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CHAPTER

INTRODUCTION

1.1 General Background

Economic development demands transformation of savings or resources into the
actual investment. It is financial funds from surplus spending units to deficit units. Capital
formation is one of the important factor in economic development. The capital formation
leads to increase in size of national output, income and employment. Profit made by business
community constituted the major part of saving. A key factor in the development of an
economy is the mobilization of domestic resources. As intermediaries, financial institutions
help the process of resources mobilization. Financial institutions transfer the resources by
mobilizing them from surplus units and in turn lend these funds to deficit units. In this way,
the financial institutions provides savers highly liquid, divisible assets at a lower risk while
the investors recelve a larger pool of resources. Banking sector play an important role in the
economic development of the country.

The history of modern banking business in Nepal is not that long. Prior to modern
banking system in Nepal, all the monetary transaction were carried out by money lenders.
These indigenous money lenders were supposed to meet al the needs of the people as a
result of which most of the productive sectors remained far beyond the organized banking
system. In 1938 A.D only Nepal Bank Ltd was established with 49% ownership of public
and 51% ownership of the government which primarily focused on creation of banking habit
of the mass and later facilitated banking transaction of the people to greater extent. Then
Nepal Rastra Bank was established in 1956 under the Nepa Rastra Bank Act 1955 to
discharge the central banking responsibilities including guiding the development of the
embryonic domestic financial sector. Since inception, there has been a significant growth in
both the number and the activities of the domestic financial institutions. The new Nepal
Rastra Bank Act was brought out in 2002 by replacing the erst while Act of 1955.The new
Act has provided operational autonomy and independent to the Bank. Similarly government
established Nepal Industrial Development Corporation(NIDC) which worked to provide
financial assistance to establish modern industries in private sector. Later other commercial
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banks like Rastriya Banijya Bank established in 1966 A.D with the view of providing
economic welfare of the general public. Likewise Agricultura Development Bank of Nepal
(ADB) was established in Government sector for providing financial assistance in
agricultural sector. Then in Chaitra 21% 2057 B.S (April 03,2001) Kumari Bank Ltd. Started
its operation to collect deposit and to fulfill growing credit requirements.

Likewise with the innovation, deregulation and globalization in banking sector many
more commercial banks were established in Nepal. They proved to be valuable means in
accelerating the industrial sector in Nepal by granting financial assistance and uplifting the
economy. Therefore government has been introducing different policies to develop the
banking activities of Nepal. The effort of commercia bank is to maximize its total net
earnings (profit) by employing it’s fund productively. Funds from surplus are being
transferred to deficit sectors and by doing so it has contributed in economic development of
the nation.

Today there exists different private sector financial institutions. Different commercial
banks, insurance companies, finance companies, development banks, co-operative societies
etc were established after the introduction of “Financial Sector Reform” in 1980 A.D.As per
the macroeconomic indicators of Nepa January 2013, NRB research department statistics
division, currently there are 31 commercia banks, 90 development banks, 67 finance
companies and 25 micro finance development banks.

Commercia banks represent the largest group of depository institution. The banks are
channels to collect the scattered savings and mobilize them by investing in productive
sectors. Banks today have gained extensive importance in public. Their magjor function is
being confined to acceptance of deposit and extending loans to productive sectors. Banks
collects deposit by offering various deposit schemes with attractive interest rates. Funds
collected through acceptance of deposit are being mobilized through different ways. One of
the major means is lending. Business lending of a bank represents financing of trade, letter of
credit, procurement guarantee, current assets like inventories and receivables. Likewise
persona lending of bank represent financing of vehicle (for personal and commercial
purpose), housing loan, mortgage loan and various other personal loans. In Pokhara, trade
finance has major scope since there are very few manufacturing organizations and large
number of flourished retail businesses. Due to various marketing tools for example ATM
there has been increase in deposits. Lending is one of the maor means for the proper
utilization of collected deposits. Lending covers maximum proportion in mobilization of

deposit (Banerjee and Mullainathan, 2005).
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Kumari Bank Limited, came into existence as the fifteenth commercia bank of Nepal
by starting its banking operations from Chaitra 21%, 2057 B.S. (April 3, 2001) with an
objective of providing competitive and modern banking services in the Nepalese financid
market. The bank has paid up capital of Rs 1,485,000,000 of which 70% is contributed from
promoters and remaining from public. Kumari Bank Limited has been providing wide range
of modern banking services through 28 points of representations located in various urban and
semi urban part of the country, 19 outside and 9 inside the valley. The bank is pioneer in
providing some of the latest lucrative banking services like E-Banking and SMS Banking
services in Nepal. The bank aways focus on building sound technology driven interna
system to cater the changing needs of the customers that enhance high comfort and value.
The adoption of modern Globus Software, developed by Temenous NV, Switzerland and
arrangement of centralized data base system enables customer to make highly secured
transactions in any branch regardliess of having account with particular branch. Similarly the
bank has been providing 365 days banking facilities, extended banking hours till 7 P.M. in
the evening, Utility Bill Payment Services, Inward and Outward Remittance Services, Online
Remit Services and various other banking services.

Visa Electron Debit card, which is accessible in entire visa linked ATMs (including
30 own ATMs) and POS (Point Of Sale) terminals both in Nepal and India, has also added
convenience to the customers. The bank has been able to get recognition as an innovative and
fast growing ingtitution striving to enhance customer value and satisfaction by backing
transparent business practice, professiona management, corporate governance and total
guantity management as the organizational mission.

The key focus of the bank is always center on serving unfulfilled needs of all classes
of customers located in various parts of the country by offering modern and competitive
banking products and services in their door step. The bank always prioritizes the priorities of

the valued customers.

1.2 Focusof the Study

The study aims at analysis of deposit collection and mobilization of Kumari Bank
Limited by using descriptive and analytical research design. The research for selection of
focus of study about Kumari Bank Limited, one of the leading commercia bank is due to its
past performance and record of accomplishment. The study is concentrated on deposit

volume, it’s sources, volatility, trends, cost involved and sectors of deposit mobilization.
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Besides, trends of NRB balance to total deposits ratio, vault to total deposits ratio and liquid
funds to total deposits ratio. With comparing to industrial average is aso anayzed in the
research. Thus, whole energy and effort concentrate on analysis of Kumari Bank’s deposit
collection and it’s mobilization. The study covers the period of past 5 years that is the period
of 2007/08 to 2011/12.

1.3 Statement of Problem

The major problem in almost al underdevel oped countries and Nepal is no exception,
is that of capital formation and proper utilization. In such, commercial banks have to
shoulder more responsibilities and act as development banks due to lack of other specialized
institutions.

Availability of funds is major element that determines the loan portfolio balance and
term structure of the liabilities. For commercial banks the funds are available through
collection of idle funds from the public. Based on the deposit available effective decisions
regarding investment are made. Deposit collected from public and mobilized in different
sectors for example offering loans in different profitable sectors. Credit extended by
commercia banks is related to nationa interest of the country. Almost every commercial
bank is engaged in delivering business lending products in some way or the other to obtain
the best out of the business. This has ultimately increased trade business and competition
among the banks which finally is benefiting the consumers. This has generated some sort of
economic movement in the present adverse economic depression. With these tools banking
industry are able to sustain their profitability and market share.

The fundamental problem of this study is to deposit collection and investment pattern
of Kumari Bank Ltd. So the study has tried to address the following research questions.

)] What is the current deposit collection position and its composition?

i) What isthe trend of deposit collection in the past five years?

i)  What isthe volume of interest payment to the depositors?

iv) What are the sectors for mobilizing of collected deposit?

V) What is the liquidity position of the bank?
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1.4 Objective of the Study

The objective of the study is to analyze the deposit collection and it’s mobilization of

Kumari Bank Ltd. The specific objectives are:

15

To analyze the current deposit collection and its composition.
To measure the trend of deposit collection.

To access the interest payment to depositors.

To access the sectors for mobilizing of collected deposit.

To measure the liquidity position of the bank.

Significance of the Study

This study may provide guidelines to bank for further improvement and achievement

of efficiency in deposit collection and mobilization of fund in Kumari Bank Limited. Further,

it can be used as reference by the researchers, and students regarding the study of deposit

collection and mobilization of fund in Kumari Bank Ltd. It will also be beneficial for the

other financial institutions regarding proper deposit collection and it’s mobilization.

1.6

Limitation of the Study

The study is conducted as an academic requirement for degree of master of business

studies due to which it may not be able to expose every aspects of the topic. The study has

following limitations:

1.7

The study is focused only on deposits aspects (i.e. it’s collection and
utilization) of Kumari bank Ltd.

The study covers the data of last five years only.

The study principally has been based on secondary data like annual report and
other publication of the bank.

Study is carried on within framework of deposit aspects of Kumari Bank Ltd.,

may not be able to represent the whole industry.

Organization of the Study

This study is organized into five chapters: introduction, review of literature, research

methodology, data presentation and analysis and summary, conclusions and recommendation.
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Introduction is presented in the first chapter which includes the general background,
focus of the study, statement of the problem, objectives of the study, importance of the study,
limitations of the study and organization of the study.

The second chapter deals with the review of available literature. It includes
conceptual review and review of related studies.

The third chapter is related to research methodology which is concerned with the
methodology adopted in the research work. It consist of research design, sample and
population, sources of data, methods of analysis and financial tools to measure financial
performance.

The fourth chapter deals with the presentation and analysis of data and major findings
of research work.

The final chapter is giving the summary of the research report, with conclusions and
recommendations. At last bibliography and appendix are also presented.
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CHAPTER I1

REVIEW OF LITERATURE

This chapter provides current stage of the research work and guidelines for further
study and helps to avoid unnecessary duplication of research work. It highlights upon the
literature that are available in the area of deposit collection and mobilization sector and
commercia banking sector. This chapter is divided into two parts: conceptua framework and
review of related studies.

2.1 Conceptual Framework
This sub-chapter presents the theoretical aspect of the study. It includes the concept of

commercia bank, functions of commercia banks, concept of deposit, sources of deposit and

its uses.

2.1.1 Concept of Commercial Bank

Commercial banks are institution which deals with money and credit. It accepts
deposits from the public, makes the fund available to those who need them and helps in the
remittance of money from one place to another. Commercia banks are the most important
source of institutiona credit in the money market. A commercial bank is a profit-seeking
business firm, dealing in money or rather dealing in claims to money. It is a financia
ingtitution that creates demand deposits, that is, deposit account which is subject to
withdrawal by the owner on demand as subject to transfer to a third party by means of a
cheque or exchange for bills of exchange, government bonds, the secured or unsecured
promise of businessman to repay etc.

It is a financia intermediary — a set of a middleman between people with surplus
funds and people in need of funds. It accepts deposits for the purpose of lending or
investment and thereby hopes to make a profit — profits which are adequate enough to enable
the bank to pay interest at the prescribed rates to its depositors, meet establishment expenses,

build reserves, pay dividend to the shareholders, etc. In general, commercial banks are those



17

financial intermediary in collection and disbursement of funds from surplus unit to deficit
unit (Wisniwski, Sylvia, 1999).

Summarizing the above, banks are those financial institutions whose goal is to collect
the small scattered resources in one bulk and utilizing them in further productive sector and
rendering other valuable services to the community at a profit.

The New Encyclopedia Britanic, USA (1991), has defined commercia bank as *
Commercial bank was first used to indicate that the loans extended to consumers,
governments and other non business institutions as well. In general, the assets of commercial
bank tend to be liquid and carry less risk than the assets held by other financia

intermediaries.”

2.1.2 Functionsof commercial bank

Commercial bank performs different functions such as core function and support
function to the business world as well as general people. Core functions included two types of
functions — fund based and non fund based functions. Similarly, support functions are those
functions carried out to fulfill core functions. American Institute of Banking (1972), has fixed
out four maor functions of commercia bank, receiving payments, handling payments,
making loans and investments and creating money by extension of credit. Similarly, upadhya
and Tiwar (2037) have argued that there are three mgor functions of commercia bank. They
are primary functions ( accept deposits and provide loan and advances), agency functions
(sales and purchase of securities, working as an agent and trustee of customer, transfer of
funds and provide financial information) and general functions (safe custody of valuable
assets, issue of credit instruments, dealing with foreign exchange and compilation of trade
information and statistics.)

2.1.2.1 Primary Functions

The primary functions of commercial banks are accepting deposits, providing loans
and advances and creating credit.
i Accepting Deposits

Accepting deposits is the oldest function of a bank and the banker used to charge
commission for keeping the money in its custody when banking was developing as an
ingtitution. Nowadays bank accepts three kinds of deposits from its customers. Thefirst is the

‘saving deposits’ on which the bank pays interest relatively at low to the depositors who are
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usually small savers. Depositors are allowed to withdraw their money by cheque up to a
limited amount during aweek or a year. Businessmen keep their deposits in current accounts.
They can withdraw any amount standing to their credit in current deposits by cheque without
notice. The bank does not pay interest on such accounts but instead levies service charges to
its customers. Current accounts are known as demand deposits as well. A bank accepts fixed
or time period from 6 months to longer periods ranging upto 10 years or more are encouraged
to keep it in fixed deposits. But there is always the maximum limit of the interest rate on
fixed deposit.

ii. Advance and L oans

One of the primary functions of a commercial bank is to advance loans to its
customers. A bank lends a certain percentage of the cash lying in deposits at a higher interest
rate than it’s pays on such deposits. This is how it earns profits and carries on its business.

The bank advances loans in the following ways,

Cash Credit

The bank advances loans to businessmen against certain specified securities. The
amount of the loan is created to the current accounts of the borrower. In case of a new
customer, a loan account for the sum is opened. The borrower can withdraw money through
cheque according to his requirements but pays interest on the full amount.

Call loans

There are very short-term loans advanced to the bill brokers for not more than fifteen
days. They are advanced against first class bills or securities. Such loans can be recalled at a
very short notice. In normal times, they can also be renewed.

Overdraft:

A bank often permits a businessman to draw cheque for a sum greater than the
balance lying in his current account. Bank provides the overdraft facility upto a specific
amount to the businessman. But bank charges interest only on the overdrawn amount.
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Discounting Bills of Exchange:

If a creditor holding a bill of exchange wants money immediately, the bank provides
the money by discounting the bill of exchange. It deposits the amount of the bill in the current
account of the bill holder after deducting its rate of interest for the period of the loans, which
is not more than 90 days. When the bill of exchange matures, the bank gets its payments from
the bank of the debtor who accepted the hill.

iii. Credit Creation

Credit creation is one of the most important functions of the commercial banks like
other financial institutions, it’s aim at earning profits. For this purpose, it accept deposits and
advance loans by keeping small cash in reserve for day-to-day transactions. When a bank
advances a loan, it opens an account in the name of the customer and does not pay him in
cash but allows him to draw the money by cheque according to his needs. By granting aloan,
the bank creates deposit.

2.1.2.2 Agency Functions

Commercial bank performs number of agency functions. A bank acts as an agent of
its customers in collecting and paying cheques, bills of exchange, drafts, dividends, etc. It
also buys and sells shares, securities, debentures, etc. for the customers. Further, it pays
subscriptions, insurance premium, rent, electricity and water bills and other similar charges
on behalf of its clients. It also acts as a trustee and executor of the property and will of the
customers. Moreover , the bank acts as consultants to its clients. It also remits money from
one place to another by means of cheques, drafts, wire transfer, etc. For some of these
services, the bank charges anormal fee while it renders others free of charge.

2.1.2.3 General Functions

Besides the above noted services, the commercial bank performs a number of other
general functions. It acts as the custodian of the valuables of its customers by providing those
lockers where they can keep their jewellery and valuable documents. It issues various forms
of credit instruments, such as cheque, drafts and travellers cheque, etc., which facilitate
transactions. The bank also issues letters of credit and acts as a referee to clients. It
underwrites shares and debentures of companies and helps in the collection of funds from the

public. Moreover, it provides statistics on money market and business trends of the economy.
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A commercia bank finances foreign trade of its customers by accepting foreign banks. It also

transacts other foreign exchange business-buying and selling of foreign currency.

2.1.3 Concept of Deposits

The bulk of the resources employed by a modern bank consists of borrowed money (
that is deposits ), which is lent out as profitably as is consistent with safety. Increase in
deposits provides a bank with additional cash (which is an asset), the increase in cash
supplements its loanable resources and permits a more than proportionate increase in its
loans.

An increase in deposits may arise in two ways:.(1) when a bank makes a loan, it may
transfer the sum to a current account, thus directly creating a new deposit, or it may arrange a
line of credit for the borrower upon which he will be permitted to draw checks, which when
deposited by third parties, likewise create new deposits. (2) An enlargement of government
expenditure financed by the central bank may occasion a growth in deposits, since claims on
the government that are equivalent to cash will be paid into the commercial banks as deposits.
In the first instance, with the increase in bank deposits goes a related increase in the potential
liability to pay out cash, in the second case, the increase in deposits with the commercial
banks is accompanied by a corresponding increase in commercial bank holdings of money
clamsthat are equivaent to cash.

