10 14403.6 16294 0.884 

2010/11 19067 21851.1 0.873 

Average (X) 0.870 

Standard Deviation (σ) 0.027 

Source: Appendix-C 
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Table 4.16 shows the interest coverage ratios of the bank for 5 years. The ratio in FY 

2006/07 is 0.818 percent and in FY 2007/08, the ratio is 0.898 percent. The ratio in FY 

2008/09, FY 2009/10 and FY 2010/11 is 0.878, 0.884 and 0.873 percent respectively. 

The average of the ratios for the study period is 0.870 percent and its standard deviation 

0.027 %. 

4.1.1.3 Profitability Ratio 

Profit is the difference between revenues and expenses over a period of time. Profit is the 

crucial output of a firm, and it will have no future if it fails to make sufficient profit. The 

profitability ratios are calculated to measure the operating efficiency of the firm. A firm 

should earn profits to survive and grow over a long period of time. Profits are 

indispensable but it would be wrong to assume that every action initiated by management 

of a firm should be aimed at maximizing profits, irrespective of social magnitude and 

responsibilities. Even then, profit plays a fundamental role to make a firm stand strong to 

meet its social responsibilities. Besides the management of the firm, creditors and owners 

are also interested in the profitability of the firm. To measure the profitability of the 

NBBL, a number of ratios have been calculated and analyzed below. 

i. Return on total assets Ratio 

Net profit refers to the profit e of balance sheet. It measures the sufficiency of bank in 

utilization of the overall operation. High ratio indicates the success of management in 

overall operation. Lower the ratio means in-sufficiency operation of the bank.  

 Table 4.17 

Return on total Assets Ratio (%) 

(In million) 

Fiscal Year Net profit after 

tax(NPAT) 

Total Assets Ratio 

2006/07 94.200 8193.4 0.011 

2007/08 143.500 9820.3 0.015 

2008/09 170.800 12073.5 0.014 
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2009/10 237.200 16294 0.015 

2010/11 296.400 21851.1 0.014 

Average (X) 0.014 

Standard Deviation (σ) 0.001 
 

Source: Appendix-D 

Table 4.17 shows return on total assets ratios of the bank for 5 years each. During the 

whole period of study FY 2006/07 shows the lowest ratio. For the year, this ratio is 

0.011%, During FY 2007/08, this ratio has increased to 0.015%, and during FY 2008/09 

it has again decreased to 0.014%. During 2009/10, ratio has gone up again to 0.015% and 

in FY 2010/11 it again decreased to 0.014%. The average of the ratio is 0.014 % and 

standard deviation is 0.001%. 

ii)  Return on Net Worth 

This ratio tested to check the profitability of the owner‟s investment. It reflects the extent 

to which objective of business is accomplished. The ratio is of great interest to present as 

well as prospective shareholders and also of great significance of management which has 

the responsibility of maximizing the owner‟s welfare. 

 Table 4.18 

Return on Net Worth Ratio (%) 

       (In million) 

Fiscal Year Net profit after 

tax(NPAT) 

Net Worth Ratio 

2006/07 94.200 472.800 0.199 

2007/08 143.500 540.300 0.266 

2008/09 170.800 692.600 0.247 

2009/10 237.200 822.800 0.288 

2010/11 296.400 1106.600 0.268 

Average (X) 0.254 

Standard Deviation (σ) 0.030 
 

Source: Appendix-D 
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Table 4.18 shows return on net worth ratios of the bank for 5 years each. During the 

whole period of study FY 2006/07 shows the lowest ratio. For the year, this ratio is 

0.199%, During FY 2007/08, this ratio has increased to 0.266%, during FY 2008/09 it 

has decreased to 0.247%. During 2009/10, ratio has gone up to 0.288% and in FY 

2010/11 it again decreased to 0.268%. The averages of the ratio is 0.254 % and standard 

deviations is 0.030%   

iii)    Return on Total Deposit Ratio 

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

accumulated. Higher ratio is the index of strong profitability position. 

