CHAPTER - |
INTRODUCTION

1.1 Background of Study

Nepal is a least developed country in the world. A large number of population is still
below the poverty line. The agro-dominated economy is further worsened by the complex
geographical situation. Various factors like the landlocked situation, poor resource
mobilization, lack of entrepreneurs, hip lack of institutional commitment, erratic
government policies and political instability, etc. are responsible for the slow peace of

development in Nepal .

Banking system occupies an important role in the economic development of a country. A
banking institution is indispensable in a modern society. It plays a pivotal role in the
economic development of a country and focus the core of the money market in an
advance country. The basic function of the bank is to collect deposits as much as possible
from customers and mobilize it into the most preferable and profitable sector like
industry, commerce, agriculture, entertainment etc. Like other countries, Goldsmiths,
merchants and moneylenders were the ancient bankers of Nepal. Tegarath Adda
established during the tenure of the Prime Minister Ranoddip Singh (B.S. 1993) was the
first step towards the institutional development of banking in Nepal. Tgarath Adda did
not collect deposits from the public but gave loans to employees and public against the
bullion. But the concept of modern banking institution in Nepal was introduced when the
first commercia bank, Nepal Bank Limited (NBL) was established in 1994 B.S. under
Nepa Bank act 1993 B.S. Being a commercia bank, it was natural that NBL paid more
attention to profit generating business and preferred opening branches at urban areas.
Nepal Rastra Bank (NRB) was set up in 2013 B.S. as a central bank under NRB act 2012
B.S. Since then it has been fluctuating as the government,,s bank and has contributed to
the growth of financia sector. After this, government set up Rastriya Banijya Bank
(RBB) in B.S. 2022 as a fully government owned commercia bank. As the name
suggests, commercia banks are to carry out commercial transaction only. But

commercia banks had to carry out the function of all type of financials institutions.



Hence, Industrial Development Center (IDC) was set up in 2013 B.S. for industrial
development. In 2016, IDC was converted to Nepal Industrial Development Corporation
(NIDC). Similarly, Agricultura Development Bank (ADB) was established in B.S. 2024
to provide finance for agricultural produces so that agricultura productivity could be
enhance by introducing modern agriculture techniques. The commercial bank have been
established gradually after the commercial bank act 2013 B.S. with the passage of time so
many commercial banks have been established gradually because of the libera and
market friendly economic policy of Nepal government. The banking activities are getting
very much dynamic as well as complex. Because of the higher return on investment,
entrepreneurs were interested in setting of new bank including branches of foreign banks.
However, current political and economic scenario of the country coupled with new
prudential norms of Nepal Rastra Bank and stiff competition may make the entrepreneurs
give a second thought to the idea of establishing banks.

1.2 Statement of the Problem

Establishment of Joint Venture banks concentrate only in urban area, like Kathmandu,
Pokhara, Birgung, Hetauda, Biratnagar, etc. has raised certain questions. This application
is not able to contribute the socio- economic development of the country where around
80% people live in rural and 79% of the population depends upon agriculture. These
banks should expand their operation in rural areas. NRB, as the central bank has ruled
that joint venture banks should invest 10% of their total investment in the rural areas.
These banks are inclined to pay fines rather than investing their resources to such less
profitable sector.

The main objective of the bank is to collect deposits as much as possible from the
customer and to mobilize into the most profitable and preferable sector. The present study
basically focused on the financial performance of HBL and EBL. In Nepal many banks
and financial companies have opened up within a span of few years. Although joint
venture banks have managed to perform better than other local commercial banks within
the short period of time they have been facing a neck competition against one another.
Therefore, it is necessary to analyze the profitability position of HBL and EBL. Thus the



present study seeks to explore the efficiency and comparative financial performance of
HBL and EBL.

In Nepal, the profitability rate, operating expenses and dividend distribution rate among
the shareholders has been found different in the financial performance of the two joint
venture banks in different period of time. The problem of the study will ultimately find
out the reasons about difference in financial performance. A comparative analysis of
financial performance of the banks would be highly beneficial for pointing out their
strength and weakness. Although joint venture banks are considered efficient, but how far
are they efficient? This question does emerge in banking sector. At present we have
twenty-six commercial banks. In spite of rapid growth, some indicators show
performance is not much encouraging towards the service coverage. In such a situation
the study tries to anayze the present performance of banks, which would give the
answers of following queries.

a) What are the comparative liquidity, profitability, activity and leverage ratio among
HBL and EBL banks?

b) Arethe trends of different ratios of these banks satisfactory?

1.3 Objective of the Study

The main objectives of the study is to evaluate and analysis the financial performance of
these two joint venture banks i.e. HBL and EBL and to recommend the suitable
suggestion for improvement.

a) To analyze and compare the financial strengths and weakness as of the sample

financial institutions.

b) To determine the financial performance through the use of appropriate financial

and statistical tools.

c) To evauate the financia position of HBL and EBL.

d) To provide recommendations for improvement on the basis of findings



1.4 Need of the Study

This study has been mentioned aready that the research focuses only on the comparative
financial performance between HBL and EBL. This comparative financial performance
anaysis gives insight into the relative financial condition and performance of these
banks. This will provide guideline for improving its performance to achieve the banks
overal objectives. Similarly, this study helps the banks to identify its hidden weakness
regarding financial administration. This study has following signification: -

a) This study explains the shareholders about the financia performance of their
respective banks.

b) The study also compels the management of respective banks for self-assessment of
what they have done in the past and guides them in their future plan and programs.

1.5 Significance of the study

Commercia banks are not one of the major core components of modern economy. They
give greater contribution to GDP too. The production of finance and real — estate sub
sector is increasingly comparatively. However various financial sector liberalization
programmes such as SAP and ESAP has been initiated with the loan and assistance of
World Bank, IMF and ADB, the banking sector continued to be in though in this situation
too. The slowdown in the economic segments has a definite impact on the banking sector
too. The slowdown in the economic segments has a definite impact on the banking sector
too. Globalization and accession to WTO, South Asia Free Trade Area (SAFTA) and
BIMSTEC membership has invited more challenges as well as opportunities. In addition,
Branches of foreign companies are alowed to insurance services and wholesal e banking
from January 1, 2010.

At this situation, the commercial banks should be more competitive. They should become
financially strength/ healthy and must have growth potentialy. And they have to shape
their plans and strategies accordingly. In such a situation, this study tried to analyze and
indicate the overall financia heath whether they are capable to compete the challenges
and grab to opportunities or not. So, the study basically covered the commercial banks

falling in the same strategic group to be more meaningful. No single measure can tell



much. Thus, a case study was conducted on based on top five private — sector commercial
banks ranking by NEPSE according to their market capitalization ratio. Thus the study
may be more fruitful and rationale to their stakeholders at present situation, where the
commercia bank becomes advancing through IT — integration.

1.6 Limitations of the Study
The following are the limitation of the present study: -
This study is limited to the comparative study of financial performance of
two joint venture banks HBL and EBL.
This study is based on secondary data.
This study has analyzed and evaluated of data to the latest five years
period i.e. since 2004/05 to 2008/09 ( ie. 5 years historical data)
In this study, only selected financial and statistical tools and techniques
are used.
This research has been conducted on the requirement of partial fulfillment

of Master Degree in Business Study.

1.7 Organization of the Study

This study has organized into the following five chapters:

Chapter — I: Introduction

This chapter includes background of the study, focus of the study, statement of the

problems, objectives of the study, significance of the study and limitations of the study.

Chapter - I1: Review of Literature
This chapter reviews the existing literature on the concept of financial performance
analysis. It also contains reviews of journals and articles, and earlier thesis related to the

subject.



Chapter - I11: Research Methodology
This chapter expresses the way and technique of the study applied in the research
process. It includes research design, population and sample, data collection procedure and

processing, tools and method of analysis.
Chapter - IV: Analysisand Interpretation of Data
In this chapter collected and processed data are presented, analyzed and interpreted with

using financial tools as well as statistical tools.

Chapter - V: Summary, Conclusion and Recommendations
In this chapter, summary of whole study, conclusions and recommendations are made.

At the end of the study, Bibliography and Appendices have aso been incorporated.



CHAPTER- 11
REVIEW OF LITERATURE

Review of literature comprises upon the existing literature and research related to the
present study with a view to find out what had already been studied. According to Wolf

& Pant “The purpose of the reviewing the literature is to develop some expertise in One’s

area, to see what new contribution can be made and to review some idea for Developing
research design”. (Pant and Wolf; 1996:31-44). This portion has been divided into two
parts: -

a. Conceptual Framework

b. Review of Related Studies

2.1 Conceptual Framework

The modern financial evaluation has greatly affected the role and importance of
financial performance. Nowadays, finance is best characterized as ever changing with
new ideas and techniques. Only efficient manager of the company can achieve the set up
godls. If abank does not maintain adequate equity capital, it makes the bank more risky.
If abank has inadequate equity capital, it must be used more debt that has high fixed cost.
So any firm must have adequate equity capital in their capital structure.

The main objectives of the bank are to collect deposits as much as possible from the

customers and to mobilize into the most profitable sector. If a bank fails to utilize it"s

collected resources than it can not generate revenue. Resource mobilization management
of bank includes resource collection, investment portfolio, loans and advances, working
capital, fixed assets management etc. It measures the extent to which bank is successful
to utilize its resources. To measure the bank performance in many aspects, we should
analyzeits financia indicator with the help of financial statements.

Financial analysisisthe process of identifying the financial strength and weakness of the
concerned bank. It is the process of finding strength and weakness of the concerned bank.

It is the process of finding details accounting information given in the financial statement.



It is performed to determine the liquidity, solvency, efficiency and profitability position
of an organization. The function or the performance of finance can be broken down into
three magor decisions i.e. the investment decision, the financing decision, and the
dividend decisions. An optional combination of the three decisions will maximize the

value of the firm.

2.1.1 Banking: An Introduction

The Lexis “Banking” is a derivative of terminology “Bank”. Bank itself is an
organizationa engaged in any or al the various functions of banking viz. receiving,
collecting, transferring, paying, lending, investing, dealing exchanging and servicing
(safe deposit, trusteeship, agency, custodianship) money and claims to money both
domestically and internationally. This is a board concept under which different types of
bank includes. There are severa popular modalities of banking. It may differ country to
country. Commercial banking is one of them. (Prashikshan, 2008, NRB). Banking and
Financial Institutions are also the transmission channels of monetary policy, it is
important for the effective monetary policy management to ensure that their financial

heath is sound and overall financial sector is stable.

2.1.2 Development of Banking System in Nepal

Nepal's first commercia bank, the Nepal Bank Limited, was established in 1937. The
government owned 51 percent of the shares in the bank and controlled its operations to a
large extent. Nepal Bank Limited was headquartered in Kathmandu and had branches in
other parts of the country. There were other government banking institutions. Rastriya
Banijya Bank (National Commercial Bank), a state-owned commercial bank, was
established in 1966. The Land Reform Savings Corporation was established in 1966 to
deal with finances related to land reforms.

There were two other specialized financial institutions. Nepa Industrial Development
Corporation, a state-owned development finance organization headquartered in
Kathmandu, was established in 1959 with United States assistance to offer financial and
technical assistance to private industry. Although the government invested in the



corporation, representatives from the private business sector also sat on the board of
directors. The Co-operative Bank, which became the Agricultural Development Bank in
1967, was the main source of financing for small agribusinesses and cooperatives.
Almost 75 percent of the bank was state-owned; 21 percent was owned by the Nepal
Rastra Bank, and 5 percent by cooperatives and private individuals. The Agricultural
Development Bank aso served as the government's implementing agency for small
farmers group development projects assisted by the Asian Development Bank (see
Glossary) and financed by the United Nations Development Programme. The Ministry of
Finance reported in 1990 that the Agricultural Development Bank, which is vested with
the leading role in agricultural loan investment, had granted loans to only 9 percent of the
total number of farming families since 1965. Since the 1960s, both commercia and
specialized banks have expanded. More businesses and households had better access to
the credit market although the credit market had not expanded.

In the mid-1980s, three foreign commercial banks opened branches in Nepal. The Nepal
Arab Bank was co-owned by the Emirates Bank International Limited (Dubai), the

Nepal ese government, and the Nepalese public. The Nepal Indosuez Bank was jointly
owned by the French Bangue Indosuez, Rastriya Banijya Bank, Rastriya Beema Sansthan
(Nationa Insurance Corporation), and the Nepalese public. Nepal Grindlays Bank was
coowned by a British firm called Grindlays Bank, local financia interests, and the
Nepalese public.

Nepa Rastra Bank was created in 1956 as the central bank. Its function was to supervise
commercia banks and to guide the basic monetary policy of the nation. Its major ams
were to regulate the issue of paper money; secure countrywide circulation of Nepalese
currency and achieve stability in its exchange rates, mobilize capital for economic
development and for trade and industry growth; develop the banking system in the
country, thereby ensuring the existence of banking facilities; and maintain the economic
interests of the genera public. Nepal Rastra Bank also was to oversee foreign exchange

rates and foreign exchange reserves.
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There is a significant growth in the number of banks in Nepal in the last two decades. At
the beginning of the 1980s when the financia sector was not liberalized, there were only
two commercial banks. During 1980s, there were only few banks. After the liberalization
in the 1990s, financia sector has made a progress both in term of the number of banks
and financia institutions and their branches. As on Mid July 2009, the number of
commercia banks is 27 based on the applications for establishment of new banks as well
as for the up gradation of other financial institution, the number is likely to grow in the

near future as well.

Banking system occupies an important role in the economic development of a country. A
banking institution is indispensable in a modern society. It plays a pivota role in the
economic development of a country and focus the core of the money market in an
advance country. The pivotal function of the bank is to collect deposits as much as
possible from customers and mobilize it into the most preferable and profitable sector

like industry, commerce, agriculture, entertainment etc.

2.1.3 Concept and Definition of Commer cial Bank

A commercia bank is a type of financial intermediary and a type of bank. Commercial
banking is aso known as business banking. After the Great Depression, the U.S.
Congress required that banks only engage in banking activities, whereas investment
banks were limited to capital market activities. As the two no longer have to be under
separate ownership under U.S. law, some use the term "commercia bank” to refer to a
bank or a division of a bank primarily dealing with deposits and loans from corporations
or large businesses. In some other jurisdictions, the strict separation of investment and
commercia banking never applied. Commercial banking may also be seen as distinct
from retail banking, which involves the provision of financial services direct to

consumers. Many banks offer both commercial and retail banking services.
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An institution which accepts deposits, makes business |oans, and offers related services.
Commercial banks also allow for avariety of deposit accounts, such as checking, savings,
and time deposit. These ingtitutions are run to make a profit and owned by a group of
individuals, yet some may be members of the Federal Reserve System. While commercial
banks offer services to individuals, they are primarily concerned with receiving deposits

and lending to businesses.

The Nepalese organized financial sector is composed of banking sector and non-banking
sector. Besides commercial banks, there are sizeable numbers of development banks,
finance companies, micro-credit development banks, co-operative, NGOs and postal
saving offices that undertake limited banking and near banking financia services. Non-
bank financial sector comprises saving funds and trusts like Employee Provident Fund,
Citizen Investment Trusts, and Mutual fund.

The growth of financial sector in Nepal is much better compared to other sectorsin the

country. The economic reforms initiated by the Government more than one and half
decade ago have changed the landscape of severa sectors of the Nepaese economy
including the financial sector. Despite the decade's conflict and political insurgency, this
sector has continued to grow. Over the past 20 years, Nepal's financia significantly both
in terms of business volume as well as size of assets and market has increased. Nepa has
a reasonably diversified financial sector, as evidenced by the number and variety of
ingtitutions that play an active role in this sector, relative to Nepal's smal and
underdeveloped economic base. Though Nepalese financial sector is reasonably
diversified with institutional arrangement of varied nature of financia institutions,
commercia banks are the major players in this system and they occupy substantial share

in the structure of financial sector.

The banking sector is an important part of the national economy. Banks take deposits,
support the payment system and provide the largest source of funds in the market. Safe
and sound banking system is of crucial importance for the financia stability and

sustainable development. Nepa has a special characteristic of bank dominated financia
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sector. As the domestic capital and stock markets are in the initial stage of development,

the banking sector largely dominates the entire financial sector.

The financial performance of the commercial banks can be categorized on the basis of
assets, composition of assets, composition of liabilities, capital, deposit, loans and
advances, non banking assets, investment, earnings, and liquidity. The total assets of the
commercia bank increased by 9.03 percent in the year 2008/09 (previous year 8.43%).
The increase in the total assets is mainly on account of the increase in the loan portfolio
of the banks. The increase was 40.06 billion on the previous year. The loan portfolio of
the banks has posted an increase of Rs. 26.18 billion during the period. The assets of the
banking industry comprises of various assets, but is dominated by loans, which accounts
for aimost half of the total assets. Loans and advances comprises major share in the total
assets followed by investment and cash and bank balance in that order. The bank's
liability consists of various forms of liability, primarily of share capital and reserves,
deposits and borrowings. The consolidated capital of the Nepalese banking industry has
shown positive trend during the review period. The capital has improved by Rs. 15.71
billion in 2008/09.The total deposit of the banking sector was approximately Rs. 960.01
billion as on Mid July 2009 which is 141.61 hillion higher than mid July 2008. The
deposits have increased by 17.30 percent in 2008/09 as compared to 12.55 percent in
2007/08. The total loans and advances extended by the banking industry on Mid July,
2009 rose to 398 hillion which is an increment of 31.43 %. The total volume of the
investment as on Mid July 2009 was Rs. 130.86 billion which is an increment of 20.10
per cent. Total earnings of the banking industry in 2008/09 were Rs. 4337.1 million,

Nepal Rastra Bank is committed to strengthen and ensure the stability and soundness of
the banking system. In order to achieve the role of protecting the interests of depositors,
the department has crafted a number of prudentia requirements to be complied with by
banking institutions. The prudential requirements advised on banking institutions are
designed to limit risk taking to levels that are manageable and that do not place the
individual banking institution and the banking system at risk. In addition other prevailing
laws, the main legidlative framework for supervision function includes: -
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= Nepal RastraBank Act 2002
ZE  Bank and Financial Institutions Act, 2006 (Umbrella Act)
Company Act 2007

H

H

Supervision By-laws

i

Directives to commercia banks and financia institutions
NRB has continued to review the relevant legislations and regulations in 2008/08 in order

to put in place up-to-date regulatory framework that meets international standards and

resolves the issues of the banking industry.

Therole of commercial banks

Normally Commercial banks engaged in the following activities

Z=E  Accepting money on term deposit.

H

Lending money by way of overdraft, installment loan or otherwise.

H

Inward remittance through online services

i

Processing of payments by way of telegraphic transfer, EFTPOS, internet
banking or other means.

= |ssuing bank drafts and bank cheques,

= Providing documentary and standby letter of credit, guarantees,
performance bonds, securities underwriting commitments and other forms of off

bal ance sheet exposures

H

Safekeeping of documents and other items in safe deposit boxes (lockers)

H

Foreign currency trading

2.1.4 Functions of Commercial bank

Normally, commercial bank’s function can be categorized into two types: -
a. Primary function

b. Secondary function

Primary function
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i. Acceptance of deposit: - An important function of commercia bank is to attract
deposit from the Public. Those people who want to keep their money safe deposit their
cash in the bank. Commercial bank accepts deposits from every class and takes
responsibility to repay the deposit in the same currency whenever they are demanded by
the depositors. Hence one of the primary functions of commercia bank is acceptance of

deposits.

ii. Lending: - Another function of commercial bank is to make loans an advance of
deposit received in various forms. Bank apply the accumulated public deposits to
productive use by way of loans and advance, overdraft and cash credit against approved

Security.

iii. Investment: - Now-a-days commercial banks are also involved in the investment

activities. Generally investment means long term and mid-term investments.

Secondary Function

Secondary functions are two types: -

A. Agency Service: -

1. Collection and payments of Cheques

2. Standing Instruction

3. Acting as correspondence

4. Collecting of bills- electricity, gas, WASA, telephone etc.
5. Purchase & Sales of stocks/share-act as a banker to issue

B. Miscellaneous or General Services: -

1. Safe Custody

2. Lockers-Trustee

3. Remittance facilities—DD, TT, MT and PO
4. Advisory Services

5. Providing Credit Reports
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6. Opening L/C

7. Demand ForEx/Travers Chegue only Authorized Dealer branches

8. Compete servicein Foreign Trade

9. Other Services: Debit Card, Credit Card, On-Line banking SMS Banking

10. Creation of Credit: a multiplier effect, deposit creates credit and credit creates
deposits — derivative deposit.

Beside these activities, commercial bank may perform further tasks; al its activities are
guided by its authority for the betterment of the company or for society.

2.2.1 Review of Related Studies

Financeis abroad field and there are various books written in this subject. The book of
M.Y. Khan and P.K. Jain (1990) is considered to be a useful book in the financial
management. The modern approach of Khan and Jain views the term financial
management in broad sense and provides a conceptual and analytical framework for
financial decision making. According to them, “The finance function covers both
acquisitions of funds as well as their allocation; hence apart from the issues of acquiring
external funds, the main concern of financial management is the efficient and wise
allocation of funds to various uses.” The major financial decisions according to Khan and
Jain are: -

The investment decision

H

ZE  Thefinancial decision and

Z  Thedividend policy decision.

I.M. Pandey (1997), in his book “Financial Management” defines financial management
as that manageria activity which is concerned with the planning and controlling of the
firm’s financial resources. I.M. Pandey believes that among the most crucial decision of
the firm are those, which relate to finance, and an understanding of the theory of financial
management provides the conceptual and analytical insights to make the decisions skill

fully.

|.M. Pandey further identifies two kinds of finance functions: -
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(a) Routine and (b) Managerial finance functions.

The routine finance function do not require a great manageria ability to carry them out
andthey are chiefly clerical in nature. Managerial finance functions on the other hand are
so caled because they require skill full planning Control and execution of financial
activities. There are, according to |.M. Pandey four important manageria finance

functions; -

H

Investment or long-term assets miss decision.

i

Financing or capital-mix decision.

Z  Dividend of profit allocation decision.

H

Liquidity of short-term asset-mix decision.

A summary of what the study have reviewed in various books of finance have been
highlighted below.

Financeis defined as the acquisition and investment of fund for the purpose of enhancing

the value and wealth of an organization. The various finance areas include investments,
public finance, corporate finance and financial institutions. The basi ¢ function of finance
is to manage the firm"“s balance sheet in most efficient way. The balance sheet reflects

how a firm acquired financing through. The objective of the company must be to create

value for its shareholders. Market price of company"s stock represents its value and this

can be maximized by firm"s optimum investment, financing and dividend decisions. The

capital investment decision is the alocation of the capital to investment proposals whose
benefits are to be realized in the future. As the future benefits are not known with
certainty, investment proposal necessarily involve risk. Consequently they should be
evaluated in relation to their expected return and risk. In the financia decision, the

financial manager is concerned with determining the best financing mix or an optimum

»Capital structure®. If a company can change its total valuation by varying its capital

structure, an optimal financing would exits, in which market price per share could be

maximized.
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Another important decision of the firm, according to Van Horne (1994), is its Dividend
policy. The decision includes the percentage of earnings paid to stockholders in cash
dividends. The dividend payout ratio determines the amount of earnings retained in the

firm and must be evaluated in the light of the objective of maximizing shareholder’s

wealth. The Financial management involves the solution of the three major decisions
altogether. They determine the value of a company to its share holders. Van Home
believes that the objective of any firm is to maximize its value, and therefore, the firm
should strive for an optimal combination of the three inter-related decisions solved
jointly. The main thing is that the financial managers relate each decision to its effect on
the valuation of the firm debt and equity resources, and it reflects the disposition of
acquired financing among the various asset accounts.

The mgjor financia functions required for managing the banks balance sheet are
summarized below: -

a Analysis and planning

b. Financia structure management &

C. Asset management

The first function financial analysis and planning is to understand the bank’s current

financial condition and plan for its future financial requirement in different economic
scenarios. After analyzing the financial needs, the second function is to manage the
financia structure of the bank, which can be done by optimizing the use of debt and
equity in the capital structure. While deciding about this optimum structure, a financial
manager must concentrate in minimization of cost of funds in one hand, and
maximization of value of the firm in the other. Moreover financial structure management
for a banking sector includes, a typical treasury function, which is aso called funds

management this function contributes a significant portion in profits earned by banks.
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The final function is the management of asset structure of the bank. Advances of credit

and investment in certain portfolios constitute the major portion of the bank"s asset. The

major financial function related to assets management is to decide for the least risky and
most profitable alternatives of investments. This can be conducted by determining returns
and risks associated with the loans and advances made by bank. All the above financial
decisions or functions as mentioned by different writers are instrumental towards
effective handling of financial management. Which includes activities beginning from
rising or funds to efficient and effective use of funds no matter either it is a baking or

non-banking institution.

In the book “Financial Management” I.M. Pandey (1997) has defined as “The finance
statement provides a summarized view of the financial operation of the firm. Therefore,
something can be learnt about a firm and careful examination of the financial statements
as invaluable documents or performance reports. Thus, the analysis of financial statement
is an important aid to financial analysis or ratio analysis is main tool of financial

statement analysis.

B.N. Ahuja (1998), “Financial Performance analysis is a study or relationship among the
various financial factor in business a disclosed by a single set of statement and a study of
the trend of these fact as shown in a series of statements. By establishing a strategic
relationship between the item of a balance sheet and income statements and other
operative data, the financial analysis unveils the meaning and signification of such
items.” According to R.W. Metcalf and P.H. Tatar (1996), “Financial Performance
anaysis is a process of evauating the relationship between components parts of a

financial statement to obtain a better understanding of a firm’s position and

performance.” Similarly, Khan and Jain have defined that (1990) “The ratio analysis is
defined as the systematic use of ratio to interpret the financia performance so that the
strength and weakness of firm as well as its historical performance and current financial

condition can be determined.”
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In the word of VVan Horne (1994) “Financial ratio can be derived from the balance sheet
and the income statement. They must be analyzed on a comparative basis. Ratio may aso
be judged in comparison with those of similar firms in the same line of business and
when appropriate, with an industry average and we can look to future progress in this

regard.”