Bank deposits are the large part of the “money supply”. They come in different types
depending on withdrawa restrictions like saving deposits, money market deposits
account(MMDA), time deposits, certificate of deposit, small-denomination time deposit,
large-denomination time deposit, transaction deposit checkable (checking) deposit, demand
deposit, automatic transfer service (ATS) deposit, negotiable order of withdrawa (NOW)
deposit etc. In the United States, all of these deposits that are smaller than $100,000 are
insured by the FDIC (Federal Deposit Insurance Corporation). FDIC insure each depositor
upto a certain amount , therefore the depositors ‘savings’ are protected even if the bank fails.
This removes the incentive to withdraw deposits smply because others are withdrawing
theirs. In banking, confidence on the part of the depositors is the true basis of stability.
Confidence is steadier if there exists a central bank to act as a “lender of last resort”. Another
means of maintaining confidence employed in some countries is deposit insurance, which
protects the small depositor against loss in the event of a bank failure. Such protection was
the declared purpose of the “nationalization” of bank deposits in Argentina between 1946 and

1957, banks receiving deposits acted merely as agents of the government-owned and
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government- controlled central bank, al deposits being guaranteed by the state. (Financial
Institutions Market,2003).

2.1.4 Typesof Deposits

“Banking” has been defined as the accepting, for the purpose of lending or investment
of deposits of money from the public, repayable on demand as otherwise and withdrawal by
cheque, draft, and order or otherwise. Demand liabilities mean liabilities which must be met
on demand, and time liabilities mean liabilities which are not demand liabilities. The main
categories of deposits are

i Demand Deposits

ii. Saving Deposits

iii. Term Deposits

iv. Call Deposits

V. Margin Deposits

Vi. Provident Fund Deposits

vii.  Other Deposits

i Demand Deposits (Current Accounts)

Demand deposit is normally meant for corporate, embassies and foreign missions.
Such deposit does not earn any interest. On the contrary, the holders of such accounts pay
service charges to banks. These accounts are operated through cheques and there is no
restriction on the number of transactions in a demand deposit account. Normally,
businessmen hold this kind of accounts for their day-to-day operations. Further, the account

holder can avail of overdraft facility through this type of account.

ii. Saving Deposits

These kinds of deposits are normally meant for individuals and nonprofit making
entities. Such deposits earn more rate of interest although the holders of such accounts enjoy
tremendous flexibility in terms of depositing and withdrawal. Currently, the rate of interest
on saving bank deposits is 3.5 percent in Kumari Bank Limited. This type of account is
preferred by individuals, who hold it basically for transaction and saving purposes. These are

operated through cheques and no service charge is leived on the account holder. However,
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one has to maintain a stipulated minimum balance to avail the cheque book facility.

Corporate entities are not allowed to open savings bank accounts.

iii. Term or Fixed Deposits

Term deposit is non transaction account which is closed at maturity. These kinds of
deposits are repayable after the expiry of a certain period. In the case of fixed deposits the
period of the deposits is usually fixed at the time of depositing the money. The fixing of the
period enables the banker to invest money or otherwise employ it in business without having
to keep areserve and this is one of the reasons why fixed deposits are so popular with banks.
Customers usually keep their money as fixed deposit with a view to earn interest as well as
withdraw the same on the expiry of the stipulated period in case they need it either for
meeting manner. A fixed deposit account holder can opt for premature withdrawal but with
loss of interest income on his fixed deposit. The rates of interest on term deposits. Vary over
the length of the maturity period. Consequent upon interest rate deregulation, various banks
are offering term deposits with various maturity periods and various interest rates. Traditional
term deposit accounts are the recurring deposit accounts and plain fixed deposit accounts. Of
late, banks are offering certain hybrid term deposit accounts, which combine the features of
recurring deposits, savings bank deposits and term deposits. The deposit amount, along with
interest accrue, is paid on the date of maturity. Term deposit holders can avail of loans
against the term deposit, subject to a margin. The interest rate to be charged by the bank for
thisloan is higher than the interest rate offered.

V. Call Deposits
Call deposit is the hybrid of current or demand deposit and saving deposits. It is
normally opened by big depository customers. Interest is paid on call deposits. Withdrawal

restrictions are not made in call accounts.

V. Margin Deposits

This deposit is non interest bearing deposits. Banks open such deposits in various
forms like guarantee margin, letter of credit margin, employee guarantee, etc.

Bank deposit accounts can be held individually or jointly. The holder of the account
also enjoys the facility of nomination. The interest income from bank deposits is taxable
under Income Tax Act. The prevailing tax provision on interest earned from bank is 6% on

the interest income for individuals and 15% on the interest income for others. However a tax
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exemption is provided to the units specifically exempted by the government. Deposit
received from depositors as well as the interest payable thereon shall be credited to the
accounts of depositors.

Nepal Rastra Bank has allowed opening of account in different foreign currencies like
US Dollar, Sterling Pound, EURO, Japanese Y en, Swiss Frank, Australian Dollar, Canadian
Dollar, Singapore Dollar, Danish Kroner, etc. Normally firms and companies in export and
tourism sector can open foreign currency account in banks out of their foreign currency
earnings from export and tourism sector. Opening and operation of foreign currency accounts
isregulated by NRB.

Vi. Provident Fund Deposits

The employee of any organization, who is certain percentage of the salary deposit
monthly, bimonthly or trimonthly in continuously and get back the total amount with interest
only after the retirement is known as employee provident deposit. It is similar to recurring
deposit but defense between then is get back the amount. After certain fixed period the tota
amount with interest will get back in recurring deposit where as only after retirement of job

the total amount with interest will get back in employee provident fund deposit.

vii.  Other Deposits
There are various deposits as well. The KBL introduce various types of deposit
schemes like as stated as follows:
Kumari Smart Bachat Khata
Twinkle Star Saving
Shuva Laxmi Bachat
50 Plus Saving
Kumari Saving
Kumari Salary Saving A/C
Shareholders Saving A/C
Kumari Big Saving Khata

2.1.5 Meaning of Deposit Mobilization
Vogel(1984), Adam(1985) and others have pointed out that a financia institution
mobilizing savings must respond to the depositor’s request for safety, efficiency and stability.

In addition, it also need to deliver the products demanded at a reasonable price. Because the
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roles are reversed in the credit business, the institution must convince depositors that it will
handle their funds with care and provide them with benefits such as return and / or liquidity.
Hence, the business of deposit taking should increase institutional efficiency and profitability
and strengthen the professionalism of the governance structure by introducing greater
customer-orientation.

Successful mobilization of institutional savings can only be ensured by the existence
of demand-driven savings products offered by appropriate institutional structures. A broader
understanding of the savings decisions of poor households has shown that appropriate supply
can attract significant volumes of savings. Furthermore, a much larger number of clients can
be reached through savings mobilization than through credit granting.

Deposit mobilization especialy requires more sophisticated risk and liquidity
management capabilities. Lending and savings operations can produce synergies with regard
to costs and gaining knowledge about client’s financial behaviour. However, the maturity
structure of small saving combined with the strong risk adversity of deposit-taking
institutions might induce the crowding-out of small or micro borrowers. Therefore, the trade-
offs between credit and savings operations must be balanced. To ensure institutional liquidity,
depository institutions try to attract saving with limited withdrawal's, which is often counter to
customers preferences. Because customers prefer liquid deposit facilities, liquidity
management must cope with sudden changes in depositor’s liquidity requirements and
frequent withdrawals. Particularly in rural areas, natural disasters may cause the massive
withdrawal of deposits and induce rapid depletion of funds. Studies should be conducted on
the determinants of saving behavior, the implementation of early warning systems and access
to alender of last resort.

Deposit mobilization plays a vital role for the economic development of
underdeveloped and developing countries. Underdeveloped countries like Nepal face major
problems for economic development like low national income, low per capita income, and
lack of technical knowhow, poverty, pressure of population growth, geographical situation
etc. For the economic development of the nation these aspect are to be taken into
consideration and for this capital is required. Capital formation is possible through collection
of scattered unproductive and small savings from the people. Small deposits from individual
customer are often the largest segment of these deposits and represent the most diversified
and stable funding source. Mobilization of interna resources i.e. deposit has greater
significance for external source is not dependable to meet the required capital. So deposit
mobilization is the dependable source for formation of required capital. Deposit mobilization
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helps in circulation of idle money. The meaning of deposit mobilization is to convert idle
saving into active saving. Banks do provide incentives to the depositors and thus encourage
the depositors to create habit of saving. The scattered deposits collected are further invested
in productive sectors which increase national productivity. Further from the investment there
will be generation of income to the investors. Thus there is circulation of idle money which
ultimately leads to the economic development of the nation.

Commercial banks are considered to be the best in deposit mobilization. They collect
savings/deposits scattered inform of saving deposits, current deposit and fixed deposits
through their out spread branches over the country. Effective deposit mobilization by
commercia banks help in acquisition of surplus capital from capital hoarding sectors which
are further invested in deprive sectors. This helps to fulfill the gap between these two sectors
and maintain proper co-ordination as the surplus sectors will earn interest income in their

deposits and deprive sectors will meet their capital requirement through loan and advances.

2.1.6 Usesof Deposits

The scattered and idle savings of unproductive sectors from each individual are
accumulated in organized way by the banks and financial institutions inform of deposits.
Commercial bank collects deposits of public in different forms of deposits like saving
deposit, current deposit, fixed deposit etc. Deposits are the primary source of fund for the
commercia banks. Deposit collected are to be well managed since it is the liability of the
bank and there is involvement of cost in form of interest earned to be paid to the depositors.
'‘Banking' is considered as the accepting deposits, for the purpose of lending or investment, of
deposits of money from the public, repayable on demand or otherwise and withdrawa by
cheque, draft, and order or otherwise. Demand liabilities means liabilities, which must be
met on demand and time liabilities mean liabilities, which are not demand liabilities. Banks
do prime function by (a) mobilizing liquid deposits from the public, (b) lending the liquid
deposits to borrowers who, in turn, invest the money in rather illiquid assets, and (c)
providing the payments system, which is the basic lubricant for smooth functioning of the
economic system. The first two functions represent a significant potential source of bank
failures. The liquid bank deposits, along with the illiquid loans, make banks inherently
vulnerable to depositor runs or panic withdrawal of deposits. Thus deposits collected are used
for different purposes which are as mentioned below which will yield income as well through
productive investments. (Wisniwski, Sylvia, 1999)
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2.1.6.1 Cash Holding/ Cash at Vault

Commercial banks are to regulate to hold certain minimum cash position in their vault
ignored to maintain itsliquidity. To ensure that funds are available to meet the liquidity needs
at the lower cost, the treasury manager of the banks and financial institutions must manage its
money position to comply with the reserve requirements as well as managing its liquid
sources. Minimum cash position requirement is being defined by the central bank i.e. NRB.

A cash position refers to the amount in the process of collection and currency and
demand balances due from other banks and the central bank. Numerous transactions that
cause an inflow or outflow of cash during a day continually change the cash position of the
banks and financial institutions. Because cash yields no income, cash holdings must be
limited to a minimum. The treasury/fund manager may invest any excess cash or may acquire
additional cash sources from interbank loans or from discount window at the central bank.

Once the liquidity needs of the banks and financial institutions have been estimated,
the treasury manager must decide how these needs are to be funded. The banks and financial
institutions must choose between two general liquidity management strategies namely, asset
management, assets are sold to meet liquidity needs. In the liability management, money is
borrowed to meet liquidity needs. A combination of these strategies is normally employed.
The following guidelines must be kept in mind by the treasury manager when managing the
liquidity position of the banks and financial institutions:

The treasury manager must co-ordinate and keeps track of the activities and strategies

of the fund-raising and funds-using departments within the banks and financial

institutions.

The treasury managers should know the timing of large withdrawal from big credit

clients or depositorsinorder to plan.

The priorities and objectives of liquidity management should be clear and properly

communi cated.

The needs and decisions must be evaluated on a continuous basis to invest access

liquidity and avoid liquidity shortages.

A financia institution must always be liquid to meet depositor's and creditor's demand
in order to maintain public confidence. There needs to be an effective asset and liability
management system to minimize maturity mismatches between assets and liabilities and to

optimize returns.
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2.1.6.2 NRB Balance (CRR)

The portion (expressed as a percent) of depositor's balances banks must have on hand
as cash. Thisis arequirement determined by the country's central bank, which in the U.S. is
the Federal Reserve. The reserve ratio affects the money supply in a country.

Thisis aso referred to as the "cash reserve ratio” (CRR). For example, if the reserve
ratio in the U.S. is determined by the fed to be 10%, this means all banks must have 10% of
their depositor's money on reserve in the bank. So, if a bank has deposit of $1 billion, it is
required to have $100 million on reserve.

Liquid assets as defined by commercial Banking Act includes Cash in Vault, Balance
held in current account with other banks, Balance held with Nepal Rastra Bank and others as
specified by NRB. In order to ensure adequate liquidity in the commercial banks, to meet the
depositor's demand for cash at anytime to inject the confidence in depositors regarding the
safety of their deposited funds arrangement for the safety of their deposited funds
arrangement for requirement of cash reserve ratio is well defined by NRB. Only the balance
held in ordinary account with NRB shall be eligible for inclusion in cash reserve. Balance
held with NRB in special account for special purpose and foreign currency account shall not
be included for the purpose. Likewise total deposit of the bank means current, saving and
fixed deposit accounts as well as call money deposit and certificate of deposit. For the
purpose of deposit held in convertible foreign currency, employee guarantee amount and
margin account shall not be included.

NRB Directives Related to Liquidity

NRB has given the instruction to the commercial banks since 2023 B.S. to deposit the
amount ratio of 8 percent from their deposit liability. In the beginning of 2047 B.S. the
increase in the quantity of internal credit was very high and began to show negative effect on
economy. The deflation grew up to 21 percent. So, high liquidity appeared in economy,
hence, control of the negative effect that may fall on economy to improve the growth of price
rate an improvement of the position of loss of running account and control the capacity of
flowing the loan of the commercial banks was necessary and the NRB second time prescribed
liquidity ratio. It made compulsory to invest 24 percent the amount of the total deposit of the
commercia bank in HMG Bond, treasury bills, or NRB Bonds. With some signs of
improvement of economy, the investment ratio was revised accordingly, since Poush 2049
B.S. Since the beginning of 2050 B.S., the economy showed improvement and the rate of
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deflation fell down to 8.8%.With this, the provision of investing in the government securities
was removed.

Controlling Liquidity Risk: To assess how well the banks and FlIs are managing its
liquidity position, the management should be cautions on the following signals from the
marketplace that indicate a pending liquidity problem:

Public confidence in terms of withdrawal of deposits from the banks and Fis.

Share price behavior, falling share prices indicate perceived liquidity problems.

Risk premiums on money market borrowings.

L osses because of the hasty sale of assets for liquidity purposes.

Inability to meet the demands of new credits customers.

More frequent and larger borrowings from the central bank.

Considering the aforementioned technique, the treasury manager must also consider
the purposes of the liquidity need, the length of time for which funds are needed, the access
to liability markets, the costs and characteristics of various liquidity sources and the interest
rate forecast. It is reveaed that the large banks have better access to liability liquidity sources
due to the better quality asset and a broader capital base. The small banks have to rely more
on assets for liquidity. Thus, an effective liquidity management is essential to reduce costs.

The variation of minimum cash reserve requirements as direct means of quantitative
credit control has become increasingly general in recent years. The practice has largely
derived from experience in the United States. In its origin the U.S. insistence on stated
minimum reserve requirements for commercial banks was simply a means of prescribing
minimum standards of sound behavior. Only later did such ratios come to be seen as a useful
supplementary quantitative credit control. (Federal Reserve Bank of New York, January 3,
1997).

2.1.6.3 Loan and Advances

Deposits accepted by commercial banks are to be mobilized and so loan and advances
is one of the sectors for utilizing the deposits collected. The deposit of public collected are
granted form of loan and advances and the accepted deposits are released as per the
regulations of the bank i.e. either at demand or on expiry of certain period. Loans are
normally offered in areas that yield productive results. Kumari Bank ltd. do offer variety of

loan and advances.
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a. Personal Loan

Kumari Bank limited grants personal loan in the following sectors
I Vehicleloans

The bank provides loan up to 80 % of the cost of the vehicle. Depending upon the
type of the vehicle a loan of NPR 3 lakhs to NPR 50 lakhs is availed at equal monthly

installment for minimum 12 months or maximum 60 months at the interest of 9 % to 11%.

ii. Home L oan

The bank provides home loan to the salaried individuals and entrepreneur upto 60 %
of the cost of the purchase/construction/renovation of land/house within municipal
boundaries. The loan is provided for NPR 5 lakh to NPR 40 Lakhs depending upon the
income of the borrower at the interest rate of 9% to 10.50 % for the tenor of minimum 12

months to maximum 120 months.

iii. Consumer Product Financing

KBL finances for the purpose of durable and household equipments like televisions,
furniture, computers, refrigerators etc. the loan amount is availed upto 70 % of the cost of the
product for the amount of NPR1 lakh to NPR5 lakh depending upon the income of the

borrower. The tenor of the loan is between 12 months to 24 months at the rate of 12%.

iv. Travel Loans

Thisloan is provided to the salaried individual, professional and entrepreneurs for the
purpose of traveling. The loan is provided upto 70% of the ticket and tour expenses. The loan
can be repaid over the period of 12 months. The rate of interest is 12%.

V. Education L oan

KBL provides education loan for the education of the children.60 % of the cost of
tuition fees and admission is financed by the bank. Depending upon the income of the parents
aloan of NPR 1.5 lakh to NPR 8 lakhs for the tenor of 12 ,months to a maximum of 60
months at the rate of 10.50%.
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b. Business L oan

KBL provides loans to the business sectors for their operation in different forms. The
businessloan is provided in the following headings:
I Working Capital Financing

KBL finances against stocks and accounts receivables to meet the short term cash

requirement in the form of credits (overdrafts) and demand loans.

ii. Term Loan

KBL finances the capital expenditure of small, medium and large scale companies in
the form of term loan for periods in excess of 1 year. All loans for tenors above one year are
generaly secured by first charge on fixed assets or current assets of the borrower with an

acceptable asset cover. The interest rate in these types of loan is 10 % to 14 %.

iii. Hire Purchase
Purchase of equipment, vehicles, machinery etc is possible through the hire purchase
schemes of the bank. The interest rateis 9% to 11%.

iv. Short Term Loan
KBL finances capital expenditure of small, medium, and large scale companies in the

form of term loans for periods less than one year at the interest rate of 10% to 12%.

