CHAPTER -1
INTRODUCTION

1.1Background of the Study

Banking sector plays an important role in the economic development of the country.
Commercial Banks are one of the vital aspects of this sector, which deals in the
process of channelizing the available resources in the needed sectors. It is the
intermediary between the deficit and the surplus of financial resources. Financial
system contains two components viz: depository financial institutions and non-
depository financial institutions. Commercial Banks and Finance Companies (in
Nepalese context) are the example of depository financial institutions whereas
Employee Provident Fund, Development Banks, Insurance Companies are the
example of non-depository financial institutions. All the economic activities are
directly or indirectly channeled through these banks. People keep their surplus money
as deposits in the banks and hence banks provide such funds to finance the industrial

activitiesin the form of loans and advances.

Financia institutions play an important role in the proper functioning of an economy.
These institutions act as an intermediary between the individuals who lend and those
who borrow. These institutions accept deposits and provide loans and advances to
those who are in need. They make the flow of investment easier. Therefore, we cannot
deny the role a bank plays in developing an economy. It pools the funds scattered in
the economy and mobilizes them to the productive sectors. Their main objective is
collecting the idle funds, mobilizing them into productive sectors and causing an
overal economic development. Thus, the bankers have the responsibility of
safeguarding the interest of the depositors, the shareholders and the society as a

whole.



Development of a nation depends upon various sectors viz: trade, industry, agriculture
etc. Hence, to develop these sectors a continuous and adequate supply of resources is
required. In developing countries, especially like ours, there is always a dearth of
capital. The government cannot contribute to the economic development all aone.
Nevertheless, the private sector also cannot reinforce due to low per capitaincome and
higher propensity to consume of the people. Hence, due to low income, saving is low
which on the other hand results in low capital formation. Thus, investment is one of

the vital aspectsin the improvement of the economic condition of a country.

In general, investment means to pay out money to get more. It is the sacrifice of
current dollar for future dollar. It is geared by two factors: time and risk. The sacrifice
takes place in the present, is certain while the reward comes later, and is generally
uncertain. Investment policy ensures efficient alocation of funds to achieve the
overal objectives. A distinction is often made between investments and saving.
Saving is defined as foregone consumption; investment to restrict to ‘real’ investment
of the sort that increases national output in future. Thus, investment is only possible

where there are adequate savings. They are interrelated and go hand in hand.

The Commercial Bank Act, 2031 B.S. of Nepal has stated, “A commercial bank
means banks which deals in exchanging currency, accepting deposits, giving loans

and doing commercial transactions”

The profit of a bank largely depends upon the lending practices and policies and
investments opportunities in different sectors. The greater the credit created by the
bank the higher will be its profitability. Bank receives funds from various sources like
share capital, reserve funds, retained earnings, bank borrowing, deposits and other
liabilities. These funds cannot be kept idle, they have to be invested in assets like cash
and bank balance, money at call or short notice, investments, bills purchased and
discount, loans and advances, fixed assets and deferred expenses. It is because the
bank has to repay some liabilities on demand, it also has to give interest on deposits

made by its customers and even the shareholders seek maximum return. Therefore, the
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funds received by the bank should be invested in such a way that they will be readily
available to repay and distribute the returns. Hence, the bank should have enough
liquidity and profitability with all the safety measures. In gist, a right balance should
be kept between safety liquidation and profitability. Investment policy provides banks
with severa inputs through which they can handle their investment operations
efficiently assuring maximum return with minimum exposure to risks. Thus, a sound
lending and investment policy is hecessary in order to uplift the economic condition of
a country. Furthermore, considering the importance of lending to the individuals,
business community and the society as a whole, it is imperative that the bank

meticulously plan its credit operations

1.2 Development of Banking in Nepal

In the country, the development of banking is relatively recent. The record of banking
system in Nepal gives detail account of mixture of slow and steady evolution in the
financial and global economy of Nepalese life. Involvement of property owners, rich
merchants, shopkeepers and other moneylenders has acted as fence to institutional

credit in presence of unorganized money market.

Though the establishment of banking industry was very recent, some basic bank
operations were in practice even in ancient times. In Nepalese Chronicle, it was
recorded that the new era known as Nepal Sambat was introduced by Shankhadhar, a
Sudra merchant of Kantipur in 879or 880 A.D. after having paid al the outstanding
debts in the country. In 8" century, Gunakama Dev had borrowed money to rebuild
the Kathmandu valley. Similarly, in 11" century, during Malla regime there was
evidence of professional moneylenders and bankers. During the regime of Jayasthiti
Malla, caste system was introduced based on profession. Tankadhari were such caste,
who used to provide loans and used to perform exchange trades. It is further believed
that money-lending business, particularly for financing the foreign trade with Tibet
became quite popular during the reign of Mallas. However, in the absence of any
regulatory measures, the unscrupulous moneylenders were known to have charged

exorbitant rates of interest and other extra dues on loans and advances.



The establishment of the “Tejarath Adda” during the year 1877 A.D. was fully
subscribed by the government of Kathmandu valley, which played a vita role in the
banking system. It helped the public by providing credit facilities at a very low rate of
5 percent. It provided credit especialy on collateral of gold and silver. It ran
successfully for four decades. Hence, the establishment of Tgarath Adda could be
regarded as the foundation stone of banking in Nepal. An institutional banking system
came into existence only in the 19" century with the establishment of Nepal Bank Ltd.
in 1937 A.D. under “ Nepal Bank Act, 1937”.

After the establishment of Nepal Bank Ltd. in 1937, on the long run Commercial Bank
Act was felt, accordingly, it was enacted in 1974 A.D. Hence, the door for opening
commercial banks was opened to the private sector with the establishment of NABIL
Bank in 1985 A.D. Since then, many commercial banks have been established.

At present there are altogether 32 commercial Banks in operation in Nepal which are
as listed below:

S.No Name of the Commercial Banks Head Office
1 Nepal Bank Ltd. Kathmandu
2 Rastriya Banijya Bank Ltd. Kathmandu
3 Nabil Bank Ltd. Kathmandu
4 Nepal Investment Bank Ltd. Kathmandu
5 Standard Chartered Bank Ltd. Kathmandu
6 Himalayan Bank Ltd. Kathmandu
7 Nepal SBI Bank Ltd. Kathmandu
8 Nepal Bangladesh Bank Ltd. Kathmandu
9 Everest Bank Ltd. Kathmandu
10 Bank Of Kathmandu Ltd. Kathmandu
11 Nepal Credit And Commerce Bank Ltd. Siddharthanagar
12 Lumbini Bank Ltd. Narayangadh
13 Nepal Industrial & Commercial Bank Ltd. Biratnagar




14 Machhapuchhre Bank Ltd. Pokhara
15 Kumari Bank Ltd. Kathmandu
16 Laxmi Bank Ltd. Birgunj
17 Siddhartha Bank Ltd. Kathmandu
18 | Global Bank Ltd. Birgunj
19 | Sunrise Bank Ltd. Kathmandu
20 Bank Of Asia Kathmandu
21 Prime Commercial Bank Ltd. Kathmandu
22 NMB Bank Ltd. Kathmandu
23 Kist Bank Ltd. Kathmandu
24 Citizen International Bank Ltd. Kathmandu
25 | Agriculture Development Bank Ltd. Kathmandu
26 DCBL Kathmandu
27 | JantaBank Ltd. Kathmandu
28 Mega Bank Ltd. Kathmandu
29 | Commerce & Trust Bank Kathmandu
30 Civil Bank Ltd Kathmandu
31 Century Bank Ltd Kathmandu
32 Sanima Bank Ltd Kathmandu

Source: Banking Khabar Patra 2012.




1.3 Profile of the Concerned Bank

Nepal Credit and Commerce Bank Ltd.(NCCB)

Nepal Credit & Commerce Bank Ltd. was established on 14th October 1996 as Nepal
- Bank of Ceylon Ltd. (NBOC), a Joint Venture Commercial Bank between Bank of
Ceylon, Sri Lanka, the Pioneer Bank in Sri Lanka and Nepalese Promoters, NB Group
(Nepal) Pvt. Ltd. and Nepal Insurance Company Ltd. It enjoys the reputation of the
first Bank with largest authorized capital of NRS. 1000 Million lion. It also ventured
to establish its Head Office outside the capital of the country at Siddharthanagar,
Rupandehi, the birthplace of LORD BUDDHA (The Light of Asia) for the first time

in the Nepal ese context.

NBOC started its operations from Siddharthanagar on October 14, 1996. Within nine
months of its operation NBOC expanded its business through four branches,
Siddharthanagar and Lumbini in Rupandehi, Bag Bazaar in Kathmandu and Barahbise
in Sindhupalchowk. The Name of the Bank has been changed to Nepal Credit &
Commerce Bank Limited on 10th September 2002. This change was effected due to
the transfer of shares and management from Sri Lankan co-venture to Nepalese
Promoters. At present NCCB provides its financial facilities and services to rural and
urban areas of the nation through its 22 branches. The bank has developed
corresponding agency relationship with more than 150 international banks having
worldwide network.

Bankers with the quality service strive for expansion with profitability,
professionalism and personalized Banking Services is the mission statement of the
bank.

The main goal of NCCB is to provide a wide range of banking services and products
in the emerging socio-economic environment within and outside the country

maintaining high standards of integrity and efficiency with excellence.



The services and facilities provided by NCCB are as follows:

Services and Facilities provided by NCCB

Deposits

NCCB provides various types of deposits including savings, current, Fixed and Call
Deposits, Savings Plus, Bal Suraksha Khata (BSK), Mahila Suraksha Khata (M SK)
Jestha Nagarik Suraksha Khata and Karorpati Khata, Karmachari Bachat
Khata,Shareholders Deposit Account, Normal Saving and Shuva Labh Bachat Khata.
Savings Plus deposits hold the added benefits of interest payable on daily balance and
not on monthly minimum balance. Bal Suraksha, Mahila Suraksha Khata and Jestha
Nagarik Suraksha Khata are special schemes for children, Women and senior citizens
of the country respectively and are entitled to receive 0.5% interest above normal
savings account. In addition to these all the savings deposit holders enjoy facilities
like limitless free withdrawals, personal accidental insurance up to Rs. 500,000/- and

medical expenses reimbursement.

Non-Funded Services

Non-funded facilities are where funds are not involved. NCCB provides non-funded
functions like issue of letters of credit and guarantees, discounting of bills and
remittance facilities. The income from such facilities and services constitute the key

element of the total income of the Bank.

Funded facilities and services

In funded facilities, funds are directly involved like Term Loan, Working capital
Loans and other loans and advances. NCCB provides various kinds of loans and
advances to its customers like project loans, overdrafts, term loans, personal loans,
hire purchase loans, persona housing loans, car loans, and self employment schemes

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



Besides these core-banking services the bank also providesthe following services

NCC Bank is adopting the concept of Universal Banking, in contrast to traditional
bank, which offers wide array of products to its client under one roof. The services
provided by NCC Bank are:

I nvestment Banking
NCC Bank has recently established investment-banking department in an effort to
enter into Universal Banking and building competitive edge. Investment banking

functions carried out by the banks in the international scenariois:

a) Financial Advisory

b) Project Appraisal

¢) Fund Management

d) Managing IPO’s

€) Underwriting

f) Merger and Acquisition
g) Corporate Restructuring
h) Syndication of Funds

Remittance arrangement with ICICI
NCC Bank has strategic alliance with ICICI Bank which facilities its customers to
remit their money to more than 670 locations of India through ICICI Bank

branches and their correspondent banksin India

Its customer can affect their money transfer to India either though Speed Transfer

Arrangement or though Demand Draft arrangement, Under Speed Transfer

Arrangement, money can be credited on line to the beneficiaries account at more

than 400 branch of ICICI Bank located at India.

a) Under Demand Draft arrangement, the bank can issue draft payable at more
than 670 locationsin India.

b) Any Branch banking facility within Kathmandu Valley.

c) Safe Deposit Lockers:



d) NCC Bank is providing Debit Card Facilities Under SCT(Smart Choice
Technology)jointly in consortium with 40 other member Bank.
€) NCC Bank has aso introduced a Loan scheme "Loan against Gold" to cater to

the Fund requirements of the middle class |oans seekers.

Future Plans

a) The bank strives to provide modern & Efficient & Personalized Banking
facilities within the country to its customers.

b) The bank aso aspires to develop new and modern banking systems and
technologies to provide market oriented facilities and services to its valued
customers.

c) The Management and staff of the Bank are committed to innovate and
introduce new products in the market in order to provide maximum benefits to

its valued customers.

1.4 Focus of the Study

Banking plays an important role in the economic development of a nation. Without
banking, the development of the nation is a mere thought. It is regarded as the heart of
financial system. People invest their earnings with a hope of getting good return on
their investment. Nevertheless, due to certain circumstances they loose their hard
earnings. Therefore, in order to make the right decision we have to have a sound
investment policy. The study focuses on eval uating the deposit utilization of the bank
in terms of loans and advances and investments and its contribution in the profitability

of the bank. It also focuses on non-performing assets position of the bank.

1.5 Significance of Study

Asit iswell known fact that the commercial banks can affect the economic condition
of the whole country, the effort is made to highlight the investment policy of
commercia banks expecting that the study can bridge the gap between deposits and
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investment policies. In the context of Nepal, there are less availability of research
work, articles and journals in investment policy of commercia banks and financial
institutions. Thus the study will certainly help the management of NCCB to improve
their performance and to take corrective action if necessary. Moreover, the study will

be very useful to various groups in various ways such as,

The research will provide required information to various people and parties such as
general reader, investors, shareholders, brokers’ financial agencies, businessmen and

general public (depositors, customers).

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

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

1.6 Statement of the Problem

In the dawn of new millennium, towards the end of 2005, there are 17 commercial
banks. All these banks have created a cutthroat competition in the financial sector.
Fluctuating and low interest rates on deposits, poor deposit mobilization etc. has
affected on the return of funds, total assets, total deposits and shareholders’ wealth

position.

Since the liberalization policy of the government, various banks and financial
institutions have been established with a view to reinforce the economic growth of the
country. They have played a pivota role by accepting deposits and granting loans.
Investment of the collected funds is the most important factor for both shareholders
and the bank as they are the source of earning. Credit extended by these banks is
directly related to the national interest. Therefore, the banks should have a sound

investment policy.
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Diana Mc Naughton said, “Investment policy should incorporate several elements
such as regulatory environment, availability of the funds, selection of risks, and loan

portfolio balance and term structure of liabilities”.

Commercial Banks are of utmost importance as they have contributed significantly to
the overall economic development of the country. Yet, after so long since their
establishment and successful operations for almost two decades, they are not free from
problems and hindrances in their avenue. Since, we are concerned with the sample
NCCB we will be discussing about it.

Commercial banks are more interested in providing loans on short-term basis against
movable collaterals. They are reluctant to invest in huge and long term projects due to
safety and security of their loans. Thus, they are following conservative loan policy
based on strong security. Similarly, these banks do not have a well-organized
investment policy. They rely much on the instructions and guidelines of Nepal Rastrya
Bank. Even if they have formulated some guidelines, they fail to implement it due to

poor supervision and lack of professionalism.

Project appraisal method followed by commercial banks is not scientific and
appropriate. Granting loan against insufficient deposits, overvaluation of goods
pledged, land and building mortgaged, risk-averting decision regarding loan recovery
and negligence in recovery of overdue loans are some of the drawbacks of unsound
investment policy. Similarly, loan supervision and follow-up mechanism is lacking in
many commercia banks. Due to this, the portion of non-performing assets on total

loans and advances has been increasing rapidly.
Nepal being an agricultural country needs more investment in this sector.

Nevertheless, commercial banks are rather concerned in industrial and foreign

projects. As aresult, the credit extended to this sector is unsatisfactory.
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Similarly, the banks are not following the diversification principle i.e. they are not
considering the investment portfolio position. A good portfolio theory indicates
diversification of invest able funds to reduce risks. Hence, the principle “do not put all
the eggs in one basket” really does not apply in context of Nepalese commercial
banks. As aresult, many banks today could not recover their loan because, in the past,
a major portion of their investment were made in garment, carpets and hotel sectors

that has now come to the brink of extinction.

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

finding the answers to questions such as:

1) Isthe bank ableto utilize the available funds effectively?
2) How aggressively is the bank lending?
3) What is the proportion on risk free and risky investment on total investment
made by the bank?
4) What is the proportion of Non-performing assets on total |oans and advances
of the bank?
5) What is the relationship of total deposit on total investment and total
investment on total net profit of the bank?

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

7) Isthe bank maintaining sufficient liquidity position?
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1.7 Objectives of the Study
The main objective of this study is to evaluate the investment policy of NCCB and to

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

1) To evauate the liquidity, assets management, profitability position,
L oans and advances portfolio management of the bank.
2) To analyze deposit utilization and its relationship with total investment and net
profit of the bank.
3) To examine the growth rate of bank in terms of deposits, |oans and advances,
investment and profitability of the bank.
4) To assess the proportion of loan loss provision to total loans and advances and
to evaluate the non-performing assets position of the bank.

5) To provide the suggestions and Recommendations on the basis of study.

1.8 Limitations of the Study
As every coin has two sides, there is no doubt that even this thesis has some

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

1) As mentioned earlier, this thesis is mostly based on secondary data
(published annual reports of commercial banks), journals, newspapers,
magazines etc and unpublished thesis.

2) The study coversonly 5 years data, beginning from 2063/64 to 2067/68

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

for comparison.

3) To some extent, the data published on the websites may vary sometimes,
with that of the annual reports of commercial banks. So, the data from the
websites are considered as authentic one.

4) The study is meant for academic purpose i.e. partial fulfillment of the
requirement of the Masters of Business Studies (M.B.S.).

5) It has taken into account only certain factors affecting the investment

decision.
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1.9 Scheme of study
The present study has been divided into five chapters as follows:

Chapter 1 Introduction

Chapter 2 Review of Literature

Chapter 3 Research Methodol ogy

Chapter 4 Presentation and Analysis of data

Chapter 5 Summary, Conclusion and Recommendation

The first chapter highlighted the introduction, statement of problems, objectives,
significant of the problem, limitation of the study and organization of the study. The
second chapter introduces the conceptual framework, reviews the issues related to the
study. Chapter third, research methodology, this chapter includes the suitable research
design and analysis procedures to carry out the objective of the study. The fourth
chapter presents the analysis and interpretation of results of investment policy of NCC
Bank Ltd.
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CHAPTER -l
REVIEW OF LITERATURE

Review of literature is basically a stock taking of available literature in the field of
research. Every possible effort has been made to grasp knowledge and information
that is available from libraries, document collection centre, other information
managing bureaus and concerned commercial banks. This chapter helps to take
adequate feedback to broaden the information to the study. The first part of the
chapter includes the conceptual framework and the second part includes the review of

various rel ated studies.

2.1 Conceptual Framework
This chapter focuses to discuss briefly about the theoretical concept of the investment

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

Bank plays an important role in the economic development of a country. Banking
when properly organized, aids and facilitates the growth of trade and industry and
hence of national economy. In the modern economy, banks are considered not as a
dealer in money but as the leaders of development. Banks are not just the storehouses
of the country’s wealth but are the reservoirs of resources necessary for economic

development.