A comparative study of financia performance is a basic process, which provides
information on profitability, liquidity position, earning capacity, efficiency in operation,
sources and use of capital, financial achievement and status of the companies. These
information will help to determine the extend of efficiency and effectiveness of the

company in respect of deploying financia resources in the profitable manner.

2.2.2 Review of Thesis

Prior to this study, the several researchers have found various studies regarding financial
performance of commercial and joint venture banks. In this study, only relevant subject
maters are reviewed which are as follows: -

A thesis conduct by Shakya , Suman (2010) in “Financial Performance Of Nepal SBI
Bank Limited And Everest Bank Limited.” analyzed different ratio of NSBIBL and EBL
for the period of five yearstill fiscal year 2008. Here, in some cases the liquidity position
of EBL is dightly stronger where as in some cases the ratio of NSBIBL is higher. It
concludes that liquidity position of these two banksis sound. NBBL has better utilization
of resource in income generating activity than EBL. They are on decreasing trends while
interest earned to total assets and return or net worth ratio of EBL is better than NSBIBL.
It seems overall profitability position of EBL is better than NSBIBL and both banks are
highly leveraged.”

Mr. Regmi (2007) thesis "A Comparative Study Of The Financial Performance Of HBL
And NBBL" 30, he suggested NBBL to increase its current assets because the bank is not
maintaining adequate liquidity position in comparison with HBL. As capital structures of
both the bank are highly levered both the banks are recommended to maintain and
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improve mix at debt and owner's equity by increasing equity share. He further suggeststo
HBL to improve the efficiency in utilizing the deposits in loan and advance for
generating the profit NBBL should try to maintain present position on this regards.
Profitability position of HBL is comparatively better than the same of NBBL. So, NBBL
is recommended to utilize its resources more efficiently for generating more profit
margins. If resources held idle, bank faces high cost and causes the low profit margin. An
ideal dividend payout ratio is based upon shareholders expectations and the growth
requirement of the banks. NBBL is suggested to increase its dividend payout ratio.
(Regmi, 2001, p.29)

The two banks should extend their resources to rural areas and promote the development
of poor and disadvantaged group. In order to do so banks should open their branches in
the remote areas with objectives of providing cheaper banking services especialy HBL
should initiated an this regard because it has few branches in comparison to NBBL.
Because of the start competition between banking, sectors both the banks are suggest to
formulate and implement some sound and effective financial and non-financial strategies
to minimize operational expenses to meet required level of profitability. The banks are
further suggested to adopt modern banking technologies to enhance their better and wide

market.

A thesis conducted by Oli, Jhalak Bdr. (2007) entitled, “A Comparative Study Of
Financial Performance Of HBL, NSBIBL And NBBL” concludes that the liquidity
position of two JVBsi.e. NSBIBL and NBBL are always above than non standard and
HBL is always below than normal standard. Total debt with respect to shareholders fund
and total assets are slightly higher for HBL than NSBIBL and NBBL. The researcher has
found from the analysis that NBBL has been successfully utilized their total depositsin
terms of extending loan and advances for profit generating purpose on compared to
NSBIBL and HBL. But NSBIBL is aso better than HBL. It has concluded that net profit
to total assets ratio in case of HBL is found better performance by utilizing overal

resources but the generated profit is found lower for the overall resources in three JVBs.”
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Mr.Adhikari(2008) thesis® A Comparative Study Of Financial Performance Of NSBIBL
and EBL" conclude that EBL is found superior regarding the liquidity, quality assets they
possessed and capital adequacy overall capital structure of NSBIBL appears more levered
than that on EBL. But NSBIBL is found superior in terms of profitability and turnover
comparatively interest remained more dominant in the total income and expenses of
NSBIBL than that of EBL. Regarding the test of hypothesis is (at 5% level of
significance) the performance of the sampled banks significantly different with respect to
the ratios, loans and advances to saving deposits. Loan loss provision to total deposit
interest earned to total assets and tax per share correlation analysis signifies that EBL is
successful to utilize its resources more efficiently than NSBIBL. (Adhikari, 2001, p.28)

The review of the above mention bunch of research writes have definitely enriched my
vision to elaborate analysis to come to the meaningful conclusion in redlistic term and
thereby come with some conclusion, few key suggestions that help in improvement of
commercial banks. Previous researches on the basis of financial performance of
commercia banks in Nepal. But this research is about joint venture bank of Nepal with
sample of Nepal SBI Bank Limited and Everest Bank Limited. This research is about the
financial performance of selected two banks. In the previous research, there is no clear-
cut financial performance of joint venture banks. The research can help the people who
wanted to know about the overal financial performance of joint venture bank in Nepal.
There are two-selected bank to find out the comparative financial position of selected

bank. Therefore, this topic may not new but the researches efforts may be appreciable.

Joshi, Archana (2008) conducted a study on “A Comparative Study on Financial
Performance of Nepal SBI bank Itd & Nepal Bangladesh bank Ltd.” with the following
objectives.

ZE  To highlight various aspects of relating to financial performance of Nepal
Bangladesh bank and Nepa SBI bank.

ZE  To analyze various aspects of relating to financia performance through

the use of appropriate financial tools.
ZE  Toshow the cause of change in cash position of the two banks. Through

her research she has presented the following findings of the study: -
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The analysis of liquidity of these commercia banks shows different position here; the

average current ratio of NSBI is greater than that of NBBL. Therefore, the liquidity
position of SBI isin normal position. The turnover of the commercial banks is the main
indication of income generating activities. These ratios are used to judge how efficiently
the firm is using its resources. From the analysis of turnover of these banks, NBBL has
better turnover than NSBI in terms of loans and advances to total deposit ratio. Thus,
NBBL has better utilization of resources income generating activities than NSBI bank;
which definitely lead to increase in income and this making an increment profit for the
organization. Despite the fluctuating trend in the ratio of cash and bank balance to total
deposit NSBI bank is more efficient than NBBL in cash management i.e., it is more able

to keep more cash balance against its various deposits.

The analysis of profitability of these two commercia banks is also different. The overall
calculation seems to be better for NBBL though certain ratios like dividend per share,
dividend payout ratios etc are better for NSBI bank. From the calculation, NBBL seems 0
tackle their investors more efficiently. Going through net profit to total deposit ratio, it
can be said that NBBL seems to be more successful in mobilizing its customers saving in
much more productive sectors. NBBL has dlightly riskier debt financing position in
comparison to NSBI bank.

2.3 Research Gap

In this study, the major areas is to disclose the financial performance relates to Nepalese
commercia banks (Joint venture).This type of research were done rarely. This study
shows that the unique feature of findings. Previous researches on the basis of financial
performance of commercial banksin Nepal.

But this research is about financial performance of joint venture bank of Nepa with
sample of Himalayan Bank Limited and Everest Bank Limited. In the previous research,
there is no clear-cut accounting and financia performance of joint venture banks. The
research can help the people who wanted to know about the overall financial standard and

accounting procedure of joint venture bank in Nepal. There are two-sel ected banks to find
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out the problem and prospects of study. Therefore, this topic may be new as well as the

researches efforts may be appreciable.
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CHAPTER-III
RESEARCH METHODOLOGY

The rationale behind the study is to evaluate and assess the financial position or
performance of the two newly operated joint venture banks viz. Nepal SBI Bank Limited
and Everest Bank Limited. Thus, this chapter includes those methods and techniques used

for finding out afore said purpose.

Research methodology refers to the various sequential steps (a long with the rationale of
each step) to he adopted by a researcher in studying a problem with certain objective in
view. It is a way to systematic solve the research problem it may be understood as a
science of studying how search is done scientifically. Includes the various steps that are
generaly adopted by aresearcher studying his/ her research problem along with the logic
behind them, it would be appropriate to mention here that research project are not
meaningful to any one unless they are in sequential order which will be determined by
the particular problem at hand therefore, this study aims at analyzing and interpreting the
purpose of comparative financial performance or appraisal of two JVBs. This chapter
focuses and deals with the following aspects or methodol ogy.

- Research design

- Population and Sample

- Source of data

- Data collection procedure

- Method of Date analysis

3.1 Resear ch Design

Research design is the task of defining the research problem. In other words, "A research
design is the arrangement of conditions, for collection and analysis of data in a manner
that aims to combine relevance to the research purpose with economy in procedure. In
fact, the research design is the conceptual structure within which the research is conduct.
General objective; of this research study is to examine and evaluate the financial
performance of joint venture banks especially that of HBL and EBL in order to achieve

the objective, both descriptive and analytical research design has been followed. The
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study focuses on the examination of relationship between those variables that influence-

financial decisions of the sampled batiks hence; it is an ex-post factor research.

3.2 Population and Sample

The population for this study comprises nine joint venture banks currently operating in
the country. All the joint venture banks perform the functions of commercia banks under
rules, regulations and directives of Nepal Rastra Bank. The sample consists of two
judgmentally selected banks- Himalaya Bank and Everest Bank. These units represent

22.22% of the total population and are comparable to each other in various aspects.

3.3 Sources of Data

Although present study is on secondary data. However, necessary suggestion are also
taken form various experts both inside the bank whenever required the necessary datais
obtained form the head office of the JVBs such as, published balance sheet, profit and
loss account and other related statement of accounts as well as the annual reports of the
respectively banks. Likewise, other related arid necessary information are also obtained
from the publication of security exchange centre, Nepal Rasta Bank and other
publications used for the purpose are book & booklets magazine journals, newspaper

school of thought etc.

3.3.1 Data Collection Procedure

The problem of the study lies on the issues related to the comparative strengths and
weaknesses of the banks. Because of liberal policy adopted by the government, financial
institution has been emerging in the country. The sampled banks have been facing threats
from such ingtitutions. Therefore, the study has been ducted to examine and evaluate the
financial performance of the sampled units. This study is aso intended to fine the
weaknesses and strengths so that appropriate suggestion can be provided to enhance the
performance of the banks in coming days.

For the purpose, various data are required. With the view of obtaining the data, researcher

made several visits of the sampled banks, in first visit, the researcher consulted the
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concerned authority of the bank and explained about the above stated problems and
objectives of the study. He also explained why he is interested in these two banks and

what he wishes to analysis after keeping forth the view of researcher. The authorities got
convinced and appraised the effort. They assured that they would have far as possible.

Regarding the information needed, they said that they would make them available up to
the extended that does not affect the privacy and secrecy of the bank. Researcher got
pleased with the response shown by them arid started the work. In next visit, he
approached share department and asked for the profit and loss account and balance sheet
of the bank of last five years. In the department after explaining the need of such
information the related staff the provided the necessary statement. To acquire the primary
data, researcher made some other visit in the bank due to the increasing transactions and
business of the employees in the bank; they could not afford time to the researcher
whenever he needed. After same efforts, they could manage some time and hence, the
researcher got the information through direct interview with them. In late visit, the
researcher met the accounting expert in the bank for the clarification of the component
items of the statements so as so avoid the ambiguity and confusion. Similarly, researcher
obtained economic surveys, annua and periodic reports and banking directive from
Nepa Rastra Bank, Baluwatar. There, he visited library and banking operation
department. In the department, he explained why he needed such reports and hence, he
became able to get those reports. For the reference materials, the researcher visited Nepal
Commerce Campus, Shanker dev Campus and Central Department of Management, T.U.
Many visits in management department and various sections of central library, TU led the

researcher lobe successful in conducting this study.

3.4 Data Processing

Data obtained from the, various sources cannot be directly used in there origina form
further they need to be verified and simplified for the purpose of analysis. Data
information, figure and facts so obtained need to be checked, rechecked edited and
tabulated for computation. According to the nature of data, they have been inserted in
meaningful tables, which have been shown in annexes. Homogenous data have been

sorted in one table and similarly various tables have been prepared in understandable
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manner odd data excluded form the table. Using financial and statistical tools data have
been analyzed and interpreted.

3.5Method of Data Analysis

3.5.1 Financial Tools

Financial tools are those, which are used for the analysis and interpretation of financial
data. These tools can be used to get the precise knowledge of a business, winch in turn,
are fruitful in exploring the strengths and weaknesses of the financia policies and
strategies. For the sake of analysis following various financia tools have been used in

order to meet the purpose of the study.

Ratio Analysis

Ratio analysis helps to summarize the large quantities of financial data and to make
guantitative judgments about the firm's financial performance. Ratio is the expression of
one figure in terms of another. It is the expression of relationship between the mutually
independent figures, in financial analysis; ratio is use to as an index of yardstick for
evauating the financial position and performance of firm. Ratio analysis is very much
powerful & widely used tool of financial analysis. It is define as the systematic use of
ratio to interpret the financial statements so that the strength and weakness of a firm as
well as its historical performance and current financial condition can be determined. It
helps the analysis to make qualitative judgment in about the financial position and
performance of the firm. Therefore, it is helps to establish relationship among various
ratios and interpret there on specially, based on comparison between two or more firms or
inters firm comparison and comparison between present and past ratios for the same firm
give enormous and fruitful results to examine the financia performance. The obsolete
accounting figure reported in the financial statement does not provide a meaningful
understanding of the performance and financia position of the firm. An accounting figure
conveys meaning when it is related to some other relevant information. Therefore, the
ratio is the relationship between two accounting figures expressed mathematically. It

helps to summarize large quantitative relationship helps to form a quality judgment.
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However, " A single ratio itself does not is indicate favorable or unfavorable conditions.

It should be compared with some standard.

A ratio is simply a number expressed in terms of another number and it expresses the
guantitative relation between any two variables. Ratio can be calculated between any two
items of financial statements. It means there may be as many ratios as there are the
numbers of items. However, under the ratio analysis technique, it is not practical to work
out all the ratios. Hence, only the required ratios have been worked out.

There are numerous ratios to analyze and interpret the financial form once of the
enterprise or firm. However, for our purpose, only important and relevant ratios are used
to check the financial health of two JVBsin Nepal, which are as below;

Liquidity Ratios

Liquidity ratios are used to judge the firm's ability to moot short-term obligation. These
ratios give insights into the present cash solvency of the firms and its ability to remain
solvent in the event of adversities. It is the comparison between short-term obligation and
the short —term resources available to meet these obligations. These ratios are calculated
to find the ability of banks to meet their short-term obligation, which are likely to mature
in the short period. The following ratios are developed and used for our purpose to find

the liquidity positions of the two joint venture banks.

a) Current Ratio
This ratio indicated the current short-term solvency position of a current ratio is the
relationship between current assets and current liabilities. It is calculated by dividing the

current liabilities by current assets, which is expressed as follows:

Current Assets
Current Ratio =

Current Liabilities
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Current assets refer in those assets, which are convertible in cash within a year or so.
They includes, cash and Bank Balance, investment in treasury bills, money at short call,
or placement, loans and advances, bills purchased and discounted, overdrafts. Other
short-term loans, foreign currency loans, bills for collection, customer's acceptance
liabilities, pre-payment expenses, and other receivable. Similarly, current- liabilities refer
to those obligations maturing within a year. It includes, current account deposits, saving
account deposits, margin deposits, call deposits, intra-bank reconciliation Alc, bills
payable, bank over-draft, provisions, accrued expenses, bill for collection, and customer's

acceptance liabilities etc.

A higher ratio indicates better liquidity position. However, "A very high ratio of current
assets to current liabilities may be indicative of slack management practice, as it might
signals excessive inventories for the current requirement and poor credit management in

terms of over-expanded account receivable.

Current ratio is a measure of firm's solvency. It indicates the availability of the current
assets in rupees for every one rupee of current liability. As a conventional rule, a current
ratio of 2 to 1 in considered satisfactory. However, these rules should not be blindly
followed, as it is the test of quantity not quality. In spite of its shortcoming, it is a
crudeand quick measure of the firm'sliquidity.

b) Cash and Bank Balanceto Current & Saving Deposit Ratio.
The ratio shows the ability of banks immediate funds to cover their (current Margin, call
and saving) deposit. Higher the ratio shows higher liquidity position and ability to cover
the deposits and vice versa. Theratio is compute by dividing and bank balance by current
and saving deposits. Cash and bank balance to current and saving deposits ratio.

Cash and bank balance

Current and saving deposits
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Cash and bank balance comprises cash in hand, foreign cash in hand, cheques and other
cash items, balance with domestic bank and balance held in foreign banks current and

saving deposit consists of al types of deposits excluding fixed deposits.

The ratio measures the ability of banks to meet itsimmediate up to total deposit legations.
The bank should maintain adequate cash and bank balance to meet the unexpected as well
as heavy withdrawal of deposits. High ratio indicates sound liquidity position of the bank;
however, too high ratio is not enough as it reveals the under utilization of fund.

¢) Cash and Bank Balanceto Total Deposit Ratio

Theratio is calculated using following formula,

Cash and Bank Balance
Cash and bank balance to total deposit ratio =

Total Deposit

Total deposit consists of current deposit, saving deposit, fixed deposit, money at call and

short notice and other deposits.

The ratio shows the proportion of total deposits held as most liquid assets. High ratio
shows the strong liquidity position of the bank. Too high ratio is not favorable for the
bank because it produces adverse effect on profitability due to idleness of high-interest

bearing fund.

d) NRB Balanceto Current and Saving Deposit Ratio

The ratio is computed by dividing the balance held with Nepal Rastra Bank by saving
deposits,

NRB Balance
NRB balance to current saving deposit ratio =

Current and Saving Deposit
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Commercial banks are required to hold certain portion of current and saving deposits in
Nepa Rastra Bank's account. It is to ensure the smooth functioning and sound liquidity
position of the bank. As per the directive of Nepal Rastra Bank, the required ratio is 8%
therefore the ratio measures whether the bank is following the direction of NRB or not.

€) NRB balance to fixed depositsratio

The ratio is computed by dividing the balance held with Nepal Rastra Bank by fixed
deposits accepted.

NRB balance
NRB balance to fixed deposit ratio =

Fixed deposit

It shows the percentage of amount deposited by the bank in Nepa Rastra Bank as
compared to the fixed deposits. According to the direction of NRB, this ratio should be
maintained 6%. Hence, the ratio so calculated finds whether the bank has obeyed the

direction of central bank or not.

f) Fixed Deposit to Total Deposit Ratio
It is calculated as follow:
Fixed Deposit

Total Deposit

The ratio shows what percentage of total deposit has been collected in form of fixed
deposit. High ratio indicates better opportunity available to the bank to invest in sufficient
profit generating long-term loans. Low ratio means bank should invest the fund of low

cost in short-term loans.

L everage Ratio
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Leverage or capital structure ratios are used to judge the long-term financial position of
the firm. It evaluates the financial risk of long-term creditors greater the proportion of the
owner's capital structure, lesser will be the financia risk borne by supplier of credit

funds.

Debt is more risky from the firm's point of view. The firm has legal obligation to pay
interest to deft holders irrespective of the profit made or losses incurred by the firm.
However, use of debt is advantageous to shareholders in two ways.
ZE  They can retain control on the firm with alimited stake
Z  Their earning in magnified when rate of return of the firm on total capita
is higher than the cost of debt.

However, the earning of shareholders reduces if the cost of debt becomes more than the
overal rate of return. In case, there is the threat of insolvency. Thus, the debt has two
folded impact-increases shareholder earning-increase risk. Therefore, a firm should
maintain optimal mix of investors and outsiders fund for the benefit owners and its

stability.

Under this group, following ratios are calculated to test the optimality capital structure;
ZE  Debt-Equity ratio

ZE  Debt-Asset ratio

Debt to total capital ratio

Interest coverage ratio

H

H

a) Debt —Equity Ratio

Theratiois calculated by dividing total debt by shareholder's equity.
We calculate
Total Debt
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Debt —Equity Ratio =
Shareholder’s equity

Total debt consists of all interest bearing long-term and short-term debts. These include
loans and advances taken from other financial institutions, deposits, carrying interest etc.
Shareholder's equity includes paid-up capital, reserves and surplus and undistributed
profit.
The ratio shows the mix of debt and equity in capital. It measures creditors claims
against owners. A high ratio shows that the creditors clams are greater than those of
owners are. Such a situation introduces inflexibility in the firms operation due to the
increasing interference and pressures from creditors low ratio imply a greater claim of
owners than creditors. In such a situation, shareholders are less benefited if economic
activities are good enough. Therefore, the ratio should be neither too high nor too low.
b) Debt-Asset Ratio

Total Debt

Debt-Asset Ratio =
Total Assets

The ratio shows the contribution of creditors in financing the assets of the bank. High
ratio indicates that the greater portion of the bank's assets has been financed through

outsider's fund. The ratio should be too high per too low.

c) Debt to Total Capital Ratio
Theratio is obtained by dividing total debt by total capital of the firm.
Total Debt

Tota Capital

Total capital refers to the sum of interest- bearing debt and net worth/shareholder's
equity.

It shows the proportion of debt in total capital employed by the bank. High ratio indicates
greater claim of creditors. Contrary to it, low ratio is the indication of lesser claim of

outsiders. For the sound solvency position, the ratio should not be too high or too low.



d) Interest Coverage Ratio
Theratiois calculated by dividing net profit before deduction of interest and tax by
interest charges.

Net profit before of interest and tax

Interest charges

The ratio, also known as times interest-earned ratio is used to test the debt servicing
capacity of the bank. It shows the number of times the interest charges are covered by
funds that are ordinarily available for their payment. It indicates the extent to which the
earning may fall without causing any embarrassment to the firm regarding the payment of
interest. Higher ratio is desirable, but too high a ratio indicates the firm is very
conservative in using debt. A lower ratio indicates excessive use of debt or insufficient

operation.

Capital Adequacy Ratio

Capital adequacy ratio measures whether the firm has maintained sufficient capital or not.
In other words, it helps to decide whether the existing capital is adequate or there is the
not need or reforms. The ratio is tested to ensure the safety and stability of the firm in

long run.

Over capitalization and under capitalization both have adverse effect on profitability of
the firm. If the capital is excess, it remainsidle, if the capital isinsufficient, the firm may
not be able to grasp the opportunity from potential profitable sectors. Therefore, the
commercia banks have been directed to retain sufficient ratio by the central bank. As per
the directive this ratio should be 8% of there total risk, weighted assets and total off-
balance sheet transitions, Here, capital fund refers to the core capital and supplementary
capital commercial banks cannot declare and distribute dividend until they meet capital
adequacy ratio under this group, following ratios are tested.

H

Net worth to total deposit ratio
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ZE  Net worth to total assets ratio
ZE  Net worth to total credit ratio

a) Net Worth to Total Deposit Ratio
Theratio is calculated by dividing net worth by total deposits.
Net worth

Total deposits

The ratio measures the percentage of net worth in relation to the total deposits collection
in the bank. The ratio is a yardstick to see whether the bank has maintained the capital
fund according to the direction of Nepal Rastra Bank.

b) Net Worth to Total Assets Ratio
Theratio is calculated by dividing the net worth by total assets of the bank.
Net Worth

Total Assets

The ratio measure what is the percentage of shareholders' fund is relation to the total
assets owned by the bank. High ratio means greater contribution of investors fund and
strong capital adequacy position.

c) Net Worth to Total Credit Ratio
Theratio is obtained when not worth is divided by the total credit of the bank.
Net Worth

Total Credit

Total credit refers to the total of loans and advances granted, cash credit overdrafts, bill
purchased and discounted.

It measures the relative proportion of the shareholders fund with respect to the credit.
High ratio shows that the firm has adequate capital, which isthe index of safety.
Moreover, abank with higher ratio is less affect by the instability of the financial market.
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Turnover Ratio

Turnover ratios, also known as utilization ratios or activity ratios are employed to
evauate the efficiency with which the firm manages and utilizes its assets. They measure
how effectively the firm uses investment and economic resources at its command.
Investments are made in order to produce profitable sales. Unlike other manufacturing
concerns, the bank produces loans, advance and other innovation. So it sells the same
High ratio depicts the managerial efficiency in utilizing the resources they show the
sound profitability position off the bank low ratio isthe result of insufficient utilization of
resources. However, too high ratio is also not good enough as it may be due to the

insufficient liquidity.

Depending upon specia nature of assets and sales made by the bank, following ratios are
tested;

H

Loans and advances total deposits ratio

H

Loans and advances to fixed deposits ratio

i

Loans and advances to saving deposit ratio

ZE  |nvestment t to total deposit ratio

H

Performing assets to total assets ratio
Performing assets to total debt ratio

H

a) Loan and Advanced to Total Deposit Ratio
Theratio is computed by dividing total loans and advances by total deposit liabilities.

Loans and advances

Total deposit

Loan and advanced consist of loans, advances, cash credit overdraft, foreign bills
purchased and discounted. The ratio indicates the proportion of total deposits invested in
loans and advances. High ratio means the greater use of deposits for investing in loans

and advances. However, very high ratio shows poor liquidity position and risk in loans on
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the contrary; too low ratio may be the causes of idle cash or use of fund in less productive

Ssector.

b) Loan and Advancesto Fixed Deposit Ratio
Theratio is calculated by dividing loans and advances by fixed deposit liabilities
Loan and Advances

Fixed Deposit

The ratio indicates what proportion of fixed deposit has been used of 1oans and advances.
Since fixed deposits carry high rate of interest, fund so collected need to be invested in
such sectors, which yield at least sufficient return to meet the obligation. High ratio
means utilization of the fixed deposit in form of loans.