V. Bills Discounting/Pur chase

KBL purchase discount the outstation cheques and provide instant cash.

Vi. Export/Import financing

Preshipment credit is offered to exporters by way of packing credit to enable them to
finance purchase/import of raw materials, processing and packing of the goods meant for
exports. Also the post shipment loan is provided to exporters to finance export sales
receivables after the date of shipment of goods till the date of realization of export proceeds.
Similarly import credit facility is offered to importers to meet the funding requirement from

the port of discharge to either custom point or warehouse of ~ importer.

2.1.6.4 Fixed Assets
Fixed assets are produced assets that are used repeatedly, or continuoudy, in
processes of production for an extended period of time. They consist of equipment and



31

software and structures (including, by convection, owner-occupied housing), but exclude
consumer durables. All assets of long term nature (fixed) owned by the bank is accounted
under this head and exhibited in the balance sheet at written down value after deducting the
depreciation from the total cost. Amount of investment in fixed assets in monetary terms. It is
a comprehensive indicator which shows the size, pace, proportiona relations and use
orientation of the investment in fixed assets. By means of construction and purchase of fixed
assets, more advanced technologies and equipment are adopted in the national economy, and
new sectors are established, which promote the adjustment of economic structure and the
regiona distribution of productive forces and enhance the economic strengths so as to
provide the materia conditions for improving people's livelihood.

Exhibition of the expenses incurred on capital construction (which is subject to
capitalization on completion) by including in the statement of fixed assets would help
disclose the amount of fixed assetsin realistic manner.

Fixed assets of bank normally includes land and building, vehicles, machinery, office
equipments and others like lease hold assets. Capital construction expenses include payment
made in respect of building construction work in progress or work in progress in respect of
instalation of furniture in the building. However advance payment made against supply of
fixed assets shall not be included under this head.

It has been genera practice to charge off in full the amount of low-cost, frequently
used, small durable equipments and capital goods. The basic reason in doing so is to avoid
trouble and complications in providing depreciation, which otherwise result in capitalization.
Hence, bank management has adopted a policy as not to capitalize the amount of equipment
or merchandise costing up to certain amount. The same shall be disclosed in accounting
practice.

Bank can adopt any depreciation policy that conforms to generally accepted
accounting principles. However disclosure in respect of policy adopted shall be provided. The
bank management shall have the liberty to determine the rates of depreciation. In respect to
rate of depreciation, Company Act, 2053 has provided that all companies shall adhered to the
depreciation rate as per accounting policies relating to profit and loss account under section
84 of the said Act.

2.1.6.5 Investments
A commercia bank is an institution that operates for profits. Like other industrial or

commercia enterprise, a bank too, seeks to earn maximum income through the suitable
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employment of its resources. It is a financia intermediary-a sort of a middieman between
people with surplus funds and people in need of funds. It accepts deposits for the purpose of
lending or investment and thereby hopes to make a profit-profits which are adequate enough
to enable the bank to pay interest at the prescribed rates to its depositors, meet establishment
expenses, build reserves, pay dividend to the shareholders, etc. In general, commercia banks
are those financial institutions, which play the role of financia intermediary in collection and

disbursement of funds from surplus unit to deficit unit.

I nvestment of Commer cial Banks can bein form of:
A. I nvestment on Government Securities, Shares and Debentures

Though a commercial Bank can earn some interest and dividend from the investment
of government securities, share and debenture, it is not the maor portion of income but it is
treated as a second source of banking business. A Commercial bank may extend credit by
treating it as a second source of banking business. A commercia bank may extend credit by
purchasing government securities bonds and shares for severa reasons.

Some of them are given as.

It may want to space it maturates so that the inflow of cash coincide with expect

withdrawals by depositors or large loan demands of its customers

It may wish to have high-grade marketable securities to liquidate if its primary reserve

becomes inadequate.

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

sufficient to absorb its excess reserves

However, investment portfolio of commercial bank is established and maintained
primarily with a view of nature of banks liabilities that is since depositors may demand fund
in great volume without previous notice to banks. The investment must be of a type that can
be marketed quickly with little or no shrinkage in value.

B. Investment on Other Company’s share and Debentures

Most of commercial banks invest their excess fund to the share and debenture of the
other financial and non-financial companies. Due to excess funds but least opportunity to
invest those funds in much more profitable sector and to meet the requirement of NRB
directives, the commercial banks purchase shares and debentures of regional development
bank, NIDC and other development banks.
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C. Sector Wise | nvestment

Sector wise investment refer to the investment in various sectors as agriculture,
productions, construction, transportation, communications, wholesalers & retailers,
Consumable loan that are considered essential for overall economic growth of the nation.
They constitute the basic infrastructures that provide the logistics support for the growth and
prosperity of the economy. By investing in such sectors banks can help the entire nation in

pacing up the economic growth and the prosperity of the nation.

D. Priority & Deprived Sector I nvestment

Priority sector includes micro and small enterprises, which help to increase
production, employment and income as prioritized under the national development plans with
an objective to uplift living standard of general public. Many directives have been introduced
and amended as per the requirement by NRB. Commercia banks are directed to invest 5% in
priority sector with inclusive of 3% in deprived sector. The credit limits in the priority sectors
has been raised to Rs. 2.0 million from Rs 1.0 million on agricultural and service sector and
from Rs 1.5 million to Rs 2.5 million on cottage and small-scale industry.

Likewise deprived sector credit includes low income and particularly socialy
backward women, tribes, physically impaired groups etc. Deprived sector investment is
advanced up to Rs 30000 per borrower of micro credit programs and projects. However,
priority sector credit programmed is being phased out by NRB.

The price of a government security in the markets is determined by the forces of
demand and supply, asis the case in any market. The price of a Government Security in the
marketplace also depends on a number of other factors and will fluctuate according to
changesin

Economic conditions.

Genera money market and conditions including the position of money supply, in the

economy.

Interest rates prevalent in the market and the rates of new issues.

Credit quality of theissuer.

NRB Policy Relating to I nvestments
Investments held for trading purpose and other purposes shall be shown separately.

Investment in shares, debentures and government securities shall be valued at the lower of the
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cost or market price and is disclosed in the accounting policies. In case of shares, debentures
and other securities listed in the stock exchange the prices fluctuate and accordingly with a
view to exhibit the balance sheet in true and fair manner, where market value of shares,
debentures and securities are lower than the cost price appropriate provisioning against such
possible loss has to be made. Such possible loss amount shall be deducted from the total cost
of investment and only the net amount shall be exhibited in the balance sheet. Under
"Investment", unlisted securities shall be valued at cost and such fact shall be disclosed in
accounting policies.

2.1.7 Assets& LiabilitiesManagement (ALM)

The inherent uncertainty of their cash flows, cost of funds and return on investments
has prompted banks to seek out greater efficient in the management of their assets and
liabilities. This need has led to studies concerned with how to structure a bank's assets and
liabilities to make optimal tradeoffs among risk, return and liquidity. These studies focus on
determining how funds should be used in various economic scenarios. Important factors in
these decisions include: balancing of anticipated sources and uses of funds to meet liquidity
and capital adequacy constraints while concurrently maximizing profitability.

Current research has stressed two approaches. The first, based on Markowitz's (1959)
theory of portfolio selection, assumes that returns are normally distributed and that the bank
manager utilizes risk-averse utility functions. The value of an asset then depends not only on
the expectation and variance of its return but also on the covariance of its return with the
returns of al other existing and potential investments. The second approach assumes that a
bank seeks to maximize its future stream of profits or expected profits subject to portfolio
mix constraints.

The concept of asset and liabilities management (ALM) evolved since the early
1980's. It was pioneered by financia institutions, but now corporations aso apply ALM
techniques. Traditionaly, banks and insurance companies used accrual accounting for
essentialy all their assets and liabilities. They would take on liabilities, such as deposits, life
insurance policies or annuities. They would invest the proceeds from these liabilities in assets
such as loans, bonds or real estate. All assets and liabilities were held at book value. Doing so
disguised possible risks arising from how the assets and liabilities were structured. In
managing its assets and liabilities in light of uncertainties in cash flows, cost of funds and
return on investments, a bank must determine its optimal trade-off between risk, return and
liquidity. (Saunders, Anthony & Cornett, Marcia Million, 2004)
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Things started to change in the 1970s, which ushered in a period of volatile interest
rates that continued into the early 1980s. US regulation, which had capped the interest rates
that banks could pay depositors, was abandoned to stem a migration overseas of the market
for USD deposits. Managers of many firms, who were accustomed to thinking in terms of
accrua accounting, were slow to recognize the emerging risk. Some firms suffered staggering
losses. Because the firms used accrual accounting, the result was not so much bankruptcies as
crippled balance sheets. Firms gradually accrued the losses over the subsequent 5 to 10 years.
Accrua accounting could disguise the problem by deferring losses into the future, but it
could not solve the problem. Firms responded by forming asset-liability management (ALM)
departments to assess asset-liability risk. They established ALM committees comprised of
senior managers to address the risk.

Increasingly, managers of financial firms focused on asset-liability risk. The problem
was not that the value assets might fall or that the value of liabilities might rise. It was that
capital might be depleted by narrowing of the difference between assets and liabilities-that
the values of assets and liabilities might fail to move in tandem. Asset-liability risk is a
leveraged form of risk. The capital of most financia institutions is small relative to the firm's
assets or liabilities, so small percentage changes in assets or liabilities can trandate into large
percentage changes in capital.

Techniques for assessing asset-liability risk came to include gap analysis and duration
anaysis. These facilitated techniques of gap management and duration matching of assets
and liabilities. Both approaches worked well if assets and liabilities comprised fixed cash
flows. Options, such as those embedded in mortgages or callable debt, posed problems that
gap anaysis could not address. Duration analysis could address these in theory, but
implementing sufficiently sophisticated duration measures was problematic. Accordingly,
banks and insurance companies al so performed scenario analysis.

With scenario analysis, severa interest rate scenarios would be specified for the next
5 or 10 years. These might specify declining rates, rising rate's, a gradual decrease in rates
followed by a sudden rise, etc. Scenarios might specify the behavior of the entire yield curve,
so there could be scenarios with flattening yield curves, inverted yield curves, etc. Ten or
twenty scenarios might be specified in al. Next, assumptions would be made about the
performance of assets and liabilities under each scenario. Assumptions might include
prepayment rates on mortgages or surrender rates on insurance products. Assumptions might
be made about the firm's performance-the rates at which new business would be acquired for

various products. Based upon these assumptions, the performance of the firm's balance sheet
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could be projected under each scenarios. If projected performance was poor under specific
scenarios, the ALM committee might adjust assets or liabilities to address the indicated
exposure. A shortcoming of scenario anaysis is the fact that it is highly dependent on the
choice of scenarios. | also requires that many assumptions be made about how specific assets
or liabilities will perform under specific scenarios.

In asense, ALM was a substitute for marker-value accounting in a context of accrual
accounting. It was a necessary substitute because many of the assets and liabilities of
financia institutions could not-and still cannot-be marked to market. This spirit of market-
value accounting was not a complete solution. A firm can earn significant mark-to-market
profits but go bankrupt due to inadequate cash flow. Some techniques of ALM-such as
duration analysis-do not address liquidity issues at all. Others are compatible with cash-flow
anaysis. With minimal modification, a gap analysis can be used for cash flow analysis.
Scenario analysis can easily be used to assess liquidity risk.

Firms recognized a potentia for liquidity risks to be overlooked in ALM analyses.
They aso recognized that many of the tools used by ALM departments could easily be
applied to assess liquidity risk. Accordingly, the assessment and management of liquidity risk
became a second function of ALM departments and ALM committees. Today, liquidity risk
management is generally considered a part of ALM.

The scope of ALM activities has widened. Today, ALM departments are addressing
(non-trading) foreign exchange risks and other risks. Also, ALM has extended to non-
financial firms. Corporations have adopted techniques of ALM to address interest-rate
exposures, liquidity risk and foreign exchange risk. They are using related techniques to
address commodities risks. For example, airlines hedging of fuel prices of manufacturers
hedging of steel prices are often presented as ALM. (Saunders, Anthony,& Cornett, Marcia
Million, 2004)

Management of Assets & Liabilitiesas per Nepal Rastra Bank Directives
Within 90 days from the date of receipt of directives through an inspection report, the
bank shall amend its asset/liabilities management policies and procedures for the
maintenance of adequate liability position and shall submit to NRB, inspection and
supervision department containing the following. While amending the policies and
procedures special attention to be provided to the following.
i. The cost and use of borrowed funds.

ii. Thevolume of liquid assets required to provide for unanticipated needs.
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iii. The use of short term financial resources to provide for potential fluctuation in
depositsin order to assist in providing adequate liquidity.

iv. The volume of loan and off balance sheet transaction commitments and ensuring
match with funding sources.

v. Arrangement as to submitting regular reports on management of account by bank
management to the BOD.

vi. Regulation relating to timeframe for implementation of regulatory directivesissued in
connection with inspection and supervision of banks.

2.2 Review of Related Studies and Papers
2.2.1 Review of Articles

In this subject, effort has been made to examine and review some of the related
articles published in different economic journals, Bulletin of World Bank, dissertation papers,
newspapers, researchers view and findings towards fund mobilization and other related
books.

Banks are that kind of institutions, which deals with money and substitutions for
money. They deal with credit and credit instrument. Effective circulation of credit is more
significant for the banks. Unsteady and unevenly flow of credit harms the economic situation
of the nation. Because of this, collected funds or deposits should be invested and mobilized
into the right sector. An investment of fund decides the life and death of the banks.

“An investment is a commitment of money that is expected to generate additional
money. Every investment entails sacrifice for afuture uncertain benefit”(Clark, 1991).

Shrestha (1988) in his article, “A Study on Deposit and Credit of Commercial Banks
in Nepal” concluded that the credit deposit ratio would be 51.30%, other things remaining the
same in Nepal, which was the lowest under the period of review. Therefore, he had strongly
recommended that the joint venture banks should try to give more credit entering new field as
far as possible, otherwise, they might not be able to absorb even the total expenses.

Bajracharya (1990), in his article, “Monetary Policy and Deposit Mobilization in
Nepal” that the mobilization of domestic saving is one of the prime objectives of monetary
policy in Nepal. For this purpose, commercia banks stood as the active and vital financia
intermediary for generating resources in form of deposit of the investors in different aspects

of the economy.
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He has explained that commercial banks only can play an important role to mobilize
the national savings. Now a day other financial ingtitutions like finance companies,
cooperative societies have been established actively to mobilize deposits in the proper sectors
so that return can be ensured from the investment.

Gittman and Jochnk (1990), “Investment is any vehicle into which funds can be
placed with the expectation that will preserve or increase in value and generate positive
returns.”

Cheney and Moses (1995) are concerned with the objective of investment and
indicate that the risk is in proportion with the degree of returns. They write, “The investment
objective is to increase systematically the individual’s wealth, defined as assets minus
liabilities. The higher the level of the desired wealth, the higher must be received. An investor
seeking higher return must be willing to face higher level of risk.”

Pradhan (1996) presented a short glimpse on investment in different sectors, its
problems and prospects, through his article "Deposit Mobilization, it's Problem and
Prospects'. The articles expressed that deposit is the life blood of any financial institution, be
it commercial bank finance company, co-operative or non government organization. Further
added, in consideration of 10 commercial banks and nearly three dozen of finance companies,
the latest figure does produce a strong feelings that a serious review must be made of
problems and prospects of deposit sector. Except few joint venture banks, other organizations
rely heavily on the business deposit receiving and credit disbursement. In the light of this
Pradhan has pointed = following problems of deposits mobilization in Nepal ese perspective:

i. Dueto the lesser office hours of banking system people prefer for holding the cash in
the personal possession.

ii. Unavailability of the institutional servicesin the rura areas.

iili. No more mobilization and improvement of the employment of deposits in the loan
sectors.

iv. Due to the lack of education most of Nepalese people do not go for saving in
institutional manner. However, they are very much used of saving, beit in the form of
cash, ornaments or kind. Their reluctance to dea with institutional system are
governed by their lower level of understanding about financial organizations, process
requirements, office hours withdrawal system, availability of depositing facilities and
SO on.

The study mentioned, deposit mobilization carried out effectively isin the interest of

depositors, society financia sector and the nation. Lower level of deposit raising allows
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squeezed level of loan delivery leaving more room to informal sector. That is why higher
priority to deposit mobilization has all the relevance.

Baidya (1997) has an elaborated definition on “Investment” which beseeches of
sound investment policy and covers wider aspects. He writes, a sound investment policy of
bank is such that its funds are distributed on different types of assets with good profitability
on the one hand and provides maximum safety and security to the depositors and banks on
the other hand. Moreover, risk in banking sector tends to be concentrated in the loan
portfolio. When a bank gets into serious financia trouble its problem usually springs from
significant amount of loans that have become uncollectible due to mismanagement, illegal
economic downturn. Therefore, the bank's investment policy must be such that it ensures
sound and prudent in order to protect public funds.