  

Table 4.19 

                                       Return on Total Deposit Ratio (%) 

       (In million) 

Fiscal Year Net profit after 

tax(NPAT) 

Total Deposit Ratio 

2006/07 94.200 6695 0.014 

2007/08 143.500 8063.9 0.018 

2008/09 170.800 10097.7 0.017 

2009/10 237.200 13802.4 0.017 

2010/11 296.400 18186.2 0.016 

Average (X) 0.016 

Standard Deviation (σ) 0.001 
 

Source: Appendix-D 

Table 4.19 shows the return on total debt ratios of the bank for 5 years. It can be seen that 

the ratio for FY 2006/07 is 0.014%. In FY 2007/08 the ratio is increased by 0.018% and 

FY 2008/09, it has decreased to 0.017% and FY 2009/10 also constant i.e. 0.017%. In FY 

2010/11 the ratio is again decreased to 0.016%. The average of the ratios for the study 

period is 0.016%. Analyzing average ratio, it can be considered that the operating 

efficiency of the bank is fair enough. The standard deviation for the study period is 

0.001%. 

iv. Interest Earned to Total Assets Ratio 
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Interest is the main source of income of a Bank. Interest is earned on the loan, advances 

and investment made by the bt earned and total assets have a deep relationship. The 

amount or ratio of interest earned shows how efficiently and effectively the bank has 

utilized its assets. Table 4.20 shows the interest earned to the total assets ratios or the 

NBBL for various years of the study. 



 55 

Table 4.20 

Interest Earned to Total Assets Ratio 

         (In million) 

Fiscal Year Interest Earned Total Assets Ratio 

2006/07 520.17 8193.40 0.063 

2007/08 657.25 9820.30 0.067 

2008/09 719.30 12073.50 0.059 

2009/10 903.41 16294.00 0.055 

2010/11 1144.41 21851.10 0.052 

Average (X) 0.059 

Standard Deviation (σ) 0.005 % 
 

Source: Appendix-D 

The table 4.20 shows that the ratio in the FY 2006/07 is 0.063 percent. But in the 

consecutive year 2007/08 the ratio increased to 0.067%. The ratio decreased to 0.059 

percent in FY 2008/09 which further decreased to 0.055 percent in FY 2009/10. Despite 

the rate of interest in the market for the first three years reduced drastically the ratio of 

Everest Bank for the first three years seems satisfactory. Despite that the ratio increased 

to 0.067 percent in FY 2007/08 which reflects that the assets have been properly utilized. 

Despite drastic fall in interest rate in domestic market and fierce competition NBBL still 

earned 0.067 % return on its assets in FY 2007/08. 

The average of the ratios is 0.059 and standard deviation is 0.005 %. It reveals that the 

interest earning of the bank is satisfactory. The bank has used its assets effectively and 

efficiently earning interest. 

As interest is the main source of income of bank, the profitability of the bank largely 

depends on its interest earning capacity. As already said, making loan and advances at an 

attractive rate of interest is not oank should be able to earn (collect) the interest from 

loan, advances and investment in time. Higher interest earned to total assets ratio shows 

bank‟s better position. Hence it can be said that despite the reduction in interest rate and 

competition NBBL is successful in earning good return on its assets which also resembles 

the assets quality of NBBL.  
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iv. Total Interest Expenses to total interest income Ratio 

Total interest expenses consist of interest expenses incurred for deposit, borrowing and 

loan taken by the bank. Total interest income includes interest income received from 

loans and advances, cash, credit, overdraft, government securities, and the inter bank 

loans and other investments. 

The ratio always shows the percentage of interest expenses incurred in relation to income 

realized. Lower rate is favorable from profitability point of view. 

Table 4.21 

Total Interest Expenses to Total Interest Income Ratio 

         (In million) 

Fiscal Year Interest Expenses Total Interest 

Income 

Ratio 

2006/07 307.64 530.280 0.580 

2007/08 316.37 560.810 0.564 

2008/09 299.56 632 0.474 

2009/10 401.40 903.41 0.444 

2010/11 517.17 1144.41 0.452 

Average (X) 0.503 

Standard Deviation (σ) 0.058 
 

Source: Appendix-D 

Table 4.21 shows that the average of the interest paid to total liabilities ratios for the 

period of five years i.e. FY 2006/07 to 2010/11 to be 0.503 percent and standard 

deviation to be 0.058 %. The ratio has been consistently decreased in the five consecutive 

years. The highest ratio for the period has been observed in the FY 2006/07 when it is 