¢) Loan and Advancesto Saving Ratio
Theratio is calculated using following formula

Loan and Advances

Saving Deposit

The ratio measures what extent of saving deposit has been turned over to loans and
advances. Saving deposit also, being an interest bearing liability needs to be invested in
productive sector. High ratio indicates greater utilization of the saving deposit in

advancing loans.

d) Investment to Total Deposit Ratio
The ratio obtained by dividing investment by total deposits collection in the bank.
Investment

Total Deposit

Investment comprises investment its HMG treasury bills development bonds, company

shares and other type of investment.
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The ratio shows how efficiently the major resources of the bank have been mobilized.
High ratio indicates manageria efficiency regarding the utilization of deposits. Low ratio

isthe result of less efficiency in use of funds.

€) Performing Assetsto Total Assets Ratio
It is calculated by dividing performing assets by total assets.
Performing Assets

Total Assets

Performing assets to total assets include those assets, which are invested for income
generating purpose. These consist of loans, advances; bills purchased and discounted

investment and money at call or short notice.

The ratio measures what percentage of the assets has been funded for income generation.

High ratio indicates greater utilization of assets and hence sound profitability position.

f) Performing Assetsto Total Debt Ratio
It is calculated as follows

Performing Assets

Total Debt

It shows the pattern of use of the fund collected from the outsiders High ratio represents
the success of bank in utilization of creditors fund in productive areas low ratio indicates

idleness of the cost bearing resources.

Asset Quality Ratio

As explained earlier, turnover ratios measure the turnover of economic resource in terms
of quantity. Only the investment is not of great significance, but the return from them
with minimum default in payment by debtors is significant. A firm may be in a state of
enough profit and though unable to meet liability. Therefore, asset quality ratios are
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intended to measure the quality of assets contained by the bank. Following ratios are

computed in this group:

a) Loan loss coverage ratio

b) Loan loss provision to total income ratio

c) Loan loss provision to total deposit ratio

d) Accrued interest to total interest income ratio

a) Loan L oss Coverage Ratio

Theratio is calculated by dividing provision for loans loss by total risk assets.

Loan loss Provision

Total Risk Assets

For the purpose, risk assets constitute loans and advances, bills purchased and
discounted. Nepa Rastra Bank has directed commercial banks to maintain provision for
loan loss based on category of loans and risk grade. The ratio, therefore, measures
whether the provision is sufficient to meet the possible loss created by defaulted in
payment of loan or not. High ratio indicates that the major portion of loan isrisky.

b) Loan Loss Provision to Total Income Ratio
Theratio is obtained by dividing loan loss provision by total income.

Loan loss Provision

Total Income

The ratio shows what portion of total income has been held as safety cushion against the
possible bad loan. Higher ratio indicates that the greater portion of loan advanced by the
bank is inferior in quality. Low ratio means that the bank has provided most of its loans

and advance in secured sector.
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¢) Loan Loss Provision to Total Deposit Ratio

Theratio is obtained by dividing the provision for loan loss by total deposit in the bank.

Loan Loss Provision

Total Deposit

It shows the proportion of bank's income held as loan loss provision in relation to the
total deposit collected. Higher ratio means quality of assets contained by the bank in form
of loan is not much satisfactory. Low ratio is the index of utilization of resources in
healthy sector.

d) Accrued interest to total interest incomeratio
Theratio is obtained by dividing accrued interest by total interest income.
Accrued Interest

Total interest income

Accrued interest refers to the interest that is accrued but not collected. Total interest
income includes the interest received from the investment in various sectors.

The ratio shows the percentage of accrued interest with respect to total income in form of
interest. High ratio indicates the larger portion interest remained to be collected. Lower
ratio reflects the better quality of assetsin the bank.

Profitability Ratio
Profitability ratios are designed to highlight the end-result of the business activities,
which in the imperfect world of ours, is the sole criterion of cover al efficiency of

business unit.

A company should earn profit to survive and grow over a long period. It is a fact that
sufficient profit must be earned to sustain the operations of the business, to able to obtain
funds from investors for expansion and growth; and to contribute towards the social

overheads for the welfare of society. The profitability ratios are calculated to measure the
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operating efficiency of the company. Management of the company, creditors and owners
are interested in the profitability of the firm. Creditors want to get interest and repayment

of principal regularly. Owners want to get a reasonable return from their investment.

To meet the objective of study, following ratios are calculated in this group;
Z  Returnon total assets

H

Return on net deposit

H

Return on total deposit

i

Total interest expensesto total interest income ratio
ZE  |Interest earned to total assetsratio

H

Staff expensesto total income ratio

H

Office operation expenses to total income ratio

a) Return on Total Asset
Theratio is calculated by dividing net profit after tax by total on asset on the bank.
Net profit after tax

Total assets

Net profit refers to the profit deduction of interest and tax. A total asset means the assets
that appear in asset of balance sheet.

It measures the efficiency of bank in utilization of the overall assets. High ratio indicates
the success of management in overall operation. Lower ratio means insufficient operation
of the bank.

b) Return on Net Worth
Theratio is computed by dividing net profit after tax by net worth.
Net profit after tax

Net Worth
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Theratio is tested to see the profitability of the owner's investment "reflects the extent to
which the objective of business is accomplished”. The ratio is of great interest to present
as well as prospective shareholders and of great significance to management, which has
the responsibility of maximizing the owner's welfare, so higher ratio is desirable.

C) Return on Total Deposit
Theratio is computed by dividing net profit after tax by total deposit.
Net profit after tax

Total Deposit

The ratio shows the relation of net profit earned by the bank with the total deposit
accumulated. High ratio isthe index of strong profitability position.

d) Total Interest Expensesto Total Interest Income Ratio
Theratio is obtained by dividing total interest expenses by total interest income.
Total Interest Expenses

Total Interest Income

Total interest expenses consist of interest expense incurred for deposit, borrowing and
loans taken by the bank. Total interest income includes interest income received from
loans, advance, cash credit, overdrafts and government securities, inter bank and other
investment. The ratio shows the percentage of interest expenses incurred in relation to the

interest income realized. Lower ratio isfavorable from profitability point of view.

e) Interest Earned to Total Assets Ratio
Theratio is calculated by dividing interest income by total asset of the bank.
Interest Earned

Total Assets
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The ratio shows percentage of interest income as compared to the assets of the bank.
High ratio indicates the proper utilization of bank’s assets for income generating purpose.

Low ratio represents unsatisfactory performance.

f) Staff Expensesto Total Income Ratio
Theratio is obtained by dividing the staff expenses by total income.
Staff Expenses

Total Income

Staff expenses include the salary and allowances, contribution to the provident fund &
gratuity fund, staff training expenses and other allowance and expenses made for staff.
The ratio measures the proportion of income spent for the staff, whose contribution is of
great significance in the success of the bank. High ratio indicates that the major portion of
income is used for staff. From the firm's point of view, low ratio is advantages. However,
the staffs prefer high ratio, as it is the result of higher level of facilities and benefits
provided to them.

g) Office Operation Expensesto Total Income Ratio.
Theratio is obtained by dividing office operation expenses by total income.

Office Operation Expenses

Total Income

Office operation expenses comprise expenses incurred in house rent, water, electricity,
repair, maintenance, legal expenses, audit expenses and other miscellaneous expenses
made in course of operation. It shows the percentage of income spent for day-to-day
operation of the bank. High ratio shows that large amount of income is spent for the
operating activities of the bank. Lower ratio isfavorable to the bank, asit is the reflection

of operational efficiency.



Other Indicators

Above stated ratios, throw light on various aspects of bank. Management investors and
creditors can get information regarding their interest. Some indicators are dealt here
which provide more knowledge about the performance of the bank. They are listed
below.

H

Earning per share(EPS)

Dividing per share(DPS)

Tax per share (TPS)

= Dividend payout ratio(DPR)

Price-earning ratio (P/E Ratio)

Market value per share to book value per share(MVPS/BVPS)

H

i

H

H

a) Earning Per Share(EPS)
It is obtained by dividing earning available to common shareholders by number of equity
shares out-standing.

Earning Available To Common Shareholders

Number of Equity Shares Out-Standing

Earning per share refers to the income available to the common shareholders on per share
basis, it enables us to compare whether the earning based on per share basis has changed
over past period or not. The investors favour high EPS. It reflects the sound profitability
of the bank.

b) Divided Per Share (DPS)
It is obtained by dividing earning paid to shareholder by number of equity shares

outstanding.

Earning Paid To Common Shareholders

Number Of Equity Shares Out-Standing
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The net profit after the deduction of preference dividend belongs to equity shareholders.
However, the income that really receives is the amount of earning distributed as dividend.
Dividend may be distributed in form of cash or bonus share. Dividend distribution affects
the price of share. Shareholders prefer high dividend. However, it may sometimes be

wise to distribute less amount of profit in investment opportunities are available.

¢) Tax Per Share (TPS)
It is obtained by dividend tax paid to the government by number of outstanding equity
shares.

Tax paid to the Government

Number Of Equity Shares Out-Standing

Tax is paid to the government after the deduction of interest income. Tax is paid only if

profit is earned.

The ratio measures the contribution of shareholders for the development of the country as
tax acts as a source of income for government. High TPS represents better profitability

position of the bank, asit is the result of high profit.

d) Dividend Payout Ratio (DPR)
It is obtained by dividing dividend per share by earning per share.
DPS

EPS
It shows the percentage of earning distributed to the shareholder. High ratio indicates less

retention of earning in the bank. Low ratio means higher portion of income is held in the

bank to grasp the profitable opportunities. Generally, the shareholder prefers high DPS.

€) Price-Earning Ratio( P/E Ratio)
Market Vaue Per Share
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Earning Per Share

P/E ratio is widely used to evaluate the bank's performance as expected by investors. It
represents the investors' judgment or expectation about the growth in the banks earning.
In other words, it measures how the market is responding towards the earning
performance of the concerned institution. High ratio indicates greater expectation of the

market towards the achievement of firm.

f) Market Value per Shareto Book Value Per Share (MVPS/BVPS)

It istheratio of market value per share to book value per share.

=MVPSBVPS

BVPS s net worth divided by the number of shares outstanding.

The ratio measures the value that the financial market attaches to the management and
organization of the bank as a growing concern high ratio is indication of strong

management and organi zation.

Income and Expenditure Analysis

This is a tool with the help of which the components of income and expenditure can be
compared between two competitive firms. By this analysis, one is able to conclude which
sources of income& expenditure are dominant in the related concern. Under income
analysis, overall income is split up into major headings. Interest income, commission &
discount, foreign exchange income and other income. Under expenditure analysis, entire
operating expenses are split up into four maor headings- interest expenses, staff

expenses, office operation expenses and bonus facility.

3.5.2 Statistical Tools
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Various statistical tools can be used to analyze the data available to the researcher. These
tools are used in research in order to draw the reliable conclusion through the analysis of
financial data.

Following tools are used for are purpose.

= Arithmetic mean

H

Coefficient of variation
Student's T-test

H

i

Coefficient of correlation

= Probable error of correlation coefficient

H

Least-square line trend

Arithmetic Mean

An average is a single value selected from a group of values to represent them in same
way, which is supposed to stand for whole group of which it is a pare, astypical of all the
values in the group(Waugh A.E.), Out of various measures of the central tendency,
arithmetic mean is one of the useful tools applicable here, it is easy to calculate and
understand and based on all observations.

Arithmetic mean of a given set of observations is their sum divided by the number of
observation. In general, if X1, X2, Xs.............. Xn are the given observations, then

arithmetic mean usually denoted by X is given by,

X1, X2, X3urrrreerereenn Xn

n

Where, n = number of observation

Variance
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It is a statistical measure of the variability of s set of observations. The symbol is
pronounced "Sigma Square”. It is the measure of total risk. The smaller the variance, the

lower therisk of the stock and vice versa.
> (X1- (X1? )
o= »

Where,
n= No of observation

t=1 n

X1= Averagerate of Return

Standard Deviation
It is the square root of the variance standard deviation

> (X1- (X1)* )

o= 3

t=1 n

Where,
X = Expected return of the historical data.

N = Number of observations.

Coefficient of Variation

According to Prof. Karl Pearson, coefficient of variation is the percentage variation in
mean, standard deviation being considered as the total variation in the mean. It is one of
the relative measures of dispersion that is useful in comparing the amount of variation in

data groups with different mean.

For comparing the variability o two distributions, we compute the coefficient of variation
for each distribution. A distribution with smaller CV is said to more homogeneous or
uniform or less variable than other, conversely a series with greater CV is said to be more

variable or heterogeneous than the other.
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Student's T-test

Student's t-test is a useful statistical tool to see the significance of the difference between
two sample means, the population variances being equal but unknown (Gupta S.C.).
Student’s t-test is based on the assumption that the present population from which the
sample is drowning is normal, the sample observations are independent and the
population standard deviation is unknown. The test is applied for the sample less than 30.
If X1,X2,X3.0ccivvveees Xnand Y1, Y2, Y3 i Y n be two independent random
samples from the given normal population, null hypothesis is set as; i.e. the sample
means X and Y do not differ significantly under the assumption that of population
variance are equa but unknown. The test statistic under Ho is i.e. S2 is in unbiased
estimate of the common population variance C3 based on both samples. By comparing
the value of /t/ with the tabulated value of t for iii +rv-2 degree of freedom and at 5%
level o significance, null hypothesis is accepted or rejected. If the calculated value of t

came to be less than the tabulated value, null hypothesis is accepted otherwise, rejected.

Karl Person's Coefficient of Correlation

It is a statistical tool for measuring the intensity or the magnitude of linear relationship
between two series. Karl Pearson's measure, known as Pearson's correlation coefficient
between two variable and series X and Y isusually denoted by 'i* and can be obtained as
Where,

NyXy-yx.yy
[{3x* = (Ix) {3y’ - Oy

Where,

=  Number of observationsin series
>x=  Sum of observation in series X
>y= Sum of observation in series Y
X 2= Sum of squared observation in series X
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Y?=  Sum of squared observation in series Y

> XY sum of the product of observation in series X and Y value of r lies between -1 and +
1. r = 1 implies that there is a perfect positive correlation between the variable, r = 1
implies that there is a perfect negative correlation between the variable r = 0 means the
variable are uncorrelated. But r = 0 does not always mean that the variables are
uncorrelated; they may be related in some other form such as logarithm, quadratic,
exponential etc.

Probable Error of Correation Coefficient
Probable error of correlation coefficient is a measure of testing the reliability of an
observed value of correlation coefficient. It is calculated to find the extent to which

correlation coefficient is dependable as it depends upon the condition of random

sampling.
As,
1-r2
P. E(r) = —
v
Where,

r = Standard Error, n = 0.6745

Reason for taking 0.6745 is that in a normal distribution 50% of observations lie in the
range 0.6745 where, u and a denote the population mean and standard deviation. E (R) is
used to test it an observed value of sample correlation coefficient is significant of any
correlation in the population. If r<P.E., correlation is not at all significant. If r>P.E., r is

definitely significant.

Least SquareLinear Trend
Trend analysisis a very useful and commonly applied tool to forecast the future event in

guantitative term, based on the tendencies in the dependent variable in the past period.
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The straight-line trend implies that irrespective of the seasonal and cyclic as well as
irregular fluctuation, the trend value increases or decreases by absolute amount per unit

of time. The linear trend values mathematically,

Y =a+ bx

Where,

Y= The Vaue of Dependent Variable
a=Y- Intercept

b = Slope of The Trend Line

x = Vaue of The Independent Variable

i.e. time = Year- 2002/03 (with regard to the data used in the study)
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CHAPTER-1V
ANALYSISAND INTERPRETATION OF DATA

This chapter deals with the analysis and interpretation of data following the researcher
methodology dealt in the chapter. In the course of analysis, data gathered from the
various sources have been inserted in the tabular form according to 'heir' homogenous
nature. The various tables prepared for the analysis purpose have been shown in annexes.
Using financial and statistical tools, the data have been analyzed the result of the analysis
has been interpreted keeping in mind the conventional standard with respect to ratio
analysis, directives of NRB and other factors while using other tools. Moreover, financia
performance of the sampled banks has especially been analyzed in cross-sectiona
manner. Specificaly, the chapter includes analysis and interpretation of the following.

ZE  Ratiosanalysis

Z  |ncome and expenditure analysis

H

Correlation Analysis

H

Lest Square liner trend analysis

4.1 Ratio Analysis
Ratio analysis has been adapted to evaluate the financial health, operating result and
growth of the sampled banks. In order to analyze and interpret the tabled data, the

following ratios have been used.

H

Liquidity ratio

H

Leverageratio

H

Capital adequacy ratios

i

Turnover ratios
Asset quality ratios
Other indicators

i

H
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4.1.1 Liquidity Ratios

Liquidity ratios have been employed to test the ability of the banks to pay immediate
liabilities. These include current ratio, cash and bank balance to total deposit ratio, NRB
balance to current and saving deposit ratios, NRB balance to fixed deposit ratio and fixed
deposit ratio and fixed deposit to total deposit ratio.

a) Current Ratio

Annex 1 show that current ratio of HBL for the study period remained 3.60:1,
2.16:1,1.17:1, 1.19:1 and1.07:1 respectively form the year 2004\2005 to 2008/09. Mean
of the ratios appeared 1.84 and CV appeared 52.72%. Similarly the ratios of EBL for the
corresponding period remained 2.60:1, 2.38:1, 1.93:1, 2.18:1 and 1.88:1 means of the
ratios came 2.19 whereas CV came 12.32%. The ratio of both the banks showed dlightly
decreasing trend. In EBL theratio did not fall below 1.88:1 whereas with respect to HBL,,
it declined in as against non- decreasing trend in other years. Mean of the ratios in EBL
was dightly greater than that of HBL which depicts that both of the banks could riot
maintain the conventional standard of 2:1. Having a glance at the nature of assets and
liabilities of the commercia banks, the ratio below the stated standard may be accepted
as satisfactory, but it signifies that the bank have the poor liquidity position banks may
face the problem of working capital if they need to pay the current liabilities at demand.
Delay in payment of the liabilities may lead the banks to lose their goodwill. They will
have the problem in winning the confidence of current depositors and short-term lenders.
Between the two banks, EBL seems to be dightly in the better position. The ratios
remained more consistent in EBL thenin HBL.

The calculated value of 1(0.32 ) remained less than the tabulated value(2.306) at 5% level
of significance. Hence, the null hypothesis has been accepted i.e. the mean of the current

ratios of the sampled banks does not differ significantly.
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b) Cash and Bank Balance to Current and Saving Deposit Ratio

Cash and Bank Balance

Current and Saving Deposit

Annex 2 shows that, the ratio remained 13.72%, 8.76%, 8.22%, 6.36%, and 13.10% in
the respective years of the period. Mean, SD and CV of the ratios were 10.03% and 2.88
28.67% respectively. Similarly, the ratio remained 18.00%, 19.23%, 22.34%, 18.56% and
31.38% in corresponding years of study period in EBL. Mean of the ratios appeared
21.90% whereas SD and CV appeared 4.93 and 22.54% respectively.

The ratios of both the banks revealed fluctuation trend over the period, of HBL remained
highest in the year 2004/2005 and then it declined in consecutive years, the ratio
appeared in decreasing trend, it remained highest in EBL in the year 2008/2009 . The
means ratio of EBL appeared greater than that of HBL, which indicates that the former is
more efficient in paying the immediate obligation. Higher CV of ratio in HBL as
compared to EBL signifies greater variation in the ratios. The calculated value of t was
less than the tabulated value at 5% level of significance (0.0067<2.306). Hence null
hypothesis has been accepted i.e. there is not significant difference between the ratios of
two banks.

¢) Cash and Bank Balanceto Total Deposit Ratio

Cash and Bank Balance

Total Deposit

Annex 3 depicts that the ratios were 9.90%, 6.48%, 5.85%, 4.55% and 8.79 in HBL in the
respective years of study period. Mean SD and CV of the ratios came 7.11%, 7.11 and
27.50% respectively. In the similar way, theratio in EBL remained 10.40%, 11.25%,
13.15%, 11.13% and 18.50% in the corresponding years. Mean SD and CV of the ratios
came 12.89%, 2.95 and 22.90% respectively.
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Glancing at the nature of ratios, trend of cash and bank, balance to total deposit of both
the banks appeared in decreasing trend. But both bank’s the ratio reached highest in the
year 2007\2009. Mean ratio of EBL came higher than that of HBL which means that EBL
has the greater ability to repay the deposit i.e. EBL is more efficient to serve the
customers from liquidity point vive. CV the ratios remained lower in EBL, which
signifies greater consistency init.

Calculated value of t appeared less than the tabulated value at 5% level of significance
i.e. 0.02<2.306. Hence, null hypothesis has been accepted i.e. the difference appeared in

the mean value of theratio is not significant.

d) NRB Balance to Current and Saving Deposit Ratio
NRB balance to current and saving deposit ratio

NRB Balance

Current and saving Deposit

From the annex 4, the ratios of HBL were found to be 9.65%, 5.59%, 5.95%, 4.11%, and
10.00% in the respective years of study period. Mean SD and CV of the ratios seemed
7.06%, 2.34 and 33.18% respectively. Similarly the ratios EBL remained 13.37%,
14.11%, 11.01%, 7.52% and 24.37% in the corresponding years. Mean of the ratios came
14.08% and SD and CV came 5.64 and 54.25% respectively. The calculated ratios did not
show particular direction of change in HBL the ratio remained highest in the last year
EBL, aso it remained highest in the last. In HBL the ratio are lower than EBL in each
year . In both of the banks, mean ratio lay at significant level above the standard.
Comparatively, it is greater in EBL, which indicates that EBL is stronger in liquidity
position than HBL. EBL has deposited excess cash in NRB, which may affect the
profitability adversely because idle cash earns nothing, from the CV analysis, it can be
concluded that the ratio of EBL varied to a greater extant than that of HBL.
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The calculated value of t was less than the tabulated value at 5% level of significance
(0.027<2.306). Therefore null hypothesis has been accepted i.e. two banks do not differ
significantly with respect to thisratio.

€) NRB Balanceto Fixed Deposit Ratio

NRB Balance

Fixed Deposit

From the Annex 5 Depicts that the ratios of HBL reached 28.92%, 17.26%, 15.52%,
14.57% and 36.51% in the respective years under the study. Mean of the ratios appeared
22.43% and CV appeared 38.30%. Similarly, the ratios of EBL were 22.90%,
26.86%0,20.94%, 16.77% and 67.90% respectively mean of the ratios remained 31.08%
and CV remained 60.17%.

The ratio of HBL showed decreasing trend in the period of review except the year
2008/09. It has the minimum of 14.57% in the year 2007/008 to maximum of 33.51% in
the last year. In al of the years, the ratio remained higher than 6%, the minimum standard
set by NRB. In EBL also ratio was highest in the year 2008/2009. In the latter years, it
remained almost stagnant around 21%. In all the years of study period, it remained higher
than the standard. Mean ratio of EBL came greater than that of HBL. It reveals that EBL
has dightly thicker cushion againgt, the fixed deposit to be repaid than that of HBL.
Furthermore, CV of the ratios remained significantly higher in EBL, which reflects the
greater fluctuation in the ratio.

The calculated value of t i.e. 0.235 appeared less than the tabulated value at 5% level of
significancei.e. 2.306. So, null hypothesis has been accepted i.e. mean ratio of two banks
does not differ significantly.

f) Fixed Deposit to Total Deposit Ratio
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Fixed Deposit

Total Deposit

From the Annex 6 Highlights that the ratios of HBL remained 24.61%, 23.97%, 27.29%,
20.17% and 18.39% in the respective years of study period. Mean SD and CV of the
ratios were 22.89%, 3.20 and 13.98 % respectively. Similarly the ratios of EBL were
33.71%, 30.74%, 30.94%, 26.89% and 21.16% in the corresponding years Mean SD and
CV of the ratios appeared 28.69%, 4.35 and 15.15% in the order mentioned. The ratios
of HBL and EBL both are in decreasing trend during the study period. It was highest in
the first and third year but the lowest in the last. Mean ratio of EBL came higher than
that of HBL. It suggests that greater portion of total deposit in EBL has boon occupied by
fixed deposit in contrast to HBL. It can grasp the opportunity of investing the fund in
more profitable loans. On the other hand, HBL has the opportunity to invest in current
assets so as to strengthen its liquidity position. CV analysis depicts that the ratios in HBL
in the past years of research period remained more uniform then that of EBL.

The calculated value of t remained less than the tabulated value at 5% level of
significance (0.007<2.306). Therefore null hypothesis has been accepted i.e. there is not
significant difference between the mean ratios of two banks. Overal liquidity position of
the sampled banks appeared almost similar. In comparison, EBL seemed slightly stronger
than HBL.

4.1.2 L everage Ratios

Leverage ratios have been analyzed and interpreted to judge the long-term financial
health of the sampled banks. These include dept-equity ratios, debt-asset ratio, debt to
total capital ratio and interest coverage ratio.

a) Debt-equity Ratio

Total Debt
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Debt —Equity Ratio =
Shareholder’s equity

Annex7 depicts that the debt—equity ratios of HBL were 16.42, 15.28, 14.27 13.04 and
11.27 in the respective years of study period. Mean and CV of the ratios appeared 14.06
and 12.68% respectively. Similarly the ratios of EBL remained 12.48, 14.64, 15.38, 12.63
and 15.39 in the corresponding years. Mean of the ratios came 14.11 whereas CV came
9.18%. The ratio of HBL is in declining trend in sample years. In case of EBL, it isin
increasing trend except the year 2007/08 . Average of the ratios appeared dlightly
greater in EBL as compared to that in HBL. Both of the banks seem levered but in
comparison, EBL seems more levered in other words, capital structure of HBL is riskier
than that of EBL CV of the ratios remained lower in EBL, which clarifies that the ratios
of EBL were |ess consistent.