“Further in details he deals with what type of loan do banks make? And, how much of
loan is to be invested? The banks make a variety of loans to awide variety of customers from
many different purposes from purchasing automobile to construct of homes and making trade
with foreign countries. There, no uniform rules can be laid down to determine the portfolio of
bank. The environment in which the bank operates influences its investment policy. The
nature and availability of funds and assets also differ widely from region to region within a
country or country to country. For example, the scope of operating a bank in Jumla will be
different from the scope of a bank operating in Kathmandu. The investment policy to be
applied in Kathmandu may not be applicable to the customer of Jumla because the demand
for loans is less in rural areas whereas it is higher in urban areas.”

Bhalla (1997) has derived a three- pointer basic concept of investment. His view on
investment cover:

Economic investment that is an economics definition of investment.

Investment in a more genera or extended sense which is used by the man of street or

ordinary people

The sense in which we are going to be very much interested namely financia

investment.

He says, “Banks are those institutions which accepts deposits from the public and in
return provide credit to trade, business and industry that directly makes a remarkable impact
on the economic development of a country. To collect fund and collect as a good investment

is a very risky job. Ad-hoc investment decision leads the bank out of the business thereby
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drawn the economic growth of a country. Hence sound investment policy is another secret of
a successful bank.”

Shrestha (1997) has analyzed in her article, “Financia Performance of Commercial
Banks Using Both Descriptive and Diagnostic Approach.” In her studies she has concluded
the following points:

a. The structura ratio of commercial banks show that banks invest on the average 75%
of their total deposit on the government securities and the shares.

b. The analysis of resources position of commercial banks should quit high percentage
of deposit as cash reserve.

c. Return ratio of al the banks show that most of the time foreign banks have higher
return as well as higher risk than Nepal ese banks.

d. The debt-equity ratios of commercia banks are more than 100% in most of the time
period under study period. It led to conclude that the commercial banks are highly
leveraged and highly risk. Joint venture banks had higher capital adequacy ratio but
has been dealing every day.

Charles (1999), emphasizing on the proper management of an investor’s wealth says,
“Investment is the commitment of funds to one or more assets that will be held over some
future time period. Investment is concerned with the management of an investor’s wealth,
which is the sum of current income and present value of all future income.”

Sharma (2000) has found same results that all the commercial banks are establishing
and operating in urban areas, in this study, “Banking the Future on Competition.” His
achievements are:

Commercial banks are establishing and providing their services in urban areas only.
They do not have interest to establish in rural areas. Only the branch of Nepal Bank Ltd. and
Rastriya Banijya Bank Ltd. are running in those sectors.

= Commercial banks are charging higher interest rate on lending

=  They have maximum tax concession

=  They do not properly analyze the system
According to him, “Due to the lack of investment avenues, banks are tempted to

invest without proper credit appraisal and on persona guarantee, whose negative side effects
would show colors only after four or five years.” He has further included that private
commercia banks have mushroomed only in urban areas where large volume of banking

transaction and activities are possible.
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2.2.2 Review of Previous Thesis

Before this study, various studies regarding the various aspects of commercial banks
such as deposit mobilizing policy, financial performance, investment policy, lending policy,
interest rate structure, resource mobilization and capital structure have conducted several
thesis works. Some of them, which are relevant for this study, are presented below:

Bhandari (1998), in his study entitled “The Impact of Interest Rate Structure on
Investment Portfolio of Commercial Banks of Nepal” has concluded followings:

i. Rates of commercia banks have been fluctuating. Deposits and lending rates were
increased immediately after liberalization of the interest rate on August 31, 1989 but
however, started to decline which have helped in increasing the credit flow.

ii. Interest rate structure has direct influence on profitability of commercia banks.
Decreasing lending rate helps to increase the profitability through increasing the credit.

iii. Deposits are more interest rate conscious and positively co-related.

iv. Loans and advances of commercial banks have been found to be continuously increasing
with the decline in interest rates.

v. Effective interest rate structure helps in proper utilization of resources as measured by
loan to deposit ratio.

vi. Most of the banks are having similar interest rate structure which lessens the importance
of liberalization of interest rate.

Thapa (2001), in her thesis paper “A Comparative Study on Investment Policy of
Nepal Bangladesh Bank Ltd. and other Joint Venture Bank of Nepal” she has compared the
investment activities of NBBL with only two Joint Venture Bank i.e. Nepal Arab Bank Ltd.
and Nepal Grindlays Bank Ltd. by taking five years data. She has recommended in two ways.
a. Statement Recommendation

She has suggested about investment in government securities, OBS operation loan
recover act, sound credit collection policy, and project oriented approach, effective portfolio
management, and innovative approach to bank marketing and banking facilities.

b. Theoretical Recommendation

She has suggested about liberal policy and coat management strategy.

Sapkota (2002), in his thesis paper “A Study on Fund Mobilizing Policy of Standard
Chartered Bank Ltd in Comparison to Nepal Bangladesh Bank Ltd and Himalayan Bank Ltd”
having main objectives to examine the fund mobilizing policy adopted by three joint venture
banks viz. SCBNL, NBBL and HBL and the way these banks mobilized their funds during
five year study period i.e. from 1996/97 to 1999/2000.
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He found the overal condition of SCBNL seems in satisfactory position in
comparison to NBBL and HBL. In other words, he recommends that banks are strongly
recommended to provide information about its services, facilities and extension of their
services towards rural areas. These three banks are recommended to increase cash and bank
balance to meet the need of investment and demand of loan and advances. And banks are to
be investing its funds in the purchase of shares and debentures of other financial, non-
financial companies, hotels and government companies.

Mr. Sapkota has not explained about the risk ratios which have to be faced by these
joint venture banks. His study can not show the fund mobilizing policy of the selected banks
for the succeeding years because of time limitation i.e. up to 1999/2000.

While reviewing the books and articles and previous studies, it is found that banks are
not just the storehouse of the country’s wealth but are the reservoirs of resources necessary
for economic development and employment generation. There are till different obstacles in
the effective operation of the commercial banksin Nepal. Therefore these obstacles should be
eradicated for the economic devel opment of Nepal.

Dangol (2003), Studied on the “Impact of Interest Rate on Financial Performance of
Commercial Banks” concludes:

i. Most of the commercia banks contradict the general financial theories.

ii. The relation between amount of deposits and interest rate on deposit, in general
concept, must be positive. But deposits are increasing despite the decrease in the
general level of interest. The result of such phenomenon is that there are fewer
investment opportunities for the banking sectors as well as general investors.

iii. The relation between tota amount of loan and the lending rate is negative and
significant. However, the change in the total amount of loan flow is not proportionate
with the change in the lending rate.

iv. Correlation between interest rate and inflation is not significant.

v. Not only interest rate is responsible to shape the profitability of banks but also the
operating efficiency also has major influence on it.

Pokharel (2006), a study made on the topics “Determinants of Interest Rates in
Nepalese Financial Markets” also give some ideas about the interest rates in Nepalese
markets. Though, this thesis tried to identify the factors that shape the interest rates in
Nepalese markets, it also tried to explore the relationship between the interest rate, deposits,
credit rates and inflation. Among different objectives, some objectives that match to this

study are:
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0 To show the relationship between the liquidity position and interest rate on deposit
and lending.
0 To identify the effect of inflation on interest rate charged and offered by various

Nepalese financial institutions.

o To identify the different methods used by Nepalese financial institutions to calculate
interest on lending.

Manandhar (2008) conducted a research work on "Consumer Loan Mobilization by
selected Finance Companies of Pokhara'. The main objective of this study is to analyze the
consumer credit policy and to determine the consumer loan flow in comparison to the deposit
of selected finance companies. He has taken POFIL, AFCL and OFL as sample for the
studies. According to him all selected finance companies have diversified their loans and
advances on four different sectors namely Hire Purchase Loan, Home Loan, Term Loan and
Fixed Deposit Loan. He found that the lending activities of these institutions are in growth
trend during his research period. The POFIL invested Rs 51079 million.

Poudel (2009) had conducted a research on impact of interest rate on funds
mobilization of commercial bank. Her objectives were to analyze the impact of interest rate
on the mobilization of funds, to access the relationship between total deposit and total credit
of the bank, to analyze the interest spread and its impact on the profitability of the bank. She
concluded that EBL and Nabil have aggressive lending policy which stayed above 60%. HBL
has moderate lending policy which stayed between 55% to 63% where as SCBL has
conservative lending policy which stayed below 50%. The sample banks have effective
interest income rate between 5.61% to 7.65%. The interest spread rate of sample banks seem
in similar figure. The coefficient of correlation between average lending interest rate and total
lending for banks were negatively correlated. Interest income is still dominating income over
total income composition of these banks over the period. Interest income covered more than
70% portion out of total income covered negligible portion. A high interest rate in deposit
and low in lending is important to attract customer to the bank but facilities offered by the
banks aso plays an important role for the success of banks as the above sample banks did.

Karmacharya (2010), in his thesis paper “A Study on the Deposit Mobilization by
the Joint Venture Banks” has mentioned that the bank has successfully maintained its liquid
asset position but could not mobilize its resources efficiently. He has concluded that Nepal
Bank’s utilization side is weak as compare to the collection of resources. He suggested for

extending its branches, so NBL’s deposit collection and also long-term as well as short-term
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credit may increase. He has recommended not to consider security factor only but to provide
loan to genuine projects without securing.

Bhatta (2011), in the topic “Interest Rate and its effect on Deposit and Lending”, in
this study, the disseminator tries to portrait the relation of interest rate with deposit and
lending amount. Her findings and the findings made by Mr Chettri are seems to be different.
According to Mr Chettri’s finding, all the relation matches with the theory but Mrs Bhatta’s
finding on deposit was not as per theory. But other matters are same as Mr Chettri’s. The
conclusions drawn by Mrs Bhatta are:

0 Deposit rates of al sample banks under study are in decreasing trend; meaning that
every year deposit rates of sample banks under study have decreased.

0 Lending rates of al sample banks under study are also in decreasing trend; means that
every year lending rates of sample banks under study have decreased.

0 Anaysis shows that interest rates on lending are far higher than deposit rates of
sample banks. The correlation coefficient between these two variables, (deposit rate
and lending rate) of sample banks comes highly positive.

o The simple correlation coefficient between deposit rate and deposit amount of sample
banks were highly negative. But out of them, correlation coefficient analysis of one
sample bank is found to be negative. It means that in that case the theory doesn’t
match the analysis. So writer conclude that the result appears in that study was
different than the theory.

0 The correlation analysis between lending rate and lending amount of all sample banks
under study comes highly negative. This relation between two variables (lending rate
and lending amount) of sample banks matches with the theory which says with the
increase in lending rate, lending amount decreases and vice-versa. So she concluded
that lending rate is the most important determinant of loan and advances of all
commercial banks. This makes clear that borrower’s seem more interest conscious.
Finally her conclusion about her study, in her own words, as follow: “There is

significant relationship between deposit rate and deposit amount and lending rate and lending
amount of almost all commercial banks except one. Test of significance for correlation
coefficient between inflation rate and deposit and lending rate shows that these variables are

not correlated.”
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2.3 Research Gap

Previous researcher could not cover al the aspect of the deposit and its mobilization,
likewise many of the previous research is concentrated in the study of the total funds only
including the equity capital fund. Present study concentrates on the deposit collection and its
mobilization because collection deposit and its mobilization is one of the primary and
important functions of commercia banks, without which banks cannot survive and run the
business. Similarly the study also focuses on the composition of the deposit and the
mobilization in the different sectors. The study also analyses the cost of deposit and the

returns from the various sectors.
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CHAPTER I11

RESEARCH METHODOLOGY

Research methodology refers to the various sequential steps to be adopted by a
research in studying a problem with certain objectives in view". (Kothari, 1989, p 30)
Research methodology is the research method used to test the hypothesis. It sequentially
refers to the various steps to be adopted by a researcher in studying a problem with certain
objectives in view. In other words, research methodology describes the methods and process
applied in the entire subject of the study.

Generdly, it refers to the numerous processes adopted by the researchers during the
research period. It is the technique to solve the research problem in systematic manner. It
includes many techniques and is crucial for every research work. The main objective of this
research work is to evaluate the deposit mobilizing procedure adopted by the kumari Bank
Itd.

It helps to solve the research problem in a systematic way. This chapter has been
designed and developed as a guideline or a plan for the achievement of objectives set and
hypothesis developed as a guideline or a plan for the achievement of objectives and
hypothesis developed for the purpose of the study. Reliability and validity of research work is
facilitated by research methodology and the basic objective of this chapter is to guide next
chapter for data presentation and analysis. So, suitable research methodol ogy as demanded by

the study has been followed. It isintended to use ssmple and lucid research methodol ogy.

3.1 Research Design

Research design indicates a plan of action to be carried out in connection with
proposed research work. “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.”(Kothari, 1992, p 25). The study is based on descriptive research
design because the historical secondary data have been deployed for analysis.

The research examines the facts and postulates in certain frameworks on details and

supplies the important information on subject matter, summary of the study, major findings
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of the study, recommendations, conclusion etc. are the most significant information among
them, they are derived with the help of some financial and statistical tools were adopted to
evaluate the deposit mobilization of Kumari Bank Ltd.

3.2 Population and Sampling

The term population for research means al the members of any well-defined class of
objects or events. It refers to the industries of the same nature and its services and productsin
general (Wolf and Pant 1999, P.75). Similarly, the sample is only the portion or subset of the
universe or population. Hence in real sense, al the groups, individuals and elements under
study are the population and unbiased representation of the population is sample. For the
study purpose, total number of commercial banks is considered as the population and the
bank under study constitutes the sample. Kumari Bank Limited has been selected as the
sample for the study even though there are 31 commercial banks functioning al over the
country and their stocks are traded actively in the stock market.

For the sampling purpose, convenience sampling technique is used. Convenience
sampling refers to samples selected not by judgment or profitability techniques but because
the elements in a fraction of the population can be reached conveniently. There is no attempt
made to have a representative sample. Selection of sampling units is totally based on the
convenience of the researcher. When both time and money are seriously limited, convenience
sampling technique is widely used. Although convenient sampling is not very scientific, it is
perfectly valid in exploratory research or in the pre-test phase of a study where thereis a need
to get only an approximation of the value. This method is quick, convenient and less
expensive.

3.3 Natureand Sourcesof Data

The study is mainly based on secondary data. The secondary sources of data are those
that have been used from published and used by someone previously. The annual reports of
the bank form the major sources of data. The regulatory data were collected from NRB
directives and reports. The basic conceptual information was collected from NRB
publications and reports. Besides, following sources were used to collect required data for the
study.

NRB reports and bulletins and it's official website.
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Various publication related to the subject matter of the study.
Various articles published in journals and financing magazines.
Official Website of Kumari Bank Ltd.

Various research papers and dissertations.

Additional information were generated through discussions with concerned staffs of
the bank.

3.4 DataCollection Method

The study since is based on secondary data above mentioned sources were used for
gathering necessary information. The annual reports and other information of Kumari Bank
Ltd. have been obtained from the Pokhara, New road Branch and website of the bank, NRB
directives, Banking and Financial Statistics and other publications are collected from the
website of NRB. Existing literature on the subject matter was collected from various research
papers placed in Western Regional library (T.U.), Pokharaand Central Library (TU) Kirtipur.
Likewise, the review of working papers conducted by various international scholars on the
related matter was done through internet surfing to various websites. The conceptua review
was done through assistance of related text books by various writers and publications
available in the Western Regional Library (T.U.) and Central Library(TU) kirtipur.

3.5 DataAnalysisTools

Presentation and analysis of the collected data is the core of the research work. The
collected raw data are first presented in systematic manner in tabular forms and then are
anayzed by applying different financial and statistical (descriptive) tools to achieve the
research objectives. Besides, some graphs, charts and tables are presented to analyze and
interpret the findings of the study. The data analysis tools used are discussed below.

3.5.1 Financial Ratio Analysis Tools

Financial ratio analysis tools basically help to analyze the financial strength and
weakness of afirm. Ratio analysis is one of the important financia tools that have been used
in the study. Ratio is smply one number expressed in term of another and it expresses the
guantitative relationship between two numbers. There are different ratios to analyze and
interpret the financial statement of a bank however financial ratios related to the subject

matter of the research is used in the study which are as below.
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Total Liquid Fund to Total Deposits Ratio:

Total liquid funds to total deposits ratio is the expression of numerical relationship
between total liquid funds and total deposits of a bank. It measures the proportion of total
liquid funds in total deposits. Furthermore, it shows the overal short-term liquidity position.
The higher ratio implies the better liquidity position and lower ratio shows the inefficient
liquidity position of the bank. It is calculated by using the following mode!:

Total Liquid Funds
Total Deposits

Total Liquid Fundsto Total Deposits Ratio =

Where,
Tota Liquid Funds=cash in hand + foreign currency in hand + balance with NRB + Baance
with domestic bank + calls deposits

Cash Reserve Ratio (CRR)

It is the minimum amount of reserves a bank must hold in the form account balance with
NRB and cash held in vault. This ratio ensures minimum level of the bank's first line of
defense in meeting depositor's obligations. Commercia banks are required to maintain cash
reserve ratio in two forms, NRB Baance and Cash at Vault specified as the percentage of

total deposits as follows:

NRB Balanceto Total Deposits Ratio

NRB balance to total deposits ratio shows the numerical relationship between NRB
balance and total deposits of a bank. It measures the proportion of NRB balance in total
deposits. Following model is used to determine the NRB balance to total depositsratio.