Commercial banks deal with others people money. They have to find ways of keeping
their assets liquid so that they could meet the demand of their customers. In their
anxiety to make profit, the bank cannot afford to lock up their funds in assets, which
are not easily releasable. The depositors must be made to understand that the bank is
fully solvent. The depositor’s confidence could be secured only if the bank is able to
meet the demand for cash promptly and fully. The banker has to keep adequate cash
for this purpose. Cash is an ideal assets and the banker cannot afford to keep a large

possession of his assets in the form of cash. Therefore the banker has to distribute his
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assets in such a way that he can have adequate profits without sacrificing liquidity
(Radheswamy and Vasudevan, 1979).

Commercial Bank Act 2031 B.S. of Nepal has defined that “A commercial bank is one
which exchanges money, deposits money, accepts deposits ,grant loans and performs
commercial banking functions which is not a bank meant for co-operative, agriculture,

industries or such specific purpose”.

Investment can be defined as the sacrifice of present consumption with expectation of
return in future. Investment takes place at present but return can be expected in future
and it is uncertain too. Uncertainty is measured by risk. Since there is aways
involvement of risk in investment, investment operation of commercia banks is very
risky one. Bank came into existence mainly with the objectives of collecting the idle
funds mobilizing them into productive sector and causing an overall economic
development. The bankers have the responsibility of safeguarding the interest of the
depositors, the shareholders and the society as a whole they are serving. So, banking

sector is exposed to a number of risks.

2.1.1 Banking Risks

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

Credit Risk
Credit risk arises whenever another party entersinto an obligation to make payment or

deliver value to the bank. Thistype of risk is mostly associated with lending.

Liquidity Risk
Liquidity risk arises when bank itself fail to meet its obligation. The bank required to
make payments to the different parties at different times. The failure to make the

payments to the depositors at the time of requirement is known as liquidity risk.
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Yield Risk
It is the risk that bank’s assets may generate less income than expense generated by its
liabilities.

Operational Risk

The failure in the banks procedures or controls, whether from externa or interna
causes or as a result of error or fraud within the institution is known as operational
risk.

Market Risk
The risk of loss resulting from movements in the market price of financial instruments
in which the bank has a position is the market risk. Such instruments include bonds,

equities, foreign exchange and associated derivative products.

Owner ship/M anagement Risk
The risk that shareholders, directors or senior management be unfit for their respective

position or dishonest.

2.1.2 Some Important Termsused in the Study
The study in this section comprises of some important banking terms for which efforts
have been made to clarify the meaning, which is frequently used in this study, which

are given below.

Deposits

For acommercia bank, deposit is the most important source of liquidity. For a bank’s
financial strength, it is treated as barometer. In the word of Eugene “A bank’s deposits
are the amount that it owes to its customers.” Deposit is the lifeblood of the
commercial bank. Though , they constitute the great bulk of bank liabilities, the
success of a bank greatly depends upon the extent to which it may attract more and
more deposits, for accounting and analyzing purpose , deposits are categorized in

three headings. They are:
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a) Current deposits
b) Saving deposits
c) Fixed deposits

L oan and Advances

Loan, advances and overdrafts are the main source of income for a bank. Bank
deposits can cross beyond a desired level but the level of loans, advances and
overdraft will never cross it. The facilities of granting loan, advances and overdrafts

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

Fund borrowed from banks are much cheaper than those borrowed from unorganized
moneylenders. The demand for loan has excessively increased due to cheaper interest
rate. Furthermore, an increase in an economic and business activities always increase
the demand for funds. Due to limited resources and increasing loans, there is some
fear that commercial banks and other financial institutions too may take more
preferential collateral while granting loans causing unnecessary burden to the general
customers. Such loans from institutions would be available on special request only
and there is a chance of utilization of resources in economically less productive fields.
There lies the undesired effect of low interest rate.

In addition to this, some portion of loan, advances and overdraft includes that amount
which is given to the staff of the bank for house loan, vehicle loan, personal loans and
others, in mobilization of commercial banks funds, loan, advances and overdraft have

occupied alarge portion.

I nvestment on Gover nment Securities, Shares and Debentures
Though a commercial bank can earn some interest and dividend from the investment
on government securities, shares and debentures, it is not the major portion of income,

but it is treated as a second source of banking business. A commercial bank may
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extend credit by purchasing government securities bond and shares for severad

reasons.

Some of them are given below,
It may want to space its maturities so that the inflow of cash coincide with expected

withdrawal s by depositors or large loans demand of the customers.

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

of reserves becomes inadequate.

It may also be forced to invest because the demand for loan has decreased or it is not

sufficient to absorb its excess reserve.

However, investment portfolio of Commercial bank is established and maintained
with a view to the nature of banks liability. This is because depositors may demand
funds in great volume without previous notice to the banks. The investment must be a

type that can be marketed quickly with little or no shrinkage in value.

Investment on Other Company’s Shares and Debentures

Due to excess fund but least opportunity of the profitable investment and also to meet
the requirement of NRB directives commercial bank utilizes funds to purchase shares
and debentures of other companies (Financial and non Financial). Like most
commercia banks purchase shares of regional development banks, NIDC and other
development banks.

Other use of Funds

A commercia bank must maintain the minimum bank balance with NRB i.e.8% for
fixed deposit and 6% for current and saving deposit account in local currency.
Similarly, 3% cash balance of all local currency accounts must be maintained by a

commercial bank according to the rules of NRB to have a good liquidity position.
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Again, a part of funds should be used for bank balance in foreign bank and to

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

Off Balance Sheet Activities

These are items like letter of credit, letter of guarantee, commission, bills for
collection etc. Nowadays, these activities are stressfully highlighted by some
economists and finance specialist, to expand the modern transaction of a bank. These
activities are very important, as they are the good source of profit to the bank though
they have high risk. These items are not recognized as assets or liabilities in Balance

Sheet, but are the future purchase or sale of assets, which are contingent obligation.

2.1.3 Features of Sound L ending and Investment Policy

The income and profit of the bank depends upon its lending procedures, lending
policy and investment of its different securities. The greater the credit created by the
bank, the higher will be the profitability. A sound lending and investment policy is not
only prerequisites for banks’ profitability, but also crucially significant for the
promotion of commercial savings of a backward country like Nepal. Some necessities
for sound lending and investment policies which must be considered by the

commercial banks can be explained as follows:

a) Profitability

A commercial bank can maximize its volume of wealth through maximization of
return on their investment and lending. So they must invest their funds where they can
gain maximum profit. The profit of commercial banks depends on the interest rate,

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

b) Safety and Security

The bank should never invest its funds in those securities, which are too volatile i.e.
which are subject to too much depreciation and fluctuations because a little difference
may cause a great loss. It must not invest its funds into speculative businessman who

may be bankrupt at once and who may earn millions in a minute also. Security means
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adequate collateral having good value, which can be easily sold off if required at any
point of time. The bank should accept that type of securities which are commercial,
durable and marketable having fair market value. For this purpose MAST should be

applied while reaching an investment decision, where MAST standsfor,

M = Marketability
A= Ascertainable
S= Stability

T= Transferability

¢) Liquidity

Liquidity is the ability of afirm to satisfy its short term obligation when they become
due for payment. People deposit money at the bank in different account with
confidence that the bank will repay their money when they need. To maintain such
confidence of the depositors, the bank must keep this point in mind while investing its
excess funds in different securities so that it can meet current or short term obligations

when they become due for payment.

d) Purpose of loan

From the viewpoint of security, a banker should always be known that why a
customer isin need have loan. If a borrower misuses the loan granted by the bank, it
can never repay and bank will posses heavy bad debts. Therefore in order to avoid this
situation each and every bank should demand and examine all the essential detailed

information about the scheme of the project or activities, before lending.

e) Diversification

A bank should not put all its eggs on the same basket. This saying is very important to
the bank and it should always be careful not to grant loan in only one sector. To
minimize risk, a bank must diversify its investment on different sectors.

Diversification of loan helps to sustain loss according to the law of average because if
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securities of a company deprived, there may be appreciation in the securities of other

companies. In thisway the loss can be minimized or recovered.

f)Tangibility

Though it may be considered that tangible property does not yield an income apart
from direct satisfaction of possession of property. Many times intangible securities
have lost their value due to price level inflation. A commercial bank should prefer

tangible security to intangible one.

g) Legality
Illegal securities will bring out many problems for the investors. A Commercial bank

must follow the rules and regulation as well as different directions issued by NRB,

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

h) National I nterest

In addition to its own profitability the bank should also consider the national interest.
Even though the bank cannot get maximum return from such investment, it should
carry out its obligation toward the society and the country. The bank is required to
invest on such sectors as per the government and Nepal Rastra Bank’s instruction.
Investment on government bonds, priority and deprived sector lending are the
examples of such investments.
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2.2 Review of Related Studies

2.2.1Review of Books

Financia Institutions are the basic need and they play the vital role in the money
market as well as open market policy system of the business competition world. It
deals with the money, credit instrument and balance between the liquidity,
profitability and safety. Good circulation of money is very important for the bank.
Uneven flow of cash harms the bank as well as the economy. Thus, to collect funds
and utilize it in a good investment should be taken very carefully. Investment of the
fund may be the life and death for the bank. Investment management of Bank is
guided by the investment policy adopted by the bank. The investment policy of the
banks helps the investment operation of the bank to be efficient and profitable by
minimizing the profitable risk. So that an economic word is attach in economics risk

and return theory of future results. It is challenging task for commercial bank.

According to Mr. Bhagat Bista, “Nepal Ma Aadhunik Banking Byabastha ” has made
an attempt to highlight some of the important factors, which have contributed to the
efficiency, and performance of Joint Venture banks. It has concluded that the
establishment of JV banks a decade ago marks the beginning of modern banking erain
Nepal.

The JV banks have brought many new banking techniques such as computerization,
hypothecation, consortium finance and modern activities into the economy (Bista,
2048: 44).

James B Bexley expresses as “Investment policy fixed responsibility for the
investment disposition of the banks assets in terms of allocating funds for the
investment and loan establishing responsibility for day to day management of those
assets” (Bexley, 1987: 12).

There are mainly three concepts of investment.

Economic investment that is an economist’s definition of Investment
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Investment in amore general of extended sense which is used by the man of street
The sense in which we are going to be very much interested namely financia

Investment

The problem of investor is to select the funds whose objectives and degree of risk
taking most closely match its own situation. The one that will accomplish for him
what he would wish to do for himself if he could diversify and manage his own
holdings (Valla, 1983: 2).

In the words of S.P Singh “The investment policy of banks are conditioned to great
extent by the national policy framework, every baker has to apply own judgment for
arriving at a credit decision keeping of course his bankers credit also in mind” (Singh,
1983: 5).

“A sound investment policy of a bank is such that its funds are distributed in different
types of assets with good probability on the one hand and provides maximum safety
and security to the depositors and banks on the other hand; moreover risk in banking
sectors tends to be concentrated in the loan portfolio. When a bank gets into a serious
financial trouble its problem usually comes from the significant amount of loan that
have become uncollectible due to mismanagement, illegal manipulation of loan,
misguided leading policy or unexpected economic downturn. Therefore the bank’s
investment policy must be such that it ensures that it is sound and prudent in order to
protect public funds” (Baidhya, 1997: 46-47).

B. Sharma in “Banking the future on Competition” wrote that the commercia banks
are establishing and operating mostly in urban areas. It has found that only limited
banks are giving their services in the urban areas. They are not properly analyzing the
credits system. Moreover, only the branch of Nepal and R.B.B are running in rural
areas. It has found that due to the lack of Investment avenues, banks are tempted to
invest without proper credit appraisal and personnel guarantee, whose negative side

effects would show color only after four or five years (Sharma, 2000: 13).
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According to Reed, Cotter, Gill and Smith “Commercial banks still remain the heart
of our financia system holding the deposits of millions of persons, government and
business units. They make funds available through their lending and investing
activities to borrowers, individuals, business firms and governments. Commercial
banks are the most important type of financial institutions in the nation in terms of
aggregate assets.” They further states that the primary function of commercial banks is
the extension of credit to worthy borrowers. In making credit available, commercial
banks are rendering a great social service. Through their action, production is
increased, capital investments are expanded and a higher standard of living is realized.
Although the investment activities of commercia banks are usually considered
separately from lending, the effects and the socia results are the same (Edward, W.R,
etc, al, 1980:1-5).

Preeti Singh has defined Investment in this way “Investment is the employment of
funds with the aim of achieving additional income of growth in value” (Singh,
1980:1).

In the word of Gitman and Johnk, “Investment is any vehicle into which funds can be
placed with the expectation that will preserve or increase in value and generate
positive return” (Gitman, 1990:47).

“The term investment can cover a wide range of activities. It often refers to investing
money in certificates of deposits, bonds, common stock or mutual funds. More
knowledgeable investors would include other financial assets such as warrants, puts
and calls future contracts and convertible securities. Investing encompasses very

conservative positions and aggressive speculation”(Parker, 1988:35).

In the word of Sunity Shrestha “Portfolio behavior of commercial banks in Nepal”
said the commercia banks fulfill the credit needs of various sector of the economy

including agriculture, industry, commercial and social service sectors. The lending
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policy of commercial banksis based on the profit maximizing of the institution as well
as the economic enhancement of the country (Shrestha, 1995:51-52).

H.D.Cross in the book “Management policies of commercial banks” says that lending
iIs the essence of commercia banking; consequently the formulation and
implementation of sound policies are among the most important responsibilities of
bank directors and management. Well-conceived lending policies and careful lending
practices are essential if a bank is to perform its credit creating function effectively

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

In investment decision expenditure and benefit should be measured in cash. In
investment analysis, cash flow is more important than accounting profit. It may also
be pointed out that investment decision affects the firm’s value. The firm’s value will
increase if investments are profitable and add to the shareholders wealth. Thus,
investment should be evaluated on the basis of a criterion, which is compatible with
the objectives of the shareholders fund maximization. An investment wills all to the
shareholders wealth if it yields benefit in excess to the minimum benefits as per the
opportunity cost of capital (Panday, 1999: 407).

It may be said that a bank must strike a balance between liquidity, profitability and
safety. The secret of successful banking is to distribute resources between the various
forms of assets in such a way as to get a sound balance between liquidity and
profitability so that there in cash (on hand quickly realizable) to meet every claim for
the bank to pay its way and earn profit for its shareholders (Radhaswami, 1979: 24).

Investment management of bank is guided by the investment policy adopted by the
bank. The investment policy of the bank helps the investment operation of the bank to
be efficient and profitable by minimizing the inherent risk. So that an investment word

Is attach in economics risk and return theory of future result.
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Various authors of above definition views that it is clear that investment means to
trade a known rupee amount today for some expected future stream payments or
benefit. Thus it is the most important functions of commercia banks. Bank has to be
very cautious while investing their funds in various sectors. The success of bank

heavily depends upon the proper management of it’s invest able funds.

Nowadays, more and more banks have developed formal written lending policies in
recent years. They provide guidance for the lending officers and there by establish a
greater degree of uniformity in lending practices. Since lending is important both to
the bank and to the community it serves, loans policies must be worked out carefully
after considering many factors like as follows.

1 Capita position
Risk and profitably of various types of loans
Stability of deposits
Economic Condition
Influence of Monetary and fiscal policy
Ability and experience of banks personnel
Credit needs of the area served

~N oo o B~ WD

Commercial banks have their own investment policy. However, few banks have
followed the written investment policy and few other banks do not follow the written
investment. Those who object to the written investment policy are those who feel that
the economic environment of banking changes so rapidly that a forma written
statement would become dated within a short time. It is true that banking operatesin a
changing environment, but changes do not occur rapidly that they cannot be
incorporated into a written policy. The basic factors that will determine the objectives
of a banks investment policy are the income and its liquidity needs and management
willingness to trade liquidity for greater income opportunity and vice versa which
means accepting greater or lesser degree of risk. Formulation of an investment policy
must give cognizance to the entire risk exposure that bank management is willing to

assume as well as risk carried by the securities that comprise the investment account.
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One of the acceptable methods of reducing risk on the investment portfolio of a
commercial bank is by diversification, which is a basic important rule of any
investment policy. However risk cannot be completely avoided by diversification, but
hey can be reduced. A statement of investment policy should designate the person
responsible for handling the investment program. This is fundamental to the efficient
operation of an investment portfolio, is that “too many cooks spoil the stew” Since the
board of directors is responsible for proper investment of the banks funds, periodic
report regarding the investment portfolio should be prepared for the boards use in
evaluating investment management and establishing investment policy. The
investment policy of bank should be reviewed occasionally and modified as economic

condition change.

Thus we can conclude saying a commercial bank must always mobilize its finds and
other deposits to profitable secured and marketable sector so that it earns a handsome
amount of profit as well as it should be secured and can be converted into cash as per

the requirement.

2.2.2 Review of Relevant Act

Commercial Bank Act 2031 was formulated to facilitate the smooth run of
commercial banks. All the commercial banks are functioning under this act.
This act defines the banks as, “ A commercial bank is one which exchange
money, deposits money, accepts deposits, grants loans and performs
commercial banking function and which is not a bank meant for cooperative,

agriculture, industry or for specific purpose”.
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NRB rulesregarding fund mobilization of Commer cial Bank

To mobilize bank's deposit in different sectors of the different part of the
nation to prevent them from the financial problems, central bank may establish
a legal framework by formulating various rules and regulation. These
directives must have direct or indirect impact while making decision to discuss
those rules and regulation which are formulated by NRB in terms of
investment and credit to priority sector, deprived sector, other institution,
single borrower limit, CRR loan loss provision, capital adequacy ratio, interest
spread, and productive sector investment. A commercial bank is directly
related to the fact that how much fund must be collected as paid up capital
while being established at a certain place of the nation, how much fund is
needed to expand the branch and counters, how much flexible and helpful the
NRB rules are also important. But we discuss only those, whose are related to
investment function of commercial banks. The main provisions established by
NRB in the form of prudential norms in above relevant area are briefly

discussed here under.

Provision for credit to the Priority Sector

NRB requires commercial banks to extend loan and advance, amounting at
least to 12 % of their total outstanding credit to the priority sector.
Commercial banks credit to the deprived sector is also a part of priority sector
credit. Under priority sector, credit to agriculture, credit to the cottage and
small industries and credit. Under priority sector, credit to service are counted
commercial bank loan to the co-operatives licensed by the NRB is also be

computed as the priority sector credit from the fiscal year 1995/96 onwards.
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Cash Reserve Requirement (CRR)

Commercial banks shall maintain liquid assets (also called cash reserve) in
such proportion of the domestic deposits liabilities as the NRB may prescribe.
The cash reserve Ratio requirement, after the amendment of NRB policy is
fixed at 4.5% of their fixed deposits and 7% of other deposits, which should be
balanced with NRB, along 2% of local currency deposits as the vault cash

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

Directives to Raise Capital Funds (CAR)

The commercial banks under operation and having low capital base have been
directed to raise their capital funds at a minimum level of Rs. 50000 million
with 5 year of period i.e. by the end of FY 2000/ 01. Moreover, the
commercial banks are allowed to include paid up capital and reserves for
meeting the minimum capital requirement but they have to deduct the net loss

from such funds if they arein loss.