The calculated value of t i.e.0.97 was less than the tabulated value i.e. 2.306 at 5% level
of significance. Hence, null hypothesis has been accepted i.e. two banks do not differ

significantly with respect to thisratio.

b) Debt-Asset Ratio

Total Debt
Debt-Asset Ratio =

Total Assets

Annex 8 depicts that the ratios for HBL remained 90.93%, 91.63%, 91.42%, 90.63% and
89.47% in the respective years of study period form the years 2004/05 to 2008/09.
Average and CV of the ratios were 90.82% and 0.84% in that order. In the similar way,
the ratios of EBL were 88.62%, 88.37%, 86.25%, 89.42% and 91.92% in the
corresponding years. Mean of the ratio seemed 88.92% and CV seemed 2.06%. The ratio
reflected inconsistent policy of the banks in financing the assets proportion of interest-
bearing debt for the purpose. Mean of the ratio came greater in EBL as compared to that
in HBL, which signifies that the former followed more aggressive policy in raising the

capital. On the other hand capital structure of HBL seems less risky. Form the CV
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analysis, it can be noticed that the ratios of EBL varied considerably throughout the
review period.

The calculated value of t was less than the table value at 5% level of significance
(0.207<2.306). Hence null hypothesis has been accepted i.e. two banks do not differ
significantly with respect to the debt-asset ratio maintained by them in immediate past

five years.

c) Debt to Total Capital Ratio

Total Debt

Debt. to Total Capital Ratio=
Tota Capital

Annex 9 highlights that the ratios of HBL remained 94.26%, 93.86%, 93.45%, 92.88%,
and 91.85% in the respective years of study period. Mean of the ratios came 93.26% and
CV came 0.90%. In the similar way, the ratios of EEL for the corresponding years
remained 92.59%, 93.61%, 93.90%, 92.67%, and 93.90% respectively Average of ratios
was 93.99% and CV was 0.63%. The ratio of HBL showed downing trend.. But the ratios
of EBL are in increasing trend. The analysis makes it obvious that debt capital i.e.
outsider’s fund was dominant in the capital structure of both of the banks. EBL seems
dlightly ahead of HBL in rising the capital through debt as per the higher mean ratio CV
of the ratio remained nominally lower in HBL. Which indicates greater uniformity in the
ratios of different years.

The calculated value of t came 0.913, which isless than table valuei.e. 2.306 at 5% level
of significance. That’s why null hypothesis has been accepted i.e. the mean ratio of two

banks does not differ significantly.

D) Interest Coverage Ratio



60

Net profit before of interest and tax

Interest charges

Annex 10 reveds that the ratios of HBL remained 1.93:1, 2.04:1, 1.93:1, 2.15:1 and
2.14:1 in the respective year of review period. Mean and CV of the ratios seemed 2.04:1
and 4.70% respectively. Accordingly, the ratios in EBL were maintained 1.83:1, 1.86:1,
1.86:1, 2.06:1, and 1.90:1 in the corresponding years. Mean of the ratios in the bank was
1.90 whereas CV was 4.26%. Theratio in HBL depicted increasing trend up to the fourth
year and then declined in the last year. In al the years of study period, the fund available
for the payment of interest remained more than the requirement; however the margin was
not satisfactorily high. The ratio in EBL depicted increasing trend up to the fourth year
and then declined in the last year. In al the years of study period, the fund available for
the payment of interest remained more than the requirement; however the margin was not
satisfactorily high. By comparing the CV of the ratio, it can be concluded that the ratio of
EBL for different five years varied considerably.

The calculated value of t remained less than the table value 5% level of significance
(0.010<20306). That’s why, null hypothesis has been accepted i.e. debt-servicing
capacity of the sampled banks does not differ significantly.

From the anaysis of leverage ratios, both of the banks seemed levered. But in
comparison, HBL appeared more levered than EBL. Debt servicing capacity of EBL
remained poor in the beginning years. However, the difference in the position of two

banks did not appear significant.

4.1.3 Capital Adequacy Ratio

Capital adequacy ratios of the banks have been tested to find whether they are successful
to reassure the depositors and creditors about their soundness; and aso to maintain
genera confidence in the banking system. These include net worth to total deposit ratio,
net worth to total asset ratio and net wroth to total credit ratio.

a) Net Worth to Total Deposit Ratio
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Net worth

Total deposits

Annex 11 revedls that the ratios of HBL were 6.21%, 6.67%, 7.14%, 7.89% and 9.00% in
the respective years of study period. Mean of the ratios appeared 7.38% and CV appeared
13.27%. Accordingly, the ratios for EBL remained 8.25%, 6.98%, 6.61%, 8.01% and
6.61% in the corresponding years. Mean CV of the ratio were 7.29% and 9.62% in that
order. The ratio of HBL showed slowly increasing trend up to fifth year, But the ratio of
EBL showed fluctuation over the period, it ranged from 8.25% in the year 2004/05 to
6.61% in 2008/09. Average ratio of HBL appeared higher than that of EBL, which means
the former is better with respect to the capital adequacy position. Higher CV of the ratios
in HBL shows less consistency in maintaining net worth with respect to deposits.

The calculated value of t (0.904) was less than the tabulated value at 5% level of
significance (2.306). Therefore, null hypothesis has been accepted that is average ratio of
two banks does not differ significantly.

b) Net Worth to Total Assets Ratio

Net Worth to Total Assets Ratio
Net Worth

Total Assets

Annex 12 demonstrates that the ratios in HBL remained 5.54%, 6.00%, 6.40%, 6.95%
and 7.93 form 2004/2005 respectively. Mean and CV of the ratios came 6.56% and
12.62% respectively. In EBL, the ratios were maintained 7.10%, 6.03%, 5.61%, 7.08%,
and 5.97% in the respective years. Average ratio appeared 6.36% whereas CV appeared
9.66%. Theratio in HBL remained highest in the last year. It increased in the first year to
last year. In EBL, it depicted fluctuating trend, which appeared maximum in year
2004/05 and minimum in last year. Mean ratio in HBL seemed higher which indicates
that net worth in it has covered comparatively greater portion of total assets in other
words, HBL is superior to EBL to check the possible risk that might arise due to high
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leverage. CV of the ratios remained slightly greater in HBL. Which means that the ratios
in the bank highly as against EBL.

The calculated value of t was less than the table value at 5% level of significance
(0.739<2.306). Therefore, null hypothesis has been accepted i.e. sampled banks do not
differ significantly regarding thisratio.

c) Net Worth to Total Credit Ratio

Net Worth
Total Credit

Annex13 demonstrates that the ratios of HBL remained 6.39%, 6.92%, 7.45%, 7.65% and
9.31% in the respective year of study period. Mean and CV of the ratios appeared 7.54%
and 17.07% respectively. Similarly the ratios in EBL seemed 8.54%, 6.88%, 6.44%,
8.21% and 7.39 % in the corresponding years. Mean of the ratios came 7.49% and CV
came 10.53%. The ratios of HBL revealed increasing trend throughout the review period
it has 9.31% in last year form 6.39% in the base year, in EBL, it is fluctuating. 1T has
decrease for first two years than increase in fourth year again decreased to 7.39% in the
last year. The ratio showed declining trend in EBL in spite of little rise in the fourth year.
Mean ratio of HBL appeared abundantly higher which signifies that the capital adequacy
position of EBL is better than that of EBL. But uniformity in maintaining the ratio of

different years seems higher in HBL as per the lower CV.

The calculated value of t i.e. 0.943 came less than the tabulated value at 5% level of
significance i.e. 2.306. That is why, null hypothesis has been accepted i.e. there is no
significant difference between the two banks with respect to tins ratio. In totality, capital
adequacy position of EBL appeared stronger than that of HBL. In tins sense, EBL is more
successful to reassure creditors and depositor about its soundness. However, the banks

did not differ significantly with respect to capital adequacy position.
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4.1.4 Turnover Ratio

Turnover ratios have been used to evaluate the efficiency with have managed and utilized
their assets. These, include loans and advances to total deposit ratio, loans and advances
to fixed deposit ratio, loans and advances saving deposit ratio, investment total deposit
ratio, performing assets to total ratio and performing assets to total debt ratio.

a) Loansand Advancesto Total Deposit Ratio

Loans and advances

Total deposit

Annex14 exhibits that the ratio of HBL remained 97.19, 96.38, 95.92, 103.12 and 96.60
percent in the respective years of study period. Mean and CV of the ratios appeared
97.84% and 2.73% in that order. The ratios of EBL were 96.33, 101.44, 102.54, 97.59
and 89.53 percent in the corresponding years. Mean of the ratios came 97.53% and CV
came 4.71%. The ratio in HBL is dlightly fluctuated throughout the study period. It
descended to 95.92% in the third year and 96.60 in last year form 97.19% in the base
year. EBL ratio also increase in two years than decreased to 89.53 in last year from 96.53
in the base year.

Mean ratio of HBL appeared considerably higher which signifies that HBL is more
successful in utilizing the resources in profitable sectors than EBI “The trend of the ratio
in EBI showed that in spite of decrease in the final year, there remained higher utilization
capacity in each succeeding year. In last year, fall in the ratio could be noticed due to the
increase in the amount of deposit by large volume than the volume of loans and advances.
CV of the ratios depicted that the ratio remained more consistent in HBL as compared to
EBL.

The calculated value of t i.e. 0.914 remained less than the tabulated value at 5% level of
significance i.e. 2.306. So that null hypothesis has been accepted i.e. two banks do not
differ to the significantly with respect to thisratio.



b) L oans and Advancesto Fixed Deposit Ratio

Loans and advances

Tota deposit

Annex 15 highlights that the ratio in HBL 3.94, 4.02, 3.51, 5.11 and 5.25 in respective
order from fiscal year 2004/05 t02008/09. Mean of the ratio appeared 4.36 and CV
appeared 15.73%. Similarly, the ratios of EBL remained 2.86, 3.30, 3.31, 3.62 and 4.23
in the corresponding years. Average and CV of the ratios appeared 3.46 and 13.06%
respectively. The ratio of HBL has increased trend up to the last year of review period, it
increased sharply. EBL has also increasing trend over the observation period With
respect to thisratio, both of the banks have shown good performance in other words, both
of these banks have well utilized the high interest bearing fixed deposit in the sector
yielding satisfactory return. HBL seems more efficient in utilizing the fixed deposit
between two banks as revealed by higher mean ratio CV analysis showed the lesser
uniformity of ratiosin it EBL as against the Himalayan Bank.

The calculated value of t came less that the tabulated value at 5% level significance
(0.013<2.306). Therefore; null hypothesis has been accepted i.e. the difference noticed in

the mean ratio of two banksis not significant.

C) L oan and Advance to Saving Deposit Ratio

Loan and Advances

Saving Deposit

Annex 16 depicts that the ratios in HBL remained 1.87:1, 1.75:1, 1.82:1, 1.82:1 and
1.67:1 in the respective years of study period. Mean and CV of the ratios appeared 1.79
and 4.03%, respectively. According to the ratio in EBL came 2.02:1, 2.02:1, 2.06:1,
1.96:1 and 2.01:1 in the corresponding years. Mean of the ratios came 2.02 and CV came
1.52%. The ratio in HBL showed decreasing trend whereas with respect to EBL, is
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showed fluctuating trend in third year and last year it has increased. Average of the ratios
in EBL seemed higher than EBL which indicates that EBL has more successfully utilized
the interest bearing deposit in terms of loans and advances moreover, turnover position of
HBL is better than that EBL with respect to this ratio. The consistency in the ratio was
found higher in EBL from the CV analysis.

The calculated value of t came less that the tabulated value at 5% level
significance (0.004<2.306). Therefore; null hypothesis has been accepted i.e. the
difference noticed in the mean ratio of two banksis not significant.

d) Investment to Total Deposit Ratio

Investment

Total Deposit

Annex17 exhibits that the ratio of HBL remained 50.07%, 41.10%, 39.35%, 41.89% and
25.12% respectively. Mean of the ratios appeared 39.51%, and CV appealed 20.47%. In
the similar way the ratios of EBL were 21.08%, 30.43%, 27.41%, 21.10% and 17.85% in
the corresponding years of the review period. Mean ratio appeared 23.58% and CV
appeared 19.60% in the bank. The ratio showed decreasing trend in HBL. It descends to
50.07% in 2004/05 from 39.35% in third year and 25.12% in 2008/09 it has almost 100%
decrease in theratio.. In EBL it showed fewer declining trend. It arrived to 17.85% in the
last year from 21.08% beginning year of the review period. Mean ratio came much higher
in HBL, which signifies that HBL has more successfully allocated its deposit in
investment portfolio, EBL has aso made good portfolio in investments. CV of the ratios
appeared slightly greater in HBL, which indicates lesser uniformity in itsratios.

The calculated value of t came less than the tabulated value is 5% level of significance
(0.016<2.306). Hence, null hypothesis has been accepted which means the difference

noticed in the mean ratio of two banks for the study period is not significant.

d) Performing Assetsto Assets Ratio
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Performing Assets

Total Assets

According to annex 18 the ratio of HBL Remains 95.43%, 95.91%, 96.33%, 96.21% and
95.94% in the corresponding years of the period. Mean of the ratios appeared 95.96%
whereas CV appeared 0.32%. In the similar way ratios of EBL are 96.89%, 97.89%,
98.17%, 97.29% and 97.51% the mean ratio is 97.55% and CV isin 0.46%. Theratio in
Both bank increased in the first two year then, it declined in the latter year and again
increased in last year. The ratio of both bank has similar trend throughout the study
period. EBL has higher average ratio than HBL. But HBL utilized its assets in terms of
loans and advances, investment and bill discounting and purchasing more effectively than
EBL. CV of the ratios in EBL exceeded the same in HBL which clarifies that the ratios
remained less consistent in the former.

The calculated value of t remained less than the tabulated value a 5% level of
significance (0.001<2.306). Hence, null hypothesis has been accepted i.e. turnover

position of two banks with respect to tinsratio is not significantly different.

f) Performing Assetsto Total Debt. Ratio

Performing Assets

Total Debt

Annex, 19 depicts that the ratios to HBL remained 107.09%, 106.66%, 107.45%,
109.30,% 108.7% in the respective years of study period. Mean and CV of the ratios
appeared 107.85% and 0.94% respectively. In the similar way, the ratios in EBL were
112.58%, 113.18%, 115.69%, 110.16% and 108.03% in the corresponding years. Mean
and CV of the ratios came 111.93% and 2.35% in that order. The ratio in HBL showed
fluctuating trend throughout the review period whereas it remained in rising trend in EBL
up to the fourth year and decreased in the final year. Mean of the ratios came greater in
EBL than in HBL, which indicates that EBL remained more successful regarding the use
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of the cost bearing debt in profitable sectors. In other words, EBL seemed at upper level
with respect to the wise and beneficial use of outsiders fund. But Present Financial Crises
caused to decrease in Deposit increment ratio makes fall down in the PA to TD ratio of
Both Banks. CV analysis showed that the variation in the performing assets to total debt
of HBL was more uniform than that of EBL.

The calculated value of t was less than the tabulated value at 5% level of significance
(0.076<2.306). Therefore, null hypothesis has been accepted i.e. the difference in the
mean ratios of the sampled banks is not significant. In totality, HBL seemed more
efficient to utilize the resources in profitable sectors. But the performance of the banks
did not appear significantly different except in mobilizing saving deposit in terms of

|oans and advances.

4.1.5 Asset Qualify Ratio

Asset quality ratios intend to measure the quality of assets owned by the banks. These
include loan loss coverage ratio, loan loss provision to total income ratio, loan provision
to total deposit ratio and accrued interest to total interest income ratio.

a) L oan L oss Coverage Ratio

Loan loss Provision

Total Risk Assets

Annex 20 exhibits that the ratios for the different year of the review period remained
8.07%, 4.23%, 2.65%, 2.14%, and 2.09% respectively in HBL. Mean of the ratios

came 3.84% whereas CV came 58.76%. Accordingly, the ratios of EBL remained

2.89%, 2.39%, 2.24% 2.13%, and 1.96% in the corresponding year. Mean of the ratios
appeared 2.32% and CV 13.60%. The ratio in both of the banks showed fluctuation over
the period of study. It reached maximum in the first year and reduced in the second in
HBL. But with respect to EBL, it reached highest in the second year and fell the lowest in
third. Mean ratio of HBL exceeded that of EBL. It indicates that EBL has been more
successful to foresee the quality of loans lent. Conversely, the asset possessed by HBL
has higher degree of risk as compared to that of EBL. That’s why, the former bank has
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maintained comparatively higher ratio to prevent itself from possible default in payment
by borrowers. CV of the ratio seemed lessin HBL, which revealsto lat the consistency in
ratios greater in HBL.

The calculate value of t i.e. 0.195 came less than the tabulated value i.e. 2.306% at 5%
level of significance therefore, null hypothesis has been accepted, that is, the mean ratio
of the sampled banks does not differ significantly.

b) Loan Loss Provision to Total Income Ratio

Loan loss Provision

Total Income

Annex21, highlight that the ratios of HBL were 196.46%, 166.48%, 110.90%, 71.88%
and 68.10% in the respective years of review period. Mean and CV ratio appeared
122.76% and 41.63%. Similarly, the ratios in EBL were 112.49%, 97.35%, 94.97%,
74.44% and 63.88% in the corresponding years. Mean is the ratios seemed 88.63% and
CV seeded 19.54%. Theratio in HBL isin decreasing trend through out the period. In the
second year it decreased by 15.26% and 33.38, 35.18 in next two years then in last year
decreased by 5.25% only. It shows that, bank has advanced on secured area so bad loan is
reduced and able to make better profit. In EBL, it depicted the decreasing trend. Mean
ratio remained higher in HBL than in EBL, which signifies that HBL held comparatively
greater portion of risky assets. Moreover, HBL has been forced to retain greater portion
of itsincome idle as the cushion against loans of inferior quality.

CV anaysis signifies that the ratios of HBL remained less uniform throughout the period
of study.

The calculated value of t remained less than the tabulated value at 5% level of
significance (0.126<2.306). Therefore, null hypothesis has been accepted i.e. the average

of the ratios does not significantly between the sampled banks.

c) Loan Loss Provision to Total Deposit Ratio

Loan loss Provision

Total Deposit



69

Annex22, highlight that the ratios of HBL were 4.14%, 4.23%, 2.65%, 2.14% and 2.09 in
the respective years of review period. Mean and CV ratio appeared 3.05%, 30.98%.
Similarly, the ratios in EBL were 2.79%, 2.43%, 2.30%, 2.07% and 1.76% for the
corresponding years Mean and CV of the ratio come 2.27% and 15.21% respectively.
The ratio in both of the banks showed decreased over the period of study, the ratio in
HBL declined to 2.09% in the last year form 4.14% in the first year which is around
49.51% decrease in ratio. EBL was decreased to 1.76% in last year from 2.79% from the
first year which is around 36.92 %.Lower CV of the ratios in EBL means that the
consistency in the loan loss provision with respect to the deposits as higher in EBL.

The calculated value of t remained less than the tabulated value at 5% level of
significance (0.081<2.306). Therefore, null hypothesis has been accepted i.e. the average

of the ratios does not significantly between the sampled banks.

d) Accrued Interest to Total Interest Income Ratio

Accrued Interest

Total interest income

Annex 23 shows that the ratios in HBL remained 35.34%, 33.84%, 18.96%, 17.70% and
16.08% in the respective years of the review period. Mean and CV of the ratios came
24.39% and 34.43% respectively. In EBL, the ratios were 22.22%, 12.18%, 7.28%,
5.95% and 3.81% in the corresponding years. Mean of the ratios appealed 10.29% and
CV appeared 63.84%. The ratio in HBL descended slowly during the sample period
whereas it revealed screwed decreasing trend in EBL. Mean of the ratios appeared greater
in HBL, which signifies that comparatively more portion of total interest income in the
bank remained accrued. Moreover, the loans advanced by HBL seemed less effective
higher CV of theratiosin EBL indicates greater variability of theratiosin it.

The calculated value of t was less than the tabulated value at 5% level of significance
(0.002<2.306). Therefore, null hypothesis has been accepted average ratio of two banks
does not differ significantly. In totality, the assets possessed by HBL seemed less

effective in the sense that the greater default in payment occurred in them. However,
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sampled banks did not differ significantly except in the case of loan loss provision to total

deposit.

4.1.6 Profitability Ratio

Profitability ratios have been employed to measure the operating efficiency of the
sampled banks. For the purpose return on asset, return on net worth return on tota
deposit total interest expenses to total interest income ratio interest earned to total asset
ratio, staff expenses to total income ratio and office operation expenses to total income
ratio have been analyzed and interpreted.

a) Return on Total Asset

Net profit after tax

Total assets

Annex 24 demonstrates that the ratio in HBL remained 1.11%, 1.55%, 1.47%, 1.76% and
1.91% in the respective years of review period. Mean and CV of the ratios appeared
1.56% and 17.64% respectively. Accordingly, the ratios of EBL in the corresponding
years were 1.43%, 1.49%, 1.38%, 1.66% and 1.73% Mean of the ratios came 1.54% and
CV came 8.71%. In HBL, the ratio showed fluctuating trend. It rose astonishingly in the
second year but declined in the second year of the review period and again increased in
fourth year and last year. In EBL, the ratio showed fluctuating trend. It rose in the second
year but declined in the second year of the review period and again increased in fourth
year and last year.. Mean ratio was considerably higher in HBL, which signifies that the
profitability position of the bank in relation to thisratio is far better than that of EBL. CV
of the ratios in HBL exceeded the same in EBL by a large amount, which indicates that
the variability of theratiosin HBL was much higher.

The calculated value of t i.e. 0.825 was found less than tabulated value at 5% level of
significance. Hence, null hypothesis has been accepted i.e. observed difference in the4

mean ratio of the sampled banksis not significant.



71

b) Return on Net Worth

Net profit after tax

Net Worth

Annex 25 depicts that the ratios in HBL for the respective years of the study period were
20.00%, 25.90%, 22.92%, 25.30%, and 24.13%, Mean ratio appeared 23.65% and CV
appeared 8.85%. Om the similar way, the ratios of EBL remained 20.20%, 24.64%,
24.67%, 23.48% and 38.98% in the corresponding year. Mean and CV of the ratios
seemed 24.40% and 11.54% respectively. The ratio in HBL ascended dramatically in the
second year as compared to that in the first year and then slightly declined in the third
year in last year it has increased by 20% upon base year. In EBL, it remained increasing,
for first three years of the study period and decreases in fourth year. But it increase
satisfactory in the last year, It has increase by 40% during the study period. Mean ratio of
EBL appeared higher than that of EBL. CV of EBL is also higher than HBL but ratio isin
increasing trend, so it is satisfactory. This indicates that the earning of tine former with
respect to the shareholder’s fund is appreciably high.

The computed value of t came less than the tabulated value at 5% level of significance
(0.569<2.306). Hence, null hypothesis has been accepted profitability position of two

banks with respect to thisratio is not significantly different.

¢) Return on Total Deposit

Net profit after tax

Net Worth

Annex 26 exhibits that the ratios in HBL remained 1.24%, 1.73%, 1.64%, 2.00%, and
2.17% for the respective years of research period. Mean and CV of the ratios appeared
1.75% and 18.18% respectively in EBL, the ratios were 1.67%, 1.72%, 1.63%, 1.88%
and 1.92% in the corresponding years. Mean of the ratios came 1.76% and CV came
6.56%. The ratiosin HBL followed increasing trend through out the sample period except
in year 2006/07.In aggregate the ratio increased by 74.71%. In EBL, ratios are in
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increasing trend over the four years of period, ratio in the fiscal year 2006/07 is decreased
by 15.25%. During the observation period ratio is increased by 15.07%. Mean of the ratio
was higher in EBL than in HBL. It signifies that the profitability of HBL is unsatisfactory
with respect to EBL the ratio is seems better in spite of sharp decline in the third year.
Future more, HBL has better increment ratio than EBL. As depicted by CV analysis, the
ratios widely varied in HBI than EBL.

The calculated value of t i.e. 0.949 came less than the tabulated value i.e. 2.306 at 5%
level of significance. So, null hypothesis has been accepted, that is, there is no significant

difference between the positions of sampled banks as far thisratio is concerned.

d) Total Interest Expensesto Total Interest Income Ratio

Total Interest Expenses

Total Interest Income

Annex 27 Highlights that the ratio of HBL for the respective years of study period
remained 38.85%, 39.89%, 43.22%, 41.95%, and 39.91%. Mean and CV of the ratios
appeared 40.76% and 3.89% respectively. In EBL, the ratios were 41.65%, 44.43%,
45.19%, 40.85% and 46.32% in the corresponding years means of the ratio came 43.69%
and CV came 4.80%. Theratios in HBL reflected fluctuating trend, it has increased up to
third year by 10% and decreased in later years in EBL, it depicted increasing trend up to
the third year and then decreased in the following year and again ratio increased in last
year. Lower mean ratio in HBL indicates better profitability position as compared to
EBL. Overall picture shows that HBL is more successful in allocating the interest bearing
debt in profitable sectors. On the other hand, it is aso obvious that interest spread rate is
high in the bank CV of the ratios appeared greater in EBL, which mean that were
relatively less uniform throughout the review period.

The computed value of t i.e. 0.081 remained less than the tabulated valuei.e. 2.306 at 5%
level of significance. Hence null hypothesis has been occupied accepted i.e. mean ratio of

the sampled banks does not differ significantly.
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€) Interest Earned to Total Assets Ratio

Total Interest Income

Total Assets

Annex 28 exhibits that the ratios of HBL remained 5.19%, 5.52%, 5.30%, 5.43% and
5.96% in the respective years of review period. Mean of the ratios appeared 5.48% and
CV appeared 4.80%. In EBL, the ratios were maintained 6.13%, 5.66%, 5.34%, 5.70%
and 5.92% in the corresponding years. Mean and CV of the ratios came 5.72% and 4.68%
respectively. In HBL, the ratio showed dlight increasing whereas in EBL, it followed
decreasing trend except in the last year of the study period. In HBL, the ratio ranged from
5.19% in the base year to 5.96% in the third year. In EBL, it ranged from 6.13% in the
base year t0 5.92% in the last year. Mean ratio was higher in EBL, which loads us to the
conclusion that EBL managed the assets more effectively to earn interest. Further more,
interest earned to the total assets in different years of the study period remained more
uniformin EBL asreveaed by lower CV.