NRB Balance
Total Deposit

NRB Baanceto Total Deposit Ratio =
Cash in Vault to Total Deposit Ratio

Cash in vault to total deposits ratio indicates the relationship between cash in vault to
total deposits. It shows the percentage of total deposit maintained as vault. It isworked out by

using the following model:
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Cashin Vault

Cash In Vault to Deposit Ratio= ——————
Total Deposit

Where, cash in vault = cash in hand + foreign currency in hand

L oan and Advancesto Total Deposit Ratio

Loan and advances to total deposit ratio measures the proportion of total deposits
mobilized by granting loan and advances. It shows the extent to which bank is capable of
mobilizing it's total deposits in loan and advances for the purpose of income generation.
Higher ratio indicates better mobilization of total deposit collected and so vice versa

However, from the liquidity view higher ratio is not preferable. It is calculated as below.

Loan and Advances
Total Deposit

Loan and Advancesto Total Deposit Ratio =

Where,
Loan and Advances = total long term loan + current liabilities
Total Investment to Total Deposit Ratio

Total investment to total deposit ratio measures the extent to which bank are able to
mobilized their deposits on investment in various securities. The ratio indicates the
proportion of total deposits mobilized by making investments considering appropriate
liquidity level. Higher ratio indicates better mobilization of total deposit collected and so

viceversa. It is calculated as below.

Total Investment

Total Investment to Total Deposit Ratio = -
Tota Deposit

Where,
Total Investment = Government securities + NRB bonds + Foreign Government securities +

Shares, Debentures and bonds + other investment

3.5.2 Statistical Tools
Average/Mean

A simple arithmetic mean is used to summarize the data as a representative of mass
data. A mean is the average value or the sum of all observations divided by the number of
observations. Mean is expressed as
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n
[}

aXx
Mean= = —
n
where,
X = mean

> X = Sum of the values of the variable x

n = number of values

Standard Deviation

Standard deviation is the absolute measure of dispersion of the values and shows the
deviation or dispersion in absolute term (Kothari,1989). Here, the standard deviation is used
to find out the deviation in absolute term. Standard deviation is determined in the following

way:

n = Number of observations

X = Individual value

X = Simple Arithmetic Mean
Coefficient of Variation

Coefficient of variation is the relative measure of dispersion based on the standard
deviation. It is most commonly used to measure the variation of data and is more useful for
the comparative study of variability in two or more series or graphs or distribution.
Symbolically, the coefficient of variation is defined as:

cv=2"100
X

Here,
S.D. = Standard Deviation

X = Mean
CV = Coefficient of Variation
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Coefficient of Correlation

The study measure relation between the various variables. The correlation between
the different variables of a bank is compared to measure the relationship between the
individual variables. Correlation refers to the degree of relationship between two variables. If
between two variables increase or decrease in one causes increase or decrease in another, then
such variables are correlated variables. The reliability of the value of coefficient of
correlation is measured by probable error. The correlation coefficient between two variables
describes the degree of relationship between those two variables. It interprets whether two or
more variables are correlated positively or negatively. This tool analyzes the relationship
between those variables of the bank which are helpful to make appropriate investment policy
regarding deposit collection, fund mobilization and profit maximization. The Karl Pearson
coefficient of correlation (r) is given as below.

o
X
Coefficient of correlation (r) = ﬂ
Here,
x=(X-X)
y=(Y-Y)

s, = Standard Deviation of series x
S, = Standard Deviation of seriesy
N = Number of Paris of Observation

1-r?
IN

The Karl Pearson coefficient of Correlation r always falls between -1 to +1. The value

Probable Error of r (P.Er.)=0.6745

of negative correlation signifies positive relation between the two variables. As the value of
correlation coefficient reaches near to zero, it is said that there is no significant relationship
between the variables.

The coefficient of correlation has been interpreted based on probable error (P.Er.). If
the value of correlation coefficient is greater than 6 times the value of probable error, the
correlation coefficient is deemed as significant and reliable. If the value of correlation
coefficient is less than the value of probable error, the correlation coefficient is said to be
insignificant and there is no evidence of correlation.

In the study, Karl Pearson's coefficient of correlation has been used to find out the
relationship between the following variables.
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i.  Correlation between Deposits and Loan and advances

ii.  Correlation between Deposits and Investments

Least Square Trend Analysis
Least square trend analysis has been used to find out the trend of total deposits, loan
and advances and investments. The general equation used for trend is given by:
y = atbx
Where,
y = Dependent Variables
x = Coded timein year (independent variable)
a=Y-intercept
b = dope of thetrend line.
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CHAPTER IV

DATA PRESENTATION AND ANALYSIS

The chapter deals with the presentation and analysis of data collected from different
sources. The study is conducted with reference to deposit collection and mobilization of
Kumari bank Itd.

4.1 Analysisof Deposit Position and its Composition

Deposit collection is one of the major functions of commercia banks as deposit is the
primary source of fund. Commercia bank collects deposits of public in different forms of
deposits like saving deposit, current deposit, fixed deposit etc. Deposits collected are to be
well managed since it is the liability of the bank and there is involvement of cost in form of
interest earned which is to be paid to the depositors. Based on cost, deposits are categorized
as two group one as interest free deposits and other as interest bearing deposits. Interest free
deposit comprises of current deposits (both local and foreign currency), margin deposits (of
L/C, guarantee) and other deposits (of financial institutions, organized institutions and
individuals). Likewise interest-bearing deposits comprises of saving deposits, fixed deposit
(of institutions, individuals and others both in local and foreign currency) and call deposits
(of financial institutions and other organized institutions). The total deposits of the bank isthe

sum of interest free deposits and interest bearing deposits, which are given below.
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Table4.1
Deposit Composition of Kumari
(In million)

Fiscal
Year (as | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Mean
mid July)
I nterest
Free 71136 | 87799 | 82138 | 92859 | 113518 | 894.9
Deposits
Current 601.72 | 78010 | 680.05 | 79237 | 98855 | 76856
Deposits
Margin 10064 | 9780 | 13801 | 13163 | M | 12374
Deposits
Other : : 332 | 459 5.09 26
Deposits
I nterest
Bearing | 12,062.93 | 14,832.94 | 16,611.18 | 16,057.69 | 20,850.01 | 16,082.95
Deposits
Saving

. 4138.81 | 4,170.32 | 5192.44 | 6551.42 | 5887.12 | 57176.02
Deposits
Fixed 3,799.56 | 4,527.05 | 7,206.20 | 6,654.66 | 9.958.05 | 6.269.10
Deposits
cal 412456 | 613557 | 427254 | 2.851.61 | 5804.84 | 4,637.82
Deposits
Total 12,780.15 | 15,710.93 | 17,432.25 | 16,986.28 | 21,985.19 | 16,978.96
Deposits

Source: Kumari Bank Annual Report.

As shown in the table 4.1 the total shows the volume of deposits is quite fluctuating
over the study period of first four years and then it increased dramatically in last year
2011/12. The deposits volume is minimum with Rs 12,780 million in year 2007/08 and is
maximum with Rs 21,985 million in the year 2011/12. The deposits volume were amost
consistent from 2007-2011 as there were immerse of so many other commercial banks and
financial institutions that diverted the customer deposit. But in the year 2012 it rose up as the
bank has launched new deposit scheme with comparatively higher rate of interest and other
facilities. Of the total deposits volume the interest bearing deposits cover the major part than
of interest free deposits. Both the interest free deposits and interest bearing deposits are
consistent in the year 2007 to 2011 and later increased in 2012. This indicates that Kumari
bank Itd. has been successful in capturing the deposits from the market during the study

period of 5 years.
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Fig.4.1
Deposit Composition Of Kumari Bank Ltd.
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Fig.4.1 shows the observed total deposits of the Kumari Bank Ltd. within the study
period of last five years. In the chart, the interest bearing deposits covers the major portion of
the total deposit volume. The bar diagram of total deposit volume over the year 2007 to 2011
is quite at the consistent level where asin 2012 it is the highest. The interest bearing deposits
trend over the 5 years is aso observed to be same as the trend of total deposit volume.
Whereas the interest free deposit volume is amost same over al the five years of study.
Overal it indicates banks capacity to collect maximum the deposit volume from the public.

4.1.1 Analysisof Cost of Deposit

The cost of deposits refers to the interest to be paid to depositors. Analysis of cost of
deposits of Kumari bank Itd. has been done below.
4.1.1.1 Trend Analysisof Interest Expense on Deposit to total Operating Revenue

The ratio of total interest expense on total operating revenue measures the total cost
involved for collection of deposits. This ratio is calculated by dividing the total interest
expenses on deposits only by total revenues. A high level of interest expense ultimately
results from maximum deposits volume collected by the bank. Besides interest rate offered on
deposits also affect the volume of interest expense. A high or increasing ratio of expenses to

total revenues may give indication of increase in cost and so is likely to affect profitability.
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Other interest expense on borrowing (debentures, bond, loan from NRB, interbank/financial
ingtitution borrowing etc) also has to be borne by the bank. Interest expense on total deposit
comprise of interest to be paid to the depositors of fixed, saving and call accounts, both local
and foreign currencies.

Commercial bank's earnings originate from interest on loans and advances,
investments, commissions and discounts, foreign exchange rate gains and other
miscellaneous income. Conversdly, it spends on depositor's interest, staff salary, provident
fund allowances and other operating expenses like rent, water and electricity, fuel expenses,
audit fee expenses, management expenses, depreciation, miscellaneous expenses and all other

expenses directly related to the operation of bank.

Table4.2
Interest Expense on Total Deposit to Total Operating Revenue

FY (asat mid July) 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
Interest Expense on Deposit | ye3 57 | 76050 | 108833 | 146083 | 1576.49
(in million)
L‘i’ltﬁ"og)pera“ ng Revenue(in | 143913 | 1474.69 | 2013.72 | 2405.77 | 2604.74
Total Interest Expense on
Deposit to Total Operating 44.59 31.23 54.05 61.10 60.52
Revenue (%)

Source: Kumari Bank Annual Report

As shown in Table 4.2. the total expense on total deposit volume to total operating
revenue is in decreasing trend. The ratio in 2007/08 stood at 44.59%, which later decreased
i.e. 31.23% in 2008/09 and finaly in the year 2011/12 it increased to 60.52%. The ratio of
61.10% in the year 2010/11 is maximum during the observed period. With the fluctuation in

deposit volume the interest expense also has been fluctuating over period taken for study.
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Fig.4.2

Interest Expense on Total Deposit to Total Operating Revenue
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Fig.4.2 exhibits the observed total interest expense on deposit to total operating
revenue ratio of Kumari bank Itd. with least square trend line within the study period of last
five years. As shown in the chart, the observed ratio declined downward on 2008/09 and |ater
from 2009/10, the slope is upward and on 2011/12 the ratio slightly declined. The slope of the
trend line determined by the least square method is positive i.e. 0.0617 which speaks the
increasing trend of ratio. The positive slope thus indicates increasing interest expenses with
respect to income, which is due to increase in deposit volume as well as increase in interest

rate offered by the bank and this has ultimately contributed to larger operating revenues.

4.1.1.2 Trend Analysisof Net Interest Income of Kumari Bank Ltd.

The net interest income margin measures the net return on the bank's earning assets
(investment securities and loans and leases). It is calculated by deducting the total interest
expense from the total interest income. Interest income is generated from loan, advances and
overdraft, investments, balances in other banks, money at call and short notice and others like
interbank loan and FCY placements. Interest expense incurs due to bank's deposit liability
and borrowings from NRB or other interbank or financial institutions.

Generdly, the net interest margin ratio should be 3% to 4% with respect to earning
assets and higher is better in banking industry (World Bank,1996). However it highlights the
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fact that looking at returns without looking at risk can be misleading and potentially

dangerous in terms of bank solvency and long run profitability (Saunders and Cornett, 2004)
Table4.3
Net I nterest Income

JFJJ)"J‘S at Mid 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Mean
Totd Interest 957.25 | 1374.72 | 1871.07 | 2257.72 | 244158 | 1780.47
Income(in million)
Tota Interest || 19573 | 81620 | 1188.92 | 1566.55 | 1622.49 | 1138.58
Expense(in million)
Net Interest 45852 | 55852 | 68215 | 69L71 | 819.09 | 641.99
Income(in million)

Source: Kumari Bank Annual reports

In the past five years, the Net interest income of Kumari bank Ltd. was distributed
over 458.52 million of 2007/08 and 819.09 million of 2011/12. The minimum volume was
observed in 2007/08 with Rs 458.52 million and the maximum volume was found in the

concluding year 2011/12 with Rs 819.09 million. Net interest income continuously increased

over the study period of five years and isin increasing trend. The mean of net interest income

is Rs 641.99 million for the study period. Throughout the review period the Net Interest

Income ratio was found slightly above the generally accepted benchmark.
Fig. 4.3
Trend of Net Interest Income of Kumari Bank Ltd.
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expense from 2007/08 to 2011/12. The slope of the trend line obtained from least square

trend line is positive which shows increasing trend of Net interest income during the study
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period. It was found increasing continuously over the years of study. The total interest
income is aso in the increasing trend through it remained constant for the three years i.e.
2008/09 to 2010/11. and it increased in fina year. Likewise the interest expense is in
increasing trend. The increase in net increase income over the years indicates bank's capacity

to maintain higher interest margin than the benchmark.

4.1.2 Analysisof Uses of Deposits

Commercial bank collects deposits of public in different forms of deposits like saving
deposit, current deposit, fixed deposit etc. Deposits are the primary source of fund for the
commercia banks. Deposits collected are to be well managed since it is the liability of the
bank and there is involvement of cost in form of interest earned to be paid to the depositors.
Deposits collected are mobilized in different sectors. Thus deposits collected are used for
different purpose that make up composition of assets.

The bank's assets composition represents the varied nature and consequence of the
bank's function and investment policies. Usually bankers seem to arrange their assets
appearing in balance sheet in descending order of liquidity. The capital and liabilities of
banks are invested in various assets in the form of cash and bank balance, placements,
investments, bills purchase, loans and advances and fixed assets. Of these, loans usually
make the largest portion of all the assets, as they are the least liquid form of assets and it falls
under high-risk category of assets. Loans and advances contain the high proportion of
potential risk to the bank's capital. Management spends significant time, energy, and
resources on their asset portfolio, particularly the loan portfolio. Problems within this
portfolio can detract from their ability to successfully and profitably manage other areas of
the ingtitution. Risks to the solvency of financia institutions most often derive from an
impairment of assets, which in turn can arise from deterioration in the financial health and
profitability of the institution's borrowers, especially the non-financial corporation's sector.
Assets not only determine the soundness of a bank but also its capacity to earn profits.
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Table4.4
Uses of Deposit
(in per centage)

F'Scr":‘]'i Jjﬁ‘;g‘s a | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | Mean
Cash (%) 3.76 296 2.80 256 232 | 288
gj)ance with NRB 245 | 605 | 812 | 257 | 1139 | 122
Balance with
Banks/financial 0.82 0.57 237 0.57 110 | 1.09
institutions
Money a call and 037 | 016 | 058 | 220 | 128 | 092
short notice
Investment 1423 | 815 | 1119 | 1724 | 1170 | 1250
Loans and Advances
o B < Purchace 7543 | 7872 | 7195 | 7138 | 7009 | 7351
Fixed Assets 1.48 1.34 1.39 1.49 110 | 1.36
Non Banking Assets 2.09 - - - - 0.42
Other Assets 225 2.05 161 1.98 102 | 178
Total Assets 100 100 100 100 100 100

Source: Kumari Bank Annual Report

Table 4.4 shows assets composition of Kumari bank Itd. over the period 2007/08 to
2011/12. As shown in the table, percentage of cash, bank balance with NRB and balance with
banks/financial institutions (which form the most liquid of al assets) was in fluctuating trend
throughout the five years. Cash, bank balance with NRB and balance with banks/financial
institutions were 7.03%, 9.58%, 13.29%, 5.7% and 14.81% inthe 5 years. The average cash,
balance with NRB and balance with banks/financial institutions of Syears was 5.19%. Money
at call was minimum in FY 2008/09 at 0.16% then increased rapidly for the next 2 years and
decreased dlightly in 2011/12. The investments composition of the total assets has shown
steady decrease during the review period with 8.15% in 2008/09 and 11.19% in 2009/10. The
investment proportion in the five years period is averaged 12.50%. While in general, the total
proportion of investments showed steady decrease during the review period, the loan and
advances proportion seemed increasing since 2007/08. This movement observed was a switch
over of investment into loans and advances since 2007/08. The loan, advances and hills
purchase was 75.43% in 2007/08 and 70.09% in 2011/12 with an average of 73.51%. As it
can be seen from the Fig 4.3 major part of total assets was held in form of loans and advances
and investment. Similarly, fixed assets proportion increased steadily during the period with
1.48% in 2007/08 and 1.49% in 2010/11 and slightly decreased in 2011/12 to 1.10%.
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Assets composition of the commercial banks remained largely same in last five
financial years. As it can be seen from the table given above mgjor part of total assets were
held in the form of loans and advances and investment, which falls under high-risk category
of assets.