The review of above relevant literature has contributed to enhance the
fundamental understanding and knowledge, which is required to make this

study meaningful and purposive.

2.2.3 Review of Articlesand Research Papers

This part of the study deals with the examination and reviewing of some related
research papers, articles and journals published in different magazines, newspapers,
World Bank discussion papers and economic journals and other related books and
publications. However, there is not much articles published related to investment
management in Nepal. As the country is poor and there is not much avenues for
investment in different sectors due to the current scenario of the country, the study and
application of investment management is still in infant stage except for some joint

venture commercia banks.

In research of Dr.Sunity Shrestha (1993), in her research, “Investment planning of

commercial banks in Nepal”, has made remarkable efforts to examine the investment
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planning of commercial banks in Nepal. From the study, what she concluded is that
bank portfolio (loans and investment) of commercial banks had been influenced by the
variable securities rates. Investment planning of commercia banksin Nepal is directly
traced to fiscal policy of government and heavy regulatory procedure of the centra
bank. As a result, investments are not made in a professional manner. Similarly,
investment planning and operation of commercial banks in Nepal have been found
unsatisfactory in terms of safety, profitability, liquidity, productivity and social
responsibility. To overcome this problem, she has suggested, “commercial banks
should take their investment function with proper business attitude and should
perform lending and investment operation effectively and efficiently with proper

analysis of the projects”.

Dr. Govind Bahadur Thapa (1994) is of the opinion that commercial banks
including foreign joint venture banks seem to be doing pretty well in mobilizing
deposits. Similarly, loans and advances of these banks are aso in an increasing trend.
Nevertheless, compared to the high credit needs, particularly by the newly emerging
industries, the bank still seems to lack adequate funds for investments. The banks are

increasing their lending to non-traditional sectors along with the traditional sectors.

Among several commercial banks, Nepal Bank Ltd. and Rastriya Banijya Bank are the
only two that are operating with a nominal profit and sometimes incurring losses. Due
to non-recovery of accrued interest, the margin between interest income and interest
expenses is declining. These banks have not been able to increase their income from
commission and discount through traditional off-balance sheet operations. On the
other hand, they have heavy burden of personnel and administrative overheads.
Similarly, profit position of these banks has been seriously affected due to excessive
accumulation of overdue and defaulting loans. Contrary to this, the foreign joint
venture banks have been operating efficiently. They are making tremendous amount
of profits and are distributing a large portion of it to its shareholders and employees as
dividends and bonus. Because of their effective persuasion for loan recovery and

management, overdue and defaulting loans have been limited resulting in high
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margins between interest income and interest expenses. Similarly, concentration of
these banks in modern off-balance sheet activities and efficient personnel management

has added to the maximization of their profits.

Mr.Shiba Raj Shrestha, Deputy Chief Officer of Nepal Rastra Bank, banking
operation department (1998) has given an insight on the, “Portfolio management in
commercial banks; theory and practice.” It has highlighted following issues in the
article. The portfolio management is essential both for individuals and for institutional
investors. Investors would like to select a best mix of investment assets subject to

following aspects:

Good liquidity with adequate safety of investment
Flexible investment
Maximum tax concession
Certain capital gains
Economic, efficient and effective investment mix
Higher return compared with alternative opportunities available according to

therisk class of investors

In view of above aspects, following strategies can be adopted:
Do not hold any single security i.e. try to have a portfolio of different
securities,
Do not put all the eggs in one basket i.e. try to have adiversified investment.
Choose such a portfolio of securities, which ensures maximum return with
minimum risk or lower return but with added objective of wealth
maximization.
However, Mr. Shrestha has also presented following approach to be adopted
for designing a good portfolio and its management:
To find out the risk of the securities depending upon the attitude of investor
towards risk.

To identify securities for investment to refuse volatility of return and risk.
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To find out the invest able assets (generally securities) having scope for better
returns depending upon individual characteristics like age, health, need,
liquidity, tax liability, disposition.

To develop an alternative investment strategy for selecting a better portfolio
that will ensure a trade-off between risk and return with a view to attach the

primary objective of wealth maximization at lower risk.

Mr. Shrestha has presented two types of investment analysis techniques i.e.
fundamental analysis and technical analysis to consider any securities such as equity,
debentures or bonds and other money and capital market instruments. There has
suggested that the banks having international network can also offer access to global
financial markets. It has pointed out the requirements of skilled work force, research
and anaysis team and proper management information system (MIS) in any

commercial bank to get success in portfolio management and customer’s confidence.

According to Mr. Shrestha, the portfolio management activities of Nepalese
commercial banks at present are in promising stage. However, on the other hand, most

of the banks are not doing such activities so far because of the following reasons:

Unawareness of the clients about the service available

Hesitation of taking risk by the clients to use such facilities

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

Less developed capita market and availability of fewer financia

instruments in the financial markets.

Dr. Radhe S. Pradhan (1994), “Financial Management and Practices in Nepal” in
1992, dealt mainly with financial function, sources and types of financing, financing
decision involving debt effect of change in taxes on capital structure, financia
distress, dealing with banks and dividend policy. The main findings of the study

connected with financial management are as follows:
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Banks and retained earnings are the two most widely used financing
SOurces.

The enterprises have a definite performance for bank loans at a lower level
of debts.

Generdly, there is no definite time to borrow the issue stocks. That is
majorities of respondents are unable to predict when interest rate will lower
or go up or are unable to predict when the stock will increase or decrease.
Most enterprise does not borrow from one bank only and they do switch
between banks whichever offer best interest rates.

Most enterprises find that banks are flexible in interest rates and convenient.

Thus, to sum up it can be said that out of numerous studies in the capital market of
Nepal, this study has established itself as a milestone.

F. Morris (1990), in his discussion paper’ “Latin America’s Banking System in the
1980 has concluded that most of the banks concentrated on compliance with central
bank’s rules on reserve requirements, credit allocation and interest rates. While
analyzing loan portfolio, operating efficiency and soundness of bank investment
management has largely been overlooked. The huge losses now found in the bank’s
portfolio in many developing countries are testimony to the poor quality of this
oversight investment function.

He further adds that mismanagement in financial institutions has involved inadequate
and overoptimistic loan appraisal, lower loan recovery, high-risk diversification of
lending and investments, high-risk concentration, connected and insider lending, loan
mismatching etc. This has led many banks of developing countries to the failure in
1980°.



2.2.4 Review of Master’s Degree Thesis

Various students have conducted studies regarding the various aspects of commercial
banks such as financial performance, lending policy, investment policy, interest rate
structure, resources mobilization etc. Some of them which seem relevant to the present
study are briefly described below.

Samiksha Thapa (2000) conducted a study on “A comparative study on investment
policy of Nepal Bangladesh Bank Limited and other Joint Venture bank.” On her

study the major objectives were:

1 To evauate the liquidity, assets management, efficiency profitability and risk
position of NB banksin comparison to NABIL and NGBL.

2 To analyze the ratio relationship between loan and advances and total
investment with other financial variables of Sample Banks.

3 To examine the fund mobilization and investment policy of NB bank through
off balance sheet and on- balance sheet activities in comparison to the other
two banks.

4 To study the various risk in investment

5 To analyze the deposit utilization trend and its projection for next five years of
sample banks.

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

the basis of findings of analyses.

The mgjor findings of study on the basis of primary and secondary data are as follows.

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

and NGBL It has the highest cash and bank balance to total deposits, cash and

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

made enough loan and advances, however made the negligible amount of
investment in government securities.

2 The NB bank is not in better position regarding its on balance as well-as off

balance activities in comparing to NABIL and NGBL. It does no follow any
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definite policy regarding the management of asset.

The profitability position of NB bank is comparatively worse than that of
NABIL and NGBL. Must maintain the high profit margin for the well being in
future.

NB bank has maintained high growth rate in comparison to other banks though
it is not successful to make enough investment.

At last she concludes that there is significant relationship between deposit and
loan an advances and outside assets and net profit of NB bank, NABIL bank
and NGBL but no significant relationship between the deposits and investment.
The position of NB bank in regard to utilization of the fund to earn profit is not
better in compare to NABIL and NGBL.

NB bank has not provided ATM facility, credit facility, any branch bank
facilities and web site etc. Though these facilities are being offered by NABIL
and NGBL.

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

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

study has covered the following objective.

1

To study the liquidity, efficiency of assets management and profitability
position.

To evauate the growth ratios of loan and advances and total investment with
respective growth rate of total deposits and net profit.

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

existing services and adopted investment policy of the joint ventures banks.

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

data are also collected through questionnaire survey of 100 respondents.

The study has found the following findings of the research from the study, which are

asfollows.

1

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

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

26.24% was given preference to the deprived sectors

18.44% gave emphasize on the industrial sectors

16% gave to the tourism sectors

16% agriculture sector

4.25% gave priority on construction sector

Above conclusions were drawn from the primary data and the following conclusions

were drawn from the secondary data which are as follows.

1

Nepal Grindlays bank has maintained consistent and successful liquidity than
NABIL bank and Himalayan Bank Itd

The mean of total investment to total deposits ratio of SCBNL is higher than
the other JVBs.

The mean of the loan and advances to total deposits ratio of SCBNL is less and
inconsistent that NABIL and Himalayan Bank Ltd

Loans and advances to working fund ratio of SCBNL were found less than the
mean ratio of other banks.

Investment on government securities to working fund ratio of SCBNL has the
highest mean ratio that the other banks.

SCBNL used to perform highest off balance sheet operation than the other
JVBs. It means used to give priority to provide letter of credit, guarantee and
others.

The profitability position of SCBNL is higher than NABIL bank and
Himalayan Bank Itd as well. It used to provide interest to the customers for
different activities consistently.

The volume of growth rate of loan and advances found higher than that of
NABIL bank but lower than Himalayan Bank

The growth ratio of net profit of SCBNL seemed to be more satisfactory then
NABIL but in case of Himalayan bank it seemed very high.
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Lila Prasad Ojha (2002), conducted a study on “Lending practices: A study on
NABIL, SCB Nepa Ltd and Himalayan bank Ltd” with the following objectives.
Determine the liquidity position, the impact of deposits in liquidity and its effect in

lending practices.

1 To measure the bank’s lending strength.

2 To analyze the portfolio behavior of lending and measuring the ratio and
volume of loans and advances made in agriculture, priority and productive
sectors.

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

total income.

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

1 Theliquidity position has revealed the mean current ratio of all the three banks
is not widely varied.

2 The measurement of liquidity strength has reveaed that the total liability to
total assets of SCBNL has the highest ratio. The high ratio is the result of high
volume of shareholder equity in the liability mix. Himalayan bank Itd has high
volume of saving and fixed deposits in comparing to current deposits resulting
to low ratio of non- interest bearing deposits to total deposits ratio as compared
to the mean ratio.

3 The loans and advances and investment to deposits ratio has shown that
NABIL Bank Itd has deployed the highest proportion of its total deposits in
earning activities, which indicate that in fund mobilizing activities NABIL
bank is significantly better.

4 The mean volume of net assets and deposits is highest in SCBNL with
moderate variation. The volume of net assets of Himalayan bank is the least

due to the low share capital, reserve and surplus in its capital mix. Whereas
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volume contributed by Himalayan Bank is highly appreciable as compared to
Its net assets.

5 The portfolio analysis has revealed that the flow of loans and advances in
agriculture sector is the lowest priority sectors among these commercial banks.
The contribution of al the banks in industrial sector is appreciable. The
contribution by Himalayan Bank in industrial sector is the greatest than that of
SCBNL

6 Thelending in commercial purpose is highest in case of NABIL Bank Ltd. and
least in case of SCBNL. SCBNL has the highest contribution in service sector.

7 The performance of SCBNL is significantly better than other two banks in case
of Profitability. EPSis highest in case of SCBNL.

Dina Shrestha (2003) conducted the study on “Investment Analysis of Commercial
Banks, A comparative study on HBL and Nepal SBI” The main objectives of the
thesisare asfollows:
1 To evauate the liquidity, assets management, efficiency, profitability and risk
position of Himalayan Bank in comparison to that of Nepal SBI.
2 To study the relationship between investment and deposits of the banks.
3 To anayze investment trend, deposits trend and total income and their
projection for next five years.
4 Analysis of the study is asfollows.
5 Variousfinancial, accounting and statistical tools have been used to achieve the
objective of the study. Simple analytical dstatistical tools are also used.

Similarly some financial tools are also used.

Major findings of the study and recommendation are as follows.
1 Both the banks should maintain required current ratio, as the current ratio of
both banks is not sufficient.
2 They have to consider more on the liquidity of the deposits as they are for the
sake of the bank’s reputation.

3 Recommended to increase SBI investment and to increase their profitability in
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future to compete with other banks.

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

mobilize its fund for business and industries for industrial support.

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

income should not be limited to interest earned from loan.

6 Also recommended to diversify business to more income generating areas like

foreign exchange business, remittance and other commission based business.

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

of commercial banks in Nepal: A comparative study of Standard Chartered Bank Itd

with Nepal Investment Bank and Nepal Bangladesh Bank ltd. ” The main objectives

of thethesis are as follows:

To discuss fund mobilization and investment policy in respect to its fee based
off balance sheet transaction and fund based on balance sheet transaction.
Evaluation of the liquidity, efficiency, profitability and risk position.

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

To analyze the trends of deposits utilization towards total investment.

For this study the financial, accounting and statistical tools have been used.
Here, simple analytical tools such as percentage graph, Karl Pearson’s
coefficient of correlation, regression, and the method of least square and test of
hypothesis are used.

The above analysis has the following findings

1

SCBL is comparatively better than NIBL and NIBL has the lowest cash and
bank balance deposits.

SCBL has good deposits collection. Has made enough investment on
government securities but maintained low investment policy.

The on balance sheet operation is average successful but the off balance sheet
transaction has been strongly maintained by the SCBL

SCBL has successfully maintained and managed its assets towards income
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generating activities.

The profitability ratio of SCBNL is comparatively higher position than the
other banks.

Thus in conclusion, SCBNL are recommended not to give much importance to
the government securities and diversify the investment policy on more yield-
based funds.

SCBL isrecommended to collect alarge variety of deposits through schemes

It is strongly recommended to follow liberal lending policy and maintain more
stability on the investment policy.

At times the banks focuses much of its attention to one sector leaving the other
sectors untouched so recommended to touch all the sectors and balance it

effectively so as to have the optimal performance of the bank.

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

banks with special reference to Nepal SBI bank Itd.”” The main objectives of this

thesis are as follows:

1

To evaluate the liquidity, assets management efficiency, portfolio management
and profitability position of the banks.

To analyze deposit utilization and its relationship with total investment and net
profit of the bank.

To determine the growth rate of the bank in terms of deposits, loans and
advances, investment and profitability of the bank.

To determine the proportion of loan loss provision to total loans and advances
and to evaluate the non — performing assets of the bank.

To determine the proportion of the investment made by bank in risky and risk
free assets and evaluate off balance sheet operation of the bank.

To suggest measures to improve the investment policy of bank.

With the help of the secondary data the study has the following findings

1 Liquidity position of bank is found to be high, thus the bank is
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recommended to look upon new areas of lending and investment.

To compromise between the liquidity and credit needs of rural economy,
the bank is highly recommended to expand its credit in this area.

As the amount of investments made by the bank is found very little and also
inconsistent during the period, the bank is recommended to increase the
investment, which help to utilize the idle funds into income generation as
well as minimizes risk and aso helps to maintain optimal level of liquidity.
Increasing amount of investment in government securities also helps the
bank to maintain an equilibrium level of risk free an risky assets.

The portion of OBS transactions is found decreasing in comparison to loans
and advances. Nowadays most of the commercial banks are getting more
benefits and increasing their earning through the enactment of fee based
OBS transaction. Thus recommended to give more priority to increase fee
based OBS transactions to generate more income.

Although the bank has been decreasing the proportion of nonperforming
loans to total loans and advances during the study period, the bank is
advised to give more attention to decrease the level as it can to meet the
international standard.

The bank is advised to examine carefully from time to time the portfolio
management strategies to maintain equilibrium in the portfolio of loans and
investment and make continuous efforts to explore new, competitive and
high yielding investment opportunities to optimize the return.

The bank is recommended not to expand the business in the industrial and
commercial sectors heavily instead it is advised to give more focus to
increase its volume of credit to other sectors.

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

the competitive banking business.

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

confidence of shareholders, depositors, its customers and general public.

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

bank is recommended to formulate appropriate polices to attract the
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deposits to increase the funding sources to make funds available for
investing at competitive rates.

12 The bank is recommended to adopt innovative approach to marketing. The
business of bank should be customer oriented.

13 The lack of reliable lending opportunities and fear of losing the principlein
rural sectors, has been keeping these banks to less orient towards the
lending function. Hence it is recommended that the government and the
NRB should take appropriate action to initiate the commercial banks to
attract to flow credit in rural economy so that we can expect the increase in
the priority and deprived sector lending by the banks. Posing of the
compulsion of the directives does not create long term healthy lending
practices unless the commercia banks are not self motivated to flow the
credit in this sectors.

Bhhattarai, prakriti (2005) has conducted a research entitled “Investment policy
Analysis of Joint Venture Bank (with specia referenceto NSBIL & EBL)”
The objectives of the study were as follows:

a) To evauate the liquidity management, assets management efficiency,
profitability position, risk position and investment practices of NSBIL,
BOKL & EBL

b) To find out the relationship between deposit and total investment, deposit
and loan and advance, and net profit and outside asset.

His mgjor findings are enumerated bel ow:

a) NSBIL has better liquidity position it isin good position to meet its daily cash
requirement and current obligation. Liquidity position of EBL & BOKL has not
been satisfactory.

b) NSBIL’s loan and advance to total deposit ratio is lower than EBL & BOKL. It
does not seem to follow any definite policy regarding the management of its
assets.

c) The profitability position of al the banks is not satisfactory. The banks have
not adopted sound investment policy in utilizing their surplus funds.

d) BOKL & EBL are exposed to high credit risk and capital risk.
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€) NSBIL & BOKL have not been successful to increase their sources of fund.
EBL has been successful in maintaining its higher growth rate of total deposit.

f) There is significant relationship between deposits and total investment of
BOKL & EBL but the sameis not significant iv case of NSBIL.

Thapa, Neeta (2006) has conducted a research entitled “Investment Policy of
commercial banks in Nepal”
The objective of the study was:

1. To discuss fund mobilization and investment policy of EBL in respect to its fee
based off-balance sheet transaction and fund based on balance sheet transaction
and fund on balance sheet transaction of NIBL and BOKL.

2. Toevauate the liquidity, efficiency, profitability and risk position.

3. To evauate the growth ratios of loans and advances and total investment with
other financial variables.

4. To analyze the trends of deposits utilization towards total investment and loans
and advances and its projection for next five years.

5. To conduct hypothetical test to find out whether there is significant difference
between the important ratios of EBL, NIBL & BOKL.

6. To provide package of workable suggestions and possible guidelines to

improve investment policy of EBL and other banks.