The calculated value of t appeared greater than the tabulated value at 5% level of
significance i.e. 0.192<2.306. Hence null hypothesis has been occupied accepted i.e.
mean ratio of the sampled banks does not differ significantly.

f) Staff Expensesto Total Income Ratio

Total Interest Income

Total Income

Annex 29 demonstrates that the ratios of HBL were 34.18%, 34.89%, 40.54%, 30.79%
and 33.858 in the respective years of the study period. Mean and CV of the ratios
appeared 34.85% and 9.107% respectively. In the similar way, the ratios of EBL for the
corresponding years remained 24.23%, 20.61%, 19.53%, 23.63% and 20.41%. Mean of
the ratios seemed 21.68% whereas the CV seemed 8.67%. On examining the ratios of
different year in HBL, it seems that staff expenses to total income are diminutive up and
down over the study period except the f/y 2006/07. But it showed slight decrease in EBL
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despite dlight increase in the fourth year with respect to the preceding years, ratio in last
year is decreased by 15% than base year. Mean ratio appeared significantly higher in
HBL, from this, it can be concluded that considerably large portion of the income was
spent for staff in HBL which might have affected the profitability position of the bank
adversely. In another angle, it deems more successful to attract the efficient manpower
and take the advantage of their talent. Higher level of facilities and incentive provided to
the employees raise their moral; and confidence which reduces the labor absenteeism and
turn over. On the others hand, EBL seemed to personnel. Higher CV of the ratiosin HBL
signifies lesser uniformity in maintaining thisratio.

The calculated value of t i.e. 0.005 was less than the tabulated value 2.306 at 5% level of
significance. Hence null hypothesis has been accepted i.e. observed difference in the
mean; ratio of the sampled banks is not significant.

g) Office Operation Expensesto Total Income Ratio

Total Operating Expenses

Total Income
Annex 30 demonstrates that the ratios of HBL were 53.08%, 49.03%, 45.00%, 36.28%

and 37.34% in the respective years of the study period. Mean and CV of the ratios
appeared 44.15% and 14.77% respectively. The ratios of EBL remained 51.62%, 41.74%,
40.27%, 34.99%, and 31.89% in the corresponding years. Mean of the ratios came
40.10% and CV came 16.87%. The ratios of HBL seemed to decline every year up the
fiscal year 2007/08 and rise nominally in the final year. In EBL, it sharply decreased each
year. The ratio in the last year decreased by 38.22% than base year. Mean ratio of EBL
was considerably less than that of HBL, which means that the profitability position of the
bank is sound enough in comparison to HBL conversely more than forty-four percent of
the total income in average was spent for office operation in EBL. It might have affected
the profitability of the bank adversely. CV analysts showed that the ratio in EBL were
less consistent as compared to that in HBL.

The calculated value of t i.e. 0.026 remained less than the t i.e. 2.306 at 5% level of
significance. Therefore, null hypothesis has been accepted i.e. mean ratio of two banks

does not differ significantly. Overall position of EBL appeared better than that of HBL.
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HBL is more successful in utilizing the resources effectively. In another side HBL has
made more profits than EBL during the study period. But the banks did not differ
significantly except in earning interest with respect to the assets.

4.1.7 OthersIndicators

Besides the above- analyzed ratios, some indicators have been tested to have the broader
knowledge of financia performance of the banks. For this, EPS, DPS, TPS, DPR, P/E
ratio and MV PS to BV PS have been analyzed.

4.1.7.1 Earning Per Share (EPS)

Earning Available To Common Shareholders

Number of Equity Shares Out-Standing

Annex 31 depicts that the EPS in HBL were Rupees 47.91, 59.25, 60.67, 62.74, and
61.90 in the respective years of review period. Mean of the ratios was 58.49 and CV was
9.27% similarly the ratios in EBL remained Rupees 53.40, 62.75, 78.41, 91.82, and 99.98
in the same period. Mean of the ratios appeared 77.27 and CV appeared 22.49%. EPS in
HBL depicted rising trend up to the third year of review period but it dropped in the
following two year. In the last year EPS is increased by 29.20% than base year. The ratio
in EBL is sharply increased for the first two years and then increased less than previous
years, in overal EPS is increased by 87.24% in last year in comparison to the first year.
The net profit in EBL is increased by 2.8 times in the same period. This is the reason for
highly increment in EPS. Mean ratio was much higher in EBL is contrast to HBL, which
indicates that the profitability position of the formed is far better than that of the latter. In
this sense, EBL seems more successful to attract the investors. CV of theratio in EBL is
higher than HBL, which shows lack of consistency in EBL in the different years. But it is
due to increasing trend of EPS.

The calculated value of t remained less than the tabulated value 0.048<2.306 at 5% level
of significance. Hence null hypothesis has been accepted i.e. noticed difference in

average EPS of the sampled banksis not significant.
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4.1.7.2 Dividend Per Share (DPS)

Earning paid To Common Shareholders

Number of Equity Shares Out-Standing

Annex 32 highlights that the DPS of HBL remained Rupees 31.44, 34.99, 40.00, 45.00,
43.55 in the respective years of the study period. Mean and CV of DPS are 39.00 and
13.13% respectively. Accordingly, the ratios in EBL were Rupees 20.00, 25.00, 40.00,
50.00, and RS60.00 in the respective years of the study period year. Mean of the ratios
39.00 and CV appeared 38.38%. HBL paid dividend in increasing trend up to fourth year.
Dividend per share in last year remained declined by little portion. But EBL paid
dividend in increasing trend in each year. Mean DPS of both banks came equal. But DPS
growth rate of EBL is better than HBL. As dividend is the direct return received by the
shareholders, they evaluate the organization paying high dividend as the better one. This
means demand on share of EBL is higher than HBL and price of EBL share in secondary
market is higher than HBL. Higher CV of the ratios in EBL depicts that income not pay
dividend in the consistent manner.

The calculated value of i.e. 2.2003 appeared less than the tabulated valuei.e. 2.306 at 5%
level of significance. That's why, null hypothesis has been accepted i.e. average DPS

does not differ significantly between the sampled banks.

4.1.7.3 Tax Per Share (TPS)

Tax paid to the Government

Number Of Equity Shares Out-Standing

Annex 33 depicts that the TPS of HBL in the respective years of the analysis period
remained rupees 33.30, 27.83, 27.82, 30.88 and 25.80. Mean and CV of the ratios came
29.13 and 9.08% respectively. In the similar way, the ratios in EBL were 26.00, 28.25,
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38.20, 44.14 and 43.35 in the respective years of analysis period. Mean of the ratios
appeared 35.99 and CV appeared 20.98%. The ratios in EBL followed increasing trend
for first four years and then it nominaly declined in the final year. In HBL, it remained
fluctuated. In second and third year it has decreased and in third year it increased by 15%
and again decreased in last year. Mean ratio in EBL was much higher which indicates
that it might have realized sufficiently good return from investment in contrast to HBL.
As aresult, shareholders of EBL have contributed more in the revenue of the country as
compared to those of HBL. CV anaysis signifies that investors of HBL have contributed
for the welfare of the nation more ultimately throughout the study period.

The calculated value of i.e. 0.204 appeared less than the tabulated value i.e. 2.306 at 5%
level of significance. That's why, null hypothesis has been accepted i.e. average TPS does

not differ significantly between the sampled banks.

4.1.7.4 Dividend Payout Ratio (DPR)
DPS

EPS

Annex 34 highlight that the ratios in HBL remained 65.62%, 59.05%, 65.93%, 71.72%
and 70.36% in respective years of the study period. Mean DPR and CV appeared 66.54%
and 6.68% respectively. Same indicator in EBL remained 37.45%, 39.84%, 51.01%,
54.45% and 60.01. Mean and CV of the indicators came 48.55% and 17.75% in
respective order. The indicator in HBL remained increasing trend from first year to the
last year. In the last year, it increases by 7.22% than base year. The indicator in EBL
remained increasing trend from first year to the last year. In the last year, it increases by
60.02% than base year. Mean DPR appeared greater in HBL, which signifies that it
distributed comparatively more proportion of dividend out of its earning. In other words,
it remained more successful of attract the investors. CV of the indicators came much
higher in EBL, which indicates that dividend payout for different years of the period was

more variable.
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The calculated value of t remained less than the tabulated value at 5% level of
significance i.e. 0.004<2.306. Therefore, null hypothesis has been accepted i.e. mean

DPR of two banks does not differ significantly.

4.1.7.5 Price-earning Ratio

MVPS

EPS

Annex 35 depicts that P/E ratio of HBL for the respective years of the study period were
19.31, 26.33, 42.53, 45.47 and 29.79 Mean of the ratio: came 32.68 and CV came
30.23%. Similarly, the ratios of EBL were 16.29, 21.89, 30.99, 34.11 and 24.55 in the
corresponding years of the period Mean of the ratios appeared 25.58 and CV appeared
24.86%. The ratio in HBL has in increasing trend up to fourth year than declined in the
last year. The ratio in the third and fourth year was very high as compared to the rest of
the years. In EBL, it remained increasing up to the fourth year of the study period. Then it
decreased in the last year of study period. Mean ratio of EBL appeared lower which mean
the investors are well satisfied with the performance of the bank. In other words, market
has positively judged the performance of EBL higher CV of the ratios in HBL indicates
that the ratio varied widely in the bank.

The calculated value of t war, loss than time tabulated value at 5% level of significance
i.e. 0.017<2.306. So, null hypothesis has been accepted i.e. mean P/E ratio of the sampled
banks does not differ significantly.

4.1.7.6 Market Value per Shareto Book Value per Share (MVPS/BVPS)

MVPS

BVPS
Annex 36 exhibits that the indicators in HBL for the respective years of the study period

arrived 3.86, 6.82, 9.75, 11.51 and 7.19. Mean and CV of the indicators appeared 7.82
and 33.51 respectively. Same indictors of EBL were 3.29, 5.41, 7.64, 8.01 and 7.12 for
the corresponding years. Mean of the ratio came 6.30 and CV come 27.73%. The
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indicator in HBL depicted increasing trend up to the fourth year of study period and then
down in the final year. The indicator in EBL also depicted increasing trend up to the
fourth year of study period and then down in the final year. Mean value of the indicators
appeared greater in HBL, which indicates comparatively not stronger management and
organization in HBL than in EBL. CV of the indicators came less in EBL, which means
indicator, varied less over the period of study.

The calculated value of t was less than the tabulated value at 5% level of significance.
Hence, null hypothesis has been accepted mean value of the indicators does not differ
significantly between the sampled banks. Other indicators show that the performance of
EBL is better than that of HBL But the banks did not seem to differ significantly except
in the; case to tax per share.

4.2 Income and Expenditure Analysis

Income and expenditure analysis evaluates major sources of income and expenses. Tines
help the analyst to conclude the areas to be focused for investment and tin possibilities

for affective control over expenses. The analysis cover is the followings.

H

Income analysis

ZE  Expenditure anaysis
4.2.1 Income Analysis
Commercia banks generate income form the investment made in various sectors. The
banks, being service-oriented organizations, do not produce physical goods they produce
loans and advances and innovations and sell the same. In the courses of carrying out their
functions, they receive income form various sources which been split up into the
following major headings.

Interest

Commission and discount

Foreign exchange fluctuation income
Other income

tH B

Fig-4.1
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a) Interest Income

Interest is the main and major source of income in the commercia banks. These banks

charge interest on loan and advances provided by thorn they also receive interest form

investment made in government securities, debentures and inter- bank lending.

Annex 37 shows that interest income in HBL remained 82.29%, 79.64%, 82.18%,

81.10% and 80.14% in the respective years of study period. Interest income downed from

82.29% in the first year to 80.14% in the last. In each year, more than Four-Fifth of the
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income was occupied by the interest. Mean of the ratio came 81.07% and CV come
1.31%

Annex 38 depicts that the interest income in EBL registers 84.03%, 84.95%, 84.24%,
84.24% and 85.50% over the study period form the fiscal year 2004/05 to 2008/09
respectively. Interest income ranged from 84.03% in the first year of the study period to
85.50% in the last year. It showed a little increasing trend. In each year, interest income
seemed to cover more than four-fifth of the tota income. Hence, interest income
remained dominant in the total income. Mean of the ratio came 84.55% and CV come
0.68%

While discussing on interest income we have to consider about interest receivable which
accrued on interest income. For this purpose we have added accrued interest on interest
received. By this analysis we can see how much interest is accrued in total interest
income.

Annex 39 exhibits that the accrued interest to total interest income ratio in HBL for the
respective years of the study period arrived 26.11%, 25.28%, 15.94%, 15.04% and 13.86.
Mean and CV of the indicators appeared 19.25% and 27.61% respectively. Same ratios of
EBL were 12.22%, 10.86%, 6.79%, 5.62% and 3.67% for the corresponding years. Mean
of the ratio came 7.38% and CV come 41.06%. The indicator in HBL depicted decreasing
trend up to the last year of study period. The indicator in EBL aso depicted decreasing
trend up to the last year of study period. Mean value of the indicators appeared greater in
HBL, which indicates comparatively not stronger advances and investment management
and organization in HBL than in EBL. CV of the indicators came less in HBL, which

means indicator, varied less over the period of study.

b) Commission and Discount
Commercial banks render various types of services to their customers. They provide

remittance facility, guarantees, standing instructions, open letter of credit, Issuance of
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demand drafts, purchase and discount bill of exchange along with other agency functions
for making such facilities available, they receive certain charges in form of commission

in and discount. It also covers significant portion of total income.

Annex 37 depicts that part of commission and discount earned by HBL in the respective
years of the study period remained 7.55%, 8.10%, 8.94%, 7.76% and 9.73%. The portion
of commission and discount isin increasing trend except the fiscal year 2007/08.
Annex38 deposit that the commission and discount be 9.12%, 9.10%, 8.66%, 8.16% and
7.90 respectively form 2004/05 to 2008/09. It ranged form 9.12% in the first year to
7.90% in the final year. It revealed decreasing trend throughout the study period.

Average of the income in HBL and EBL remained 8.42% and 8.49% respectively. It
signifies that commission and discount covered almost same proportion in the total
income of both of the banks. CV of the incomes in HBL came 9.61% whereas it came
5.74% in EBL. This shows that the proportion commission and discount in total income
remained less uniform in HBL.

c¢) Foreign Exchange Fluctuation I ncome

One of the major functions of the commercia bank is transaction of foreign currency.
Commercial banks are allowed to purchase and sell foreign currencies under the
directives of NRB and rules, regulations and laws in effect. Income under this heading
encompasses them trading gain derived form the exchange of foreign currencies due to

the fluctuations in the exchange rate.

Annex 37 depicts that the foreign exchange fluctuation income shared 7.81%, 9.70%,
7.02%, 8.58% and 8.55% of total income of HBL in the respective year of the study
period. Proportion of this income remained least in the year 2006/007 and most in
2005/2006. We cam interpret that the proportion is in decreasing trend.

From the annex 38, the income of EBL appeared 3.17%, 1.35%, 2.09%, 3.50% and
2.44% from the year 2004/05 to 2008/09 respectively. The percentage of income showed
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fluctuation over the years. Minimum percentage of income was noticed in the year

2005/06, whereas the maximum percentage in 2007/2008.

On the average, income remained 8.33% in HBL and 2.51% in EBL. From this result, it
can be concluded that foreign exchange fluctuation income occupied comparatively
greater portion in HBL. The income in various years remained more uniform in HBL as
depicted by lower CV i.e. 10.71 %< 30.44%.

d) Other Income
Income not included in any of the above heading comes under this heading. Other income

comprises revaluation gain and non-operating income such as dividend.

Annex 37 highlight that portion of other income in HBL in the respective years of the
study period recorded 2.35%, 2.56%, 1.87%, 2.56% and 1.58%. The income in different
years of the study period revealed fluctuating. Minimum percentage of income was
noticed in the year 2006/07, whereas the maximum percentage in 2004/2005.

From the Annex38, other income in EBL appeared 3.68%, 4.60%, 5.01%, 4.29% and
4.16% in the respective years of the period. It remarkably rose up to the third year and
then slightly decreased in the latter years. In the bank, income under this heading has also
covered significant portion.

Mean of the incomes in HBL came 2.18% and 4.35% in EBL. Greater mean in EBL
signifies that other income contributed slightly more portion of total income. CV of the
incomes remained higher in HBL (18.03%>10.18).EBL in the income received turn this

source appeared less consistent in HBL.

4.2.2 Expenses Analysis
Expenses are the cost incurred in course of operating various activities the banks need to
pay interest for the deposits and borrowings to handle all other resources, there is aterm

of personnel whom the bank pays lagans and provide other facilities. Besides, a
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significant potion of income is spent for daily operation. For the study purpose evaluation

of the following form of expenses been made.

]

Interest expenses

]

Staff expenses

i

Office operation expenses

= Bonus facility

Fig 4.3
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a) Interest Expenses

It is one of the mgor parts of operation expenses. Commercia banks pay interest on
various types of deposit, loans and advances taken from other banking and financial
ingtitution, government etc. Since transfer of the money from the excess units to the
deficit units is the significant function of the commercial banks, interest occupies more
than three fourth of the total operating expenses.

Annex 40 depicts that interest expenses remained 52.23%, 50.68%, 52.82%, 52.97% and
51.91% in the respective years of the study period in HBL. Interest expenses showed
fluctuating trend over the period. It ranged from 52.23% in the first year to 51.91% in the
last. It shows the increasing success of the bank, to attract the deposit loans and advances.
As observed in Annex 41, the interest expenses out of total expenses in EBL recorded
57.90%, 61.71%, 62.59%, 58.03%, and 64.07% respectively from 2004/05 to 2008/09.
The proportion of expenses showed increasing trend except in the fourth year, it was
decreased by 7.28% than the last year.

Mean of the interest expenses in HBL and EBL appeared 52.12% and 60.86%
respectively. This shows that interest expenses covered more portions in EBL as

compared to that in HBL and CV of the expenses came 1.57% in HBL whereas it came
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4.08% in EBL. It signifies that interest expenses in the total mix of the operation

expenses remained more consistent in HBL.

b) Staff Expenses

In any organization, manpower plays vital role in the success of falure so that
organization. Well-motivated staffs are the ornaments of the organization. In return of the
service provided by them, they need to be paid remuneration which is included under this
heading. Staff expenses; include salary, different, forms of allowances incentives, fringes
benefits etc.

Annex 40 reveals that the staff expenses in HBL remained 16.60%, 18.32%, 20.02%,
18.79% and 20.05 in the respective years of the study period. It showed increasing trend
up to the third year and decreased in the fourth year and then increased in the last year.
From the Annex 41 it is seen that the stall expenses in EBL were 11.71%, 10.90%,
10.42%, 14.48% and 11.82% respectively form the year 2004/05 to 2008/09 it occupied
significantly high portion of total expenses in the first year and the mean gradually up to
the fourth year. In thefinal year, it slightly grows on.

Average of the staff expenses came 18.76% and 11.87% in HBL and EBL respectively it
means the proportion of staff expenses in HBL, was more than fifty percent the same in
HBL. From the staff point of view, HBL seems more attractive and HBL seems more
efficient in its operation. CV of the expenses appeared 6.79% and 11.86% in HBL and
EBL respectively. Hence, the ratio of staff expenses to total expenses varied more in
HBL.

c¢) Office Operation Expenses

For the routine work of the commercial banks, considerable amount of expenses in
incurred. All the expenses made for the operation of the bank such as rent, hire,
telephone-telex-fax charge, electricity charge, administrative expenses etc come under
this heading. Generally, these expenses occupy second mgjor portion in the composition
of total expenses.

Annex 40 reveals that the office operation expenses in HBL remained 25.78%, 25.75%,
22.22%, 22.14% and 22.12% in the respective years of the study period. It showed
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decreasing trend over the period. It declined to 22.12% in the last year from 25.78% in
the beginning year. In other words, the efficiency of the bank increased latter year.

Annex 41 shows that the office operation expenses covered 24.95%, 22.08%, 21.48%,
21.45%, and 18.47% in the respective years of the review period in EBL. It showed
decreasing trend over the period. It declined to 18.47% in the last year from 24.95% in
the beginning year. In other words, the efficiency of the bank increased latter year. The
trend of the expenses shows that the bank gradually improved its operational efficiency.
Mean expenses came 23.60% and 21.69% in HBL and EBL respectively. Lower mean
expenses in EBL signifies that it is more successful to perform its operation efficiently,
CV of the expenses appeared higher in EBL (9.51%>7.48%) which means it maintained
less consistency in making office operation expenses over the study period.

d) Bonus Facility

When the bank earns profit, dividend is paid to the owners. Similarly, a part of the profit
is paid to the staff as bonus, which is as the reward for their service. Generaly, staffs
prefer that bank which pays greater percentage of bonus. It acts as the motivator for them

but it increases the volume of operating expenses.

Annex 40 shows that HBL spent 5.39%, 5.25%, 4.93%, 6.10% and 5.92% respectively
for staff bonus. The bonus showed fluctuating trend in the period, it ranged from 5.39%
in thefirst year to 6.10% in the fourth year.

Annex 41 depicts that expenses for bonus in EBL remained 5.43%, 5.32%, 5.51%, 6.04%
and 5.64% in the respective years of the study period. The proportion is in increasing
trend in aggregate, it ranged from 5.39% in thefirst to 5.92% in the last year.

It reveals that EBL is more efficient in updating and encouraging its staff CV of the
expenses appeared 7.82% in HBL whereas it appeared 4.43% in EBL. It signifies that
EBL paid bonus to its staffs more consistently as compared to HBL.

4.3 Correlation Analysis
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It is a useful statistical for measuring the intensity of the magnitude of linear relationship
between two series. Karl Pearson's coefficient of correlation is most common and useful
tool to measure the relationship between two variables in the bank. The correlation
coefficient (r) between two variables X and Y can be obtained by using following

formula.
Hr XY — 3 X »Y
'n-"lnE:'-': . I:E.'I'.':I: «.,-"'r‘tE_‘r': . — [E_‘.':I:

I a—

Where,

n = Number of observationsin series X and Y

>X = Sum of observationsin series X

2Y = Sum of squared observations in series Y

> X2 = Sum of squared observations in series X
2Y2 = Sum of squared observations in series Y

> XY = Sum of the product of observations in series in X and Y

Here,
Degree Direction

Positive Negative
Perfect +1 -1
Significant ( very high) +0.75to +1 -0.75t0-1
High +0.50 to +0.75 -0.50t0-0.75
Low +0.25t0 +0.50 -0.25t0-0.50
Insignificant (very Low) 0to+0.25 0to-0.25
Absent 0 0

Probable Error (PE)
The probable error is used to measure the reliability and test of significance of
correlation coefficient. It is calculated by the following formula.

1-r?
P.E. = 0.6745
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vn
P.E. isused in interpretation whether the calculated value of r is significant of not.

l.If r <P.E., itisinsignificant, i.e. thereis no evidence of correlation
[1.If r > 6P.E., it issignificant.
[11.1f P.E. <r < 6P.E. nothing can be concluded.

Under the correlation analysis, the intensity of linear relation between the following
variables has been measured.

2 Tota deposit and net profit

H

Performing assets and net profit
Net worth and net profit

H

i

Total deposit and investment

i

Total deposit and loans and advance
EPS and MVPS
DPS and MVPS
DPR and MVPS

o

i

a) Correlation Analysis between Deposit and Net Profit

Annex 42 shows that the coefficient of correlation and probable error (P.E.) of correlation
coefficient between total deposit and net profit in HBL 0.968 and 0.019. | the review
period respectively correlation coefficient higher than six times the probable error i.e.
0.968 > 6X0.019. It deposit and net profit of the bank are positively correlated and the
correlation is significant. The coefficient of correlation and probable error of the
coefficient between the same variables in EBL were 0.996 and 0.00204 respectively.
Correlation coefficient came greater than six times the probable error i.e. 0.9966>6x
0.002043, that implies that the total deposit and net profit in the bank are highly and
positively correlated in other word, net profit of the bank increases amost to the same
degree with increase in the amount of deposit. Between two banks, EBL seems more
efficient regarding the utilization of the deposit for income generating purpose as

revealed by greater coefficient of correlation in EBL. In the review period, net profit of
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EBL seemed to increase in line with increase in deposit that's why; it retains potentiality

of increasing net profit by accumulating more despite.

b) Correlation between Performing Assets and Net Profit

Annex 43 highlights that the coefficient of correlation and probable error of the
coefficient between performing assets and net profit in HBL remained 0.969 and 0.018
respectively correlation coefficient is higher than six times the probable error i.e. 0.969 >
6 x 0.018. It signifies that the net profit and performing assets of the bank are positively
related, and the correlation significant. Band can raise its net profit bye investing the fund
in performing assets. And the coefficient of correlation and probable error of the
coefficient between performing assets and net profit in EBL were 0.9930 and 0.0042
respectively. Correlation coefficient appeared greater the six times the probable error i.e.
0993<6 x 0.004211. It indicates that the net profit and performing assets of the bank are
highly and positive related. Furthermore, the bank can raises its net profit by increasing
the performing assets.