Fig.4.4
Uses of Deposit of Kumari Bank Ltd.
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The fig 4.4 shows the areas where deposits collected by the bank has been mobilized
during the study period. It can be said as assets composition of the bank. It reveals that asset
composition of Kumari bank Itd. like in every bank remained in loans and investment during
the last five financial years. It is also observed that there was a switch over of investment into

|oans and advances since 2007/08.
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Table4.5
Investment Composition (%)
Particulars 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
gi‘l’}’semme”t Treasury 5076 | 5841 | 6624 | 7293 | 76.35
Government Saving i i i i i
Certificate
Government Other Bonds 8.93 13.08 9.10 6.48 11.21

Nepal Rastra Bank Bonds - - - - -
Foreign Bonds - - - - -

Local Licensed 818 | 1324 | 1066 | 1227 | 264
Institutions

Foreign Banks 22.28 14.06 13.05 7.66 9.00
Shares of Organized 0.06 0.09 021 0.18 0.22
Institutions

Bonds and Debenturesin

Organized Institutions 0.79 1.12 0.74 0.48 0.58
Other Investments 100 100 100 100 100
Provision - - - - -
Net | nvestment 100 100 100 100 100

Source: Kumari Bank Annual Report

As shown in Table 4.5 of the total investments, FY 2007/08, maximum of 22.28%
was invested in foreign banks followed by 59.765% in government treasury bills and
remaining in other bonds and debentures. The proportion in foreign banks and bonds and
debentures showed decrease through the period and conversely showed increase in

government treasury hills.
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Fig.4.5
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Fig.4.5 exhibits the investment composition in terms of percentage. Of the total
investments it is compose of investment in government treasury bills, government other
bonds, local licensed ingtitutions and remaining in other shares, bonds and debentures
followed by investment in foreign banks as well. The proportion in foreign banks decreased
so showed decrease in overall investment while government securities increased so showed
increase in overal investment. Investment in government securities is increased due to
government instability.

Likewise loan, advances and bills purchased were the other area covering major part
of total assets volume. In other words, deposits collected have been largely mobilized in loan,
advances and bills purchased and so the volume and composition of Kumari bank Itd. during

the study period has been presented by Table 4.6 as below.
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Composition of L oan, Advances and Bills Purchased & Provision
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in million
Fiscal Year (asat 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
mid July)
1) Performing Loan | 11,369.91 | 14,730.72 | 14,966.08 | 14,926.24 | 17,703.99
1.1. Pass 11,332.15 | 14,724.72 | 14,886.64 | 14,758.34 | 17,701.38
1.2. Restructured 37.76 6.00 79.44 167.90 2.61
f)o’;‘no”'Perform'”g 15248 | 6454 7551 | 16423 | 397.35
2.1. Sub-Standard 58.32 13.08 10.15 0.91 43.20
2.2. Doubtful 78.97 31.74 34.18 9.36 110.61
2.3. Loss 15.19 19.72 31.18 144.96 243.54
A.Total Loan (1+2) | 11,522.38 | 14,795.26 | 15,041.59 | 15,090.47 | 18,101.34
3. Loan Loss
Provision
3.1. Pass 113.32 147.25 148.87 147.58 177.01
3.2. Restructured 4.72 0.75 0.49 0.46 0.33
3.3. Sub-standard 14.58 3.27 2.54 2.48 10.80
3.4. Doubtful 39.48 30.92 17.09 4.68 55.31
3.5. Loss 15.19 19.72 31.18 144.96 243.54
B.Total 187.202 | 20191 | 20017 | 30016 | 486.99
Provisioning
4. Provisioning up to
previous year
4.1. Pass 89.58 113.32 147.25 148.87 147.58
4.2. Restructured 4.83 4.72 0.75 0.49 0.46
4.3 Sub-Standard 2.59 14.58 3.27 2.54 2.47
4.4. Doubtful 19.32 39.48 30.92 17.09 4.68
4.5. Loss 17.10 15.19 19.72 31.18 144.96
C.Tolalprovison | 43345 | 18720 | 20191 | 20017 | 30016
till last year
D. Written Back
from last year (7.24) (42.78) (14.82) (13.79) (0.13)
provision
E. Additional
provision in this 61.11 57.40 13.08 113.78 186.96
year
Changein thisyear 53.87 14.62 (1.75) 99.99 186.83
Net Loan (A-B) 11,335.09 | 14,593.35 | 14,841.42 | 14,790.31 | 17,614.35

Source: Kumari Bank Annual Report
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Table 4.6 exhibits the loan and advances composition over the five years. Of the total
loan and advances it's major composition are Performing loan and Non-Performing loan.
Performing loan is increasing steadily throughout the five years i..2007/08 to 2011/12.
Under performing loan, pass loan is increasing but there is fluctuation in restructured loan
over the five years. In FY 2011/12, performing loan stood at highest of Rs 17,703.99 million
and in FY 2007/08, performing loan stood at lowest at Rs 11,369.91 million.

Likewise, Non-performing loan is in fluctuation situation from 2007/08 to 2011/12.
Under non-performing loan there exists sub-standard, doubtful and loss. The non-performing
loan stood at highest of Rs 397.35 million in FY 2011/12 and in FY 2008/09 stood the lowest
at Rs 64.54 million. This movement observed was a switch over of investment into loans and
advances since 2007/08.

4.1.3 Analysisof Liquidity Position of the bank

The level of liquidity influences the ability of a banking system to withstand shocks.
Liquidity risk arises when an Fl's liability holders like depositors demand immediate cash for
the financial claims they hold with and FI. The most liquid asset is cash, which FlIs can use
directly to meet liability holder's demand to withdraw funds. Day to day withdrawals by
liability holders are generally predictable and large. Fls can expect to borrow additional funds
on the money and financial markets to meet any sudden shortfalls of cash. At times FIsface a
liquidity crisis due to either alack of confidence on the FIs problem or some unexpected need
for cash, the liability holders may demand larger withdrawals than usual. This turns the Fl's
liquidity problem into a solvency problem and causesit to fail. (Saunders and Cornett, 2004)

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

analysis has been done below.

4.1.3.1 Liquid Assetsto Total Deposit Ratio
The liquid assets to deposit measures the levels of liquid assets available with the
bank to meet short-term obligations. It measures overal liquidity position. Cash in hand,

foreign currency in hand, balance with NRB, balance with domestic bank, balance held
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abroad and money at call are included in total liquid fund. Thisratio is computed by dividing
liquid assets by total deposits. The higher ratio implies the better liquidity position and lower
ratio shows the inefficient liquidity position of the bank. As per NRB direction, only

investments in government securities are considered as liquid.

Table4.7

Liquid Fundsto Total Deposit Ratio

Fiscal Year (as
at mid July)
Liquid Funds (in

million)

Total Deposits (in
million)

Liquid
Funds/Tota 24.53 21.13 29.84 30.95 32.82
Deposits(%0)
Industrial
Average(%)
Variance from
Industrial 11.37 8.42 17.06 15.99 22.07
average(%)
Source: Kumari Bank Annual Report

2007/08 2008/09 2009/10 2010/11 | 201V/12

313495 | 331991 | 520224 | 5256.87 | 7,214.81

12,780.15 | 15,710.93 | 17,432.25 | 16,986.28 | 21,985.20

13.16 12.71 12.78 14.96 10.75

Table 4.7 shows that the liquid funds to total deposit ratio of Kumari bank during the
period FY 2007/08 to 2011/12. The ratios are in fluctuation trend in first two years and there
after it continuously increased for the next three years. The liquid assets to deposit ratio was
minimum in 2008/09 was 21.13% when the deposit was Rs. 15,710. million. Likewise the
ratio was maximum in 2011/12 with 32.82% when the deposit was Rs. 21,985.20 million.
The extreme levels of the ratio are inversely proportional to the deposit level, in absolute
terms. The ratios are in fluctuation trend in first two years and then after in increasing trend.
The ratios were greater than the industrial average ratiosin all observed year i.e. differenceis
positive in al period. Overal, the bank held liquid assets percentage above the industrial

average.
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Fig.4.6

Liquid Fundsto Total Deposit Ratio VsIndustrial Average
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Fig.4.6 exhibits the liquid fund to total deposits ratio of the bank in comparison to the
industrial average ratio within the study period of last five years. In the chart, the total liquid
funds to total deposits curve of the bank is above the industry average curve in al observed
fiscal years. This fact implies that the overall liquidity position of the bank is better than
industrial average ratio. However the liquidity isin decreasing trend as the bank has switched
to investing on more profitabl e assets.

4.1.3.2 NRB Balanceto Total Deposit Ratio

This ratio shows whether bank is holding the balance as required to NRB. To ensure
adequate liquidity in the commercia banks, to meet the depositor's demand for cash at any
time, to inject the confidence in depositors regarding the safety of their deposited funds. NRB
has put the directives to maintain certain percent of total deposit in NRB by the commercial
banks. The bank should strictly comply with the directives. Total deposit means current,
savings and fixed deposit account as well as call account deposit and certificates of deposits.
For the purpose, deposits held in convertible foreign currency, employees guarantee amount
and margin account will not be included (NRB Directive Manual,2004). The following table
shows the NRB Balance to total deposit ratio with compared to industrial average ratio.
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Table4.8
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Fiscal Year (asat | 05708 | 2008/00 | 2000/10 | 201011 | 201112
mid July)

mﬁl?oﬁf"ance('” 24458 | 112076 | 166399 | 52695 | 2,862.92

Tota Deposits Less

margin & FCY (in | 12,67051 | 15,435.08 | 16,769.39 | 16,063.28 | 21,016.18

million)

NRB Balance/Total 1.03 7.07 9.2 3.28 13.62

Deposit (%)

'(Q/f)ust”a‘ Average 7.23 0.85 7.85 7.09 12.74

Difference from

s ooy | 53 278 2.07 381 0.88

Source: Kumari Bank Annual Report

Table 4.8 shows that Kumari bank Itd. has maintained reserve with NRB sometime
below and sometime above the industry average. The above calculation is based on year end
volumes of deposit and NRB balance where as NRB calculates CRR on weekly average
balances. As regard to the deposit volume, it is aso fluctuating in randomly over the study
period. The volume of deposit is aso in fluctuation trend. Likewise NRB balance also
fluctuated, it was in increasing trend up to 2009/10 and then in decreasing trend and again it
increased in 2011/12 with Rs. 2,862.92 million. NRB balance to total deposit ratio of the
bank is increasing in earlier 3 years and then decreased in 2010/11 and again rose up in
2011/12. The NRB balance to deposit ratio showed maximum in 2011/12 with 12.074%
when the deposit volume was a'so maximum. The ratios were some time less and sometime
more than industrial average ratio in al observed yearsi.e. difference is negative and positive
too. Thisimplies that deposits of Kumari bank Itd. with NRB is sometime less and sometime

more than that of industrial average.
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Fig.4.7

NRB Balance/Deposit ratio VsIndustrial Average
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total
deposit ratio compare with the industrial average ratio within the study period of last five
years. As shown in the chart, the NRB balance to total deposit curve of Kumari bank Itd. is
sometime in below and sometime above the industrial average curve in al years during the
study period. This fact implies that the balance with NRB balance to total deposit with the
industry average shows that the bank has sometime maintained and sometime not maintained
the balance wit NRB as per the directives over the study period. The gap was minimum in
2008/09 and maximum in 2007/08.

4.1.3.3 Cash at Vault to Total Deposit Ratio

This ratio shows the percentage of total deposits held as cash in hand at vault. This
ratio measures the percentage of most liquid fund with the bank to make immediate payment
to the depositors. This ratio is computed by dividing cash in vault by total deposits. Cash in
hand and foreign currencies in hand are included as cash in vault. So, sufficient and
appropriate cash reserve in the vault should be maintained. Total deposits means current,
savings and fixed deposit account as well as call account deposit and certificates of deposits.
For the purpose, deposits held in convertible foreign currency, employees guarantee amount

and margin account will not be included (NRB Directive Manual, 2004)
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Table4.9

Cash at Vault to Total Deposit Ratio

Fiscal Year(asat | ,5y703 | 200800 | 2009/10 | 2010/11 | 201112
mid July)

Cash invaullt (in 565.64 | 54911 | 57407 | 52478 | 584.14
million)
Total Deposit less
margin & FCY 1267051 | 15,435.08 | 16,769.30 | 16,068.28 | 21,016.18
Deposits (in million)
Cash at Vault/Totd
Demedtsoh 4.46 3.56 3.42 3.27 2.78
Industrial Average 2.97 281 2.79 2.95 3.00
(%)
Difference from
e ooy | 149 0.75 0.63 0.32 022

Source: Kumari Bank Annual Report

Table 4.9 shows that volume of cash at vault is fluctuating while the volume of
deposits is in rising trend. The ratio was maximum in 2007/08 with 4.68% and lowest in
2011/12 with 2.78%. The ratio has decreased throughout the five years. Cash in vaults have
increased in early two years and decreased in 2009/10 and after that it again increased
steadily for two years. So, increase in cash in vault (relatively lower rate) has fluctuating
trend in the ratio for these years. But in year 2011/12, cash in vault is maximum, so the ratio
is observed maximum. Ratio is more than in early four years than the industry average but in

2011/12 theratio is less than the average.
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Fig. 4.8

Cash at Vault /Deposit ratio VsIndustrial Average
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Fig. 4.8 exhibits the observed cash in vault ratio of the Kumari bank Itd. compared
with industrial average ratio within the study period of last five years. In the chart, the ratio
curve indicates fluctuation of ratio in alternative years. The ratio is observed above the
industry average in al the review period excluding last year i.e. 2011/12. Overall it indicates
banks capacity to keep cash position is smooth and sometime fluctuating.

4.1.4 Analysisof Asset Management Position of the bank

The interest uncertainty of their cash flows, cost of funds and return on investments
has prompted banks to seek out greater efficient in the management of their assets and
liabilities. This need has led to studies concerned with how to structure a bank's assets and
liabilities to make optimal tradeoffs among risk, return and liquidity.

Every commercia bank must be able to manage its assets properly to earn high profit
maintaining appropriate level of liquidity. Proper asset management of bank refers to the
efficiency of the bank to manage its assets in profitable way by mobilizing its funds in the
best possible way. To measure the asset management position of the bank, the following
measures of asset management ratio has been calculated and its analysis has been done
below.
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4.1.4.1 Loan and Advancesto Total Deposit Ratio

Commercial bank's collect deposits from the individual and institutional depositorsin
form of different accounts offered. These funds collected are further extended in the form of
loan and advances to different borrowers in the form of performing loan and non-performing
loan. Bank in return make earning from interest on loans and advances granted. However, it
should also be noted that before lending bank should consider various aspects like risk
anaysis, diversification, bank's credit policy, NRB rules and regulations, customer's behavior
efc.

The ratio of total loan and advances to total deposit is used as a proxy measure of the
asset management quality. Thisratio is calculated by dividing the loans and advances by total
deposits. This ratio measures the extent to which bank is successful to mobilize it's total
deposits on loan and advances for the purpose of income generation. A high ratio indicates
better mobilization of deposits collected and so vice-versa. However it should be also well
noted that excessive high ratio might not be better from the liquidity viewpoint and it may
reflect an inefficient asset management. This can be , but necessarily due to asset
management deficiencies and is likely to negatively affect profitability.

Table4.10

L oan and Advancesto Total Deposits Ratio

Fiscal Year (asat

. 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12
mid July)

Total Loan &
advances (in 11,335.09 | 14,593.35 | 14,765.91 | 14,626.07 | 17,614.35
million)

Total Deposits (in

S 12,780.15 | 15,710.93 | 17,432.25 | 16,986.28 | 21,985.19
million)

Total Loan &
advancesto Totd 88.69 92.89 84.70 86.11 80.12
Deposit Ratio (%)

Industrial Average

(%) 71.09 70.64 74.04 76.79 71.73

Difference from
industrial average 17.6 22.25 10.66 9.32 8.39
(%)

Source: Kumari Bank Annual Report
As shown in Table 4.10, the total loan and advances to total depositsis in increasing
trend from 2007/08 to 2011/12. The ratio increased in 2007/08 from 88.94% to 92.89% in
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2008/09 which is the maximum of all the review period. The ratio however decreased
thereafter to 80.12% in 2011/12 which is the minimum ratio of the observed years. It can be
concluded that as the ratios are satisfactorily consistent during the study period. Kumari bank
Itd. is mobilizing efficiently the collected deposits. Ratio is more than the industrial average
throughout the study period.

Fig.4.9

Total Loan and Advances/Total Deposit Ratio VsIndustrial Average
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and
adva
nces to total deposits ratio of Kumari bank with industrial average ratio within the study

period of last five years. As shown in the chart, the observed ratio increased upwards from
2007/08 to 2008/09 and reached the maximum of 92.89% and later it continuously decreased
till 2011/12. The ratio is observed above the industria average through the study period of
last five years. Overdl it indicates banks capacity to maintain increasing loan and advances
with respect to increase in deposits, which is considered as satisfactory asset management

quality.

4.1.4.2 Total investment to Total Deposit Ratio

Besides loan and advances, a commercial bank may mobilize it's deposits by making
investments in different securities issued by government and other financial and non financia
organized institutions. This ratio is computed by dividing total investments by total deposits.
This ratio measures the extent to which banks are able to mobilize their deposits on

investments in various securities. In the process of making investment portfolio various
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factors like availability of fund, liquidity requirement, central bank norms etc are to be well
considered. This ratio indicates the proportion of deposits mobilized for the purpose of
income generation as well as maintaining liquidity in appropriate level. A high ratio indicates

success of bank in mobilizing deposits in investment and so vice versa.