His major findings are enumerated below:

1 EBL iscomparatively better than NIBL and BOKL in terms of liquidity.

2 EBL has been less successful than NIBL and BOKL in its on balance sheet
operation as well as off balance sheet activities.

3 The profitability position of EBL isworse than NIBL and BOKL.
EBL is exposed to more credit risk and capital risk, but lower interest rate
risk than NIBL and BOKL.

5 EBL has maintained high growth rates in the total deposit, loan and

advances but it has moderate position in investment.
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6 Thereissignificant relationship between deposit and loan and advances and
outside assets and net profit of EBL.

Pudasini, Gangaram (2007) has conducted a research entitled “An investment

Analysis of RBB in comparison with NBL.”

The specific objectives of the study were.

a) To evaluate liquidity, activity and profitability ratios of RBB in comparison
with NBL and industry average.

b) To analyze relationship of loan and advance and total investment with total
deposit and net profit of RBB and to compare it with that of NBL and
Industry average.

c) To use trend analysis to compare loan and advance, total investment, total
deposit and net profit of RBB and compare the same with other two.

d) To examinetheloan loss provision of RBB and NBL.

e) To provide suggestion and recommendation on the basis of findings.

The mgjor findings of the study were:

a)

b)

d)

RBB has good deposit collection, enough loan and advance and investment in
government securities. It has comparatively better liquidity position than NBL.
RBB is in comparatively better position regarding issue of loan and advance
but it does not have good position regarding investment in shares and
debentures of other companies, off balance sheet operation. Loan Loss ratio
shows low quality of loan and advance.

The profitability position of RBB isworse. RBB needs to take immediate steps
to increase its profitability.

There is significant relationship between deposit and loan and advance. There
isinsignificant relationship between deposit and investment, and outside assets
and net profit.

Shrestha, Biswo Nath (2008) has conducted a thesis research entitled “Investment

portfolio Analysis of JVB’s.”

The specific objectives of the study were:

a)
b)

To analysis the risk and return ratios of commercial banks.

To evaluate the financial performance of JVB'’s.
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c) To provide suggestion package based on the analysis of data.
d) To study portfolio structure of NIBL in investment as compared to other
JVB’s.

€) To study existing investment policies taken by NIBL in various sectors.

f)  Preference given by NIBL for investment between,

- Loan investment.

- Investment in real fixed assets.

- Investment in financial assets.

The mgjor findings of the study were:

a) BOKL has the highest return on shareholder fund and total assets. It has also
been successful in mobilizing its deposits as investment. NIBL and EBL have
invested high amounts of deposits as loan and advances in comparison to
BOKL, NIBL and HBL.

b)  Among the JVB’s, looking at the investment portfolio, EBL has investment
highest amount of funds in government securities, NBB has invested highest
amount of funds on shares and debentures and NIBL has invested highest
amount of fundsin NRB bonds in comparison to other JVB’s.

C) BOKL has the highest EPS and EBL the lowest EPS among the JVB’s

Commercia banks have huge deposit collection. These deposits need to be properly
utilized. Effective utilization of collected fund is possible only through
implementation of sound investment policy. NIBL and BOKL are the best examples
of JVB’s Nepal that have been able to mobilize the funds in an effective manner and
achieved phenomenal growth and profit year after year by formulating and
implementing sound investment policy.

Most research studies conducted prior to this study involving comparative analysis
comprised of a successful bank and an emerging bank as samples. It was obvious that
the successful bank with sound financial health would excel in various aspects of
banking. The possibility of the samples showing different result during data analysis
was high. The financial and empirical analysis to data reveded higher degree of

consistency in case of successful bank and less uniformity in case of emerging bank.
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This study comprises of two of the most successful JVB’s as sample viz NIBL and
BOKL. This study is also different from previous studiesin view of the time period its
covers. During this period the country has witnessed political uncertainty,
deteriorating security situation that have rendered the economy further sluggish. There
has been a restructuring in the banking business. This study will reveal the strength
and weakness of the sample bank and serve as a valuable input in decision making
process of the concerned banks and other emerging banks in formulating appropriate

investment policy.

Yadav (2009) conducted a study on “A study on comparative financial performance
of joint venture banks in the Nepal”. The objective of the study is as follows:
To find out comparative and comparative position of two JVBs banks.
To rank the Nabil and NBBL in terms of financial operational profitability,
productivity position.
To show the trend of total deposit, investments, total income, total expenses
and total net income.
Measuring financial risk of Nabil and NBBL.
To provide package of recommendation and possible guidelines to improve
banking business based on the finding of the study.

The research finding of the study is asfollows:
Capital structure ratios of the both banks are low. Debt portion is more used
in NBBL but Profitability position in lower than Nabil.
Both banks should be developed separately research and training
department so they would be able to study different aspect of management
and supply practical suggestion to develop as an innovative approach in
bank management and bank operation.
The trend of total deposit, total investment, total expenses, total net income,
interest expenses and interest earning of NBBL is exceptionally higher than
Nabil.

NBBL is more risky bank. Researchers recommended that portfolio situation
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should be carefully examined from time to time. The varied rate of return should
be verified in such a way that balances the conflicting goal of maximum yield and
minimum risk it should be careful in increasing profit in real sense to maintain the
confidence of shareholders, depositors and its customers. Comparatively Nabil’s
profitability better than NBBL.

Thapa (2010) has conducted research entitled “Investment policy of commercia
banksin Nepal”. The objectives of the study are as follows:
To evaluate liquidity, activity and profitability ratios of RBB in comparison
with NBL and industry average.
To analyze the relationship of loan and total investment with total deposit and
net profit of RBB and to compare it with that of NBL and industry average.
To use trend analysis to compare it with that of NBL and industry average.
To use trend analysis to compare loan and advance, total investment, total
deposit and net profit of RBB and compare the same with other two.
To examine the loan loss provision of RBB and NBL.

To provide suggestion and recommendation on the basis of findings.

The major findings of the study are asfollows:
RBB has good deposit colleting, enough loan and advance and investment in
government securities.
It has comparatively better liquidity position than NBL.
RBB and advance is in comparatively better position regarding issue of loan
and advance but it does not good position regarding investment in shares and
debentures of other companies, off balance sheet operation .Loan loss ratio
shows low quality of loan and advance.
The profitability position of RBB and advance is worse. RBB and advance
needs to take immediate step to increase its profitability.
There is significant relationship between deposit and loan and advance. There
Isinsignificant relationship between deposit and investment, and outside assets
and net profit.
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Tapol (2011) conducted a study on “Investment practice of commercia Banks in
Nepal”. The objective of the study is asfollows:

- To measure the financia performance.

- To find out comparative and competitive position of two JVBs banks of
Nepal.

Measuring risk of NABIL &NIBL bank.

- Tofind out the relationship between different variables like investment,
Deposit loan and advance, net profit & compare them between NABIL &
NIBL.

To recommended measure for the improvement of the financial
performance and efficiency on the basis of the conclusion drawn from the
research.

The major findings of the study are as follows:
The mean ratio of return on loan and advances of NIBL is lower tan that of
NABIL. On the other hand, NIBL’s variability between ratios is lower than
that of NABIL.
The mean ratio of credit risk ratios of NIBL is higher than that of NABIL
and NIBL’s ratios are more homogenous than that of NABIL.
From the analysis of growth ratio, NABIL has lower growth rate on total
deposits, loan & advances, total investment and net profit than NIBL.
Therefore NIBL has successfully collected and utilized fund amount of its
customer than NABIL.
Banks are recommended to activate foreign technology and investment in
Nepal by means of their wide international banking sector and make
Nepalese personnel capable of operating these banks as efficiency as
international banks.
Complain boxes should be kept in each and every branch and bank
personnel try to eliminate those deficits which are in the complaint box in

order to maintain better relation with its customer.
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2.3 Research Gap

Investment in different sectors is made on the basis of the directives and circulars of
Nepal Rastra Bank as well as the investment guidelines and policy of the concerned
commercial bank. The directives of NRB change over time. NRB makes necessary
amendments in prevailing directives and circulars and communicates to commercial
banks. Commercial banks should follow these directives and circulars. Furthermore
their own investment guidelines and policies should be in live with NRB directives
and circulars. So, the up to dated study over the change of time frame is mgjor concern
for the researcher and concerned organization as well as industry as a whole. This
study covers the most recent financial data. NRB circulars and guidelines than that of

studies previously conducted.

Portfolio management is the major part of the bank’s investment policy. The optimum
diversification of loan and advances reduced the default risk of credit. It is the major
concern of stakeholders to know the portfolio behavior of the bank. This study puts its
effort to find out the proportion of total loan and advances of the bank disbursed to
different sectors of economy and analyze the diversification of its investment. No
case study has yet been conducted about the investment policy of NCC BANK LTD.
Some comparative studies are previously done but in-depth study about the bank is
not found. Investment function is the magor function the commercia bank. NCC
BANK LTD is one of a leading joint venture bank and its investment activity has
significant impact on the national economy. Hence, this study fulfills the prevailing
research gap about the in depth analysis of the investment policy pursued by the
organization, which is the maor concern of public shareholders and other
stakeholders.
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CHAPTER - 111
RESEARCH METHODOLOGY

3.1 Introduction

“Research Methodology is a way to systematically solve the research
problem.”(Kothari, 1990:10) Research methodology describes the method and process
applied in the entire subject of the study. It may be understood as a science of
studying how research is done significantly. It is very necessary for the researcher to
know not only the research method or technique but also the methodology. Research
method refers to the methods/ways that are used in conducting research or performing
research operations. In other words, research methods are those methods, which are
used by the researcher during the course of studying hisher problems. Research
methodology is a way to solve the research problem systematically. The research
methodology is wider than that of research methods i.e. research method is a part of
research methodology. The research methodology considers the logic behind the
methods used in the context of research study and explains why particular technique
or method is used. It also highlights about how the research problem has been defined,
what data have been collected, what particular method has been adopted, why the
hypothesis has been formulated etc.

3.2 Research Design
A research design is purely and ssmply the framework or plan for a study that guides

the collection and analysis of data.

“Research Design means an overall framework or plan for the collection and analysis
of data” (Wolf and Pant, 2003:74).

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

that aims to combine relevance to the research purpose. Research design is the plan,
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structure and strategy of investigation concelved so as to obtain answers to the

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

A true research design is basically concerned with various steps to collect the data for
analysis and draw a relevant conclusion. Descriptive and analytical research design
has been used in this study. Descriptive research is essentially a fact finding approach
relative largely to the present, and abstracting generalizations by the cross-sectional
study of the current situations. In other words, a descriptive research identifies
problems or justifies current conditions and practices to make comparisons and
evaluations in making future plans and decisions. In the present study, few topics
related questions are also presented to the banks for the primary data collection. Some
financial and statistical tools have been applied to examine facts and descriptive
techniques have been adopted to evaluate the investment policy of the concerned
bank.

3.3 Population and Sample

The population refers to the industries of the same nature and its services and product
in general. Thus, the total commercia banks constitute the population of the data and
the bank that is selected under study constitutes the sample for the study. So from the
population of various commercia banks operating in Nepal the bank taken as sample
Is“NEPAL CREDIT AND COMMERCE BANK LTD. (NCCBANK LTD.)”

The study covers the data of 5 years only beginning from fiscal year 2063/64 to
2067/68.

34  Sourcesof Data

As we al know, data are collected from the two sources, which are, primary and
secondary. The study is also based on both the primary and the secondary data. The
primary data have been collected through Questionnaires, which is the main source of
primary data. While conducting the primary sources different questions with four

options or more than four options are presented to the sample bank. Then the
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employees of the related department fill the questionnaire. After going through the
primary data process the secondary data are used to analyze the facts and figures. The
secondary sources of data are those that have been used from published sources or
used by someone previously. The annual reports of the concerned bank are the major

secondary sources of data.

All the secondary data are compiled, processed and tabulated in the time series as per
the need and objective. Formal and informal talks with the concerned authorities of
the bank were aso helpful to obtain the additional information of the related problem.

3.5 DataAnalysisTools

Presentation and Analysis of the collected data is the core of the research work. The
collected raw data are first presented in systematic manner in tabular forms and are
then analyzed by applying different financial and statistical tools to achieve the
research objective. Besides theses some graph charts and tables have been presented
to analyze and interpret the findings of the study. Likewise some of the tools applied

are as follows.

3.5.1 Financial Tools

It helps to analyze the financia strength and weakness of a firm. Tools like ratio
analysis are used for financial anaysis. Even though there are many ratios to analyze
and interpret the financial statement. Only those ratios that are related to the
investment operation of the banks have been covered in this study. Financial ratios are
the mathematical relationship between two accounting figures. Ratio analysisis a part
of the whole process of analysis of financial statement of any business or industria

concern especially to take output and credit decision.

Thus ratio analysis is used to compare a firm’s financial performance and status to that
of other firms or to it overtime. The qualitative judgment regarding financia
performance of a firm can be done with the help of ratio analysis. Before we examine

the main liquidity ratios in detail, we should be clear what a ratio is, and what it is
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designed to tell us. Ratios express one thing in terms of another or, most often, as a
percentage of another; they are a numerical expression of the relationship between two
values. Their usefulnessin analysisis as a tool that allows us to compare aspects of a
bank’s performance, either internally, over time or with those of other banks, or with
industry benchmarks. In the present study, the researcher has attempted to compare
the aspects of NCC BANK’S performance regarding investment policy over time by

analyzing various ratios.

3.5.1.1Liquidity Ratios

These ratios are used to judge the ability of banks to meet its short-term liabilities that
are likely to mature in the short period. It measures the speed with which bank assets
can be converted into cash to meet deposit withdrawal and other current obligations.

The following ratios are evaluated under liquidity ratios.

1. Liquid Assets Ratio

The liquid asset ratio is the basic measure of asset liquidity. The ratio indicates what
percentage of total assets consists of instruments that can easily be sold in times of
crisis. The criterion is liquidity, therefore high quality items having short maturities
that can easily be converted into cash are included here (i.e. Cash, deposits with the
central bank, treasury bills, and government securities).This ratio is computed by
dividing total liquid assets and deposits with banks by total assets. It is presented as,

Total Liquid Assets + Deposits with Banks
Liquid Asset Ratio= Total Assets

2. Cash and bank balanceto Current Asset Ratio

This ratio examines the bank's liquidity capacity on the basis of its most liquid assets
I.e. cash and balance. This ratio reveds the ability of the bank to make the quick
payment of its customer deposits. A high ratio indicates the sound ability to meet their
daily cash requirements of their customer deposits and vice versa. This ratio can be

calculated by using the following formula:



Cash and Bank Balance
Cash and Bank Balance to Current Assets = Current Assets

In the present study cash and bank balance represent total of local currency, foreign
currencies, cheques in hand and various bank balance in local as well as foreign
banks.

Both higher and lower ratio is not desirable. The reason is that is a bank maintains
higher ratio of cash, it has to pay interest on deposits and some earnings may be lost.
In contrast, if a bank maintain low ratio of cash, it may fail to make the payment for
presented cheques by its customer. So, sufficient and appropriate cash reserve should
be maintained properly.

3. Cash and bank balanceto Total Deposit Ratio

Cash and bank balance are the most current liquid assets. This ratio measures the
percentage of most liquid fund with the bank to make immediate payment to the
depositor. This ratio is computed by dividing cash and bank balance by the total
deposit. It is presented as,

Cash and Bank Balance
Cash and Bank Balance to Total Deposit = Total  Deposit

Cash and bank balance includes cash on hand, foreign cash on hand, cheques and other
cash items, balance with domestic and foreign banks. The total deposits consist of
current deposit, saving deposit, fixed deposit, money at call or short notice and other

deposit.
4. |nvestment on Government Securitiesto Current Assets

Investment on government securities on current assets ratio reflects the current assets

invested on government securities, treasury bills and development bonds. This ratio can

55



be computed by dividing investment on government securities by current assets. This

ratio can be calculated by applying the following formula.

Invest. On Govt. Securities
Invest.on Govt. Sec.to Current Assets = Total Assets

Where, Investment on government securities includes treasury bills, development

bonds, saving bonds, government securities.

This ratio examines that portion of a commercial bank's current assets, which is
invested on different Govt. securities. More or less commercia bank is interested to
invest their collected fund on different securities issued by government in different
times to utilize their excess funds and or for other purpose. Though government
securities are not so liquid as cash and bank balance of commercia bank, they can

easily be sold in the market or they can be converted into cash in other ways.

5. Loans and Advancesto Current Assets Ratio
Loan and advances are aso included in the current assets of commercial bank because
generally they provide short-term loan, advance, overdraft, and cash credit. The ratio
can be computed in following way:

Loan and Advances
Loan and advance to Current Asset Ratio= ~ Current  Assets

In the present study loan and advance represent to local and foreign bills discounted
purchased and loan, cash credit and overdraft in local currency as well as

inconvertible foreign currency.

To make high profit by mobilizing its fund in the best way, a commercial bank should
not keep its all collected funds as cash and bank balance but they should be invested
as loan and advance to the customers. If sufficient loan and advances cannot be

granted, it should pay interest on those unutilized deposit funds and may lose some

56



earning. But high loan and advances may also be harmful to keep the bank in most

liquid position because they can only be collected at the time of maturity only.

3.5.1.2Assets Management Ratio/ Activity Ratio

It measures the proportion of various assets and liabilities in balance sheet. The proper
management of assets and liabilities ensures its effective utilization. The banking
business converts the liability into assets by way of its lending and investing function.
Assets management ratio measures how efficiently the bank manages the resources at
its command. The following are the various ratios relating to assets and liability
management, which are used to determine the efficiency of the subjected bank in

managing its assets. The ratios related to assets management are presented as:

1. Loan and Advancesto Total Deposit

This helps to find out, how successfully the banks are utilizing their total deposit on
loans and advances for profit generating purpose. Greater ratio implies the better
utilization of total deposits; this can be obtained by dividing loans and advances to
total deposits, which can be stated as

Loan and Advances
Tota Deposit

Loans and Advances to Total Deposit =

2. Total Investment to Total Deposit Ratio
Investment is one of the maor credits created to earn income. This implies the
utilization of firm’s deposits on investment in government securities and shares and

debentures of other companies and banks.

The total investment consists of investment on government securities, investment on
debentures and bonds, shares in other companies and other investment. It can be

computed as follows.
Total Investment
Total Investment to Total Deposit Ratio= ~ Totd  Deposit
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3. Loans and Advances (to working fund) Ratio
Loan and advances is the mgjor component in the total working fund (total assets),
which indicates the ability of bank to channels its deposits in the form of loans and

advances to earn high return.