From the above analysis, there seems a significant correlation between the performing
assets and net profit in EBL and HBL.

c) Correlation between Net Worth and Net Profit

Annex 44 shows that the correlation coefficient and probable error of correlation
coefficient between net worth and net profit in HBL remained 0.976 and 0.0140
respectively. Correlation coefficient appeared higher than six times of probable error.
Hence it implies that the relation between net worth and net profit the bank is highly
positive and seem specific relationship. Same as in EBL seems 0.9794 and 0.0123
respectively. Coefficient of correlation appeared greater than six times the probable error
i.e. 0.9645>6 x 0.0181 it implies that the correlation between the stated components is
positive at significant level. Net profit in the bank seemsto rise almost to the same degree
asrise in the net worth.

On comparing two banks, net profit in both Banks seemed rises continuously with
increase in the amount of net worth. In other words, EBL is slightly more successful to

utilize the investors fund more prudently and effectively to realize the return.
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d) Correlation between Total Deposit and | nvestment

Annex 45 depicts that the coefficient of correlation and probable error of correlation
coefficient between total deposit and investment in HBL remained -0.331 and 0.2685 in
the study period. Since correlation coefficient is negative and in low degree, it shows that
increase in deposit will not decrease investment in same proportion. The coefficient of
correlation and probable error of coefficients between the variable in EBL are seen
0.8715 and 0.0725 respectively. Coefficient of correlation came greater than six times the
probable error i.e. 0.8715<6 x 0.0725. It indicates that the correlation between total
deposit and investment of the bank are correlated at significant level.

With the increase in the amount of deposit, investment of the bank seems to increase
between the two banks, it seems that HBL allocated greater portion of the fund collected
form depositors in investment. In contrast, it seems that investment of EBL increased or

decreased in slow pace with respect to the increase or decrease in the deposit.

e) Correlation between Total Deposit and L oans and Advances

Annex 46 depicts that the coefficient of correlation and probable error of correlation
coefficient between total deposit and loan and advances in HBL remained 0.978 and
0.0.0131 in the study period. Correlation coefficient is higher than six times the probable
error 1.e.0.978 < 6 x 0.0131. It shows that increase in deposit will increase advances in
same proportion. It signifies that a positive relation occurs between the two components
and the degree of relation is very highly significant, the coefficient of correlation and
probable error of coefficients between the variable in EBL are seen 0.997 and 0.0018
respectively. Coefficient of correlation came greater than six times the probable error i.e.
0.997<6 x 0.0018. It indicates that the correlation between total deposit and loan and
advances of the bank are correlated at significant level.

With the increase in the amount of deposit, advances of the bank seems to increase
between the two banks, it seems that HBL allocated greater portion of the fund collected
form depositors in advances. In contrast, it seems that investment of HBL increased or

decreased in slow pace with respect to the increase or decrease in the deposit.
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f) Correlation between EPS and MVPS

Annex 46 highlight that lays correlation coefficient and probable error of coefficient
between EPS and MVPS were 0.815 and 0.1011 respectively throughout the study
period. Correlation coefficient appeared greater than six times the probable error | .e
0.0.815>6 x 0.1101. It means MVPS and EPS of the bank are correlated at significant
level. In other words, market price of share seems to rise with increase in the earning per
share. The correlation coefficient and probable error of the correlation coefficient
between EPS and MVPS in EBL were 0.0.8937 and 0.0607 in the respective order. It
signifies that EPS and MVPS of the bank are positively correlated moreover; market
price of the share seems to increase with the increase in earning per share thought the
degree.

g) Correlation between DPS and MVPS

Annex 47 highlight that lays correlation coefficient and probable error of coefficient
between DPS and MVPS were 0.835 and 0.0914 respectively throughout the study
period. Correlation coefficient appeared greater than six times the probable error | .e
0.835>6 x 0.0914. It means MVPS and DPS of the bank are correlated at significant
level. In other words, market price of share seems to rise with increase in the dividend
payout per share. The correlation coefficient and probable error of the correlation
coefficient between DPS and MVPS in EBL were 0.8624 and 0.0773 in the respective
order. It signifies that DPS and MVPS of the bank are positively correlated moreover;
market price of the share seems to increase with the increase in dividend pay out per

share thought the degree.

h) Correlation between DPR and MVPS

Annex 48 highlight that lays correlation coefficient and probable error of coefficient
between DPR and MVPS were 0.501 and 0.2259 respectively throughout the study
period. DPR and MVPS are positively correlated but Correlation coefficient appeared
less than six times the probable error | .e 0.0.501<6 x 0.2259. It means MV PS and DPS
of the bank correlation is not at significant level. In other words, there is no relationship
between market price of share and dividend payout ratio. The correlation coefficient and
probable error of the correlation coefficient between DPS and MVPS in EBL were
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0.8800 and 0.0681 in the respective order. It signifies that DPS and MV PS of the bank
are positively correlated moreover; market price of the share seems to increase with the
increase in dividend pay out per share thought the degree. Since r > 6 PE, correlation
between two variablesis significant.

4.4 Least SquareLiner Trend Analyses

Trend analysis is very useful to predict the future events on the basis of the past
tendencies. This method is based on the assumption that past tendency continues in the
future.

The future trend of any variable is forecasted using the equation,

Where,

Y ¢ = the dependent variable

a=Y-intercept

b = the slope of trend hue

X = Year 2004/05 (with regard to the date used in the study). The normal equations on
fitting the trend equation are;

Y = Na + bXX

With the help of trend equation, future value of the following variable for coming five

year, have been predicated.

H

Tota deposit
2 Networth

2= Total investment
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ZE  Loans and advance
=R EPS

a) Least SquareLinear Trend of Total Deposit
Annex 49 depicts that a i.e. y-intercept and b i.e. slope of the trend line of the total
deposit in HBL appeared Rs 295,754.60 and 25,086.60 lakhs respectively. Throughout
the review period, total deposit showed increasing trend on an average, total deposit
increased by Rs 25086.00 lakh per year in the past period. Therefore, trend equation of
the total deposit is.

Y ¢ = 295,754.60 + 25,086.60 x X
On the basis of trend equation, forecasted total deposit for coming five years would be Rs
371,014.40, 396,101.00, 421,187.60, 446,274.20 and 471,360.80 lakh respectively.
Annex 50 depicts that a i.e. y-intercept and b i.e. slope of the trend line of the total
deposit in EBL were Rs 198,771.27 and 56,624.36 |lakhs respectively. Total deposit
revealed increasing trend throughout the study period. On an average total deposit
increased by 56,624.36 lakh per year. Therefore, trend equation of the total deposit is.

Yc=198,771.27 +56,624.36x X
On the basis of trend equation, forecasted total deposit for coming five years (i.e. 2009/10
to 2013/14) would be Rs 368,644.36, 425,268.72, 481,893.09, 538,517.45 and 595,141.81 lakh

respectively.

The Below table shows the trend values of deposits of Two banks for historical five years
and forecasted trend value of upcoming five years and trend lines for whole ten years.

TableNo.-4.1
Trend Value of Total Deposit
Y ear HBL (Deposit) EBL (Deposit) Trend line (X axis-F/Y, Y -axis Deposit)
2004/05 245,581.40 85,522.54 —e—HBL —=—EBL
2005/06 270,668.00 142,146.90 700000
2006/07 295,754.60 198,771.27 600000 -
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2007/08 320,841.20 255,395.63
2008/09 345,927.80 312,019.99
2009/10 371,014.40 368,644.36
2010/11 396,101.00 425,268.72
2011/12 421,187.60 481,893.09
2012/13 446,274.20 538,517.45
2013/14 471,360.80 595,141.81

Source: Annex 49 and 50
The above chart shows the trend behavior of total depositsin HBL and EBL along with a
actual line for past five years and trend line of average of these two banks. In the first
year of trend HBL line has posses the highest area but due to the lowest degree of slope
in its trend line. EBL has nearly equalized the deposit in 2008/09. Between two banks,
average deposit and rate of the increase in total deposit both seem higher in EBL. In other
words, total deposit if EBL will increase in higher rate for coming five year if the post

trend continues.

b) Lest SquareLinear Trend of Net Worth
Annex 51 highlights that ai.e. 0 y-intercept and b i.e. slope of the trend line of the net
worth in HBL were Rs 22,174.40 and Rs 3,903.0 lakh respectively. Throughout the
review period, loans and advance revealed increasing trend. On an Year HBL Everest
Bank Average, net worth increased by Rs 3,903.0 thousands per year in the past period.
Therefore, trend equation of the loans and advancesis

Yc=22,174.40 + 3,903.0 x X
As per the trend equation obtained above, forecasted |oans and advances for coming five
years would be Rs 33,883.40, 37,786.40, 41,689.40, 45,592.40 and 49,495.40 lakhs
respectively.
As shown by Annex 52, ai.e. Y- Intercept and b i.e. slope of the trend line of net worth
are EBL were Rs 14,243.61 and 3,700.44 lakhs respectively. In the study period net
worth revealed increasing trend and the rate of increase was Rs 3,700.44 |akh per year.

Therefore, trend equation of the loans and advancesiis,
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Yc=14,243.61 + 3,700.44 x X
On the basic of the above trend equation, forecasted |oans and advances for coming five
years would be Rs 25,344.94, 29,045.38, 32,745.83, 36,446.27 and 40,146.72
respectively.

TableNo.-4.2
Trend Value of Net Worth

Y ear HBL EBL Trend ling(X axis-F/Y, Y-axis Net Worth)
2004/05 14,368.40 6,842.72 | ——+BL —=—EBL |
2005/06 18,271.40 10,543.16 e0i000.00
2006/07 22,174.40 14,243.61 2000000 /
2007/08 26,077.40 17,944.05 | | 4000000
2008/09 29,980.40 21,644.50 | | 3000000 ;::/:/
2009/10 33,883.40 25,344.94 20,000.00 /
2010/11 37,786.40 29,045.38 1000000 |
2011/12 41,689.40 32,745.83 R
2012/13 45,592.40 36,446.27 1 fp_-ﬁ‘_ fpﬂr!‘:‘\_ﬁ;f? "ﬁ":.;e}“"
2013/14 49,495.40 40,146.72

Source: Annex 51 and 52
The above chart shows the trend behaviors of net worth in HBL and EBL along with a
trend line of average of these two banks. Between two banks average net worth and rate
on increase the increase both seem higher in HBL. In other words, net worth will increase
with higher ratein HBL for coming five years if the past trend continues.
c) Lest SquareLinear Trend of Investment
As depicted by Annex 53 ai.e. y-intercept and b i.e. slope of trend line of investment in
HBL remained Rs 112,910.40 and -3,512 lakhs respectively. Throughout the study
period, investment of the bank showed decreasing trend. It decreased by an average
amount of Rs 3,512 lakh per year.
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Therefore, trend equation of investment is,

Yc=112,910.40 + (-3,512) X X
On the basis of above trend equation, forecasted investment of HBL for coming five
years would be Rs. 10,2374.40, 98,862.40, 95,350.40, 91,838.40 and 88,326.40 lakhs
respectively.

Annex 54 depictsthat ai.e. y-intercept and b i.e. slope of trend line of investment in EBL
were Rs 44,643.60 and 8,498.14 laksh respectively. Investment of the bank showed
increasing trend throughout the study. It increased by an average amount of Rs 8,498.14
lakh per year.

Therefore, trend equation of investment is,

Yc=44,643.60 + 8,498.14 x X
As per the trend equation obtained above, forecasted investment of the bank for coming
five years would be Rs 70,138.01, 78,636.15, 87,134.00, 95,632.42 and 104,130.56 lakhs
respectively.

The below chart shows the trend behaviors of Investment in HBL and Everest bank along
with a trend line shows the actual investment positions for last five years and trend of
coming five years. On comparing two banks average investment of HBL is decreasing
and EBL has increasing trend. It means investment will increase in higher ratein EBL for
coming yearsif past trend remained same.

Table No.-4.3

Trend Value of | nvestment

Y ear HBL EBL Trend ling(X axis-F/Y, Y-axis Investment)
2004/05 119,934.40 27,647.32 |——rBL —=—EBL |
2005/06 116,422.40 36,145.46 | | 160000
2006/07 112,910.40 44,643.60 | | 14009 A
120000 T #
2007/08 109,398.40 53,141.73 | | 100000 -P¥] . | m |
**’(

\/ | =Y Te

2008/09 105,886.40 61,639.87 80000 —t -
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2009/10 102,374.40 70,138.01
2010/11 98,862.40 78,636.15
2011/12 95,350.40 87,134.29
2012/13 91,838.40 95,632.42
2013/14 88,326.40 104,130.56

Source: Annex 53 and 54

d) Lest SquareLinear Trend of Loan and advances

Annex 55 highlights that a i.e. y-intercept and b i.e. slope of trend line of loan and
advances in HBL remained Rs 176,711.40 and 29,592.10 lakhs respectively. Loan and
advances reveaded increasing trend in review period. Average rate of increase in the

amount of net worth came Rs 29,592.10 lakhs per year.

Hence, trend equation of loan and advancesis

Yc=176,711.40 + 29,592.10 x X
From the trend equation obtained above, forecasted loan and advances for coming five
years would be Rs 265,487.70, 295,079.80, 324,671.90, 354,264.00 and 383,856.10
respectively.

From the Annex 56 ai.e. y-intercept and b i.e. slope of trend line of loan and advancesin
EBL seems Rs 146,615.64 and 41,069.78 lakhs respectively. Loan advances increases
average amount of Rs 41,069.78 lakhs per year.

Therefore, trend equation of Loan and advancesis,
Yc = 146,615.64+ 41,069.78 X X
On the basic of trend equation obtained above, the forecasted loan and advances of EBL
for coming five years would be Rs 269,824.99, 310,894.78, 351,964.56, 393,034.35 and
393,034.13 lakhs respectively.
TableNo.-4.4

Trend Value of Loan and Advances
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Y ear HBL EBL Trend ling(X axis-F/Y, Y-axisLoan & Adv.)
2004/05 117,527.20 64,476.07 |—’— HBL —=—EBL |
2005/06 147,119.30 105,545.86 450000
400000 }—
2006/07 176,711.40 146,615.64 350000 ; A
2007/08 206,303.50 187,685.43 | | 000 //‘/
250000
2008/09 235,895.60 228,755.21 200000 //
2009/10 265,487.70 269,824.99 | | P T 7
100000 -
2010/11 295,079.80 310,894.78 50000
0
2011/12 324,671.90 351,964.56
0"‘\60 o@\é\ o‘b\& '\9\\/\/ \3’\\(;
2012/13 354,264.00 393,034.35 G S S
2013/14 383,856.10 434,104.13

Source: Annex 55 and 56

The above chart shows the trend behaviors of loan and advances in HBL and Everest
bank along with a actual line of loan and advances for sample period and trend line of
loan and advance for next five years of two banks. On observing the past trend, average
rate of increase is higher in HBL and slope of Loan and advances seems higher in EBL.
Therefore, Loan and advances of EBL will increase in higher speed for coming year of
trend of past trend continues.

d) Least SquareLinear Trend of EPS

Annex 57 shows that ai.e. y-intercept and b i.e. slope of trend line of EPS in HBL were
Rs 58.49 and 3.15 respectively. EPS revealed increasing trend through out the study
period. It increased with the rate of Rs 3.15 per year.

Hence, trend equation of EPSis

Yc=5849+3.15x X
On the basic of trend equation obtained above, forecasted EPS of HBL for coming five
yearswould be Rs 67.94, 71.08, 74.23, 77.38 and 80.52 respectively.
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As shown by Annex 69 i.e. y-intercept and b i.e. slope of trend of EPS in EBL were Rs
77.27 and 12.22 respectively. EPS revealed increasing mean and the period of study. It
increased with the rate of Rs 12.22 per year.

Therefore, trend equation of EPSis

YC=77.27+12.22x X
As per the trend equation obtained above, forecasted EPS of EBL for coming five years
would be Rs 113.94, 126.16, 138.69, 150.61 and 162.83 respectively.

TableNo.-4.5
Trend Value of EPS
Y ear HBL EBL Trend ling(X axis-F/Y, Y-axis EPS.)
2004/05 52.20 52.83 —e—HBL —=—EBL
2005/06 55.35 65.05 180,00
2006/07 58.49 77.27 | | 16000 e
140.00 ™~
2007/08 61.64 89.50 | | 120.00 i
100.00 =
2008/09 . . .
64.79 101.72 80.00 van puves_2
60.00 --‘;X »
2009/10 67.94 113.94 40,00
2010/11 71.08 126.16 2000
2011/12 74.23 138.39 6 & @ BN WO
ogb‘\g 0&\0 Q&\Q 0“9\\/ 0“9'\\/
2012/13 77.38 150.61 D U
2013/14 80.52 162.83

Source: Annex 57 and 58
The above chart shows the trend behaviors of earning per sharein HBL and EBL aong
with atrend line of average of these two banks. Between two banks, average EPS and
rate of increase both are higher in EBL. Therefore, EPS of EBL will be higher in coming
fiveyearsif past trend continues.

4.5 Major Findings
The following findings have been derived form the analysis and interpretation of date.

1) Liquidity Position
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Ty

= In term of current ratio both banks are below than the normal standard but
EBL is dlightly better than HBL. The average ratio of EBL is higher than HBL i.e.
(2.19% > 1.84%). The C.V. of HBL is higher than EBL which indicates that HBL is
riskier and there are fluctuations in the ratios of EBL, in HBL ratios are decreasing

= In term of Cash and bank balance to deposit ratio the average ratio of
EBL is 12.89%, which is higher than HBL of 7.11%. And with comparing to average
ratio, EBL is more profitable because the liquidity position of EBL is better than that
of HBL.

H

In term of cash and bank balance to current and saving deposit ratio, the
average ratio of EBL is higher than HBL i.e. 21.90% >10.03% which indicates that a
very high ratio indicates the unwise investment decision. This shows that the bank is

unable to invest its current deposits in productive or profitable area.

H

Mean fixed deposit to the total deposit ratio came higher in EBL. It means
that EBL can grasp the opportunity of investing the fund in more profitable sectors
like long term loans. On the other hand, EBL can utilize less cost bearing fund in

current assets and hence to strengthen the liquidity position.

2) Leverageratio or Capital Structureratio

H

The total debt to shareholders equity ratio describes the lenders
contribution for each rupee of the owners’ contribution. On the basis of C.V., EBL is
lower than HBL. The variability of EBL is lower than HBL. This explains that EBL
ratio is less fluctuating over the study period, than HBL. With comparing between
HBL and EBL, EBL has dlight higher average ratio than HBL. High total debt to
shareholders equity ratio refers that the use of debts by the banks helps to enhance the
rate of return of shareholders fund.
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= While comparing total debt to total assets ratio, the average ratio of HBL
is higher than that of EBL i.e. 90.82% > 88.92%. From above analysis, debt to equity
ratio of HBL is aways higher than EBL, Which implies that HBL has riskier debt
financing position as, compared to EBL over the study period.

= In respect of Debt to total capital ratio both bank are using same level of
Debt financing.

3) Activity Turnover Ratio
= The loan and advance to total deposit ratio is employed to measure the
utilization of their total deposit on loan and advances. The average ratio of EBL is
nominaly lower than that of HBL (97.53% < 97.84%). It shows that both banks has
better utilization of deposits at same level. According to co-efficient of variation,
EBL is more fluctuating than HBL over the study period. The C.V. of EBL is 4.71%
which is higher than EBL which is 2.73%.

= In term of loan and advance to fixed deposit ratio, the average ratio of
HBL is higher than that of EBL i.e. 436.98% > 346.80%. In this analysis, it is
concluded that HBL has proper utilization of fixed assets than EBL because HBL has
higher average ratio than EBL.

= In term of loan and advance to saving deposit ratio, the average ratio of
HBL is lower than that of EBL i.e. 179.01% < 202.02%. Over fluctuation ratio of all
fiscal year saving deposit is not efficiently utilized to invest in loan and advances due
to the over function. The C.V. of HBL is higher than that of EBL which is 4.03% >
1.52%. It shows that the ratios are fluctuating more in HBL than EBL. Thereis higher
variability in ratios of HBL than EBL.

= The investment by total deposit ratio measures the capacity utilization.
The average ratio of HBL is higher than that of EBL i.e. 39.51% > 23.58%. The C.V.
of EBL is lower than that of HBL which is 19.60% < 20.47%. It shows that greater
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fluctuation in ratios of HBL than EBL. From the above analysis it is employed that
EBL is utilizing its deposits more on investment. It has better position in utilizing its

proportion of deposits.

4) Profitability Ratio

= Profitability ratio is measurement of efficiency and the search for it
provides the degree of success in achieving desired profit. Profitability in term of Net
Profit to total assets ratio of HBL is found higher than that of EBL. The yearly ratio
of both banks isin fluctuating trend. It can be seen that EBL net profit to total assets
ratio is less than that of HBL i.e. 1.54% < 1.56%. HBL has managed to earn a steady
rate of return on its assets employed in each fiscal year. The average rate of return of
HBL is higher than that of EBL, which concludes that HBL has found better

performance by utilizing overall resources.

= Net Profit to Total Deposit ratio of EBL is higher than that of HBL i.e.
1.76% > 1.75%. Comparatively, it can be said that EBL seems to be more successful
in mobilizing its customers saving in much more productive sectors as its average
ratio is higher in compare to HBL. C V shows HBL has not consistence in utilizing

the resources than EBL.

5) Other Ratios
Income analysis shows that interest income remained dominant in both of

H

the banks. More than three-fourth of the income was occupied by interest.
Commission and discount occupied second major portion of the income in. HBL
whereas other income occupied this portion in EBL. In both of the banks, interest
expenses remained dominant and then overhead expenses.
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6) Statistical Analysis
= Test of Hypothesis suggested there is no significant difference between
liquidity position, leverage position, profitability position and other major indicators
of HBL and EBL, under t-test all the calculated values are lower than tabulated value
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CHAPTER YV
SUMMARY, CONCLUSION AND RECOMMENDATION

This chapter is dedicated to provide conclusions after comparatively anayzing the
financial performance of two joint venture banks named EBL and HBL. It also tries to
provide some recommendations to the concerned banks from the conclusion derived from
the study.

5.1 Summary

Banks, which deal with commercia activities, are known as commercial banks. These
financial institutes help to integrate every financial activity of the community. The main
objective of acommercia bank isto play avita rolein the development of good trade.
Commercial banks are mechanisms of mobilizing funds in returnable resources. They
offer financial support to all types of business through providing various types of loans
and other financial services. Commercial banks aid the economic development of the
nation.

Commercial banks pool together the savings of the community and use the funds
productively through prudent investments. The commercial act 2031 defines a
commercia banks as a bank which deals in exchanging currency, accepting deposits,
giving loans an isinvolved in commercial activities.

Integrated and speedy developed of the country is possible only when competitive
banking service reach every nooks and corners of the country. Today number of
commercia bank are concentrated in only few places because lack of development of
infrastructure in remote places. Government must give attention toward remote places.
Bank plays vita role in the economic development of nations. So today it is chalenging
for government to formulate the new banking policy rationally in remote area. Actualy
more than 60% of total areas of Nepa is covered with rural areas. For the economic
development of rural areasit is necessary to provide banking servicesin rural areas.

The research work entitled the comparative study on financial performance anaysis of
commercias banks include the following banks: -

1) Everest Bank Ltd.
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2) Himalayan Bank Ltd.

The research work should have reached the destiny where we satisfy with the queries of
research problems which were specified in the statement of the problem in the
introductory chapter. To conduct the research work, the researcher consulted mainly the
secondary sources such as documents published by concerned banks and also consulted
the persondlities of the related bank as primary sources where as necessary. Before
presenting and analyzing the data, there was aso need to review of related books, prior
research on the topic. Obvioudly, it helped the researcher to construct conceptual
framework and to analyze and interpret the secondary data according to objective set
forth previously. Then the research work was analyzed and interpreted by financia tools
such as liquidity ratio, activity turnover ratio, leverage ratio, earning per share,
profitability ratio and dividend per share as well as statistical tools such as mean,
standard deviation, CV and F-test (one— way ANOVA).

In this way, the researcher analyzed and presented the 4t chapter, which was the main
body of the research work. On the basis of data analysis and presentation, the researcher
extracted some major findings. It has been explained along with the data analysis and
presentation. So, on the basis of major findings the researcher reached in the conclusions
keeping in the previously set objectives in mind. Ultimately, the researcher will
recommend on the research problem to its stakeholders.

To know the rea performance of banks, the researcher observed and analyzed the
comparative performance anaysis of two commercial banks for five years period. It is
hoped that the comparative performance anaysis of the commercial banks will give a
rational result and represent the overall banking scenario in terms of performance

anaysis.

5.2 Conclusion
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Establishment of commercial banks especially joint venture banks have continued in
response to the economic liberalization policies of the government. So, now in Nepal
there are twenty six (research period) commercial banks competing with each other in
their business. These joint venture banks are mainly concentrated themselves on
financing foreign trade, commerce and industry. This study has been mentioned already
that the research concentrates. The researcher has evaluated data for the least 5 years
period i.e. 2004/05 to 2008/09. The researcher has analyzed the data by using financial
tools likeratio analysis as well as statistical tools like mean, s.d., hypothesis etc.

= The liquidity ratio measures the ability of a firm to meet its short-term
obligations and select the short-term financial solvency of a firm. The liquidity
position of the banks in term of current ratios shows that the ratios of both banks EBL
and HBL are aways below the normal standard (i.e. 2:1) where as HBL average ratio
is lower than EBL. It shows that the liquidity position in term of current assets to
current liabilities of EBL is better than HBL. So, it is concluded that EBL is better
short-term solvency position as compared with HBL. The Liquidity position of cash
and bank balance to deposit ratio of EBL is higher than that of EBL (i.e. 12.89% >
7.11% on an average). So, it is concluded that EBL has sufficient cash and bank
balance to deposit than that of EBL. Likewise, the liquidity position of EBL in terms
of cash and bank balance to current and saving deposit ratio is found higher than HBL
(i.e. 21.90% > 10.03% in an average). Here, EBL has so high ratio that it is not better
because “ideal assets earn nothing”. So, both banks should invest in productive area.
This analysis shows that EBL has more cash ideal than HBL. In the same way, fixed
deposit to total deposit ratio of EBL is better than that of HBL. The ratio of EBL is
higher. So, the higher ratio of fixed deposit to total deposit ratio indicates the strong
liquidity position.