0.580 percent and the lowest in the FY 2009/10 when it is 0.444 percent. The reason for 

the decrease in ratio can be attributed to the high non interest bearing deposit in the 

deposit mix of NBBL and the decrease in the interest rate in the market along with the 

high liquidity in the market. 
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CHAPTER FIVE 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

                    5.1 Summary 

This study is conducted to obtain overall view of financial performance analysis of the 

Everest Bank. Liquidity of NBBL is not adequate. It is unable to maintain its liquidity 

position at   standard level as the current ratio in last two years is below the required 

standard level i.e. 2:1. Debt equity ratio of NBBL shows that it is moving towards higher 

trend, which indicates owners are investing less resource of their own. This reveals 

danger to the creditors, as during period of low profit, a highly debt-financed company 

cannot even pay the interest of creditors.  

The study reveals current ratios of the NBBL for the period of five years, i.e. from FY 

2006/2007 to 2010/11.and the ratio of Everest bank is in between 6.959 to 9.441. It is 

also observed that the ratios in all the banks have been fluctuating over the years. 

Looking at the ratios, it is concluded that the banks are not maintaining the standard ratio 

of 2:1 though the ratios has been fixed for the manufacturing companies. However, for 

financial companies, low CA ratio is the indication of good investment and indicates that 

there is no idle cash balance or other non-productive assets in the bank. It also shows that 

the bank‟s liquidity position is not sound. 

The study showed that out of total current assets, cash and saving deposit represents 

0.308 percent in FY 2006/07, which is highest of all during the study period. In FY 

2007/08, it has decreased to 0.137 percent. It has again increased to 0.179 percent in FY 

2008/09. In FY 2009/10 it has again increased to 0.192 percent and, however, in FY 

2010/11 it has increased to 0.223 percent. 

The average of the cash and bank balance to current saving deposit ratio is 0.208 percent. 

It can be said that out of current saving deposit bank normally holds cash and bank 

balance at an average of 0.28 percent. Higher the balance reflects the banks ability to 

meet the unexpected liabilities when they arise but on the other hand high ratio of cash 
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and bank balance reflects the inefficiency of the bank management to manage the 

liquidity thus affecting the profitability of the bank. 

The study showed that fixed deposit to total deposit ratios of the bank for 5 years each. 

During the whole period of study FY 2006/07 shows the lowest ratio. For the year, this 

ratio is 27.579%, During FY 2007/08, this ratio has increased to 29.012%, during FY 

2008/09 it has again reached to 30.501%. During 2009/10, ratio has gone up to 30.736% 

and in FY 2010/11 it again increased to 30.939%. The table shows relatively high 

fluctuation in the ratios during every year, due to the high difference between the 

averages of the ratio i.e. 29.754 %. 

The study showed the total debt to /09, the ratio has further increased to 12.127%. It is 

clear that total debt to equity ratio it has increased every year by certain percentage. The 

average is12.988% and the standard deviation is 1.719%. 

The study showed the total debt to total assets ratios for 5 years (FY 2006/07 to FY 

2010/11).  The ratio in FY 2006/07 is 0.817%. In FY 2007/08 the ratio is 0.821% which 

is more than in previous year. In FY 2008/09, the ratio has further increased to 3%. It is 

clear that total debt to total assets has increased every year by certain percentage but the 

increase in debt is higher than increase in total assets. This means fund mobilization of 

the bank in total debt increased in this year. The average of 0.837% of total assets has 

been mobilized as total debt. The standard deviation is 0.018% 

It is noticeable in the above table that Total dept for the five years has increased gradually 

as a result total capital has also increased simultaneously except in the FY 2006/07. In FY 

2006/07 the ratio is 0.871% but in FY 2007/08 it has increased to 0.821%. In FY 2008/09 

it has again increased to 0.836% and in FY 2009/10 it increased to 0.865% respectively. 

But in FY 2010/11 it decreased to 0.846% .The average ratio is 0.837% and standard 

deviation is 0.018%. 

The study showed that the interest coverage ratios of the bank for 5 years. The ratio has 

increased every year. The ratio in FY 2006/07 is 0.951 percent and in FY 2007/08, the 

ratio is 1.128 percent. The ratio in FY 2008/09, FY 2009/10 and FY 2010/11 is 
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1.068,0.946 and 0.896  percent respectively. The average of the ratios for the study 

period is 0.998 percent and its standard deviation 0.086 %. 