Here total-working funds includes, al assets as of on balance sheet items. Includes
current assets and other fixes assets, loans for development of banks and other

mi scellaneous assets but excludes off balance sheet items. Theratio is calculated as,
Loans & Advances
Loan & Advancesto Total Working Fund Ratio= ot Working  Fund

4. Investment on Government Securitiesto Total Working Fund Ratio

This ratio shows that banks investment on government securities i.e comparison to the
total working fund. A high ratio indicates better mobilization of fund as investments
on government securities and vice versa. This ratio calculated by dividing investment

on government securities by total working fund. Thisis presented as:

Invest.onGovt.Securities
Total Working~unds

Investon Govt.sec.to Total Working~undRatio=

Here, investment on government securities includes treasury bills and development
bond etc. Total working fund includes all asset of on balance sheet itemsii. e. (Total
asset — Bill for collection). Current assets, net fixed assets, loans for development
banks and other miscellaneous assets but excludes off- balance sheet items such as
letter of credit (L.C) letter of Guarantee etc.
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5. Investment on Shares and Debenturesto Total Working Fund Ratio
This ratio shows the banks investment in shares and debenture of the subsidiary and
other companies in terms of total working fund. This ratio is computed by dividing

shares and debentures by total working fund. This can be shown as,

_ Investmenton Share& Debenture

Invest. on Share & Deb. to Total Working Fund Ratio Total WorkingFund

Where,
Numerator includes investment on debentures, bonds and shares of the other

companies.

3.5.1.3Profitability Ratio

Profits are the lifeblood of any commercial firm. By making adequate earnings, a
bank, like any other firm, will be able-barring exceptional circumstances- to maintain
solvency, survive, and, in a suitable environment, grow and prosper. Robust profits
enable a bank to build up its capital internally through retained income and thereby
absorb economic shocks, attract outside capital and to earn its way out of problems.
Ample earning provides the bank with the wherewithal (resources) to make
Investments that may be necessary for it to flourish within a competitive environment.
A commercial bank’s ability to generate profit and thereby become self-sustaining is

critical to itslonger term credit worthiness.

When considering earnings and profitability, it must be remembered that an increase
in profits does not necessarily mean an increase in profitability. Output must always
be related to inputs, whether those inputs are measures in terms of shareholder’s fund

or the assets the bank holds. Though external support, by the government for example,
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may underpin a bank’s creditworthiness, a reasonable level of profitability is always a

positive factor in assessing its credit standing.

Profitability ratios are very helpful to measure the overall efficiency of operations of a
firm. It is a true indicator of the financial performance of any institution. It is notable
that higher the profitability ratios better the financial performance and vice versa. The

various profitability ratios can be obtained through the following ways.

1. Return on Total Assets Ratio

Return on total assets measures net profit against total assets, which for a Bank
consists largely of financial assets such as loans. Return on assets indicates how
effectively the bank’s assets are being managed to generate revenues. In other words,
return on assets measures the efficiency with which an enterprise is employing its
assets.

Return on total assets ratio measure the profitability with respect to the total assets. In
the present study, this ratio is calculated and analyzed to measure the profitability of
al financia resources invested in the banks assets, A higher ratio usually indicates
efficiently in utilizing its overall resources and vice versa. The ratio can be computed

by following process:

Net Profit
Return to Total Assets Ratio= Total Assets

2. Return on Loan & Advances Ratio

Return on loan and advances ratio shows how efficiently the banks and the other
financial institutions have utilized their resources to earn good return from providing
loan and advances. This ratio is computed by dividing net profit/loss by the total

amount of loan and advances. This can be shown as,

Net Profit
Return to loan and Advances Ratio = Loan & Advances
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3. Total Interest Earned on Total Assets Ratio

Total interest earned on total assets ratio shows how much interest the bank has
generated by mobilizing its assets. Interest occupies significant place in income for the
banks. Generally, banks earn interest through the provision of loans and advances,
overdrafts and investments in securities. The ratio can be calculated in the following

way,

Tota Interest Earned
Total interest earned on Total Assets Ratio = Total Assets

3.5.1.4 Risk Ratios

Risk taking is the prime business of bank’s investment management. It increases
effectiveness and profitability of the bank. These ratios indicate the amount of risk
associated with the various banking operation which ultimately influences the

investment policy of the bank.

1. Credit Risk Ratio

It measures the possibility that the loan will not be repaid or that investment will
deteriorate in quality or go into default with consequent loss to the bank. By definition
it is expressed as the percentage of non — performing loan to total loans and advances.
Thisis stated as,

Total Loans and Advances
Credit Risk Ratio = Total Assets

2. Liquidity Risk Ratio

Poor liquidity is the proximate cause of bank failure, and the analysis of a bank’s
liquidity position is a crucial part of the bank credit analyst’s role in determining
overal creditworthiness. Adequate liquidity can allow an otherwise weak bank to

continue operating. However ,even a good bank with, say, a clean balance shest,
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sound management and making solid returns, can quickly face severe problems and

ultimately collapse if liquidity weakens or dries up.

A bank’s liquidity management policy will aim to ensure that the bank has sufficient
funds available to meet its operational needs, as well as to ensure compliance with
regulatory guidelines. Liquidity risk includes the risk associated with an increase in
funding costs and the risk of being unable to honor deposit withdrawals, make
repayments at maturity of other liabilities and being unable to liquidate appositionin a

timely manner and at a reasonable cost.

It measures the liquidity for the deposits. The bank must invest its deposits in loans
and advances to earn profit because loans and advances cover very high risk. If the
bank keeps more idle cash accepting more deposits then bank will not be in any
liquidity risk position but might not earn sufficient return too. Thus the liquidity risk is
calculated by the following formula

Cash and Bank Balance
Liquidity Risk Ratio= ~ 1ota Deposits

3.5.1.5Growth Ratio
Growth ratios are directly related to the fund mobilization and investment of a
commercial bank. It represents how well the commercial banks are maintaining the

economic position.

To examine and analyze following growth ratios are calculated in this study.
1. Growth ratios of Loan and Advances
2. Growth ratio of Total Investment
3. Growth ratio of Deposits
4. Growth ratio of Net Profit
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3.5.2 Statistical Tools/ Statistical Analysis

Statistical tools help to find out the trends of financial position of the bank. It also
analyzes the relationship between variables and helps banks to make appropriate
investment policy regarding to profit maximization and deposit collection, fund
utilization through providing loan & advances or investment on other companies.
Ranges of statistical tools are also used to analyze the collected data and to achieve
the objectives of the study. Simple analytical tools such as standard deviation, Karl

Pearson’s coefficient of correlation, trend analysis adopted which are as follows:

A) Arithmetic Mean (Average)
It represents the entire data by a single value. It provides the gist and gives the bird's

eye view of the huge mass of unwieldy numerical data. It is calculated as.

X = N
Where: X = Arithmetic mean

N = Number of observations
ax = Sum of observations

B) Standard Deviation

Standard deviation is an important and widely used to measure dispersion. A standard
deviation is the positive square root of the arithmetic mean of the squares of the
deviations of the given observations from their arithmetic mean. It is denoted by the

letter s (sigma). In this study standard deviation of different ratios are calculated.

where, s, = Standard deviation of X

N = No. of observations.
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3.5.2.1Coefficient of Correlation Analysis

Coefficient of correlation analysis is the mathematical method of measuring the
degree of association between the two variables i.e. one dependent and another
independent. This analyzes, identifies and interprets the relationship between two or
more variables. In the case of highly correlated variables, the effect of one variable
may have effect on other variable. The study isto find out the relationship between the

following variables.

1. Coefficient of correlation between deposit and loans and advances
2. Coefficient of correlation between deposit and total investment
3. Coefficient of correlation between total investment and net profit.

The coefficient of correlation can be calculated by the following formula

_ axy
r=__ %
Coefficient of correlation (r) = Vax'vay’
Probable Error
1-r?
P.Er. = 0.6745
JN

The result of coefficient is always between -1 to +1.
If r> 6P.E the correlation coefficient significant
If r< 6P.E the correlation coefficient is not significant

In other cases nothing can be concluded.

3.5.2.2 Trend Analysis

Under this topic we analyze and interpret the trend of deposits, loan and advances,
investment and net profit of HBL that helps to make forecasting for next five years.
The following trend value analyses have been used in this study.

1. Trend analysis of total deposit

2. Trend analysis of loan and advances

3. Trend analysis of total investment

4. Trend analysis of loan loss provision

The trends of related variables can be calculated as, Y=a+ bX
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Where,

Y = dependent variable
X=time periods

a= y intercept

b= dlope of the trend line

Two normal equations are:
Y=na+b)x.......... (1)
SXY=adx+bdxe.......... (M)

3.6 Primary Data Analysis

We have discussed above in the financial tools that have been used in this study and
al the related ratios that have been calculated. But the tool used in this study is the
guestionnaire. The questionnaire has questions related to how the sample bank has
adopted the Current Directives provided by the NRB related to the investment policy.
There are various directives provided by the bank on the investment policy analysis
but here in this study only few have been concentrated. Questions have been prepared
and asked concentrating only few directives. Thus the provision that are taken into

consideration while preparing questions are as follows:

1 Directives of loans and advances and loan loss provision

2 Directive regarding investment in shares and securities and

The questions have mainly concentrated these provisions only. More than that other
guestions are also asked like do they feel current provision relating to the investment
policy should be changes or revised, if yes then which area need the changes, are the

banks facing difficulties because of the current provision etc.
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CHAPTER -1V
DATA PRESENTATION AND ANALYSIS

Thisis an analytical chapter, which primarily deals with the presentation and analysis
of data collected from various sources with view to measure the various dimensions of
the problems of the study that particularly affects the investment management and
fund mobilization of NCC BANK LTD.

4.1 Measuring the Liquidity Position of the Bank

A commercial bank must maintain its liquidity position satisfactory to satisfy the
credit needs of the community, to meet demands for deposits withdrawal, pay maturity
obligation in time and convert non cash assets into cash to satisfy immediate needs
without |oss to the bank and without consequent impact on long run profitability of the
bank. To measure the liquidity position of the bank, the following measures of
liquidity ratio has been calculated and a brief analysis of the same has been done as
below.

4.1.1. Liquid Assets Ratio

The liquid asset ratio is the basic measure of asset liquidity. The ratio indicates what
percentage of total assets consists of instruments that can easily be sold in times of
crisis. The criterion is liquidity, therefore high quality items having short maturities
that can easily be converted into cash are included here (i.e. Cash, deposits with the
central bank, treasury bills, and government securities).This ratio is computed by
dividing total liquid assets and deposits with banks by total assets.

Thisratio is presented as,

Total Liquid Assets + Deposits with Banks
Liquid Asset Ratio= Total Assets

66



Table4.1
Liquidity Assets Ratios(%)

Bank/FY NCCB
2063/64 73.93
2064/65 88.21
2065/66 87.03
2066/67 82.51
2067/68 82.12
Mean 82.76
SD. 5.62
C.V. 0.07
Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A1l)

The above table shows that the mean, standard deviation and coefficient of variation
of liquid assets ratio of NCCB has fluctuating trend. The highest ratio is 88.21% in
2064/65 and lowest ratio is 73.93% in 2063/64. The mean ratio of the study period is
82.76% and the C.V. between them is 0.07.

4.1.2 Cash & Bank Balance to Current Assets Ratio

Cash & bank balance to current assets ratio reflects the portion of cash and bank
balance in total of current assets. Cash & bank balance are the most liquid current
assets. This ratio measures the percentage of most liquid fund with the bank to make
immediate payment. This ratio is calculated by dividing the cash & bank balance by
current asset.

Cash and bank balance is composed of cash at hand, deposits with the central bank,

deposits with other banks and financial institutions.
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Current assets is total liquid assets which consists of cash and bank balance, deposits
with the central bank, deposits with other banks and financial institutions, money at

call, loans and advances and bills purchased.

Table4.2
Cash and Bank balanceto Current Asset Ratio

Bank/FY NCCB
2063/64 16.99
2064/65 20.33
2065/66 12.87
2066/67 20.86
2067/68 15.94

Mean 17.40

SD. 3.29

C.V. 0.19

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A2)

The above table shows that the mean, standard deviation and coefficient of variation
of cash and bank balance to current assets ratio of NCCB has fluctuating trend. The
highest ratio is 20.86% in 2066/67 and lowest ratio is 12.87% in 2065/66. The mean
ratio of the study period is 17.40% and the C.V. between them is 0.19.

4.1.3. Cash & Bank Balance to Total Deposits Ratio

Cash & bank balance are the most liquid current assets, which is said to be the first
defense of every bank. This ratio measures the availability of a bank's highly liquid
and immediately available fund to meet its unanticipated calls on all type of deposits.
Thisratio is computed by dividing cash & bank balance by total deposits. Higher ratio

shows higher liquidity position and ability to cover the deposits and vice versa.
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Cash and bank balance is composed of cash at hand, deposits with the central bank,

deposits with other banks and financial institutions

Total deposits means current deposits, saving deposits and fixed deposits as well as

call money deposits and certificate of deposits.

Cash & bank balance to total deposit ratio of NCC BANK from the fiscal year
2063/64 TO 2067/68 are given below. (See on Annexure-A3)

Table4.3
Cash & Bank Balanceto Total Deposit Ratio

Bank/FY NCCB
2063/64 11.66
2064/65 20.19
2065/66 13
2066/67 20.29
2067/68 15.85

Mean 16.20

SD. 3.99

C.V. 0.25

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A3)

The ratio of cash & bank balance to total deposit ratio is in increasing trend. NCCB
has lowest ratio at FY 2063/64 with 11.66% and the highest ratio of 20.29%at FY
2066/67. The mean ratio of the study period is 16.20% with standard deviation of
3.99% and coefficient of variation of 0.25.

4.1.4. Investment on Government Securities to Current Assets Ratio
Investment on government securities to current assets ratio reflects the current

assets invested on government securities, treasury bills and development
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bonds. Though the government securities are not so liquid as cash & balance,
they can be easily sold in the market or they can be easily converted into cash

in other ways and they are risk free too.

This ratio shows that out of total current assets, how much percentage of it has been
occupied by the investment on government securities. This ratio is calculated by

dividing the amount invested on government securities by current assets.

Table4.4
I nvestment on Govt. securitiesto Current Asset Ratio

Bank/FY NCCB
2063/64 14.19
2064/65 7.16
2065/66 15.48
2066/67 16.73
2067/68 17.50

Mean 14.21

SD. 4.14

C.V. 0.29

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-A4)

NCCB has lowest ratio at FY 2064/65 with 7.16% and the highest ratio of 17.50% at
FY 2067/68.The mean ratio of the study period is 14.21% with standard deviation of
4.14% and coefficient of variation of 0.29.

According to the NRB directives issued, there shall be no restriction as to investments
by the banks in the securities of His Majesty’s Government and securities issued by
Nepal Rastra Bank. Bank and finance companies can purchase and get endorsed
(transferred) in their name only those HM G securities which were primarily issued by
NRB.
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4.1.5. Loan & Advancesto Current Assets Ratio

It shows the relationship between loan & advances to current assets ratio or it shows
the bank's liquidity capacity of discounting and purchasing the bills and loans, cash
credit and overdraft facilities to the customers. To make high profit by mobilizing its
fund in the best way, bank should invest its fund as loan and advances to the
customers. If sufficient loan and advances cannot be granted, it has to pay interest on
those unutilized deposit funds and may loose some earnings. But high loan and
advance may also be harmful to keep the bank in most liquid position because they
can only be collected at the time of maturity. Thus, a bank must maintain its loan and

advance in appropriate level.

This ratio is computed by dividing loan and advance by current assets. The Table 4.5
below shows the ratio of loan & advances to current assets ratio of NCCB.
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Table4.5
Loan and Advanceto Current Asset Ratio (%)

Bank/FY NCCB
2063/64 114.77
2064/65 72.65
2065/66 77.94
2066/67 79.66
2067/68 84.73

Mean 85.95
S.D. 16.68
C.V. 0.19

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-Ab)

The loan & advances to current assets ratio of the NCCB is in fluctuating trend with
mean ratio of 85.95 and C.V. of 0.19, which shows that the ratio seems to be

consistent and less variable.

4.2. Profitability Ratios

One of the major objectives of the commercial bank is to earn more profit.
Management and shareholders of the bank expect reasonable and more return.
Efficiencies of any firm can be measured in terms of profit. Profitability ratio indicates
public acceptances of the service of the bank. In this study, the profitability ratios are
computed by relating the profits of banks to their investment. To measure the
profitability of NCC BANK, following ratios have been cal culated and analyzed.

4.2.1. Return on Total Assets Ratio
Return on total assets ratio measure the profitability with respect to total assets. In the
present study, this ratio is calculated and analyzed to measure the profitability of all
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financial resources invested in the bank’s assets. A higher ratio usually indicates
efficiency in utilization of its overall resources and vice-versa. This ratio is computed
by dividing Net Profit by total assets.

The below Table shows the ratio of net profit to total assets of NCCB from fiscal year
2063/64 to 2067/68.

Table 4.6
Return on Total AssetsRatio (%)
Bank/FY NCCB
2063/64 (1.92)
2064/65 6.05
2065/66 3.92
2066/67 3.32
2067/68 1.67
Mean 2.61
S.D. 2.98
C.V. 1.14

Source: Financial statement of bank 2063/64 to 2065/66 (See on Annexure-B1)

The above table explains that the ratios are fluctuating with overall decreasing trend
ranging between (1.92%) in 2063/2064 to 1.67% in 2067/68. The mean ratio is found
to be 2.61% with 1.14 C.V between them which indicates that the ratios are variable
and inconsistent during the period of study. The above Table 4.11 shows that the
return on total assets ratios is in fluctuating trend. It is negative figure in FY 2063/64
then increasing in year 2064/65and again decreasing trend in the year 2065/66
respectively.
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4.2.2 Return on Loan & Advances Ratio
Return on loan advance ratio measures the earning capacity of a commercia bank on
its mobilized fund based loan and advances. A high ratio indicates greater success to

mobilize fund as |oan and advances and vise versa

Return on loan & advances ratio shows how efficiently the bank has utilized their
resources to earn good return from providing loan and advances. This ratio can be
computed by dividing net profit/loss by the total amount of loan and advances.

The below Table shows the ratio of net profit to the total amount of loan and advances
of NCCB from Fiscal year 2063/64 t0 2067/68.

Table4.7
Return on Loan & Advances Ratio
Bank/FY NCCB
2063/64 (2.26)
2064/65 9.44
2065/66 5.78
2066/67 5.05
2067/68 2.39
Mean 4.08
SD. 3.11
C.V. 0.76

Source: Financial statement of bank 2063/64 to 2067/68. (See on Annexure-B2)

The above table explains that the ratios are fluctuating with negative figure (2.26) in
2063/64 and 9.44 in 2064/65 and overall decreasing trend ranging between (5.78%) in
2065/66 to 2.39% in 2067/68. The mean ratio is found to be 4.08 with 0.76 of C.V
between them which indicates that the ratios are variable and inconsistent during the

period of study.
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4.2.3 Total Interest Earned on Total Assets Ratio

Total interest earned on total assets ratio shows how much interest the bank has
generated by mobilizing its assets. Interest occupies significant place in income for the
banks. Generally, banks earn interest through the provision of loans and advances,
overdrafts and investments in securities. In other words, this ratio reflects the extent to
which the bank is successful in mobilizing its total assets to generate high income as
interest .A high ratio is an indicator of high earning power of the bank’s total asset and

vice-versa

Thisratio is computed by dividing total interest earned by total Assets.