= The activity turnover ratio is used to examine the efficiency with which
the firm manages and utilizes its assets. The activity turnover of HBL in terms of loan
and advances to total deposit ratio is slightly higher than that of EBL. The minimum
ratio of HBL is 95.92% where as the maximum ratio of EBL is only 89.3%. And the
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average ratio of loan and advances to total deposit ratio of HBL and EBL are (i.e.
97.84% > 97.53%). From the analysis; it is concluded that HBL has been successfully
utilized their deposits in term of loan and advances for profit generating purpose
compared to EBL.

In terms of Loan and advances to fixed deposit ratio of HBL is higher than that of EBL
(i.e. 436.98% > 346.80% in an average) which means that HBL is utilizing its collected
resources in the form of fixed deposits much more efficiently, which definitely lead to the
increase income and thus, making an increment profit for the organization. The turnover
position in term of loan and advances to saving deposit ratio, EBL is greater than HBL
within the study period of 5 years. So, it is concluded that EBL has better turnover than
HBL. EBL has invested high proportion of saving deposit in loan and advances as
compared to HBL. But in terms of investment by total deposit ratio of HBL has higher
average ratio (39.51%) than that of EBL (23.58%). So, it can be concluded that HBL is
successful in utilizing its deposits on investment for income generating purpose. So in
term of investment by total deposit ratio, HBL seems better than that of EBL.

= The capital structure position in terms of total debt to shareholders equity

ratio of EBL is higher than that of HBL. The average of total debt to shareholders
equity ratio implies that the proportion of outsiders claim, in the total capitalization, is
higher in EBL. It seems relatively more leverage. Thus, EBL has more risky and
aggressive capital structure than HBL. Total debt to total assets ratio implies a banks
success in exploiting debts to be more profitable as well asitsriskier capital structure.
The average of total debt to total assets ratio of HBL (90.82%) is higher than EBL
(88.92%). Total debt to total assets ratio of HBL is higher as compared to EBL which
implies that total debt the HBL has riskier debt financing position than that of EBL.
From this analysis, capital structure ratio has clearly referred that total debt to
shareholders fund and total assets are slightly higher for HBL as compared to EBL.

= Profitability ratio is measurement of efficiency. It provides the degree of

success in achieving desired profit. Profitability in terms of net profit to total assets
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ratio, net profit to total deposit ratio, return to net worth (shareholders equity), return
on net worth ratio and net profit margin ratio, EBL average ratio is aways greater
than that of HBL. Thus, it can be concluded that EBL is getting good return from its

investment.

= The analyzed data proved that the major source of income of both banks
i.e,, EBL and HBL isinterest receipt. The collection of interest of EBL is the volume
of total earning. The average of collection of interest income is from the calculation
the researcher has found that the net profit margin ratio of EBL is more fluctuated
than HBL.

= The major expenses, for the banks EBL and HBL, are interest expenses,

staff expenses, office expenses and provision for bonus.

H

In case of EBL, the EPS is more fluctuated than HBL. The average EPS of
EBL is higher than HBL i.e. 77.27 > 58.49% within the study period. This shows that,
EBL isfound better performance in term of EPS than HBL.

5.3 Recommendation

Based on the summary and conclusion, the following suggestions and recommendations

are forwarded: -

H

The liquidity position in terms of current ratio of both banks is below than
normal standard. The average ratio of EBL is higher than HBL. But, both bank should

increase current assets.

H

The overdl liquidity position of EBL is better than HBL. HBL was
loosing its liquidity position continuously up to the fourth of study period in the last

year it hasimproved the ratio, So HBL hasto maintain this ratio forwards.
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= The turnover of the commercial banks is the main factor of income
generating activity. From the analysis of turnover of these two banks, HBL has better
turnover than EBL in terms of loan and advances to fixed deposit ratio and
investment by total deposit ratio. So, HBL has better utilization of resources in
income generating activities than EBL. So, it is recommended that EBL should invest
its deposit in profit generating sector.

H

The leverage position of EBL and HBL shows that, both banks are highly
leveraged. Use of more debt helped to enhance the rate of return on shareholders
fund. However, excessive use of debt may cause solvency of the bank. So, these

banks should maintain a proper balance of total debt to shareholders fund.

= Profitability position of EBL is in best condition as the bank is incurring
higher profit. Here, comparatively, EBL has better profitability position. However,
both banks are not in satisfactory level. So both banks are recommended to utilize the
resources more efficiently for profit generating sector. If assets remain idle, banks

should bear high cost and cause low profit margin.

H

From the point of view of income and expenditure analysis, the major
source of income is interest received. The balance sheet as well as calculation shows
that EBL has invested more amounts in government securities rather than loan and

advances. So, EBL is recommended to invest in loan and advances.

H

The second mgor part of total expenses is operating expenses. The
analyzed data proved that the EBL is comparatively, more efficient to reduce in
operating as well as other expenses too. Even both banks should minimize their

expenses as far as possible to enhance the volume of profit.

= The commercia banks have been established gradualy after the
commercia bank act 2031 B.S. With the passage of time so many commercial banks,
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as ajoint venture, have been established gradually because of the liberal and market

friendly economic policy of government.

= Seventy percent of population is not getting banking facility yet, so bank
should provide some socia response by expanding their operation in rural areas rather
than urban areas. In terms of rural Banking EBL has started Branch less banking
which makes easily access on banking activities. Banks have to give response to poor
and disadvantages groups. By establishing the branches in rural areas, minimum
amount for opening accounts and interest rate should be reduced for priority sector
creditor.

H

For the nation development banks should contribute from their side,
development of infrastructure and hydropower sector are not invested by commercial
banks. Banks are not interested in agricultural sector. They should lend in these

sectors.
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ANNEX-1

Current Ratio

(Amount in Lakh)

Banks HBL EBL

Y ear Current Current Current Current Current Current
Assets Liabilities | Ratio Assets Liabilities | Ratio

2004/05 223360 62040 3.60 103695 39825 2.60

2005/06 237850 110330 2.16 113988 47839 2.38

2006/07 269999 231704 1.17 142268 73642 1.93

2007/08 294490 246960 1.19 247616 113548 2.18

2008/09 298130 279680 1.07 324255 172897 1.88

M ean 1.84 2.19

S.D. 0.97 0.27

C.V 52.72 12.32

COMBINED S. D. 0.63

CALCULATED VALUE OFt 0.32

Computation table of SD, CV, combined CD value of t
We here assume that current ratio of HBL as value X and current ratio of EBL asvalue Y

Banks HBL ) EBL , ,
Y ear Current X-X - Current Y -
et (xex) ()T Earet (YY) (YY)
2004/05 3.60 1.76 3.11 2.60 0.41 0.17
2005/06 2.16 0.32 0.10 2.38 0.19 0.04
2006/07 1.17 -0.67 0.45 1.93 -0.26 0.07
2007/08 1.19 -0.64 0.41 2.18 -0.01 0.00
2008/09 1.07 -0.77 0.59 1.88 -0.32 0.10
Y (XX)*= 5 (Y-Y)*=0.37
> X=9.18 4.67 >Y=10.97
>X 9.18
Arithmetic Mean (X) = = = 1.84
nl 5
>Y 10.97
Arithmetic Mean (Y) = = = 2.19
n2 5
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Standard Deviation (S.D.) of X

X (IX)?
Ox =N - —
nl

Standard Deviation (S.D.) of Y

E(x-X)* /a7
— =0.97

SY (5Y)? 2(Y- Y /0.37
oy =V——— =N——=V—=027
n2
Coefficient of Variation of X
0 X 0.97
CVx=___ X100%= = 52.72
X 1.84
Coefficient of Variation of X
oy 0.27
CVy= X 100 % = = 12.32
y 2.19
Combined Standard Deviation (combine SD)
5 (X-X)? +(Y-Y)? _ 4.67 +0.37

nl+n2-2

5+5-2



Test Statistics,
X-Y
1 1
+
ni n2
=-0.93
ft/=0.93
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1.94-2.19

o L

5 5

ANNEX-2
Cash and Bank Balanceto Current and Saving Deposit Ratio

Rupees in Lakh (“00000)

Banks HBL EBL
Y ear Cashand | Current Ratio (%) | Cashand | Current Ratio (%)
Bank and Bank and
Balance Saving Balance Saving
Deposit Deposit

2004/05

24555 178976 13.72 10500 58318 18.00
2005/06

17173 196111 8.76 15530 80749 19.23
2006/07

17573 213744 8.22 23914 107032 22.34
2007/08

14481 227566 6.36 26680 143761 18.56
2008/09

30485 232792 13.10 61644 196422 31.38
Mean 10.03 21.90
S.D. 2.88 4.93
C.V 28.67 % 22.54 %
COMBINED S. D. 7.58
CALCULATED VALUE OF t 0.0067
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ANNEX-3

Cash and Bank Balanceto Total Deposit Ratio

Rupees in Lakh (“00000)

Banks HBL EBL
Y ear Cashand | Totd Ratio (%) | Cashand | Tota Ratio (%)
Bank Deposit Bank Deposit
Balance Balance
2004/05
24555 248140 9.90 10500 58318 10.40
2005/06
17173 264908 6.48 15530 80749 11.25
2006/07
17573 300484 5.85 23914 107032 13.15
2007/08
14481 318428 4.55 26680 143761 11.13
2008/09
30485 346813 8.79 61644 196422 18.50
Mean 711 12.89
S. D. 1.96 2.95
C.V 27.50 % 22.90 %
COMBINED S. D. 3.82
CALCULATED VALUE OFt 0.02
ANNEX-4
NRB Balanceto Current and Saving Deposit Ratio
Rupees in Lakh (*00000)
Banks HBL EBL
Y ear NRB Current Ratio (%) | NRB Current Ratio (%)
Balance and Balance and
Saving Saving
Deposit Deposit
2004/05 17279 178976 9.65 7796.70 58318 13.37
2005/06 10962 196111 5.59 11395.14 80749 14.11
2006/07 12725 213744 5.95 11781.98 107032 11.01
2007/08 9358 227566 4.11 10809.15 143761 7.52
2008/09 23284 232792 10.00 | 47871.64 196422 24.37
Mean 7.06 14.08
S. D. 2.34 5.64
C.V (%) 33.18 40.05
COMBINED S. D. 5.56
CALCULATED VALUE OFt 0.027
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ANNEX-5
NRB Balanceto Fixed Deposit Ratio

Rupees in Lakh (*00000)

Banks HBL EBL

Year NRB Fixed Ratio (%) | NRB Fixed Ratio (%)
Balance Deposit Balance Deposit

2004/05 17279 61074 28.29 7796.7 34040 22.90

2005/06 10962 63502 17.26 | 11395.14 42424 26.86

2006/07 12725 82011 1552 | 11781.98 56267 20.94

2007/08 9358 64239 14.57 | 10809.15 64462 16.77

2008/09 23284 63771 36.51 | 47871.64 70500 67.90

Mean 22.43 31.08

S.D. 8.59 18.70

C.V (%) 38.30 60.17

COMBINED S. D. 15.18

CALCULATED VALUE OFt 0.235

(Source: Annual reports of HBL and EBL from fiscal year 2004/05 to 2008/09)

ANNEX-6
Fixed Deposit to Total Deposit Ratio

Rupees in Lakh (“00000)

Banks HBL EBL

Y ear Fixed Total Ratio (%) | Fixed Total Ratio (%)
Deposit Deposit Deposit Deposit

2004/05 61074 248140 24.61 34040 |  100976.9 33.71

2005/06 63502 264908 23.97 42424 | 138024.4 30.74

2006/07 82011 300484 27.29 56267 | 181862.5 30.94

2007/08 64239 318428 20.17 64462 239763 26.89

2008/09 63771 346813 18.39 70500 |  333229.5 21.16

Mean 22.89 28.69

S D. 3.20 4.35

C.V (%) 13.98 15.15

COMBINED S. D. 4,79

CALCULATED VALUE OFt 0.007

(Source: Annual reports of HBL and EBL from fiscal year 2004/05 to 2008/09)
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ANNEX-7

Debt Equity Ratio

Rupees in Lakh (“00000)

Banks HBL EBL
Y ear Total Debt | Equity Ratio (%) | Total Debt | Equity Ratio (%)
2004/05 253200 15417 1642.34 | 103976.9 8326.18 1248.79
2005/06 269954 17662 1528.45 | 141024.4 9628.08 1464.72
2006/07 306444 21465 1427.65 | 1848625 | 12015.15 1538.58
2007/08 327860 25130 1304.66 242763 | 1921238 1263.58
2008/09 351813 31198 1127.68 | 3393495 | 22036.25 1539.96
Mean 1406.15 1411.13
S.D. 178.36 129.49
C.V (%) 12.68 0.18
COMBINED S. D. 155.86
CALCULATED VALUE OFt 0.97
ANNEX-8
Debt Assets Ratio
Rupees in Lakh (*00000)
Banks HBL EBL
Y ear Total Debt | Tota Ratio (%) | Total Debt | Total Ratio (%)
Assets Assets
2004/05 253200 278445 90.93 | 1039769 | 117325.2 88.62
2005/06 269954 204603 0163 | 1410244 | 159592.8 88.37
2006/07 306444 335191 91.42 | 1848625 | 2143257 86.25
2007/08 327860 361755 90.63 242763 | 271493.4 89.42
2008/09 351813 393202 89.47 | 3393495 | 369168.5 91.92
Mean 90.82 88.92
S.D. 0.76 1.83
C.V (%) 0.84 2.06
COMBINED S. D. 1.69
CALCULATED VALUE OFt 0.207
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ANNEX-9
Debt to Total Capital Ratio

Rupees in Lakh (“00000)

Banks HBL EBL
Y ear Total Debt | Tota Ratio (%) | Total Debt | Total Ratio (%)
Capita Capital
2004/05 253,200 268617 94.26 | 103976.9 | 112303.1 92.59
2005/06 269954 287616 93.86 |  141024.4 |  150652.5 93.61
2006/07 306444 327909 93.45 | 184862.5 | 196877.7 93.90
2007/08 327860 352990 92.88 242763 |  261975.4 92.67
2008/09 351813 383011 91.85 | 339349.5 |  361385.7 93.90
Mean 93.26 93.33
S. D. 0.84 0.59
C.V (%) 0.90 0.63
COMBINED S. D. 0.725
CALCULATED VALUE OFt 0913
ANNEX-10
Interest Coverage Ratio
Rupees in Lakh (*00000)
Banks HBL EBL
Y ear EBIT Interest Ratio (%) | EBIT Interest Ratio (%)
2004/05 10846 5620 192.99 5497 2996 183.48
2005/06 13212 6488 203.64 7454 4014 185.70
2006/07 14849 7674 193.50 9580 5172 185.23
2007/08 17726 8237 215.20 13007 6326 205.61
2008/09 20014 9348 214.10 19285 10129 190.39
Mean 203.88 190.08
S.D. 9.58 8.10
C.V (%) 4.70 4.26
COMBINED S. D. 11.238
CALCULATED VALUE OF t 0.010
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ANNEX-11

Net Worth to Total Deposit Ratio

Rupees in Lakh (*‘00000)

Banks HBL EBL
Y ear Net Worth | Total Ratio (%) | Net Worth | Total Ratio (%)
Deposit Deposit

2004/05 15417 248140 6.21 8326.18 | 100976.9 8.25
2005/06 17662 264908 6.67 9628.08 | 138024.4 6.98
2006/07 21465 300484 714 | 1201515 | 181862.5 6.61
2007/08 25130 318428 7.80 | 1921238 239763 8.01
2008/09 31198 346813 9.00 | 2203625 | 3332295 6.61
Mean 7.38 7.29
S.D. 0.98 0.70
C.V (%) 13.27 9.62
COMBINED S, D. 0853

CALCULATED VALUE OF t 0.904

ANNEX-12

Net Worth to Total Assets Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL

Y ear Net Worth | Total Ratio (%) | Net Worth | Total Ratio (%)
Assets Assets

2004/05 15417 278445 5.54 8326.18 |  117325.2 7.10

2005/06 17662 294603 6.00 9628.08 |  159592.8 6.03

2006/07 21465 335191 6.40 | 1201515 | 2143257 5.61

2007/08 25130 361755 6.95| 1021238 | 271493.4 7.08

2008/09 31198 393202 7.93| 22036.25 | 369168.5 5.97

Mean 6.56 6.36

S.D. 0.83 0.61

C.V (%) 12.62 9.66

COMBINED S. D. 0.736

CALCULATED VALUE OFt

0.739
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ANNEX-13

Net Worth to Total Credit Ratio

Rupeesin Lakh (*00000)

Banks HBL EBL
Y ear Net Worth | Total Ratio (%) | Net Worth | Total Ratio (%)
credit Credit

2004/05 15417 241168 6.39 8326.18 | 97476.03 8.54
2005/06 17662 255316 6.92 9628.08 | 140018.2 6.88
2006/07 21465 288210 7.45 |  12015.15 186484 6.44
2007/08 25130 328377 7.65| 1921238 | 233986.4 8.21
2008/09 31198 335038 931 | 22036.25| 2983315 7.39
Mean 7.54 7.49
S.D. 0.99 0.79
C.V (%) 13.07 10.53
COMBINED S, D. 0,893

CALCULATED VALUE OF t 0.043

ANNEX-14

Loan and Advancesto Total Deposit Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL

Y ear Loanand | Total Ratio (%) |Loanand | Total Ratio (%)
Advances | Deposit Advances | Deposit

2004/05 241168 248140 97.19 | 97476.03 | 100976.9 96.53

2005/06 255316 264908 96.38 |  140018.2 |  138024.4 101.44

2006/07 288210 300484 95.92 186484 |  181862.5 102.54

2007/08 328377 318428 103.12 | 233986.4 239763 97.59

2008/09 335038 346813 96.60 | 2983315 | 3332295 89.53

Mean 97.84 97.53

S.D. 2.67 4.59

C.V (%) 273 4.71

COMBINED S. D. 3.761

CALCULATED VALUE OFt

0.914
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ANNEX-15

L oan and Advancesto Fixed Deposit Ratio

Rupeesin Lakh (*00000)

Banks HBL EBL
Y ear Loanand | Fixed Ratio (%) |Loanand | Fixed Ratio (%)
Advances | Deposit Advances | Deposit
2004/05 241168 61074 394.88 | 97476.03 34040 286.36
2005/06 255316 63502 402.06 | 140018.2 42424 330.04
2006/07 288210 82011 351.43 186484 56267 331.43
2007/08 328377 64239 511.18 | 233986.4 64462 362.98
2008/09 335038 63771 525.38 | 2983315 70500 423.17
Mean 436.98 346.80
S.D. 68.75 45.31
C.V (%) 15.73 13.06
COMBINED S. D. 73,641
CALCULATED VALUE OF t 0013
ANNEX-16
L oan and Advancesto Saving Deposit Ratio
Rupeesin Lakh (‘00000)
Banks HBL EBL
Y ear Loanand | Saving Ratio (%) |Loanand | Saving Ratio (%)
Advances | Deposit Advances | Deposit
2004/05 241168 128524 187.64 | 97476.03 48068 202.79
2005/06 255316 145829 175.08 | 140018.2 69291 202.07
2006/07 288210 157848 182.59 186484 90292 206.53
2007/08 328377 179724 182.71 |  233986.4 118838 196.90
2008/09 335038 200610 167.01 | 2983315 147823 201.82
Mean 179.01 202.02
S.D. 7.22 3.07
C.V (%) 4.03 1.52
COMBINED S. D. 12775
CALCULATED VALUE OFt

0.004
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ANNEX-17
Investment to Total Deposit Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Investment | Total Ratio (%) | Investment | Total Ratio (%)
Deposit Deposit
2004/05 124245 248140 50.07 | 21289.32 | 100976.9 21.08
2005/06 108890 264908 4110 |  42005.15 |  138024.4 30.43
2006/07 118230 300484 30.35 | 49843.14 | 181862.5 27.41
2007/08 133402 318428 41.89 | 50595.57 239763 21.10
2008/09 87107 346813 25,12 50484.8 | 333229.5 17.85
Mean 39.51 23.58
S.D. 8.09 4.62
C.V (%) 20.47 19.60
COMBINED S. D. 10.336
CALCULATED VALUE OFt 0.016
ANNEX-18
Performing Assetsto Total Assets Ratio
Rupeesin Lakh (‘00000)
Banks HBL EBL
Y ear Performing | Total Ratio (%) | Performing | Total Ratio (%)
Assets Assets Assets Assets
2004/05 265723 278445 95.43 | 113675.9 | 117325.2 96.89
2005/06 282542 294603 95.01 | 156217.5 | 159592.8 97.89
2006/07 322883 335191 96.33 | 210398.2 |  214325.7 98.17
2007/08 348043 361755 96.21 | 264126.2 |  271493.4 97.29
2008/09 377231 393202 9594 | 3509752 |  369168.5 97.51
Mean 95.96 97.55
S.D. 0.31 0.45
C.V (%) 0.32 0.46
COMBINED S. D. 0.881
CALCULATED VALUE OF t 0.001
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ANNEX-19
Performing Assetsto Total Deposit Ratio

Rupeesin Lakh (*00000)

Banks HBL EBL
Y ear Performing | Total Ratio (%) | Performing | Total Ratio (%)
Assets Deposit Assets Deposit
2004/05 265723 248140 107.09 | 1136759 | 100976.9 112.58
2005/06 282542 264908 106.66 | 156217.5 | 138024.4 113.18
2006/07 322883 300484 107.45 | 210398.2 | 181862.5 115.69
2007/08 348043 318428 100.30 | 264126.2 239763 110.16
2008/09 377231 346813 108.77 | 359975.2 |  333229.5 108.03
Mean 107.85 111.93
S.D. 1.01 2.63
C.V (%) 0.94 2.35
COMBINED S, D. > 843
CALCULATED VALUE OF t 0076
ANNEX-20
Loan Loss Coverage Ratio
Rupeesin Lakh (‘00000)
Banks HBL EBL
Y ear Loanloss | Tota Risk | Ratio (%) | Loanloss | Total Risk | Ratio (%)
Provison | Assets Provison | Assets

2004/05 10267 127203 8.07 2813.20 | 97476.03 2.89
2005/06 11104 264908 4.23 3348.92 |  140018.2 2.39
2006/07 7957 300484 2.65 4186.18 186484 2.24
2007/08 6821 318428 2.14 4973.14 |  233986.4 2.13
2008/09 7264 346813 2.09 5849.26 | 2983315 1.96
Mean 3.84 2.32
S.D. 2.25 0.32
C.V (%) 58.76 13.60
COMBINED S. D. 1779
CALCULATED VALUE OFt 0.195
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ANNEX-21

Loan L oss Provision to Total | ncome Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Loanloss | Tota Ratio (%) | Loanloss | Total Ratio (%)
Provision | Income Provision | Income
2004/05 10267 5226 196.46 2813.29 2501 112.49
2005/06 11194 6724 166.48 3348.92 3440 97.35
2006/07 7957 7175 110.90 4186.18 4408 94.97
2007/08 6821 2489 71.88 4973.14 6681 74.44
2008/09 7264 10666 68.10 5849.26 9156 63.88
Mean 122.76 88.63
S. D. 51.11 17.32
C.V (%) 41.63 19.54
COMBINED S. D. 41.800
CALCULATED VALUE OFt 0.126
ANNEX-22
Loan Loss Provision to Total Deposit Ratio
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear Loanloss | Tota Ratio (%) | Loanloss | Tota Ratio (%)
Provision | Income Provision | Income
2004/05 10267 248140 4.14 2813.29 |  100976.9 2.79
2005/06 11194 264908 4.23 3348.92 | 138024.4 2.43
2006/07 7957 300484 2.65 4186.18 | 181862.5 2.30
2007/08 6821 318428 2.14 4973.14 239763 2.07
2008/09 7264 346813 2.09 5849.26 | 3332295 176
Mean 3.05 2.27
S. D. 0.94 0.34
C.V (%) 30.98 15.21
COMBINED S. D. 0811
CALCULATED VALUE OF t 0.081
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ANNEX-23

Accrued Interest to Total Interest Income Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Accrued Total Ratio (%) | Accrued Total Ratio (%)
Interest Interest Interest Interest
Income Income
2004/05 5112 14465 35.34 1598 7193 22.22
2005/06 5504 16265 33.84 1100 9034 12.18
2006/07 3367 17756 18.96 833 11444 7.28
2007/08 3476 19636 17.70 922 15486 5.95
2008/09 3767 23422 16.08 833 21868 3.81
Mean 24.39 10.29
S. D. 8.40 6.57
C.V (%) 34.43 63.84
COMBINED S. D. 10.320
CALCULATED VALUE OFt 0.002
ANNEX-24
Return To Total Assets Ratio
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear Net Profit | Total Ratio (%) | Net Profit | Total Ratio (%)
After Tax | Assets After Tax | Assets
2004/05 3083 278445 1.11 1682 | 117325.2 1.43
2005/06 4575 294603 1.55 2372 | 159592.8 1.49
2006/07 4919 335191 1.47 2064 | 2143257 1.38
2007/08 6359 361755 1.76 4512 | 271493.4 1.66
2008/09 7528 393202 1.91 6387 | 369168.5 173
Mean 1.56 1.54
S.D. 0.28 0.13
C.V (%) 17.64 8.71
COMBINED S. D. 0217
CALCULATED VALUE OF t 0.875
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ANNEX-25
Return On Net Worth Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Net Profit | Net Worth | Ratio (%) | Net Profit | Net Worth | Ratio (%)
After Tax After Tax