Table4.11

Total Investmentsto Total Deposits Ratio

Fiscal Year (8s | ,n07/08 | 200800 | 200910 | 201011 | 2011/12
at mid July)

Total Investment |, 1358 | 151083 | 220835 | 353362 | 2,940.56
(in million)

L‘i’ltﬁ"ogepos“s('” 12,780.15 | 15,710.93 | 17,432.25 | 16,986.28 | 21,985.19
Tota Investment

to Total 16.74 9.62 13.18 20.80 13.38
Deposits(%o)

Industrial

Averag%) 05,57 23.22 21.25 6.82 20.88
Difference from

Industrial -8.83 136 -8.07 13.98 75
Average(%)

Source: Kumari Bank Annual Report

As shown in table 4.11, the total investments to total deposits has been in decreasing
trend during the review period of 2007/08 to 2011/12. In FY 2008/09 the ratio of 9.62% isthe
minimum of all the review period. The continuous decline in total investment is due to the
bank's policy to switch over of investment into loans and advances since study period of five
years. Bank has withdrawn investments and has diverted it's funds towards |oan and advances
as the return from investments especially government securities are lower as compared to that
of others. The ratios were almost lesser than the industrial average ratios in every observed
year expect in the FY 2010/11.
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Fig.4.10

Total Investmentsto Total Deposit Ratio VsIndustry Average
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stme
nts to total deposit ratio of Kumari bank Itd. in comparison to the industrial average ratio
within the study period of last five years. As shown in the chart, the total investments to total
deposit curve isin fluctuation trend in al the study period. However, the observed ratio isin
decreasing trend which indicates decreasing investments with respect to increasing deposits.
This shows bank has switched from deposit mobilization from investment to other more

profitable sectors. The negative slope thus indicates. This shows that bank has switch.

4.15 Analysisof Correlation of Depositswith other variables

The study has analyzed the correlation of deposits with loan and advances and
investment in addition loan and advances with investment has aso analyzed.
4.1.5.1 Correlation between Depositsand Loan & Advances

The correlation between deposits and loan & advances measures the degree of
relationship between these two. In commercial banks, deposits are the main source of fund
for lending. Similarly loan and advances are very important for mobilization of collected
deposits. So how increase in deposits of bank impact in the volume of loans and advancesis
measured by correlation. Here deposit is considered as independent variable and loans and

advances as dependent variable.
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Table4.12

Correlation between Deposits and Loan & Advances

Correlation Coefficient(r) P.E. 6P.E.r Remarks
0.9747 0.0151 0.0906 r>6P.E.r

As shown in Table 4.6.1 the correlation coefficient (r) between deposits and loan &
advances of Kumari bank is 0.9747 and Probable Error times 6 is found 0.0906. As r>6P.E.r,
and r is positive and near to 1, it clarifies that there is positive relationship between the
deposits and loan and advances during the study period of five years.
4.1.5.2 Correlation between Deposits and | nvestments:

The correlation between deposits and investments measures the degree of relationship
between deposits and investments made by the bank. How the increases in deposits impact
the investments is measured by correlation coefficient. Here also deposit is taken as

independent variable and investment as dependent variable.

Table4.13
Correlation between Deposits and I nvestments
Correlation Coefficient(r) P.E. 6P.E.r Remarks
0.7893 0.1140 0.684 r>6P.E.r

As shown in Table 4.13 the correlation coefficient (r) between deposits and
investments of Kumari Bank Ltd. is 0.7893 and Probable Error times 6 is found 0.684. As
r>6P.E.r, coefficient between deposits and investment is significant. However asr is positive
it clarifies that there is positive correlation between deposits and investments during the study

period however relationship is quite nominal.

4.1.5.3 Correlation between L oans and Advances and I nvestments:

The correlation between loan & advances and investments measures the degree of
relationship between loan & advances and investments made by the bank. This correlation
measures whether the bank has a rigid policy to maintain a consistent relationship between
these two assets or other factors like seasonal opportunity, economic demand, NRB directives
etc have impact on volume of both loan & advances and investments. Generally every banks
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give priority on loan and advances than to investment so volume of investments does not
impact on loans. However either increase or decrease in volume of loans & advances directly

decrease or increase the investments.

Table4.14
Corrdation between Loan & Advances and | nvestments
Correlation Coefficient(r) P.E. 6P.E.r Remarks
0.6828 0.1614 0.9684 r<6P.E.r

As shown in Table 4.14 the correlation coefficient (r) between loan & advances and
investments of Kumari bank Itd. is 0.6828 and Probable Error times 6 is found 0.9684. As
r<6P.E.r, coefficient between loan and advances and investment is not significant. As value
of (r) is positive it clarifies that there is positive correlation between loan & advances and

investments.

4.2 Major Findings
The major findings of the study on deposit collection and mobilization of Kumari
bank Itd. are as follows:

» Total deposits volume of Kumari bank Itd. remained largely in interest bearing
deposits in the last five financial years. The deposit volume in interest free deposits
are current deposits, margin deposits and other deposits which contributes less to the
total deposit volume. The interest free deposits remained almost the same over the
study period. The total deposits volume is found in increasing trend though it is at
lower rate.

> The cost of depositsi.e. the interest expense on total deposit volume to total operating
revenue is in decreasing trend. With the increment in deposit volume the interest
expense also has been increasing over period taken for study. However the deposit
volume has been increasing trend as well as cost on deposits is in increasing trend
which is due to bank offering higher interest rate as they had sufficient volume of
deposits. Whereas the total operating revenue are in increasing trend.

» The Net interest income of Kumari bank Itd. is continuously increasing. The slope of
the trend line obtained from least square trend line is positive which shows increasing
trend of Net Interest Income during the study period. Throughout the review period

bank has maintained higher interest margin.
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> Mobilization of deposits of Kumari bank Itd. like in every banks has remained largely
in the loans and investment in the last five financia years. In the study period of 5
years, the average composition of Cash, Bank Balance, Money at Cal, Investments,
Loan & Advances, Fixed and other assets were 2.88%, 2.29%, 0.92% 73.51%, 1.36%
and 1.78% respectively. The switch over of Net investments on to loan and advances
since 2007/08 has been observed. The investment is likely in decreasing trend due to
decrease in investment in government securities as aresult of government instability.

» The liquid assets to total deposit ratio of Kumari bank ltd. during the period FY
2007/08 to FY 2008/09 has been decreasing but from 2009/10 to 2011/12 are in
increasing trend. The liquid assets to deposit ratio minimum in 2008/09. Likewise the
ratio is maximum in 2011/12 when the deposits are highest. The extreme levels of the
ratio are inversely proportional to the deposit level, in absolute terms. The ratios are
always greater than the industrial average ratios in the observed year. Overdl, the
bank held liquid assets percentage above the industrial average.

» The NRB baance to deposit ratio has showed maximum in 2011/12 when the deposit
volume is maximum. Kumari bank Itd. has maintained cash reserve with NRB below
the industry average, which however necessarily does not conclude inadequate cash
reserveratio at NRB since the calculation is based on year end volumes of deposit and
NRB balances and NRB calculates CRR on weekly average balances. However the
ratio is observed low which is a limitation of the study. However the ratio is getting
below the industry average except fiscal year 2011/12.

» Thevolume of cash at vault is fluctuating aternatively over the study years. Theratio
is greater than the industry average in all observed years expect FY 2011/12. Cash in
vaults have been fluctuating randomly over the study period and also the increaseis at
lower rate than increase in deposits. The ratio is observed above the industry average
in the review period expect 2011/12. In overall it indicates banks capacity to keep
cash position isvolatile.

» The slope obtained from total loan and advances to total deposits ratio of the bank is
fluctuating. The negative slope of the trend line obtained with least square trend line
indicates the decreasing of the ratio since FY 2007/08. This reflects the decreasing
trend of ratio. The slope thus indicates decreasing loan and advances with respect to
increase in deposits, which is considered as unsatisfactory asset management quality.

» The total investment to deposit ratio of the bank has been fluctuating over the study

period. The ratio is fluctuating in downward trend. The slope of the trend line
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determined by the least square method is negative indicating the downward trend in
ratio during the period of five years. The decreasing trend of ratios implies that
decreasing investments with respect to increasing deposits. This shows that bank has
switch deposits. This shows that bank has switch deposit mobilization from
investments to other aress.

The correlation analysis shows that the correlation coefficient (r) between deposits
and loan and advances bank during the study period. Likewise the value of 6PE is
found to be 0.0906. Here r>6PE so the correlation coefficient between deposits and
loan & advances is significant. As r is positive and near to 1 and so it can be
concluded that there is high degree of association between deposits and loans &
advances and both of them are directly related.

The correlation analysis shows that the correlation coefficient (r) between deposits
and investments of the bank is 0.7893 and so it is found that there is positive
correlation between deposits and investments during the study period. Likewise the
value of 6PE isfound to be 0.684. Here r>6PE so the correlation coefficient between
deposits and investment is significant. Asr is positive but very lower than 1 and so it
can be concluded that there is positive relation however relationship is quite nominal.
The correlation analysis shows that the correlation coefficient (r) between loan &
advances and investments of the bank is 0.6828. and so it is found that there is
negative correlation between loan & advances and investments during the study
period. Likewise the value of 6PE is found to be 0.9684. Here r<6PE so the
correlation coefficient between loan& advances and investment is not significant. Asr

ispositive and so it can be concluded that there is positive correlation.
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CHAPTER V

SUMMARY, CONCLUSIONSAND RECOMMENDATIONS

This chapter includes three aspects of the study - summary, conclusion and
recommendations. The first aspect summarizing the whole study, the second draws the

conclusion, and the last one forwards the recommendations.

51 Summary

The study was carried out as academic requirements for master's degree of business
studies, on the topic of " A Case Study On Deposit Collection & Maobilization of Kumari
bank Itd." The study was started with the objective to find out the fact about deposit
collection pattern and it's mobilization of Kumari bank Itd. The analysis of deposit collection
is done to obtain a better insight into a bank's deposits total aspects. Bank effectiveness in
deposit collection and mobilization is judged on the basis of its liquidity position, asset
management position, cost on deposits management etc. There has been continuous increase
in numbers of commercial banks and almost all of them are earning profit, but it has now
become a challenge for these banks to attract customers for deposit and retain them for long
periods. Thus, the interest was expressed to anadyze the deposit collection and its
mobilization of Kumari bank Itd.

The study was conducted with the general objective to anadyze and evauate
effectiveness of Kumari bank Itd. in deposit collection and its mobilization. In addition with
this specific objectives of the study were to analyze the trend in deposits, loan and advances,
investments, asset composition, asset management ratios, liquidity ratios, cost involved in
deposit collection and correlation between the deposit and it's dependent variables of the bank
in period of year 2007/08 to 2011/12.

Various material were reviewed in order to build up the conceptual foundation and to
find out the clear destination of the research work. Meaning and functions of commercial
banks, concepts of deposits and deposit mobilization, directives of NRB, uses of deposits,

concept of investments and it's benefits, concept of liquidity, its need, and liquidity
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management techniques etc. were reviewed as conceptual review. On the other hand, review
of articles and review of dissertations were included in research review section of the report.

The research covers only five years period from year 2007/08 to year 2011/12. It is
concerned with the deposit collection and mobilization analysis of the commercial bank. The
study was designed within the framework of descriptive and analytical research design and
the analysis has been made in the same way. For the study purpose, Kumari bank Itd. is
drawn as a study unit with applying convenience-sampling technique out of 31 commercial
banks. The required data and information were collected from secondary sources. In addition
with this, primary data also are used in this research work, which was collected by using
unstructured interview with concern staffs of the bank. Financia ratios, simple mathematical
and statistical tools have been implied to get the meaningful result of the collected datain this
research work.

The anaysis has been made the bank's ratios with compare to NRB standard,
industrial average and trend of ratios. The position of depositsisin increasing trend in al the
year despite the low interest rate offered and increasing numbers of commercia banks. This
shows that bank have been successful in studying the market need and tapping the potential
deposits with best possible means. Similarly bank has been able to maintain continuous
increase in net interest margin. The composition of assets where deposits are mobilized as
well managed and deposits are mobilized in evenly manners. However assets mainly
composed of loan & advances and investments. The cash in vault to total deposits ratios are
above the industrial average and NRB balance to total deposits ratio are sometime below and
sometime above the industrial average. Whereas the liquid funds to total deposits ratios are
above the industrial average during the study periods. This shows that the liquidity position
of the bank in overall is good but the bank do not strictly follow the NRB directives. Thereis
limitation in CRR ratio calculation asit is based on year end volume only rather than weekly
average and hence cannot be justifiable when compared with NRB norms. The assets
management ratios like total loan & advances to total deposits and total investments to total
deposits are favorable to the bank. Whereas the total loan & advances to total deposits ratio
were in fluctuation trend and total investments to total deposits were in decreasing trend
though it increased in 2nd last year.ie. in 2010/2011. It has indicated that there has been
switch from investment to loan & advances. The relationship between deposits and loan &

advancesis found significant and also the correlation is directly and positively associated.



5.2

83

Conclusions

Based on the findings, following conclusions have been drawn as a concluding

framework of the study on deposit collections and mobilization of Kumari bank Itd.

>

The deposit volume of Kumari bank Itd. during the study period shows that it has
been dramatically increasing in the observed al five years. This shows that bank is
putting additional effort and is aggressively caught up in deposit collection. It can be
also observed that interest bearing deposits contributed major part of total deposits
volume.

The cost involved in deposit collection or the total interest expense to total operating
revenue isin increasing trend. The cost of deposits collection and volume of deposits
is heading towards same direction. Deposits and interest expenses on deposit are
increasing at smaller rate. Due to the effect of interest rate offered by the bank to the
public.

The increasing trend of net interest margin (income) shows that spread between
interest revenues and interest costs management has been able to achieve by close
control over the bank's earning assets and the pursuit of the cheapest sources of
funding.

The assets composition of the bank during the study period reveas that movement of
investments has observed in switch over in to loan and advances during the study
period. As it can be seen the major part of total assets are held in form of loans and
advances and investment, which falls under high-risk category of assets.

The liquid funds to total deposit ratio is above the industrial average ratio. This shows
that there is very high proportion of liquid funds than the proportion of investment in
income generation asset and shows lack of specific policy of invest of additional idle
funds to high generating assets in the form of investment.

The NRB balance to total depositsratio isin fluctuation trend i.e. sometime above and
sometime below the industrial average during the study period. This shows that the
bank has not maintained sufficient amount of balance that must held in NRB.

The cash in vault to total deposit ratio is above the industrial average ratio except on
FY 2011/12 and NRB standard during the study period. It indicates that the bank is
running with the adequate liquidity to meet its short-term obligation.

The increasing trend of assets management ratios i.e. loan and advances to deposits

shows the capability of the management to deposits to loan & advancesis increasing.
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With the increase in deposit volume the loan & advances extended is also increasing.
Whereas on the contrary the ratio of investments to deposits is decreasing. The bank's
investment is in declining trend due to decrease in investment in government
securities and diverting the fund in loan and advances i.e. riskier sectors yielding
higher rate of return.

» The conclusion analysis shows that there is positive correlation between deposit and
loan & advances and deposits and investments. Also the correlation between
investments and loan & advances is positive during the study period. It is aso found
that correlation between deposits and loan & advances and correlation between

investment and deposits and loan & advances and investments are significant.

5.3 Recommendations
The following recommendation are made based on the conclusions as regard to
deposits aspects of Kumari bank Itd.

> The total deposit volume composed of interest bearing deposits and interest free
deposits proportion is in increasing trend. This means the bank has been able to lure
the customers of competitive market for deposits. The bank needs to update
customer's demand and arrange for special schemes, facilities and services in order to
enhance the volume of deposit collection considerably by synchronizing the NRB
directives aswell.

» Bank has been mobilizing major portion of deposits in loan & advances compared to
investments as it yield higher return contributing to increase in operating revenues
being involvement of high risk in loan & advances. As bank is diverting major
depositsin loan & advances during the study period, there is high probability of loan
default in future. So bank is advised to maintain up to international standards and
increase quality of assets. Besides bank management also has to form loan recovery
committee for credit appraisals and follow up measures.

> During the study period of five years it is observed that bank made a switch from
investments to loan & advances as it yield comparatively higher return. There has
been decrease in investment in government securities are risk free assets, with fixed
rate of return bank should make appropriate investment portfolio in order to maintain
equilibrium level of risk free and risky assets.
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» Theinterest expense on deposits to total operating profit ratio during the study period
of five yearsisin increasing trend. Likewise, net interest margin income of the bank
is adso in increasing trend though by lower ratio. The bank needs to focus more on
interest income and other incomes leading to increase in total operating revenues and
further control the operating expenses, which would cushion in competitive
environment.

» As the liquidity position of the bank is found to be high especialy in liquid funds,
the bank is recommended to ook upon new area of lending and investment that helps
in minimizing the idle funds. Otherwise, this may impact the profitability negatively.
And the bank's vault to total deposits ratio are above the industrial average and NRB
balance to total deposits ratio are in fluctuation trend i.e. sometime below and
sometime above the industrial average during the study period so strictly following
the NRB directivesis better for regulatory mandatory.