Table4.8
Total Interest Earned on Total Assets Ratio (%)

Bank/FY NCCB
2063/64 7.86
2064/65 7.00
2065/66 3.84
2066/67 3.62
2067/68 3.52

Mean 5.17

S.D. 2.09

C.V. 0.40

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-B3)

Total interest income from total assets ratio of NCCB has followed fluctuating trend. It is
ranging from 7.86% to 3.52% during the study period. The mean ratio is found to be 5.17%
in the review period with standard deviation of 2.09% and coefficient of variation of 0.40.

4.3. Assets Management Ratio

Assets management ratio or activity ratios are employed to evaluate the efficiency
with which the firm manage and utilize its assets. The efficiency with which the assets
are used would be reflected in the speed and rapidity with which the assets are
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converted into revenues. The greater the rate of turnover or conversion, the more

efficient is the management or utilization of assets.

4.3.1. Loans & advancesto Total Deposits Ratio

This ratio actually measures the extent to which the bank is successful to mobilize the
total deposits on loan and advances for the purpose of profit generation. A high ratio
of loan and advances indicates better mobilization of collected deposits and vice
versa. But it should be noted that too high ratio may not be favorable. This ratio is
calculated by dividing loan and advance by total deposits. The below Table 4.6 shows
the loans & advances to total deposits ratio of NCC BANK from fiscal year 2063/64
to 2067/68.

Table4.9
Loan and Advanceto Total Deposit Ratio (%)

Bank/FY NCCB
2063/64 78.80
2064/65 72.14
2065/66 78.70
2066/67 77.49
2067/68 84.29
Mean 78.28

SD. 4.32

C.V. 0.06

Source: Financial statement of bank 2063/64 to 2067/68

(See on Annexure-C1)
The above Table 4.9 shows that the loans & advancesto total deposit ratios are in

fluctuating trend. It is not necessary that the increment in deposit increases the loan
and advances. The increased deposit may be deployed in other investment areas too.

But in case of NCCB, the investment in loan and advances has been increasing along
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with the increase in deposits. The average mean ratio is 78.28% with standard
deviation of 4.32% and coefficient of variation 0.06. The C.V. between the ratios
shows that the ratios are satisfactorily consistent over the study period. It shows that
the ratios are consistent and less variable.

4.3.2. Loan & Advances Ratio Working to Total Fund

Loans & advances is an important part of total assets (total working fund).
Commercial banks must be very careful in mobilizing the total assets as loan &
advances in appropriate level to generate profit. This ratio reflects the extent to which
the commercia banks are successful in mobilizing their assets as loans & advances for
the purpose of income generation. A higher ratio indicates better in mobilization of

funds as loans & advances and vice versa.

This ratio is calculated by dividing loan and advances by total working fund. The
below Table 4.10 shows the loans & advances to total working fund of NCC BANK
for the fiscal year 2063/64 to 2067/68 .
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Table4.10
L oan and Advanceto Working Fund Ratio (%)

Bank/FY NCCB
2063/64 84.85
2064/65 64.08
2065/66 67.83
2066/67 65.73
2067/68 69.58

Mean 70.40
S.D. 831
C.V. 0.12

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C2)

Referring to the above Table 4.10, we can see that NCCB has fluctuating ratios of
loan and advances to working fund. The standard deviation is 8.31% and coefficient
of variation is 0.12, which shows that the loan & advances to working capital fund is

less variable.

4.3.3. Total Investment to Total Deposit Ratio

Total investment to total deposit ratio indicates how properly firm’s deposits have
been invested on government securities and shares and debentures of the other
companies. This ratio can be computed by dividing the total investment by total
amount of deposit collections.

In the process of portfolio management of bank assets, various factors such as
availability of fund, liquidity requirement, central bank's norm etc are to be considered
in general. A high ratio is the indicator of high success to mobilize the banking fund

as investment and vise versa.

Table4.11
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Total investment to Total Deposit Ratio (%)

Bank/FY NCCB
2063/64 19.02
2064/65 25.97
2065/66 17.34
2066/67 17.99
2067/68 18.82
Mean 19.83
SD. 3.50
C.V. 0.17
Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C3)

In the Table 4.11, NCCB has fluctuating trend regarding the ratios during the study
period. The mean value of NCCB is 19.83. % and standard deviation of 3.50% with
the coefficient of variation 0.17, which revedls that the investment policy isin average

position.

4.3.4. Investment on government securities to Total Working Fund Ratio

This ratio measures the contribution made by investment on government securities in
total working fund of the bank. Besides mobilizing its major portion of funds in the
form of loans and advances, banks invests their funds in purchasing different types
government securities. They do so mainly to utilize the excess funds for income
generation without taking more risk and to maintain the adequate level of liquidity
since these securities are more liquid assets than loans and advances. A high ratio
indicates better mobilization of fund as investments on government securities.
Investment on government securities to total working fund ratio shows how much part
of total investment is there on government securities in percentage. This ratio can be

computed by dividing investment on government securities by total working fund.
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Table 4.12

Investment on Gover nment Securitiesto Total Working Fund Ratio (%)

Bank/FY NCCB
2063/64 10.49
2064/65 6.32
2065/66 13.48
2066/67 13.81
2067/68 14.37
Mean 11.68
SD. 3.37
C.V. 0.29
Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-C4)

Investment on government securities to total working fund ratio is in increasing trend
during the study period. The mean ratio is found to be 11.68% and standard deviation
Is 3.37% with 0.29 of C.V. between them, which the ratios indicates better

mobilization of fund as investments on government securities.

4.3.5. Investment on shares and debentures to total working fund ratio:

This ratio measures the contribution made by investment on shares and debentures in
total working fund of the bank. Nowadays commercial banks invest its fund not only
on government securities, but also invest on the shares and debenture of other
different types of companies. A high ratio indicates better mobilization of fund as

investments on shares & debentures and vice versa.

Investment on shares and debentures to total working fund ratio shows the investment
on shares and debentures of financial institutions and other companies out of total
working fund. This ratio can be computed by dividing shares and debentures by total

working fund
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Table4.13
I nvestment on Share and Debentureto Total Working Fund Ratio (%)

Bank/FY NCCB
2063/64 2.76
2064/65 1.87
2065/66 1.36
2066/67 0.35
2067/68 0.34

Mean 1.35
SD. 1.03
C.V. 0.76

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure C5)

Investment on shares and debentures to total working fund ratio is in decreasing trend
during the study period. The mean ratio is found to be 1.35% and standard deviation is
1.03% with 0.76 of C.V. between them.

Banks may invest in shares and securities of any one organized institution not
exceeding 10 % of the paid up capital of such organized institution. Any amount of
investment made in excess of this limit, for the purpose of calculation of the capital
fund, shall be deducted from the Core capital Fund.

Bank shall invest in the shares and securities of organized institutions, which are

already listed in the stock exchange, or arrangement exists for listing within one year.

4.4. Measuring Activity or Performing Ratios
In this section, the lending efficiency in terms of quality of turnover is measured. Not
al of the bank’s customers will pay back the loans extended in full. In bank jargon,

not all loans will perform. Some will perform for a time and then become non-
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performing. When a particular borrower is unable or unwilling to pay the loan
extended by the bank then the loan is referred to as overdue. After a certain period of
time, an overdue loan may become non- accruing or non -performing, subject to the
definitions utilized by the bank and the regulatory authority that supervises it. A non-
performing loan is one form of non- performing asset. Such problem asset become
burden to a bank and a bank with an increasing proportion of problem asset can be
said to be experiencing deterioration of its asset quality. Non-performing loans are
undesirable for the banks. Simply put; loans are the assets out of which a bank
generates its profits. Because margins on bank loans are low-money is , after al ,
merely a commodity- and because banks are so highly leveraged, the complete loss of
a single bad loan can wipe out the profits generated from dozens of performing loans.
Here different ratios are used to analyze the lending efficiency of the bank. For this
purpose different variables of balance sheet and profit and loss account have been

established. The following ratios are analyzed for this purpose.

4.4.1 Non-Performing Loansto Total L oans and Advances Ratio

This ratio measures the proportion of non- performing loans on the total volume of
loans and advances. This ratio reflects the quantity of quality assets that the bank is
holding. It signifies the degree to which a bank islending money to borrowers who are
not paying it back. Higher ratio reflects the bad performance of the bank in mobilizing
loans and advances and bad recovery rate and vice versa. This ratio is computed by

dividing the non- performing loans by total loans and advances.

The non-performing assets for commercial banks should be in single digit i.e. less
than 10%
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Table4.14

Non-Performing Loansto Total L oansand Advances Ratio (%)

Bank/FY NCCB
2063/64 15.53
2064/65 18.91
2065/66 2.74
2066/67 4.26
2067/68 3.82

Mean 9.05
SD. 1.57
C.V. 0.83

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-D1)

The above table shows that the ratios are in the fluctuating trend during the study
period. The mean ratio is found to be 9.05% with standard deviation of 7.57. The
coefficient of variation between the ratios is 0.83, which shows that the ratios are

inconsistent
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4.4.2 Loan Loss Provision to Total Loan and Advances Ratio

The ratio of loan loss provision to total loans and advances describes the quality of
assets that a bank is holding. Nepal Rastra bank has classified pass oan as performing
loan and other three loans as non-performing loans. This volume of non-performing
loan is called non-performing assets (NPA) of the commercial banks. Loan loss
provision set aside for performing loan is defined as general loan loss provision and
loan loss provision set aside for non-performing loan is defined as specific loan loss
provision. The provision for loan loss reflects the increasing probability of non-
performing loans in the volume of total loan and advances. Loan loss provision on the
other hand signifies the cushion against future contingencies created by the default of
the borrowers. The lower ratio signifies the good quality of assets in the total volume
of loan and advances. Similarly, the higher ratio signifies the relatively more risky
assets in the volume of loans and advances. This ratio shows how efficiently the bank
manages its loans and advances and makes effort for timely recovery of loans. This

ratio is calculated by dividing the loan loss provision by total loans and advances.

Table4.15
Loan Loss Provision to Total L oan and Advances Ratio (%)

Bank/FY NCCB

2063/64 19.66

2064/65 (6.39)
2065/66 4.51
2066/67 4.69
2067/68 4.28
Mean 5.35
SD. 9.29
C.V. 1.74

Source: Financial statement of bank 2063/64 to 2067/68 (See on Annexure-D2)



22.22

The above table shows that the loan loss provision to total loan and advances ratios
are in the fluctuating trend during the study period. The mean ratio is found to be
5.35% with standard deviation of 9.29%.The coefficient of variation between the
ratios is 1.74 which indicates that the ratios are less consistent and more variable

during the study period.

4.5. Growth Ratios

Growth ratio represents how well the banks are maintaining their economic and
financial condition. It is related to the fund mobilization and investment management
of the bank. The higher ratio represents the superior performance. To measure the

growth ratios of NCCB following ratios has been calculated and analyzed.

4.5.1 Growth Ratio

Table4.16
Growth Ratios

Grow

Bank/FY th
Rate

2063/64 | 2064/65 | 2065/66 | 2066/67 2067/68 (%)
Deposit 6500.34 | 7320.24 | 919775 | 10824.69 | 1095143 | 13.93
Loans & AdWa®edd | ©122.22| 5281.05 | 22838 |8387.90 |g¢22981 | 15.86
Investment 1236.62 | 1900.76 | 1583.10 | 1947.61 2061.35 |13.63
Net Profit (115.93) | 498.76 41546 | 423.77 220.88 (185)

Source: Financial statement of bank 2063/64 TO 2067/68 (See Annexure-E)

The above table explains the growth ratios of total deposits, total investment, loan &
advances and net profit of NCCB during the study period. The analysis shows that the
NCCB has sufficient growth in total deposit i.e. 13.93%. The total deposit was highest
in 2067/68 and lowest in 2063/64. So, we can predict that deposit has increasing trend.
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The analysis of loan and advances over the study period shows that loan and advances
Is in increasing trend. Overall study period the growth rate of loan and advances is
increase by 15.86%.

The analysis of the total investment of the bank isin fluctuating trend with the growth
rate of 13.63% during the study period.

The analysis of net profit over the study period does not seem to be good since the
bank has negative growth rate of (185%).

4.6. Trend Analysis

Under this topic, we analyze and interpret the trend of deposits, loan & advances,
investment and net profit of NCCB that helps to make forecasting for next five years.
The following trend value analysis has been used in this study.

4.6.1. Trend Analysis of Total Deposits

Here, an effort has been made to calculate the trend values of total deposits of NCCB
for five years from FY 2063/64 and forecasted the same for next five years till
2072/73. The following table shows the trend values of total deposits of NCCB for 10
years from 2063/64 to 2072/73.
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Table4.17
Trend Analysisof Total Deposits (Rs. In Millions)

Year (t) | Trend Valuesyc=a+ bx
yc= 8944.89+1240.66x
2063/64 4019.02
2064/65 7704.23
2065/66 8944.89
2066/67 10185.55
2067/68 11426.21
2068/69 12666.87
2069/70 13907.53
2070/71 15148.19
2071/72 16388.85
2072/73 17629.51

(See Annexure —F1)
From the above table, it is clear that the total deposit of NCCB isin increasing trend.
Other things remaining same, the total deposits of the bank will be Rs.17629.51
million in the FY 2072/73, which is the highest under the study period. This can be

shown with help of the following figure as well.
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Figure4.1

Trend values of Total Deposits of NCCB
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Here, the trend values of total loan & advances from F 2063/64 to 2067/68 and the
forecast for next five years from 2067/68 to 2072/73 have been done.

Table4.18

Trend Analysisof Total loan & Advances (Rs. In Millions)

vear (1) Trend Vauesyc = a+ bx
yc=7040.93+1132.20x
2063/64 4776.53
2064/65 5908.73
065/66 7040.93
2066/67 8173.13
2067/68 9305.33
2068/69 10437.53
2069/70 11569.73
2070/71 12701.93
207172 13834.13
2072/73 14966.33

(See Annexure —F2)

The above table shows that the loan & advances of NCCB isin increasing trend. Other
things remaining same, total loan & advances of NCCB in FY 2072/73 will be
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Rs14966.33 million, which is the highest under the study period. This can be shown
with help of the following figure as well.

Figure4.2

Trend values of Loan& Advances of NCCB
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4.6.3. Trend Analysis of Total Investment

Here, an attempt has been made to analyze the trend values of total investment of
NCCB for five years from FY 2061/62 to 2065/66 and forecasted the same for next
five years till 2070/71. The following table shows that the trend values of total
investment of NCCB for 10 years from FY 2061/62 to 2070/71.
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Table4.19

Trend Analysisof Total Investment (Rs. In Millions)

Year (1) Tren_d Valuesyc =a + bx
yc= 1745.88+169.63x
2063/64 407.564
2064/65 775.028
2065/66 1142.492
2066/67 1509.956
2067/68 1877.42
2068/69 2254.77
2069/70 2424.40
2070/71 2594.03
2071/72 2763.66
2072/73 2933.29

(See Annexure-F3)

From the above table it is clear that the total investment of NCCB is in increasing
trend. Other things remaining same, total investment of the bank in FY 2072/73 will
be Rs. 2933.29 million, which is the highest under the study period. This can be

shown with help of the following figure as well.
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Figure4.3
Trend values of Total Investment of NCCB
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4.6.4. Trend Analysis of Loan Loss Provision

Here, an attempt has been made to analyze the trend values of loan loss provision of
NCCB for five years from FY 2063/64 to 2067/68 and forecasted the same for next
five years till 2070/71. The following table shows that the trend values of loan loss
provision of NCCB for 10 years from FY 2063/64 to 2072/73.
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Table4.20

Trend Analysisof Loan Loss Provision (Rs. In Million)

vear (1) Trend Valuesyc = a + bx
yc= 356.55 - 116.87x

2063/64 087.714
2064/65 776.602
2065/66 565.49
2066/67 354.378
2067/68 143.266
2068/69 5.94
2069/70 -110.93
2070/71 -227.80
207172 -344.67
2072/73 -461.54

(See Annexure —F4)
From the above table it is clear that the loan loss provision of NCCB is in decreasing
trend. Other things remaining same, the loan loss provision of the bank in FY 2072/73
will be Rs(461.54) million, which is the lowest under the study period. This can be
shown with help of the following figure as well.
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Figure4.4

Trend values of Loan L oss Provision of NCCB
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4.7. Coefficient of Correlation Analysis
Coefficient of correlation analysis is the mathematical method of measuring the
degree of association between the two variables i.e. one dependent and another
independent. This analysis interprets and identifies the relationship between two or
more variables. In the case of highly correlated variables, the effect of none variable
may have effect on other correlated variable. Under this topic, this study tries to find
out relationship between the following variables:

1. Coefficient of correlation between deposit and loan & advances.

2. Coefficient of correlation between total deposit and total investment

3. Coefficient of correlation between total investment and net profit.

The above analysis tools analyze the relationship between these relevant variables and
helps the bank to make appropriate polices regarding deposit collection, fund

utilization (loan & advances) and profit maximization.
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To find out those relationships, the following formulais used:
__axy
Coefficient of correlation (r) = Jaxfay?

_ 2
P.Er.= 06745 11

IN

The result of coefficient is always between -1 to +1, when r = +1, it means there is
significant relationship between two variables and when -1, it means there is no

significant relationship between two variables.

4.7.1. Coefficient of Correlation between Total Deposits and Loan &
Advances

Deposits have played a very important role in the performance of a commercial bank
and similarly loan & advances are important to mobilize the collected deposits.
Coefficient of correlation between deposit and loan & advances measure the degree of
relationship between these two variables. In this analysis, deposit is independent
variable (X) and loan & advances are dependent variable (Y). The main objective of
computing 'r' between these two variables is to justify whether deposits are
significantly used as loan & advances in a proper way or not. The table shows the
value of 't Probable Error (P.Er.)) and 6P.Er.between total deposits and loan &
deposits.

Table4.21

Coefficient of correlation between Total Depositsand Loan & Advances

Correlation
o P.Er. |6 xP.Er | Remarks
coefficient(r)

0.98 0.0119 | 0.0716 | r>6x P.Er.

(See Annexure —G1)

The above table shows correlation coefficient (r) between total deposits and loan and

advance of the bank id 0.98 i.e very high degree positive correlation and probable

94



error multiplied by six found to be 0.0716 Since r>6 x PE r, it is significant and there
is correlation between total deposits and loan & advance in NCCB.

4.7.2. Coefficient of Correlation between Total Deposits and Total
I nvestment

Coefficient of correlation between total deposit and total investment measure the
degree of relationship between these two variables. In this analysis, deposit is
independent variable (X) and investment is dependent variable (Y). The main
objective of computing 'r' between these two variables is to justify whether deposits
are significantly used as investment in a proper way or not. The table shows the value
of 'r', Probable Error (P.Er.) and 6 x P.Er. between total deposits and total investment.

Table4.22
Coefficient of Correlation between Total Depositsand Total | nvestment

Correlation
o P.Er. | 6xP.Er | Remarks
coefficient(r)

0.73
0.0806 0.48 r>6 x P.Er.

(See Annexure-G2)
The above table shows correlation coefficient (r) between total deposits and total
investment of the bank is 0.73 i.e positive and probable error multiplied by six found
to be 0.48. Sincer > 6P x E r, it is significant and there is correlation between total

deposits and loan & advance in NCCB.