The study showed that the bank has always been able to maintain adequate capital as 

prescribed by Nepal Rastra Bank from time to time. The ratio of capital to risk weighted 

assets have always exceeded the capital requirement as prescribed by Nepal Rastra Bank 

over all the fiscal year under study which shows that the bank is complying with the 

regulations meticulously and depositors interest has simultaneously protected 

The net worth to total asset ratio was 0.058% in the FY 2006/07 which decreased to 

0.057% in the FY 2008/09. And over two consecutive periods it decreased to 0.050% and 

0.051% respectively. The average of the ratio is 0.054% and standard deviation is 

0.003%. 

From the study, the loan and advance to total deposit ratio was 0.754% in FY 2006/07 

and it increased to 0.756% in FY 2007/08, it further increased to 0.782% in FY 2008/09. 

The ratio decreased to 0.734% in FY 2009/010 and increased to 0.774% in FY 2010/11 

resulting in the standard deviation of 0.017% over the study period. And the average of 

Everest Bank is 0.760%. From the above study, the investment to total deposit ratio was 

0.247% in FY 2006/07 and it increased to 0.314% in FY 2007/08, it further decreased to 

0.211% in FY 2008/09. The ratio increased to 0.304% in FY 2009/10 and decreased to 

0.274% in FY 2010/11 resulting in the standard deviation of 0.038% over the study 

period. And the average of Everest Bank is 0.270%. 

The study showed that return on total assets ratios of the bank for 5 years each. During 

the whole period of study FY 2006/07 shows the lowest ratio. For the year, this ratio is 

0.011%, During FY 2007/08, this ratio has increased to 0.015%, during FY 2008/09 it 

has again decreased to 0.014%. During 2009/10, ratio has gone up again to 0.015% and 

in FY 2010/11 it again decreased to 0.014%. The average of the ratio is. 0.014 % and 

standard deviation is 0.001%. 

The study showed that return on net worth ratios of the bank for 5 years each. During the 

whole period of study FY 2006/07 shows the lowest ratio. For the year, this ratio is 
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0.199%, During FY 2007/08, this r%. The average of the ratio is 0.254 % and standard 

deviations is 0.030%. 

5.2 Conclusion 

NBBL is one of the leading banks among 32 commercial banks operating so far, which 

has been conferred the NICCI Excellence Award during the 9th, 10th and 11th Annual 

General Meeting of Nepal India Chamber of Commerce & Industry (NICCI). Significant 

portion covering 118.2% increment in credit disbursement in various sector contributed 

in income of NBBL in the year 2007/08. Thus, credit management became major concern 

for bank‟s income. 

Despite fragile law and order situation especially during last 2-3 years, the Bank has 

doubled its deposits, advances as profits during the period. Its operating profit have 

grown by 55% during the financial year 2007/08, the net profit has increased by 52%. On 

the other hand, credit deposit ratio is in fluctuating trend. It also depicts that the bank has 

been able to mobilize its deposit efficiently in the year 2007/2008 as the ratio of that year 

is higher as compared to others i.e.78.23%. Thus, most of the deposits collected are 

deployed as loans and advances and remaining amount for investment in securities and 

purchase of assets. 

The study showed that the return on total debt ratios of the bank for 5 years. It can be 

seen that the ratio for FY 2006/07 is 0.014%. In FY 2007/08 the ratio is increased by 

0.018% and FY 2008/09, it has decreased to 0.017% and FY 2009/10 also constant i.e. 

0.017%. In FY 2010/11 the ratio is again decreased to 0.016%. The average of the ratios 

for the study period is 0.016%. Analyzing average ratio, it can be considered that the 

operating efficiency of the bank is fair enough. The standard deviation for the study 

period is 0.001 %. 