2004/05 3083 15417 20.00 1682 8326.18 20.20
2005/06 4575 17662 25.90 2372 9628.08 24.64
2006/07 4919 21465 22.92 2064 |  12015.15 24.67
2007/08 6359 25130 25.30 4512 |  19212.38 23.48
2008/09 7528 31198 24.13 6387 |  22036.25 28.98
Mean 23.65 24.40
S.D. 2.09 2.81
C.V (%) 8.85 11.54
COMBINED S. D. 2508

CALCULATED VALUE OF t 0560

ANNEX-26
Return On Total Deposit Ratio
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear Net Profit | Total Ratio (%) | Net Profit | Total Ratio (%)
After Tax | Deposit After Tax | Deposit

2004/05 3083 248140 1.24 1682 |  100976.9 1.67
2005/06 4575 264908 1.73 2372 | 138024.4 1.72
2006/07 4919 300484 1.64 2064 |  181862.5 1.63
2007/08 6359 318428 2.00 4512 239763 1.88
2008/09 7528 346813 2.17 6387 | 3332295 1.92
Mean 1.75 1.76
S.D. 0.32 0.12
C.V (%) 18.18 6.56
COMBINED S. D. 0.240

CALCULATED VALUE OF t 0,949
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ANNEX-27

Total Interest Incometo Total Interest Expensesratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Total Total Ratio (%) | Total Total Ratio (%)

Interest Interest Interest Interest

Expenses | Income Expenses | Income
2004/05 5620 14465 38.85 2996 7193 41.65
2005/06 6488 16265 39.89 4014 9034 44.43
2006/07 7674 17756 43.22 5172 11444 45.19
2007/08 8237 19636 41.95 6326 15486 40.85
2008/09 9348 23422 39.91 10129 21868 46.32
Mean 40.76 43.69
S. D. 1.59 2.10
C.V (%) 3.89 4.80
COMBINED S. D. ) 365
CALCULATED VALUE OFt 0.081

ANNEX-28

Total Interest Incometo Total Assetsratio

Rupeesin Lakh (*00000)

Banks HBL EBL
Y ear Total Total Ratio (%) | Total Total Ratio (%)
Interest Assets Interest Assets
Income Income
2004/05 14465 278445 5.19 7193 |  117325.2 6.13
2005/06 16265 294603 5.52 9034 | 159592.8 5.66
2006/07 17756 335191 5.30 11444 |  214325.7 5.34
2007/08 19636 361755 5.43 15486 | 271493.4 5.70
2008/09 23422 393202 5.96 21868 | 369168.5 5.92
Mean 5.48 5.75
S.D. 0.26 0.27
C.V (%) 4.80 4.62
COMBINED S. D. 0298
CALCULATED VALUE OFt

0.192
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ANNEX-29

Staff Expensesto Total Income Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL
Year Staff Total Ratio (%) | Staff Total Ratio (%)
Expenses | Income Expenses | Income
2004/05 1786 5226 34.18 606 2501 24.23
2005/06 2346 6724 34.89 709 3440 20.61
2006/07 2909 7175 40.54 861 4408 19.53
2007/08 2922 2489 30.79 1579 6681 23.63
2008/09 3610 10666 33.85 1869 9156 20.41
Mean 34.85 21.68
S. D. 3.17 1.88
C.V (%) 9.10 8.67
COMBINED S. D. 7 081
CALCULATED VALUE OFt 0.005
ANNEX-30
Office Operating Expensesto Total Income Ratio
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear Operating | Tota Ratio (%) | Operating | Total Ratio (%)
Expenses | Income Expenses | Income
2004/05 2774 5226 53.08 1291 2501 51.62
2005/06 3297 6724 49.03 1436 3440 41.74
2006/07 3229 7175 45.00 1775 4408 40.27
2007/08 3443 9489 36.28 2338 6681 34.99
2008/09 3983 10666 37.34 2920 9156 31.89
Mean 44.15 40.10
S. D. 6.52 6.77
C.V (%) 14.77 16.87
COMBINED S. D. 5.945
CALCULATED VALUE OFt

0.026
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ANNEX-31

Earning Per Share(EPS)

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear EAT NO. of Ratio (Rs) | EAT NO. of Ratio (Rs)
shareholders shareholders

2004/05 3083 64.35 47.91 1682 315 53.40
2005/06 4575 77.22 59.25 2372 37.8 62.75
2006/07 4919 81.08 60.67 2964 37.8 78.41
2007/08 6359 101.35 62.74 4512 49.14 91.82
2008/09 7528 121.62 61.90 6387 63.88 99.98
Mean 58.49 77.27
S. D. 5.42 17.38
C.V (%) 9.27 22.49
COMBINED S. D. 15,930

CALCULATED VALUE OF t 0.048

ANNEX-32

Dividend Per Share (DPS)

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Earning paid | NO. of Ratio Earning paid | NO. of Ratio
to shareholders | (Rs) to shareholders | (Rs)
Shareholders Shareholders
2004/05 2023 64.35 31.44 630 315 20.00
2005/06 2702 77.22 34.99 945 37.8 25.00
2006/07 3243 81.08 40.00 1512 37.8 40.00
2007/08 4561 101.35 45.00 2457 49.14 50.00
2008/09 5297 121.62 43.55 3832.8 63.88 60.00
Mean 39.00 39.00
S. D. 5.12 14.97
C.V (%) 13.13 38.38
COMBINED S. D. 11185
CALCULATED VALUE OFt

0.999
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ANNEX-33

Tax per Share

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Tax Paid NO. of Ratio Tax Paid NO. of Ratio
shareholders | (RS) shareholders | (Rs)
2004/05 2143 64.35 33.30 819 315 26.00
2005/06 2149 77.22 27.83 1068 37.8 28.25
2006/07 2256 81.08 27.82 1444 37.8 38.20
2007/08 3130 101.35 | 30.88 2169 49.14 | 44.14
2008/09 3138 121.62 25.80 2769 63.88 43.35
Mean 29.13 35.99
S. D. 2.64 7.55
C.V (%) 9.08 20.98
COMBINED S. D. 5,616
CALCULATED VALUE OF t 0204
ANNEX-34
Dividend pay out Ratio
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear DPS EPS Ratio (%) | DPS EPS Ratio (%)
2004/05 31.44 47.91 65.62 20 53.4 37.45
2005/06 34.99 59.25 59.05 25 62.75 39.84
2006/07 40 60.67 65.93 40 78.41 51.01
2007/08 45 62.74 71.72 50 91.82 54.45
2008/09 43.55 61.9 70.36 60 99.98 60.01
Mean 66.54 48.55
S. D. 4.44 8.62
C.V (%) 6.68 17.75
COMBINED S. D. 11,307
CALCULATED VALUE OF t 0.004
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ANNEX-35

Price Earning Ratio- P/E Ratio

Rupeesin Lakh (‘00000)

Banks HBL EBL

Y ear MV PS EPS Ratio MVPS EPS Ratio
2004/05 925 47.91 19.31 870 53.4 16.29
2005/06 1560 59.25 26.33 1379 62.75 21.98
2006/07 2580 60.67 42.53 2430 78.41 30.99
2007/08 2853 62.74 45.47 3132 91.82 34.11
2008/09 1844 61.9 29.79 2455 99.98 24.55
Mean 32.68 25.58
S.D. 9.88 6.36
C.V (%) 30.23 24.86
COMBINED S. D. 0,036

CALCULATED VALUE OF t 0.017

ANNEX-36

Market value per shareto Book value per share MVPS/BVPS

Rupeesin Lakh (*00000)

Banks HBL EBL

Y ear MV PS BVPS Ratio MVPS BVPS Ratio
2004/05 925 239.58 3.86 870 264.32 3.29
2005/06 1560 228.72 6.82 1379 254.71 5.41
2006/07 2580 264.74 9.75 2430 317.86 7.64
2007/08 2853 247.95 1151 3132 390.97 8.01
2008/09 1844 256.52 7.19 2455 344.96 7.12
Mean 7.82 6.30
S. D. 2.62 1.75
C.V (%) 33.51 27.73
COMBINED S. D. 5 355

CALCULATED VALUE OFt

0.064
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ANNEX-37
INCOME ANALYSISOF HIMALAYAN BANK LTD (HBL
Y ear 2004/05 2005/06 2006/07 2007/08 2008/09
Income
I nterest Rs

Income (akh) | 14,465.00 | 16,265.00 | 17,756.00 | 19,636.00 | 23,422.00

%

82.29 79.64 82.18 81.10 80.14
Commission | Rs
and (ah) | 1328.00| 1,654.00| 1,932.00| 1,878.00| 2.843.00
i [0)
Discount | % 7.55 8.10 8.94 7.76 9.73

Foreign Rs
exchange | (&M | 1 373.00 1,981.00 1,516.00 2,077.00 | 2,500.00

income %

7.81 9.70 7.02 8.58 8.55
Other Rs

Income (Iakh) 413.00 523.00 403.00 621.00 463.00
%

2.35 2.56 1.87 2.56 1.58

ANNEX-38
INCOME ANALYSISOF EVEREST BANK LTD (EBL)
Y ear 2004/05 2005/06 2006/07 2007/08 2008/09
Income

I nterest Rs

Income (akh) | 7,193.00 | 9,034.00 | 11,444.00 | 15,486.00 | 21,868.00

%
84.03 84.95 84.24 84.05 85.50

Commission | Rs
and (Iakh) 781.00 968.00 1,177.00 1,503.00 | 2,021.00

Discount %
9.12 9.10 8.66 8.16 7.90

Foreign Rs
exchange | (&N 271.00 144.00 284.00 644.00 625.00

income %
3.17 1.35 2.09 3.50 2.44

Other Rs
Income (Iakh) 315.00 489.00 680.00 791.00| 1,064.00

%
3.68 4.60 5.01 4.29 4.16
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ANNEX-39

ACCRUED INTEREST TO TOTAL INTEREST INCOME
Amount in lakh (‘00000)

Banks HBL EBL
Y ear Accrued Total Ratio (%) | Accrued Total Ratio (%)
Interest Interest* Interest Interest*

2004/05

5,111.81 19,576.81 26.11 1001.74 8,194.74 12.22
2005/06

5,503.69 21,768.69 25.28 1100.1 10,134.10 10.86
2006/07

3,367.11 21,123.11 15.94 833.73 12,277.73 6.79
2007/08

3,476.29 23,112.29 15.04 922.16 16,408.16 5.62
2008/09

3,767.47 27,189.47 13.86 833.41 22,701.41 3.67
Mean 19.25 7.83
S.D. 531 3.22
C.V (%) 27 61 41.06
COMBINED S. D. 7902
CALCULATED VALUE OF t 0.001

Note: For the purpose of Accrued interest calculation, total Interest includes interest
received and accrued interest income.

ANNEX-40
EXPENDITURE ANALYSISOF HIMALAYAN BANK LTD (HBL)
Y ear 2004/05 2005/06 2006/07 2007/08 2008/09
Income
Interest Rs
Expenses (ls/kh) 5,620.00 6,488.00 7,674.00 8,237.00 9,348.00
0
52.23 50.68 52.82 52.97 51.91
Staff Rs
Expenses (I(;)akh) 1,786.00 2,346.00 2,909.00 2,922.00 3,610.00
& 16.60 18.32 20.02 18.79 20.05
Office Rs
Operation | (&) 2,774.00 3,297.00 3,229.00 3,443.00 3,983.00
Expenses %
25.78 25.75 22.22 22.14 22.12
Staff Bonus | Rs
Facility (1akh) 580.00 672.00 717.00 949.00 1,066.00
%
5.39 5.25 4.93 6.10 5.92




137

ANNEX-41
EXPENDITURE ANALYSISOF EVEREST BANK LTD (EBL)
Year 2004/05 2005/06 2006/07 2007/08 2008/09
|ncome

I nter est Rs
Expenses | (ah) 2,996.00 4,014.00 5,172.00 6,326.00 |  10,129.00

%
57.90 61.71 62.59 58.03 64.07

Staff Rs
Expenses (I;\kh) 606.00 709.00 861.00 1,579.00 1,869.00
o 11.71 10.90 10.42 14.48 11.82

Office Rs
Operation | (3N 1,291.00 1,436.00 1,775.00 2,338.00 2,920.00

Expenses %
24.95 22.08 21.48 21.45 18.47

Staff Bonus | Rs
Facility | (&N 281.00 346.00 455.00 658.00 891.00

%
5.43 5.32 5.51 6.04 5.64

ANNEX-42

Correlation analysis between Total Deposit and Net Profit
Rupeesin Lakh (*00000)

Banks HBL EBL
Y ear DEPOSIT NET DEPOSIT(X) | NET
(X) PROFIT(Y) PROFIT(Y)
2_ 2_
2004/05 248,140.00 3.083.00 | XX =443.7 100,976.91 1,682.00 | 2X=119,
005/ 15.990,47 807,352,4
005/06 264,908.00 4,575.00 3.00 138,024.44 2372.00 24.19
2006/07 300,484.00 4,919.00 | _ ., 181,862.54 2.964.00 | _ o
5007108 $Y?=151,7 $Y?=78,3
318,428.00 6,359.00 | 39,740.00 239,762.98 4,512.00 | 92,717.00
2008/09 346,813.00 7,528.00 | TXY=8 333,229.46 6,387.00 | TXY=4,2
SX= SY= | .090,7 SX= SY= | 46,424,82
1,478,773.00 26.464.00 | 42,432 993,856.33 17.917.00 9.64
00
Correlation 0.968 0.9966
P.E. 0.019 0.002043
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ANNEX-43

Correlation analysis between Performing Assets and Net Profit

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear Performing | NET Performing NET
Assets (X) | PROFIT(Y) Assets(X) | PROFIT(Y)
2004/05 yX°= T X%=
278,445.00 3,083.00 | 2570 o 117,325.16 1,682.00 | 0 20>
2005/06 294,603.00 4,575.00 | 44,944.00 159,592.83 2372.00 | 64.486.28
2006/07
/ 335,191.00 491900 | o, 214,325.74 2,964.00 | Szq
2007/08 361,755.00 6.359.00 | 39,740.00 271,493.42 4,512.00 | 92,717.00
2008/09 393,202.00 7,528.00 | TXY=9 369,168.47 6,387.00 TXY=
SX= SY= | 11,543 SX= SY= | 4,794,013
1,663,196.00 26.464.00 | ,890.0 993,856.33 17.917.00 |  ,934.17
0
Correlation 0.969 0.9930
P.E. 0.018 0.004211
ANNEX-44
Correlation analysis between Net worth and Net Profit
Rupeesin Lakh (‘00000)
Banks HBL EBL
Y ear Net worth NET Net worth (X) | NET
(X) PROFIT(Y) PROFIT(Y)
2004/05 YX*=
15.417.00 3.083.00 | g0, 8,326.18 1,682.00 | oo 25
2005/06 615,20 72.67
17,662.00 4,575.00 | 8.462 9,628.08 2.372.00
2006/07
21,465.00 4,919.00 | sy2 i, 12,015.15 2.964.00 | £z s 5
2007/08 25,130.00 6,359.00 | 39,740.00 19.212.38 4,512.00 | 92,717.00
31,198.00 7.528.00 | 230° 22.036.25 6.387.00 | 500 227
TX= SY= | 0,810. TX= Y= 32.43
110,872.00 26.464.00 | 00 71,218.04 17.917.00
Correlation 0.976 0.9794
P.E. 0.0140 0.0123
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ANNEX-45

Correlation analysis between Total Deposit and I nvestment

Rupeesin Lakh (‘00000)

Banks HBL EBL
Y ear DEPOSIT INVESTME DEPOSIT(X) | INVESTME
(X) NT(Y) NT(Y)
2004/05
248,140.00 116,923.00 | $X*=443,7 100,976.91 21,289.32 | yX?=119,
2005/06 15,990,47 807,352,4
264,908.00 108,890.00 3.00 138,024.44 42,005.15 24.19
2006/07 yY*=108
300,484.00 118,230.00 | SY? = 181,862.54 49,843.14 | 00,359,51
2007/08 64,890,07 2.31
318,428.00 133,402.00 | 5,982.00 239,762.98 50,595.57
2008/09
346,813.00 87,107.00 333,229.46 59,484.80 | YXY=48,
S X= SY=| IXY = I X= SY= | 965,099,5
1,478,773.00 26,464.00 | 166,074,1 993,856.33 | 223,217.98 17.65
00,707.00
Correlation -0.331 0.8715
P.E. 0.2685 0.0725
ANNEX-45
Correlation analysis between Total Deposit to L oan and Advances
Rupeesin Lakh (‘00000)
Banks HBL EBL
Y ear DEPOSIT INVESTME DEPOSIT(X) | INVESTME
(X) NT(Y) NT(Y)
2004/05
248,140.00 124,245.00 | $X°=443,7 100,976.91 76,186.71 | yX?=119,
2005/06 15,990,47 807,352,4
264,908.00 146,426.00 3.00 138,024.44 98,013.08 24.19
2006/07 Y = yY?=10,8
300,484.00 169,980.00 | 165,255,6 181,862.54 136,640.82 | 00,359,51
2007/08 25,287.00 2.31
318,428.00 194,975.00 239,762.98 183,390.86
2008/09 XY=
346,813.00 87,107.00 333,229.46 238,846.74 | 169,6
T X= XY = I X= SY=| 32,25
1,478,773.00 | YY=883,5 268,767,0 993,856.33 | 733,078.21 | 4,922
57.00 36,631.00 75
Correlation 0.978 0.9970
P. E. 0.0131 0.0018
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ANNEX-46

Correlation analysis between EPS and MVPS

Rupeesin Lakh (‘00000)

Banks HBL EBL
Year EPS (X) MVPS (Y) EPS (X) MVPS (Y)
2004/05
47.91 925.00 53.40 870.00
2005/06 $X?=1725 yX?=21,3
59.25 1,560.00 4.70 62.75 1,379.00 68.16
2006/07
60.67 2,580.00 | TY? = 78.41 2,430.00 | YY?=24,3
2007/08 21,485,57 99,890.00
62.74 2,853.00 | 0.00 91.82 3,132.00
2008/09
61.90 1,844.00 99.98 2.455.00
T X= XY = T X= SY=| TXY=
292.47 | TY=9,762 5,86,416.1 386.27 | 10,266.00 | 856,5
.00 7 57.69
Correlation 0.815 0.8937
P.E. 0.1011 0.0607
ANNEX-47
Correlation analysis between DPS and MVPS
Rupeesin Lakh (*00000)
Banks HBL EBL
Y ear DPS (X) MVPS (Y) DPS (X) MVPS (Y)
2004/05
31.44 925.00 20.00 870.00
2005/06 SX?°=7,734 yX?=5.12
34.99 1,560.00 .00 25.00 1,379.00 5.00
2006/07
40 2,580.00 | TY? = 40.00 2,430.00 | YY?*=24,3
2007/08 21,485,57 99,890.00
45 2,853.00 | 0.00 50.00 3,132.00
2008/09
43.55 1,844.00 60.00 2,455.00
Y X= XY = T X= SY=| IXY=
194.84 | $Y=9,762 395,557.6 195 | 10,266.00 | 452,9
.00 0 75.00
Correlation 0.835 0.8624
P.E. 0.0914 0.0773
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ANNEX-48

Correlation analysis between DPR and MVPS

Rupeesin Lakh (‘00000)

Banks HBL EBL
Year DPR (X) MVPS (Y) DPR (X) MVPS (Y)
2004/05
65.62 925.00 37.45 870.00
2005/06 yX?=22,23 yX°=8,55
59.05 1,560.00 4.98 39.84 1,379.00 7.71
2006/07
65.93 2,580.00 | TY? = 51.01 2,430.00 | yY?=24,3
2007/08 21,485,57 99,890.00
71.72 2,853.00 | 0.00 54.45 3,132.00
2008/09
70.36 1,844.00 60.01 2,455.00
yX= XY = SX= SY=| $XY=
332.69 | yY=9,762 657,293.0 242.77 | 10,266.00 | 529,3
.00 3 68.83
Correlation 0.501 0.8800
P.E. 0.2259 0.0681
ANNEX-49
Least SquareLinear Trend of Total Deposit of HBL
Rupeesin Lakh (‘00000)
Year Deposit (Y) | Year (X) XZ X XY Yc=a+ bX
2004/05
248140 -2 4 -496280 |  245,581.40
2005/06
264908 -1 1 -264908 |  270,668.00
2006/07
300484 0 0 0| 295,754.60
2007/08
318428 1 1 318428 |  320,841.20
2008/09
346813 2 4 693626 |  345,927.80
Sy=1478773 | 3X =0 YX?710 | IXY =250866
a=295754.60 b = 25086.60
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ANNEX-50
Least SquareLinear Trend of Total Deposit of EBL

Rupeesin Lakh (‘00000)

Year Deposit (Y) | Year (X) X X XY Yc=a+bX
2004/05
100976.91 -2 4 -201953.82 85,522.54
2005/06
138024.44 -1 1 -138024.44 142,146.90
2006/07
181862.54 0 0 0 198,771.27
2007/08
239762.98 1 1 239762.98 255,395.63
2008/09
333229.46 2 4 666458.92 312,019.99
Sy= $X =0 TX?T10 | $XY
993856.33 =566243.43
a=198771.27 b= 56624.36
ANNEX-51
Least SquareLinear Trend of Net Worth of HBL
Rupeesin Lakh (‘00000)
Year Deposit (Y) | Year (X) XZ X XY Yc=a+bX
2004/05
15417 -2 4 -30834 14,368.40
2005/06
17662 -1 1 -17662 18,271.40
2006/07
21465 0 0 0 22,174.40
2007/08
25130 1 1 25130 26,077.40
2008/09
31198 2 4 62396 29,980.40
Sy= YX =0 YX?710 | YXY =39030
110872.00
a=22174.40 b= 3903
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ANNEX-52
Least SquareLinear Trend of Net Worth of EBL

Rupeesin Lakh (‘00000)

Year Deposit (Y) | Year (X) X? X XY Yc=a+bX
2004/05
8326.18 -2 4 -16652.36 6,842.72
2005/06
9628.08 -1 1 -9628.08 10,543.16
2006/07
12015.15 0 0 0 14,243.61
2007/08
19212.38 1 1 19212.38 17,944.05
2008/09
22036.25 2 4 44072.5 21,644.50
Sy= X =0 TX?T10 | $XY
71218.04 =37004.44
a=14,243.61 b= 3,700.44
ANNEX-53

Least SquareLinear Trend of Total Investment on HBL

Rupeesin Lakh (*00000)

Y ear Deposit (Y) | Year (X) X? X xY Yc=a+bX
2004/05
116923 2 4 -233846 | 119,934.40
2005/06
108890 1 1 -108890 |  116,422.40
2006/07
118230 0 0 0| 112,910.40
2007/08
133402 1 1 133402 | 109,398.40
2008/09
87107 2 4 174214 | 105,886.40
Sy= 564552 | 3X =0 SXZ10 | IXY =-
35120
a=112,910.40 = -3,512
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ANNEX-54
Least SquareLinear Trend of Investment of EBL

Rupeesin Lakh (‘00000)

Year Deposit (Y) | Year (X) X? X XY Yc=a+bX
2004/05
21289.32 -2 4 -42578.64 27,647.32
2005/06
42005.15 -1 1 -42005.15 36,145.46
2006/07
49843.14 0 0 0 44,643.60
2007/08
50595.57 1 1 50595.57 53,141.73
2008/09
59484.8 2 4 118969.6 61,639.87
Sy= X =0 TX?T10 | IXY =
223217.98 84981.37
a=44,643.60 b= 8,498.14
ANNEX-55
Least SquareLinear Trend of Loan and advances of HBL
Rupeesin Lakh (‘00000)
Year Deposit (Y) | Year (X) XZ X XY Yc=a+bX
2004/05
124245 -2 4 -248490 |  117,527.20
2005/06
146426 -1 1 -146426 |  147,119.30
2006/07
169980 0 0 0| 176,711.40
2007/08
194975 1 1 194975 |  206,303.50
2008/09
247931 2 4 495862 |  235,895.60
Yy=883557 | YX =0 YX?710 | IXY =
295921
a=176,711.40 b= 29,592.10
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ANNEX-56
Least SquareLinear Trend of Loan and advances of EBL

Rupeesin Lakh (‘00000)

Year Deposit (Y) | Year (X) X? X XY Yc=a+bX
2004/05
76186.71 -2 4 -152373.42 64,476.07
2005/06
98013.08 -1 1 -98013.08 105,545.86
2006/07
136640.82 0 0 0 146,615.64
2007/08
183390.86 1 1 183390.86 187,685.43
2008/09
238846.74 2 4 477693.48 228,755.21
Sy= X =0 TX?T10 | IXY =
733088.21 410697.84
a= 146,615.64 b= 41,069.78
ANNEX-57
Least SquareLinear Trend of EPS of HBL
Rupeesin Lakh (*00000)
Y ear Deposit (Y) | Year (X) X? X xY Yc=a+bX
2004/05
47.91 -2 4 -95.82 52.20
2005/06
59.25 -1 1 -59.25 55.35
2006/07
60.67 0 0 0 58.49
2007/08
62.74 1 1 62.74 61.64
2008/09
61.90 2 4 123.8 64.79
Sy=29247 | ¥X =0 YX?710 | XY =3147
a=58.49 b=3.15




ANNEX-58
Least SquareLinear Trend of EPS of EBL

Rupeesin Lakh (‘00000)

Year Deposit (Y) | Year (X) X? X XY Yc=a+bX
2004/05
53.40 4 -106.8 52.83
2005/06
62.75 1 -62.75 65.05
2006/07
78.41 0 0 77.27
2007/08
91.82 1 91.82 89.50
2008/09
99.98 4 199.96 101.72
Sy=386.27 | SX =0 $X?710 | IXY =
122.23
a=77.27 b= 12.22