4.7.3. Coefficient of correlation between Total Investment and Net Profit
Coefficient of correlation between total investment and net profit measure the degree
of relationship between these two variables. In this analysis, total investment is
independent variable (X) and net profit is dependent variable (Y). The main objective
of computing 'r* between these two variablesis to find out whether investment and net
profit is significantly correlated or not. The table shows the value of 'r'. Probable Error
(P.Er.) and 6 x P.Er. between total investment and net profit.
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Table4.23

Coefficient of Correlation between total investment and net profit

Correlation coefficient P.Er. | 6xX P.Er.| Remarks
0.33 0.269 |1.61 r<6x P.Er.

(See Annexure —-G3)
The above table shows correlation coefficient( r) between total investment and net

profit of the bank is 0.33 i.e. positive and probable error multiplied by six found to be
1.61 Sincer > 6 x PE r, it is significant and there is correlation between investment
and net profit in NCCB.

4.7.4. Coefficient of correlation between Loan Loss Provision and Loan
and Advances

The correlation between loan loss provision and loan& advances measures the degree

of relationship between these two variables. The value of (r) explains whether thereis

significant relationship between these two variables or not. In this analysis, loan &

advances is independent variable and |oan loss provision is dependent variable.

Table4.24

Coefficient of Correlation between Loan Loss Provision and Loan & Advances

Corréelation coefficient P.Er. | 6x P.Er. | Remarks
0.74 0.136 0.82 r<6xP.Er.
(See Annexure-G4)

The above table shows correlation coefficient(r) between loan loss provision and loan
and advances is 0.74 and probable error multiplied by six found to be 0.82 sincer < 6
x PE r, it isinsignificant and there is no correlation between loan loss provision and

|loan and advances.
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4.8. Major Findings

The preceding chapter have discussed and explored the facts and matters for the
various parts of the study. Analytical part, which is the heart of the study, makes an
analysis of various aspects of the investment policy of NCCB by using some of
important financial as well as statistical tools.

Having completed the basic analysis required for the study, the final and most
important task of the researcher is to enlist finding issues and gaps of the study and
give suggestions for further improvement. This would be meaningful to the top
management of the bank to initiate action and achieve the desire result. The objective
of the researcher is not only to point errors and mistakes but also to correct them and
give directions for further growth and improvement.

The main findings of the study that are derived on the basis of financial data anaysis
of NCCB are presented below:

4.8.1 Findings from the Liquidity Ratios Analysis

A.1 From the analysis of the liquidity assets ratio, it can be said that the bank has
sound ability to meet their short term obligation though the ratios are in the fluctuating
trend in the year 2067/68 it is in decrease ratio. The highest ratio is 88.21% in the Fy
2064/65 whereas the lowest ratio is 73.93% in the FY 2063/64. In genera, the
liquidity ratio analysis of the bank over the five years period indicates that the bank

has been able to meet its short term obligations and has satisfactory liquidity position.

A.2 The cash & bank balance to current assets ratio of NCCB has increasing trend.
The mean ratio for the study period is 17.40% and the C.V. between them is 0.19. On
the basis of C.V. the ratios seems to be less variable and consistent. It indicates that
NCCB is in better position in maintaining its cash & bank balance to meet its daily

requirements to make the payments on customers deposits withdrawal.
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A.3 The cash & bank balance to total deposits ratio of NCCB has fluctuating trend.
The mean ratio for the study period is 16.20% with standard deviation of 3.99 % and
coefficient of variation of 0.25, which shows that the ratios are consistent. The above
analysis indicates that the cash & bank balance position of NCCB with respect to total
deposit is better to serve its customers deposit withdrawal demands. It implies the

satisfactory liquidity position of NCCB.

A.4 The investment on government securities to current assets ratio of NCCB has the
fluctuating trend. The mean ratio of the study period is 14.21% with standard
deviation of 4.14 % and coefficient of Variation of 0.29. According to the NRB
directives issued, there is no restriction for the commercia banks to investment in the
securities of His Majesty’s Government and securities issued by Nepal Rastra Bank.
Investment on government securities is the secondary defense mechanism for
commercial banks. It shows the proportion of additional source of liquidity in addition
to cash and bank balance in total current assets. From the analysis of investment on
government securities to current assets ratio, NCCB's investment in government

securities can be considered as healthy.

A.5 The loan & advances to current assets ratio of the NCCB is in fluctuating trend
with mean ratio of 85.95% and C.V. of 0.19 which shows that the ratio seems to be

consistent and less variable.

4.8.2. Findings from Profitability Ratios

B.1 Return on total asset ratios is fluctuating during the study period. The ratios range
between (1.92) % in 2063/64 and 1.67% in 2067/68. The mean of the ratios is found
to be 2.61% with 1.14 C.\V, which indicates that the ratios are variable and
inconsistent during the study period. The return on assets of the bank isin low figure
which indicates the earning capacity of the bank assets and utilization of its assets is

not good.
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B.2 Return on loan and advances ratio is fluctuating with overall fluctuating trend.
The mean ratio is found to be 4.08 % with 0.76 of CV between them. This indicates
that the ratios are variable and inconsistent during the period of study.

B.3 .The interest earned to total working fund of NCCB has fluctuating trend. The
mean ratio is found to be 5.17% and coefficient of variation between them is 0.40

during the study period. The ratios are consistent and less variable.

4.8.3. Findings from Assets Management Ratio Analysis

C.1 Loan & advances to total deposit ratio of NCCB isin fluctuating trend with mean
ratio 78.28% and C.V. of 0.06. The C.V. between the ratios shows that the ratios are
satisfactorily consistent over the study period. Loan and advances is the banks most
risky asset. High level of risk is not desirable for commercial banks as the default in

loans can increase the loan loss provision and hence decrease the profit.

C.2. The mean ratio of loan & advances to total working fund is 70.40% and the C.V.
between them is 0.12, which shows that the ratios are consistent over the study period.
Loan & advances is the most risky and most productive assets of the bank. High ratio
suggests high risk and eventually yields high return for the bank but NCCB has not
adopted high risk policy towards the mobilization of its fund to risky assets.

C.3. Total investment to total deposit ratios is in fluctuating trend during the study
period. The mean ratio of investment to total deposit is 19.83%. The C.V of 0.17
which shows that the ratios are less consistent and more variable. The figures suggest
that the bank has mobilized significant amount of its total deposits in government

securities and shares and debentures of other companies.

C.4. Investment on government securities to total working fund ratio is in fluctuating
trend during the study period. The mean ratio is found to be 11.68% with 0.29 C.V.

between them, which indicates that the ratios are variable and not consistent during
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the study period. Investment on government securities is the risk free investment for
the commercial banks. This ratio shows the proportion of risk free assets in the total
assets of bank. The Analysis shows that the bank has mobilized about less than one

fifth of fund on government securitiesi.e. low productive and risk free sector.

The investment in government securities depends upon the flow of money in the
economy and hence there could be fluctuations in this type of investment as most of
the commercia banks tend to bid in low discount rate when they have large volume of
idle deposits.

C.5. Investment on shares and debentures to total working fund ratio is in fluctuating
trend during the study period. The mean ratio is found to be 1.35% with 0.76 C.V.
between them, which indicates that the ratios are variable and not consistent during
the study period. So NCCB has invested very less percentage of total working fund

into shares and debentures of other companies.

4.8.4. Findings from Activity or Performing Ratios

D.1. Non- performing loan to total loan and advances ratio shows that the ratios are in
the fluctuating trend during the study period. The mean ratio is found to be 9.05%
with standard deviation of 7.57%. The coefficient of variation between the ratios is

0.83 which shows that the ratios are inconsi stent.

This is the proportion of nonperforming asset of commercial bank and NPA is major
problem nowadays. Commercial banks should maintain its NPA, within a level. In
Nepalese context NPA should be below 10%.otherwise the bank will be in serious
trouble. The mean NPA level of NCCB over 5 year study period is 21.29% which is
higher than the standard level. So, the bank should give prior attention towards NPA
management.

D.2. The loan loss provision to total loan and advances ratios are in the fluctuating

trend during the study period. The mean ratio is found to be 5.35% with standard
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deviation of 9.29%.The coefficient of variation between the ratios is 1.74 which

indicates that the ratios are less consistent and more variable during the study period.

The loan loss provision is the cushion against future defaults by borrowers. But in
short term, it affects the profitability of the bank. Higher ratio is the indication of the
low quality of productive asset. The loan loss provision for performing loan is 1% and
higher ratio than 1% indicates that the bank has certain proportion of nonperforming
loan .the decreasing trend of loan loss provision during the study period indicates that
the quality of loans becoming upgrading year by year i.e. it seems that amount of non-

performing loan is decreasing.

4.8.5. Findings from the Growth Ratios

The analysis of growth ratios of total deposits, total loan & advances, total
investments and net profit of NCCB during the study period shows that total deposits
of bank is in increasing trend with the net growth rate of 13.93%. Similarly, loans &
advances of the bank is aso in increasing trend with the net growth rate of 15.86%.
The analysis shows that the total investment of the bank is aso in increasing trend
with net growth rate of 13.63% during the study period. The net profit of the NCCB
has negative growth rate of (185%) during the study period.

The major source of fund of the bank is deposit from its customers and it is in
increasing trend. Similarly, the bank’s utilization of its fund in the form of loan &
advances and investment are also in increasing trend with satisfactory and high growth
rate respectively. The net profit of the bank has negative growth rate due to high

degree of nonperforming assets.
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4.8.6. Findingsfrom the Correlation Analysis

The correlation between total deposits and total loan & advances shows that the
correlation (r) between deposits and loan & advances of the bank is 0.98 and probable
error multiplied by six is found to be 0.0716 Sincer >6 x P. Er. It is significant and
there is correlation between total deposits and loan & advance in NCCB. Correlation
(r) is positive and near to 1. So, it isinferred that there is positive correlation between
total deposits and loan & advances during the study period. It means the increase and
decrease of total deposit of the bank strongly affects the volume of loan & advances.
The correlation between total deposit and total investment shows that the correlation
coefficient (r) between total deposits and total investment of the bank is 0.73 and
probable error multiplied by six is found to be 0.48. Since r>6xP.Er, it is significant
and there is positive correlation between total deposit and total investments during the
study period in NCCB.

The correlation between total investment and net profit shows that the correlation
coefficient (r) between total investment and net profit of the bank is 0.33 and probable
error multiplied by six is found to be 1.61. Since r<6 x P.Er, it is insignificant and
there is no correlation between total investment and net profit during the study period
in NCCB.

The correlation between loan loss provision loan loss provision and |oan and advances
shows that the correlation coefficient (r) between loan loss provision and loan and
advances of the bank is 0.74 and probable error multiplied by 6 is found to be 0.82
since r < 6 x P.Er, it is significant and there is no correlation between loan loss

provision and loan and advances.

4.8.7. Finding from Trend Analysis

From the trend analysis of total deposit, loan and advances and investment shows that
they are in increasing trend. Total value projected for total deposit, loan and advances
and investment are Rs. 17629.51 million, Rs.14966.33 million, and Rs2933.29 million

respectively. Though total deposit, loan and advances and investment are in increasing
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trend, because of the high rate of non-performing assets, the bank has been able to

generate desired profit during the study period.

4.8.8. Findingsfrom Primary Data Analysis

After collecting the questionnaires, they were tabulated in the table. For each question
the responses were converted to percentage based on the total no of respondents so
that the percentage analysis can be done.

From the analysis of questionnaires regarding NRB directives, it has been found that
the concerned bank is following the NRB directives strongly. The bank is monitored
time to time by the central bank about the implementation of investment policy
direction. It is found that the classification directives of loans and advances and loan
loss provision provided by the NRB is effective and the bank has been able to follow
easily the directive regarding investing in shares and securities under the criteria of
NRB. The fluctuation of interest rates as per the NRB directives will positively affects
the deposits, profits and other banks operation. With the proper implementation of the
investment policies in the bank, the bank will have good financial health. Since
Central Bank think liberally while making investment policy directives, the bank does
not think that the current Nepal Rastra bank’s investment policy directives are difficult
to follow. The NCCB thinksthat if the NRB directives are changed or revised, thereis

likely to increase the economic growth of the country.
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CHAPTER -V
SUMMARY, CONCLUSION & RECOMMENDATIONS

5.1 Summary

Investment management of a bank is guided by the investment policy adopted by the
bank. The investment policy of bank helps the investment operation of the bank to be
efficient and profitable by minimizing the inherent risk. The investment is the most
important function of commercial banks. A healthy development of any commercial
bank depends upon its investment policy. A good investment policy attracts both
borrowers and lender, which helps to increase the volume and quality of deposits,

|oans and investment.

Investment refers to buying of shares, stocks and bond of the capital market. In terms
of banking, investment means purchasing of stocks, securities, treasury bills etc. A
commercial bank should mobilize its deposits and other funds to secured, profitable
and marketable sector so that it can be easily liquidated when necessary. Therefore
when loan investments are made, it should analyze all the aspects of good lending
practices so that it would gain profit on the transaction of loan. Investment policy
provides guidelines to handle their investment operation smoothly ensuring maximum

return with minimum exposure towards risk.

Main investment of the banks is lending its collected fund in different sector of
economy. The formulation of sound lending policies for all banks should have
adequate and careful consideration over community needs, size of loan portfolio,
character of loan, credit worthiness of borrower and asset pledged to security
borrowing, interest rate policy. Lending affects the company’s profitability and

liquidity, so it isone of the crucia decisions for the commercial banks.
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The major source of income of a bank is interest income from loans and investments
and fee based income. Loan is not the money market investment but it is considered as
the investment of the bank. Loan and advances provided by commercial banks are
very risky. Risk of non- repayment of loan is known as credit risk or default risk.
Performing loans have multiple benefits to the society by helping the growth of
economy while non-performing loans even erodes existing capital. The directions and
guidance provided by Nepal Rastra Bank- are the major policy statements for
Nepalese commercial banks. So commercial banks have to follow these policies to
utilize their funds. Thus proper utilization of the resources has become relevant and

current issue for the banks.

As there has been a number of commercia bank established, the research has taken

into consideration to a single bank only i.e.“Nepal Credit and Commerce Bank Ltd.’

The main objective of the study was to evaluate the investment policy of NCCB and
to suggest measures to improve the investment policy of the bank. The study had been
constrained by various common limitations. The study was based on secondary data
from F/Y 2063/2064 to 2067/2068. The data had been basically obtained from annual
reports and financial statements, official records, various published reports and
relevant unpublished master's degree thesis. Besides these, personal contacts with the

bank personnel have also been made.

Financial as well as statistical tools have been used in order to analyze and interpret
the data and information. Under financial analysis, various financial ratios related to
the investment function of commercial banks i.e. liquidity ratio, asset management
ratio, activity ratio, loan and advances portfolio evaluation, profitability ratio and
growth ratio have been analyzed and interpreted. To find out the effect of Investment
portfolio on capital adequacy, a separate analysis on capital adequacy and investment
portfolio was assessed. Under statistical analysis, some relevant statistical tools i.e.

co-efficient of correlation and trend analysis have been used. These analyses give
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clear picture of the performance of the bank with regard to its investment operation

and policy.

In this study, the word investment is conceptualized as the investment of income,
savings, or other collected funds. The term investment covers the wide range of
activities. It isonly possible where there is an adequate saving. Investment policy is an
important ingredient of overall national economic development because it ensures
efficient alocation of fund to achieve the materials and economic well being of the

society asawhole.

The primary objective of the joint venture bank is aways to earn profit by investing or
granting loan & advances to people associated with trade, business and industry etc.
That means they are required to mobilize their sources properly to acquire profit. How
well a bank manages its investment has a great deal to do with the economic health of
the country because the bank loans support the growth of new business and trade

empowering the economic activities of the economy.

The income and profit of the bank depends upon its lending procedures, lending
policy and investment of its fund in different securities. The greater the credit created
by the bank, the higher will be the profitability. They should revise its policy time to

time to sustain in a competitive business environment.

5.2 Conclusion

From the overall analysis of investment policy of NCCB with the help of financial and
statistical tools the problems set for the study is answered as under, which is the main
objective of this study.

1. The relation of total deposit is positive to total investment i.e. if total deposit
increases, bank’s loan & advances, investment on government securities, shares

and debentures of other companies also increases.

2. The bank has sound ability to meet their short term obligations and has
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satisfactory liquidity position. The analysis of liquidity ratios shows that the
bank holds enough amounts of liquid assets in the form of cash and bank

balance, government securities, treasury bills etc.

3. It has been observed that the loan loss provision of the bank is in negative
figure due to the high proportion of nonperforming assets on total loan and
advances. In the Nepalese context, NPA should be in single digit to be
considered as satisfactory.

4. The major source of fund of the bank is deposit from its customers and it isin
increasing trend. Similarly, the bank’s utilization of its fund in the form of
investment is also in increasing trend with satisfactory and high growth rate
respectively. The net profit of the bank has been in negative growth rate but it
IS on positive growth in year 2064/65 due to low degree of nonperforming
assets.

5.3 Recommendations

On the basis of analysis, findings, issues and gaps of the study, following
recommendation can be made to overcome weakness, inefficiency and to revitalize
and improve present fund mobilization and investment policy of NCCB.

1. The liquidity position of a bank can be affected by external as well as internal
factors. The affecting factors can be interest rates, supply as well as demand
position of deposits and loan, investment situation, central bank's directive, the
lending policies, capability of management, strategic planning and funds flow
situations.

Liquidity position of NCCB is found to be fair enough. It is obvious that the
holder of highest deposit among the private sector commercia bank have been
facing challenges to maintain its liquidity position. Therefore, NCCB is
recommended to increase the investments in the government securities, which
helps to utilize funds into income generating asset as well as minimizes risk
and aso helps to maintain optimal level of liquidity.
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. The management of the bank should work in the interest of its owners such as
promoters and share holders. Therefore, the bank must always analyze and
investigate thoroughly on every investment opportunities. The bank must also
have the research team to hunt for the new areas of opportunity. All these facts,

be it very general and simple, can increase the profit.

. The proportion of non-performing assets on total loan and advances of the bank
is above the standard level. In the Nepal ese context too, NPA should be within
the single digit to be considered as satisfactory. The NPA level of the bank is
higher than these standards. So, the management of the bank should give its
due attention to manage the NPA level within the satisfactory level.

. Bank can gain more Net Profit if it can reduce its non-performing asset.
Because non-performing asset decrease Net profit of the bank. On the basis of
findings, the bank has decreasing its large amount of loan in fiscal year
2064/65 being apportioned as non-performing assets (NPA). Hence, the bank is
in profit in this year but there is till an urgent need to work out a suitable

mechanism through which the default loans can be realized.

. Regarding NPA, the bank must focus on credit risk management. The analysis
of the project and feasibility studies before granting credit facility can reduce
the default. In addition to this, corporate ethics and a strong corporate culture
with high degree of awareness of credit risk should be present. As a
prerequisite, establishing adequate policies and procedures is advisable.