The study showed that the interest earn to total asset ratio in the FY 2006/07 is 0.063 

percent. But in the consecutive year 2007/08 the ratio increased to 0.067%. The ratio 

decreased to 0.059 percent in FY 2008/09 which further decreased to 0.055 percent in FY 

2009/10. Despite the rate of interest in the market for the first three years reduced The 
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study showed that the average of the interest paid to total liabilities ratios for the period 

of five years i.e. FY 2006/07 to 2010/11 to be 0.503 percent and standard deviation to be 

0.058 %. The ratio has been consistently decreased in the five consecutive years. The 

highest ratio for the period has been observed in the FY 2006/07 when it is 0.580 percent 

and the lowest in the FY 2009/10 when it is 0.444 percent. The reason for the decrease in 

ratio can be attributed to the high non interest bearing deposit in the deposit mix of 

NBBL and the decrease in the interest rate in the market along with the high liquidity in 

the market. The study indicated that general expenses to total income ratio for five years.  

In FY 2006/07 the ratio is 0.147%. The ratio for FY 2007/08, FY 2008/09, 2009/10 & 

200/11 is 0.132%, 0.150%, 0.135% & 0.129% respectively. The average ratio for the five 

year period is 0.141% and standard deviation is 0.008 %. 

The study found that the EPS ratio for five years. It reveals that, average of the EPS ratio 

for the period is 54.20 percent i.e. during the period the bank‟s share have earned at an 

average of 54.20 percent on their face value. The ratio are fluctuate during the study 

period from 29.90 up to 78.40.The recent trend of the earning per share reflects that the 

shareholders are earning good return from their investments.  Due to the high difference 

between the lowest and highest ratios of the period, the table shows a standard deviation 

of 18.19 %, i.e. there is an average fluctuation of 18.19% in the ratios over year  

NBBL has been advancing different types of credit facilities to the customers. In last five 

years i.e. from FY 2006/07 to FY 2010/11, the figure reveals that bank has deployed into 

numerous sectors which has risen over the years. In conclusion, we can say that the bank 

has been able to mobilize their deposits accumulated efficiently in various sectors that 

help them generate income as interest. As for classification of loan the bank has 

maintained its standard, sub-standard and doubtful level as per NRB directives but bad 

loan has extremely increased by NPR 122.42 million, therefore Bank must focus and 

concentrate in reducing such bad loan. The good quality and correct features of security 

that bank undertakes should be grAs for net profit to loan and advances ratio, the figures 

explain consistent behavior of the bank except decrease in FY 2006/07 by 1.87%, but 

increased in 2008/09 and 2010/11. Therefore the trend shows that there is quite an 

amount of profit earned through deploying it into various productive sectors. Bank has 
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been able to maintain the provision of total lending to quite a reasonable ratio. The bank 

has maintained adequate provision for loan loss which is favorable for the bank. During 

five fiscal years the bank‟s current ratio is below 2:1 which may be interpreted to be 

insufficiently liquid as it represents the margin of safety to the creditors. During five 

fiscal years debt equity ratio show steady rise and fall in the bank‟s financial 

performance. Profitability trend is not steady; the ratio is in a fluctuating situation. 

Finally, this report has been prepared by personally indulging in the daily working of the 

bank. It familiarizes NBBL‟s functions at the corporate level as well as in branch level, 

along with the credit policies procedures, appraisals and credit analysis including 

practical observations pertaining to the bank 

5.3   Recommendations 

The study on financial performance of NBBL has revealed various financial performance 

and functional aspects of bank. The following recommendations are suggested to improve 

and promote positive image of the bank: 

 NBBL should formulate different plans and policies to retain its present 

customers and to attract new and potential customers. 

 NBBL has been serving its customers by introducing various types of loans and 

deposit schemes. It should introduce further innovative schemes which will help 

to satisfy its customers. 

 NBBL should continue to consider principles of good lending while formulating 

credit policy and revise and amend them as per Nepal Rastra Bank directives, 

bank‟s own policy and objectives. 

 Bank should follow entrepreneur- friendly credit policy to tap new market 

segment consisting of the people with great entrepreneurship spirit and potential. 

Further credit decision of the bank should weigh viability of the project and credit 

worthiness to ensure recovery of the loan. 

 NBBL also advances loan against gold, silver and other jewelries so it should 

continue in this matter since this provision can help increase potential customers. 
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 NBBL should further increase its services and lending rates to priority and 

deprived sectors as well. Lending in such sectors increases the economic 

condition of the general public. 

 The bank should protect and build up its deposit base so that it can withstand with 

major competition within commercial banks. 

 NBBL should adjust its interest rates so as to encourage saving and investment. 

 NBBL should widen its scope of investment. It should discover new and fresh 

areas of investment. 
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