» The asset management ratios i.e. loan & advances to deposits is increasing and
investments to deposit is decreasing. Bank is advised to examine carefully the
portfolio of loans and investments and make continuous effort to explore new,

competitive and high yield opportunities to maximize profit.
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Appendix-1
Kumari Bank Limited

Balance Sheset
E;"Eitﬁ"ﬂi 2007/08 2008/09 2009/10 2010/11 2011/12
1.Share Capital | 1,070,000,000 | 1,186,099,200 | 1,306,015,920 | 1,603,800,000 | 1,603,800,000
iﬁf‘m and 204885269 | 438,853508 | 479,743,128 | 610,036,668 | 773,275,338
g .322entures & 400,000,000 400,000,000 400,000,000 400,000,000 400,000,000
4.Borrowing 100,000,000 293,420,000 429,739,536 660,925,000 5,403,000
Outstanding
ﬁ'izbeiﬁ’i‘:f‘é 12,780,153,444 | 15,710,925,263 | 17,432,253,032 | 16,986,279,457 | 21,985,198,276
6.Bills payable 65,296,714 70,087,025 42,312,957 8,118,121 20,698,657
7.Proposed
Dividend Payable - 6,583,752 156,816,002 | 6,581,717 112,266,000
8.Income Tax
Liabilies - 234,986 - - -
9.Other Liabilities | 325,914,001 | 432,361,375 | 238,698,167 | 216,044,346 | 230,759,700
Igg‘!ncﬁﬂta' and | 15 036249428 | 18,538,565,109 | 20,485,578,742 | 20,491,785,309 | 25,131,400,971
Assets
1.CashBdance | 565,641,118 | 544,108,504 | 574,065,903 | 524,780,914 | 584,140,254
IZ\I.gglance with 244576,115 | 1,120,760,644 | 1,663,997,917 | 526,948923 | 2,862,923,783
3.Baance with
Banks/Financial | 123,624,444 | 106,429,652 | 485,765,479 116,794,497 | 275,563,556
Institutions
4Money atcall & | oo 544 59 30,000,000 120,000,000 | 451,520,000 321,243,141
Short Notice
5.Investment 2,138,087,939 | 1,510,828,482 | 2,298,345764 | 3,533,622,908 | 2,940,556,674
6.LOANSAGVANCES | 1 340 167 939 | 14,503.346,830 | 14,765,912.480 | 14,626,073558 | 17,614,348,089
and Bills purchase
7.Fixed Assets 222000872 | 247,832,774 | 285,637,988 | 306,276,829 | 277,268,923
8.Non Banking
Asste 3,140,779 - - - -
9.0ther Assets 348020571 | 380,258,223 | 291,853211 | 405,767,680 | 255,355,651
Total Assets 15,036,249,428 | 18,538,565,109 | 20,485,578,742 | 20,491,785,309 | 25,131,400,971

89



Appendix-2

Kumari Bank Limited
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Compar ative Income and Expenses Statement (Amount in Actual)

INCOME

2007/08

2008/09

2009/10

2010/11

2011/12

A.On Loans,
Advances and
Overdraft

877,009,516

1,233,549,009

1,732,953,729

2,052,375,446

2,218,622,951

1.Loan & Advances

465,122,390

553,755,728

753,804,161

1,046,617,733

831,876,975

2.0verdraft

411,887,126

679,793,281

975,149,568

1,005,757,713

1,386,745,976

B. On investment

46,978,242

89,856,012

81,378,981

153,426,902

212,074,062

1.Government
Securities

46,586,997

88,539,674

80,062,644

152,110,565

210,757,724

a. Treasury Bills

43,361,548

74,990,179

66,166,471

134,991,477

191,628,752

b. Development Bonds

3,225,449

13,549,495

13,896,172

17,119,088

19,128,972

c¢. National Saving
Certificate

2. Foreign Debt Pages

3.Nepal RastraBank
Bonds

4. Debentures & Bonds

391,245

1,316,338

1,316,338

1,316,388

1,316,388

5. Interest On Interbank
Investment

a. Bank/Financial
Institutions

b. Other Institutions

C. On Agency
Balances

2,113,916

967,556

636,813

131,482

693,762

1.Domestic
Banks/Financial
Institutions

52,243

2.Foreign Banks

2,113,916

967,556

636,813

131,482

693,762

D. On Money at call &
Short Notice

31,144,050

50,349,890

56,096,834

45,805,651

10,189,451

1. Domestic
Banks/Financial
Institutions

21,189,231

42,610,458

52,341,943

40,027,779

5,650,464

2. Foreign Banks

9,954,819

7,739,432

3,754,892

5,777,872

4,538,987

E. Onothers

1. Certificate of
Deposits

2. Inter-Bank/ financial
Institution Loans

3.0thers

Total

957,245,724

1,374,722,467

1,871,066,357

2,257,719,724

2,441,580,226
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INTEREST

EXPENSES

flaoblr; i?i:sposit 463,374,013 | 760,503,809 | 1,088,328,380 | 1,469,833,667 | 1,576,486,718
1. Fixed Deposits 180,664,935 | 310,276,518 514,190,449 718,295,152 874,689,080
1.1. Local Currency 172,131,676 | 303,943,983 509,830,550 702,367,287 850,599,945
1.2. Foreign Currency 8,533,259 6,332,535 4,359,899 15,927,864 24,089,135
2. Saving Deposits 130,199,103 | 153,388,406 204,354,922 523,122,431 329,281,022
2.1. Loca Currency 125,515,994 | 150,717,770 202,270,725 521,138,209 328,062,185
2.2. Foreign Currency 4,683,109 2,670,636 2,084,197 1,984,223 1,218,836
3. Call Deposits 152,509,975 | 296,838,885 369,783,009 228,416,084 372,516,616
3.1. Local Currency 3,223,579 1,202,963 477,105 645,648 729,635
3.2. Foreign Currency 3,223,579 1,202,963 477,105 645,648 729,635
4. Certificate of i ) i ) i
Deposits

B. On Borrowings 35,360,209 55,699,081 100,589,792 96,717,931 46,005,042
1. Debentures & Bonds 3,951,005 32,000,000 32,087,671 32,000,000 32,000,000
2. Loan from NRB - - - - -

3 nter-Bark f‘rgsv’:ﬂg" 31400204 | 23699081 | 68502121 | 64,717,931 | 14,005,042
Other Organized i ) i ) i
Ingtitution

5. Other Loans - - - - -

C .On Others - - - - -

1 - - - - -

2. - - - - -
Total 498,734,222 | 816,202,890 | 1,188,918,173 | 1,566,551,598 | 1,622,491,760
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Appendix-3

Assets Composition of Kumari Bank Limited
Particulars 2007/08 2008/09 2009/10 2010/11 2011/12
1.Cash Balance | 565,641,118 549,108,504 574,065,903 524,780,914 584,140,254
ﬁ'gg'ancew'th 244576,115 | 1,120,760,644 | 1,663,997,917 | 526,948,923 | 2,862,923783
3.Baance with
Banks/Financial | 123,624,444 106,429,652 485,765,479 116,794,497 275,563,556
Institution
4. Money at call
and Short 55,360,000 30,000,000 120,000,000 451,520,000 321,243,141
Notice
5. Investment 2,138,797,590 | 1,510,828,482 | 2,296,872,913 | 3,533,622,908 | 2,940,556,674
6. Loans,
Advances & 11,335,087,939 | 14,593,346,830 | 14,765,912,480 | 14,626,073,558 | 17,614,348,989
Bills Purchase
7. Fixed Assets | 222,000,872 247,832,774 285,637,989 306,276,829 277,268,923
8. Non Banking
Pl 3,140,779 - - - -
9. Other Assets | 338,370,318 380,258,229 330,222,007 405,767,680 255,355,651
Total Assets 15,026,539,175 | 18,538,565,100 | 20,522,474,688 | 20,491,785,309 | 25,131,400,971




Appendix-4

I nvestment Composition

93

Particulars

2007/08

2008/09

2009/10

2010/11

2011/12

1. Government
Treasury Bills

1,278,195,002

882,519,990

1,522,341,633

2,577,192,260

2,244,985,335

2. Government Saving
Certificate

3. Government other
Bonds

190,900,000

197,575,000

209,047,851

228,913,348

329,633,174

4. Nepal Rastra Bank
Bonds

5. Foreign Bonds

6. Local
Licensed/Institutions

175,000,000

200,000,000

245,000,000

433,536,800

77,767,665

7. Foreign Bonds

476,482,088

212,387,992

300,035,781

270,560,000

264,750,000

8. Shares of organized
Ingtitutions

1,235,500

1,360,500

4,935,500

6,435,500

6,435,500

9. Bonds and
Debenturein
organized Ingtitutions

16,985,000

16,985,000

16,985,000

16,985,000

16,985,000

10. Other Investment

Tota Investment

2,138,797,590

1,510,828,482

2,298,345,764

3,533,622,908

2,940,556,674

Provision

Net Investment

2,138,797,590

1,510,828,482

2,298,345,764

3,533,622,908

2,940,556,674




Appendix-5
KUMARI BANK LTD.
Calculation of Liquidity Ratios
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Liquid Assets
to Total Deposit

2007/08

2008/09

2009/10

2010/11

2011/12

Cash Balance

565,641,118

549,108,504

574,065,903

524,780,914

584,140,254

Balance with
NRB

244,576,115

1,120,760,644

1,663,997,917

526,948,923

2,862,923,783

Balance with
Banks/Financial
Institutions

123,624,444

106,429,652

485,765,479

116,794,497

275,563,556

Money at call
& Short Notice
(Placement)

55,360,000

30,000,000

120,000,000

451,520,000

321,243,141

Investment

2,138,797,590

1,510,828,482

2,298,345,764

3,533,622,908

2,940,556,674

Secured Loan
against own
FDR

6,955,361

2,787,554

53,258,658

103,199,278

230,384,745

Secured Loan
against
Government
Securities

6,805,423

Total Liquid
Assets

3,134,954,628

3,319,914,836

5,202,239,144

5,256,866,520

7,214,812,153

Total Deposits

12,780,153,444

15,710,925,263

17,432,253,032

16,986,279,457

21,985,198,276

Liquid Assets
to Tota
Deposits(%o)

24.53

21.13

29.84

30.95

32.82

Industrial
Average(%)

13.16

12.71

12.78

14.96

10.75

Variance from
Industrial
average (%)

11.37

12.71

12.78

14.96

10.75
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NRB to Total
Deposits

2007/08

2008/09

2009/10

2010/11

2011/12

NRB Balance

244,576,115

1,120,760,644

1,663,997,917

526,948,923

2,862,923,783

Total Deposits less
margin & FCY
Deposits

12,084,838,839

15,435,076,588

16,769,386,714

16,068,283,754

21,016,183,993

NRB Balance/Totd
Deposit (%)

2.02

7.26

9.92

3.28

13.62

Industrial
Average(%)

7.23

9.85

7.85

7.09

12.74

Variance from
Industrial Average

-5.21

-2.59

2.07

-3.81

0.88

Margin Account
Balances

109,638,749

97,890,467

137,997,542

131,629,394

141,540,720

FCY Deposits

585,675,856

177,928,789

524,868,776

786,366,309

827,473,563

Cash at Vault to
Total Deposits

2007/08

2008/09

2009/10

2010/11

2011/12

Cash at Vault(in
million)

565,641,118

549,108,504

574,065,903

524,780,914

584,140,254

Total Deposits
less margin &
FCY Deposits

12,084,838,839

15,435,076,588

16,769,386,714

16,068,283,754

21,016,183,993

Cash at
Vault/Total
Deposits(%)

4.68

3.56

342

3.27

2.78

Industrial
Average(%)

2.97

281

2.79

2.95

3.00

Variance from
Industrial
Average(%)

171

0.75

0.63

0.32

-0.22

Margin Account
Balances

109,638,749

97,890,467

137,997,542

131,629,394

141,540,720

FCY Deposits

585,675,856

177,928,789

524,868,776

786,366,309

827,473,563
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Appendix-6

Least Square trend line of total Interest Expenses on Total Deposits to Total Operating
Revenue.
Let the straight Line Trend be

y=atbx ....I
Fitting of trend line by least square method.
Total Interest Expenseson Total
Fiscal Year Y ear (X) Deposit to Total Operating x=X-3 X2 Xy
Revenue(y)
2007/08 1 0.4459 2 4 -0.8918
2008/09 2 0.3123 1 1 -0.3123
2009/10 3 0.5405 0 0 0
2010/11 4 0.6110 1 1 0.6110
2011/12 5 0.6052 2 4 1.2104
>y=2.5149 >x=0 s X?=10 > xy=0.6173
ay
Sincex=0, Soa =—
n
_ 25149
5
=0.5029
[e]
_axy
b - [e) 2
aX
06173
10
=0.0617

Substituting the value of a& b in equation I, the equation of thetrend lineis
y=0.5029+(0.0617)x.




Appendix-7

Least Square trend line of Net Interest Income
Let the straight line trend be

y=at+bx .....|
Fitting of trend line by L east Square M ethod
Fiscal Year | Year(X) | Net Interest Income (y) x=X-3 X2 Xy
2007/08 1 458.52 -2 4 -917.04
2008/09 2 558.52 -1 1 -558.52
2009/10 3 682.15 0 0 0
2010/11 4 691.71 1 691.71
2011/12 5 819.09 2 4 1638.18
$y=3209.99 yx=0 | 3 X?=10 | yxy=854.33
ay
Sincex=0, So a=——
n
_3209.99
5
=641.99
o
=
ax
_854.33
10
=85.433

Substituting the value of a& b in equation I, the equation of thetrend lineis
y=641.99+(85.433)X.
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Appendix-8
Co-relation between Total Deposit and Loan & Advances
Fiscal . Loan and Va \2 Vi —\2 (X - )?)
Y ear Deposit(x) Advances(y) (X - X) (X - X) (Y _Y) (Y 'Y) (Y —Y_)
2007/08 | 12.78 11.33 -4.2 17.64 -3.25 10.56 13.65
2008/09 | 15.71 14.59 -1.26 1.59 0.01 0.0001 -0.01
2009/10 | 17.43 14.76 0.46 0.21 0.18 0.03 0.08
2010/11 | 16.98 14.62 0.01 0.0001 0.04 0.0016 0.0004
201112 | 21.98 17.61 5.01 25.10 3.03 9.18 15.18
Yx=84.87 | Yy=72.91 44.54 19.77 28.92
ax ay
. Mean (X) = - y = =22
n n
_ 8487 7291
5 5
=16.97 =14.58
. Variance ( s) = lé(x-i)z sy = %é(Y—V)Z
t=1 t=1
1 1
= =(44.54 = =(19.77
*(145) L (1977
=891 =3.95
. S.D.(sx) =v/0°x sy =./0%y
= 4/8.91 = 4/3.95
=292 =199
. Covariance= %é(x —Y)(Y —\_()
t=1
1
= =(28.92
(28.9)
=578
. Correlation = Covxy
oX.oy

578
2.9871.99




Calculation of PE
1-r?

N

PE =0.6745

=0.6745 x

V5
0.0499
V5
= 0.6745 x 0.0223
= 0.0151

=0.6745 x

6PE =6 x 0.0151
=0.0906
Therefore r>6PE

1-(0.9747)

99
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Appendix-9
Co-relation between Total Deposit and Total | nvestment
Fiscal | Deposit (x) | Investment B . _ _ X = X
Pes | - %) | (x| o) | v | %)
(v-v)
2007/0 12.78 213 -4.2 17.64 -0.35 0.04 1.47
8
2008/0 15.71 1.51 -1.26 1.59 -0.97 0.94 1.22
9
2009/1 17.43 2.29 0.46 0.21 -0.19 0.03 -0.08
0
2010/1 16.98 353 0.01 0.0001 1.10 1.10 0.01
1
2011/1 21.98 2.94 5.01 25.10 2.53 6.40 12.67
2
x=84.87 | Yy=12.4 44.54 8.51 15.29
ax ay
1. Mean (X) = &= vy =&
n n
_ 84.87 124
5 5
=16.97 =248
2. Variance ( sx) = 1é(X—Y)Z sy = %é(Y—Y)2
t=1 t=1
=1 44.54) = 3(8.51)
5 5
=891 =1.70
3. SD.(sx) =+o’x sy =./0%
=891 = /170
=292 =130

4. Covariance = lé(x —Y)(Y —\_()

t=1
1
= =(15.29
(1529
=3.058



Cov xy
oXx.0y

3.058

5. Correlation =

"~ 2.0871.30

_ 3.058
3.874
=0.7893

Calculation of PE
1-r?
JN
1-(0.7893)*
J5

0.6229

PE = 0.6745

=0.6745 x

=0.6745 x

= 0.6745 x 0.1691
=0.1140

6PE =6 x 0.1140
=0.684
Therefore r>6PE

101
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Appendix-10
Co-relation between Total Loan & Advances and Total | nvestment
Total _ _ _ X -X
Fiscal Loan & Invgﬁmt( (X - X) (X - X)2 (Y—Y) (Y—\?)2 ( )
Y ear Advance ) (Y \7)
s(x) B
2007/08 11.33 2.13 -3.25 10.56 -0.35 0.04 1.13
2008/09 14.59 1.51 0.01 0.0001 | -0.97 0.94 | -0.0097
2009/10 14.76 2.29 0.18 0.03 -0.19 0.03 | -0.0342
2010/11 14.62 3.53 0.04 0.0016 1.05 1.10 0.042
2011/12 17.61 2.94 3.03 0.18 253 6.40 7.66
Yx=72.91 | Yy=12.4 19.77 8.51 8.78
ax ay
1. Mean (X) = &= vy =<7
n n
_ 7291 124
5 5
=14.58 =248
2. Variance ( sx) = lé(x-i)z sy = %é(Y—Y)2
t=1 t=1
1 1
= Z|19.77 = Z=(851
“(977) - (351
=3.95 =1.70
3. SD.(sx) =+o’x sy =./0%
= 4/3.95 = 4/1.70
=1.98 =1.30

4. Covariance = lé(x —Y)(Y —\_()

t=1
1
= —(8.78
Lfe79)
=1.7576



Cov xy
oXx.0y

1.7576

5. Correlation =

©1.9871.30

_ 17576
2.574
=0.6828

Calculation of PE
1-r?
JIN
1-(0.6828)’
J5

0.4662

PE = 0.6745

=0.6745 x

=0.6745 x

= 0.6745 x 0.5337
=0.1614

6PE =6 x 0.1614
=0.9684
Therefore r<6PE
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Appendix-11
Industrial Average of Commercial Banks
Nl July
k] 202 pLLA 2aag 2L Dty 17 I 1804 200n 2001 2012
. e o N
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