. To lower the magnitude of non-performing assets, and to effect necessary
reform in the debt recovery, the bank should initiate steps on establishing
Assets Management Corporation (AMC) and on strengthening the capacity of
Debt Recovery Tribunal.

. Loan default in commercial bank is the result of various factors such as lack of
the necessary skills for the project appraisal, political influences, improper

collateral evaluation, irregular supervision and lack of entrepreneurial attitude.
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The proper scrutiny of the documents presented is the most for preventing any
critical conditions in the future. Political backing is highly prevailing in each
and every sectors of Nepalese investment. Commercial banks should always

keep a distance from these influences.

8. Portfolio management of bank assets basically means allocation of funds into
different components of banking assets having different degrees of risk and
varying rate of return in such away that the conflicting goal of maximum yield
and minimum risk can be achieved. So, portfolio condition should be examined
from time to time and attention should be given to maintain equilibrium in the
portfolio condition as far as possible. The bank should make continuous efforts
to explore new, competitive and high yielding investment opportunities to

optimize its investment portfolio.

9. The bank should be careful in increasing net profit in a real sense to maintain
the confidence of shareholders, depositors, its customers and the genera
public. Although the sources of fund and its utilization have been increasing
and also the total income of the bank has been increasing the satisfactory level,
the bank has not been able to gain the optimum profit in compare to its
contemporary banks. Therefore the bank is recommended to decrease the
expenses by controlling the operating expenses as well as by collecting the

interest free deposits.

10. The bank is recommended to adopt innovative approach for marketing, in the
light of growing competition in the banking sector. The business of the bank
should be customer oriented. It should strengthen and activate its marketing
function, as it is an effective tool to attract and retain the customers. For this
purpose, the bank should develop an innovative approach to bank marketing
and formulate new strategies of serving customers in a more convenient and
satisfactory way by optimally utilizing the modern technology and offering

new facilities to the customers at competitive prices.
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Annex

Annexure-Al
Liquid Assets Ratio

Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Total liquid | 4462.90 9269.31 9217.44 10529.30 10893.37
assets
Total assets | 6818.08 6427.70 6036.67 12761.07 13264.86
Ratio (%) 73.93% 88.21% 87.03% 82.51% 82.12%
Annexure-A2

Cash and Bank Balanceto Current Assets Ratio
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Cash &bank | 758.16 1477.83 1187 2169.29 1735.88
balance
Current 4462.90 9269.31 9217.44 10529.30 10893.37
assets
Ratio (%) 16.99% 20.33% 12.87% 20.86% 15.94%
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Annexure-A3
Cash and Bank Balanceto Total Deposit Ratio

Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68

Cash &bank | 758.16 1477.83 1187 2169.29 1735.88

balance

Total deposit | 6500.34 7320.24 9127.75 10824.69 10951.43

Ratio (%) 11.66% 20.19% 13% 20.29% 15.85%
Annexure-A4

I nvestment on Government Securitiesto Current Assets Ratio

Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Government | 633.24 520.68 1427.56 1762.01 1905.93
securities
Current 4462.90 7269.31 9217.44 10529.30 10893.37
assets
Ratio (%) 14.19% 7.16% 15.48% 16.73% 17.50%
Annexure-Ab
L oan and Advancesto Current
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Loan and 5122.22 5281.05 7183.68 8387.90 9229.81
advances
Current 4462.90 7269.31 9271.44 10529.30 10893.37
assets
Ratio (%) 114.77% 72.65% 77.94% 79.66% 84.73%
Annexure-B1

Return on Total Working Fund Ratio
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Fiscal years 2063/64 2064/65 2065/66 2066/67 2067/68
Net Profit (115.93) 498.76 415.46 423.77 220.88
Total working fund | 6036.67 8241.33 10590.85 | 12761.07 | 13264.86
Ratio (%) (1.92%) 6.05% 3.92% 3.32% 1.67%
Annexure-B2
Return on Loan and Advances Ratio
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Net Profit (115.93) 498.76 415.46 423.77 220.88
Loan and 5122.22 5281.05 7183.68 8387.90 9229.81
advances
Ratio (%) (2.26%) 9.44% 5.78% 5.05% 2.39%
Annexure-B3
Total Interest Earned on Total Working Fund Ratio
Fiscal years 2063/64 2064/65 2065/66 2066/67 2067/68
Total interest earned | 474.41 576.61 406.30 462.08 469.58
Total working fund | 6036.67 8241.33 10590.85 | 12761.07 | 13264.86
Ratio (%) 7.86% 7.00% 3.84% 3.62% 3.54%
Annexure-C1
L oan and Advancesto Total Deposit Ratio
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
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Loan and 5122.22 5281.05 7183.68 8387.90 9229.81
advances
Total deposit | 6500.34 7320.24 9127.75 10824.69 | 10951.43
Ratio (%) 78.80% 72.14% 78.70% 77.49% 84.29%
Annexure-C2
L oan and Advancesto Total Working Fund Ratio
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Loan and 5122.22 5281.05 7183.68 8387.90 9229.81
advances
Total 6036.67 8241.33 10590.85 | 12761.07 | 13264.86
working
fund
Ratio (%) 84.85% 64.08% 67.83% 65.73% 69.58%
Annexure-C3
Total Investment to Total Deposit Ratio
Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68
Total 1236.62 1900.76 1583.10 1947.61 2061.35
investment
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Total deposit | 6500.34 7320.24 9127.75 10824.69 10951.43
Ratio (%) 19.02% 25.97% 17.34% 17.99% 18.82%
Annexure-C4

Investment on Gover nment Securitiesto Total Working Fund Ratio

Investment on Shares and Debentureto Total Working Fund Ratio

Fiscal years | 2063/64 2064/65 2065/66 2066/67 2067/68

Government | 633.24 520.68 1427.56 1762.01 1905.93

securities

Total working | 6036.67 8241.33 10590.85 12761.07 13264.86

fund

Ratio (%) 10.49% 6.32% 13.48% 13.81% 14.37%
Annexure-C5

Fiscal years 2063/64 2064/65 2065/66 2066/67 2067/68
Shares and debentures | 166.42 154.19 144.56 44.54 44.54
Total working fund 6036.67 8241.33 10590.85 | 12761.07 | 13264.86
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Ratio (%) 2.76% 1.87% 1.36% 0.35% 0.34%
Annexure-D1
Non —Performing Loan to Total Loan and Advances Ratio

Fiscal years 2063/64 2064/65 2065/66 2066/67 2067/68
NPA 795.65 998.57 197.06 357.69 352.61
Loan and 5122.22 5281.05 7183.68 8387.90 9229.81
advances

Ratio (%) 15.53% 18.91.% 2.74% 4.26% 3.82%

Annexure-D2
Loan Loss Provision to L oan and Advances Ratio
Fiscal years 2063/64 2064/65 2065/66 2066/67 2067/68
Loan loss provision | 1006.87 -337.41 325.48 393.18 394.61
Loan and advances | 5122.22 5281.05 7183.68 8387.90 9229.81
Ratio (%) 19.66% (6.39)% 4.51% 4.69% 4.28%
E. Growth Ratios
E.1. Growth Ratios of loan and advances
Bank/FY | 2063/64 | 2064/65 | 2065/66 | 2066/67 | 2067/68 | Growth
Rate (%)
5122.22 | 5281.05 | 7183.68 | 8387.90 | 9229.81
NCCB 15.86%
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Growth rate can be calculated as follows:
Here,
D, =total loans & advancesin nth year
D, = total loans & advancesininitial year
g= growth rate
We have,

Dn=Dg (1+g)"

D2os7168 = D2osarea(1+0) ™

9229.81 = 5122.22(1+g) *

1+g= 1.1586
g= 15.86%

E.2. Growth Ratios of Total | nvestment

Bank/FY | 2063/64 | 2064/65 | 2065/66 |2066/67 |2067/68 | Growth
Rate
1236.62 | 1900.76 | 1583.10 |1947.61 | 2061.35
NCCB 13.63%

Growth rate can be calculated as follows:
Here,

D, = total investment in nth year

D, =total investment ininitial year

g= growth rate
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We have,

Dn=Dg (1+g)"
D2o67768 = Daosaisa(1+0) ~*
2061.35 =1236.62(1+g) *
1.1363

1+g=

g= 13.63%

E.3. Growth Ratios of Deposits

Bank/FY

2063/64

2064/65

2065/66

2066/67

2067/68

Growth Rate

NCCB

6500.34

7320.24

9127.75

10824.69

10951.43

13.93%

Growth rate can be calculated as follows:

Here,

D, = total deposit in nth year

D, = total depositininitia year

g= growth rate

We have,

Dn = DO (1+g) "
D2os7i68 = D2osaiea(1+0) >

10951.43 = 6500.34(1+g) *
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1+g= 1.13928

g= 13.93%

E.4. Growth Ratios of Net Profit

Bank/FY | 2063/64 2064/65 | 2065/66 | 2066/67 | 2067/68 | Growth

Rate
NCCB (115.93) 498.76 415.46 423.77 220.88 (185%)
Here,

D, = Net profit in nth year
D, = Net profit ininitial year
g= growth rate
We have,
Dn=Dg (1+g)"
D2os7168= Daosaisa(1+0) >
(115.93) = 220.88(1+g) *
1+g= -0.851 -1
g = (185 %)
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F. Trend Analysis

F.1.Trend Analysisof Total Deposit (Rs. In millions)

2

Y ear Total x=t-2065/66 X Xy Yc
(® deposit(y) =8944.89+1240.66
X

2063/64 6500.34 -2 4 -13000.68 4019.02
2064/65 7320.24 -1 1 -7320.24 7704.23
2065/66 9127.75 0 0 0 8944.84
2066/67 10824.69 1 1 10824.69 10185.55
2067/68 10951.43 2 4 21902.86 11426.21

N=5 > y=44724.45 >x =0 SX°=10 | T xy=12406.63

We have,

N=5 Tx =0, Yx?=10, Sy=44724.45  3xy=12406.63

2 A XY
a = a Y M b= %—2 5694.28
Since, ¥ x =0, so N - 5 ax’ _—
’ ' 10
=569.428
\Y=a+ bx
=8944.89+1240.66x

Trend values of total deposit of NCC BANK (2068/69 - 2072/73)

Y ear(t) X Y ¢ = 8944.89+1240.66x
2068/69 12666.87
2069/70 4 13907.53
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2070/71 5 15148.19

207172 6 16388.85

2072/73 7 17629.51
Y.=a+bx

The equation of thetrend lineis "¢

F.2. Trend Analysis of Loan and Advances (Rs. In millions)

Year |Loanand X=t- X? Xy Yc
(t) advances(y) | 2065/66 =5899.602+172.545
X
2063/64 5122.22 -2 4 -10244.44 4776.53
2064/65 5281.05 -1 1 -5281.05 4908.73
2065/66 7183.68 0 0 0 7040.93
2066/67 8387.90 1 1 8387.90 8173.13
2067/68 9229.81 2 4 18459.62 9305.32
Yy=35204.66 | Yx=0 | Ix°=10 | Yxy=11322.03

We have,

N=5 Sx =0, ¥x’=10, Yy=35204.66, 3 xy=11322.03

a= ay
Since, S x =0, so N = 35224'66 =7040.93
o axy
=9
X7 1132203 _1 1) 500

\Y=a+ bx =7040.93+1132.203x
Trend values of loan and advances of NCC BANK (2068/69 - 2072/73)
Y ear(t) X Y ¢ = 7040.93+1132.203x
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2068/69 3 10437.53

2069/70 4 11569.73

2070/71 5 12701.93

207172 6 13834.13

2072/73 7 14966.33
Y. =atbx

The equation of thetrend lineis "¢

F.3.Trend Analysisof Total investment (Rs. In millions)

Year |Tota X=t-2065/66 | Xx* Xy Yc
(t) investment(y =1745.88+169.63
) X
2063/64 1236.62 -2 4 -2473.24 407.564
2064/65 1900.76 -1 1 -1900.76 775.028
2065/66 1583.10 0 0 0 1142.492
2066/67 1947.61 1 1 1947.61 1509.956
2067/68 2061.35 2 4 4122.70 1877.42
N=5 Sy=8729.44 $X =0 $Xx°=10 | Txy=1696.31
We have,

N=5 $x =0, ¥x’=10, Yy=8729.44, S xy=1696.31
Sy . axy

a= S 2
Since, Tx =0, 50 N =872944_ 124588 ax” _ 162(6)'31:169.63
\Y=a+ bx
= 1745.88+169.63x
Trend values of total investment of NCC BANK (2068/69 - 2072/73)
Yea(D) X Y= 1745.88+169.63x
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2068/69 3 2254.77
2069/70 4 2424.40
2070/71 5 2594.03
207172 6 2763.66
2072/73 7 2933.29

The equation of thetrend lineis "¢

Y. =a+bx

F.4. Trend Analysis of Loan Loss Provision (Rs. In millions)

Year |LoanLoss |X=t- X Xy Y ¢ =356.55 —
(t) Provision(y) | 2065/66 116.87x
2063/64 | 1006.87 -2 4 -2013.74 987.714
2064/65 | -337.41 -1 1 -337.41 776.602
2065/66 | 325.48 0 0 0 565.49
2066/67 | 393.18 1 1 393.18 354.378
2067/68 | 394.61 2 4 789.22 143.266
N=5 Sy=1782.73 | Y x=0 Sx°=10 | Y xy=-1168.75
We have,
N=5 $x =0, ¥x’=10, Yy=1782.73, S xy=-1168.75
Ay . axy
Since, 5x=0,s0 N =17827_oeeee QX _ () 1161%75 - - 116.87
\Y=a+bx
=356.55 — 116.87x

Trend values of Loan Loss Provision of NCC BANK (2068/69- 2072/73)

Y ear(t)

X

Yc =356.55 - 116.87x

2068/69

3

5.94
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2069/70 4 -110.93

2070/71 5 -227.80

2071/72 6 -344.67

2072/73 7 -461.54
Y. =a+bx

The equation of thetrend lineis "¢
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G. Coefficient of correlation analysis

G.1. Coefficient of correlation between total deposit and loan and advances

Coefficient of correlation between Total Deposit and L oan and Advances

(Rs. In millions)

Fy Deposit Loan and . X L v | xy X v
(X) advances(y) | =X X |y=v-Y
2063/64 | 6500.34 5122.22 244455 | -1918.71 | 4690382.53 5075824.70 | 3681448.06
2064/65 | 7320.24 5281.05 162465 | -1759.89 | 2859205.28 2639487.622 | 3097177.61
2065/66 | 9127.75 7183.68 182.86 142.75 26103.265 33437.78 20377.56
2066/67 | 10824.69 8387.90 1879.80 134697 | 2532034.206 3533648.04 | 1814328.18
2067/68 | 10951.43 9229.81 2006.54 2188.88 | 4392075.275 4026202.77 | 4791195.65
Sx=44724.45 | Sy=3520466 | O Sxy=14499800.56 | SX2 Sy? =13404527
=16208600.91
ax
Vi 44724.45
X= N = 2="™ =8044.89
5
ay
3524.66
Y= N = == =7040.93

P.Er. = 0.6745 x 1-r°

VN
= 0.6745 x 0.0396
2.236068

\ P.Er. = 0.0119
r = axy

Ja x? \/ ay?
= 14499800.56

4025.99* 3661.21
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r=0.98

6. P.E.r = 6x0.0119

=0.0716

G.2. Coefficient of correlation between Total Deposit and Total Investment

Coefficient of Correlation between Total Deposit and Total I nvestment

(Rs. In millions)

2

2

Fy Deposit Investment(Y) a V2 B v | Xy X y
(X) x=X - X y—Y-Y
2063/64 | 6500.34 1236.62 244455 | -500.26 | 124491153 | 5975824.70 | 259345.75
2064/65 | 7320.24 1900.76 -1624.65 | 154.88 | -251625.79 | 2639487.62 | 23987.81
2065/66 | 9127.75 1583.10 182.86 -162.78 | -29765.95 33437.78 26497.32
2066/67 | 10824.69 1947.61 1879.80 | 201.73 | 379212.054 | 3533648.04 | 40694.99
2067/68 | 10951.43 2061.35 200654 | 31547 | 633003.17 4026202.77 | 99521.32
Sx=44724.45 | Sy=8729.44 1975735.018 | Sx* Sy?
=16208600.91 =450047.19
ax
Y. N 44724.45
Wehave, X= N = 72" =804489
AY
Y. N _ 872944
Y= N = =1745.88
P.Er. = 0.6745x 1-r°
VN
= 0.6745 x 1-0.73
2.236068
\p g = 0.0806
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1975735.018
4025.99*670.85
r=0.73

6. P.E.r = 6x0.0806
=0.48

G.3. Coefficient of correlation between total investment and net profit
Coefficient of correlation between Total Investment and Net Profit

(Rs. In millions)

T p— — 2 2
Fy Investment | Net Profit (YY) e x - X y=Y - Y |y X y
X)
2063/64 1236.62 | -115.93 -509.26 -205.014 | 104405.42 | 259345.75 42030.74
2064/65 1900.76 | 498.76 154.88 -587.841 | -91044.81 | 23987.81 345557.04
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2065/66 1583.10 415.46 -162.78 326.376 53127.48 26497.33 106521.29
2066/67 1947.61 423,77 201.73 334.686 67516.21 40694.99 112014.71
2067/68 2061.31 220.88 315.47 131.796 41577.68 99521.32 17370.18
Sx=8729.44 | Sy=445.42 0 0 175581.98 | 450047.20 623493.96
We have,
ax
X= N = S25%_ 47,503
ay
Y= N = 542 _g9084
5
P.Er. = 0.6745x 1-r>
VN
= 0.6745 x 1-0.1089
2.236068
\pE = 0.269
r= ax
\/ a x? \/ ay’
= 175581.98
670.85* 789.62
r=0.33

6. P.E.r = 6x0.269
=161
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G.4 Coefficient of correlation between L oan L oss Provision and Loan and
Advances

Coefficient of correlation between Loan Loss Provision and L oan and Advances
(Rs. In millions)

2

2

Fy Loan Loss | Loan & Advance | B Xy X y
Provision (Y) x=X- X y=Y- Y
(X)
2063/64 1006.87 5122.22 650.32 -1918.67 | -1247749.47 | 422916.1 | 3681294.56
0
2064/65 -337.41 5281.05 -693.96 -1759.84 | 1221258.56 481580.4 | 3097036.82
8
2065/66 325.48 7183.68 -31.06 142.79 -4435.0574 964.72 20363.29
2066/67 394.61 8387.90 38.05 1347.01 51253.73 1447.80 1814435.94
2067/68 393.18 9229.61 36.63 2188.72 80172.81 134175 | 4790495.23
Sx=178273 | Sy=35204.46 2595999.51 908250.85 | 13403625.85
We have,
ax
kv3 1782.73
X= N = = 356.55
5
ay
Y} 35204.46
Y= N = =277 =7040.89
P.Er. = 0.6745x 1-r°
VN
= 0.6745 x 0.4524
2.236068

\ P. Er. =

0.136
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r =

a xy

Ja x?Ja y?

=  2595999.50
953.02* 3661.09

r=0.74
\6.P.E.r = 6x0.136
=0.816
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